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Chapter 1

Trading

1.1 Introduction

The trading on stock exchanges in India used to take place through open outcry
without use of information technology for immediate matching or recording of
trades. This was time consuming and inefficient. This imposed limits on trading
volumes and efficiency. In order to provide efficiency, liquidity and transparency,
NSE introduced a nation-wide on-line fully-automated screen based trading system
(SBTS) where a member can punch into the computer quantities of securities and
the prices at which he likes to transact and the transaction is executed as soon as it
finds a matching sale or buy order from a counter party. SBTS electronically
matches orders on a strict price/time priority and hence cuts down on time, cost
and risk of error, as well as on fraud resulting in improved operational efficiency. It
allows faster incorporation of price sensitive information into prevailing prices,
thus increasing the informational efficiency of markets. It enables market
participants, irrespective of their geographical locations, to trade with one another
simultaneously, improving the depth and liquidity of the market. It provides full
anonymity by accepting orders, big or small, from members without revealing their
identity, thus providing equal access to everybody. It also provides a perfect audit
trail, which helps to resolve disputes by logging in the trade execution process in
entirety. This sucked liquidity from other exchanges and in the very first year of its
operation, NSE became the leading stock exchange in the country, impacting the
fortunes of other exchanges and forcing them to adopt SBTS also. Today India can
boast that almost 100% trading take place through electronic order matching.
Technology was used to carry the trading platform from the trading hall of stock
exchanges to the premises of brokers. NSE carried the trading platform further to
the PCs at the residence of investors through the Internet and to handheld devices
through WAP for convenience of mobile investors. This made a huge difference in
terms of equal access to investors in a geographically vast country like India.

The trading network is depicted in Figure 1.1. NSE has main computer which is
connected through Very Small Aperture Terminal (VSAT) installed at its office.
The main computer runs on a fault tolerant STRATUS mainframe computer at the
Exchange. Brokers have terminals (identified as the PCs in the Figure 1) installed at
their premises which are connected through VSATs/leased lines/modems.

An investor informs a broker to place an order on his behalf. The broker enters the
order through his PC, which runs under Windows NT and sends signal to the
Satellite via VSAT/leased line/modem. The signal is directed to mainframe
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Figure 1.1: Trading Network

SATELLITE

NSE MAINFRAME Broket's premises

computer at NSE via VSAT at NSE's office. A message relating to the order
activity is broadcast to the respective member. The order confirmation message is
immediately displayed on the PC of the broker. This order matches with the
existing passive order(s), otherwise it waits for the active orders to enter the system.
On order matching, a message is broadcast to the respective member.

The trading system operates on a strict price time priority. All orders received on
the system are sorted with the best priced order getting the first priority for
matching i.e., the best buy orders match with the best sell order. Similar priced
orders are sorted on time priority basis, i.e. the one that came in early gets priority
over the later one. Orders are matched automatically by the computer keeping the
system transparent, objective and fair. Where an order does not find a match, it
remains in the system and is displayed to the whole market, till a fresh order comes
in or the earlier order is cancelled or modified. The trading system provides
tremendous flexibility to the users in terms of kinds of orders that can be placed on
the system. Several time-related (good till cancelled, good till day, immediate or
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cancel), price-related (buy/sell limit and stop loss orders) or volume related (all or
none, minimum fill, etc) conditions can be easily built into an order. The trading
system also provides complete market information on-line. The market screens at
any point of time provide complete information on total order depth in a security,
the five best buys and sells available in the market, the quantity traded during the
day in that security, the high and the low, the last traded price, etc. Investors can
also know the fate of the orders almost as soon as they are placed with the trading
members. Thus the NEAT system provides an Open Electronic Consolidated
Limit Order Book (OECLOB). Limit orders are orders to buy or sell shares at a
stated quantity and stated price. If the price quantity conditions do not match, the
limit order will not be executed. The term “limit order book™ refers to the fact that
only limit orders are stored in the book and all market orders are crossed against
the limit orders sitting in the book. Since the order book is visible to all market
participants, it is termed as an ‘Open Book’.

1.2 NEAT System

The NEAT system supports an order driven market, wherein orders match on the
basis of time and price priority. All quantity fields are in units and prices are quoted
in Indian Rupees. The regular lot size and tick size for various securities traded is
notified by the Exchange from time to time.

1.3 Market Types

The Capital Market system has four types of market.

1.3.1 Normal Market

Normal market consists of various book types wherein orders are segregated as
Regular Lot Orders, Special Term Orders, Negotiated Trade Orders and Stop Loss
Orders depending on their order attributes.

1.3.2 Odd Lot Market
The odd lot market facility is used for the Limited Physical Market. The main
features of the Limited Physical Market are detailed in a separate section (1.14).

1.3.3 RETDEBT Market

The RETDEBT market facility on the NEAT system of capital market segment is
used for transactions in Retail Debt Market session. Trading in Retail Detail Market
takes place in the same manner as in equities (capital market) segment. The main
features of this market are detailed in a separate section (1.15) on RETDEBT
market.



1.3.4 Auction Market

In the Auction market, auctions are initiated by the Exchange on behalf of trading
members for settlement related reasons. The main features of this market are
detailed in a separate section (1.13) on auction.

1.4 Corporate Hierarchy

The trading member has the facility of defining a hierarchy amongst its users of the
NEAT system. This hierarchy comprises:

Corporate Manager

v v

Branch 1 Branch 2
I |

v v v v

Dealer 11 Dealer 12 Dealer 21 Dealer 22

The users of the trading system can logon as either of the user type. The
significance of each type is explained below:

Corporate Manager: The corporate manager is a term assigned to a user placed at
the highest level in a trading firm. Such a user receives the End of Day reports for
all branches of the trading member. The facility to set Branch Order Value Limits
and User Order Value Limits is available to the corporate manager.

Branch Manager: The branch manager is a term assigned to a user who is placed
under the corporate manager. The branch manager receives End of Day reports for
all the dealers under that branch. The branch manager can set user order value limit
for each of his branch.

Dealer: Dealers are users at the lower most level of the hierarchy. A dealer can
view and perform order and trade related activities only for oneself and does not
have access to information on other dealers under either the same branch or other
branches.

1.5 Local Database

The Local Database provides faster response time to users. All inquiries made by a
user for own orders/trades are serviced through the local database. If however, a
corporate manager/branch manager makes inquities for orders of any
dealer/branch manager of the trading firm, then the inquity is serviced by the host.
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The data stored in the local database include system messages, security related
information and order/trade related data of the user.

1.6 Market Phases

The system is normally made available for trading on all days except Saturdays,
Sundays and other holidays. Holidays are declared by the exchange from time to
time. A trading day typically consists of a number of discrete stages as explained in
the subsequent section.

1.6.1 Opening

The trading member can carry out the following activities after login to the NEAT

system and before the market opens for trading.

e Set up Market Watch (the securities which the user would like to view on the
screen)

e Viewing Inquiry screens.

At the point of time when the market is opening for trading, the trading member
cannot login to the system. A message "Market status is changing. Cannot logon
for sometime." is displayed. If the member is already logged in, he cannot perform
trading activities till market is opened.

1.6.2 Open Phase

The open period indicates the commencement of trading activity. To signify the
start of trading, a message is sent to all the trader workstations. The market open
time for different markets is notified by the Exchange to all the trading members.
Order entry is allowed when all the securities have been opened. During this phase,
orders are matched on a continuous basis. Trading in all the instruments is allowed
unless they are specifically prohibited by the exchange. The activities that are
allowed at this stage are Inquiry, Order Entry, Order Modification, Order
Cancellation (including quick order cancellation) and Order Matching.

1.6.3 Market Close

When the market closes, trading in all instruments for that market comes to an end.
A message to this effect is sent to all trading members. No further orders are
accepted, but the user is permitted to perform activities like inquiries.

1.6.4 Surcon

Surveillance and Control (SURCON) is that period after market close during
which, the users have inquiry access only. After the end of SURCON period, the
system processes the data for making the system available for the next trading day.
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When the system starts processing data, the interactive connection with the NEAT
system is lost and the message to that effect is displayed at the trader workstation.

1.7 Logging On

On starting NEAT application, the logon screen appears with the following detail:
a) User ID

b) Trading Member ID

¢) Password

d) New Password

In order to sign on to the system, the user must specify a valid User 1D, Trading
Member ID and the corresponding password. A valid combination of User ID,
Trading Member ID and the password is needed to access the system.

a) UserID

Each trading member can have more than one user. The number of users allowed
for each trading member is notified by the Exchange from time to time. Each user
of a trading member must be registered with the exchange and is assigned an
unique user id.

b) Trading Member ID

The Exchange assigns a trading member id to each trading member. The trading
member id is unique and functions as a reference for all orders/trades of different
users. This id is common for all the users of a particular trading member. The
trading member id and user ids form a unique and valid combination.

It is the responsibility of the trading member to maintain adequate control over the
persons having access to user ids. The trading member should request the
Exchange for changes in user id user names especially when there are changes in
the users who are dealing on behalf of the trading member.

c) Password

When a user logs in for the first time, he has to enter the default password
'NEATCM' provided by the Exchange. On entering this password, the system
requests the user to enter a new password in the "New Password' field. On entering
the new password, the system requests for confirmation of this new password. This
new password is known to the user only.

The password should contain minimum of six characters and maximum of eight
characters in length. A combination of characters and numbers is allowed in the
password. The password can be changed if the user desires so and a new password
can be entered. The new password must be different from the old password.
Password appears in the encrypted form and thus complete secrecy is maintained.
The system ensures the change in password for all users (password expiry period is
parameterised by the Exchange). The user can logon by entering a new password as
per the procedure outlined above. In the event of the user forgetting his password,
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the trading member is required to inform the Exchange in writing with a request to
reset the password. The user password is reset to the default password set by the
Exchange. The user can log on, on entering a new password as per the procedure
outlined above.

If three attempts are made by a user to log on with an incorrect password, then that
user is automatically disabled. In case of such an event, the trading member makes
a written request to the exchange for resetting of password. The user password is
reset to the default password set by the Exchange. The user can log on, on by
entering a new password as per the procedure outlined above.

Eatlier, it was possible for the members having VSATSs at more than one location
to use the allotted user ids interchangeably from either location. This gives rise to
various systems security related problems. To reduce such potential risks associated
with the member’s workstation, the Exchange assigns user id to a specific location.
On account of it, whenever a user attempts to log on to the trader workstation, the
system checks for a valid location for that user id in the database at the host end.

In case there is a mismatch between the user id and corresponding VSAT id, the
message is flashed on the log on screen. "You ate trying to sign on from a different
location. Sign on is not allowed". Members connected through leased lines, high
speed dial up modems are also checked for the local address of their trading
terminals and the corresponding user ids. In case of mismatch between the two the
message "You are trying to sign on from a different location. Sign on is not
allowed" is flashed on the log on screen. Members maybe allowed logging in from
different VSAT ids only on specific written requests, which may be verified by the
Exchange with reference to the problem specified.

1.8 Log Off/Exit from the Application

One can exit from the application as and when one desires before the surcon
period. On invoking the log off screen, the following options are displayed to the
user:

a) Permanent sign off,

b) Temporary sign off, and

c) Exit

a) Permanent Sign Off

As the name suggests, a user can log off permanently from the trading system by
selecting this option. The user is logged off and the log on screen appears.

b) Temporary Sign Off

Temporary sign off is a useful feature that allows the user to disallow the use of the
trading software without actually logging off. During a temporary sign-off period,
the application continues to receive all market updates in the background.
However, the user cannot enter orders or make inquiries. This allows the user to
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leave the trading system temporarily inactive and prevents unauthorized access to
the system. On selecting the temporary sign off option, a password entry screen is
displayed. The use of the NEAT system is enabled on entering the correct
password. The temporary sign off is automatically activated when the user is
inactive for a period of 5 minutes. The user has to enter the password to resume
activities. If three attempts are made to sign on with an incorrect password, the
user is permanently logged off. In this case the user has to log on again.

c) Exit

On selection of this option, the user comes out of sign off screen.

1.9 NEAT Screen

The Trader Workstation screen of the trading member is divided into the following
windows:

Title bar: It displays trading system name ie. NEAT, the date and the current
time.

Ticker Window: The ticker displays information of all trades in the system as and
when it takes place. The user has the option of selecting the securities that should
appear in the ticker. Securities in ticker can be selected for each market type. On
the extreme right hand of the ticker is the on-line index window that displays the
current index value of NSE indices namely S&P CNX Nifty, S&P CNX Defty,
CNX Nifty Junior, S&P CNX500 and CNX Midcap 200. The user can scroll within
these indices and view the index values respectively. Index point change with
reference to the previous close is displayed along with the current index value. The
difference between the previous close index value and the current index value
becomes zero when the Nifty closing index is computed for the day.

The ticker window displays securities of both derivatives and capital market
segments. The ticker selection facility is confined to the securities of capital market
segment only. The first ticker window, by default, displays all the derivatives
contracts traded in the Futures and Options segment.

Tool Bar: The toolbar has functional buttons which can be used with the mouse
for quick access to various functions such as Buy Order Entry, Sell Order Entry,
Market By Price (MBP), Previous Trades (PT), Outstanding Order (OO), Activity
Log (AL), Order Status (OS), Market Watch (MW), Snap Quote (SQ), Market
Movement (MM), Market Inquiry (MI), Auction Inquiry (Al), Order Modification
(OM), Order Cancellation (OCXL), Security List, Net Position, Online Backup,
Supplementary Menu, Index Inquiry, Index Broadcast and Help. All these
functions are also accessible through the keyboard.

Market Watch Window: The Market Watch window is the main area of focus for
a trading member. This screen allows continuous monitoring of the securities that
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are of specific interest to the user. It displays trading information for the selected
securities.

Inquiry Window: This screen enables the user to view information such as Market
By Price (MBP), Previous Trades (PT), Outstanding Orders (OO), Activity Log
(AL) and so on. Relevant information for the selected security can be viewed.

Snap Quote: The snap quote feature allows a trading member to get instantaneous
market information on any desired security. This is normally used for securities that
are not already set in the Market Watch window. The information presented is the
same as that of the Marker Watch window.

Order/Trade Window: This window enables the user to enter/modify/cancel
orders and for also to send request for trade cancellation and modification.
Message Window: This enables the user to view messages broadcast by the
Exchange such as corporate actions, any market news, auctions related information
etc. and other messages like order confirmation, order modification, order
cancellation, orders which have resulted in quantity freezes/price freezes and the
Exchange action on them, trade confirmation, trade cancellation/modification
requests and Exchange action on them, name and time when the user logs in/logs
off from the system, messages specific to the trading member, etc. These messages
appear as and when the event takes place in a chronological order.

1.10 Invoking an Inquiry Screen

All Inquiry screens have a selection where the security viewed can be selected. The
screen shows the details of the security selected for that inquiry. The details for
each inquiry screens are discussed further in this chapter.

1.10.1 Market Watch

The Market Watch window is the third window from the top of the screen that is
always visible to the user. The Market Watch is the focal area for users. The
purpose of Market Watch is to setup and view trading details of securities that are
of interest to users. For each security in the Market Watch, market information is
dynamically updated.

Market Information Displayed: The one line market information displayed in the
market watch screen is for current best price orders available in the Regular Lot
book. For each security the following information is displayed:

a) the corporate action indicator "Ex/Cum"

b) the total buy order quantity available at best buy price

c) best buy price

d) best sell price

e) total sell order quantity available at best sell price

f) the last traded price
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@) the last trade price change indicator and
h) the no delivery petiod indicator "ND"
If the security is suspended, "SUSPENDED” appears in front of the security. If a
question mark (°?) appears on the extreme right hand corner for a security, it
indicates that the information being displayed is not the latest and the system will
dynamically update it.
Information Update: In the Market Watch screen, changes in the best price and
quantities are highlighted on a dynamic basis (in all pages of Market Watch). For
example, if the best price changes as a result of a new order in the market, the new
details are immediately displayed. The changed details are highlighted with a change
of colour for a few seconds to signify that a change has occurred. The blue colour
indicates that price/quantities have improved, while the red colour indicates that
the price/quantities have worsened.
If the last traded price is better than the previous last traded price then the
indicator "+' appears or if the last traded price is worse than the previous last
traded price then the indicator *-' appears. If there is no change in the last traded
price, no indicator is displayed.
The list of securities that are available for trading on Capital Market segment is
available in the Security List box. The user has the option to setup securities
directly from the Security List without typing a single character on the market
watch screen. This is a quick facility to setup securities. If the user tries to setup a
security which is already present in the market watch one gets a message that the
security is already setup. The user also has the option to add and delete the security
set up in the market watch screen as many times as one desires. The user can print
the contents of the Market Watch setup by the user. The user can either print the
Market Watch on display or the Full Market Watch.
Market Watch Download: A user has to set up securities after the first download
of the software. After setting up the market watch, it is suggested that the user
should log out normally. This will help the user to save the freshly set up market
watch securities in a file. If at any given time, when the user has freshly set up a few
securities and encounters an abnormal exit, the newly set up securities are not saved
and the user may have to repeat the process of setting up securities. The Market
Watch setup is carried over to subsequent days, thus averting the need to set up the
Market Watch on daily basis. During the logon stage, the relevant Market Watch
details are downloaded from the trading system. The message displayed is "Market
Watch download is in progress'. The time taken for the Market Watch download
depends on the number of securities set up.
Special Features of Market Watch screen
a) One of the best features of this software is that the user has the facility to set
up 500 securities in the market watch. The user can set up a maximum of 30
securities in one page of the market watch screen.
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b) The details of the current position in the Market Watch defaults in the order
entry screen and the inquiry selection screen. It is therefore possible to do
quick order entries and inquiries using this feature. The default details can also
be overwritten.

c) Market Watch setup can be sorted alphabetically.

d) An indicator for corporate actions for a security is another feature in market
watch. The indicators are as follows:

"XD' - ex-dividend

"XB' - ex-bonus

"XTI' - ex-interest

"XR' - ex-rights

'CD' - cum-dividend

'CR' - cum-rights

'CB' - cum-bonus

'CI' - cum-interest

'C*' - in case of more than one of CD, CR, CB, CI
"X*' - in case of more than one of XD, XR, XB, XI

e) The ex indicator in the market watch screen appears till the end of no delivery
period in which the security goes ex benefit. In case, a security goes ex benefit
without having any no delivery period, ex indicator is displayed only on the ex
day.

1.10.2 Security Descriptor

The following information is displayed in the Security Descriptor - Security Name,
Book Closure Start and End Dates, Ex-Date, No-Delivery Start and End Dates,
Tick Size, Rating and Remarks. The label DPR i.e. Daily Price Range displays the
permissible price band for a security for the current trading day.

1.10.3 Market By Price

The purpose of Market By Price (MBP) is to enable the user to view outstanding
orders in the market aggregated at each price and are displayed in order of best
prices.

The fields that are available on the selection screen are Symbol, Series and Book
Type. The options available in the book type field are Regular Lot and RETDEBT.
The detailed MBP screen is split into First Line, Detail Line and Summary Line.
The first line displays Market Type, Symbol, Series, Total Traded Quantity, Highest
Trade Price, Lowest Trade Price, Last Trade Price, % Change in LTP from
Previous Day Close and Average Traded Price. The detail line displays Number of
Buy Otders, Total Buy Order Quantity at that price, Buy Otrder Price, Sell Order
Price, Total Sell Order Quantity at that price and Number of Sell Orders. The
summary line displays Total Buy Order Quantity and Total Sell Order Quantity.
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For special term orders, the terms are not reflected in the MBP screen. Buy orders
are displayed on the left side of the window and sell orders on the right. The orders
appear in a price/time priority with the "best priced" order at the top. When any
Regular Lot information, currently displayed on the window, is changed (for
example as the result of a trade), this information is automatically reflected in the
MBP i.e. dynamic updation of MBP screen is present.

All buyback orders are identified by an “*’ in the MBP screen. In case a buyback
order appears in the best orders in the MBP an *’ will precede such an order
record. In addition, an *’ will appear against the “Total Buy’ field in the MBP.
Similarly if a buyback order price is among the best five prices in the order book an
“* will appear against the appropriate price and also in the “Total Buy’ field. In case
a buyback order is present in the order book but does not appear in the MBP, an
*” will precede the “Total Buy’ field in the MBP screen.

Special Features of MBP

1. Regular lot & special term orders can be viewed in the MBP.

2. The status of a security is indicated in this screen. P' indicates that the security is
in the pre-open phase and 'S' indicates that the security is suspended.

3. The percentage change for last trade price with respect to previous day's closing
price and the average trade price of the security in the given market are the
additional fields in the screen.

4. No untriggered stop-loss order will be displayed on the MBP screen.

5. Only orders for the best 5 prices, information is displayed.

1.10.4 Previous Trades

The purpose of this window is to provide security-wise information to users for
own trades. The fields that are available on the selection screen are Symbol, Series,
Market type, Auction Number, Trading Member 1d, Branch Id, Dealer, Cli/WHS
and Time. The options available in the Market type field are Normal Market,
RETDEBT, Odd Lot and Auction. If the user selects the option to view Auction
Market trade details, the auction number has to be compulsorily entered. The
Corporate Manager can view all the trades for all branches or for a specific branch.
Under the specific branch, the user can view trade details for a specific dealer or for
all dealers. Similarly, it is possible to view all warehousing trades for a particular
client or for all clients. The Branch Manager can view all details under that branch
L.e. all previous trades for all dealers and for all clients or for all dealers or for a
specific dealer. The dealer can view previous trades for own user id only. The user
can select the previous trades up to a particular time period, by entering the
relevant time in the time field.

The detailed Previous Trade screen information is split into First Line, Detail Line
and Summary Line. The first line displays Market Type, Symbol, Series, Last Trade
Price, Last Trade Quantity, Last Trade Time and Total Traded Quantity. The detail
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line contains Buy/Sell Indicator, Pro/Cli/WHS indicator (where P - PRO, C - CLI

and W - WHS), Order Number, Trade Number, Trade Quantity, Trade Price and

Trade Time. The summary line contains Total Number of Buy Trades, Total Buy

Quantity Traded, Total Buy Traded Value, Average Buy Traded Price, Total

Number of Sell Trades, Total Sell Quantity Traded, Total Sell Traded Value and

Average Sell Traded Price. Previous Trade Screen displays the client account

number also.

Trades are displayed in a reverse chronological order. First all buy trades are

displayed and then sell trades are displayed.

Special Features of Previous Trades

(a) Trade cancellation can be requested from the Previous Trade screen. This
facility is available only for member’s own trades. The Corporate Manager can
request for trade cancellation for any branch or any dealer. The Branch
Manager can request for trade cancellation for any dealer under that branch.
The dealer can request for trade cancellation only for trades under that user id.

(b) Trade modification can be requested from the Previous Trade screen. The user
can request the Exchange to modify only the trade quantity field. Moreover, the
new quantity requested must be lower than the original trade quantity.

1.10.5 Outstanding Orders

The purpose of Outstanding Orders (OO) is to enable the user to view the
outstanding orders for a security. An outstanding order is an order that has been
entered by the user, but which has not yet been completely traded or cancelled. The
user is permitted to see his own orders.

The fields which are available on the selection screen are Symbol, Series, Book
type, Auction Number, Branch 1d, Dealer, Pro/Cli/WHS and Time. The options
available in the Book type field are Regular Lot, RETDEBT, Odd Lot, Negotiated
Trade, Stop Loss and Auction. If the user selects the option to view Auction
Market trade details, the Auction Number has to be compulsorily entered.

The corporate manager can view all the OO for all branches or for a specific
branch. Under the specific branch, the user can view OO details for a specific
dealer or for all dealers. Similarly it is possible to view all OO for a particular client
or for all clients under a dealer. The Branch Manager can view all OO details under
that Branch i.e. all OO for all dealers and for all clients or for all dealers or for a
specific dealer. The dealer can view OO for own user id only.

The detailed outstanding orders screen is split into First Line and Detail Line. The
first line contains Symbol, Series, Market Type, Security Status, Label, Current
Time and Current Date. The detail line contains Book Type, User 1d, Client A/C
Number, Order Number, Order Quantity Pending and Order Price.

The orders ate listed on the basis of price/time priority. The orders are displayed in
order of Regular Lot orders and then Stop Loss orders. Outstanding order screen is
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not dynamically updated, but the user has option to refresh the OO screen by

reinvoking the inquiry.

Special Features of Ountstanding Orders

a) 'The user can modify orders from the outstanding orders screen.

b) The user can cancel orders from the outstanding orders screen.

¢) The user can view status of a particular order from the outstanding orders
screen.

1.10.6 Activity Log

The Activity Log (AL) shows all the activities that have been performed on any

order  belonging to  that wuser. These activities include  order

modification/cancellation, partial/full trade, trade modification/cancellation. It

displays information of only those orders in which some activity has taken place. It

does not display those orders on which no activity has taken place.

The fields that are available on the selection screen are Symbol, Series, Market

Type, Branch Id, Dealer, PRO/CLI/WHS and Client Account Number. The

Symbol, Series and Market Type fields are compulsory. The options available in the

Market Type field are Normal Market, RETDEBT, Odd Lot and Auction.

The detailed AL screen is split into first line and detail line. The first line displays

Market Type, Symbol, Series, Current Time and Current Date. The detail line

contains User Id, Order Number, PRO/CLI/WHS indicator (where P-PRO, C-

CLI and W-WHS), Buy/Sell Indicator, Otder quantity, Otder price, Otrder

Terms/Trade Number, Disclosed Quantity, MF Indicator, MF Quantity, Activity

Indicator and Activity Time. One line appears for each activity that has taken place

today. For example, if a buy order is traded against three separate sell orders, then

the activity log for the buy order shows three separate lines and the original order

details.

The following activities are displayed:

B For buy orders, this indicates a match.

S For sell orders, this indicates a match.

OC This indicates an order was cancelled.

OM This indicates an order was modified. The details displayed are the order
after it was modified.

TC For both buy and sell orders this indicates that a trade involving this order
was cancelled.

TM For both buy and sell orders this indicates that a trade involving this order
was modified.

Special terms associated with the order are displayed to help identify the order.

Special Features of Activity 1.og

(a) The AL gives details of all activities on chronological orders.
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(b) Within the order number, the details appear with the oldest activity first and the
latest last.

(c) The activity consists only of orders entered by the requesting trading member.

(d) This inquiry option is not available to users in inquiry mode.

1.10.7 Order Status

The purpose of the Order Status (OS) is to look into the status of one of dealer’s

own specific orders. The screen provides the current status of orders and other

order details. The order status screen is not dynamically updated. In case the order

is traded, the trade details are also displayed. In case of multiple trades the display is

scrolled.

To view the status of a particular order, enter the order number for which the

order status is to be viewed in the selection screen of OS. The first part of the

order number (i.e. today's date) is defaulted. The user has to enter the second part

of the order number. If the user does not know the order number, then the user

can position the highlight bar on the desired order on the Outstanding Order

screen and then invoke the OS screen. The order number is directly defaulted in

the Order Status selection screen.

The detailed OS screen is divided into three parts. The first part covers order

related information, the second part covers the trade related information if the

order has resulted in a trade and the third part gives summary details.

The first part details are in two lines. The first line gives Book Type, Symbol,

Series, Order Number, Type (Buy/Sell), Total Order Quantity, Order Price,

PRO/CLI/WHS, Client A/C Number and Participant Id. The second line gives

Disclosed Quantity, MF/AON Indicator, MF Quantity, Trigger Price,

Day/GTD/GTC, Indicator 1 (Otder Modified - MOD), Indicator 2 (Order

Cancelled - CXL) and Indicator 3 (Order Traded - TRD). The second part details

are Trade Quantity, Trade Price, Trade Time and Trade Number. The third part

details are Quantity Traded Today and Balance Quantity (remaining quantity).

Special Features of Order Status

(a) The OS provides the user the current status of the order i.e. whether order has
been modified, order was cancelled, order was traded, order has been partially
traded on the previous day.

(b) It shows all the order details. It also shows the trade details for each trade done
against this order.

(c) The data is presented in chronological order. One line appears for each activity
that has taken place today.

(d) The dealer can view order status of orders entered under that Dealer 1d only.

(e) This Inquiry option is not available to Users in Inquiry mode.
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1.10.8 Snap Quote

The Snap Quote is a feature available in the system to get instantaneous market
information on a desired security. This is normally used for a security that is not
setup in the Market Watch window. The information displayed for the set up
security is same as that in Market Watch window i.e. Corporate action indicator
"Ex/Cum", the total buy order quantity, best buy price, best sell price, total sell
order quantity, last traded price, last trade price change indicator and the no
delivery indicator "ND".

The Snap Quote is displayed for the time specified by the Exchange from time to
time. The display position of Snap Quote is reserved and no other information
overlaps it. A user can therefore simultaneously view a regular inquiry (e.g. MBP)
and the Snap Quote display.

1.10.9 Market Movement

The purpose of the Market Movement screen is to provide information to the user

regarding the movement of a security for the current day. This inquiry gives the

snap shot for a particular security for a time interval as parameterised by the

Exchange. The fields that are available on the selection screen are Symbol, Series

and Market type. The user can select the Market Type as Normal Market,

RETDEBT and Odd Lot market.

The detailed output screen is given in two parts. The first part gives information

regarding the security for the entire day namely Symbol, Series, Market Type, Total

Buy Order Quantity, Total Sell Order Quantity, Total Traded Quantity, High Price,

Low Price, Open Price and Last Traded Price. The second part gives information

for a particular time interval namely Time Interval, Buy Order Quantity, Sell Order

Quantity, Traded Quantity, High Price and Low Price.

The user can save the Market Movement screen by specifying the directory and file

name to save the information. This file can be viewed in MSDOS editor.

Special Features of Market Movement

(a) The Market Movement screen provides information to the user regarding the
movement of a security for the current day on orders/trades done today.

(b) The information displayed is from the time the market was opened today and
in chronological sequence.

1.10.10 Market Inquiry

The purpose of the Market Inquiry is to enable the user to view the market
statistics, for a particular market, for a security. It also displays the open price and
previous close price for a security.

The fields that are available on the selection screen are Symbol, Series and Market
type. The user can select market type as Normal, RETDEBT and Odd Lot.
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The detailed output screen is given in two parts. The first line displays Symbol,

Series, Security Status, Corporate Actions Indicator 1, Corporate Actions Indicator

2, Corporate Actions Indicator 3, Total Traded Quantity, 52 Week High and 52

Week Low. The second line displays Closing Price, Opening Price, High Price, Low

Price, Last Traded Price and Net change from closing price. The third line displays

Last Traded Quantity, Last Traded Time and Last Traded Date. The fourth line

displays Best Buy Order Quantity, Best Buy Order Price, Best Sell Order Price and

Best Sell Order Quantity.

Special Features of Market Inquiry

(a) This screen is not dynamically updated. It displays the security status of the
security selected. 'S' indicates that the security is suspended, ‘P’ indicates that
the security is in pre open (only for normal market) and in absence of the above
indicators the security is open for trading.

(b) An indicator for corporate actions for a security is displayed on the screen. The
indicators are as follows:

"CD" = cum-dividend "XD" = ex-dividend
"CR" = cum-rights "XR" = ex-rights
"CB" = cum-bonus "XB" = ex-bonus
"CI” = cum-interest "XI” = ex-interest

(c) The net change indicator for last trade price with respect to the previous day's
closing price and the net change percentage for the last trade price with respect
to the previous day's closing price are displayed.

(d) The base price of a security for the day is equal to the previous day's closing
price of the security in normal circumstances. Thus, in the market inquiry
screen the field indicating the closing price also gives the base price for the day.

(e) If the base price is manually changed (due to a corporate action) then the
market inquiry will not display the new base price in the closing price field.

1.10.11 Auction Inquiry

The purpose of Auction Inquiry (Al) is to enable the users to view the auction
activities for the current trading day. This window displays information about
auctions currently going on and auctions that have been completed.

The detailed line in the auction inquiry screen displays No. - Serial Number, St. -
Status of the auction security, Type - Buy/Sell auction, Symbol, Seties, Best Buy
Qty, Best Buy Price, Best Sell Price, Best Sell Qty, Auction Qty, Auction Price and
Settlement Period.

The following are the different status displayed for an auction security:

S - Auction is in Solicitor Period
M - System is matching the orders
F - Auction is over

X - Auction is deleted
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P - Auction is pending and yet to begin.

The user can view the auction details of a security setup in the market watch, by
invoking the auction inquiry screen after highlighting the auction security. To view
the auction details for all the securities, the user should blank out the contents of all
the fields in the auction inquiry selection screen. To view the auctions after a
particular number, the user should blank out the contents in Symbol & Series field
and enter the number in the auction number field on the selection screen. The
auction inquiry screen then displays all auctions from that number onwards. This
window is dynamically updated.

1.10.12 Security /Portfolio List

This is a facility for the user for setting up the securities in the market watch screen.
This screen is also has a new facility of allowing the user to setup his own portfolio.
Security List. The user can select securities based on Symbol, Series, Instrument
Type and Market Type. A blank/partial search for Symbol and Seties is also
possible. The Symbol, Series, Market Type and Security Name are displayed based
on the selection criteria. The user can also print the selected securities.

Portfolio List. Once the security is selected, the same can be used for setting up a
portfolio. The user can give a name to the list so selected. The existing portfolio
can be modified and/or removed. The user can also set-up a patticular portfolio in
market watch. Portfolio created can be used for basket order entry also. Order files
can be generated based on the portfolio created using basket trading option.

1.10.13 Multiple Index Broadcast and Graph

This screen displays information of NSE indices namely S&P CNX Nifty, S&P
CNX Defty, CNX Nifty Junior, S&P CNX 500 and CNX Midcap 200. The indices
are labeled vertically and the information is displayed against each index
horizontally. The data displayed for each index is as follows:

- Current Index

- High Index

- Low Index

- Open Index

- Close Index

- % change in Current Index (w.r.t. previous close index)

- 52 week High

- 52 week low

- Up Moves

- Down Moves

- Market Capitalisation (in Rs. Lakh)
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This information is displayed on-line for S&P CNX Nifty, S&P CNX Defty, CNX
Nifty Junior, S&P CNX 500 and CNX Midcap 200. Index Graph displays all the
indices on a real time basis to the market.

1.10.14 Online Backup

On Line Backup is a facility that the user can invoke to take a backup of all order
and trade related information for the user. The information available is for the
current day only.

The On Line Backup can also be taken without logging into NEATCM. On the
selection screen the user can select the various fields on which the output will be
filtered. The fields that can be filtered are CLI/WHS Account Number, Market
Type, Book Type, Symbol, Series, Instrument Type, Date, Time, Order Indicator,
Trade Indicator, Buy/Sell Indicator, Order Numbers and Trade Numbers

The user is provided the option to copy the files to any drive of the computer or
on a floppy diskette. This utility generates two ASCII files namely Order.txt and
Trade.txt. The user can specify any filename for Orders and Trades. This utility will
help the user to generate the Contract Notes. The user is requested to take backup
first on the C:\drive and subsequently copy to A:\drive to avoid ovetloading PC
capacity and abnormal log-off.

1.10.15 Basket Trading

The purpose of Basket Trading is to provide NEAT users with a facility to create
offline order entry file for a selected portfolio. On inputting the value, the orders
are created for the selected portfolio of securities according to the ratios of their
market capitalisations.

An icon has been provided in the Toolbar which can be selected by the mouse to
invoke the functionality.

In the Basket Trading functionality, the User First Selects a Portfolio from combo
box. The Portfolio in the combo box is user defined portfolios (which can be
created or edited from the Security List screen which is an existing functionality).
All Users defined Portfolios are automatically loaded in to the combo box. The
User then allocates an amount to the portfolio by mentioning the amount in the
'Amount' edit box. The amount entered is in lakh and must be less than or equal to
Rs. 3000 lakh. If the amount entered is not sufficient to buy/ sell a complete
basket, a message "Insufficient amount for creating the basket" is displayed. Then,
the User mentions whether he wants to buy or sell the Portfolio by selecting a
choice from BUY/SELL combo box. The User has to mention the name of offline
order file which would be generated. The Output Offline order file is always
generated in the Basket directory of the current selected login drive. If a file with
the given name already exists then it asks for overwriting the old file. A Reverse
File with the same name is also generated in 'R_Basket' directory of the current
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login drive. The Reverse File contains reverse order (if user has selected buy then it
contains sell orders and vice-versa). The user can mention order’s duration (IOC or
day) by selecting from a check box. The User can also specify Pro/Cli/Whs orders
by selecting from the combo box. In case of CLI & WHS orders it is compulsory
to mention the account number in the edit box.

The Participant name can be mentioned. If mentioned it is verified whether it is a
valid participant or not.

The amount mentioned in the 'Amount Edit' Box is divided among the securities
of the portfolio, depending on their current market capitalisation, and the amount
allocated per secutity is used to calculate the number of shares to be bought / sold
for that security which is reflected in the offline order file. The number of shares is
rounded off to the nearest integer. If the basket contains any security whose regular
lot is not one, then the file will need to be corrected by the user to accommodate
shares in tradable lots.

If the portfolio contains a security which is suspended/not eligible in the chosen
market then an error message is displayed on the screen.

All the orders generated through the offline order file are priced at the available
market price.

Quantity of shares of a particular security in portfolio are calculated as under:

Number of Shares ofa = Amount * Issued Capital for the security
security in portfolio Current Portfolio Capitalisation
where

Current Portfolio Capitalisation = Summation [Last Traded Price (Previous close
if not traded) * Number of Issued
shares]

In case at the time of generating the basket if any of the constituents are not traded,
the weightage of the security in the basket is determined using the previous close
price. This price may become irrelevant if there has been a corporate action in the
security for the day and the same has not yet been traded before generation of the
file. Similarly, basket facility will not be available for a new listed security till the
time it is traded.

1.10.16 Buy Back Trades

As per SEBI Notification, dated 14 November, 1998, buyback of securities is
permitted in the Secondary Market. This is termed as “Buy-Back from the Open
Market”. In the open market, buyback of shares is permitted through Stock
Exchanges having electronic trading facility and such buyback orders are required
to be identified upfront in the electronic trading screen as buyback orders.
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The purpose of Buy Back Trade functionality is to give information to the market
about the buy back trades executed from the start of the buy back period till
current trading date in the securities whose buyback period is currently on. It
provides information about Symbol, Series, Day's high price, Day's Low Price,
Day’s  Weighted  Average  Price, Day’s  Volume, Total Volume,
Highest/Lowest/Weighted Average Prices till previous day, Buy Back Start & End
date.

The Buyback Trade functionality provides users with the information about the
buyback trades going in various securities. The front screen shows Symbol, Series,
Low price (Today), High price (Today), Weightage. Average price, Volume
(Today), and Previous day Volume.

The user after selecting a particular row from the buyback list box can view further
information viz. Symbol, Series, Start date, End date, Total Traded Qty (Till date),
Previous High price, Previous Low price and Wt avg. Price till date of buyback
scheme. The Buyback broadcast updates the information.

1.10.17 Supplementary Functions

This section discusses certain supplementary functions of NEAT such as Branch
Order Value Limit, Most Active Securities, Colour Selection, Report Selection, Net
Position and Print System Message.

The supplementary menu list box has the following options:

e Report Selection

e Tull Message Display

e Colour Selection

e Print System Message ON/OFF

e Print Order/Trade Confirmation Slips On/Off
o Ticker Selection

e Market Movement

e Most Active Securities

e Index Inquiry

e Offline Order Entry

e Order Limits

e SQUVL

e Order Attribute Selection

e Reprint Order/Trade Confirmation Slip
e Branch Order Value Limit

e Net Position and Net Position Backup
e Online Backup

e One line/Tabular Slips
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o User Order Value Limit

e C(Client Master Maintenance

e Index Trading

e Reverse Basket on traded quantity
e About

1.10.17.1 Report Selection.

Report selection window allows the user (corporate manager and branch manager)
to specify the number of copies to be printed for each report.

The user can update the number of copies for a report. The Report Selection
screen allows the user (Corporate manager and Branch Manager only) to specify
the number of copies to be printed for each report. All the reports are generated at
the end of day. Once the reports are printed, the Report Selection screen shows the
date and the time the reports were printed. The user can request for reprinting any
of the reports.

The reports that are available to the trading member are Open Order Today, Order
Log, Trades Done Today, Market Statistics and Market Indices.

Open Order

This report gives details for all dealers belonging to the trading member that are
currently outstanding or unmatched orders. In practice this means only valid,
unexpired GTC and GTD orders. Regular lot, special terms, odd lot and stop loss
outstanding orders are presented in this report.

Order Log

The purpose of this report is to give the activity log of the orders for the dealers
belonging to a trading member. This report shows Orders placed today, Orders
modified today, Orders canceled and Orders deleted by the system. This report
shows the activity log for the orders of a trading member. It shows the details of
the orders which are entered today, modified today, canceled by the dealer today,
deleted by the system (Expited DAY, GTD/GTC otders). For order modification,
the modified order details are shown for each modification done.

Trades Done Today

The purpose of this report is to show the details of the trading activity by the
trading member. This report gives details of trades done today for all dealers
belonging to the trading member firm. The report has details for all the types of
trades i.e. Normal market trade, Odd Lot trade, RETDEBT trade and Auction
trade.

Market Statistics

The purpose of this report is to show the market statistics of that trading day. This
report gives details related to all the securities traded on that day for all markets. A
separate Market Indices Report is also disseminated to members which contains
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details regarding the Open, High, Low, Close, Previous Close and % change over
the Previous Close of S&P CNX Nifty, S&P CNX Defty, CNX Nifty Junior, S&P
CNX 500 and CNX Midcap 200 indices.

1.10.17.2 Full Message Display

This option enables the display of all the system messages right from the start of
the Opening Phase. It is also possible to filter the messages depending on the
message code, symbol, series, PRO/CLI/WHS, Client, date and time. The system
messages can be printed, if needed.

Message area contains user id for order and trade confirmation\modification\
cancellation and rejection. The trade confirmation\modification\cancellation
messages displayed in the message area will contain the corresponding remarks
entered during the order entry.

The user can filter, print and save messages. In the message filtering screen the
message code by default shows All. The user has the option to select the desired
message code on which the messages can be filtered. The messages can also be
filtered on Symbol, Series, Trading member Code, PRO/CLI/WHS/ALL, Client
A/C Number, Date and Time fields.

In case the user desires to filter messages for trading membet's own order/trade
related messages, "PRO" has to be specified with the trading member code
defaulting in the "Client Account” field. In case the user desires to filter messages
for a particular client, "CLI" has to be specified with the client account code in the
"Client Account" field. In case the user desires to filter messages for warchouse
transactions, "WHS" has to be specified with the client account code in the "Client
Account" field. In case the user desires to view all messages, "All" has to be
specified and the "Client Account" field should be blank. The message filter
displays "All" by default when the user invokes the full message display screen.
Message area will contain the machine number along with the message specifying
from which machine the message have been generated. An extra filter code has
been provided in the message area to filter messages on the machine number
parameter.

The messages are filtered as per the selection criteria. The message codes on which
the selection can be made are:

Message Code Description of Messages Selected
ALL All messages

AUC Auction order/trade messages

AUI Auction initiation messages

LIS All listing related messages

ORD Order Related messages

OTH Miscellaneous

SPD Security Suspension/De-suspension
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SYS System Messages
TRD Trades

The full message display and filtered messages can be printed by invoking the print
command by ensuring that the printer is online. The user can save messages by
invoking the Save option on the Full Message Display screen and by specifying the
directory and file name in the pop up box. Here an option is available to the user to
both specify the directory and file name to save messages, or to choose the default
directory i.e. nsecm\user directory. This file can be viewed in MS-DOS editor.

1.10.17.3 Colonr Selection

The user can customise the colours for various inquiry and other trader
workstation screens as per choice. The background and the foreground colours can
be selected by invoking the Colour Selection option. The following is displayed on
the colour selection listbox:

List of Screens: Lists all the screens in NEAT system. The user has the option of
changing both the foreground and the background colours of any screen.

Display Window: Displays the screen with the changed colours. To change the
colour of a particular screen, the user has to position the highlight bar on the
desired screen and select any one of the sixteen colour buttons. The change in the
colour can be seen in the Display window. The user can reset the colour to default
setting by selecting the Default option. It is to be noted that the user cannot select
the same colour for foreground of an inquiry screen.

1.10.17.4 Print System Messages On/ Off

The Print System Messages ON/OFF' enables/disables printing of the system
messages as and when they appear in the messages window. By default the option
is set to "OFF". The user can change the On/Off position by pressing the space
bar. The cutrent mode (On/Off) is displayed for this option on the Supplementary
Menu screen itself.

1.10.17.5 Print Order/ Trade Confirmation Slips On/ Off

The 'Print Order/Trade Confirmation ON/OFF' enables/disables printing of the
order/trade slips. By default the option is set to "ON'. The user can change the
On/Off position by pressing the space bar. The current mode (On/Off) is
displayed for this option on the Supplementary Menu screen itself.

1.10.17.6 Ticker Selection

The ticker selection screen allows the user to set up the securities that should
appear in the user’s ticker window. All the securities available in the system for a
particular market are displayed. If a security is deleted from the system, it is also
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removed from the ticker selection display. The selection of securities can be done
for each market separately. The user can select one or all security type for display.

1.10.17.7 Most Active Securities

This screen displays the details of the most active securities based on the total
traded value during the day. The number "N' is parameterised by the Exchange.
The information provided on this screen is not dynamically updated. However, the
user can get the latest information by refreshing the screen.

1.10.17.8 Index Inguiry

Index Inquiry gives information on Previous Close, Open, High, Low and Current
Index values of S&P CNX Nifty at the time of invoking this inquiry screen. This
screen displays information of S&P CNX Nifty as of the time the screen was
invoked on the current trading day. The data displayed is as follows:

- 52 week High

- 52 week Low

- Closing Index

- Opening Index

- High Index

- Low Index

- Current Index

- Net Change

- % Change

At the end of day after market closure the Previous Close field will display current
day's closing index value. The user requires to refresh the details of the screen by
re-invoking the screen.

1.10.17.9 Offline Order Entry

A facility ' Offline Order Entry ' has been incorporated in the trading software
where the user can generate order file in a specific format outside the trading
system and upload the file in the system by invoking this facility. The user has to
specify the exact file location that can be a hard disk drive or a floppy drive. The
status of the orders so uploaded is recorded in last two fields of the same file. Once
the order processing is complete, the user can open the same file in MS-DOS
editor. If the system assigns an order number, the same is written against the
record. In case of any error(s), the corresponding error code is written against the
record. Offline order entry is also available for RETDEBT market.

The user has to specify the relevant order file name in the Offline Order Entry
pop-up box and then initiate the upload process. The user can also interrupt the
injection of the orders. It should be noted that the file has to be in the format as
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specified by the Exchange. The offline order entry facility accepts comma separated
file structure (file saved as *.csv where * is the file name).

1.10.17.10 Order Limits

Otrder limits is a facility to enable the user to specify maximum value per order and
maximum quantity per order that can be entered from the trader workstation. At
the time of order entry and order modification this limit is checked by the system.
Order limits are set by individual users and are provided as safety measure against
any inadvertent error during data entry while entering orders.

For a user logging in for the first time, order limits are specified as unlimited by
default. In case specific value/quantity is to be specified, data has to be entered in
the respective input fields namely “Order Value (in lakh)” & “Order Quantity”. In
case unlimited is to be specified, the checkbox allows the user to set ‘Unlimited’ as
his limit.

The order limits can be modified during market hours. When the user modifies
these limits, a message ‘Max. Value/Qty for one order has been set to
Rs......Lakh/......” is displayed on the message window screen. When the user sets
the limit as unlimited, a message ‘Max. Value/Qty for one order has been set to
unlimited’ is displayed on the message window screen. While modifying the values
if either of the input fields is left blank, the dealer gets an error message, either
‘Quantity Limit not Entered’ or “Value Limit not Entered’ respectively. In case the
user tries to modify without entering any new values, a message “Values not
changed’ is displayed.

Whenever the user places an order, the order values are validated against these
values to confine the checking to the trader workstation. In case the user enters an
order that exceeds the specified quantity limit, a message ‘Order quantity entered
exceeds the order limit quantity’ is displayed. In case the user enters an order which
exceeds specified order value (order price x order quantity) a message ‘Order value
exceeds order value limit’ is displayed. The quantity check is always done prior to
otrder value check. Only if both values are not exceeded, the order is sent to the
system for further processing. In case of a market order if the order quantity
exceeds the order quantity limit, the checking is done at the trader workstation
itself as in the case of priced orders. However, for order value check, the check is
performed by the Host.

Market Price protection functionality: This functionality gives an option to a Trader to
limit the risk of a market order, within a pre-set percentage of the Last Trade Price
(LTP). The pre-set Market price protection percentage is by default set to 5% of the
LTP. The users can change the pre-set Market price protection percentage from the
Order Limit Screen which can be invoked from the Supplementary Menu. The set
percentage will be applicable till the Ntreltdr EXE is re-inflated.
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At the time of order entry, the user can check the cursor is in the price field. In
case of a buy order, the price value shown is taken as the default price, which is
greater than TP by a pre-set percentage. In case of a sell order the default value
will be lesser than the LTP by a pre set percentage. The time condition in both
cases will automatically change to IOC. The user has the option to change any of
the fields. Since the calculations are based on LTP if broadcast for the security is
not received, the default value will be MARKET".

1.10.17.11 Security wise User Order Quantity Limit & SUOQL Bulk Upload

The trading system has a facility for setting up Branch Order Value Limit (BOVL)
and User Order Value Limit (UOVL). The Corporate Manager (CM) can set up
BOVL for each branch and UOVL for all the users (dealers and BMs) under him.
The Branch Manager (BM) can set the UOVL of the dealers in his branch. Sum of
the UOVLs of all the users under a particular branch cannot exceed BOVL, set by
the CM. While this enables the CM and BM to restrict the total value of order
entered by the users, it is not possible to restrict buying or selling in specific
securities.

An additional facility for setting up Security wise User wise Order Quantity Limits
(SUOQL) for buy and/or sell has now been provided. This function will be
available only to the NEAT users. Salient features of the functionality are given
below:

1. The CM is allowed to set the SUOQL separately for buy and sell orders for each
security for all the BMs and Dealers (except inquiry only users) under him including
himself.

2. A view only facility is given to the BM for his own limit and the dealers under
him.

3. View only facility is given to the dealer for his own limit.

4. For the newly added user or security the SUOQLSs record is not to be added by
default (i.e. No SUOQL will be set for new security or user).

5. It is possible to modify the SUOQL anytime during trading hours and it should
not be set less than the used limit for that security.

6. The used limit field is displayed for buy and sell separately for each security.

7. Any activity like order modification or cancellation is reflected in used limit
figure for the respective security and respective side.

8. This limit is applicable for a symbol across all series, across all the markets.

9. The set value is not less than zero.

10. Modification of set limits for a security is possible multiple times.

11. SUOQL setting option is given in supplementary menu.

12. A bulk upload facility to set the security wise buy sell limit through a csv file is
provided. In case of failure to upload a particular record/s, failure message will be
written in the input file in the form of an error code. The file is reusable.
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13. SUOQL bulk upload facility is not available during the market hours.

14. After the limit is set successfully, the message will be sent to the respective
CM/BM/dealer.

15. For a symbol both buy and sell quantity can be set to unlimited.

16. The facility to print the set SUOQL limits is provided.

17. A facility to limit trading to the securities set up in the SUOQL is provided. If
limit trading option is set for the user, the user is allowed to place orders only for
symbols set in his SUOQL list by the CM. It is however possible to enable this
facility without having any security in the SUOQL list, which prevents the user
from entering any fresh orders.

18. Corporate Manager is given a facility to allow or disallow a user from entering
Index orders. By default all dealers are allowed to place index orders. Index orders
are not validated for SUOQL limits. However, orders once entered are updated in
the used limits.

19. Set limits can be set equal to or greater than used limits.

20. If a symbol is added/set in SUOQL list during the market hrs, previously used
quantities, till that time would be taken into account.

21. It is possible that dealer is restricted to enter order in particular security, but
allowed to enter index order and that restricted security is a part of Nifty.

22. If the order is modified by CM/BM for a respective dealer then the used limit
will be updated accordingly, but in this case it can exceed the set limit.

23. SUOQL used limit is not validated and updated for Auction orders.

Bulk upload by CM for setting SUOVL for dealers is allowed after receiving the
message in the TWS after market close and in morning till cut off time set by the
exchange before the market opens. The structure of input csv file for bulk upload
is as follows:

1. User-1d

2. Action-Type

3. Symbol

4. Buy Set Limit

5. Sell Set Limit

6. Error-Code

1.10.17.12 Order Attribute Selection

The order attribute selection enables user to set default parameters for two fields —
PRO/CLI/WHS and Custodial Participant id fields in the order entry screens. The
selection screen provides a facility whereby users can select or deselect required
options. The PRO/CLI/WHS and custodial participant id options as selected by
the user is available in the order entry screen. In case the user deselects all options
for PRO/CLI/WHS the following error message is displayed "Either PRO or CLI
or WHS must be selected”. If a member sets the default option in the
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PRO/CLI/WHS field as ‘PRO’, then each time the order entry screen is invoked,
‘PRO’ will be displayed and ‘CLI’ and “‘WHS’ will not be available to the user for
order entry. If a member selects ‘PRO’ and ‘CLI’, then each time the order entry
screen is invoked, ‘PRO’ and ‘CLI’ will be available and “‘WHS’ will not be available
to the user for order entry. Similarly, if a member selects ‘NCIT” in the custodial
participant field, only NCIT” will be displayed on invoking the order entry screen.
If a member selects broker id as default option in the custodial participant field,
then only the broker id will be displayed in the order entry screen.

By default this screen has all the options marked for display in the order entry
screen. Options can be changed during trading hours. However, if a user exits the
NEAT application and logs in again, the required parameters will have to be
selected again for order entry.

The users have been provided with a facility to set up the last entered Client
account number, Participant & remarks fields in the order entry screens as the
default values. These values will be taken as default till the time the fields in the
order entry screens are not altered or the NEAT front end is not closed. On setting
the checkboxes, the values entered in the previous order will be taken as default in
the relevant fields. These fields will continue to have the default values till any one
of the fields is toggled, or a different order is placed. Each of these three fields can
be taken as default individually or in any desired combination.

An option has also been provided to warn the user if the account number being
entered for the client is not present in the client master file. A checkbox has been
provided in the Order Attribute Selection screen to enable or disable this facility.
Once the User receives a warning, he has the option of entering the client account
number and details in the client master and resumes order entry or skip this. In
case of offline order entry, the warning is for each order in the input file. The User
has the option of stopping the offline file by clicking on the Offline order entry
screen and clicking on the Stop button.

1.10.17.13 Reprint Order/ Trade Confirmation Slips

Although the order and trade slips for “confirmation', ‘modification’, 'rejection’ and
“cancellation' slips can be printed as and when a particular operation is performed.
However, the user can reprint these slips later during the trading day by using this
option.

The user can select the order or trade and the type of slips i.e. confirmation,
modification, cancellation or rejection. There is facility to select one or more
operations for printing the slips. For example one can select “confirmation' as well
as ‘modification' at a time. After the user specifies the type of slip to be printed, the
start and end order/trade numbers are automatically filled. The user has to specify
the range of order or trade numbers by appropriately selecting the start and the end
order/trade numbers. Inidally, the options have such values that all the order
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related slips can be printed. The start and the end order numbers contain order
numbers that was entered by the user on the current day. On selecting Print option
all the selected order/trade slips are printed and on selecting the Cancel option, no
slips are printed.

1.10.17.14 Branch Order 1 alue Limit Setup

The purpose of this screen is to enable corporate manager to setup a limit on order
entry for each branch under the trading member firm. This option in
supplementary menu is available to the user only if the user is a corporate manager.
On selection, the Branch Order Value Limit Setup screen appears. To view the
limit for a particular branch, the user has to select the Branch 1d and the details for
the branch i.e. branch name, the limit set and the used up value are displayed. The
values for the branch order limit are displayed in Rs. lakhs.

To change the limit for a branch, the user has to select the "Limited” option and
enter the new limit in the ‘New Limit Value’. The new limits are then updated by
the system.

The corporate manager can also authorize a branch with unlimited order entry by
clicking on ‘Unlimited’. The user can also print the details of a branch by selecting
the Print option. Viewing and modification is possible during market hours. A
corporate manager can set the branch order value limit for any/all branches either
before or during trading hours. Also, the corporate manager can view the set limit
and the used limit any time during the trading day. Whenever the corporate
manager modifies the branch order limit of any of his branches, the branch
manager receives a message to that effect at his trader workstation.

1.10.17.15 Net Position and Net position Backup

The user can interactively view his net position across securities. The Net Position
screen displays Symbol, Series, Buy Value (in lacs), Buy Qty, Buy Avg Price, Sell
Avg Price, Sell Qty, Sell Value (in lacs), Net Qty and Net Value (in lacs). It also
displays the Grand Total of Buy Value (in lacs), Buy Qty, Sell Qty, Sell Value (in
lacs), Net Value (in lacs) and Net Value Mark to Market (in lacs). Net position
screen displays the Net Mark to market value scrip wise as well as total net mark to
market value.

The user has the option for selecting market type as Normal/RETDEBT/Odd
Lot/All The user can also select Client Type as Cli/WHS/PRO/AIL

The user can refresh the screen to update the Net Position and can also print the
details of the Net Position screen at any point of time.

Net position backup is available from the Net position screen. The User can select
the fields as Symbol, Series, PRO/CLI/WHS and Cli/Whs A/c Number on which
the output would be filtered. By default the output file is generated and stored as
'Netpos.txt'. The user can overwrite and specify any other file name also. The user
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has a option of generating the output file in any directory he wants to or on a
floppy diskette.

1.10.17.16 One line/ Tabular Slips

The 'One Line or Tabular slips' is used to select the format for printing
confirmation slips. By default the option is set to 'One Line'. The user can change
the format to "Tabular slip' by pressing the spacebar. The current mode is displayed
on the Supplementary Menu screen.

1.10.17.17 User Order V' alue Limit

User order value limit is the cumulative value of orders placed by the user during
the day across all securities. This enables the corporate manager to set up different
limits among the users depending upon the permitted user activity in
single/multiple scrips. For a new user the user order value limit is set as zero by
default.

Every order entry will be checked for user order value limit. A user is restricted to
enter orders greater than the order value limit specified by his corporate manager.
In case the wuser order value limit is exhausted a message “Otrder
number......... request rejected. Used limit cannot exceed the user order value limit.”
is displayed on the message window screen.

Following are the main features of user order value limit functionality:

a) A corporate manager can set up branch order value limit and user order value
limit for all users. A branch manager can also set up the user order value limit for
the users under his branch. The corporate manager can also query for order limits
of any user under the trading member firm. While the branch manager can view the
user order limits of the users under his branch only.

b) User order value limits are dependent on branch order value limit. It is not
possible for a corporate manager to set only branch order value limit and not assign
any user order value limit. It is mandatory for the corporate manager to configure
user order value limit. The branch manager may also set up the user order value
limit for users under his branch.

c) If a corporate manager sets the branch order value limit as unlimited then the
user order value limit can either be set unlimited or a specified limit. The
cumulative value of user order value limit should not exceed the corresponding
branch order value limit. Also, user order value limit cannot be set as unlimited if
branch order value limit is set as specific value. In case the corporate manager tries
to revise the branch order value limit to a value less than the user order value limit
a message “Cumulative user limit exceeded the branch limit” is displayed on the
branch order value limit screen.

d) When the corporate manager sets up the user order value limit as
specified/unlimited, a message "User order value limit for user number ... has
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been set to Rs. ...... lakh/unlimited" is displayed on the message window screen of
the corporate manager, respective Branch Manager and the concerned user.

e) The user order value limit can be revised during trading hours.

f) The corporate manager/branch manager can also print the user order value limit
details.

Example: M/s. Agre Financial Services, a trading member on the NSE, has a
branch order value of Rs. 700 lakh for his Chennai branch and Rs. 650 lakh for
Calcutta branch. Chennai branch has two users 'X' and 'Y' with user order value
limits of Rs. 250 lakh and Rs. 300 lakh respectively. Kolkata branch has one user "Z'
with user order value limit of Rs. 350 lakh. The member applies for a new user at
Chennai. What is the maximum user order value that can be set for the new user?
The maximum User Order Value limit for Chennai is

= Rs. 700 - (Rs. 250 + Rs. 300) = Rs.150 lakh

1.10.17.18 Client Master Maintenance
This facility allows the user to have a drop down list of client codes at the account
tield. The user can add, modify, upload or delete clients.

1.10.17.19 Index Trading

The purpose of Index Trading is to provide NEAT users with a facility of buying
and selling of Indices, in terms of securities that comprises the Index. Currently,
the facility is only for NIFTY securities. The users have to specify the amount, and
other inputs which are sent to the host, and the host generates the orders.

Index trading screen can be invoked from Supplementary menu. Index Trading
enables the users to buy or sell an Index Basket. The buying and selling of Index
basket is simulated by putting orders in securities in proportion that comprises the
chosen index. The user has to first select the Index and provide the amount in the
amount edit box in lakhs, which will be distributed in the securities in the chosen
index. The user can specify buy/sell and also provide the Pro/Cli/Whs order
attributes. The generated Buy/sell orders would carry these attributes. For orders
the Cli/Whs account number is compulsory and has to be mentioned in the edit
box provided along with it. The user can also provide Participant and Remarks
(both optional), which would be mentioned in the generated orders.

The information provided is validated and a request message appears in the
message area. If the Index buy/sell is rejected, then the rejected message follows
along with appropriate error message. If Index Buy/Sell is confirmed then
generated order confirmations follow carrying the order attributes (Participant,
Remarks, Day/IOC).

The Host End divides the input amount mentioned in the Amount Edit Box
among the securities of Index according to their weightage, and generates orders
priced as market orders.
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If the Index contains a security which is suspended/Not eligible in the chosen
market then the index basket will not be executed.

Formula used is as follows:

Quantity of shares of a particular security of NIFTY is calculated as under:

Number of Shares of a = Amount* Issued Capital for the security
security in index Current Market Capitalisation of the Index
where
Current Market Capitalisation = Summation [Last Traded Price (Previous close if
of the Index not traded) * Number of Issued Shares]

1.10.17.20 Reverse Basket on Traded Quantity

The Purpose of Reverse Basket Trading is to provide the users with an offline file
for reversing the trades that have taken place for a basket order. This file will
contain orders for different securities of the selected basket file. The Orders will be
created according to the volume of trade that has taken place for that basket. This
feature can also be used to monitor the current status of the basket file as the latest
statuses of the orders are displayed in the list box. The functionality of creating
reverse basket offline order file based on orders at the time of creating the basket
will continue to be available. The new functionality is another alternative to create
the reverse file based on the trades executed till the point of time.

User can invoke the functionality by selecting it from the supplementary menu. On
selecting the relevant basket file the details of that file are loaded in the list box.
The basket file names in the combo box are user defined file names (which can be
created or edited from Basket trading Screen which is an existing functionality). All
User defined basket file names are automatically loaded in to the Combo box. The
User can select the basket of his choice. It is advisable to create each basket with a
different name and clean up the directories regularly and not tamper with the
original basket file once it has been loaded as it may give erroneous results.

On pressing the Reverse button the reverse basket file would be generated in the
RTRDBASKET folder in the login drive. The file would have the same name as
the basket file prefixed with a REV_. If a file with the given name already exists
then it asks for overwriting the old file. The User can mention Order’s duration
(IOC or day) by selecting from a check box.

1.10.17.21 About
The 'About’ window displays the software related version number details and
copyright information.
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1.11 Order Management

Order Management consists of entering orders, order modification, order
cancellation and order matching.

1.11.1 Entering Orders

The trading member can enter orders in the normal market, odd lot, RETDEBT
and auction market. A user can place orders in any of the above mentioned markets
by invoking the respective order entry screens. After doing so, the system
automatically picks up information from the last invoked screen (e.g. Market
Watch/MBP/OO/SQ and Security List). When the user invokes the order entry
screen, the fields that are taken as default are Symbol, Series and Book Type.

In case of other fields, the system takes the following defaults:

Qty : Regular lot quantity available at best price on counter side
Price : Price of best counter order
Pro : Trading member ID of the user

Otder Duration  : Day
Disclosed quantity : Fully Disclosed
Participant ID : Trading member ID of the user

Active & Passive Order

When any order enters the trading system, it is an active order. It tries to find a
match on the other side of the books. If it finds a match, a trade is generated. If it
does not find a match, the order becomes a passive order and goes and sits in the
order book.

1.11.1.1 Order Books
As and when valid orders are entered or received by the trading system, they are
first numbered, time stamped and then scanned for a potential match. This means
that each order has a distinctive order number and a unique time stamp on it. If a
match is not found, then the orders ate stored in the books as per the price/time
priority. Price priority means that if two orders are entered into the system, the
order having the best price gets the higher priority. Time priority means if two
orders having the same price is entered, the order that is entered first gets the
higher priority. Best price for a sell order is the lowest price and for a buy order, it
is the highest price.
The different order books in the NEAT system are as detailed below:
(a) Regular Lot Book: An order that has no special condition associated with it is a
Regular Lot order. When a dealer places this order, the system looks for a
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(b)

©

(d)

(¢)

corresponding Regular Lot order existing in that market (Passive orders). If it
does not find a match at the time it enters the system, the order is stacked in
the Regular Lot book as a passive order. By default, the Regular Lot book
appears in the order entry screen in the normal market.

Buyback orders can be placed through the Regular Lot (RL) book in the
Normal Market. The member can place a buyback order by specifying
BUYBACKORD’ in the Client Account field in the order entry screen. Such
company buyback orders will be identified in MBP screen by an * (asterisk)
indicator against such orders.

Special Terms Book: Orders which have a special term attribute attached to it are
known as special terms orders. When a special term order enters the system, it
scans the orders existing in the Regular Lot book as well as Special Terms
Book. Currently this facility is not available in the trading system.

Stop Loss Book: Stop Loss orders are released into the market when the last
traded price for that security in the normal market reaches or surpasses the
trigger price. Before triggering, the order does not participate in matching and
the order cannot get traded. Untriggered stop loss orders are stacked in the
stop loss book. The stop loss orders can be either a market order or a limit
price order. For buy SL orders, the trigger price has to be less than or equal to
the limit price. Similarly, for sell SL. orders, the trigger price has to be greater
than or equal to the limit price.

Negotiated Trade Book: Two trading members can negotiate a trade outside the
Exchange. To regularise the trade each trading member has to enter the
respective order in the system. To enter Negotiated Trade order details, select
book type as NT. It is mandatory for the trading member to enter the
counterparty trading member id. When both parties to a trade enter orders,
then the request goes to the Exchange for approval. The Exchange can either
approve the request or reject it. Further, the Exchange has the discretion to
send either of the two orders or both the orders to the Regular Lot book so
that the orders are available to the entire market. Currently this facility is not
available in the trading system.

Odd Lot Book: The Odd Lot book can be selected in the order entry screen in
order to trade in the Odd Lot market. Order matching in this market takes
place between two orders on the basis of quantity and price. To enter orders in
the odd lot market, select the book type as OL.

RETDEBT Order Book: RETDEBT market orders can be entered into the
system by selecting the RETDEBT Order book. These orders scan only the
RETDEBT Otder book for potential matches. If no suitable match can be
found, the order is stored in the book as a passive order. To enter orders in
the RETDEBT market, select the book type as 'D".
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(g) Auction Order Book: Auction order book stores orders entered by the trading
members to participate in the Exchange initiated auctions. Auction orders can
be initiator orders, competitor orders and solicitor orders. For further details
kindly refer to section on '"Auction'.

1.11.1.2 Symbol & Series

Securities can be taken as default values from the order entry screen from any of
the inquiry screens such as MBP, OO, PT, AL, MI and SQ. In case the security is
not set up in the Market Watch screen, the Security List can also be used to take
the codes as default values.

Order entry in a security is not possible if that security is suspended from trading.
E.g. If a security is suspended in the normal market a message “Security is
suspended in the normal market” is displayed on the order entry screen. The label
‘Suspended’ is also displayed in the market watch screen for the setup security.
Order entry is also not possible in case the security is not eligible to trade in a
particular market. E.g. If a security is not eligible to trade in the normal market a
message “Security is not allowed to trade in normal market” is displayed on the
order entry screen. In case the user types the symbol series incorrectly a message
“Invalid symbol series” is displayed on the screen.

1.11.1.3 Quantity

When the buy/sell order entry screen is invoked, the regular lot size available at the
best price on the counter side gets defaulted in the order entry screen. In case of
negotiated trade or auction book is selected for display, the quantity has to be
specifically mentioned by the user. Quantity mentioned should be in multiples of
regular lot size for that security.

Quantity Freeze

All orders with very large quantities are sent for Exchange approval. If the quantity
for the order is greater than x% of the issue size of the security or is greater than
Rs. x value of the order (%’ is as specified by the Exchange) whichever is less, then
the order is sent as a quantity freeze to the Exchange for approval. The Exchange
may either approve or reject the quantity freeze request.

1.11.1.4 Price

Along with the regular lot quantity, the best price on the counterside is also taken
as default value in the order entry screen. A user has the option to either enter the
order at the default price or overwrite it with any other desired price. If a user
mentions a price, it should be in multiples of the tick size for that particular security
and within the day’s minimum/maximum price range, otherwise the order is not
accepted by the system and an order rejection message/confirmation slip is
generated. If a price outside the Operational Range is entered, the order results in a
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price freeze and is not accepted as a valid order till the time the Exchange approves
it. All auction orders require the user to mention a price.

In case the user enters an order with a ‘Market’ price the order takes the last traded
price in the respective market as the market price, provided no passive order exists
on the same side or the counter side in that security and in that market. However, if
suitable orders exist on the counter side, then the order takes the price of the
counter order and a trade is generated. If an order exists on the same side but no
orders exists on the counter side, then the order takes the price of the best order on
that side and is stacked immediately below it. If the security has never been traded,
then the market order takes the value of the base price and sits in the books as a
passive order.

In case of stop loss orders, a user has the flexibility of specifying a limit price along
with the trigger price. This limit price can be selected as equal to the trigger price in
the price field so as to leave it with the word Price’. Alternatively, a user can
specify a limit price as ‘Market” price.

Circuit Breakers

The Exchange has implemented index-based market-wide circuit breakers in
compulsory rolling settlement with effect from July 02, 2001. In addition to the
circuit breakers, price bands are also applicable on individual securities.

Indexc-based Market-wide Circuit Breakers

The index-based market-wide circuit breaker system applies at 3 stages of the index
movement, either way viz. at 10%, 15% and 20%. These circuit breakers when
triggered bring about a coordinated trading halt in all equity and equity derivative
markets nationwide. The market-wide circuit breakers are triggered by movement
of cither the BSE Sensex or the NSE S&P CNX Nifty, whichever is breached
eatlier.

e In case of a 10% movement of either of these indices, there would be a
one-hour market halt if the movement takes place before 1:00 p.m. In case
the movement takes place at or after 1:00 p.m. but before 2:30 p.m. there
would be trading halt for %2 hour. In case movement takes place at or after
2:30 p.m. there will be no trading halt at the 10% level and market shall
continue trading.

e In case of a 15% movement of either index, there shall be a two-hourt halt if
the movement takes place before 1 p.m. If the 15% trigger is reached on or
after 1:00 p.m., but before 2:00 p.m., there shall be a one-hour halt. If the
15% trigger is reached on or after 2:00 p.m. the trading shall halt for
remainder of the day.

e In case of a 20% movement of the index, trading shall be halted for the
remainder of the day.

43



These percentages are translated into absolute points of index variations on a
quarterly basis. At the end of each quarter, these absolute points of index variations
are revised for the applicability for the next quarter. The absolute points are
calculated based on closing level of index on the last day of the trading in a quarter
and rounded off to the nearest 10 points in case of S&P CNX Nifty.

Price Bands

Daily price bands are applicable on securities as below:

e Daily price bands of 2% (either way) on securities as specified by the Exchange.

e Daily price bands of 5% (either way) on securities as specified by the Exchange.

e Daily price bands of 10% (either way) on securities as specified by the
Exchange.

e No price bands are applicable on: scrips on which derivative products are
available or scrips included in indices on which derivative products are
available. In order to prevent members from entering orders at non-genuine
prices in such securities, the Exchange has fixed operating range of 20% for
such securities.

e Price bands of 20% (either way) on all remaining scrips (including debentures,
warrants, preference shares etc).

The price bands for the securities in the Limited Physical Market are the same as

those applicable for the securities in the Normal Market.

For auction market the price bands of 20% are applicable.

1.11.1.5 Order Types and Conditions
The system allows the trading members to enter orders with various conditions
attached to them as per their requirements. These conditions are broadly divided
into Time Conditions, Quantity Conditions, Price Conditions and Other
Conditions. ~ Several combinations of the above are allowed thereby providing
enormous flexibility to the users. The order types and conditions are summarised
below:
a) Time Conditions.
DAY: A DAY order, as the name suggests is an order that is valid for the day
on which it is entered. If the order is not executed during the day, the system
cancels the order automatically at the end of the day. By default, the system
assumes that all orders entered are Day orders.
I0C: An Immediate or Cancel (IOC) order allows the user to buy or sell a
security as soon as the order is released into the system, failing which the order
is cancelled from the system. Partial match is possible for the order, and the
unmatched portion of the order is cancelled immediately.
b) Quantity Conditions
DQ: An order with a Disclosed Quantity (DQ) allows the user to disclose only
a portion of the order quantity to the market. For e.g. if the order quantity is
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10,000 and the disclosed quantity is 2,000, then only 2,000 is released to the
market. After this quantity is fully matched, a subsequent quantity of 2,000 is
disclosed. Thus, totally five disclosures with the same order number are shown
one after the other in the market.

¢) Price Conditions
Market: Market orders are orders for which price is specified as 'MKT" at the
time the order is entered. For such orders, the system determines the price.
Stop-Loss: This facility allows the user to release an order into the system, after
the market price of the security reaches or crosses a threshold price called
trigger price.
Example: If for stop loss buy order, the trigger is Rs.93.00, the limit price is
Rs.95.00 and the market (last traded) price is Rs.90.00, then this order is
released into the system once the market price reaches or exceeds Rs.93.00.
This order is added to the regular lot book with time of triggering as the time
stamp, as a limit order of Rs.95.00.
All stop loss orders are kept in a separate book (stop loss book) in the system
until they are triggered.
Trigger Price: Price at which an order gets triggered from the stop loss book.
Limit Price: Price of the orders after triggering from stop loss book.

d) Other Conditions
PRO/CLI/WHS: A user can enter orders on his own account or on behalf of
clients or warchouse order on behalf of institutional clients. By default, the
system assumes that the user is entering orders on the trading member’s own
account.
The client account field is an alphanumeric field. It is mandatory to enter the
client account number in the field provided in case the user enters orders on
behalf of clients or warehouse order on behalf of institutional clients. The
system will assign a code ‘Cli’ to such an order. The user cannot specify the
trading member code in the client account field. Warehouse orders may be
entered only in NM for book type RL. In case a member tries to enter a
warehouse order in other segments, an error message “Invalid series for
warehouse order” is displayed. To enter a warehouse order with client account,
select WHS and enter the client account in the client account field. The client
account field is an alphanumeric field and does not accept client code same as
trading member code. In such a case an error message “Broker code not
allowed as A/C Number for WHS orders” is displayed.
Counterparty 1D: In case a negotiated trade order is entered, the system requests
the user to enter the counterparty trading member id which is to be obtained by
the user from the counter party itself. Currently this facility is not available in
the trading system.
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Participant Code: By default, the system displays the trading member id of the
user in the participant field. Thus, all trades resulting from an order are to be
settled by that trading member. NCIT orders can be marked by the user at the
order entry level itself. Only a valid participant code can be entered. In case the
participant is suspended a message to this effect is displayed to the user on the
order entry screen.

The user can also mark his orders at the order entry screen to disclose his open
or close orders. In the participant field, ‘O’ has to be typed, for ‘Open’ orders
and ‘C’ has to be typed for ‘Close’ orders. Warehousing is permitted where
registered custodian is involved for delivery/receipt of secutities. The user has
to therefore enter a valid participant code other than ‘O’, ‘C’, ‘NCIT’ and
broker code in the participant code field. In case of incorrect participant code a
message “This participant code is not valid for warehouse orders” is displayed.
All pending warehousing orders get purged at the end of the day processing.
The participant field will contain INST’ code as part of the drop down list to
mark the Institutional orders.

Remarks: The remarks field is a description field within the order entry screen
provided to incorporate any remarks to be specified by the user at the time of
order entry.

1.11.2 Order Modification

All orders can be modified in the system till the time they do not get fully traded
and only during market hours. Once an order is modified, the branch order value
limit for the branch gets adjusted automatically.

Following is the corporate hierarchy for performing order modification
functionality: -

e A dealer can modify only the orders entered by him.

e A branch manager can modify his own orders or orders of any dealer under his
branch.

e A corporate manager can modify his own orders or orders of all dealers and
branch managers of the trading member firm.

However, the corporate manager/branch manager cannot modify order details

such that it exceeds the branch order value limit set for the day. Order modification

cannot be performed by/for a trading member who is suspended or de-activated

by the Exchange for any reason.

A buyback having ‘BUYBACKORD’ in the client account field cannot be modified

to any other client account.

Any order modifications resulting in price or quantity freeze shall not be allowed.

The user will receive a message "CFO Request Rejected' for such modification

requests.
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1.11.3 Order Cancellation

Otder cancellation functionality can be performed only for orders which have not
been fully or partially traded (for the untraded part of partially traded orders only)
and only during market hours.

1.11.3.1 Single Order Cancellation

Single order cancellation can be done during trading hours either by selecting the
order from the outstanding order screen or from the function key provided. Order
cancellation functionality is available for all book types. But the user is not allowed
to cancel auction initiation and competitor orders in auction market. Order
cancellation is also not allowed for those negotiated trade orders that have not
resulted as an alert.

1.11.3.2 Quick Order Cancellation

Quick Order Cancellation (Cancel All) is an extension of Single Order Cancellation
enabling a user to cancel multiple outstanding orders in various trading books
subject to the corporate hierarchy. The different filters available for cancelling
orders by using quick order cancellation facility are symbol, series, book type,
branch, user, PRO/CLI/WHS, client account number and buy/sell. Quick order
cancellation can be performed by invoking the function key provided and cannot
be done from the outstanding orders screen. If the criteria are not found to be
correct by a trading member then an error message is displayed and the focus is set
on the incorrect field to enable the user to correct it. If the selection criteria are
correct then a message appears on the quick order cancellation screen stating the
number of buy and sell orders to be cancelled. Quick order cancellation can be
done only during market hours.

1.11.3.3 Order Cancellation for Disabled Member

The Exchange disables a member from trading due to various reasons. In case a
member is disabled from trading by the Exchange, all pending orders in all books
except for Negotiated Trade orders of the member are immediately cancelled by
the system. A message:

“Otrder Number .......... cancelled due to suspension”

is displayed at the message window screen at the trader workstation. Inquiry
screens such as MBP, Market Watch and trader specific screens such as
Outstanding Orders, Activity Log etc. get updated accordingly.

1.11.4 Order Matching
The buy and sell orders are matched on Book Type, Symbol, Series, Quantity and
Price.
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1.11.4.1 Matching Priority

The best sell order is the order with the lowest price and a best buy order is the
order with the highest price. The unmatched orders are queued in the system by
the following priority:

(a) By Price: A buy order with a higher price gets a higher priority and similarly, a
sell order with a lower price gets a higher priority. E.g. Consider the following buy
orders:

1) 100 shares @ Rs. 35 at time 9:30 a.m.

2) 500 shares @ Rs. 35.05 at time 9:43 a.m.

The second order price is greater than the first order price and therefore is the best
buy order.

(b) By Time: 1f there is more than one order at the same price, the order entered
earlier gets a higher priority. E.g. consider the following sell orders:

1) 200 shares @ Rs. 72.75 at time 9:30 a.m.

2) 300 shares @ Rs. 72.75 at time 9:35 a.m.

Both orders have the same price but they were entered in the system at different
time. The first order was entered before the second order and therefore is the best
sell order.

As and when valid orders are entered or received by the system, they are first
numbered, time stamped and then scanned for a potential match. This means that
each order has a distinctive order number and a unique time stamp on it. If a match
is not found, then the orders are stored in the books as per the price/time priotity.
An active buy order matches with the best passive sell order if the price of the
passive sell order is less than or equal to the price of the active buy order. Similarly,
an active sell order matches with the best passive buy order if the price of the
passive buy order is greater than or equal to the price of the active sell order.

1.11.4.2 Regular Lot Matching

If the combined quantity of one or more matching orders on the opposite side of
the regular lot book is equal to or more than the quantity of active order, the active
order is completely traded.

If the combined quantity of one or more matching orders on the opposite side of
the regular lot book is equal to or less than the quantity of active order, the active
order is partially traded.

If after trading any quantity is left untraded, the order is added to the regular lot
book in the price/time priority.

The orders with the IOC attribute try to match maximum possible quantity after
they are entered. Any remaining quantity is cancelled.
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The orders with DQ attribute disclose only a part of the total order quantity to the
market.

An active order with disclosed condition tries to maximise the quantity as possible
regardless of the disclosed quantity i.e. a single trade takes place for a quantity more
than the disclosed quantity.

If an active order with the disclosed quantity cannot trade its total quantity, it is
added to the regular lot book in the price/time priority. The disclosed order
quantity is determined as follows:

a) If the remaining order quantity is less than or equal to the original disclosed
quantity, the disclosed order quantity is set as equal to remaining order quantity.

b) If the remaining order quantity is more than the original disclosed quantity, the
disclosed order quantity is set to the original disclosed quantity.

Once an order with the disclosed quantity has become a passive order, it trades
only in units of disclosed quantity or less. However, if there is no other competing
order with the same price, a single trade of as much quantity as possible takes place
between the two orders.

When the entire disclosed order quantity is fully traded the disclosed quantity gets
replenished and this continues till the entire order quantity is fully traded. Each
time the disclosed quantity is replenished, the order is stamped with the current
trading time and added to the regular order book as fresh order.

1.11.4.3 Stop Loss Matching

All stop loss orders entered into the system are stored in the stop loss book. These
orders can contain two prices.

Trigger Price. 1t is the price at which the order gets triggered from the stop loss book.
Lipit Price. 1t is the price for orders after the orders get triggered from the stop loss
book.

If the limit price is not specified, the trigger price is taken as the limit price for the
order. The stop loss orders are prioritised in the stop loss book with the most likely
order to trigger first and the least likely to trigger last. The priority is same as that of
the regular lot book.

The stop loss condition is met under the following circumstances:

Sell Order - A sell order in the stop loss book gets triggered when the last traded
price in the normal market reaches or falls below the trigger price of the order.

Buy Order - A buy order in the stop loss book gets triggered when the last traded
price in the normal market reaches or exceeds the trigger price of the order.

When a stop loss order with IOC condition enters the system, the order is released
in the market after it is triggered. Once triggered, the order scans the counter order
book for a suitable match to result in a trade or else is cancelled by the system.
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1.11.4.4 RETDEBT Order Matching

The rules for matching the RETDEBT orders are similar to the Regular Lot book
except that RETDEBT order matching takes place only for orders in the
RETDEBT order book.

1.11.4.5 Odd Lot Order Matching

Odd Lot matching takes place only for orders in Odd Lot book. There are no
partial trades for an Odd Lot order i.e. each match is an exact match where the
quantity of the passive order is equal to that of the active order.

1.11.4.6 Auction Matching

All auction orders are entered into the auction order book. The rules for matching
of auctions are similar to that of the regular lot book except for the following
points:-

a) Auction order matching takes place at the end of the solicitor period for the
auction.

b) Auction matching takes place only across orders belonging to the same auction.
c) All auction trades take place at the auction price.

1.11.4.7 Validation Checks

While matching orders, the system performs following validation checks:

a) If the turnover limit of any trading member has already exceeded, a trade does
not take place.

b) If the participant of any of the orders is 'Suspended’, the trade does not go
through.

1.12 Trade Management

A trade is an activity in which a buy and a sell order match with each other.
Matching of two orders is done automatically by the system. Whenever a trade
takes place, the system sends a trade confirmation message to each of the users
involved in the trade. The trade confirmation slip gets printed at the trader
workstation of the user with a unique trade number. The system also broadcasts a
message to the entire market through the ticker window displaying the details of
the trade.

This section describes trade-related activities like viewing the trades, trade
modification/cancellation, etc. Before the trade is effected, the system performs
checks with respect to the following parameters: -

a) The security in which the trade is to be effected is not suspended from

operations.
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b) Trading members involved in the potential trade are not suspended from
operations.
c) Turnover limits for the trading members involved are not exceeded.

Once the trade for an order entered is confirmed by the system, a message is sent
to the trader workstation. The system generates a Trade Confirmation Slip that is
printed on the printer of the trader workstation.

1.12.1 Trade Modification

The user can use trade modification facility to request for modifying trades done
during the day. The user can request the Exchange to modify only the trade
quantity field. Moreover, the new quantity requested must be lower than the
original trade quantity.

If the user is a Corporate Manager of a trading member firm, he can request for
trade modification for the trades of any dealer of the trading members firm and if
he is a Branch Manager of a branch, then he can request for trade modification for
any dealer of the branch of the trading member firm.

The user can request for trade modification either from the previous trades screen
or by using the function key provided in the workstation. Trade Modification
Request is sent to the Exchange for approval and message to that effect is
displayed in the message window. The counterparty to the trade also receives this
message. The counterparty then has to make a similar request for the same
modified quantity on the same trading day. Once both the parties to trade send
their respective trade modification requests, the Exchange either approves or
rejects it. The message to that effect is displayed in the message window.

In case a request for trade modification is approved by the Exchange, the parties to
trade receive a system message confirming the trade modification and the trade
modification slip is printed at their respective trader workstations. If the Exchange
rejects the trade modification request, the trade modification rejection slip will be
printed at their respective trader workstations.

1.12.2 Trade Cancellation

The user can use trade cancellation screen for cancelling trades done during the
day. If the user is a corporate manager of a trading member firm, he can request for
trade cancellation for the trades of any dealer of the trading members firm and if he
is a branch manager of a branch, then he can request for trade cancellation for the
trades for any dealer of the branch of the trading member firm.

The user can request for trade cancellation either from the previous trades screen
or by using the function key provided in the workstation. The trade cancellation
request is sent to the Exchange for approval and message to that effect is displayed
in the message window. The counterparty to the trade also receives the message.
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The counterparty then has to make similar request on the same trading day. Once
both the parties to trade send the trade cancellation request, the Exchange either
approves or rejects it. The message to that effect is displayed in the message
window.

When a request for the trade cancellation is approved by the Exchange, the parties
to trade receive a system message confirming the trade cancellation and the trade
cancellation slip is printed at their respective trader workstations. If the Exchange
rejects the trade cancellation request, the trade cancellation rejection slip is printed
at their respective trader workstations.

1.13 Auction

Auctions are initiated by the Exchange on behalf of trading members for
settlement related reasons. The main reasons are Shortages, Bad Deliveries and
Objections. There are three types of participants in the auction market.

(a) Initiator: The party who initiates the auction process is called an initiator.

(b) Competitor: The party who enters on the same side as of the initiator is called

a competitor.
(c) Solicitor: The party who enters on the opposite side as of the initiator is called
a solicitor.

The trading members can participate in the Exchange initiated auctions by entering
orders as a solicitor. E.g. If the Exchange conducts a Buy-In auction, the trading
members entering sell orders are called solicitors.
When the auction starts, the competitor period for that auction also starts.
Competitor period is the period during which competitor order entries are allowed.
Competitor orders are the orders which compete with the initiator’s order i.e. if the
initiator’s order is a buy order, then all the buy orders for that auction other than
the initiator’s order are competitor orders. And if the initiator order is a sell order
then all the sell orders for that auction other than the initiators order are
competitor orders.
After the competitor period ends, the solicitor period for that auction starts.
Solicitor period is the period during which solicitor order entries are allowed.
Solicitor orders are the orders which are opposite to the initiator order i.e. if the
initiator order is a buy order, then all the sell orders for that auction are solicitor
orders and if the initiator order is a sell order, then all the buy orders for that
auction are solicitor orders.
After the solicitor period, order matching takes place. The system calculates trading
price for the auction and all possible trades for the auction are generated at the
calculated trading price. After this the auction is said to be complete. Competitor
period and solicitor period for any auction are set by the Exchange.
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1.13.1 Entering Auction Orders
Auction order entry allows the user to enter orders into auctions that are currently
running. To view the information about currently running auctions invoke ‘Auction
Inquiry’ screen.
Further one can view one's own outstanding orders for any auction by invoking
‘Outstanding Order Inquiry’ for auction market. All auction orders are valid for the
trading day only.
The user can do auction order entry by entering ‘AU’ in the book type of the order
entry screen. Symbol and Series that is currently selected in any of the market
information windows (i.e. MW) provides the defaults in the auction order entry
screen. If Auction OO is up for an auction that is either in a competitor or
solicitor period, then the auction number has to be entered. All fields in the
auction order entry screen except auction number and settlement days are same as
normal market order entry screen. The screen also displays competitor period and
solicitor period.
The defaults that are provided on the auction inquiry screen are symbol, series,
auction number, settlement days and quantity (available for auction). The user can
edit the default values if required. The fields in the auction order entry screen that
has to be entered are PRO/CLI selection, account number (not mandatory),
participant and remarks.
Solicitor period for an auction starts as soon as the auction starts. The duration of
the solicitor period is set by the Exchange. The system accepts the solicitor orders
in any currently running auction only if the solicitor period for that auction is in
progress. Presently the trading members cannot initiate auctions in any security.
They can only participate as solicitors in auctions initiated by the Exchange. In
Exchange initiated auctions, the competitor period is set to zero and therefore only
solicitor period is available.
Entering Solicitor Order: To enter a solicitor order invoke auction order entry screen
and enter the auction number or symbol series in AUC No. (auction number) field.
The AUC No. and symbol series combination is validated and if an error is
encountered then an appropriate error message is displayed in the message window
and the focus is set on the AUC No. When the order details are found to be
correct, the system assigns a unique order number to the order and sends an order
confirmation message to the trader workstation. If the solicitor period for that
auction is over, the order is not accepted. Auction number for each security is
displayed in the Auction Inquiry screen.
Validation of Auction Orders: Following validation checks are performed, in addition
to the routine order entry validation checks, to verify initiator orders.
e If the auction market is not open for trading, the user is not allowed to enter an
auction order.
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e If a trading member or a participant is suspended, then no auctions can be
entered for the trading member or for the participant.

e If the security is not allowed to trade in the auction market or if the security is
suspended, the orders for that security are not allowed.

e If the quantity entered exceeds Warning Quantity Percentage, the system asks
the user for confirmation of the order.

e Any order with a price outside the Day Min/Max range is not allowed.

Following validation checks are performed to verify the competitor and the

solicitor orders: -

e If a competitor order is entered, then a check is made if the auction in which
order entry is desired is in the competitor period.

e If a solicitor order is entered, then a check is made if the auction in which order
entry is desired is either in competitor period or solicitor period.
e Auction order entry in auctions which are yet in a pending state or which

are cancelled is prohibited.

1.13.2 Auction Order Modification
The user is not allowed to modify any auction orders.

1.13.3 Auction Order Cancellation

The user can cancel any solicitor order placed by him in any auction provided the
solicitor period for that auction is not over. The order cancellation procedure is
similar to that of normal market. The user can also use quick order cancellation key
to cancel his outstanding auction orders.

1.13.4 Auction Order Matching

When the solicitor period for an auction is over, auction order matching starts for
that auction. During this process, the system calculates the trading price for the
auction based on the initiator order and the orders entered during the competitor
and the solicitor period. At present for Exchange initiated auctions, the matching
takes place at the respective solicitor order prices.

1.14 Limited Physical Market

Pursuant to the directive of SEBI to provide an exit route for small investors
holding physical shares in securities mandated for compulsory dematerialised
settlement, the Exchange has provided a facility for such trading in physical shares
not exceeding 500 shares. This market segment is referred to as 'Limited Physical
Market' (small window). The Limited Physical Market was introduced on June 7,
1999.
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Salient Features of Limited Physical Market

e Trading is conducted in the Odd Lot market (market type ‘O’) with Book Type
‘OL and series ‘BT".

e Order quantities should not exceed 500 shares.

e The base price and price bands applicable in the Limited Physical Market are
same as those applicable for the corresponding Normal Market on that day.

e Trading hours are the same as that of the normal market.

e Settlement for all trades are done on a trade-for-trade basis and delivery
obligations arise out of each trade.

e Orders get matched when both the price and the quantity match in the buy and
sell order. Orders with the same price and quantity match on time priority i.e.
orders which have come into the system before will get matched first.

e Trading Members are required to ensure that shares are duly registered in the
name of the investor(s) before entering orders on their behalf on a trade date.

1.15 RETDEBT Market (RDM)

Trading in the Retail Debt Market takes place in the same manner in which the
trading takes place in the equities (Capital Market) segment. The RETDEBT
Market facility on the NEAT system of Capital Market Segment is used for
entering transactions in RDM session.

Members eligible for trading in RDM segment. Trading Members who are registered
members of NSE in the Capital Market segment or Wholesale Debt Market
segment are allowed to trade in Retail Debt Market (RDM) subject to fulfilling the
capital adequacy norms.

Trading Parameters

The trading parameters for RDM segment are as below:
Face Value Rs. 100/-
Permitted Lot Size 10
Tick Size Rs. 0.01
Operating Range +/-5%
Mkt. Type Indicator D (RETDEBT)
Book Type RD

Market Timings and Market Holidays: Trading in RDM segment takes place on all days
of the week, except Saturdays and Sundays and holidays declared by the Exchange
in advance (The holidays on the RDM segment shall be the same as those on the
Equities segment). The market timings of the RDM segment are the same as the
Equities segment. The Exchange may however close the market on days other than
the above schedule holidays or may open the market on days originally declared as
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holidays. The Exchange may also extend, advance or reduce trading hours when it

deems fit and necessary.

Trading System: The RETDEBT Market facility on the NEAT system of Capital

Market Segment is used for entering transactions in RDM session.

The trading system features and user navigation for RETDEBT Market are

described below. Further details are available on the on-line help facility of NEAT

system.

(a) Setting up Securities in Market Watch — For setting up securities in the
Market Watch screen, the user can enter the required details in Symbol, Series
and Market Type fields.

(b) Order Entry — Buy/ Sell orders can be entered in RETDEBT Market by
selecting ‘RD’ in the Book Type field.

(c) Quantity — Order quantity should be in multiples of Market Lot. Quantity
conditions such as MF, AON and DQ are not allowed.

(d) Price - Members can enter either market orders or limit price orders. Order
price for limit price orders should be in multiples of tick size.

(¢) PRO/CLI/WHS — In the Pro/Cli/Whs field only ‘Pro’ and ‘Cli’ orders are
allowed. ‘WHS’ option is not available.

(f) Time Conditions — Members can specify time conditions as ‘Day’ or TOC’.

(g) Participant Code — A wvalid Participant Code can be entered in this field.
Other options allowed are ‘O’, ‘C’, ‘NCIT” 'INST' and the trading membet’s
own id. Orders in book type N'T and SL are not allowed.

(h) Order Cancellation/Modification — Order cancellation and modification is
allowed for orders entered in the RETDEBT Market. Both Single and Quick
Order Cancellation functions are available. Quick Cancellation can also be done
for all securities in the RETDEBT Market by selecting the Book Type as ‘RD’
and other parameters as relevant.

(i) MBP - Member can query order information for the RETDEBT Market in
MBP by selecting ‘RETDEBT’ as book type in the selection screen. Orders are
stacked according to price in MBP. The high, low, last trade price, percentage
change and average trade price figures are calculated with respect to trades in
RETDEBT Market.

() Market Inquiry - Security statistics for RETDEBT market can be viewed by
selecting ‘RETDEBT” as market type.

(k) Outstanding Orders/Activity log/ Previous Trade - Outstanding order/
Activity log/ Previous Trade information in a particular security can be viewed
for RETDEBT Market by selecting the book type ‘RETDEBT’ in the
respective selection screens.

() Order and Trade Confirmation Slips - The order confirmation slip for
orders entered in RETDEBT Market displays ‘RD’ as Book Type field.
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Similarly, trade confirmation slip generated for RETDEBT Market trades show
‘D’ in the Market Type field.

(m) Net Position — The Net Position screen displays consolidated statistics for all
markets as well as separately for each market.

(n) Market Movement — Market Movement statistics for a security can be viewed
by selecting market type as RETDEBT".

(o) On-line Backup— In the On-line Backup function a facility is provided to
select order/trades based on Market Type. Alternately, members can take a
backup for all markets by selecting ‘All’ in the Market Type field.

(p) Full Message Display — In Full Message Display, messages can be filtered on
Symbol and Series. The option to filter messages for a market type is presently
not available.

(q) Offline Order Entry — This function is available for RETDEBT Market. The
structure for the input file is given in the online help.

(t) Branch/User Order Value Limit - Branch/User Order Limit is applicable
for a particular Branch/User for orders across all Matkets.

(s) Securities Order Quantity Limit - Securities Order Quantity Limit is
applicable for a particular security across all Markets.

() Order Limits- Order limits set by a user are applicable for a single order across
all Markets.

(u) Ticker Selection — A facility is provided for filtering securities in the ticker for
RETDEBT market.

(v) Reports — Trades report generated for members i.e. Trades Done, Order Log
and Open Otrders report, displays records in ascending order of security name.
Within a security records are displayed by Market Type.

(w) Bhav Copy - Security statistics pertaining to RETDEBT Market trades are
shown separately in the Market Statistics report.

Trading Cycle: Trading in Retail Debt Market is permitted under Rolling
Settlement, where in each trading day is considered as a trading period and trades
executed during the day are settled based on the net obligations for the day.
Settlement is on a T+2 basis i.e. on the 2nd working day. For arriving at the
settlement day all intervening holidays, which include bank holidays, NSE holidays,
Saturdays and Sundays are excluded. Typically trades taking place on Monday are
settled on Wednesday, Tuesday's trades settled on Thursday and so on.
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1.16 Trading Information downloaded to Trading Members

The Exchange downloads certain trading related reports and files to the trading
member on a regular basis. Following is the list of reports and files downloaded to
the members.

On-line Backup: The files are Trade.txt and Order.txt or file with user defined
name. Member can take on-line backup of orders and trades for the current trading
day only. The backup can be taken during market hours and till approximately 1
hour after the market close time. Refer to section trading for on-line backup screen.
Trader messages in Full message display: Full message area contains member's
own order and trade information across all securities. It is available for current
trading day only. An option to save as a text file is also provided. The trading
members are required to keep copy of full message area for a period as per NSE
regulations. Refer to section Full Message Display screen.

Bhav copy: Bhav copy is downloaded in \nsecmtdr\reports directory on a daily
basis. It is downloaded approximately 1 hour after the market close time. Users are
advised to check for message to this effect. The files downloaded are
ddmmxxxx.ms and ddmmxxxx.md where xxxx is the user id. The ms extension file
is formatted txt file whereas the md extension file has bhav copy records in csv
(comma separated value) format. Only the last seven bhavcopy files are stored in
the reports directory. When bhav copy is broadcast, the system checks for the
number of bhav copy files. If it is seven the system deletes the earliest received file
and stores the current day’s file.

Security Information: The nttdrldb.exe file containing security information is
available to the member on the intranet in the common\ntneat directory. Members
should check for date and size of the file to ensure receipt of latest file. It contains
the updated security list and the latest data on corporate actions in securities. This
file should be inflated by member using nttdrldb -d -0 command from the root
directory i.e. c:\. The new nttdrldb.exe file overwrites the previous file.

Circulars: Circulars as and when issued by NSE, are available to members on the
intranet in their respective trading member directory identified by their trading
member id. A message is flashed on the screen when the circular is downloaded.
The circular file is *¥*#¥*RE wri where **#¥** i5 the department and circular
number.

Order/Trade slips: The order/trade slips are Confirmation/Modification/
Cancellation/Rejection slips. The trade and order slips are generated on-line. E.g.
The trade confirmation is generated when a trade is executed and order slip when a
member places an order. The option at the supplementary menu ‘Print Trade and
Order confirmation’ should be set ‘ON’. Members can also take print of
confirmation slips at the end of the day from the reprint option in the

58



supplementary menu. The trading members are required to keep copy of the trade
confirmation slip for a period as per NSE regulations.

Reports: Once the market closes, the details of trading activities done by the user
are generated as trade reports. They are downloaded on the workstation of
Corporate/Branch manager. Downloaded reports are stored at the workstation as
well as sent to the printer. This allows the user to reprint any report any time.
Members can request for reports after the reports are generated by the system and
before the market opens for trading on the next trading day. A separate button
‘Report’ has been provided on the logon screen for requesting report download.
After reports are generated by the Exchange, a message “Interactive reports can be
taken now” is displayed on the message window in the market watch screen. The
member has to then request for the reports from the logon screen by entering the
user id, trading member id and password and by invoking ‘Report’. A message
“Downloading treports in nsecmtdr\reports directory. Please wait.” is then
displayed. In case of incorrect logon details a message “Invalid sign on” is
displayed.

The x25 address check is also performed by the system for report download and
therefore, allotted user ids cannot be used interchangeably from any other location
apart from the specified location. In case a user attempts to request for reports
from a location other than that specified to the user id a message “You are trying to
sign on from a different location. Sign on is not allowed.” is displayed at the logon
screen.

At the exact time of receipt of reports a pop up box stating the report name and its
receipt status appears. Check for the user id and the report receipt status for all the
three reports. A message “Report downloaded successfully” is displayed. The
reports are downloaded in NSECMTDR\REPORTS directory for the given
trading day and user id. Members can also view their reports in MSDOS editor.
The printer must be kept on-line at the time of report request for printing reports.
Reports can also printed later by invoking report requester. If a user attempts to
request for reports during market hours a message “Connection to the system
cannot be established. Report process may not be up on the host” is displayed.
reports are downloaded on request only from corporate manager and branch
manager. Reports are available as a spool file (printable format) and also as a data
file (comma delimited format). The corporate manager receives reports with
extension coo, col, ctd (printable format) and cod, cld, ctt (comma delimited
format). These reports contain branch-wise details of trades and orders of all
branches of the trading member and further, for all dealers of the firm. The branch
manager receives reports with extension boo, bol, btd (printable format) and bod,
bld, btt (comma delimited format). These reports contain dealer-wise details of
trades and orders for all dealers placed under that branch. The dealers are users at
the lower most level of the hierarchy. They do not have access to information on
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other dealers, on the same branch or other branches of the same firm and

therefore, do not receive any reports. In case an inquiry user or dealer requests for

report download, a message “Only Corporate and Branch Managers are allowed to
request for reports” is displayed.

Trade Verification: A facility to verify trades is available on the NSE website.

Using this facility, an investor who has received a contract note from a trading

member of the Exchange, can check whether the trade has been executed on the

Exchange.

This facility is available on the NSE website for the Capital Market segment, I &

O (Derivatives) segment and Retail Debt Market segment.

Special features:

e Trade details are available for verification on the same day (i.e. T itself) after
19:00 hours IST.

e The investor needs to input minimum details of the trade viz. client code
(provided by the trading member), security details (symbol and series), order
number, trade number, trade quantity and price (excluding brokerage). All the
above details are mandatory.

e If an identical match is found for the details provided, a confirmation along
with the details of the trade are displayed to the investor. If no match is found,
a message is displayed to that effect.

e Where no match is found, investors are advised to contact their trading
member for clarification. For further assistance, the Investor Grievance Cell of
the Exchange may be contacted.

e Trade details for the last 5 trading days would be available on the website. That
is, trades executed on "T" day, can be verified till the T+4" day.

e All trades can be verified.

1.17 Internet Broking

SEBI Committee has approved the use of Internet as an Order Routing System
(ORS) for communicating clients' orders to the exchanges through brokers. ORS
enables investors to place orders with his broker and have control over the
information and quotes and to hit the quote on an on-line basis. Once the broker’s
system receives the order, it checks the authenticity of the client electronically and
then routes the order to the appropriate exchange for execution. On execution of
the order, it is confirmed on real time basis. Investor receives reports on margin
requirement, payments and delivery obligations through the system. His ledger and
portfolio account get updated online.

NSE launched internet trading in early February 2000. It is the first stock exchange
in the country to provide web-based access to investors to trade directly on the
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exchange. The orders originating from the PCs of the investors are routed through
the Internet to the trading terminals of the designated brokers with whom they are
connected and further to the exchange for trade execution. Soon after these orders
get matched and result into trades, the investors get confirmation about them on
their PCs through the same internet route.

1.18 Wireless Application Protocol (WAP)

SEBI has also approved trading through wireless medium on WAP Platform.
NSE.IT launched the Wireless Application Protocol (WAP) in November 2000.
This provides access to its order book through the hand held devices, which use
WARP technology. This serves primarily retail investors who are mobile and want to
trade from any place when the market prices for stocks at their choice are
attractive.

Only SEBI registered members who have been granted permission by the
Exchange for providing Internet based trading services can introduce the service
after obtaining permission from the Exchange.

Model Questions

1. Which of the following activities the user can carry out during Open phase in the
normal market on the NEAT system?

(a) Inquiry of different screens only.

(b) Order Entry, Order Modification and Order Cancellation only.

(c) Both of the above

(d) None of the above

Ans. (c)

2. What is the purpose of 'Market Statistics' report on the NEAT system?

(a) To show the trades that was done by the trading member for the current trading
day.

(b) To show the market movement information for the current trading day.

(c) To show the details related to all the securities traded on a specific day.

(d) There is no report as Market Statistics report.

Ans. (c)

3. x.25 address check is performed in the NEAT system when the user
(a) logs in for the first time in the NEAT system only.

(b) logs in to the NEAT system only.

(c) requests for report download only.
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(d) logs in to the NEAT system and during report download request.
Ans. (d)

4. Otders, in the 'Outstanding Orders' screen in the NEAT system, are displayed

(a) on the basis of price/time priority in order of Regular Lot orders first and then
Stop Loss orders

(b) on the basis of time priority

(c) in descending order of order numbers

(d) in ascending order of order numbers

Ans. (a)

5. Order entry can be carried out in RETDEBT market by selecting in the
book type field.

(a) BT

(b)RD

(c) RL

(d) SL

Ans. (b)

6. Auction is held in XYZ for 5,000 shares. The closing price of XYZ on that day
was Rs. 155. The last traded price of XYZ on that day was Rs. 150. The price of
XYZ last Friday was Rs. 151. The previous day’s close price of XYZ was Rs. 160.
What is the maximum allowable price at which the member can put a sell order in
the auction for XYZ? (The price band applicable for auction market is +/- 20%)

(a) Rs. 192

(b) Rs. 155

(c) Rs. 150

(d) Rs. 160

Ans. (a)

Working:

maximum price applicable in auction = Previous day’s close price*price band
= Rs. 160*1.20
= Rs. 192

7. Which of the following is true about trade cancellation in the NEAT system?

(a) The user can use trade cancellation screen for canceling trades done during the
day.

(b) The user can request for trade cancellation from the previous trades screen.

(c) The counterparty to the trade makes similar request on the same trading day.
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(d) All of the above
Ans. (d)

8. Which of the following is false about auctions in the NEAT system?

(a) Auctions are initiated by the Exchange on behalf of trading members for
settlement related reasons.

(b) If the Exchange conducts a Buy-In auction, the trading members enter sell
orders as solicitor orders.

(c) If the Exchange conducts a Sell-In auction, the trading members enter buy
orders as solicitor orders.

(d) The trading members can participate in the Exchange initiated auctions by
entering orders as a competitor.

Ans. (d)

9. What is true about internet trades on NSEIL?

(a) NSEIL enables investors to place orders on the NEAT system directly through
the internet.

(b) NSEIL enables investors to use the internet as an order routing system.

(c) NSEIL enables brokers to collect orders through the internet from clients.

(d) NSEIL uses internet in lieu of VSATSs for trades in NEAT system.

Ans. (b)

10. In Limited Physical market, orders get matched when in
the buy and sell order.

(a) only price is same

(b) price and quantity is same

(c) only quantity is same

(d) stop loss is specified as order condition

Ans. (b)
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Chapter -2

Clearing and Settlement

2.1 Introduction

The clearing and settlement mechanism in Indian securities market has witnessed
significant changes and several innovations during the last decade. These include
use of the state-of-art information technology, emergence of clearing corporations
to assume counterparty risk, shorter settlement cycle, dematerialisation and
electronic transfer of securities, fine-tuned risk management system, etc., though
many of these are yet to permeate the whole market.

Till recently, the stock exchanges in India were following a system of account
period settlement for cash market transactions. T+2 rolling settlement has now
been introduced for all securities. The members receive the funds/securities in
accordance with the pay-in/pay-out schedules notified by the respective exchanges.
Given the growing volume of trades and market volatility, the time gap between
trading and settlement gives rise to settlement risk. In recognition of this, the
exchanges and their clearing corporations employ risk management practices to
ensure timely settlement of trades. The regulators have also prescribed elaborate
margining and capital adequacy standards to secure market integrity and protect the
interests of investors. The trades are settled irrespective of default by a member
and the exchange follows up with the defaulting member subsequently for recovery
of his dues to the exchange. Due to setting up of the Clearing Corporation, the
market has full confidence that settlements will take place on time and will be
completed irrespective of possible default by isolated trading members.

Movement of securities has become almost instantaneous in the dematerialised
environment. Two depositories viz., National Securities Depositories Ltd. (NSDL)
and Central Depositories Services Ltd. (CDSL) provide electronic transfer of
securities and more than 99% of turnover is settled in dematerialised form. All
actively traded scrips are held, traded and settled in demat form. The obligations of
members ate downloaded to members/custodians by the clearing agency. The
members/custodians make available the required securities in their pool accounts
with depository participants (DPs) by the prescribed pay-in time for securities. The
depository transfers the securities from the pool accounts of members/custodians
to the settlement account of the clearing agency. As per the schedule determined by
the clearing agency, the securities are transferred on the pay-out day by the
depository from the settlement account of the clearing agency to the pool accounts
of members/custodians. The pay-in and pay-out of securities is effected on the
same day for all settlements.
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Select banks have been empanelled by clearing agency for electronic transfer of
funds. The members are required to maintain accounts with any of these banks.
The members are informed electronically of their pay-in obligations of funds. The
members make available required funds in their accounts with clearing banks by the
prescribed pay-in day. The clearing agency forwards funds obligations file to
clearing banks which, in turn, debit the accounts of members and credit the
account of the clearing agency. In some cases, the clearing agency runs an
electronic file to debit members’ accounts with clearing banks and credit its own
account. On pay-out day, the funds are transferred by the clearing banks from the
account of the clearing agency to the accounts of members as per the member’s
obligations. In the T+2 rolling settlement, the pay-in and pay-out of funds as well
as securities take place 2 working days after the trade date.

2.1.1 Transaction Cycle
Figure 2.1: Transaction cycle
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A person holding assets (securities/funds), either to meet his liquidity needs ot to
reshuffle his holdings in response to changes in his perception about risk and
return of the assets, decides to buy or sell the securities. He selects a broker and
instructs him to place buy/sell order on an exchange. The otder is converted to a
trade as soon as it finds a matching sell/buy order. At the end of the trade cycle,
the trades are netted to determine the obligations of the trading members to deliver
securities/funds as per settlement schedule. Buyer/seller delivers funds/securities
and receives securities/ funds and acquires ownership of the securities. A secutities
transaction cycle is presented in Figure 2.1.

2.1.2 Settlement Process

While NSE provides a platform for trading to its trading members, the National
Securities Cleating Corporation Ltd. (NSCCL) determines the funds/secutities
obligations of the trading members and ensures that trading members meet their
obligations. NSCCL becomes the legal counterparty to the net settlement
obligations of every member. This principle is called “novation" and NSCCL is
obligated to meet all settlement obligations, regardless of member defaults, without
any discretion. Once a member fails on any obligations, NSCCL immediately cuts
off trading and initiates recovery.

The clearing banks and depositories provide the necessary interface between the
custodians/clearing members (who clear for the trading members or their own
transactions) for settlement of funds/securities obligations of trading members.
The core processes involved in the settlement process are:

(a) Determination of Obligation: NSCCL determines what counter-parties owe, and
what counter-parties are due to receive on the settlement date. The NSCCL
interposes itself as a central counterparty between the counterparties to trades
and nets the positions so that a member has security wise net obligation to
receive or deliver a security and has to either pay or receive funds.

(b) Pay-in of Funds and Securities: The members bring in their funds/securities to the
NSCCL. They make available required securities in designated accounts with
the depositories by the prescribed pay-in time. The depositories move the
securities available in the accounts of members to the account of the NSCCL.
Likewise members with funds obligations make available required funds in the
designated accounts with clearing banks by the prescribed pay-in time. The
NSCCL sends electronic instructions to the clearing banks to debit member’s
accounts to the extent of payment obligations. The banks process these
instructions, debit accounts of members and credit accounts of the NSCCL..

(¢) Pay-out of Funds and Securities: After processing for shortages of funds/securities
and arranging for movement of funds from surplus banks to deficit banks
through RBI clearing, the NSCCL sends electronic instructions to the
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depositories/cleating banks to release pay-out of securities/funds. The
depositories and clearing banks debit accounts of NSCCL and credit settlement
accounts of members. Settlement is complete upon release of pay-out of funds
and securities to custodians/members. The settlement process for transactions
in securities in the CM segment of NSE is presented in the Figure 2.2.

(d) Risk Management: A sound risk management system is integral to an efficient

settlement system. NSCCL has put in place a comprehensive risk management
system, which is constantly monitored and upgraded to pre-empt market
failures. It monitors the track record and performance of members and their
net worth; undertakes on-line monitoring of members’ positions and exposure
in the market, collects margins from members and automatically disables
members if the limits are breached.

2.1.3 Settlement Agencies
The NSCCL, with the help of clearing members, custodians, clearing banks and
depositories settles the trades executed on exchanges. The roles of each of these
entities are explained below:

(@)

()

(¢)

NSCCL: The NSCCL is responsible for post-trade activities of a stock
exchange. Clearing and settlement of trades and risk management are its central
functions. It clears all trades, determines obligations of members, arranges for
pay-in of funds/secutities, receives funds/securities, processes for shortages in
funds/securities, arranges for pay-out of funds/securities to members,
guarantees settlement, and collects and maintains margins/collateral/base
capital/other funds.

Clearing Members:  They are responsible for settling their obligations as
determined by the NSCCL. They have to make available funds and/or
securities in the designated accounts with clearing bank/depository participant,
as the case may be, to meet their obligations on the settlement day. In the
capital market segment, all trading members of the Exchange are required to
become the Clearing Member of the Clearing Corporation.

Custodians: A custodian is a person who holds for safekeeping the documentary
evidence of the title to property belonging like share certificates, etc. The title
to the custodian’s property remains vested with the original holder, or in their
nominee(s), or custodian trustee, as the case may be. In NSCCL, custodian is a
clearing member but not a trading member. He settles trades assigned to him
by trading members. He is required to confirm whether he is going to settle a
particular trade or not. If it is confirmed, the NSCCL assigns that obligation to
that custodian and the custodian is required to settle it on the settlement day. If
the custodian rejects the trade, the obligation is assigned back to the trading /
clearing member.
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Figure 2.2: Settlement Process in CM segment of NSE
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Explanations:

1 Trade details from Exchange to NSCCL (real-time and end of day trade file).

2 NSCCL notifies the consummated trade details to CMs/custodians who affirm
back. Based on the affirmation, NSCCL applies multilateral netting and
determines obligations.

3 Download of obligation and pay-in advice of funds/securities.

4@ Instructions to clearing banks to make funds available by pay-in time.

) Instructions to depositories to make securities available by pay-in-time.

(6) Pay-in of securities (NSCCL advises depository to debit pool account
custodians/CMs and credit its account and depository does it).

@ Pay-in of funds (NSCCL advises Clearing Banks to debit account
custodians/CMs and credit its account and clearing bank does it).

) Pay-out of securities (NSCCL advises depository to credit pool account
custodians/CMs and debit its account and depository does it).

) Pay-out of funds (NSCCL advises Clearing Banks to credit account
custodians/CMs and debit its account and clearing bank does it).

(10)  Depository informs custodians/CMs through DPs.

(11)  Clearing Banks inform custodians/CMs.

68

of

of

of

of



(d) Clearing Banks: Clearing banks are a key link between the clearing members and
NSCCL for funds settlement. Every clearing member is required to open a
dedicated settlement account with one of the clearing banks. Based on his
obligation as determined through clearing, the clearing member makes funds
available in the clearing account for the pay-in and receives funds in case of a
pay-out. Multiple clearing banks provide advantages of competitive forces,
facilitate introduction of new products viz. working capital funding, anywhere
banking facilities, the option to members to settle funds through a bank, which
provides the maximum services suitable to the member.

The clearing banks are required to provide the following services as a single

window to all clearing members of National Securities Clearing Corporation

Ltd. as also to the Clearing Corporation:

e Branch network in cities that cover bulk of the trading cum clearing
members

e High level automation including electronic funds transfer (EFT) facilities

o Facilities like (a) dedicated branch facilities (b) software to interface with
the Clearing Corporation (c) access to accounts information on a real time
basis

e Value-added services to members such as free-of-cost funds transfer across
centers etc.

e Providing working capital funds

e Stock lending facilities

e Services as Professional Clearing Members

e Services as Depository Participants

e Other Capital Market related facilities

e All other banking facilities like issuing bank guarantees / credit facilities etc.

(¢) Depositories: A depository is an entity where the securities of an investor are
held in electronic form. The person who holds a demat account is a
beneficiary owner. In case of a joint account, the account holders will be
beneficiary holders of that joint account. Depositories help in the settlement
of the dematerialised securities. Each custodian/cleating member is required
to maintain a clearing pool account with the depositories. He is required to
make available the required securities in the designated account on settlement
day. The depository runs an electronic file to transfer the securities from
accounts of the custodians/clearing member to that of NSCCL. As per the
schedule of allocation of securities determined by the NSCCL, the
depositories transfer the securities on the pay-out day from the account of
the NSCCL to those of members/custodians.

69



(f) Professional Clearing Member: NSCCL admits special category of members
namely, professional clearing members. Professional Clearing Member (PCM)
may clear and settle trades executed for their clients (individuals, institutions
etc.). In such an event, the functions and responsibilities of the PCM would
be similar to Custodians. PCMs may also undertake clearing and settlement
responsibility for trading members. In such a case, the PCM would settle the
trades carried out by the trading members connected to them. The onus for
settling the trade would be thus on the PCM and not the trading member. A
PCM has no trading rights but has only clearing rights, i.e. he just clears the
trades of his associate trading members and institutional clients.

2.1.4 Risks in Settlement
The following two kinds of risks are inherent in a settlement system:

(1) Counterparty Risk: This arises if parties do not discharge their obligations fully
when due or at any time thereafter. This has two components, namely
replacement cost risk prior to settlement and principal risk during settlement.
(a) The replacement cost risk arises from the failure of one of the parties to
transaction. While the non-defaulting party tries to replace the original
transaction at current prices, he loses the profit that has accrued on the
transaction between the date of original transaction and date of replacement
transaction. The seller/buyer of the security loses this unrealised profit if the
current price is below/above the transaction price. Both parties encounter
this risk as prices are uncertain. It has been reduced by reducing time gap
between transaction and settlement and by legally binding netting systems.
(b) The principal risk arises if a party discharges his obligations but the
counterparty defaults. The seller/buyer of the security suffers this risk when
he delivers/makes payment, but does not receive payment/delivery. This risk
can be eliminated by delivery vs. payment mechanism which ensures delivery
only against payment. This has been reduced by having a central counterparty
(NSCCL) which becomes the buyer to every seller and the seller to every
buyer. A variant of counterparty risk is /quidity risk which arises if one of the
parties to transaction does not settle on the settlement date, but later. The
seller/buyer who does not receive payment/delivery when due, may have to
borrow funds/securities to complete his payment/delivery obligations.
Another variant is the zbird party risk which arises if the parties to trade are
permitted or required to use the services of a third party which fails to
perform. For example, the failure of a clearing bank which helps in payment
can disrupt settlement. This risk is reduced by allowing parties to have
accounts with multiple banks. Similarly, the users of custodial services face
risk if the concerned custodian becomes insolvent, acts negligently, etc.
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(2)  System Risk: This comprises of operational, legal and systemic risks. The
operational risk arises from possible operational failures such as errors, fraud,
outages etc. The legal risk arises if the laws or regulations do not support
enforcement of settlement obligations or are uncertain. Systemic risk arises
when failure of one of the parties to discharge his obligations leads to failure
by other parties. The domino effect of successive failures can cause a failure
of the settlement system. These risks have been contained by enforcement of
an elaborate margining and capital adequacy standards to secure market
integrity, settlement guarantee funds to provide counter-party guarantee, legal
backing for settlement activities and business continuity plan, etc.

2.2 Settlement Cycle

At the end of each trading day, concluded or locked-in trades are received from
NSE by NSCCL. NSCCL determines the cumulative obligations of each member
and electronically transfers the data to Clearing Members (CMs). All trades
concluded during a particular trading period are settled together. A multilateral
netting procedure is adopted to determine the net settlement obligations
(delivery/receipt positions) of CMs. NSCCL then allocates or assigns delivery of
securities inter se the members to arrive at the delivery and receipt obligation of
funds and securities by each member. On the securities pay-in day, delivering
members are required to bring in securities to NSCCL. On pay out day the
securities are delivered to the respective receiving members. Settlement is deemed
to be complete upon declaration and release of pay-out of funds and securities.
Exceptions may arise because of short delivery of securities by CMs, bad deliveries
or company objections on the pay-out day.

NSCCL identifies short deliveries and conducts a buying-in auction on the day after
the pay-out day through the NSE trading system. The delivering CM is debited by
an amount equivalent to the securities not delivered and valued at a valuation price
(the closing price as announced by NSE on the day previous to the day of the
valuation). If the buy-in auction price is more than the valuation price, the CM is
required to make good the difference. All shortages not bought-in are deemed
closed out at the highest price between the first day of the trading period till the
day of squaring off or closing price on the auction day plus 20%, whichever is
higher. This amount is credited to the receiving membet's account on the auction
pay-out day.

Bad Deliveries (in case of physical settlement)

Bad deliveries (deliveries which are prima facie defective) are required to be
reported to the clearing house within two days from the receipt of documents. The
delivering member is required to rectify these within two days. Un-rectified bad
deliveries are assigned to auction on the next day.
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Company Objections (in case of physical settlement)

Company objections arise when, on lodgment of the securities with the company/
Share Transfer Agent (STA) for transfer, which are returned due to signature
mismatch or for any other reason for which the transfer of security cannot be
effected. The original selling CM is normally responsible for rectifying/replacing
defective documents to the receiving CM as per pre-notified schedule. The CM on
whom company objection is lodged has an opportunity to withdraw the objection
if the objection is not valid or the documents are incomplete (i.e. not as required
under guideline No.100 or 109 of SEBI Good/Bad delivery guidelines), within 7
days of lodgement against him. If the CM is unable to rectify/replace defective
documents on or before 21 days, NSCCL conducts a buying-in auction for the
non-rectified part of defective document on the next auction day through the
trading system of NSE. All objections, which are not bought-in, are deemed closed
out on the auction day at the closing price on the auction day plus 20%. This
amount is credited to the receiving member's account on the auction pay-out day.

Till June, 2001 trades were settled as account period settlement. Following Finance
Minister’s announcement on March 13, 2001 that the rolling settlement would be
extended to 200 category ‘A’ stocks in MCFS, ALBM and BLESS by July, 2001,
SEBI decided that all 263 scrips included in the ALBM/BLESS or MCES in any
stock exchange or in the BSE-200 list would be traded only in the compulsory
rolling settlement on all the exchanges from July 2, 2001. Further, SEBI mandated
rolling settlement for the remaining securities from December 31, 2001. The
settlement cycle would be reduced from T+5 to T+3 from April 1, 2002. With
effect from April 1, 2003 the settlement cycle has been further reduced from T+3
to T+2.

Normal Market
In a rolling settlement, trade day is T day, T+1 day and T+2 day for NSCCL.

The trades executed each trading day are considered as a trading period and trades
executed during the day are settled based on the net obligations for the day.
At NSE, trades in rolling settlement are settled on a T+2 basis i.e. on the 2nd
working day. Typically trades taking place on Monday are settled on Wednesday,
Tuesday's trades settled on Thursday and so on.

A tabular representation of the settlement cycle for rolling settlement is given
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below:

Activity Day

Trading Rolling Settlement Trading T

Clearing Custodial Confirmation T+1 working days
Delivery Generation T+1 working days

Settlement Securities and Funds pay in T+2 working days
Securities and Funds pay out T+2 working days
Valuation of shortages based on closinglat T+1 closing
prices prices

IS);)tStIement Auction T+3 working days
Bad Delivery Reporting T+4 working days
Auction settlement T+5 working days

Rectified bad delivery pay-in and pay-out T+6 working days
Re-bad delivery reporting and pickup T+8 working days

Close out of re-bad delivery and funds pay-in

4 .
& pay-out T+9 working days

Limited Physical Market

Settlement for trades is done on a trade-for-trade basis and delivery obligations
arise out of each trade.

Salient features of Limited Physical Market settlement.

Delivery of shares in street name and market delivery (clients holding
physical shares purchased from the secondary market) is treated as bad
delivery. The shares standing in the name of individuals/HUF only would
constitute good delivery. The selling/delivering member must necessatily
be the introducing member.

Any delivery of shares which bears the last transfer date on or after the
introduction of the security for trading in the LP market is construed as bad
delivery.

Any delivery in excess of 500 shares is marked as short and such deliveries
are compulsorily closed-out.

Shortages, if any, are compulsorily closed-out at 20% over the actual traded
price. Unrectified bad delivery and re-bad delivery are compulsorily closed-
out at 20% over the actual traded price.

All deliveries are compulsorily be required to be attested by the
introducing/ delivering member.
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e The buyer must compulsorily send the securities for transfer and
dematerialisation, latest within 3 months from the date of pay-out.

e Company objections arising out of such trading and settlement in this
market are reported in the same manner as is currently being done for
normal market segment. However securities would be accepted as valid
company objection, only if the securities are lodged for transfer within 3
months from the date of pay-out.

The settlement cycle for this segment is same as for the rolling settlement viz:

Activity Day
Trading Rolling Settlement Trading T
Clearing Custodial Confirmation T+1 working days
Delivery Generation T+1 working days
Settlement Securities and Funds pay in T+2 working days
Securities and Funds pay out T+2 working days
g:tﬁement Assigning of shortages for close out T+3 working days

Reporting and pick-up of bad delivery T+4 working days

Close out of shortages T+5 working days
Replacement of bad delivery T+6 working days
Reporting of re-bad and pick-up T+8 working days
Close out of re-bad delivery T+9 working days

Institutional Segment

Trading in this market segment is available for 'institutional investors' only. In
order to ensure that the overall FII limits are not violated, selling in this segment is
restricted to FII clients. Buying is restricted to FII and FI clients.

Members are required to enter the custodian participant code at the time of order
entry and to ensure that the selling/buying restrictions are strictly adhered to. A
sale order entered by trading members on behalf of non FII clients or a buy order
entered by trading members on behalf of non FII / non FI clients, shall be deemed
to be invalid and any trade arising from such order shall be compulsorily closed out
by the Clearing Corporation at 20 % over the actual trade price, without any further
reference to the parties to the trade. The member entering the invalid order shall
further be liable for disciplinary action, which may include penalties, penal action,
withdrawal of trading facilities, suspension etc.
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Members are not allowed the facility of trade warehousing for this segment and
accordingly members are not required to mark the orders for NCIT and
warehousing. If any orders are marked for the Clearing Corporation shall remove
NCIT and / or warechousing the same.

Shortages, if any, are compulsorily closed-out at 20% over the actual trade price.
Deals executed in this segment are cleared on a T+2 rolling basis.

Settlement for all trades is done on a trade-for-trade basis and delivery obligation
arises out of each trade. Settlement of all transactions is compulsorily in demat
mode only.

Deals executed in this segment are not covered under the settlement guarantee
extended by the Clearing Corporation.

The settlement cycle for this segment is shown below:

Activity Day

Trading Rolling Settlement Trading T

Clearing Custodial Confirmation T+1 working days
Delivery Generation T+1 working days

Settlement Securities and Funds pay in T+2 working days
Securities and Funds pay out T+2 working days

Valuation of shortages based on

. . + i i
closing prices at T+1 closing prices

Post Settlement | Close out T+2 working days

2.4 Securities Settlement

The securities obligations of members are downloaded to members/custodians by
NSCCL after the end of the trading day. The members/custodians deliver the
securities to the Clearing House on the pay-in day in case of physical settlement
and make available the required securities in the pool accounts with the depository
participants in case of dematerialised securities. Members are required to open
accounts with depository participants of both the depositories, NSDL and CDSL.
Delivering members are required to deliver all documents to the Clearing House (in
case of physical settlement) between 9:30 a.m. and 10:30 a.m. on the settlement
day. Receiving members are required to collect the documents from the Clearing
House between 2:00 p.m. and 2:30 p.m.

In case of dematerialised settlement, the members receive their obligation by 1.30
pm on T + 1 day. The members need to arrange for the securities as per their
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obligations and give instructions by 10.30 am on the pay-in day. In case of NSDL
the members need to give instructions to move the securities to the settlement
account of NSCCL, whereas in case of CDSL the members need to ensure that the
necessary quantity of securities are available in their pool account. The members
need to ensure that the settlement number and type are correctly entered to avoid
any defaults. The depository would credit the receiving members' receipt account
within his CM clearing account with the depository on or after 2:30 p.m. on the
pay-out day.

Pursuant to SEBI directive (vide its circular SMDRP/Policy/Cir-05/2001 dated
February 1, 2001) NSCCL has introduced a settlement system for direct delivery of
securities to the investors accounts with effect from April 2, 2001.

Direct Payout to Investors
SEBI vide its circular no.SMDRP/Policy/Cir-05/2001 dated February 1, 2001 had
directed stock exchanges to introduce a settlement system for direct delivery of
securities to the investors accounts with effect from April 2, 2001.
Accordingly, NSCCL has introduced the facility of direct payout to clients' account
on both the depositories. It ascertains from each clearing member, the beneficiary
account details of their respective clients who are due to receive pay out of
securities. NSCCL has provided its members with a front-end for creating the file
through which the information is provided to NSCCL. Based on the information
received from members, the Clearing Corporation sends payout instructions to the
depositories, so that the client receives the pay out of securities directly to their
accounts on the pay-out day. The client receives payout to the extent of
instructions received from the respective clearing members. To the extent of
instruction not received, the securities are credited to the CM pool account of the
member.

Salient features of Direct Payout to Investors

e Clearing members are required to provide a file to NSCCL for effecting pay out
to investors' accounts for a particular settlement type, settlement number and
delivery type. The file is to be provided as per the structure specified by
NSCCL.

e Clearing members are provided with an application in the clearing front end for
the purpose of capturing the requisite data and generating the file. This front
end is a part of the Clearing Front End Version 4.2, which is available on the
extranet in the 'common/clearing' directory.

e The time limit for submission of files is up to 9.30.am on the pay out day

e The files are uploaded by NSCCL in its system and returned with the indication
of the success/rejection of the file and the records. This is putely a validation
of the correctness of the file and record formats.
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e Clearing members shall provide details of beneficiary account of the clients of
the trading members in any one of the depositories.

e Credit to the accounts of various constituents (i.e. client account and CM Pool
/ CM Clearing account) would be in the same order as specified by the clearing
member in the file given to NSCCL.

e If for any client account record, the quantity requested for direct payout is
more than the balance available for pay out to the clearing member in that
depository, the quantity available in that depository shall only be directly
credited to members settlement account in that depository.

Example: The member is supposed to receive pay out of 1100 shares for particular

script. The member has allocated the pay out as under:

Client Name Depository Quantity

A CDSL 100
B CDSL 500
C CDSL 500

The member receives 1000 shares in CDSL and 100 shares in NSDIL. The
allocation of qty will be as under

Client Name | Depository Quantity

A CDSL 100
B CDSL 500
C CDSL 0
Members Pool | CDSL 400
Members Pool NSDL 100

If the member receives entire 1100 shares in NSDL the same will be transferred to

members pool account in NSDL.

e In the following situations, the pay out shall be credited to CM Pool / Clearing
account of the clearing members :

a. Where the clearing members fail to provide the details of the
beneficiary account or where the credit to the beneficiary accounts
of the clients fail, or any account whatsoever

b. The remaining quantity received from other depository as pay out
shall be credited to the CM Pool / Cleating account of the cleating
member with the respective depositories
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e If the member's client has not paid the dues to the member for the said
securities or for any other reason, the member has valid justification not to
release the payout of a client direct in such a situation the member may not be
giving the beneficiary account details of such client's in the file. In case the
investor has paid the dues for delivery of securities and there is no valid
justification for not releasing pay-out directly to the client, the member has to
provide the details of its clients beneficiary account so that direct credit can be
given to the client.

2.5 Funds Settlement

Currently, NSCCL offers settlement of funds through 10 clearing banks namely
Canara Bank, HDFC Bank, Global Trust Bank, Induslnd Bank, ICICI Bank, UTT
Bank, Centurion Bank, Bank of India and IDBI Bank, Standard Chartered Bank.
Every Clearing Member is required to maintain and operate a clearing account with
any one of the empanelled clearing banks at the designated clearing bank branches.
The clearing account is to be used exclusively for clearing & settlement operations.

Clearing Account:

Every Clearing Member is required to maintain and operate a clearing account with

any one of the empanelled clearing banks at the designated clearing bank branches.

The clearing account is to be used exclusively for clearing operations i.e., for

settling funds and other obligations to the Clearing Corporation including

payments of margins and penal charges. Clearing Members are required to
authorise the Clearing Bank to access their clearing account for debiting and
crediting their accounts, reporting of balances and other information as may be
required by NSCCL from time to time as per the specified format. The Clearing

Bank will debit/ credit the clearing account of clearing members as per instructions

received from the Clearing Corporation. A Clearing member can deposit funds into

this account in any form, but can withdraw funds from this account only in self-
name.

Change in Clearing Bank:

In case a Clearing Member wishes to shift a clearing account from one designated

Clearing Bank to another, the procedure is as follows:

1. The Clearing Member is required to lodge his request with the Clearing Bank
where he is maintaining a clearing account, seeking permission to shift his
clearing account to another designated clearing bank and send an acknowledged
copy of the same to the Clearing Corporation.

2. The Clearing Member is required to obtain a "No Objection Certificate"
(NOC) from his existing bank.
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3. On receipt of the NOC from the existing bank, the Clearing Corporation shall
issue a letter of introduction to the clearing bank the member wishes to shift
his clearing account to.

4. 'The Clearing Member, is required to submit an acknowledged copy of the letter
sent to the new clearing bank to the Clearing Corporation, on opening the
clearing account with the designated clearing bank.

Funds settlement:

Members are informed of their funds obligation for various settlements through
the daily clearing data download. The daily funds statement gives date-wise details
of each debit/ credit transaction in the member’s clearing account whereas the
summary statement summarises the same information for a quick reference.
The member account may be debited for various types of transactions on a daily
basis. The member is required to ensure that adequate funds are available in the
clearing account towards all obligations, on the scheduled date and time. The
member can refer to his various obligation statements and provide for funds
accordingly. To ensure timely fulfillment of funds obligations, members may avail
of the facility of standing instructions to transfer the requisite amount from some
other account to the clearing account or a Temporary Overdraft facility from the
bank. In case the member has availed such a facility, the member may furnish
details of his obligation to the bank to ensure timely transfer of funds towards the
same to avoid inconvenience. The member with a funds pay-in obligation is
required to have clear funds in his account on or before 11.00 a.m. on the
scheduled pay-in day. The payout of funds is credited to the clearing account of the
members on or after 1.30 p.m. on the scheduled payout day.

Funds shortages:

In pursuance of chapter IV of the Byelaws of the NSCCL and Regulations framed
there under, all clearing members are requested to note that on account of
settlement funds shortages trading may not be permitted and securities payout
withheld as as per the norm in place from time to time-

Penal Charges

Penalties are charged to members for:

(a) failure to fulfil their funds obligations

(b) failure to fulfil their securities deliverable obligations

(c) Gross Exposure & Turnover Violations

(d) Margin Shortages

(e) Security Deposit Shortages

(f) Other violations in respect of client code modifications, non-confirmation of
custodial trades, company objections reported against the members' etc.
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Penalty Points

Penalty points are charged to members for:

(a) Gross Exposure & Turnover Violations

(b) Other violations in respect of client code modifications, non-confirmation of
custodial trades, company objections reported against the members' etc.

Penalty points are calculated for each settlement and accumulated for all the

settlements over each calendar month. Penalty points are imposed over and above

penal interest and other charges. At the beginning of the first settlement period of

each month the cumulated points will be reset to zero.

Type of Default Penalty points per settlement

Gross Exposure or Turnover Violation for 4

Rs.5 lacs or more

Gross Exposure or Turnover Violation for 5

less than Rs.5 lacs

Non Confirmation of Custodial Trades 4

Client code modifications of more than 5 4

instances

The following penalties are imposed for penalty points earned during each calendar
month:

Penalty Points Penalty
0 to 20 No action

21 to 30 Reprimand letter

31 to 50 A fine of Rs.2000/- per point over 30 points
A fine of Rs.5000/- per point over 50 points plus

>1 o0 100 Rs.40,000,/- P POmER

Over 100 Allowable exposure to be reduced by 75% for 10
settlements in Normal Regular Market.

In addition to the above, a penal interest at the rate of 9 basis points for each day
of default will be levied on the members who fail to pay the penalty imposed on
them.

2.6 Shortages Handling

On the securities pay-in day, NSCCL identifies short deliveries and the respective

clearing member is debited by an amount equivalent to the securities not delivered
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by him and valued at a valuation price. This is called a valuation debit. A valuation
debit is also conducted for bad delivery by clearing members.

NSCCL conducts a buying-in auction for security shortages on the day after the
pay-out day through the NSE trading system. If the buy-in auction price is more
than the valuation price, the member is required to make good the difference.

2.6.1 Valuation Prices

Valuation prices at which valuation debits are conducted are calculated as below:
Valuation Price for failure to deliver for Regular Market Deals, Depository Deals:

The valuation price for securities which were not delivered on the settlement day
for securities, shall be the closing price of such securities, on the immediate trading
day preceding the pay-in day for the securities unless prescribed otherwise from
time to time by the relevant authority.

Valuation Price for failure to deliver for Limited Physical Marfket:

The valuation price for securities which were not delivered on the settlement day
for securities, shall be the closing price of such securities, on the immediate trading
day preceding the pay-in day for the securities unless prescribed otherwise from
time to time by the relevant authority.

Valuation Price for Bad Delivery for Regular Market Deals:

The valuation price for securities which constitute bad deliveries, shall be the
closing price of such securities, on the immediate trading day preceding the bad
delivery rectification day for the securities unless prescribed otherwise from time to
time by the relevant authority.

Valuation Price for Bad Delivery for Limited Physical Market:

The valuation price for securities which constitute bad deliveries, shall be the
closing price of such securities, on the immediate trading day preceding the bad
delivery rectification day for the securities unless prescribed otherwise from time to
time by the relevant authority.

2.6.2 Close-out Procedures

All shortages not bought-in are deemed closed out at the highest price between the

first day of the trading period till the day of squaring off or closing price on the

auction day plus 5%/10%/20% (as the case may be). This amount is credited to
the receiving membet's account on the auction pay-out day.

For Regular Market, Depository Deals:

e In the case of failure to give delivery : At the highest price prevailing in the
NSE from the first day of the relevant trading period till the day of closing out
or 20% above the closing price on the auction day, whichever is higher.
In cases of securities having corporate actions and no 'no-delivery period' for
the corporate action, all cases of short delivery of cum transactions which
cannot be auctioned on cum basis or where the cum basis auction pay out is
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after the book closure/record date, would be compulsory closed out. For
compulsory close out, the following formula shall be applicable:
o Higher of 10% above the closing price of the security in Normal
Market on the auction day
OR
o The highest traded price from first trading day of the settlement till the
auction day.
In the case of non rectification/replacement for bad delivery: At the highest
price prevailing in the NSE from the first day of the relevant trading period till
the day of the closing out or 20% above the official closing price on the auction
day, whichever is higher.
In the case of non rectification/replacement for objection cases: At 20% above
the official closing price on the auction day.

For Limited Physical Market Deals:

In the case of failure to give delivery : At 20% over the actual trade price

In the case of non rectification/replacement for bad delivery: 20% over the
actual trade price

In the case of non rectification/replacement for objection cases: At 20% above
the official closing price in Regular Market on the auction day.

Auction Market:

In the case of auction non delivery: When the auction seller fails to deliver in
part or full on auction pay-in day, the deal will be squared up at the highest
price prevailing in the NSE from the first day of the relevant trading period till
the day of closing out or 20% over the official closing price on the close out
day whichever is higher and will be charged to the auction seller unless
otherwise specified.

In the case of an auction bad delivery: An auction delivery reported as bad
delivery shall be squared up at the highest price prevailing in the NSE from the
first day of the relevant trading period till the day of closing out or 10% over
the official closing price on the close out day, whichever is higher and will be
charged to the auction seller unless otherwise specified.

Rectified/ Replaced bad deliveries reported as bad delivery (Rebad delivery):

For Regular Market Deals: At the highest price prevailing in the NSE from the
first day of the relevant trading period till the day of the closing out or 10%
above the official closing price on the auction day whichever is higher.
For Limited Physical Deals: Rectified / replaced shares reported as bad delivery
(Rebad delivery) shall be squared up at 10% over the actual trade price

Company objection cases reported as bad delivery:

Rectified /replaced company objection reported as bad delivery shall be squared up
at 10% above the official closing price on the auction day.

Close out price for deleted security:
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Security for which trading has been discontinued on the Exchange (hereinafter
referred to as deleted security), close out shall be at 20 % over the official closing
price on the last traded day of the 'deleted security’ on the Exchange
Deleted security on account of payment of additional call money:

In the case of securities for which trading has been discontinued on the Exchange
on account of payment of additional call money (deleted security), the security
where the respective call money has been paid (new security) will be considered to
arrive at the closing price.

Company objections received in the 'deleted security' will be required to be
reported in the 'new security’ symbol / series. In case the 'new secutity' is not
available for the reason of such security not being introduced for trading on the
Exchange/trading being discontinued on the Exchange, company objections will
be required to be reported in the 'deleted security' and closing price for such
deleted security will be at 20 % over the official closing price on the last traded day
of the 'deleted security' on the Exchange.

Deleted security on account of payment of redemption:

In the case of securities for which trading has been discontinued on the Exchange
on account of redemption (deleted security), the security (with the new face value
after redemption) introduced for trading by the Exchange (new security) will be
considered to arrive at the closing price.

Company objections received in the 'deleted security' will be required to be
reported in the new security symbol / seties and members will be entitled to claim
redemption amount as corporate benefit.

In case the 'new security' is not available for the reason of such security not being
introduced for trading on the Exchange / trading being discontinued on the
Exchange on account of full redemption, company objections will be required to
be reported in the 'deleted security' and closing price for such deleted security will
be at 20 % over the official closing price on the last traded day of the 'deleted
security' on the Exchange.

Deleted security on account of merger | amalgamation | hive off | scheme of restructuring:

In the case of securities for which trading has been discontinued on the Exchange
on account of merger / amalgamation/ scheme of restructuring ('deleted security'),
the secutity with which the deleted security is merged / amalgamated / hived off /
restructured into (‘new security') will be considered to arrive at the closing price.
Closing price for such 'deleted security' will be the official closing price of the new
security on the auction day prevalent on the Exchange.

In case where the price of the 'new security' is not available for the reason of such
security not being traded on the Exchange, the closing price for such deleted
security will be at 20 % over the official closing price on the last traded day of
'deleted security' on the Exchange. In case, where more than one security
(additional securities') is being given by the company in lieu of the 'deleted
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security', the claim of company objection lodged for such 'deleted security' shall be
settled as follows:

(i) if such 'additional securities' are traded on the Exchange, in the ratio in which
they have been issued by the company.

(i) If any one or more of these 'additional securities' are not traded on any Stock
Exchange, no claim shall arise, for such security not traded.

(i) If any one or more of these 'additional securities' are not traded on the
Exchange but traded on some other Stock Exchanges, the relevant closing price of
such securities shall be the closing price on the Regional Exchange, to be notified
by NSCCL.

Close out price for bonds:

e In case of failure to give delivety, non rectification/replacement of bad delivery,
rectified/replaced bad delivery subsequently reported as re-bad, auction non-
delivery, and auction delivery reported as bad delivery, closing out price will be
the highest rate prevailing on the Exchange from the first day of the relevant
trading period till the day of closing out or 5% over the official closing price on
the auction day, whichever is higher.

e In case of non rectification / replacement of company objection and
rectified/replaced company objections reported as bad delivery, closing price
will be 5% over the official closing price on the auction day.

2.7 Risk Containment Measures

2.7.1 Capital Adequacy Requirements

As compared to the minimum statutory requirements as also those stipulated by
other stock exchanges, the capital adequacy requirements stipulated by the NSE are
higher. The capital adequacy norms to be followed by members are presented in
Table 2.1.

Table 2.1: Capital Adequacy Norms for Membership on NSE
(Rs. in lakh)

Members of Professional Clearing
Members of
Requirement CMand CMand CM,WDM CM CM and
F&O WDM and F&O Segment F&O

Segment  Segment Segment Segment

Net Worth 100 200 200 300 300

Interest Free 125 250 275 25 34
Security Deposit

Collateral 25 25 25 25 50

Security Deposit

84



Note: A PCM is required to bring in interest free security deposit of Rs.6 lakh and collateral
security deposit of Rs.17.5 lakh (Rs. 9 lakh and Rs.25 lakh respectively for corporate members)
per trading member in the CM segment.
Out of the total capital provided by the TM (Base Minimum Capital and Additional
Base Capital), BMC can be utilised towards taking exposute/turnover only, wheteas
the amount provided as ABC can be utilised towards margin payment if not used
up for taking Exposure/Turnover.

2.7.2 Margins

Categorisation of stocks for imposition of margins

e The Stocks which have traded atleast 80% of the days for the previous 18
months shall constitute the Group I and Group II.

e Out of the scrips identified above, the scrips having mean impact cost of less
than or equal to 1% shall be categorized under Group I and the scrips where
the impact cost is more than 1, shall be categorized under Group II.

e The remaining stocks shall be classified into Group III.

e The impact cost shall be calculated at 15th of each month on a rolling basis
considering the order book snapshots of the previous six months. On the basis
of the impact cost so calculated, the scrips shall move from one group to
another group from the 1 st of the next month.

Daily margins payable by members consists of the following:

1. Value at Risk Margin (VaR)

2. Mark to Market Margin (MTM)

Daily margin, comprising of the sum of VaR margin and mark to market margin is

payable.

The margins are computed at client level. A member entering an order, needs to

enter the client code. Based on this information, margin is computed at the client

level, which will be payable by the trading members on T+1 basis.

a. Mark to Market Margin. Mark to market margin is computed on the basis of
mark to market loss of a member. Mark to market loss is the notional loss
which the member would incur in case the cumulative net outstanding position
of the member in all securities, at the end of the relevant day were closed out at
the closing price of the securities as announced at the end of the day by the
NSE. Mark to market margin is calculated by marking each transaction in a
scrip to the closing price of the scrip at the end of trading. In case the security
has not been traded on a particular day, the latest available closing price at the
NSE is considered as the closing price.

In the event of the net outstanding position of a member in any security being
nil, the difference between the buy and sell values would be considered as
notional loss for the purpose of calculating the mark to market margin payable.
MTM profit/loss across different securities within the same settlement is set
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off to determine the MTM loss for a settlement. Such MTM losses for
settlements are computed at client level.
Value at Risk-based Margin. The VaR rate is applied to gross exposure to
determine VaR-based margin. The computation of the VaR rate as well as the
gross exposure on which VaR rate is applied is explained below:
Computation of VaR Rate
VaR rate is a single number, which encapsulates whole information about the
risk in a portfolio. It measures potential loss from an unlikely adverse event in a
normal market environment. It involves using historical data on market prices
and rates, the current portfolio positions, and models (e.g., option models,
bond models) for pricing those positions. These inputs are then combined in
different ways, depending on the method, to derive an estimate of a particular
percentile of the loss distribution, typically the 99 percentile loss. The step by
step computation of VaR-based margin is explained below.
®  Obtain the closing price of the security (for the days on which it was traded
in the exchange) and closing index values for the previous one-year period.
Let these be
» Closing prices of the security 2 CP0, CP1, CP2, .......... CPn
» Closing values of index = CV0,CV1,CV2, ........ CVn
® (Calculate the logarithmic returns with respect to previous day’s closing
price of the security/closing value of index for each day in the reference
period. Logarithmic return (R,) for day ‘n’ can be computed using the
formula:
» For scrip 2R, =LN(CP,/CP, )
» Forindex 2 R,=LN(CV,/CV, )
* Compute initial volatility by calculating the standard deviation of returns for
the one year period using the formula:

S 2
Standard deviation 6, = ;(R - Ri) /n

where R is the average return for the reference period.
® Calculate daily volatility for subsequent days. For day 1, the volatility will be

oy = A0, + (1= DR
Similarly for day 2

2
oy = A1)+ (1- A)R,2
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Where, A=0.94, a patameter which indicates how rapidly volatility estimate
changes. This value has been arrived at on the basis of the empirical study
done by Prof. ] R Varma.

= (Calculate VaR for the scrip at 3.56 level and VaR for the index at 30 level.

A higher & level is used for the scrip because the scrip is expected to have
higher volatility as compared to the index, which is a portfolio. The

volatility estimate at 36 level represents 99% VaR.
= Calculate VaR for a security or index for a particular day using the o for
both long positions and short positions.
» For scrip,
VaR for short positions = Exponential (3.56)-1, and

VaR for long positions = 1- Exponential (-3.56).
» For index,

VaR for short positions = Exponential (36)-1, and

VaR for long positions = 1- Exponential (-306)

To ensure that risk for all possible situations is covered, long VaR or short
VaR, whichever is higher, is considered as the VaR for the scrip or index, as
the case may be.
The VaR calculated for Nifty as above is then compared with the Sensex VaR
for the Day. The higher of the two is considered as Index VaR. However a
Minimum Index VaR of 5% is stipulated by SEBIL.
For application of VaR the scrips are divided into two groups and two
different methods are adopted.
For the 257 scrips which come under the list specified by SEBI, the VaR is
computed in the following way:
Derive index-based scrip VaR from the index VaR. The VaR Multiplier
(relative volatility of the scrip as compared to that of index) is multiplied
with index VaR to get the index-based scrip VaR. A minimum VaR
multiplier of 1.75 has been stipulated by SEBI for the calculation of index-
based scrip VaR. VaR multiplier for scrips is computed on a monthly basis
by dividing ‘average standard deviation of the scrip return for last six
months’ by ‘average standard deviation of the index return for last six
months’. Index-based VaR or scrip VaR, whichever is higher, is used as
applicable VaR for the scrip.

2. VaR for the remaining scrips is directly taken as 3 times Index VaR.
An additional margin of 12% is added to this applicable VaR. This
additional margin is applied in order to safeguard against the remaining 1%
cases. The total VaR margin calculated using the above steps is rounded up
to the higher integer. This percentage so derived is the VaR margin rate,

87



applicable on the open position. Maximum VaR applicable on a scrip,

however, shall not exceed 100%
VaR margin for Institutional Trades. VaR margin is charged at differential rate on
the Net outstanding sale position of the client. However, such margins are
added up across all clients of the member or custodian and the same are
collected from the Trading Member or Custodian as the case may be.
NSE disseminates VaR margin rates to the members and public at large
through its web-site. VaR margin rate for each security is provided on a daily
basis, at the end of each trading day. These rates are applicable on the positions
at the end of next trading day. A separate file is also provided on a daily basis
for the VaR margin rates applicable for the institutional trades on the net
outstanding sale positions at the end of next trading day. A file on the
multiplier is provided on a monthly basis, detailing the multiplier to be applied
on each security in the following month.
All margins are payable on trade day plus one. Members are required to
compute their margin obligations and deposit the margin money in cash, bank
guarantee or FDRs, rounded off to the next higher multiple of Rs.10,000/-.
The margins deposited in cash on a given day are released to the member on
the subsequent day after adjustment for margin, ABC and any other funds dues

c. Determination of Exposure

The exposure to be reckoned is arrived at by adding up the absolute values of
the net cumulative positions for all securities in which a member has an open
position.

Margin Payment & Payout

Payment of margin:

The daily margin for rolling settlements is payable on T+1 day. The margin is
collected together for all settlements for all clients. Members are responsible to
compute margin payable and to make suitable margin payments on the due date.
Members are required to deposit the margin money due in cash, bank guarantee or
FDRs, rounded off to the next higher multiple of Rs.10,000/-.

Payont of margin:

The margins deposited in cash on a given day may, if NSCCL chooses not to
exercise its lien, be returned to the member on the subsequent day after adjustment
for margin, additional base capital and any other funds dues. NSCCL may, at its
discretion may retain part or whole of the amount releasable cash margin, with
respect to any member as a risk containment measure.
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Upfront margins collection

Members are required to ensure collection of upfront margin from their clients at
rates mentioned below and deposit the same in a separate clients account, in
respect of trades in Normal market which would result in a margin of Rs.50,000/-
or more, after applying the margin percentages as given below:

Groups (Securities Covered) = Upfront Margin Rate

Group 1 15%
Group 11 30%
Group 111 45%

Failure to pay margins

Non-payment of either the whole or part of the margin amount due will be treated
as a violation of the Bye Laws of the Clearing Corporation and will attract penal
charges and other actions as prescribed by NSCCL.

Trading and Exposure Limits

NSCCL imposes limits on turnover and exposure in relation to the deposits (funds
and securities) available with the Exchange/NSCCL.

The members are subject to limits on trading volumes in a day as well as exposure
at any point of time. Gross intra-day turnover (Buy + Sell) of a member shall not
exceed 33 1/3 times of the capital available with NSCCL. Similatly, gross exposure
(aggregate of cumulative net outstanding positions in each security, at any point of
time) of a member shall not exceed 8.5 times of free base capital up to Rs. 1 crore.
If a member has free capital in excess of Rs. 1 crore, his exposure shall not exceed
Rs. 8.5 crore plus 10 times of the capital in excess of Rs. 1 crore.

Determination of Gross Exposure: The gross exposure of a member is computed
across all securities and across all open settlements in rolling settlement. Open
settlements are all those settlements for which trading has commenced and for
which pay-in is yet to be completed. It is arrived at by adding up the absolute
values of the products of net cumulative values and the specified adjustment factor,
for all securities in which a member has an open position. For this purpose, scrips
have been classified in to four groups, based on market capitalisation, impact cost
and number of trades.

Exposure Limit 1Violation: Members exceeding the gross exposure limit are not
permitted to trade with immediate effect (trading terminals are disabled
automatically) until the member’s cumulative gross exposure is reduced to below
the gross exposure limits as defined above or any such lower limits as applicable to
the members. Alternatively, a member may bring in additional base capital resulting
in enhanced gross exposure limit.
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A penalty of Rs. 5,000/- is levied for each violation of gross exposure limit and
intra-day turnover limit, which is paid by the trading member next day. In respect
of violation of gross exposure limit on more than one occasion on the same day,
each violation is treated as a separate instance for the purpose of calculation of
penalty. The penalty is charged to the members irrespective of whether the member
brings in additional capital subsequently.

Early pay-in of funds/ securities: If members meet funds obligations prior to the funds
pay-in day, after satisfying the applicable conditions, then the margin payable by the
member is re-computed after considering the funds pay-in. The value of the
advance pay-in made is reduced from the cumulative net outstanding position of
the member for the purpose of calculating gross exposure.

If members deliver securities prior to the securities pay-in day, after satisfying the
applicable conditions, then the margin payable by the member is recomputed after
considering the above pay-in of securities. The value of the advance pay-in made is
reduced from the cumulative net outstanding position of the member for the
purpose of calculating gross exposure.

On-line Exposure Monitoring: NSCCL has put in place an on-line monitoring and
surveillance system whereby exposure of the members is monitored on a real time
basis. A system of alerts has been built in so that both the member and NSCCL are
alerted as per pre-set levels (reaching 70%, 85%, 95% and 100%) when the
members approach their allowable limits. The system enables NSSCL to further
check the micro-details of members' positions, if required and take pro-active
action.

The on-line surveillance mechanism also generates various alerts/reports on any
price/volume movement of secutities not in line with past trends/patterns. For this
purpose the exchange maintains various databases to generate alerts. Alerts are
scrutinised and if necessary taken up for follow up action. Open positions of
securities are also analysed. Besides this, rumors in the print media are tracked and
where they are price sensitive, companies are contacted for verification. Replies
received are informed to the members and the public.

Off-line Monitoring: Off-line surveillance activity consists of inspections and
investigations. As per regulatory requirement, a minimum of 10% of the active
trading members are to be inspected every year to verify the level of compliance
with various rules, byelaws and regulations of the Exchange. Usually, inspection of
more members than the regulatory requirement is undertaken every year. The
inspection verifies if investor interests are being compromised in the conduct of
business by the members. The investigation is based on various alerts, which
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require further analysis. If further analysis reveals any suspicion of irregular activity
which deviates from the past trends/patterns and concentration of trading at NSE
at the member level, then a more detailed investigation is undertaken. If the
detailed investigation establishes any irregular activity, then disciplinary action is
initiated against the member. If the investigation suggests suspicions of possible
irregular activity across exchanges and/or possible involvement of clients, then the
same is informed to SEBI.

Margins based on turnover & Exposure limits (Initial margins)

Intra-day turnover limit:

Members are subject to intra-day trading limits. Gross turnover (buy+sell) intra-day
of the member should not exceed thirty three and one-third (33 1/3) times the base
capital (cash deposit and other deposits in the form of securities or bank guarantees
with NSCCL and NSE). Members violating the intra-day gross turnover limit at any
time on any trading day are not be permitted to trade forthwith. Member's trading
facility is restored from the next trading day with a reduced intra-day turnover limit
of 20 times the base capital till deposits in the form of additional deposits
(additional base capital) is deposited with NSCCL. Members are given a maximum
of 15 days time from the date of the violation to bring in the additional capital.
Upon members failing to deposit the additional capital within the stipulated time,
the reduced turnover limit of 20 times the base capital would be applicable for a
period of one month from the last date for providing the margin deposits.
Upon the member violating the reduced intra-day turnover limit, the above
mentioned provisions apply and the intra-day turnover limit will be further reduced
to 15 times. Upon subsequent violations, the intra-day turnover limit will be further
reduced from 15 times to 10 times and then from 10 times to 5 times the base
capital. Members are not permitted to trade if any subsequent violation occurs till
the required additional deposit is brought in.

Gross Exposure Limits:

Members are also subject to gross exposure limits. Gross exposure for a member,
across all securities in rolling settlements, is computed as absolute (buy value - sell
value), ie. ignoring +ve and -ve signs, across all open settlements. Open
settlements would be all those settlements for which trading has commenced and
for which settlement payin is not yet completed. The total gross exposure for a
member on any given day would be the sum total of the gross exposure computed
across all the securities in which a member has an open position.
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Gross exposure limit would be:

Total Base Capital Gross Exposure Limit
upto Rs.1 crore 8.5 times the total base capital

8.5 crores + 10 times the total base capital in excess of

> Rs.1 crore
Rs.1 crore

or any such lower limits as  applicable to the members.
The total base capital being the base minimum capital (cash deposit and security
deposit) and additional deposits, not used towards margins, in the nature of
securities, bank guarantee, FDR, or cash with NSCCL and NSE.

Security-wise Differential Excposure Limits:
In case of securities that are traded in the Rolling settlement (Type ‘N’ and security
series ‘EQ’), the GE multiple for each security are as under:

Groups (Securities Covered) Covered Multiple
Group 1 1 time

Group 11 2 times

Group III 8.5 times

All new securities to be traded on the Exchange shall be subject to exposure
multiple of 2 times.

It is clarified that while computing the gross exposure at any time for a particular
trading day, for the purpose of the above limits, members are required to add the
net outstanding positions of the previous settlement period to the cumulative net
outstanding positions as of that particular trading day until the securities pay-in day
for the previous settlement period.

Members exceeding the gross exposure limit are not permitted to trade with
immediate effect and are not permitted to do so until the cumulative gross
exposure is reduced to below the gross exposure limits (as defined above or any
such lower limits as applicable to the members) or they increase their limit by
providing additional base capital.

Members who desire to reduce their gross exposure may submit their order entry
requirements as per the prescribed format. If members desire to increase their
limits, additional deposits by way of cash, bank guarantee or Fixed Deposit Receipt
(FDR) have to be submitted to NSCCL. Additional deposits by way of securities in
electronic form (‘demat securities') may be deposited as per procedures.

The additional deposits of the member is used first for adjustment against gross
exposure of the member. After such adjustments, the surplus additional deposits, if
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any, excluding deposits in the form of securities, is utilised for meeting margin
requirements.

Additional Base Capital

Members may provide additional margin/collateral deposit (additional base capital)

to NSCCL, over and above their minimum deposit requirements (base capital),

towards margins and/ or exposure / turnover limits.

Members may submit such deposits in any one form or combination of the

following forms:

e C(Cash

e TFixed Deposit Receipts (FDRs) issued by approved banks and deposited with
approved Custodians or NSCCL

e Bank Guarantee in favour of NSCCL from approved banks in the specified
format. If a Bank guarantee is submitted from bank, whose networth is above
Rs.500 crores, then the same is considered as cash component and all other
Bank guarantees will be considered as non-cash component as per past
procedures.

e Approved securities in demat form deposited with approved Custodians.

e Government Securities, The procedure for acceptance and list of securities is as
specified in circular. The haircut for the Government Securities shall be 10%.

e Units of the schemes of liquid mutual funds or government securities mutual
funds. The haircuts for units of liquid funds or government securities mutual
funds shall be 10% of Net Asset Value (NAV). Units of all Mutual Funds
schemes except Liquid Mutual Funds and Government Securities Mutual
Funds (in demat) are eligible security for the purpose of non-cash component
of additional capital and margin subject to a haircut equivalent to the VaR of
the unit's NAV plus any exit load charged by the mutual fund.

All Additional Base Capital (ABC) given in the form of cash / FDR/BG’s from

approved Banks whose networth is above 500 crores, (hereinafter referred to as

'Cash Component') should be atleast 50% of the total ABC and Cash Matgins in

respect of every trading member. Incase where non - cash component is more than

50 % of the total additional base capital, the excess non-cash component is ignored

for the purpose of exposure limits requirements and / or margins requirements.

Exemption for institutional deals

While computing margins, institutional deals are excluded. Deals executed on
behalf of the following entities are considered as institutional deals:
1. Financial Institutions

2. SEBI registered FIIs

3. Banks
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4. SEBI registered Mutual Funds

Deals are identified by the use of the participant code in the trades reported on the
NSE.

Deals entered into on behalf of custodial participants i.e. carrying custodial
participant code are considered as institutional deals unless not confirmed by the
respective custodians in  which case the deals shall attract margins.
Non-Custodial Institutional Deals are identified by the use of the participant code
'NCIT". The 'NCIT' deals will be exempted for margin purposes (However, VaR
based margin which is charged on institutional trades on the net outstanding sale
position, in securities shall be applicable in this case also) and the settlement
obligation will remain with TM clearing member. Non Custodial Institutional deals,
which are not marked as 'NCIT"' at the time of order entry, will not be exempted.
All TM clearing members are required to provide details of the contract notes for
all Non-Custodial Institutional Trades through a file upload as per the procedure.

Pay-in of funds/securities prior to scheduled pay-in day

The relevant authority may require members to pay-in funds and securities prior to
the scheduled pay-in day for funds and securities. The relevant authority would
determine from time to time, the members who would be required to pay-in funds
and securities prior to the pay-in day. The relevant authority would also determine
securities and funds which would be required to be paid in and the date by which
such pay-in shall be made by the respective member.

The value of such prior pay-in of funds and securities will not be reduced from the
cumulative net position of the member for the purpose of gross exposure
reduction. There will be no margin exemption available for such pay-in of funds
and securities.

2.7.3 Settlement Guarantee

After the execution of trade, the clearing corporation becomes the counter-party to
the transaction and ensures that funds and securities obligations are met. The
clearing corporation provides the guarantee and key link between clearing and
settlement activity. It operates like a self-insurance mechanism where members
contribute to the Fund. In the event of failure of a trading member to meet
settlement obligations or committing a default, the Fund is utilised to the extent
required for successful completion of the settlement. This has eliminated counter-
party risk of trading on the Exchange. As a consequence, despite the fact that the
daily turnover at times exceeds Rs. 10,000 crore, credit risk no longer poses any
threat in the market place. The market has full confidence that settlement shall take
place in time and shall be completed irrespective of default by isolated trading
members.
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2.7.4 No-delivery Period

Whenever a book closure or a record date is announced by a company, the
exchange sets up a ‘no-delivery’ period for that security. During this period, trading
is permitted in the security. However, these trades are settled only after the no-
delivery period is over. This is done to ensure that investor’s entitlement for the
corporate benefits is clearly determined. However, there is no no-delivery period
on account of book closures and record dates for corporate actions, such as, issue
of dividend and bonus shares, in respect of the scrips which are traded in the
compulsory dematerialised mode. The time gap between two book closures/record
dates is 30 days.

2.8 International Securities Identification Numbet

SEBI being the National Numbering Agency for India has permitted NSDL to

allot International Securities Identification Number (ISIN) for demat shares. While

allotting ISINs, NSDL observes that:

e The ISINs allotted by NSDL does not at any point of time breach the
uniqueness of ISIN of physical form for the same security.

e ISIN for a security is allotted only when the security is admitted to NSDL.

e The numbering system is simple.

e The numbering system of ISIN is in compliance with the structure of ISIN
adopted by SEBI.

Numbering System of ISIN. The numbering structure for securities in NSDL is of 12

digit alpha numeric string. The first two characters represent country code i.e. IN

(in accordance with ISO 31606). The third character represents the Issuer Type as
detailed in Table 2.2.

Table 2.2: Issuers Type

Issuer Type Code
allotted

Central Government A
State Government B
Municipal Corporation C
Union Territories D
Company, Statutory Corporation, Banking Company E
Mutual Funds including UTI F

The list may be expanded as per the needs. Maximum issuer types can be 35 (A to
Z and 0 to 8. The pro-rata dividend shares are identified by 9). The next 4
characters (fourth to seventh character) represent company identity. The first 3
characters are numeric. The fourth character is alpha character. The numbering
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begins with ‘001A’ and continues till ‘999A” and proceeds to ‘001B’. The next two
characters (the eight and ninth characters) represent security type for a given issuer.
Both the characters are numeric. The next two characters (the tenth and eleventh

characters) are serially issued for each security of the issuer entering the system.
Last digit is double-add-double check digit.

The security types are planned which may be expanded as per the need as detailed
in Table 2.3.

Table 2.3: Security Types

Security type Code
Equity 01
Non Voting Equity 02
Convertible Preference Shares 03
Non Convertible Preference Shares 04
Mutual Fund Units - Close ended 05
Mutual Fund Units - Open ended 06
Secured Debentures 07
Unsecured Debentures 08
Regular Return Bonds — Promissory Notes 09
Floating Rate Bonds 10
Deep Discount Bonds 11
Step Discount Bonds 12
Warrants 13

2.9 Dematerialisation and Electronic Transfer of Securities

Traditionally, settlement system on Indian stock exchanges gave rise to settlement
risk due to the time that elapsed before trades were settled by physical movement
of certificates. There were two aspects: First relating to settlement of trade in stock
exchanges by delivery of shares by the seller and payment by the buyer. The stock
exchange aggregated trades over a period of time and carried out net settlement
through the physical delivery of securities. The process of physically moving the
securities from the seller to his broker to Clearing Corporation to the buyer’s
broker and finally to the buyer took time with the risk of delay somewhere along
the chain. The second aspect related to transfer of shares in favour of the purchaser
by the issuer. This system of transfer of ownership was grossly inefficient as every
transfer involved the physical movement of paper securities to the issuer for
registration, with the change of ownership being evidenced by an endorsement on
the security certificate. In many cases the process of transfer took much longer
than the two months as stipulated in the Companies Act, and a significant
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proportion of transactions wound up as bad delivery due to faulty compliance of
paper work. Theft, mutilation of certificates and other irregularities were rampant,
and in addition the issuer had the right to refuse the transfer of a security. Thus the
buyer did not get good title of the securities after parting with good money. All this
added to the costs and delays in settlement, restricted liquidity and made investor
grievance redressal time-consuming and at times intractable.
To obviate these problems, the Depositories Act, 1996 was passed to provide for
the establishment of depositories in securities with the objective of ensuring free
transferability of securities with speed, accuracy and security by

(a) making securities of public limited companies freely transferable subject to

certain exceptions;

(b) dematerializing the securities in the depository mode; and

(c) providing for maintenance of ownership records in a book entry form.
In order to streamline both the stages of settlement process, the Depositories Act
envisages transfer of ownership of securities electronically by book entry without
making the securities move from person to person. The Act has made the securities
of all public limited companies freely transferable by restricting the company’s right
to use discretion in effecting the transfer of securities, and dispensing with the
transfer deed and other procedural requirements under the Companies Act.
A depository holds securities in dematerialised form. It maintains ownership
records of securities and effects transfer of ownership through book entry. By
fiction of law, it is the registered owner of the securities held with it with the
limited purpose of effecting transfer of ownership at the behest of the owner. The
name of the depository appears in the records of the issuer as registered owner of
securities. The name of actual owner appears in the records of the depository as
beneficial owner. The beneficial owner has all the rights and liabilities associated
with the securities. The owner of securities intending to avail of depository services
opens an account with a depository through a depository participant (DP). The
securities are transferred from one account to another through book entry only on
the instructions of the beneficial owner.
In order to promote dematerialisation of securities, NSE joined hands with leading
financial institutions to establish the National Securities Depository Ltd. (NSDL),
the first depository in the country, with the objective of enhancing the efficiency in
settlement systems as also to reduce the menace of fake/forged and stolen
securities. This has ushered in an era of dematerialised trading and settlement.
SEBI has made dematerialised settlement mandatory in an ever-increasing number
of securities in a phased manner, thus bringing about an increase in the proportion
of shares delivered in dematerialised form. There is an increasing preference to
settle trades, particularly in high value securities, in demat form. Such high level of
demat settlement reassures success of rolling settlement.
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CDSL was set up in February, 1999 to provide depository services. All leading
stock exchanges like the National Stock Exchange, Calcutta Stock Exchange, Delhi
Stock Exchange, The Stock Exchange, Ahmedabad, etc have established
connectivity with CDSL.

2.10 Investor Protection Fund

Investor Protection Fund (IPF) has been set up as a trust under Bombay Public
Trust Act, 1950 under the name and style of National Stock Exchange Investor
Protection Fund Trust and is administered by the Trustees. The IPF is maintained
by NSE to make good investor claims, which may arise out of non-settlement of
obligations by the trading member, who has been declared defaulter, in respect of
trades executed on the Exchange. The IPF is utilised to settle claims of such
investors where the trading member through whom the investor has dealt has been
declared a defaulter. Payments out of the IPF may include claims arising of non
payment/non receipt of securities by the investor from the trading member who
has been declared a defaulter.

Quantum of Compensation. The maximum amount of claim payable from the
IPF to the investor (where the trading member through whom the investor has
dealt is declared a defaulter) is Rs.10 lakh.

Procedure for filing claims. A notice is published in widely circulated daily
newspapers notifying the trading member who has been declared defaulter. Claims
against the trading member specified in the notice are required to be made, on or
before three months from the date of such published notice. The claimant is
required to submit full details and all relevant facts of the case duly supported by
copies of the relevant documents.

The trustees in disallowing (whether wholly or partly) a claim for compensation
shall serve notice of such disallowance on the claimant. The trustees may at any
time and from time to time require any person to produce and deliver any
securities, documents or statements of evidence necessary to support any claim
made or necessary for the purpose of establishing his claims. In default of delivery
of such documents, the trustees may disallow (wholly or partly) any claim made by
him.

The trustees, if satisfied that the default on which the claim is founded was actually
committed, may allow the claim and act accordingly. The trustees have an absolute
discretion as regards the mode and method of assessing the nature of the claim
including their genuineness and at their discretion may accept, reject or partially grant
or allow claims and make payment thereof subject to the limits herein mentioned.
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2.11 Clearing Software — Data and Reports Download

NSCCL downloads the data for the day in a consolidated file, which is a DAT file.
The DAT file contains data regarding trades, obligations, deliveries, auctions,
corporate actions and valuation prices for the day. It is generated and downloaded
to members through V-SAT into their PC’s directly. The file is downloaded to
C:\CMCLRG\DNLD by 8.00 p.m. every day. The DAT files ate also available on
the EXTRANET in the folder/member/clearing.

The clearing software provides a number of reports useful for the trading member.

2.11.1 Obligation Reports

For all the types of Obligations Reports described below, the member has to
select settlement type, settlement number, and trade date for which the report is
needed.

7)

2)

3)

%)

%)

Daily Obligation Statement. This report contains obligations of a Clearing
Member (computed after segregation of the custodial trades for Trading
Members). This is a daily report which is downloaded at the end of the trading
day to each Clearing Member. This report provides security-wise information
on:

(a) Daily purchases and sales and their value.

(b) Cumulative purchases and sales, and their value for the trading period.

(c) Cumulative net purchases or net sales and their value for the trading period.
Daily Obligation Statement of No-Delivery Securities. This report is for the securities in
No-Delivery. This report provides daily as well as cumulative purchase and sale
position of Clearing Member for securities in no-delivery across the trading
periods. At the end of the No-Delivery period, these securities get added to the
obligation statement of the next settlement. This report also gives information on
No-Delivery period for a security and the settlement number in which it has to
be settled.

Daily Obligation Statement of Custodial Trades. This report contains information on
trades done by members on behalf of custodial clients which are to be settled
by the custodians.

Daily Obligation Statement of No-Delivery Custodial Trades. This report contains
information on trades done by members for securities in no-delivery on behalf
of custodial clients which are to be settled by the custodians.

Final Settlement Obligations Statement. At the end of the trading period, members
receive Settlement Obligation Statement for funds and securities. This report
indicates the net obligation to deliver or receive for each security in which he
has had dealings and net obligation to pay or receive funds.
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0)

Final Settlement Obligations Statement of Custodial Trades. The member also receives
Custodian-wise Settlement Obligations arising through the trades entered by
the member on behalf of the custodial participants.

2.11.2 Custodial Trade Reports

7)

2)
3)
4

%)

6)

7)

Custodial Trade Pending Confirmation. This report contains information of all
Custodial trades which are not confirmed by the Custodians as of the day of
the report (within the Confirmation Window).

Trades Rejected by Custodian. This report contains all the trades that have been
rejected by the custodian.

Trades Change Statement. All the trades reverted to a Trading Member or vice-
versa are displayed in this report.

Security-wise daily trades statement for CP. This report gives the statement of all the
securities traded by the trading member for the respective Custodial
participants.

Security-wise daily trades statement for CP (No delivery). This report gives the
statement of all the securities which are in no deliveries and traded by the
Clearing Member for the respective Custodial participants.

Member-wise daily trades statement for CP. This report gives the statement of all the
securities traded by the trading member for the respective Custodial
participants.

Security-wise final trades statement for CP. This report gives the statement of all the
securities traded by the trading member for the respective Custodial
participants and for the given settlement type and settlement number.

2.11.3 Deliveries Reports

7)

2)

3)

%)

Final Delivery Statement. After allocation, the NSECM Clearing System generates
Trading Member-wise delivery statement. This delivery statement is security-
wise. The statement provides information on delivering centre, receiving
centre, number of shares to deliver for each security and also the code of the
recetving entity.

Delivery Shp. 1t gives the details of delivering centre, receiving centre, quantity
of shares to be delivered, quantity of shares delivered, quantity short and
number of certificates.

Delivery Details Statement. This report gives a facility to list delivering centre,
receiving centre, all Certificate Numbers and DNR Numbers for deliveries of
the delivering Clearing Members.

Security Shortage Statement. The Security Shortage Statement lists down the
shortage in the delivery of the securities as compared to the Clearing Members
obligation of securities pay-in. The details given in the list contain the
delivering centre, receiving centre, delivery number against which securities are
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delivered short, the security, the quantity of shares delivered short, the
Valuation price and the amount to be debited to the delivering members
account for the quantity of shares delivered short, the receipt number and the
counter party receiving members name/code.

2.11.4 Receipts Reports

Final Receipt Statement. This statement provides information security-wise on
receiving centre, delivering centre, the number of shares to receive, the code and
the name of the delivering Trading Member. The report gives the break up of
quantity of shares received in electronic form and physical form.

2.11.5 Bad Deliveries Reports

1) Unrectified Bad Delivery Statement. This report contains the list of deliveries
reported as bad against a delivering member and not rectified by the trading
member. The details given in the list contain the delivering centre, receiving
centre, delivery number for which the shares are not rectified, the security, the
quantity of shares not rectified, the Valuation price and the amount to be
debited to the delivering members account for the quantity of shares not
rectified, the receipt number, the counter party receiving members name/code
and the reason code of bad delivery.

2)  Bad Deliveries to be Rectified Statement. This report contains the details of Bad
Deliveries which have to be rectified by the delivering member. The report
outlines the delivering centre, receiving centre, delivery number, the security,
the quantity of shares reported as bad to be rectified, the reason code for bad
delivery, the counter party receiving member name and code and the receipt
number.

3) Rectified Bad Delivery Pay-out Statement. The Rectified Bad Delivery Pay-out
Statement gives the receiving centre, delivering centre, list of the deliveries
reported as bad by the receiving member and whether subsequently they have
been rectified by the delivering member. It gives the status of which bad
deliveries reported by the trading member have been rectified (in electronic
and/or in physical form) and which have not been rectified.

2.11.6 Funds Reports

Two Funds Reports are being provided through the clearing software i.e., Daily
Funds Summary Statement and Daily Funds Statement.

Daily funds summary statement provides details about the transactions effected in
the trading members clearing account at the Clearing Bank. This statement is
similar to the Bank statement provided by the Clearing Bank. The debit appearing
in the summary statement is equal to the withdrawals as per the bank statement and
the credit is equal to the deposits as per the bank statement.
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Daily funds statement provides the break-up for each debit and credit appearing in
your Daily funds summary statement. Both the reports are downloaded on a daily
basis after the debits/credits have been effected by the clearing bank.

2.11.7 Auction Reports
1) Auwuction Square Up Debit Statement. This report gives details of unauctioned

deliveries that are squared-up by the Exchange. The report is to be printed by
the defaulting member on whose behalf the auction is conducted.

2)  Auction Square Up Credit Statement. This report gives details of unauctioned

deliveries that are squared-up by the Exchange. This report is to be printed
by the receiving member. This report is downloaded at the end of the auction
trading day.

3)  Auction Difference Statement. This report gives details of the auctioned deliveries

for which the valuation price exceeds the auction traded price. This report is
to be printed by the defaulting member (a member who has delivered short
or not rectified a bad delivery). This report is downloaded at the end of the
auction trading day.

2.11.8 Obijections Reports

0

2)

3)

Odbyjection to be Rectified Statement. The Objection to be Rectified Statement lists
down all the objections that have been reported against or reported by a
trading member in a particular reporting period. The report contains details
such as Objection number, security symbol and series, objection quantity and
face value under objection, the counterparty introducing / reporting member
code, reason for objection and the original stamp amount paid by the buyer at
the time of lodgements with the company.

Second Time Objections Statement. This Statement is similar to the Objection to be
rectified statement except that the report is to be printed for second time
objections. All the details contained in the above report are also printed in the
second time objection statement for rectified / replaced objections again
reported as under objections.

Rectification Pay-in Date Change Statement. The rectification pay-in date of an
objection can change due to various reasons such as the rectification pay-in /
pay-out date being near the book closure start date / record date. As a result
the objection settlement to which the objection is assigned changes. The
Rectification Pay-in Date change statement contain the details of all the
objections whose rectifications have been changed(added) to the specified
objection settlement and also the details of the objections whose rectifications
have been moved away (deleted) from the specified objection settlement. The
report contains the details of whether the rectification has been changed to the
settlement or away from the settlement, Objection number, delivery number,
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4)

5)

0)

7)

original rectification pay-in date and the original objection settlement, revised
rectification pay-in date and the revised objection settlement, security symbol
and series, objection quantity, receiving/introducing member code and name
and the receipt number.

Obyections Withdrawal Statement. Objections can be withdrawn by either the
clearing house or the trading member for various reasons. The objection can
be withdrawn due to wrong reporting in the 6-C format, incomplete company
objection memo, etc. The Objection withdrawal statement gives details of the
objections withdrawn. This report gives detail of the part as well as full
withdrawal of quantity of shares under objections. The Objections
Withdrawal Statement contains details such as objection number, objection
settlement type and number, rectification pay-in date, symbol and series, face
value and the quantity of shares reported under objections, withdrawal
quantity, date of withdrawal, reason code for withdrawal, introducing/
receiving member code and name and the reason code for objection.

Odbyjections Status Statement. The Objection Status Statement details of the history
of objection from reporting to rectification and further whether the objection
is auctioned / squared off is printed. The details contained in the report
include the objection number, delivery number, security symbol and series,
quantity under objection, quantity replaced or rectified, face value of replaced
quantity, unrectified quantity, auction settlement number in which the
unrectified quantity will be auctioned/ squared off, break up of the shates to
be auctioned and the shares to be squared off.

Odbjections Unrectified Statement. This report is to be printed after the date of
rectification pay-in for the objection settlement. The objections unrectified
statement gives details about the objections unrectified by the trading member
in case of objections where he is the introducing member. The statement also
contains details of the unrectified objections in cases where the trading
member has reported the objections. The report includes details such as
objection number, delivery number, security symbol and seties, objection
quantity and reported face value, unrectified quantity and the replacement face
value, receipt number, introducing / receiving member code and name.
Objections Returned As Bad Delivery Statement. The objections rectified returned as
bad delivery statement gives details of the objection cases for which the
rectification / replacement of objection is reported as bad delivery. The report
contains details such as objection number, delivery number, security symbol
and series, rectified / replaced quantity, quantity of shares reported as bad
delivery, and Introducing member / receiving member code and name.
The report can be printed for objection cases where the trading member is
the introducing member as well as for cases where the trading member is the
receiving member.
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8) Stamp Duty Payable Report. The stamp duty payable report is provided to inform
the trading members about the stamp duty payable/ receivable in case of
objections. The report includes information about the objection number,
delivery / receipt number, security symbol and series, objection quantity,
original stamp amount paid by the investor / trading member reporting the
objection, quantity rectified, quantity unrectified, stamp amount payable /
receivable, stamp amount paid / received, receiving / introducing member
code and name, receipt / delivery number and the status of payment (paid or
pending). The stamp amount payable / receivable includes the differential
amount in case of shares rectified i.e. the stamp amount calculated at the
present consideration rate minus the original amount paid for the
proportionate quantity of shares rectified and in case of remaining shares i.e.
objection quantity minus rectified quantity, the amount of stamp calculated at
the present consideration rate for the remaining shares.

9)  Odbyjection  Settlement Schedule Statement. The objection settlement schedule
statement gives the dates for the reporting - rectification cycle of the objection
settlements. The report contains the objection settlement number, reporting
date, date of pickup by the introducing member for rectifying the objections,
rectification pay-in date, and the rectification pay-out date.

2.11.9 Margin Reports

1) Member-wise Daily Margin Payable Statement. This report contains daily margin
amount payable by the members. This is a daily report which is downloaded
at the end of the trading day to each trading member. This report provides
information on the calculated margin amount, collateral amount, amount paid
till date and calculated value of cash margin payable (+)/receivable ().

2)  Memberwise Margin Payment Status Report. This report contains the margin
payment status of the member. This is a daily report which is downloaded at
the end of the trading day to each trading member. This report provides
information on the margin due date, cash margin pay-in (+)/pay-out (-),
amount transacted and amount short.

2.11.10 Securities Reports
1) Securities Delivered Statement. This statement provides information on delivering
centre, total number of shares to deliver for each security, quantity delivered
and quantity of shares delivered short.
2)  Securities Received Statement. This statement provides information on delivering
centre, total number of shares to receive for each security, quantity received
and quantity received short.
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2.11.11 Miscellaneous Reports

1)

2)

3)

No Delivery Securities Statement. This report gives a listing of all the securities in
no delivery for a particular settlement type and settlement number. The details
outlined in this report are the security symbol and series, the no delivery start
date, the no delivery end date and the settlement type and the settlement
number in which the trades during the no delivery period will be settled.

Conporate action statement. This report gives the statement of the corporate actions
falling between the dates entered by the user (i.e. dividend, AGM, book closure
date, record date etc.).

Mode of Settlement Report for Securities. This report will display information
regarding Security Settlement Mode for a particular settlement type and
number. The clearing member has to enter settlement type and number.

The following reports are available on EXTRANET:

o Securitywise Demat Delivery Statement (DFDS). This report provides details of
the electronic shares delivered by a member as securities pay-in for various
settlements for the given settlement date. The report is sorted on
Settlement Type/Settlement Number/Delivery Type/Symbol/Series/ISIN.
In case the member has delivered the shares through CDSL, the report
provides the ‘Depository transaction number’ for the corresponding pay-in.

o Securitywise Demat Receipt Statement (DFRS). This report provides details of
the electronic shares received by a member as securities pay-out for various
settlements for the given settlement date. The report is sorted on
Settlement Type/Settlement Number/Delivery Type/Symbol/Seties/ISIN.
In case the member has received the shares in CDSL, the report provides
the ‘Depository transaction number’ for the corresponding pay-out.

o Client Allocation Details (CADT). This report provides details of pay out
directly credited to the client’s beneficiary account. It gives details of DP 1D
and Beneficiary account where the pay out is credited and also details of
securities, which have not been credited to client account.

o Detailed Margin Report (MGOZ2). This report provides client wise, security
wise, and settlement wise amount of margin and exposure for the day.

o Consolidated Margin Report (MGO1). This report provides amount of margin
payable and amount of exposure and MABC available for the day.

2.12 File Transfer Protocol

A two way communication service is provided to the trading members based on
File Transfer Protocol (FTP) connections through VSAT, leased line and internet.
FTP may be used for accessing data that is general as well as member specific in

105



nature. Under this facility, a separate directory for each member has been created in
which member specific data files like trading data, clearing data, along with other
files like bills, trades done report etc. are routinely transferred. Each member has
been given access only to his/her own directory. Along with member specific
directories, there are some files like circulars, NCFM, bhav copy and related
software available in a “common” directory, which is accessible by all trading
members.

Members can access the files through extranet server using VSAT during off
trading hours (between 4:15 p.m. and 9:30 a.m.) and through internet or lease lines
for all 24 hours a day. For any Extranet connectivity problem, Helpdesk or
Extranet team may be contacted at 022-26598167-78 and 26598164.

Model questions

1. Which of the following statement is true?

(a) Clearing members are responsible for settling their obligations as determined by
the NSCCL.

(b) Custodian can be a trading member.

(c) Clearing members are not required to open a dedicated clearing account with
any of the clearing banks.

(d) Custodians are not required to maintain a clearing pool account with the
depositories.

Ans. (a)

2. Which of the following is true about rolling settlement?

(@) In ‘T+X’ rolling settlement, “I” is the trade date and ‘X’ is the number of
business days after trade date on which settlement takes place.

(b) NSE does not provide an option to settle trades in demat securities on rolling
basis.

(c) For arriving at the settlement day, all intervening holidays such as bank holiday
are included.

(d) None of the above statements are true.

Ans. (a)

3. Under T+2 rolling settlement, pay-in of funds and securities takes place

(a) on 2nd working day after trade date

(b) on 1st working day after the trade date

(c) on the trading day

(d) on 1st and 2nd working day respectively after the trade date.
Ans. (a)
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4. Which of the following is true about settlement for the Limited Physical Market
segment?

(a) Delivery of shares in street name and market delivery is treated as good delivery.
(b) Any delivery less than 500 shares is marked as short and such deliveries are
compulsorily closed out.

(c) Settlement for trades is carried out on a trade for trade basis.

(d) Securities and funds pay in takes place on “T'+1” working days after the trade
date.

Ans. (c)

5. Penalty points are charged to members for
(a) only for gross exposure & turnover violations

(b) only for violation in respect of client code modifications

(c) only for violation in respect of non-confirmation of custodial trades
(d) all of the above.

Ans. (d)

6. Which of the following statements is not true about Mark to Market Margin?

(a) Mark to market margin is computed on the basis of mark to market loss of a
member.

(b) Mark to market margin is calculated by marking each transaction in a sctip to
the closing price of the scrip at the end of trading.

(c) Mark to market loss is the notional loss which the member would incur in case
the cumulative gross outstanding position of the member in some securities were
closed out at the closing price of the securities.

(d) Mark to market profit/loss across different securities within the same
settlement is set off to determine the mark to market loss for a settlement.

Ans. (c)

7. VaR margin is charged at differential rate on the position of the
client.

(a) Net outstanding sale

(b) Gross outstanding sale

(c) Net Sale

(d) Gross Sale

Ans. (a)

8. Members can submit which of the following as additional base capital to
NSCCL.

(a) Cash

(b) Fixed Deposit Receipts

107



(c) Bank Guarantee
(d) all of the above
Ans. (d)

9. Which of the following agencies assigns ISINs to the securities in India?
(a) SEBI

(b) ANNA

(c) NSDL

(d) Stock Exchanges

Ans. (a)

10. The name of the appears in the records of the issuer as registered
owner of demat securities.

(a) depository

(b) actual owner

(c) beneficial owner

(d) depository participant

Ans. (a)
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Chapter 3

Trading Membership

3.1 Stock Brokers

3.1.1 Introduction

A broker is an intermediary who arranges to buy and sell securities on behalf of
clients (the buyer and the seller).

According to Rule 2 () of SEBI (Stock Brokers and Sub-Brokers) Rules, 1992, a
stockbroker means a member of a recognized stock exchange. No stockbroker is
allowed to buy, sell or deal in securities, unless he or she holds a certificate of
registration granted by SEBI.

A stockbroker applies for registration to SEBI through a stock exchange or stock
exchanges of which he or she is admitted as a member. SEBI may grant a
certificate to a stock-broker [as per SEBI (Stock Brokers and Sub-Brokers) Rules,
1992] subject to the conditions that:

a)
b)

)

d)
¢)

he holds the membership of any stock exchange;

he shall abide by the rules, regulations and bye-laws of the stock exchange or
stock exchanges of which he is a member;

in case of any change in the status and constitution, he shall obtain prior
permission of SEBI to continue to buy, sell or deal in securities in any stock
exchange;

he shall pay the amount of fees for registration in the prescribed manner; and
he shall take adequate steps for redressal of grievances of the investors within
one month of the date of the receipt of the complaint and keep SEBI
informed about the number, nature and other particulars of the complaints.

While considering the application of an entity for grant of registration as a stock
broker, SEBI shall take into account the following namely, whether the stock
broker applicant -

2)
b)

9
5

is eligible to be admitted as a member of a stock exchange;

has the necessary infrastructure like adequate office space, equipment and man
power to effectively discharge his activities;

has any past experience in the business of buying, selling or dealing in
securities;

is being subjected to any disciplinary proceedings under the rules, regulations
and bye-laws of a stock exchange with respect to his business as a stock-
broker involving either himself or any of his partners, directors or employees.
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3.1.2 Membership in NSE

There ate no entry/exit battiets to the membership in NSE. Anybody can become

member by complying with the prescribed eligibility criteria and exit by

surrendering membership without any hidden/overt cost.

The members are admitted to the different segments of the Exchange subject to

the provisions of the Securities Contracts (Regulation) Act, 1956, the Securities and

Exchange Board of India Act, 1992, the Rules, circulars, notifications, guidelines,

etc., issued thereunder and the Bye laws, Rules and Regulations of the Exchange.

The standards for admission of members laid down by the Exchange stress on

factors such as, corporate structure, capital adequacy, track record, education,

experience, etc. and reflect a conscious effort on the part of NSE to ensure quality

broking services so as to build and sustain confidence among investors in the

Exchange’s operations.

Benefits to the trading membership of NSE include:

1. access to a nation-wide trading facility for equities, derivatives, debt and hybrid
instruments / products,

2. ability to provide a fair, efficient and transparent securities market to the

investors

use of state-of-the-art electronic trading systems and technology,

4. dealing with an organisation which follows strict standards for trading &
settlement at par with those available at the top international bourses,

5. a demutualised Exchange which is managed by independent and experienced
professionals, and

6. dealing with an organisation which is constantly striving to move towards a
global marketplace in the securities industry.

&

3.1.2.1 New Menmbership

Membership of NSE is open to all persons desirous of becoming trading members,
subject to meeting requirements/criteria as laid down by SEBI and the Exchange.
The different segments currently available on the Exchange for trading are:
» (Capital Market (Equities and Retail Debt)
*  Wholesale Debt Market
= Derivatives (Futures and Options) Market

Admission to membership of the Exchange to any of the segments is currently
open and available.

Persons or Institutions desirous of securing admission as Trading Members (Stock
Brokers) on the Exchange may apply for any one of the following segment groups:
I. Wholesale Debt Market (WDM) Segment

II.  Capital Market (CM) and Wholesale Debt Market (WDM) segments

ITII. Capital Market (CM) and Futures & Options (F&O) segments
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IV.

V.

Capital Market (CM), Wholesale Debt Market (WDM) and Futures & Options
(F&O) segment

Clearing  Membership of National Securities Clearing Corporation
Ltd.(NSCCL) as a Professional Clearing Member (PCM)

Eligibility for acquiring membership of NSE is as follows:
1) The following persons are eligible to become trading members:

(a) Individuals

(b) Partnership firms registered under the Indian Partnership Act, 1932
Individual and Partnership firm are not eligible to apply for membership on
WDM segment.

(c) Institutions, including subsidiaries of banks engaged in financial services.

(d) Body Corporates including companies as defined in the Companies Act,

1956.

A company shall be eligible to be admitted as a member if:

1) such company is formed in compliance with the provisions of Section
12 of the said Act;

i) such company undertakes to comply with such financial requirements
and norms as may be specified by the Securities and Exchange Board of
India for the registration of such company;

iii) the directors of such company are not disqualified for being members
of a stock exchange and have not held the offices of the Directors in
any company which had been a member of the stock exchange and had
been declared defaulter or expelled by the stock exchange; and

(e) such other persons or entities as may be permitted from time to time by
RBI / SEBI under the Securities Contracts (Regulations) Rules, 1957.

2) No person shall be admitted as a trading member if:

(a) he has been adjudged bankrupt or a receiver order in bankruptcy has been
made against him or he has been proved to be insolvent even though he has
obtained his final discharge;

(b) he has compounded with his creditors for less than full discharge of debts;

(c) he has been convicted of an offence involving a fraud or dishonesty;

(d) he is engaged as a principal or employee in any business other than that of
Securities, except as a broker or agent not involving any personal financial
liability or for providing merchant banking, underwriting or corporate or
investment advisory services, unless he undertakes to severe its connections
with such business on admission, if admitted;

(e) he has been at any time expelled or declared a defaulter by any other Stock
Exchange or he has been debarred from trading in securities by any
Regulatory Authorities like SEBI, RBI etc;
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(f) he has been previously refused admission to trading membership by NSE
unless a period of one year has elapsed since the date of such rejection;

(2) he incurs such disqualification under the provisions of the Securities
Contract (Regulations) Act, 1956 or Rules made thereunder so as to
disentitle him from seeking membership of a stock exchange;

(h) incurs such disqualification consequent to which NSE determines it to be
not in public interest to admit him as a member on the Exchange

Provided that in case of registered firms, body corporates and companies, the

condition from (a) to (h) above will apply to all partners in case of partnership

firms, and all directors in case of companies;

(i) itis a body corporate which has committed any act which renders it liable to
be wound up under the provisions of the law;

() it is a body corporate or a company in respect of which a provisional
liquidator or receiver or official liquidator has been appointed by a
competent court;

Edncation and Experience. Where an applicant is a corporate, not less than two
directors of the company (in case of a sole proprietorship, individual and in case of
a partnership firm, two partners) should satisfy the following criteria:

They should be at least graduates and each of them should possess at least two
years' expetience in an activity related to broker, sub-broker, authorised agent or
authorised clerk or authorised representative or remisier or apprentice to a member
of a recognised stock exchange. Such experience will include working as a dealer,
jobber, market maker, or in any other manner in the dealing in securities or clearing
and settlement thereof, as portfolio manager or merchant bankers or as a
researcher with any individual or organisation operating in the securities market.

Shareholding Pattern: Securities markets have the inherent tendency to be volatile and
risky. Therefore, there should be adequate risk containment mechanisms in place
for the Stock Exchanges. One such risk containment tool is the concept of
‘Dominant Promoter/Shareholder Group’ which is very unique for applicants
acquiring membership on the NSE. Though membership on NSE is granted to the
entity applying for it, but for all practical purposes the entity is managed by a few
shareholders who have controlling interest in the company. The shareholders
holding the majority of shares have a dominant role in the affairs of the company.
In case of any default by the broking entity, the Exchange should be able to
identify and take action against the persons who are behind the company. The
Exchange, therefore, needs to know the background, financial soundness and
integrity of these shareholders holding such controlling interest. Hence, during the
admission process the dominant shareholders are called for an interview with the
Membership Approval Committee.
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Salient features on the concept of Dominant Promoter/Shareholder Group:

)

b)

)

Dominant Promoter / Shareholder Group (DPG) is a group of shareholders of
the Trading member corporate who normally would be individuals, not
exceeding 4 in number, and who would jointly and/or severally hold not less
than 51% of shares (40% in case of listed companies) in the trading member
corporate at the time of admission as well as subsequently at all relevant points
of time.

The shareholding/interest of close relatives of the DPG viz. Parents, spouse,
children, brothers and sisters would also be counted for arriving at total
dominant holding / interest of a particular dominant shareholder, if such
relative(s) give an unqualified and irrevocable support in writing to the
concerned dominant shareholder in respect of such holding / interest.
Corporate shareholders of the trading member company can also extend their
support to the DPG, provided the shareholding of the Dominant Promoter
Group along with the support of their specified relatives in the corporate
shareholder is not less than 51% or 40%, as the case may be. The indirect
shareholding shall be calculated proportionately by reckoning the direct
shareholding of the DPG along with the support of their specified relatives in
the corporate shareholder of the trading member company.

If none of the dominant promoters/shareholders is a Director on the Board of
Directors of the trading member company, then at least two other directors
having the requisite experience and qualification shall hold a minimum of 5%
shares (each) in the paid up equity capital of the trading member company.
Once a trading entity nominates/determines a group of shareholders (1 to 4) as
the DPG, no other shareholder (existing or new) would be allowed to join the
DPG. However, one or more shareholders within the DPG may be allowed to
divest their shares and quit the group. In such an eventuality, it is to be ensured
that the remaining dominant shareholders always maintain among themselves, a
minimum of 51% of the shares of the company (40% in case of listed trading
member corporate) at all points of time.

Failure to maintain this required level of shareholding will be treated as a
breach of the continuing membership norms, which would tantamount to a
reconstitution of the trading member corporate as the existing DPG would no
longer hold controlling interest in the trading member corporate or alternatively
a new group would have emerged with controlling stake. NSE would
immediately withdraw the trading facility of such trading members. They could
be re-instated upon rectifying the defect or seeking the approval of the
Exchange for identifying the new group of shareholders as the dominant
shareholders, for which the process of going through the Membership
Approval Committee and the Board will need to be followed.
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e) The DPG may also be permitted to consist of corporate shareholders,
provided:

the trading member is a wholly owned subsidiary of another company
the said holding company is not a subsidiary of any other company
the identifiable individual dominant promoter(s) (not more than 4) hold
atleast 51% of the share capital of the holding company,

or
there are two or more listed corporate shareholders jointly holding atleast
51% of the share capital of the holding company

or
one or more listed corporate sharecholders alongwith individual
shareholders together, not exceeding four in number, jointly hold atleast
51% of the shares of the holding company,
Provided that in none of the above instances the holding company of the
trading member corporate becomes the subsidiary of another corporate.
the said dominant promoters undertake in writing, not to dilute their
shareholding in the holding company without prior consent of the
Exchange.
Such corporate dominant shareholders are widely held listed Finance
companies having networth of Rs. 20 crores and above and their debt
instruments, if any, have been accorded at least investment grade credit
rating by reputed rating agencies.
If such corporate dominant shareholders are non-finance companies listed
on NSE and have a networth of Rs. 20 crores and their debt instruments, if
any, have been accorded at least investment grade credit rating by reputed
rating agencies, then such a company shall be permitted to be included in
the DPG.
Private Banks, central or state government owned Finance and/or
Development Institutions etc are also allowed to be identified as dominant
shareholder(s) even if they are not listed provided they have a networth of
at least Rs. 20 crores and the debt instruments, if any, have investment
grade credit rating made by one of the reputed credit rating agencies.

The aforesaid norms are also applicable to trading members who are partnership
firms. The term dominant shareholder/promoter may be substituted as ‘dominant
partner’.

Eligibility Criteria for trading Membership.
The eligibility criteria and deposits/fees payable for trading membership are
summarised in Table 3.1.
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Table 3.1: Eligibilty Criteria for Membership

Particulars | WDM CM and CM and CM, WDM and F&O
Segment F&O WDM Segments
Segments Segments
Constitution | Corporates/ | Individuals/F | Corporates/ Corporates/ Institutions
Institutions | irms/Corpor | Institutions
ates
Paid-up Rs. 30 lakh Rs. 30 lakh Rs. 30 lakh Rs. 30 lakh
capital
Net Worth Rs. 200 lakh | Rs 100 lakh* | Rs. 200 lakh Rs. 200 lakh*
Interest Free | Rs. 150 lakh | Rs. 125 lakh" | Rs. 250 lakh Rs. 275 lakh"
Security
Deposit
(IFSD)
Collateral - Rs. 25 lakh” Rs. 25 lakh Rs. 25 lakh”
Security
Deposit
(CSD)
Annual Rs. 1 lakh Rs. 1 lakh Rs. 2 lakh Rs. 2 lakh
Subscription
Education At least two | Proptietor/ At least two | At least two directors
directors two directors should be graduates.
should  be | partners/two | should be | Dealers should also have
graduates. directors graduates. passed SEBI approved
should be | Dealers should | certification  test  for
graduates also have | derivatives and NCFM
Dealers passed NCFM | Capital Market (Basic or
should also | Capital Market | Dealers) Module.
have passed | (Basic or
SEBI Dealers)
approved Module.
certification
test for
derivatives
and NCFM
Capital
Market (Basic
or  Dealers)
Module.
Experience Two year's experience in securities market---------------
Track The Applicant/Pattners/Directors should not be defaulters on any stock
Record exchange. They must not be debarred by SEBI for being associated with

capital market as intermediaries. They must be engaged solely in the
business of securities and must not be engaged in any fund-based activity.
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*  No additional networth is required for self clearing members in the F&O segment. However, a
networth of Rs. 300 lakh is required for members clearing for self as well as for other TMs.
Additional Rs. 25 lakh is required for clearing membership on the F&O segment. In addition, a
member clearing for others is required to bring in IFSD of Rs. 2 lakh and CSD of Rs. 8 lakh per
trading member, he undertakes to clear in the F&O segment.

An applicant needs to pay the membership and other fees, deposits etc, as
applicable at the time of admission. The security deposit is included while
determining the networth of the trading member. However, the annual
subscription fee / other petiodical charges are excluded for this purpose.

An applicant for membership must possess the minimum stipulated networth. The
networth for the purpose should be calculated as stipulated by the
Exchange/SEBI. In case the company is a member of any other Stock
Exchange(s), it should satisfy the combined minimum networth requirements of all
these Stock Exchanges including NSEIL. The minimum paid up capital of a
corporate applicant for trading membership should be Rs. 30 lakh.

Eligibility Criteria for Professional Clearing Member of NSCCL. Applicants seeking
admission as Professional Clearing Members on the Futures & Options and /or
Capital Market Segments of NSCCL would be required to meet the capital

adequacy norms including additional deposits and fees as given below:
All figures in Rs.lakhs

Sr. Particulars Clearing Membership of segments

No. F& O CM CM and F&O
Interest Free

| GashSecurty ) g 25 34
Deposit with
NSCCL
Collateral
Security

2 Deposit with 25 25 >0
NSCCL *
Advance

3 Annual - 2.5 2.5
Subscription

g4 | Networth 300 300 300
Requirement
Formula/
Methodology As per Dr. L.C As prescribed by As per Dr. I C

. Gupta . Gupta
5 applicable for ) NSE for trading .
. Committee Committee
calculation of ) members .
recommendation recommendation

networth
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* Collateral Security Deposit with NSCCL can be - by way of cash or bank guarantees or fixed
deposits or select demat securities with appropriate hair cuts.

SEBI Registered Custodians and Banks recognised by NSEIL/NSCCL for issuance
of bank guarantees are eligible to become PCMs of NSCCL for Futures & Options
and/or Capital Market Segment provided they fulfil the prescribed critetia.
For the Futures & Options Segment, the clearing members (PCMs) are required to
bring in additional security deposits as specified below only in respect of trading
members whose trades they undertake to clear and settle in this segment :
- Interest Free Security Deposit with NSCCL (Cash): Rs.2 lakhs per trading
member.

- Collateral Security Deposit with NSCCL (By way of cash or bank guarantees or
fixed deposits or select demat securities with appropriate hair cuts) : Rs.8 lakhs per
trading member.

For Capital Market Segment, the clearing members (PCMs) are required to bring in
additional security deposits as specified below only in respect of trading members
whose trades they undertake to clear and settle in this segment:

Elorﬁf];)rforate trading Rs.9 lakh
Interest Free Cash deposit with NSCCL e

For  non-corporate

. Rs.6 lakh

trading members
Collateral security with NSCCL For corporate trading | Rs.25
(By way of cash or bank guarantees or members lakh
fixed deposits or select demat securities For  non-corporate | Rs.17.5
with appropriate hair cuts) trading members lakh

In cases, where the cash and collateral deposit are already available with NSCCL for
a trading member, the Professional Clearing Members shall not be required (to the
extent available) to bring in cash and collateral as aforementioned for settling the
trades of that trading member. In case the trading member is required to have
deposits with NSCCL greater than the amounts as stated above, the same would
have to be brought in by the Professional Clearing Member.

All applicants must be in a position to pay the membership and other fees, deposits
etc, as applicable at the time of admission, within the time schedule as specified by
NSCCL. The security deposit will be included in determining the networth of the
clearing member, however, the annual subscription fee / other periodical charges
would be excluded for this purpose. Clearing in Futures & Options Segment will be
permitted after obtaining the required regulatory approvals.
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Adpmission Procedure. Applicants are required to submit application form, in the
prescribed format, along with other relevant documents. Admission is a two-stage
process with applicants requiring to go through an examination (a module of
NCFM) followed by an interview with the Membership Approval Committee
(MAC). The examination is conducted so as to test the knowledge of the people
associated with the Exchange on different aspects of the capital/financial markets
in India, as it would ensure the conduct of fair, professional and sound dealing
practices. MAC consists of seven persons from various disciplines, including the
Managing Director of the Exchange. The MAC conducts interviews with the
applicants for trading membership. The purpose of the interview is to gain
knowledge about the prospects as to their capability and commitment to carry on
stock broking activities, financial standing, integrity, etc.

Based on the performance of the applicant in the written test, the interview and
fulfillment of other eligibility criteria, the MAC recommends the names for
admission as trading members, to the Board of Directors of the Exchange (Board).
The Board after taking into consideration the recommendations of the MAC either
approves or rejects the applications. After getting approval from the Board, a letter
granting admission on a provisional basis is issued to the applicant subject to
certain conditions like Registration with SEBI, submission of relevant
fees/deposits and documents. On obtaining SEBI Registration, the TM is enabled
to trade on the system and issued user ids after payment of fees/deposits,
submission of relevant documents and satisfying all the formalities and
requirements with regard to the Exchange and NSCCL. The dealers are required to
clear the Capital Market (Dealers) Module of NCFM while dealers on Futures &
Options Segment are required to clear the Derivatives Core Module of NCFM.
This is a pre-requisite without which user-ids are not issued.

3.1.2.2 Continuing Membership

Trading members of the Exchange have to submit the following

documents/information to the Exchange on an annual basis as part of the

continuing ~ membership  norms.  Non-submission of the  required

documents/information attracts disciplinary action by the Exchange including levy

of penalty, reduction of gross exposure, etc.

1. Audited Financial statements (Balance Sheet, Profit and Loss Account)

2. Net worth Certificate in the prescribed format duly certified by a Chartered
Accountant. (every half yearly)

3. Details of directors, shareholders, dominant shareholders, etc. duly certified by
a Chartered Accountant.

4. Proof of renewal of Insurance Cover.

Other related matters in respect of Continuing Membership are as under:
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Upgradation of Membership: The Exchange permits the trading members desirous of
upgrading their trading membership from Individual or Partnership firm to a
Corporate. Trading members intending to do so should take note of the following:

)
b)

A request has to be sent by the trading member indicating the scheme of
upgradation and the proposed shareholding pattern of the corporate.

In case of an upgradation from individual to Corporate, the individual should
hold atleast 51% of the paid up capital of the proposed corporate (40% in
case of listed corporates).

In case of an upgradation from partnership firm to Corporate, the original
partners should hold atleast 51% of the paid up capital of the proposed
corporate (40% in case of listed corporates).

There should be atleast 2 qualified directors who should be graduates with
minimum 2 years experience in stock broking related activities.

The proposed corporate should have a minimum paid up capital of Rs. 30
lakh and meet the networth requirements of the Exchange from time to
time.

After the upgradation is approved by the Exchange, the trading member will
have to pay the differential deposits as applicable to corporate trading
members.

Merger/ Amalgamation of Membership: Trading members desirous of merging among
themselves are required to submit the proposal to the Exchange for approval. The
salient features are as follows:

2)

b)

d)

The dominant promoter group of the merged entity shall comprise of only
the dominant members of the merging Trading Member.

When two or more Individual Trading Members merge to form either a
partnership firm or a corporate, the dominant group of partners /
shareholders in such emerging Trading Member entity shall comprise of any
ot all such individual Trading Members.

In case of merger between two or more Individual / partnership firms
Trading Members resulting in the formation of a new partnership firm or
corporate; the dominant group of partners / shareholders in such emerging
firms or corporate Trading Member shall comprise of any or all the
dominant partners / shareholders of such merging Trading Members.

In case of merger between two or more corporate trading members, the
dominant group of shareholders in such emerging corporate Trading
Member shall comprise of any or all the dominant shareholders of such
merging Trading Members.

The merged entity shall at all times consist of at least one or more members
of the dominant promoter group of the merging Trading Members who
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would hold at least 51% of its total paid up capital (40% in case of listed
companies) / profit shating ratio.

f) The scheme of merger shall provide for the appropriation / transfer of the
entire amount of security deposits of the extinguishing Trading Members
with the Exchange / NSCCL in favour of the merged entity. Such deposits
of the extinguishing Trading Members will be refunded to the merged entity
only after the expiry of the respective lock in period of each of the
extinguishing Trading Members. No interest shall be paid by the Exchange
/NSCCL on such deposits. These deposits may however be considered
towards net worth / capital adequacy requirements / exposure limits of the
merged entity, as also for margin purposes.

@)  The scheme of merger shall provide that the merged entity shall honour all
the financial commitments / obligations/ liabilities of all the extinguishing
Trading Members that devolved prior to merger or may devolve subsequent
to the merger and shall be treated as if it were the liability of the merged
entity.

h)  As soon as the application for merger is filed before the High Court, the
extinguishing broking entity should approach SEBI through the Stock
Exchange for obtaining prior permission, to the scheme of merger, giving all
necessary details of the proposal.

1) The emerging entity would be allowed to trade on the registration of the
extinguishing entity for a period of 45 days. However, the emerging entity
should apply to SEBI at the earliest and give an undertaking to be liable for
the act of the extinguishing entity and such applications in any case should be
made not later than 30 days of the registration granted by the Registrar of
companies to the emerging entity.

Reconstitution | Transfer of Membership: Reconstitution / Transfer of Membership
takes place when the shareholding/profit sharing ratio of existing Dominant
Promoter/Shareholder/Partner group falls below 51% (40% in case of listed
corporates) which means that effectively they are no more in control of the trading
member entity.
Trading members desirous of transferring their trading membership of the
Exchange are requested to refer to the circulars issued by the Exchange from time
to time in this regard and submit the proposal to the Exchange for approval. The
salient features are as follows:
a)  The trading member would be required to comply with the prevalent net
worth norms of the Exchange as applicable to corporate Trading Members.
b) A processing fee of Rs.1 lakh would be payable on approval of proposal for
transfer.
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d)

The trading member would be required to pay the differential between the
deposit paid by them for the membership of the relevant market segments
and the deposit payable for a corporate trading membership as per the
prevailing entry norms for membership of the segment.

The transfer proposal would be subject to recommendation by the
Membership Approval Committee (MAC) and approval by the Board of the
Exchange, and, for this purpose, the Exchange's requirements of written test
and an interview by MAC, will apply.

Multiple Memberships: The Exchange does not permit multiple memberships among
the same set of dominant promoters/shareholders. However, there may be a need
for the existing trading members to take up more than one membership on the
NSE for various reasons like client segregation, market or business segregation, etc.
In such cases, multiple memberships may be permitted by the Exchange only in
cases where the existing trading member corporate forms a subsidiary.

The following requirements need to be complied with by the applicant company
and the holding company for related entities to obtain membership of the
Exchange:

1.

2.

3.

10.

In the application for new membership, the applicant shall identify the holding
company, which is a member of the Exchange.

Board resolution from the existing trading member corporate for applying for
new membership in the name of the subsidiary.

The existing trading member should be the dominant promoter/shareholder
directly holding at least 51% of the shareholding of the company.

In case of transfer of membership of holding company, both the companies
will be required to comply with the transfer provisions.

Majority of the directors should be appointed by the holding company. The
same should be incorporated in the articles of association of the subsidiary
company.

Undertaking from the existing as well as the applicant subsidiary company that
they may be considered as a single unit for taking any disciplinary action by the
Exchange.

In case of default or failure to meet the obligations towards NSEIL / NSCCL
by one company, the deposits of other company may be appropriated.

In case of investor grievances and arbitration awards, the holding company
shall honour the obligations of the subsidiary company and vice versa.

The new applicant company shall be required to take up the combined
membership of Capital Market Segment and Futures & Options Segment as in
the case of new applicants.

When any disciplinary action etc., is taken against the holding company
(existing trading member) or the applicant (new trading member), both the
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entities shall be considered as one single unit and would attract similar action
by the Exchange/NSCCL.

Suspension & Expulsion of Membership: The Exchange may expel or suspend and/or
fine under censure and/or warn and/or withdraw any of the membership rights of
a trading member if it be guilty of contravention, non-compliance, disobedience,
disregard or evasion of any of the Bye Laws, Rules and Regulations of the
Exchange or of any resolutions, orders, notices, directions or decisions or rulings
of the Exchange or the relevant authority or of any other Committee or officer of
the Exchange authorised on that behalf or of any conduct, proceeding or method
of business which the relevant authority in its absolute discretion deems
dishonorable, disgraceful or unbecoming of a trading member of the Exchange or
inconsistent with just and equitable principles of trade or detrimental to the
interests, good name or welfare of the Exchange or prejudicial or subversive to its
objects and purposes.

1. Misconduct. A trading member shall be deemed guilty of misconduct for any

of the following or similar acts or omissions namely:

(a) Fraud- 1f it is convicted of a criminal offence or commits fraud or a
fraudulent act which in the opinion of the relevant authority renders it
unfit to be a trading member;

(b) Violation: 1f it has violated provisions of any statute governing the
activities, business and operations of the Exchange, trading members and
securities business in general;

(c) Improper Conduct: 1f in the opinion of the relevant authority it is guilty of
dishonorable or disgraceful or disorderly or improper conduct on the
Exchange or of willfully obstructing the business of the Exchange;

(d) Breach of Rules, Bye Laws and Regulations: 1f it shields or assists or omits to
report any trading member whom it has known to have committed a
breach or evasion of any Rule, Bye-law and Regulation of the Exchange or
of any resolution, order, notice or direction thereunder of the relevant
authority or of any Committee or officer or the Exchange authorised in
that behalf;

(e) Failure to comply with Resolutions: 1f it contravenes or refuses or fails to
comply with or abide by any resolution, order, notice, direction, decision
or ruling of the relevant authority or of any Committee or officer of the
Exchange or other person authorised in that behalf under the Bye Laws,
Rules and Regulations of the Exchange;

() Failure to submit to or abide by Arbitration: 1f it neglects or fails or refuses to
submit to arbitration or to abide by or carry out any award, decision or
order of the relevant authority or the Arbitration Committee or the
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arbitrators made in connection with a reference under the Bye Laws, Rules
and Regulations of the Exchange;

(g) Failure to testify or give information: 1f it neglects or fails or refuses to submit
to the relevant authority or to a Committee or an officer of the Exchange
authorised in that behalf, such books, correspondence, documents and
papers or any part thereof as may be required to be produced or to appeal
and testify before or cause any of its partners, attorneys, agents, authorised
representatives or employees to appear and testify before the relevant
authority or such Committee or officer of the Exchange or other person
authorised in that behalf;

(h) Failure to submit Special Returns: 1f it neglects or fails or refuses to submit to
the relevant authority within the time notified in that behalf special returns
in such form as the relevant authority may from time to time prescribe
together with such other information as the relevant authority may require
whenever circumstances arise which in the opinion of the relevant
authority make it desirable that such special returns or information should
be furnished by any or all the trading members;

() Failure to submit Andited Accounts: 1f it neglects or fails or refuses to submit
its audited accounts to the Exchange within such time as may be
prescribed by the relevant authority from time to time,

(G) Failure to compare or submit accounts with Defanlter: 1f it neglects or fails to
compare its accounts with the Defaulters' Committee or to submit to it a
statement of its accounts with a defaulter or a certificate that it has no such
account or if it makes a false or misleading statement therein;

(k) False or misleading Returns: 1f it neglects or fails or refuses to submit or
makes any false or misleading statement in its clearing forms or returns
required to be submitted to the Exchange under the Bye Laws, Rules and
Regulations;

() Vexations complaints: 1f it or its agent brings before the relevant authority or
a Committee or an officer of the Exchange or other person authorised in
that behalf a charge, complaint or suit which in the opinion of the relevant
authority is frivolous, vexatious or malicious;

(m) Failure to pay dues and fees: 1f it fails to pay its subscription, fees, arbitration
charges or any other money which may be due by it or any fine or penalty
imposed on it.

2. Un-businesslike Conduct. A trading member shall be deemed guilty of un-
businesslike conduct for any of the following or similar acts or omissions
namely :

(a)  Fictitious Names: 1f it transacts its own business or the business of its

constituent in fictitious names or if he carries on business in more than
one trading segment of the Exchange under fictitious names;
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Fictitions Dealings: 1f it makes a fictitious transaction or gives an order for
the purchase or sale of securities the execution of which would involve
no change of ownership or executes such an order with knowledge of its
character;

Circulation of rumours: 1f it, in any manner, circulates or causes to be
circulated, any rumours;

Prejudicial Business: 1f it makes or assists in making or with such
knowledge is a party to or assists in carrying out any plan or scheme for
the making of any purchases or sales or offers of purchase or sale of
securities for the purpose of upsetting the equilibrium of the market or
bringing about a condition in which prices will not fairly reflect market
values;

Market Manipulation and Rigging: 1f it, directly or indirectly, alone or with
other persons, effects series of transactions in any security to create
actual or apparent active trading in such security or raising or depressing
the prices of such security for the purpose of inducing purchase or sale
of such security by others;

Umwarrantable Business: 1f it engages in reckless or unwarrantable or un-
businesslike dealings in the market or effects purchases or sales for its
constituent's account or for any account in which it is directly or
indirectly interested which purchases or sales are excessive in view of its
constituent's or his own means and financial resources or in view of the
market for such security;

Compromise: 1f it connives at a private failure of a trading member or
accepts less than a full and bona fide money payment in settlement of a
debt due by a trading member arising out of a transaction in securities;
Dishononred Cheque: 1f it issues to any other trading member or to its
constituents a cheque which is dishonoured on presentation for
whatever reasons;

Failure to carry ont transactions with Constituents: 1f it fails in the opinion of
the relevant authority to carry out its committed transactions with its
constituents;

3. Unprofessional Conduct. A trading member shall be deemed guilty of
unprofessional conduct for any of the following or similar acts or omissions
namely :

(a)
)

Business in Securities in which dealings not permitted: 1f it enters into dealings in
securities in which dealings are not permitted,

Business for Defanlting Constituent: 1f it deals or transacts business directly or
indirectly or executes an order for a constituent who has within its
knowledge failed to carry out engagements relating to securities and is in
default to another trading member unless such constituent shall have
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made a satisfactory arrangement with the trading member who is its
creditor;

Business for Insolvent: 1f without first obtaining the consent of the relevant
authority it directly or indirectly is interested in or associated in business
with or transacts any business with or for any individual who has been
bankrupt or insolvent even though such individual shall have obtained his
final discharge from an Insolvency Court;

Business without permission when under suspension: 1f without the permission of
the relevant authority it does business on its own account or on account
of a principal with or through a trading member during the period it is
required by the relevant authority to suspend business on the Exchange;
Business for or with suspended, expelled and defanlter trading members: 1f without
the special permission of the relevant authority it shares brokerage with
or carries on business or makes any deal for or with any trading member
who has been suspended, expelled or declared a defaulter;

Business for Employees of other trading members: 1f it transacts business directly
or indirectly for or with or executes an order for a authorised
representative or employee of another trading member without the
written consent of such employing trading member;

Business for Exchange Ewmployees: 1f it makes a speculative transaction in
which an employee of the Exchange is directly or indirectly interested;
Adypertisement. 1f it advertises for business purposes or issue regularly
circular or other business communications to persons other than its own
constituents, trading members of the Exchange, Banks and Joint Stock
Companies or publishes pamphlets, circular or any other literature or
report or information relating to the stock markets with its name
attached;

Evasion of Margin Requirements: 1f it willfully evades or attempts to evade or
assists in evading the margin requirements prescribed in these Bye Laws
and Regulations;

Brokerage Charge: 1f it willfully deviates from or evades or attempts to
evade the Bye Laws and Regulations relating to charging and sharing of
brokerage.

Dealings with entities probibited to buy or sell or deal in securities market. 1f it
deals, directly or indirectly, in the course of its business with or transacts
any business with or for any entity, which has been prohibited by SEBI to
buy or sell or deal in the securities market.

4. Trading member’s responsibility for Partners, Agents and Employees: A
trading member shall be fully responsible for the acts and omissions of its
authorised officials, attorneys, agents, authorised representatives and employees
and if any such act or omission be held by the relevant authority to be one
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which if committed or omitted by the trading member would subject it to any

of the penalties as provided in the Bye Laws, Rules and Regulations of the

Exchange then such trading member shall be liable therfor to the same penalty

to the same extent as if such act or omission had been done or omitted by

itself.

5. Suspension on failure to provide matgin deposit and/or Capital
Adequacy requirements. The Exchange shall require a trading member to
suspend its business when it fails to provide the matgin deposit and/or meets
capital adequacy norms as provided in the Bye Laws, Rules and Regulations and
the suspension of business shall continue until it furnishes the necessary margin
deposit or meet capital adequacy requirements. The relevant authority may
expel a trading member acting in contravention of this provision.

6. Suspension of Business: The relevant authority may require a trading member
to suspend its business in part or in whole :

(a) Prejudicial Business: When in the opinion of the relevant authority, the
trading member conducts business in a manner prejudicial to the
Exchange by making purchases or sales of securities or offers to purchase
or sell securities for the purpose of upsetting equilibrium of the market or
bringing about a condition of demoralisation in which prices will not fairly
reflect market values, or

(b) Unwarrantable Business: When in the opinion of the relevant authority it
engages in unwarrantable business or effects purchases or sales for its
constituent's account or for any account in which it is directly or indirectly
interested which purchases or sales are excessive in view of its
constituent's or its own means and financial resources or in view of the
market for such security, or

(¢c) Unsatisfactory Financial Condition: When in the opinion of the relevant
authority it is in such financial condition that it cannot be permitted to do
business with safety to its creditors or the Exchange.

7. Removal of Suspension: The suspension of business as above shall continue
until the trading member has been allowed by the relevant authority to resume
business on its paying such deposit or on its doing such act or providing such
thing as the relevant authority may require.

8. Consequence of Suspension: The suspension of a trading member shall have
the following consequences namely:

(a) Suspension of Membership Rights : The suspended trading member shall during
the terms of its suspension be deprived of and excluded from all the rights
and privileges of membership including the right to attend or vote at any
meeting of the general body of trading members of the relevant segment,
but it may be proceeded against by the relevant authority for any offence
committed by it either before or after its suspension and the relevant
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authority shall not be debarred from taking cognisance of and adjudicating
on or dealing with any claim made against it by other trading members;
Rights of creditors unimpaired: The suspension shall not affect the rights of the
trading members who are creditors of the suspended trading member;
Fulfillment of Contracts: The suspended trading member shall be bound to
tulfill contracts outstanding at the time of its suspension;

Further business prohibited : The suspended trading member shall not during
the terms of its suspension make any trade or transact any business with or
through a trading member provided that it may with the permission of the
relevant authority close with or through a trading member the transactions
outstanding at the time of its suspension;

Trading members not to deal. No trading member shall transact business for or
with or share brokerage with a suspended trading member during the terms
of its suspension except with the previous permission of the relevant
authority.

Consequences of Expulsion: The expulsion of a trading member shall have

the
()

()

(¢

(d)

©)

0

following consequences namely:
Trading membership rights forfeited: The expelled trading member shall forfeit
to the Exchange its right of trading membership and all rights and
privileges as a trading member of the Exchange including any right to the
use of or any claim upon or any interest in any property or funds of the
Exchange but any liability of any such trading member to the Exchange or
to any trading member of the Exchange shall continue and remain
unaffected by its expulsion;
Office vacated : 'The expulsion shall create a vacancy in any office or position
held by the expelled trading member;
Rights of Creditors unimpaired: The expulsion shall not affect the rights of the
trading members who are creditors of the expelled trading member;
Fulfillment of Contracts: The expelled trading member shall be bound to fulfil
transactions outstanding at the time of his expulsion and it may with the
permission of the relevant authority close such outstanding transactions
with or through a trading member;
Trading members not to deal No trading member shall transact business for or
with or share brokerage with the expelled trading member except with the
previous permission of the relevant authority.
Consequences of declaration of defanlter to follow: The provisions of Chapter XII
and Chapter XII of the Bye Laws pertaining to default and Protection Fund
respectively shall become applicable to the trading member expelled from
the Exchange as if such trading member has been declared a defaulter.
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Declaration of Defaniter: A trading member may be declared a defaulter by direction /

circular / notification of the relevant authority of the trading segment if:

1. he is unable to fulfill his obligations; or

2. he admits or discloses his inability to fulfill or discharge his duties, obligations
and liabilities; or

3. he fails or is unable to pay within the specified time the damages and the
money difference due on a closing-out effected against him under these Bye
Laws, Rules and Regulations; or

4. he fails to pay any sum due to the Exchange or to submit or deliver to the
Exchange on the due date, delivery and receive orders, statement of differences
and securities, balance sheet and such other clearing forms and other
statements as the relevant authority may from time to time prescribe; or

5. if he fails to pay or deliver to the Defaulters' Committee all monies, securities
and other assets due to a trading member who has been declared a defaulter
within such time of the declaration of default of such trading member as the
relevant authority may direct; or

6. if he fails to abide by the arbitration proceedings as laid down under the Bye
Laws, Rules and Regulations.

Without prejudice to the foregoing, if a Trading Member is either expelled or

declared a defaulter by any other recognised Stock Exchange on which he is a

member or if the registration certificate is cancelled by SEBI, then the said Trading

Member is expelled from the Exchange.

Failure to fulfill Obligations

The relevant authority may order a trading member to be declared a defaulter if he

fails to meet an obligation to a trading member or constituent arising out of

Exchange transactions.

Insolvent a Defanlter

A trading member who has been adjudicated an insolvent shall be ipso factor

declared a defaulter although he may not be at the same time a defaulter on the

Exchange.

Trading member's Duty to Inform

A trading member shall be bound to notify the Exchange immediately if there be a

failure by any trading member to discharge his liabilities in full.

Compromise Forbidden

A trading member guilty of accepting from any trading member anything less than

a full and bona fide money payment in settlement of a debt arising out of a

transaction in securities shall be suspended for such period as the relevant authority

may determine.

Surrender of Trading Membership. TMs can apply for surrender of their trading

membership once admitted on the Exchange. Surrender of trading membership

can be permitted by the Exchange after fulfilling certain conditions by the member
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such as, clearing off all the dues to the Exchange and NSCCL, notifying all other
TMs of the approval of surrender, obtaining No dues certificate from SEBI,
issuance of a public notification in leading dailies etc. The deposits of the trading
members would be released by the Exchange/NSCCL after a prescribed lock-in
period. However, there is no lock-in period applicable in case of trading member,
who is,

1. Not SEBI registered

2. SEBI registered but not enabled

3. SEBI registered and enabled but not traded at all

Authorised Persons

Trading members of the Exchange may appoint authorised persons who are
individuals, registered partnership firms, bodies corporate or companies as defined
under the Companies Act, 1956 in the Capital Market (CM) segment or Futures &
Options (F&O) segment or in both CM and F&O segments.

An authorised person may introduce clients to the trading member for whom they
may treceive remuneration / commission / compensation from the trading member
and not from the clients.

The clients introduced by the authorised person will have a direct relationship with
the trading member ie. the member-constituent agreement, know your client
forms, risk disclosure document, etc. shall be executed between the client and the
trading member i.e., the authorised person shall not be allowed to have any trading
relationship with the clients.

The trading member shall issue the contract notes and/or bills directly to the client
L.e. the authorized person shall not issue contract notes, confirmation memo
and/or bills in their name.

The clients introduced by the authorised person would be required to deliver
securities and make payments directly in the trade name of the trading member (as
appearing on the SEBI registration certificate). Similatly the trading member shall
deliver securities and make payments directly in the name of the clients.
For further details pertaining to authorised person and trading members desirous
of appointing authotised person may refer to circular no. 333 (NSE/MEM/4082)
dated April 10, 2003.

3.2. Sub-Brokers

A Sub-broker is a person who intermediates between investors and stock brokers.
He acts on behalf of a stock-broker as an agent or otherwise for assisting the
investors for buying, selling or dealing in securities through such stock-broker. No
sub-broker is allowed to buy, sell or deal in securities, unless he or she holds a
certificate of registration granted by SEBI. A sub-broker may take the form of a
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sole proprietorship, a partnership firm or a company. Stockbrokers of the

recognised stock exchanges are permitted to transact with sub-brokers.

Sub-brokers are required to obtain certificate of registration from SEBI in

accordance with SEBI (Stock Brokers & Sub-brokers) Rules and Regulations, 1992,

without which they are not permitted to buy, sell or deal in securities.

SEBI may grant a certificate to a sub-broker, subject to the conditions that:

(a) he shall pay the fees in the prescribed manner;

(b) he shall take adequate steps for redressal of grievances of the investors within

one month of the date of the receipt of the complaint and keep SEBI informed

about the number, nature and other particulars of the complaints received,;

(c) in case of any change in the status and constitution, the sub- broker shall obtain

prior permission of SEBI to continue to buy, sell or deal in securities in any stock

exchange; and

(d) he is authorised in writing by a stock-broker being a member of a stock

exchange for affiliating himself in buying, selling or dealing in securities.

In case of company, partnership firm and sole proprietorship firm, the directors,

the partners and the individual, shall comply with the following requirements:

(a) the applicant is not less than 21 years of age;

(b) the applicant has not been convicted of any offence involving fraud or
dishonesty;

(c) the applicant has atleast passed 12th standard equivalent examination from an
institution recognised by the Government.

(d) They should not have been debarred by SEBI.

(e) The corporate entities applying for sub-brokership shall have a minimum paid
up capital of Rs. 5 lakh and it shall identify a dominant shareholder who holds a
minimum of 51% shares either singly or with the unconditional support of
his/her spouse.

The salient features of the circular Ref. No. SMD/POLICY/CIRCULAR/11-97

dated May 21, 1999 issued by SEBI is as under:

1. The registered sub-broker can transact only through the member broker who
had recommended his application for registration. If the Sub-broker is desirous
of doing business with more than one broker, he will have to obtain separate
registration in each case.

2. 'The sub-broker shall disclose the names of all other sub-brokers/brokers
where he is having direct or indirect interest.

3. It shall be the responsibility of the broker to report the default if any of his sub-
broker to all other brokers with whom sub-broker is affiliated.

4. The agreement can be terminated by giving the notice in writing of not less
than 6 months by either party.
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5. Sub-brokers are obligated to enter into agreements and maintain the database
of their clients/investors in the specified format.

The applicant sub-broker shall submit the required documents to the stock

exchange with the recommendation of a TM. After verifying the documents, the

stock exchange may forward the documents of the applicant sub-broker to SEBI

for registration. A sub-broker can trade in that capacity after getting himself

registered with SEBI. The Exchange may not forward the said application of the

sub-broker to SEBI for registration if the applicant is found to have introduced or

otherwise dealt with fake, forged, stolen, counterfeit etc. shares and securities in the

market.

The sub-broker of a TM of the Exchange has to comply with all the requirements

under SEBI (stock brokers and sub-brokers) Regulation, 1992 and the

requirements of the Exchange as may be laid down from time to time. The sub-

broker is bound by and amenable to the Rules, Byelaws and Regulations of the

Exchange. The sub-broker shall also comply with all terms and conditions of the

agreement entered into by him with the TM.

After registration with SEBI, the sub-broker can buy, sell or deal in securities on

behalf of the investors through the broker with whom he is affiliated. The TM has

to issue contract notes for all trades in respect of its sub-broker in the name of the

sub-broker and the sub-broker shall, in turn issue purchase/sale notes to his clients

as per the format prescribed by the Exchange.

The TM with whom the sub-broker is affiliated is responsible for -

1) ensuring the compliance by a sub-broker of the Rules, Bye-laws and
Regulations of the Exchange

2) inspecting that the sub-brokers are registered and recognised

3) ensuring that the sub-brokers function in accordance with the Scheme, Rules,
Byelaws, Regulations etc. of the Exchange/NSCCL and the SEBI Regulations
etc.

4) informing the sub-broker and keeping him apprised about trading/settlement
cycles, delivery/payment schedules and any changes therein from time to time.

5) reporting any default or delay in carrying out obligations by any of the sub-
brokers affiliated to him, to all other stock brokers with whom the said sub-
broker is affiliated.

3.3. Broker-Clients Relations

3.3.1. Know your client

The TM shall enter into an agreement in the specified format provided by NSE
with the client before accepting orders on latter’s behalf. The said agreement shall
be executed on non-judicial stamp paper of adequate value, duly signed by both the
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parties on all the pages. Copy of the said agreement is to be kept with the TM
permanently.

In addition to the agreement, the TM shall seek information from the client in the
'Client Registration Application Form' obtaining information like: investor risk
profile, financial profile, social profile, investor identification details, family,
income, PAN number, employment, age, investments, other assets, financial
liabilities, other responsibilities, social standing, investments horizon, risk taking
ability etc. The TM shall obtain recent passport size photographs of each of
their clients in case of individual clients and of all partners in case of
partnership firms and of the dominant promoter in case of corporate clients.
The TM shall also take proof of identification of the client.

A stock-broker shall not deal knowingly, directly or indirectly, with a client who
defaults to another stock-broker. There is no limit on the number of clients for a
TM.

3.3.2. Unique Client Code

SEBI made it mandatory for all brokers to use unique client codes for all clients.
Brokers shall collect and maintain in their back office the Permanent Account
Number (PAN) allotted by Income Tax Department for all their clients. Sub-
brokers will similarly maintain the same for their clients. Where an individual client
does not have PAN, such a client shall be required to give a declaration to that
effect and until the PAN is allotted, such client shall furnish passport number and
place and date of issue. Where the client does not have a PAN or a passport, such
client shall furnish driving licence number, place and date of issue. If none of the
above is available, the client shall give his voter ID number. Until the PAN is
allotted, SEBI registration number for FIIs and sub-account shall be used for FIIs
(where FII itself is the investing entity) and their sub-accounts, and the unique
registration number issued by the relevant regulatory authority shall be used for tax
paying body corporates and non-tax paying entities. SEBI registration number
followed by any number given by mutual fund to denote Scheme/Plan shall be
used for mutual funds.

Brokers shall verify the documents with respect to the unique code and retain a
copy of the document. They shall also be required to furnish the above particulars
of their clients to the stock exchanges/clearing corporations and the same would
be updated every quarter. The stock exchanges shall be required to maintain a
database of client details submitted by brokers. Historical records of all quarterly
submissions shall be maintained for a period of seven years by the exchanges. The
above requirement shall be applicable for clients having order value of Rs.1 lakh or
more and shall be enforced with effect from August 01, 2001 (SEBI Circular
SMDRP/ Policy/ Cir-39/ 2001 Dated July 18, 2001 and MFD/Cir No. 8/290/01 Dated
June 30, 2001).
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3.3.3. Margins from the Clients

It shall be mandatory for the TM to collect upfront margins from clients whose
trades would result in a margin of Rs. 50,000/~ or more. (refer to SEBI circular no.
SMD/POLICY/Cir-12/2002 dated 17 May, 2002). The matgin so collected shall be
kept separately in the client bank account and utilised for making payment to the
clearing house for margin and settlement with respect to that client.

3.3.4. Execution of Orders

The TM shall ensure that appropriate confirmed order instructions are obtained
from the clients before placement of an order on the system. In order to execute a
trade for a client, a broker must have specific customer instructions as to name of
the company, the precise number of shares and limit/market price condition.
Where the client requires an order to be placed or any of his orders to be modified
after the order has been entered in the system but has not been traded, the TM
shall ensure that he obtains order placement/modification details in writing from
the client. The TM shall make available to his client the order number and copies
of the order confirmation slip/modification slip/cancellation slip and a copy of the
trade confirmation slip as generated on the trading system, forthwith on execution
of the trade. The TM shall maintain copies of all instructions in writing from clients
including participants for an order placement, order modification, order
cancellation, trade cancellation etc.

3.3.5. Accumulation of orders

The 'TM shall not accumulate client’s order/unexecuted balances of order where
such aggregate orders/aggregate of unexecuted balance is greater than the regular
lot size, specified for that security by the Exchange. The TM shall place forthwith
all the accumulated orders where they exceed the regular lot size.

Where the TM has accumulated the orders of several clients to meet the
requirement of the regular lot quantity, he may give his own order number referred
to as the Reference Number, together with a reference number to the NEAT
Order Number, to the client.

3.3.6. Contract Note

Contract note is a confirmation of trade(s) done on a particular day for and on
behalf of a client. A stock-broker shall issue a contract note to his clients for trades
(purchase/sale of securities) executed with all relevant details as required therein to
be filled in (refer to SEBI circular no. SMD/SED/CIR/23321 dated November 18,
1993). A contract note shall be issued to a client within 24 hours of the execution
of the contract duly signed by the TM or his Authorized Signatory or Client
Attorney.
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No member of a recognised stock exchange shall in respect of any securities enter
into any contract as a principal with any person other than a member of a
recognised stock exchange, unless he has secured the consent or authority of such
person and discloses in the note, memorandum or agreement of sale or purchase
that he is acting as a principal. As per Regulation 18 of SEBI (Stock-Brokers &
Sub-Brokers) Regulations, 1992, the TM shall preserve the duplicate copy of the
contract notes issued for a minimum of five years.
The TM shall ensure that -

a) contract Notes are in the prescribed format,

b) maintain details in the counterfoils of contract notes,

¢) stamp duty is paid,

d) the service tax charged in the bill is shown separately in the contract note, and

e) contract notes are signed by the the TM or by an authorised signatory TM.

The contract note should contain name and address (registered office address as
well as dealing office address) of the TM, the SEBI registration number of the TM,
details of trade viz. order number, trade number, trade time, security name,
quantity, trade price, brokerage, settlement number and details of other levies. The
contract note must contain the clause "Client will hold the security blank at its own
risk".

Stamp Duty shall be paid as per the Stamp Act of the relevant state. In
Maharashtra, Stamp duty applicable is Re. 1 for Rs. 10000.

3.3.7. Payments/Delivery of Securities to the Clients
Every TM shall make payments to his clients or deliver the securities purchased
within 2 working days of pay-out unless the client has requested otherwise (refer to

SEBI circular no. SMD/SED/CIR/23321 dated November 18, 1993).

3.3.8. Brokerage

The maximum brokerage chargeable by TM in respect of trades effected in the
securities admitted to dealing on the TM segment of the Exchange is fixed at 2.5%
of the contract price, exclusive of statutory levies like, SEBI turnover fee, service
tax and duty. This maximum brokerage is inclusive of the brokerage charged by the
sub-broker. The brokerage shall be charged separately from the clients and shall be
indicated separately from the price, in the contract note. The TM may not share
brokerage with a person who is a TM or in employment of another TM.

3.3.9 Segregation of Bank Accounts

The TM should maintain separate bank accounts for client’s funds and own funds.
It shall be compulsory for all TMs to keep the money of the clients in a separate
account and their own money in a separate account. Funds shall be transferred
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from the client account to the clearing account for the purpose of funds pay-in
obligations on behalf of the clients and vice-versa in case of funds pay-out. No
payment for transaction in which the TM is taking position as a principal will be
allowed to be made from the client’s account.

3.4. Sub-Broker — Client Relations

3.4.1 Know Your Client

The sub-broker shall enter into an agreement with the client before placing orders.
Such agreement shall include provisions specified by the exchange in this behalf.
The said agreement shall be executed on non-judicial stamp paper. The client
should provide information to the sub-broker in the ‘Client Registration
Application Form’.

3.4.2. Orders

The sub-broker shall ensure that appropriate confirmed order instructions are
obtained from the clients before placement of an order on the system and shall
keep relevant records or documents of the same and of the completion or
otherwise of these orders thereof.

3.4.3. Purchase/Sale Note

The purchase/sale note shall include the TM's name, address, identity number,
contract note number, date and other details contained in the format prescribed by
the Exchange. The purchase/sale note issued by the sub-broker shall bear a unique
purchase/sale note number & date, place of issue which shall be the place of
business of the sub-broker, and shall be stamped by the sub-broker as required
under the relevant central/state stamp legislations. The purchase/sale note shall
specify the break-up of the brokerage payable to the TM and to the sub-broker.
The Sub-broker shall provide a purchase/sale note for all transactions made within
24 hours of the execution of the contract. The sub-broker shall ensure that -

1. Stamp duty is paid by the sub-broker.

2. 'The service tax charged in the bill is shown in the purchase/sale note.

3. Purchase/sale note is signed by the authorised signatory.

The purchase/sale note should contain name, address and SEBI registration
number of the sub-broker, name, address and SEBI registration number of the
affiliated TM, and details of trade viz. order number, trade number, trade time,
security name, quantity, rate, brokerage, settlement number and details of other
levies.
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3.4.4. Payments/Delivery of Securities
The sub-broker shall make payments to his clients or deliver the securities
purchased within 48 hours of pay-out unless the client has requested otherwise.

3.4.5. Sub-brokerage

The sub-broker shall charge his brokerage at rates not exceeding the rate prescribed
by SEBI i.e.,, 1.5%. The brokerage charged by the TM and the sub-broker shall be
indicated separately from the clients and shall be indicated separately from the
price, in the purchase/sale note. The total brokerage that can be chatrged to a client
is (max. of 1.5% by sub-broker of the traded value +1.0 % or more by the TM)
subject to an over all 2.5%.

3.5. Dispute, Arbitration and Appeal

Investors complaints received against the trading members in respect of
claims/disputes for transactions executed on the NSE are handled by the Investor
Grievance Cell (IGC). The complaints are forwarded to the trading members for
resolution and seeking clarifications. The IGC follows-up with the trading
members and makes efforts to resolve the complaint expeditiously. However, in
certain cases, on account of conflicting claims made by the investor and the trading
member, when it is not possible to administratively resolve the complaint, investors
are advised to take recourse to the arbitration mechanism prescribed by the
Exchange.

Arbitration, which is a quasi judicial process, is an alternate dispute resolution
mechanism prescribed under the Arbitration and Conciliation Act, 1996. NSE Bye
Laws prescribe the provisions in respect of Arbitration and the procedure therein
has been prescribed in the Regulations.

The claim, difference or dispute between the trading members, trading members
and constituents/registered sub-brokers arising out of transactions executed on the
Exchange can be referred to arbitration in accordance with the provisions
prescribed under the Byelaws and Regulations of NSE. To establish that the
disputes have arisen out of trades done on the Exchange, it is essential that the
parties produce adequate documents viz. contract notes, bills, ledger accounts, etc.
The aggrieved parties can file for arbitration at the regional centres viz. Mumbai,
Delhi, Chennai and Calcutta based on the region where the transactions have been
executed.

The reference for arbitration should be filed within six months from the date when
the dispute arose between the parties in the prescribed form along with a list of
arbitrators (selected from the names of persons who are eligible to act as arbitrators
provided by the Exchange). The arbitration application received from the applicant
(aggrieved party) is forwarded to the other party ie. the respondent. The
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respondent is called upon to file his reply along with his list of arbitrators within
the specified time. The parties (applicant and respondent) have to select 7 names in
the descending order of preference from the eligible list of arbitrators if arbitration
reference is filed at Mumbai and 5 names in the descending order of preference
from the eligible list of arbitrators if arbitration reference is filed at Delhi, Chennai
or Kolkata.

The first common arbitrator or panel of arbitrators (three arbitrators) to whom the
highest preference has been given by both the parties is/ate appointed as
Arbitrator/s in the matter. If no common persons are identifiable from the list
submitted by the two parties, the sole arbitrator or panel of atbitrators is/are
appointed by NSE from the list of persons eligible to act as arbitrators after
excluding the names of arbitrators given by the parties. A sole arbitrator is
appointed if the claim amount is upto Rs. 25 lakh and panel of arbitrators
consisting of three persons is appointed if the claim amount is more than Rs. 25
lakh based on the list of arbitrators submitted by the parties. The sole
arbitrator/panel of arbitrators would fix a heating in the matter unless both parties
waive their right for such hearing in writing. In cases the claim amount is Rs.
25,000/- ot less, it is not mandatory to hold a hearing of the parties and the matter
is decided based on the documents and submissions made by the parties. In case,
cither of the parties fails to make submissions/be present for the hearing
repeatedly, even though notices have been issued, the arbitrator may proceed to
decide the matter ex-parte.

Based on the submissions made by the parties and the documentary evidence
produced before the arbitrator, an award is passed by the arbitrator. The award is
pronounced in writing and signed by the sole arbitrator or in case of a panel of
arbitrators by all the three arbitrators. The arbitrator may include an interest
component on the amount awarded, at such rate and for such period, as the
arbitrator deems reasonable. The party not satisfied with the arbitration award can
initiate appropriate steps for setting aside the arbitration by filing a petition in the
appropriate court under section 34 of the Arbitration and Conciliation Act, 1996,
under certain conditions mentioned therein. The petition under section 34 has to
be filed normally within a period 90 days. Under section 36 of the Arbitration and
Conciliation Act, 1996, where the time for making an application to set aside the
award has expired or such application for setting aside has been refused by the
Court, the award can be enforced under the Code of Civil Procedure, 1908 in the
same manner as if it were a decree of the Court.

3.6 Code of Advertisement

Trading Members of the Exchange while issuing advertisements in the media have
to comply with the Code of Advertisement prescribed by the Exchange. In
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pursuance of that, a copy of an advertisement has to be submitted to the Exchange
to get a prior approval before its issue in publication/media.

Trading members not complying with the Code of Advertisement may have to face
disciplinary proceedings. The code of advertisement is as under:

1.

11.

12.

The term advertisement as referred in this code shall have the following
meaning: Advertisement means and includes any document, pamphlets,
circulars, brochures, notice or any research reports, material published, or
designed for use in a newspaper, magazine or other periodical, radio,
television, telephone or tape recording, video tape display, signs or bill boards,
motion pictures, telephone directories (other than routine listings) or other
public media, whether in print or audio visual form.

The trading member should designate and authorise a person to ensure the
correctness of the information given in any advertisement.

The trading member issuing any such advertisement should inform the name
of such authorized person to the Exchange.

The advertisement should be related to the nature of services that the trading
member can offer. If the trading member is engaged in any other business
then any advertisement if permissible for such business should not indicate the
name of the Trading member as a member of the Exchange.

The advertisement should be written in clear language and should not be such
which may prejudice interest of the investors in general.

The advertisement should not contain any confusing, misleading or offensive
information.

It should be free from inaccuracies.

The advertisement should not contain a recommendation regarding purchase
or sale of any particular share or security of any company. It should not make
any promise including guaranteeing of any return to the investing public.

The material should not contain anything which is otherwise prohibited.

. The Advertisement shall contain :-

a) Name and/or his logo, code of National Stock Exchange membership.
b) Registration Number allotted by the Securities and Exchange Board of
India.

The Advertisement may be issued individually or jointly with other Trading
members provided that the trading member shall not allow its name to be
advertised or caused to be published in the advertisement of other trading
members, unless such advertisement is issued by it.

In the event of suspension of any trading member by the Exchange, the
trading member so suspended shall not issue any advertisement either singly
or jointly with any other trading member, during the period of suspension.
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13.

14.

15.
16.

17.

18.

19.

20.

21.

In the event of any proceeding/action initiated against a Trading member by a
regulatory body other than National Stock Exchange, National Stock
Exchange reserves the right to direct the trading member to refrain from
issuing any advertisement for such a period as it may deem fit.

National Stock Exchange reserves the right to call for the advertisement
and/or such other information/explanation as it may require, after the
publication of the said advertisement. National Stock Exchange shall have
cease and desist powers in this behalf.

The copy of such advertisement should be retained for a period of three years.
A copy of the advertisement must be submitted to the Exchange within seven
days before their issue. If the advertisement is found to violate any provisions
of the Rules and Bye-laws of the Exchange or rules framed by the SEBI on
this behalf, the Trading Member shall be subject to disciplinary proceedings by
the Exchange.

These norms will apply to any other investment/consultancy agencies
associated with the trading member concerned.

The above norms shall also apply to an advertisement, T.V or Cable T.V. or
any other such media of audio/visual nature.

The trading members should check with the Exchange in case of any doubt
for advice prior to the issue of any such material or advertisement.

The advertisement should not have any adverse reference regarding the
reputation of any other trading members and also of the Exchange. While
preparing any advertisement a trading member should keep in mind that any
information if found to be incorrect will affect not only the reputation of the
particular Trading Member but also the reputation of the trading members of
the Exchange in general and also on the Exchange itself.

In the event of any trading member of the Exchange having any grievance
against any other trading member, consequent upon the publication of
advertisement of the other Trading Member, the Exchange shall be informed
of the same in writing, within a period of seven days from the date of such
publication for necessary remedial measure from the Exchange.

SEBI has advised the Stock Exchanges to ensure that their brokers/sub-brokers do
not advertise their business, including in their internet sites, by subsidiaries, group
companies etc., in prohibition of code of conduct specified in the Schedule II of
the SEBI (Stock Brokers and Sub-brokers) Regulations, 1992. (SEBI circular Ref. No.
SMDRP/ Policy/ Cir-49/2001 Dated October 22, 2001.) The code of conduct in the
regulations require a stock broker/sub-broker not to advertise his business publicly
unless permitted by the stock exchange and not to resort to unfair means inducing
clients from other stock brokers.
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Model Questions

1. Which of the following are the benefits to the trading membership of NSE?

(a) access to a nation-wide trading facility for equities, derivatives, debt and hybrid
instruments / products.

(b) ability to provide a fair, efficient and transparent securities market to the
investors.

(c) dealing with an organization which follows strict standards for trading and
settlement at par with those available at the top international bourses.

(d) all of the above.

Ans. (d)

2. In NSEIL, the minimum paid-up capital required for a member (a corporate) in
Capital Market segment is

(a) Rs. 75 lakh

(b) Rs. 100 lakh

(c) Rs. 50 lakh

(d) Rs. 30 lakh

Ans. (d)

3. Which of the following documents/information do the trading members of NSE
have to submit on an annual basis as part of the continuing membership norms?

(a) Audited financial statements (Balance sheet, Profit and Loss statement).

(b) Net worth certificate in the prescribed format duly certified by a chartered
accountant (every half yearly).

(c) Details of directors, shareholders, dominant shareholders, etc. duly certified by
a chartered accountant.

(d) all of the above.

4. Which of the following statements is true about arbitration?

(a) The reference for arbitration should be filed within six months from the date
when the dispute arose between the parties along with a list of arbitrators.

(b) The arbitration application received from the applicant is forwarded to the
respondent.

(c) The respondent is called upon to file his reply along with his list of arbitrators
within the specified time.

(d) all of the above statements are true.

Ans. (d)

5. SEBI made it mandatory for all brokers to use for all clients.
(a) Permanent account number
(b) Driving license number
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(c) Bank account number
(d) Unique client code
Ans. (d)

6. As per the Code of Conduct prescribed in the SEBI (Stock Brokers and Sub-
brokers) Regulations, 1992, a stock broker/sub-broker should seck permission
from for advertising business publicly.

(a) the stock exchange

(b) SEBI

(c) the Brokers' Association

(d) SAT

Ans. (a)

7. A contract note shall be issued to a client within hours of the
execution of the contract duly signed by the trading member.

(a) 24

(b) 36

(c) 42

(d) no time limit

Ans. (a)

8. If a client has sold 10000 shares of a sctip @ Rs. 50, what is the maximum
brokerage that the client can be charged?

(@) Rs. 2,500

(b) Rs. 12,500

(c) Rs. 7,500

(d) no limit

Ans. (b)

Working:

maximum brokerage = brokerage rate*value of the transaction
= 2.5%*(10000 shares*Rs. 50)
= Rs. 12,500
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Chapter 4

Legal Framework

This section deals with legislative and regulatory provisions relevant from the
viewpoint of a trading member.

The four main legislations governing the securities market are:(a) the Securities
Contracts (Regulation) Act, 1956, which provides for regulation of transactions in
securities through control over stock exchanges; (b) the Companies Act, 1956,
which sets out the code of conduct for the corporate sector in relation to issue,
allotment and transfer of securities, and disclosures to be made in public issues; (c)
the SEBI Act, 1992 which establishes SEBI to protect investors and develop and
regulate securities market; and (d) the Depositories Act, 1996 which provides for
electronic maintenance and transfer of ownership of dematerialised securities.

Legislations

Capital Issues (Control) Act, 1947

The Act had its origin during the war in 1943 when the objective was to channel
resources to support the war effort. It was retained with some modifications as a
means of controlling the raising of capital by companies and to ensure that national
resources were channelled into proper lines, ie., for desirable purposes to serve
goals and priorities of the government, and to protect the interests of investors.
Under the Act, any firm wishing to issue securities had to obtain approval from the
Central Government, which also determined the amount, type and price of the
issue. As a part of the liberalisation process, the Act was repealed in 1992 paving
way for market determined allocation of resources.

Securities Contracts (Regulation) Act, 1956

It provides for direct and indirect control of virtually all aspects of securities trading
and the running of stock exchanges and aims to prevent undesirable transactions in
securities. It gives Central Government regulatory jurisdiction over (a) stock
exchanges through a process of recognition and continued supervision, (b)
contracts in securities, and (c) listing of securities on stock exchanges. As a
condition of recognition, a stock exchange complies with conditions prescribed by
Central Government. Organised trading activity in securities takes place on a
specified recognised stock exchange. The stock exchanges determine their own
listing regulations which have to conform to the minimum listing criteria set out in
the Rules.

SEBI Act, 1992

The SEBI Act, 1992 was enacted to empower SEBI with statutory powers for (a)
protecting the interests of investors in securities, (b) promoting the development of
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the securities market, and (c) regulating the securities market. Its regulatory
jurisdiction extends over corporates in the issuance of capital and transfer of
securities, in addition toall intermediaries and persons associated with securities
market. It can conduct enquiries, audits and inspection of all concerned and
adjudicate offences under the Act. It has powers to register and regulate all market
intermediaries and also to penalise them in case of violations of the provisions of
the Act, Rules and Regulations made thereunder. SEBI has full autonomy and
authority to regulate and develop an orderly securities market.

Depositories Act, 1996

The Depositories Act, 1996 provides for the establishment of depositories in
securities with the objective of ensuring free transferability of securities with speed,
accuracy and security by (a) making securities of public limited companies freely
transferable subject to certain exceptions; (b) dematerialising the securities in the
depository mode; and (c) providing for maintenance of ownership records in a
book entry form. In order to streamline the settlement process, the Act envisages
transfer of ownership of securities electronically by book entry without making the
securities move from person to person. The Act has made the securities of all
public limited companies freely transferable, restricting the company’s right to use
discretion in effecting the transfer of securities, and the transfer deed and other
procedural requirements under the Companies Act have been dispensed with.
Companies Act, 1956

It deals with issue, allotment and transfer of securities and various aspects relating
to company management. It provides for standard of disclosure in public issues of
capital, particularly in the fields of company management and projects, information
about other listed companies under the same management, and management
perception of risk factors. It also regulates underwriting, the use of premium and
discounts on issues, rights and bonus issues, payment of interest and dividends,
supply of annual report and other information.

Rules and Regulations

The Government has framed rules under the SC(R)A, SEBI Act and the
Depositories Act. SEBI has framed regulations under the SEBI Act and the
Depositories Act for registration and regulation of all market intermediaries, for
prevention of unfair trade practices, insider trading, etc. Under these Acts,
Government and SEBI issue notifications, guidelines, and circulars, which need to
be complied with by market participants. The self-regulatory organisaitons (SROs)
like stock exchanges have also laid down their rules of game.

Regulators

The regulators ensure that the market participants behave in a desired manner so
that the securities market continue to be a major source of finance for corporates
and government and the interest of investors are protected. The responsibility for
regulating the securities market is shared by Department of Economic Affairs
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(DEA), Department of Company Affairs (DCA), Reserve Bank of India (RBI),
Securities and Exchange Board of India (SEBI) and Securities Appellate Tribunal
(SAT), as may be seen from the Table 4.1.

Table 4.1: Regulation of the securities market

Acts Sections | Powers Exercisable by
Securities 6 Call for periodical returns or direct | SEBI
Contracts inquities to be made
(Regulation) | 9 Approval of byelaws of recognised stock
Act, 1956 exchanges
10 Make or amend bye-laws of recognised
stock exchanges
13A Additional trading floor
17 Licensing of dealers in securities
3 Application for recognition of stock | Central
exchanges Government
4 Grant of recognition to stock exchanges (DEA) and
5 Withdrawal of recognition concurrently
7 Submission of Annual Report exercisable by SEBI
TA Rules restricting voting rights
8 Direct rules to be made or to make rules
11 Supersede governing body of a recognised
stock exchanges
12 Suspend business of recognised stock
exchanges
13 Contracts in notified areas illegal in certain
circumstances
14 Contracts in notified areas void in certain
circumstances
18 Prohibition of contracts
28 Exclusion of spot delivery contracts
Inapplicability of the SC(R)A in certain
cases
16 To prohibit contracts in certain cases * Central
Government
(DEA) and
concurrently
exercisable by both
RBI and SEBI
22A Appeal against refusal by stock exchanges | SAT
to list securities of public companies
All other powers under the Act Central
Government
(DEA)
Securities Contracts (Regulation) Rules, 1992 SEBI
Rules, Regulations and Bye-Laws Stock Exchanges
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Acts Sections Powers Exercisable by
SEBI  Act, | 3,4,5&6 Establishment of SEBI Central
1992 15K to 15Q Establishment of SAT Government
16 To issue directions (DEA)
17 To supersede SEBI
18 SEBI to submit returns and
29 reports
To make rules
15T Appellate powers SAT
All other powers SEBI
Depositories | 24 To make rules Central
Act, 1996 Government
(DEA)
23 Appellate powers SAT
26 To make bye-laws Depositories
All other powers SEBI
Companies 55 to 58, 59 to 84, | Issue of securities, transfer of | SEBI
Act, 1956 108 to 110, 112, | securities, and non-payment of
113, 116 to 122, | dividend in case of listed public
206, 206A, 207 companies and in case of those
public companies which intend to
get their securities listed on any
recognised stock exchange in
India.

* Government bas issned notifications providing that the contracts for sale and purchase of government
securities, gold-related securities, money market securities and securities derived from these securities and
ready forward contracts in debt securities shall be regulated by RBL. Such contracts, if executed on stock
exchanges, shall, however, be regulated by SEBI in a manner that is consistent with the guidelines issued by
RBL

Most of the powers under the SC(R)A are excercisable by Department of
Economic Affairs (DEA), while a few others by SEBI. The powers of the DEA
under the SC(R)A are also con-currently exercised by SEBI. The powers in respect
of the contracts for sale and purchase of securities, gold-related securities, money
market securities and securities derived from these securities and ready forward
contracts in debt securities are exercised concurrently by RBI. The SEBI Act and
the Depositories Act are mostly administered by SEBI. All these are administered
by SEBI. The powers under the Companies Act relating to issue and transfer of
securities and non-payment of dividend are administered by SEBI in case of listed
public companies and public companies proposing to get their securities listed. The
SROs ensure compliance with their own rules relevant for them under the
securities laws.
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4.1 Securities Contracts (Regulation) Act, 1956

The Securities Contracts (Regulation) Act, 1956 [SC(R)A] was enacted to prevent
undesirable transactions in securities by regulating the business of dealing therein
and by providing for certain other matters connected therewith. This is the
principal Act, which governs the trading of securities in India.
The definitions of some of the important terms are given below:
‘Recognised Stock Exchange’ means a stock exchange, which is for the time
being recognised by the Central Government under Section 4 of the SC(R)A.
‘Stock Exchange’ means any body of individuals, whether incorporated or not,
constituted for the purpose of assisting, regulating or controlling the business of
buying, selling or dealing in securities.
As per Section 2(h), the term "securities" include-
(i) shares, scrips, stocks, bonds, debentures, debenture stock or other marketable
securities of a like nature in or of any incorporated company or other body
corporate,
(ii) derivative,
(iii) units or any other instrument issued by any collective investment scheme to the
investors in such schemes,
(iv) Security receipts
(v) government securities,
(vi) such other instruments as may be declared by the Central Government to be
securities, and
(vii) rights or interests in securities.
As per section 2(aa), “Derivative” includes-
A. a security derived from a debt instrument, share, loan whether secured or
unsecured, risk instrument or contract for differences or any other form of security;
B. a contract which derives its value from the prices, or index of prices, of
underlying securities;
Section 18A provides that notwithstanding anything contained in any other law for
the time being in force, contracts in derivative shall be legal and valid if such
contracts are-
(i) traded on a recognised stock exchange;
(i) settled on the clearing house of the recognised stock exchange, in accordance
with the rules and bye-laws of such stock exchanges.
"Spot delivery contract" has been defined in Section 2(i) to mean a contract
which provides for-
(a) actual delivery of securities and the payment of a price therefore either on the
same day as the date of the contract or on the next day, the actual period taken
for the dispatch of the securities or the remittance of money therefore through
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the post being excluded from the computation of the period aforesaid if the
parties to the contract do not reside in the same town or locality;

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

The SC(R)A deals with-

1. stock exchanges, through a process of recognition and continued supervision,
2. contracts in securities, and

3. listing of securities on stock exchanges.

Recognition of stock exchanges

By virtue of the provisions of the Act, the business of dealing in securities cannot
be carried out without registration from SEBI. Any Stock Exchange which is
desirous of being recognised has to make an application under Section 3 of the Act
to SEBI, which is empowered to grant recognition and prescribe conditions. This
recognition can be withdrawn in the interest of the trade or public.

SEBI is authorised to call for periodical returns from the recognised Stock
Exchanges and make enquiries in relation to their affairs. Every Stock Exchange is
obliged to furnish annual reports to SEBI. Recognised Stock Exchanges are
allowed to make bylaws for the regulation and control of contracts but subject to
the previous approval of SEBI and SEBI has the power to amend the said bylaws.
The Central Government and SEBI have the power to supersede the governing
body of any recognised stock exchange.

Contracts in Securities

Organised trading activity in securities takes place on a recognised stock exchange.
If the Central Government is satisfied, having regard to the nature or the volume
of transactions in securities in any State or area, that it is necessary so to do, it may,
by notification in the Official Gazette, declare provisions of section 13 to apply to
such State or area, and thereupon every contract in such State or area which is
entered into after date of the notification otherwise than between members of a
recognised stock exchange in such State or area or through or with such member
shall be illegal. The effect of this provision clearly is that if a transaction in
securities has to be validly entered into, such a transaction has to be either between
the members of a recognised stock exchange or through a member of a Stock
Exchange.

Listing of Securities

Where securities are listed on the application of any person in any recognised stock
exchange, such person shall comply with the conditions of the listing agreement
with that stock exchange (Section 21). Where a recognised stock exchange acting in
pursuance of any power given to it by its bye-laws, refuses to list the securities of
any company, the company shall be entitled to be furnished with reasons for such
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refusal and the company may appeal to Securities Appellate Tribunal (SAT) against
such refusal.

4.2 Securities Contracts (Regulation) Rules, 1957

The Central Government has made Securities Contracts (Regulation) Rules, 1957,
as required by sub-section (3) of the Section 30 of the Securities Contracts
(Regulation) Act, 1956 for carrying out the purposes of that Act. The powers under
the SC(R)R, 1957 are exercisable by SEBI.

Contracts between members of recognised stock exchange

All contracts between the members of a recognised stock exchange shall be
confirmed in writing and shall be enforced in accordance with the rules and bye-
laws of the stock exchange of which they are members (Rule 9).

Books of account and other documents to be maintained and preserved by every
member of a recognised stock exchange :

(i) Every member of a recognised stock exchange shall maintain and preserve the
following books of account and documents for a period of five years:

(a) Register of transactions (Sauda book).

(b) Clients' ledger.

(c) General ledger.

(d) Journals.

(e) Cash book.

(f) Bank pass-book.

(g) Documents register showing full particulars of shares and securities received
and delivered.

(2) Every member of a recognised stock exchange shall maintain and preserve the
following documents for a period of two years:

(a) Members' contract books showing details of all contracts entered into by him
with other members of the same exchange or counter-foils or duplicates of memos
of confirmation issued to such other members.

(b) Counter-foils or duplicates of contract notes issued to clients.

(c) Written consent of clients in respect of contracts entered into as principals.
(Rule 15)

4.3 Securities and Exchange Board of India Act, 1992

Major part of the liberalisation process was the repeal of the Capital Issues
(Control) Act, 1947, in May 1992. With this, Government’s control over issues of
capital, pricing of the issues, fixing of premia and rates of interest on debentures
etc. ceased, and the office which administered the Act was abolished: the market
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was allowed to allocate resources to competing uses. However, to ensure effective

regulation of the market, SEBI Act, 1992 was enacted to establish SEBI with

statutory powers for:

(a) protecting the interests of investors in securities,

(b) promoting the development of the securities market, and

(c) regulating the securities market.

Its regulatory jurisdiction extends over companies listed on Stock Exchanges and

companies intending to get their securities listed on any recognized stock exchange

in the issuance of securities and transfer of securities, in addition to all

intermediaries and persons associated with securities market. SEBI can specify the

matters to be disclosed and the standards of disclosure required for the protection

of investors in respect of issues; can issue directions to all intermediaries and other

persons associated with the securities market in the interest of investors or of

otderly development of the securities market; and can conduct enquiries, audits and

inspection of all concerned and adjudicate offences under the Act. In short, it has

been given necessary autonomy and authority to regulate and develop an orderly

securities market. All the intermediaries and persons associated with securities

market, viz., brokers and sub-brokers, underwriters, merchant bankers, bankers to

the issue, share transfer agents and registrars to the issue, depositories, depository

participants, portfolio managers, debentures trustees, foreign institutional investors,

custodians, venture capital funds, mutual funds, collective investments schemes,

credit rating agencies, etc., shall be registered with SEBI and shall be governed by

the SEBI Regulations pertaining to respective market intermediary.

Constitution of SEBI

The Central Government has constituted a Board by the name of SEBI under

Section 3 of SEBI Act. The head office of SEBI is in Mumbai. SEBI may establish

offices at other places in India.

SEBI consists of the following members, namely:-

(a) a Chairman;

(b) two members from amongst the officials of the Ministries of the Central
Government dealing with Finance and administration of Companies Act, 1956;

(c) one member from amongst the officials of the Reserve Bank of India;

(d) five other members of whom at least three shall be whole time members to be
appointed by the Central Government.

The general superintendence, direction and management of the affairs of SEBI

vests in a Board of Members, which exercises all powers and do all acts and things

which may be exercised or done by SEBI.

The Chairman and the other members are from amongst the persons of ability,

integrity and standing who have shown capacity in dealing with problems relating

to securities market or have special knowledge or experience of law, finance,
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economics, accountancy, administration or in any other discipline which, in the

opinion of the Central Government, shall be useful to SEBI.

Functions of SEBI

SEBI has been obligated to protect the interests of the investors in securities and to

promote and development of, and to regulate the securities market by such

measures as it thinks fit. The measures referred to therein may provide for:-

(a) regulating the business in stock exchanges and any other securities markets;

(b) registering and regulating the working of stock brokers, sub-brokers, share
transfer agents, bankers to an issue, trustees of trust deeds, registrars to an
issue, merchant bankers, underwriters, portfolio managers, investment advisers
and such other intermediaries who may be associated with securities markets in
any manner;

(c) registering and regulating the working of the depositories, participants,
custodians of securities, foreign institutional investors, credit rating agencies
and such other intermediaries as SEBI may, by notification, specify in this
behalf;

(d) registering and regulating the working of venture capital funds and collective
investment schemes including mutual funds;

(e) promoting and regulating self-regulatory organisations;

(f) prohibiting fraudulent and unfair trade practices relating to securities markets;

(g) promoting investors' education and training of intermediaries of securities
markets;

(h) prohibiting insider trading in securities;

(i) regulating substantial acquisition of shares and take-over of companies;

(j) calling for information from, undertaking inspection, conducting inquiries and
audits of the stock exchanges, mutual funds, other persons associated with the
securities market, intermediaries and self- regulatory organisations in the
securities market;

(k) calling for information and record from any bank or any other authority or
board or corporation established or constituted by or under any Central, State
or Provincial Act in respect of any transaction in securities which is under
investigation or inquiry by the Board,;

() performing such functions and exercising according to Securities Contracts
(Regulation) Act, 1956, as may be delegated to it by the Central Government;

(m) levying fees or other charges for carrying out the purpose of this section;

(n) conducting research for the above purposes;

(o) calling from or furnishing to any such agencies, as may be specified by SEBI,
such information as may be considered necessary by it for the efficient
discharge of its functions;

(p) performing such other functions as may be prescribed.
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SEBI may, for the protection of investors, (a) specify, by regulations, (i) the matters
relating to issue of capital, transfer of securities and other matters incidental
thereto; and (i) the manner in which such matters, shall be disclosed by the
companies and (b) by general or special orders, () prohibit any company from
issuing of prospectus, any offer document, or advertisement soliciting money from
the public for the issue of securities, (ii) specify the conditions subject to which the
prospectus, such offer document or advertisement, if not prohibited may be issued.
(Section 11A).

SEBI may issue directions to any person or class of persons referred to in section
12, or associated with the securities market or to any company in respect of matters
specified in section 11A. if it is in the interest of investors, or orderly development
of securities market to prevent the affairs of any intermediary or other persons
referred to in section 12 being conducted in a manner detrimental to the interests
of investors or securities market to secure the proper management of any such
intermediary or person (Section 11B).

Registration of Intermediaries

The intermediaries and persons associated with securities market shall buy, sell or
deal in securities after obtaining a certificate of registration from SEBI, as required
by Section 12:

1) Stock-broker,

2) Sub- broker,

3) Share transfer agent,
4) Banker to an issue,

5) Trustee of trust deed,
6) Registrar to an issue,
7) Merchant banker,

8) Underwriter,

9 Portfolio manager,
10) Investment adviser

11) Depository,
12) Depository Participant

13) Custodian of securities,

14) Foreign institutional investor,
15) Credit rating agency or

16) Collective investment schemes,

17) Venture capital funds,
18) Mutual fund, and
19) Any other intermediary associated with the securities market
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4.4 SEBI (Stock Brokers & Sub-Brokers) Rules, 1992

In exercise of the powers conferred by section 29 of SEBI Act, 1992, Central

Government has made SEBI (Stock-brokers and Sub-brokers) Rules, 1992.

In terms of Rule 2(e), ‘Stock-broker’ means a member of a stock exchange. In

terms of Rule 2(f), ‘Sub-broker’ means any person not being a member of a stock

exchange who acts on behalf of a stock-broker as an agent or otherwise for
assisting the investors in buying, selling, dealing in securities through such stock
broker. A stock-broker or sub-broker shall not buy, sell, and deal in securities,

unless he holds a certificate granted by SEBI (Rule 3).

Capital Adequacy Norms for Brokers

Each stockbroker is subject to capital adequacy requirements consisting of two

components:

(1) Base minimum capital, and

(2) Additional or optional capital related to volume of business.

The amount of base minimum capital varies from exchange to exchange. The form

in which the base minimum capital has to be maintained is also stipulated by SEBI.

Exchange may stipulate higher levels of base minimum capital at their discretion.

Conditions for grant of certificate to stock-broker (Rule 4)

SEBI may grant a certificate to a stock-broker subject to the following conditions

namely:

(a) he holds membership of any stock exchange,

(b) he shall abide by the rules, regulations and bye-laws of the stock exchange or
stock exchanges of which he is a member;

(c) in case of any change in the status and constitution, the stock broker shall
obtain prior permission of SEBI to continue to buy, sell or deal in securities in
any stock exchange;

(d) he shall pay the amount of fees for registration in the manner provided in the
regulations; and

(e) he shall take adequate steps for redressal of grievances of the investors within
one month of the date of the receipt of the complaint and keep SEBI informed
about the number, nature and other particulars of the complaints received from
such investors.

Conditions of grant of certificate to sub-broker (Rule 5)

SEBI may grant a certificate to a sub-broker subject to the following conditions,

namely:

(a) he shall pay the fees in the manner provided in the regulations,

(b) he shall take adequate steps for redressal of grievances of the investors within
one month of the date of the receipt of the complaint and keep SEBI informed
about the number, nature and other particulars of the complaints received,

(c) in case of any change in the status and constitution, the sub- broker shall obtain
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prior permission of SEBI to continue to buy, sell or deal in securities in any
stock exchange, and

(d) he is authorised in writing by a stock-broker being a member of a stock
exchange for affiliating himself in buying, selling or dealing in securities.

4.5 SEBI (Stock Brokers & Sub-Brokers) Regulations, 1992

In terms of regulation 1(g), ‘small investor' means any investor buying or selling
securities on a cash transaction for a market value not exceeding rupees fifty
thousand in aggregate on any day as shown in a contract note issued by the stock-
broker.

Registration of Stock Broker

A stock broker applies in the prescribed format for grant of a certificate through

the stock exchange or stock exchanges, as the case may be, of which he is admitted

as a member (Regulation 3). The stock exchange forwards the application form to

SEBI as early as possible as but not later than thirty days from the date of its

receipt.

SEBI takes into account for considering the grant of a certificate all matters relating

to buying, selling, or dealing in securities and in particular the following, namely,

whether the stock broker:

(a) is eligible to be admitted as a member of a stock exchange,

(b) has the necessary infrastructure like adequate office space, equipment and man
power to effectively discharge his activities,

(c) has any past experience in the business of buying, selling or dealing in
securities,

(d) is subjected to disciplinary proceedings under the rules, regulations and bye-
laws of a stock exchange with respect to his business as a stock-broker
involving either himself or any of his partners, directors or employees, and

(e) is a fit and proper person.

SEBI on being satisfied that the stock-broker is eligible, grants a certificate to the

stock-broker and sends intimation to that effect to the stock exchange or stock

exchanges, as the case may be. Where an application for grant of a certificate does

not fulfill the requirements, SEBI may reject the application after giving a

reasonable opportunity of being heard.

Fees by stock brokers

Every applicant eligible for grant of a certificate shall pay such fees and in such

manner as specified in Schedule III. Provided that SEBI may on sufficient cause

being shown permit the stock-broker to pay such fees at any time before the expiry

of six months from the date for which such fees become due (Regulation 10).

Where a stock-broker fails to pay the fees, SEBI may suspend the registration
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certificate, whereupon the stock- broker shall cease to buy, sell or deal in securities
as a stock- broker.
Appointment of Compliance Officer
Every stock broker shall appoint a compliance officer who shall be responsible for
monitoring the compliance of the Act, rules and regulations, notifications,
guidelines, instructions etc issued by SEBI or the Central Government and for
redressal of investors’ grievances. The compliance officer shall immediately and
independently report to SEBI any non-compliance observed by him (Regulation
18A).

Code of conduct

The stock-broker holding a certificate at all times abides by the Code of Conduct as

given hereunder:

L. General

1. Integrity: A stock-broker, shall maintain high standards of integrity, promptitude
and fairness in the conduct of all his business.

2. Exercise of Due Skill and Care: A stock-broker, shall act with due skill, care and
diligence in the conduct of all his business.

3. Manipulation: A stock-broker shall not indulge in manipulative, fraudulent or
deceptive transactions or schemes or spread rumours with a view to distorting
market equilibrium or making personal gains.

4. Malpractices: A stock-broker shall not create false market either singly or in
concert with others or indulge in any act detrimental to the investors' interest
or which leads to interference with the fair and smooth functioning of the
market. A stock-broker shall not involve himself in excessive speculative
business in the market beyond reasonable levels not commensurate with his
financial soundness.

5. Compliance with Statutory Requirements: A stock-broker shall abide by all the
provisions of the Act and the rules, regulations issued by the Government,
SEBI and the stock exchange from time to time as may be applicable to him.

II. Duty to the investor

1. Execution of Orders: A stock-broker, in his dealings with the clients and the
general investing public, shall faithfully execute the orders for buying and
selling of securities at the best available market price and not refuse to deal with
a small investor merely on the ground of the volume of business involved. A
stock-broker shall promptly inform his client about the execution or non-
execution of an order, and make prompt payment in respect of securities sold
and arrange for prompt delivery of securities purchased by clients.

2. Issue of Contract Note: A stock-broker shall issue without delay to his client a
contract note for all transactions in the form specified by the stock exchange.

3. Breach of Trust: A stock-broker shall not disclose or discuss with any other
person or make improper use of the details of personal investments and other
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information of a confidential nature of the client which he comes to know in
his business relationship.

4. Business and Commission:

(a) A stock-broker shall not encourage sales or purchases of securities with the sole

object of generating brokerage or commission.

(b) A stock-broker shall not furnish false or misleading quotations or give any other

false or misleading advice or information to the clients with a view of inducing him

to do business in particular securities and enabling himself to earn brokerage or
commission thereby.

5. Business of Defanlting Clients: A stock-broker shall not deal or transact business
knowingly, directly or indirectly or execute an order for a client who has failed
to carry out his commitments in relation to securities with another stock-
broker.

6. Fairness to Clients: A stock-broker, when dealing with a client, shall disclose
whether he is acting as a principal or as an agent and shall ensure at the same
time that no conflict of interest arises between him and the client. In the event
of a conflict of interest, he shall inform the client accordingly and shall not seek
to gain a direct or indirect personal advantage from the situation and shall not
consider clients' interest inferior to his own.

7. Investment Adpice: A stock-broker shall not make a recommendation to any client
who might be expected to rely thereon to acquire, dispose of, retain any
securities unless he has reasonable grounds for believing that the
recommendation is suitable for such a client upon the basis of the facts, if
disclosed by such a client as to his own security holdings, financial situation and
objectives of such investment. The stock-broker should seek such information
from clients, wherever he feels it is appropriate to do so.

8. Investment Advice in publicly accessible media:

(a) A stock broker or any of his employees shall not render, directly or indirectly,

any investment advice about any security in the publicly accessible media, whether

real - time or non real-time, unless a disclosure of his interest including the interest
of his dependent family members and the employer including their long or short
position in the said security has been made, while rendering such advice.

(b) In case, an employee of the stock broker is rendering such advice, he shall also

disclose the interest of his dependent family members and the employer including

their long or short position in the said security, while rendering such advice.

9. Competence of Stock Broker: A stock-broker should have adequately trained staff
and arrangements to render fair, prompt and competent services to his clients.

1. Stock-brokers vis-a-vis other stock-brokers

1. Conduct of Dealings: A stock-broker shall co-operate with the other contracting
party in comparing unmatched transactions. A stock-broker shall not
knowingly and willfully deliver documents which constitute bad delivery and
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shall co-operate with other contracting parties for prompt replacement of
documents which are declared as bad delivery.

2. Protection of Clients Interests: A stock-broker shall extend fullest co-operation to
other stock-brokers in protecting the interests of his clients regarding their
rights to dividends, bonus shares, right shares and any other rights related to
such securities.

3. Transactions with Stock-Brokers: A stock-broker shall carry out his transactions
with other stock-brokers and shall comply with his obligations in completing
the settlement of transactions with them.

4. Advertisement and Publicity: A stock-broker shall not advertise his business
publicly unless permitted by the stock exchange.

5. Inducement of Clients: A stock-broker shall not resort to unfair means of inducing
clients from other stock- brokers.

6. False or Misleading Returns: A stock-broker shall not neglect or fail or refuse to
submit the required returns and not make any false or misleading statement on
any returns required to be submitted to the Board and the stock exchange.

Registration of Sub-Broker
An application by a sub-broker for the grant of a certificate is made in the
prescribed format accompanied by a recommendation letter from a stock-broker of
a recognised stock exchange with whom he is to be affiliated along with two
references including one from his banker (Regulation 11). The application form is
submitted to the stock exchange of which the stock- broker with whom he is to be
affiliated is a member.
The eligibility criteria for registration as a sub-broker are as follows:
(i) in the case of an individual:
(a) the applicant is not less than 21 years of age,
(b) the applicant has not been convicted of any offence involving fraud or
dishonesty,
(c) the applicant has atleast passed 12th standard equivalent examination from
an institution recognised by the Government, and
(d) the applicant is a fit and proper person.
Provided that SEBI may relax the educational qualifications on merits having
regard to the applicant's experience.
(i) In the case of partnership firm or a body corporate the partners or directors, as
the case may be, shall comply with the following requirements:
(a) the applicant is not less than 21 years of age,
(b) the applicant has not been convicted of any offence involving fraud or
dishonesty, and
(c) the applicant has atleast passed 12th standard equivalent examination from
an institution recognised by the Government.
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The stock exchange on receipt of an application, verifies the information contained
therein and certifies that the applicant is eligible for registration. The stock
exchange forwards the application form of such applicants who comply with all the
requirements specified in the Regulations to SEBI as early as possible, but not later
than thirty days from the date of its receipt.
SEBI on being satisfied that the sub-broker is eligible, grants a certificate to the
sub-broker and sends intimation to that effect to the stock exchange or stock
exchanges as the case may be. SEBI grants a certificate of registration to the
appellant subject to the terms and conditions as stated in rule 5.
Where an application does not fulfill the requirements, SEBI may reject the
application after giving a reasonable opportunity of being heard.
The sub-broker shall -
(a) pay the fees as specified in Schedule III,
(b) abide by the Code of Conduct specified in Schedule II, and
(c) enter into an agreement with the stock-broker for specifying the scope of his
authority and responsibilities.
Code of conduct
The sub-broker at all times abides by the Code of Conduct as given hereunder:
L. General
1. Integrity: A sub-broker, shall maintain high standards of integrity, promptitude
and fairness in the conduct of all investment business.
2. Exercise of Due Skill and Care: A sub-broker, shall act with due skill, care and
diligence in the conduct of all investment business.
I1. Duty to the Investor
1. Execution of Orders: A sub-broker, in his dealings with the clients and the general
investing public, shall faithfully execute the orders for buying and selling of
securities at the best available market price. A sub-broker shall promptly inform
his client about the execution or non-execution of an order and make payment
in respect of securities sold and arrange for prompt delivery of securities

purchased by clients.
2. Issue of Purchase or Sale Notes :
a) A sub-broker shall issue promptly to his client’s purchase or sale notes for
all the transactions entered into by him with his clients.
b) A sub-broker shall issue promptly to his clients scrip-wise split purchase or

sale notes and similarly bills and receipts showing the brokerage separately
in respect of all transactions in the specified form.

c) A sub-broker shall only split the contract notes client-wise and scrip-wise
originally issued to him by the affiliated broker into different
denominations.
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A sub-broker shall not match the purchase and sale orders of his clients and
each order must invariably be routed through a member-broker of the
stock exchange with whom he is affiliated.
Breach of Trust. A sub-broker shall not disclose or discuss with any other person
or make improper use of the details of personal investments and other
information of a confidential nature of the client which he comes to know in
his business relationship.
Business and Commission:
A sub-broker shall not encourage sales or purchases of securities with the
sole object of generating brokerage or commission.
A sub-broker shall not furnish false or misleading quotations or give any
other false or misleading advice or information to the clients with a view of
inducing him to do business in particular securities and enabling himself to
earn brokerage or commission thereby.
A sub-broker shall not charge from his clients a commission exceeding one
and one-half percent of the value mentioned in the respective sale or
purchase notes.
Business of Defanlting Clients: A sub-broker shall not deal or transact business
knowingly, directly or indirectly or execute an order for a client who has failed
to carry out his commitments in relation to securities and is in default with
another broker or sub-broker.
Fairness to Clients: A sub-broker, when dealing with a client, shall disclose that he
is acting as an agent and shall issue appropriate purchase/sale note ensutring at
the same time, that no conflict of interest arises between him and the client. In
the event of a conflict of interest, he shall inform the client accordingly and
shall not seek to gain a direct or indirect personal advantage from the situation
and shall not consider clients' interest inferior to his own.
Investment Adpice: A sub-broker shall not make a recommendation to any client
who might be expected to rely thereon to acquire, dispose of, retain any
securities unless he has reasonable grounds for believing that the
recommendation is suitable for such a client upon the basis of the facts, if
disclosed by such a client as to his own security holdings, financial situation and
objectives of such investment. The sub-broker should seek such information
from clients, wherever they feel it is appropriate to do so.
Investment Advice in publicly accessible media:
A sub-broker or any of his employees shall not render, directly and
indirectly any investment advice about any security in the publicly
accessible media, whether real-time or non-real-time, unless a disclosure
of his interest including his long or short position in the said security has
been made, while rendering such advice.

158



b) In case, an employee of the sub-broker is rendering such advice, he shall

IIL

5.

0.

also disclose the interest of his dependent family members and the
employer including their long or short position in the said security, while
rendering such advice.
Competence of Sub-broker. A sub-broker should have adequately trained staff and
arrangements to render fair, prompt and competent services to his clients and
continuous compliance with the regulatory system.
Sub-Brokers vis-a-vis Stock Brokers
Conduct of Dealings: A sub-broker shall co-operate with his broker in comparing
unmatched transactions. A sub-broker shall not knowingly and willfully deliver
documents, which constitute bad delivery. A sub-broker shall co-operate with
other contracting party for prompt replacement of documents, which are
declared as bad delivery.
Protection of Clients Interests: A sub-broker shall extend fullest co-operation to his
stock-broker in protecting the interests of their clients regarding their rights to
dividends, right or bonus shares or any other rights relatable to such securities.
Transaction with Brokers: A sub-broker shall not fail to carry out his stock broking
transactions with his broker nor shall he fail to meet his business liabilities or
show negligence in completing the settlement of transactions with them.
Legal Agreement between Brokers: A sub-broker shall execute an agreement or
contract with his affiliating brokers which would clearly specify the rights and
obligations of the sub-broker and the principal broker.
Adyertisement and Publicity: A sub-broker shall not advertise his business publicly
unless permitted by the stock exchange.
Inducement of Clients: A sub-broker shall not resort to unfair means of inducing
clients from other brokers.

IV, Sub-brokers vis-a-vis Regulatory Authorities

1.

2.

3.

4.

General Condnct: A sub-broker shall not indulge in dishonourable, disgraceful or
disorderly or improper conduct on the stock exchange nor shall he willfully
obstruct the business of the stock exchange. He shall comply with the rules,
bye-laws and regulations of the stock exchange.

Failure to give Information: A sub-broker shall not neglect or fail or refuse to
submit to SEBI or the stock exchange with which he is registered, such books,
special returns, correspondence, documents, and papers or any part thereof as
may be required.

False or Misleading Returns: A sub-broker shall not neglect or fail or refuse to
submit the required returns and not make any false or misleading statement on
any returns required to be submitted to SEBI or the stock exchanges.
Manipulation: A sub-broker shall not indulge in manipulative, fraudulent or
deceptive transactions or schemes or spread rumours with a view to distorting
market equilibrium or making personal gains.
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5. Malpractices: A sub-broker shall not create false market either singly or in
concert with others or indulge in any act detrimental to the public interest or
which leads to interference with the fair and smooth functions of the market
mechanism of the stock exchanges. A sub-broker shall not involve himself in
excessive speculative business in the market beyond reasonable levels not
commensurate with his financial soundness.

4.6 SEBI (Insider Trading) Regulations, 1992

Insider trading is prohibited and is considered an offence vide SEBI (Insider
Trading) Regulations, 1992.

The definitions of some of the important terms are given below :

‘Dealing in securities’ means an act of buying, selling or agreeing to buy, sell or
deal in any securities by any person either as principal or agent.

‘Insider’ means any person who, is or was connected with the company or is
deemed to have been connected with the company, and who is reasonably expected
to have access, connection, to unpublished price sensitive information in respect of
securities of a company, or who has received or has had access to such unpublished
price sensitive information.

A “connected person” means any person who-

(i) is a director, as defined in clause (13) of section 2 of the Companies Act, 1956
of a company, or is deemed to be a director of that company by virtue of sub-
clause (10) of section 307 of that Act, or

(ii) occupies the position as an officer or an employee of the company or holds a
position involving a professional or business relationship between himself and
the company whether temporary or permanent and who may reasonably be
expected to have an access to unpublished price sensitive information in
relation to that company.

A person is ‘deemed to be a connected person’ if such person-

€] is a company under the same management or group or any subsidiary
company thereof within the meaning of section (1B) of section 370, or sub-
section (11) of section 372, of the Companies Act, 1956 or sub-clause (g) of
section 2 of the Monopolies and Restrictive Trade Practices Act, 1969 as
the case may be; or

(i) is an intermediary as specified in section 12 of SEBI Act, 1992, Investment
company, Trustee Company, Asset Management Company or an employee
or director thereof or an official of a stock exchange or of clearing house or
corporation;

(i)  is a merchant banker, share transfer agent, registrar to an issue, debenture
trustee, broker, portfolio manager, Investment Advisor, sub-broker,
Investment Company or an employee thereof, or, is a member of the Board
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of Trustees of a mutual fund or a member of the Board of Directors of the
Asset Management Company of a mutual fund or is an employee thereof
who have a fiduciary relationship with the company;

(iv) is a member of the Board of Directors, or an employee, of a public
financial institution as defined in Section 4A of the Companies Act, 1956;
or

) is an official or an employee of a self regulatory organisation recognised or
authorised by the Board of a regulatory body; or

(vi)  is a relative of any of the aforementioned persons;

(vii)  is a banker of the company.

(viii)  Relatives of the connected person;

(ix)  is a concern, firm, trust, Hindu Undivided Family, company or association
of persons wherein any of the connected persons mentioned in sub-clause
(i) of clause (c) of this regulation or any of the persons mentioned in sub-
clauses (vi), (vii) or (viii) of this clause have more than 10% of the holding
or interest

“Price sensitive information" means any information which relates directly or

indirectly to a company and which if published is likely to materially affect the price

of securities of that company.

The following shall be deemed to be price sensitive information: -

(i) periodical financial results of the company;

(i) intended declaration of dividends (both interim and final);

(iii) issue of securities or buy-back of securities;

(iv) any major expansion plans or execution of new projects;

(v) amalgamation, mergers or takeovers;

(vi) disposal of the whole or substantial part of the undertaking;

(vii) any significant changes in policies, plans or operations of the company.

Unpublished means information which is not published by the company or its

agents and is not specific in nature.

Speculative reports in print or electronic media shall not be considered as published

information.

Prohibition on dealing, communicating or counseling (Regulation 3)

No insider shall-

e cither on his own behalf or on behalf of any other person, deal in securities of
a company listed on any stock exchange when in possession of any
unpublished price sensitive information;

e communicate, counsel or procure, directly or indirectly, any unpublished price
sensitive information to any person who while in possession of such
unpublished price sensitive information shall not deal in securities; Provided
that nothing contained above shall be applicable to any communication
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required in the ordinary course of business or profession or employment or
under any law.

Regulation 3A

No company shall deal in the securities of another company or associate of that
other company while in possession of any unpublished price sensitive information.
Violation of provisions relating to insider trading

Any insider, who deals in securities in contravention of the provisions of
regulation 3 or 3A shall be guilty of insider trading (regulation 4).
The regulations enable SEBI, on the basis of any complaint or otherwise, to take
steps to investigate an allegation of insider trading. On the basis of the report of the
investigating authority, SEBI is empowered to prosecute persons found prima facie
guilty of insider trading in an appropriate court.
Policy on disclosures and internal procedure for prevention of insider
trading:

Chapter IV of the Regulations deals with policy on disclosures and internal
procedure for prevention of insider trading. Accordingly, all listed companies and
organisations associated with securities markets including:

(a) the intermediaries as mentioned in section 12 of the Act, asset management
company and trustees of mutual funds;

(b) the self regulatory organisations recognised or authorised by the Board;

(c) the recognised stock exchanges and clearing house or corporations;

(d) the public financial institutions as defined in Section 4A of the Companies Act,
1956; and

(e) the professional firms such as auditors, accountancy firms, law firms, analysts,
consultants, etc., assisting or advising listed companies, shall frame a code of
internal procedures and conduct as near there to the Model Code specified in
Schedule I of these Regulations.
Disclsoures
Disclosure of interest or holding by directors and officers and substantial
shareholders in listed companies —

Initial Disclosure:

(1) Any person who holds more than 5% shares or voting rights in any listed
company shall disclose to the company, the number of shares or voting rights held
by such person, on becoming such holder, within 4 working days of:-

(a) the receipt of intimation of allotment of shares; or

(b) the acquisition of shares or voting rights, as the case may be.

(2) Any person who is a director or officer of a listed company, shall disclose to the
company, the number of shares or voting rights held by such person, within 4
working days of becoming a director or officer of the company.
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Continual Disclosure

(3) Any person who holds more than 5% shares or voting rights in any listed
company shall disclose to the company the number of shares or voting rights held
and change in shareholding or voting rights, even if such change results in
shareholding falling below 5%, if there has been change in such holdings from the
last disclosure made under sub-regulation (1) or under this sub-regulation; and such
change exceeds 2% of total shareholding or voting rights in the company.

(4) Any person who is a director or officer of a listed company, shall disclose to the
company, the total number of shares or voting rights held and change in
shareholding or voting rights, if there has been a change in such holdings from the
last disclosure made under sub-regulation (2) or under this sub-regulation, and the
change exceeds Rupees 5 lac in value or *{25000] shares or **[1%] of total
shareholding or voting rights, whichever is lower.

(5) The disclosure mentioned in sub-regulations (3) and (4) shall be made within 4
working days of;

(a) the receipt of intimation of allotment of shares, or

(b) the acquisition or sale of shares or voting rights, as the case may be.

Disclosure by company to stock exchanges

(6) Every listed company, within five days of receipt, shall disclose to all stock
exchanges on which the company is listed, the information received under sub-
regulations (1), (2),(3) and (4).

Code of Ethics

SEBI has advised stock exchanges to adopt the Code of Ethics for their directories
and functionaries with effect from 31% May 2001. This is aimed at improving the
professional and ethical standards in the functioning of exchanges thereby creating
better investors confidence in the integrity of the market.

4.7 SEBI (Prohibition of Fraudulent and Unfair Trade Practices
Relating To Securities Markets) Regulations, 1995

The SEBI (Prohibition of Fraudulent and Unfair Trade Practices in relation to the
Securities Market) Regulations, 1995 enable SEBI to investigate into cases of
market manipulation and fraudulent and unfair trade practices. The regulations
specifically prohibit market manipulation, misleading statements to induce sale or
purchase of securities, unfair trade practices relating to securities. SEBI can
conduct investigation, s#o moto or upon information received by it, by an
investigating officer in respect of conduct and affairs of any person dealing,
buying/selling/dealing in securities. Based on the report of the investigating officer,
SEBI can initiate action for suspension or cancellation of registration of an
intermediary.
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The term “fraud” has been defined by Regulation 2(1)(c). Fraud includes any of

the following acts committed by a party to a contract, or with his connivance, or by

his agent, with intent to deceive another party thereto or his agent, or to induce

him to enter into the contract:-

1. the suggestion, as to a fact which is not true, by one who does not believe it to

be true;

the active concealment of a fact by one having knowledge or belief of the fact;

a promise made without any intention of performing it;

any other act fitted to deceive; and

any such act or omission as the law specially declares to be fraudulent; and

‘fraudulent’ shall be construed accordingly.

The regulation prohibits:

(1) dealings in securities in a fraudulent manner,

(2) market manipulation,

(3) misleading statements to induce sale or purchase of securities, and

(4) unfair trade practice relating to securities

Prohibition of certain dealings in securities

A person shall not buy, sell or otherwise deal in securities in a fraudulent manner

(Regulation 3).

Prohibition against Market Manipulation

For prohibition against market manipulation, Regulation 4 specifies that no person

shall-

@) effect, take part in, or enter into, either directly or indirectly, transactions in
securities, with the intention of artificially raising or depressing the prices of
securities and thereby inducing the sale or purchase of securities by any

Rl

person,

(i1) indulge in any act, which is calculated to create a false or misleading
appearance of trading in the securities market,

(i)  indulge in any act which results in reflection of prices of securities based on
transactions that are not genuine trade transactions,

(iv) enter into a purchase or sale of any securities, not intended to effect

transfer of beneficial ownership but intended to operate only as a device to
inflate, depress, or cause fluctuations in the market price of securities, and
) pay, offer or agree to pay or offer, directly or indirectly, to any person any
money or money's worth for inducing another person to purchase or sell
any security with the sole object of inflating, depressing, or causing
fluctuations in the market price of securities.
Prohibition of misleading statements to induce sale or purchase of securities
According to Regulation 5(1), no person shall make any statement, or disseminate
any information which —
(a) is misleading in a material particular; and
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(b) is likely to induce the sale or purchase of securities by any other person or is
likely to have the effect of increasing or depressing the market price of
securities, if when he makes the statement or disseminates the information-

€] he does not care whether the statement or information is true or false;
or
(i1) he knows, or ought reasonably to have known that the statement or

information is misleading in any material particular.

According to Regulation 5(2), nothing in this sub-regulation shall apply to any

general comments made in good faith in regard to —
a) the economic policy of the Government,

b) the economic situation in the country,
c) trends in the securities markets, or
d) any other matter of a similar nature.

whether such comments be made in public or in private.

Prohibition on unfair trade practice relating to securities (Regulation 6)

No person shall:

(a) in the course of his business, knowingly engage in any act, or practice which
would operate as a fraud upon any person in connection with the purchase or
sale of, or any other dealing in, any securities;

(b) on his own behalf or on behalf of any person, knowingly buy, sell or otherwise
deal in securities, pending the execution of any order of his client relating to the
same security for purchase, sale or other dealings in respect of securities;

Nothing contained in this clause shall apply where according to the clients

instructions, the transaction for the client is to be effected only under specified

conditions or in specified circumstances;

(c) intentionally and in contravention of any law for the time being in force delays
the transfer of securities in the name of the transferee or the dispatch of
securities or connected documents to any transferee;

(d) indulge in falsification of the books, accounts and records; (whether maintained
manually or in computer or in any other form);

(e) when acting as an agent, execute a transaction with a client at a price other than
the price at which the transaction was executed by him, whether on a stock
exchange or otherwise, or at a price other than the price at which it was offset
against the transaction of another client.

4.8 The Depositories Act, 1996

The Depositories Act, 1996 was enacted to provide for regulation of depositories
in securities and for matters connected therewith or incidental thereto. It came into

force from 20" September, 1995.
The terms used in the Act are defined as under:
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(1) "Beneficial owner" means a person whose name is recorded as such with a
depository.

(2) "Depository" means a company, formed and registered under the Companies
Act, 1956 and which has been granted a certificate of registration under sub-
section (1A) of section 12 SEBI Act, 1992.

(3) "Issuet" means any person making an issue of securities.

(4) "Participant" means a person registered as such under sub-section (1A) of
section 12 of SEBI Act, 1992.

(5) "Registered owner" means a depository whose name is entered as such in the
register of the issuer.

Agreement between depository and participant

A depository shall enter into an agreement in the specified format with one or
more participants as its agent.

Services of depository

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

Any person who has entered into an agreement with a depository shall surrender
the certificate of security, for which he seeks to avail the services of a depository, to
the issuer in such manner as may be specified by the regulations. The issuer, on
receipt of certificate of security, shall cancel the certificate of security and substitute
in its records the name of the depository as a registered owner in respect of that
security and inform the depository accordingly. A depository shall, on receipt of
information enter the name of the person in its records, as the beneficial owner.
Registration of transfer of securities with depository

Every depository shall, on receipt of intimation from a participant, register the
transfer of security in the name of the transferee. If a beneficial owner or a
transferee of any security seeks to have custody of such security, the depository
shall inform the issuer accordingly.

Options to receive security certificate or hold securities with depository
Every person subscribing to securities offered by an issuer shall have the option
either to receive the security certificates or hold securities with a depository. Where
a person opts to hold a security with a depository, the issuer shall intimate such
depository the details of allotment of the security, and on receipt of such
information the depository shall enter in its records the name of the allottee as the
beneficial owner of that security.

Securities in depositories to be in fungible form

All securities held by a depository shall be dematerialised and shall be in a fungible
form.
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Rights of depositories and beneficial owner
A depository shall be deemed to be the registered owner for the purposes of
effecting transfer of ownership of security on behalf of a beneficial owner. The
depository as a registered owner shall not have any voting rights or any other rights
in respect of securities held by it. The beneficial owner shall be entitled to all the
rights and benefits and be subjected to all the liabilities in respect of his securities
held by a depository.
Pledge or hypothecation of securities held in a depository
A beneficial owner may with the previous approval of the depository create a
pledge or hypothecation in respect of a security owned by him through a
depository. Every beneficial owner shall give intimation of such pledge or
hypothecation to the depository and such depository shall thereupon make entries
in its records accordingly. Any entry in the records of a depository under Section
12 (2) shall be evidence of a pledge or hypothecation.
Furnishing of information and records by depository and issuer
Every depository shall furnish to the issuer information about the transfer of
securities in the name of beneficial owners at such intervals and in such manner as
may be specified by the bye-laws. Every issuer shall make available to the
depository copies of the relevant records in respect of securities held by such
depository.
Option to opt out in respect of any security
If a beneficial owner seeks to opt out of a depository in respect of any security he
shall inform the depository accordingly. The depository shall on receipt of
intimation make appropriate entries in its records and shall inform the issuer. Every
issuer shall, within thirty days of the receipt of intimation from the depository and
on fulfillment of such conditions and on payment of such fees as may be specified
by the regulations, issue the certificate of securities to the beneficial owner or the
transferee, as the case may be.
Depository to indemnify loss in certain cases
Any loss caused to the beneficial owner due to the negligence of the depository or
the participant, the depository shall indemnify such beneficial owner. Where the
loss due to the negligence of the participant is indemnified by the depository, the
depository shall have the right to recover the same from such participant.
Securities not liable to stamp duty
As per Section 8-A of Indian Stamp Act, 1899; an issuer, by the issue of securities
to one or more depositories shall, in respect of such issue, be chargeable with duty
on the total amount of security issued by it and such securities need not be
stamped;
1) where an issuer issues certificate of security under sub-section (3) of Section 14
of the Depositories Act, 1996, on such certificate duty shall be payable as is
payable on the issue of duplicate certificate under the Indian Stamp Act, 1899;

167



2) transfer of registered ownership of shares from a person to a depository or
from a depository to a beneficial owner shall not be liable to any stamp duty;

3) transfer of beneficial ownership of shares, such shares being shares of a
company formed and registered under the Companies Act, 1956 or a body
corporate established by a Central Act dealt with by a depository, shall not be
liable to duty under Article 62 of Schedule I of the Indian Stamp Act, 1899;

4) transfer of beneficial ownership of units, such units being units of mutual fund
including units of the Unit Trust of India, dealt with by a depository shall not
be liable to duty under Article 62 of Schedule I of the Indian Stamp Act, 1899;

5) transfer of beneficial ownership of debentures, such debentures being
debentures of a company formed and registered under the Companies Act,
1956 or a body corporate established by a Central Act, dealt with a depository,
shall not be liable to duty under Article 27 of Schedule I of the Indian Stamp
Act, 1899;

4.9 Indian Contract Act, 1872

Contract

According to section 2(h) of the Indian Contract Act, 1872, a contract is an
agreement enforceable by law. Therefore, there has to be an agreement to create a
contract and secondly, it has to satisfy certain requirements mentioned in section
10 of the Act, i.e.,, the agreement has to be between parties competent to contract,
with their free consent, for a lawful object and with lawful consideration, and it
should not have been declared as void agreement.

Standard Form Contracts

With an enormous increase in commercial transactions, the concept of Standard
Form Contracts has come into existence. Various business organisations like
insurance companies, airways, securities market regulator, other businessman etc.
generally get the terms of the contract printed on a standard form and the other
side is simply required to agree to the same, or sometimes to sign in token of his
having agreed to the terms of the contract so drafted. A standard form contract is a
pre-established record of legal terms regulatly used by a business entity or firm in
transactions with customers. The record specifies the legal terms governing the
relationship between the firm and another party. The firm requires the other party
to accept the record without amendment and without expecting the other party to
know or understand its terms. A Standard Form Contract is effective upon
acceptance.

Agency contract

An agent is a person employed to do any act for another or to represent another in
dealings with third persons, as per section 182 of the Indian Contract Act, 1872.
The person for whom such act is done, or who is so represented, is called the
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Principal. Principal is bound by the acts done by an agent or the contracts entered
into by him on behalf of the principal in the same manner, as if the acts had been
done or the contracts had been entered into by the principal himself, in person.

An agent has a dual capacity: one, he serves as a connecting link between his

principal and the third person, and second, he can have a contractual relationship

with his principal.

An agent, having an authority to do an act, has authority to do every lawful thing

which is necessary in order to do such act. An agent having authority to carry on a

business, has authority to do every lawful thing necessary for the purpose, or

usually done in the course, of conducting such business.

Sub-agent

A sub-agent is a person employed by, and acting under the control of, the original

agent in the business of the agency. Though the general rule is against delegation of

authority by an agent or the appointment of a sub-agent, there could be such an
appointment in exceptional situations recognised by law. Thus, when any act does
not need personal performance by the agent himself, or the principal agrees to the
appointment of a sub-agent, or the ordinary custom of trade permits the same, or
the nature of the business of agency so warrants, nature of the agency so warrants,

a sub-agent may be validly appointed by an agent.

When a sub-agent has been properly appointed the position of various parties is as

under:

(@) The principal is, so far as regards third persons, represented by the sub-
agent, and is bound by and responsible for his acts, as if he were an agent
originally appointed by the principal.

(i) The agent is responsible to the principal for the acts of the sub-agent.

(i)  The sub-agent is responsible for his acts to the agent, but not to the
principal except in case of fraud or willful wrong.

4.10 The Companies Act, 1956

There are two types of Companies, viz., Private and Public.
Private company means a company which has a minimum paid-up capital of one
lakh rupees or such higher paid-up as may be prescribed and by its articles:
(a) restricts the right to transfer its shares, if any;
(b) limits the number of its members to fifty;
(c) prohibits any invitation to the public to subscribe for any shares in or
debentures of the company;
(d) prohibits any invitation or acceptance of deposits from persons other than
its members, directors or their relatives
Public company means a company which —
(a) 1s not a private company;

169



(b) has a minimum paid-up capital of five lakh rupees or such higher paid-up
capital, as may be prescribed;
(c) is a private company which is a subsidiary of a company which is not a
private company.
The minimum number of persons required to form a public company is seven and
the minimum number of persons required to form a private company is two.

Shares

The shares or debentures or other interest of any member in a company shall be

moveable property, transferable in the manner provided by the articles of the

company (section82). A certificate, under common seal of the company, specifying

any shares held by any member shall be prima facie evidence of the title of the

member to such shares (section 84).

Buy-back of securities (Section 77A)

A company may purchase its own shares or other specified securities out of:

(a) free reserves; or

(b) the securities premium account; or

(©) the proceeds of any shares of other specified securities.

Conditions to be satisfied for buy-back

The following conditions must be satisfied by the company before buying-back its

own shares or other specified securities:

(i)  the buy-back must be authorised by its articles;

(i) a special resolution shall be passed in general meeting of the company
authorizing buy-back;

(i) the buy-back shall be equal to or less than 25% of the total paid-up capital
and free reserves of the company

(iv) the ratio of debt owed by the company is not more than twice the capital and
its free reserves after such buy-back

(v)  all the shares or other specified securities for buy-back are fully paid-up;

(vi) the buy-back of listed securities is in accordance with SEBI Regulations;

(vii) the buy-back of un-listed securities is in accordance with guidelines
prescribed by Central Government.;

Every buy-back shall be completed within twelve months from the date of passing

the special resolution or a resolution passed by the Board.

Share Capital

According to section 80, the share capital of a company limited by shares formed

after the commencement of this Act, or issued after such commencement, shall be

of two kinds only, namely:

a) equity share capital with voting rights; or with differential rights as to dividend,

voting or otherwise, and

b) preference share capital.
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As per section 85, preference share capital means, with reference to any company
limited by shares, when formed before or after the commencement of this Act, that
part of the share capital of the company which fulfils both the following
requirements, namely:

a) that as respects dividends, it carries or will carry a preferential right to be paid a
fixed amount or an amount calculated at a fixed rate, which may be either free of or
subject to income tax, and

b) that as respects capital, it carries or will carry, on a winding-up or repayment of
capital, a preferential right to be repaid the amount of the capital paid-up or
deemed to have been paid-up, whether or not there is a preferential right to the
payment of either or both of the following amounts, namely:

(i) any money remaining unpaid, in respect of the amounts specified in clause (a),
up to the date of the winding-up or repayment of capital, and

(i) any fixed premium or premium on any fixed scale, specified in the
memorandum or articles of the company.

Equity share capital means with reference to any such company, all share capital
which is not preference share capital.

Every public company, making initial public offer of any security for a sum of
rupees of ten crore or more, shall issue the same only in dematerialized form by
complying with the requisite provisions of the Depositories Act, 1996.

No allotment shall be made of any shares in or debentures of a company in
pursuance of a prospectus issued generally, and no proceedings shall be taken on
applications made in pursuance of a prospectus so issued, until the beginning of the
fifth day after that on which the prospectus is first so issued or such later time, if
any, as may be specified in the prospectus (section 72).

Every company intending to offer shares or debentures to the public for
subscription by the issue of a prospectus shall, before such issue, make an
application to one or more recognised stock exchanges for permission for the
shares or debentures intending to be so offered to be dealt with in the stock
exchange or each such stock exchange (section 73).

Transfer of shares (Section 108)

A company shall register a transfer of shares in, or debentures of, the company, if a
proper instrument of transfer duly stamped and executed by or on behalf of the
transferor and by or on behalf of the transferee and specifying the name, address
and occupation, if any, of the transferee, has been delivered to the company along
with the certificate relating to the shares or debentures, or if no such certificate is in
existence, along with the letter of allotment of the shares or debentures.

Section 108, however, does not apply to transfer of securities affected by the
transferor and the transferee both of whom are entered as beneficial owners in the
records of a depository.
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As per section 111A, the shares or debentures and any interest therein of a public
limited company are freely transferable.

Annual Return (Sections 159 & 160)

Every Company shall within sixty days from the day on which the Annual General
Meeting is held, prepare and file Annual Return with Registrar of Companies.
Annual General Meeting (Section 166)

Every company shall in each year hold in addition to any other meetings a general
meeting as its annual general meeting and shall specify the meeting as such in the
notices calling it. Every AGM shall be called for a time during business hours, on a
day that is not a public holiday, and shall be held either at the registered of the
company or at some other place within the city, town or village in which the
registered office of the company is situated. The annual general meeting should be
held on the earliest of the three relevant dates as prescribed under section 166
together with section 210:

a) 15 months from the previous annual general meeting;

b) last day of the calendar year.

¢) 6 months from the close of the financial year,

A general meeting of a company may be called by giving at least twenty-one days’
notice in writing,.

Dividend (Section 205)

Dividend shall be declared or paid by a company for any financial year

(a) out of the profits of the company for that year arrived at after providing for
depreciation in accordance with the provisions of section 205 (2) of the Act, or

(b) out of the profits of the company for any previous financial year or years
arrived at after providing for depreciation in accordance with those provisions
and remaining undistributed, or

(c) out of both (a and b above), or

(d) out of moneys provided by the Central Government or a State Government for
the payment of dividend in pursuance of a guarantee given by that
Government.

The amount of dividend shall be deposited in a separate bank account within five

days from the date of declaration of dividend. The dividend shall be paid within

thirty days from the date of its declaration.

Investor Education and Protection Fund (Section 205C)

The Central Government notified the establishment of a Fund called the Investor

Education and Protection Fund. The fund shall be credited with:

a) amounts in the unpaid dividend accounts of companies,

b) application moneys received by companies for allotment of any securities
and due for refund,

c) matured deposits with companies,
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d) matured debentures with companies,

e) the interest accrued on the amounts referred to above (a to d),

f) grants and donations given to the Fund by the Central Government, State
Governments, companies or any other institutions for the purposes of the
Fund; and

Q) the interest or other income received out of the investments made from the

Fund: Provided that no such amounts referred to in clauses (a) to (d) shall
form part of the Fund unless such amounts have remained unclaimed and
unpaid for a period of seven years from the date they became due for
payment.
The Investor Education and Protection Fund shall be utilised for promotion of
awareness amongst the investors and for the protection of the interests of investors
in accordance with such rules as may be prescribed.

4.11 Public Debt Act, 1944

The Public Debt Act, 1944 relates to Government securities and to the
management by the Reserve Bank of India of the public debt of the Government.
‘Government security’ means,
(a) a security, created and issued, by the Government, for the purpose of raising a
public loan, and having one of the following forms, namely: -
(i) stock transferable by registration in the books of the Bank; or
(if) A promissory note payable to the order or
(i) A bearer bond payable to bearer; or
(iv) a form prescribed in this behalf.
(b) any other security created and issued by the Government in such form and for
such of the purposes of the Act as may be prescribed;
Transfer of Government Securities
A transfer of Government security shall be made only in the manner prescribed for
the making of transfers of securities of the class to which it belongs, and no
transfer of a Government security which -

(a) it does not purport to convey the full title to the security, or

(b) it is of such a nature as to affect the manner in which the security was

expressed by the Government to be held.
Power to make Rules
The Central Government may, subject to the condition of previous publication, by
notification in the Official Gazette, make rules to carry out the purposes of this
Act. In particular and without prejudice to the generality of the foregoing power
such rules may provide for all or any of the following matters, namely:
(a) the forms in which Government securities may be issued,;
(b) the conditions subject to which Government securities may be issued.
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the manner in which different forms of Government securities may be
transferred;

the holding of Government securities in the form of stock by the holders of
offices other than public offices and the manner in which and the conditions
subject to which Government securities so held may be transferred,

the manner in which payment of interest in respect of Government securities
is to be made and acknowledged;

the conditions governing the grant of duplicate, renewed, converted,
consolidated and sub-divided Government securities;

the fees to be paid in respect of the issue of duplicate Government securities
and of the renewal, conversion, consolidation and sub-division of
Government securities;

the form in which receipt of a Government security delivered for discharge,
renewal, conversion, consolidation or sub-division is to be acknowledged;

the manner of attestation of documents relating to Government securities in
the form of stock;

the manner in which any document relating to a Government security or any
endorsement or a promissory note issued by [the Government] may, on the
demand of a person who from any cause is unable to write, be executed on
his behalf;

the form of the bonds

the circumstances and the manner in which and the conditions subject to
which inspection of Government securities, books, registers and other
documents may be allowed or information there from may be given under
section 25;

(m) the procedure to be followed in making vesting orders;

()

the form in which and the persons in whose favour nominations may be
made, the manner in which and the conditions and restrictions subject to
which such nominations may be made, the registration, variation or
cancellation of such nominations and the fees that may be levied for such
registration, variation or cancellation.

4.12 Income Tax Act, 1961

‘Domestic company’ means an Indian company, or any other company which, in
respect of its income liable to tax under this Act, has made the prescribed
arrangements for the declaration and payment, within India, of the dividends
(including dividends on preference shares) payable out of such income, as per
Section 2(22A).

Dividend, according to Section 2(22) includes-
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@)

(b)

C)

©

any distribution by a company of accumulated profits, whether capitalised or
not, if such distribution entails the release by the company to its shareholders
of all or any part of the assets of the company;

any distribution to its shareholders by a company of debentures, debenture-
stock, or deposit certificates in any form, whether with or without interest,
and any distribution to its preference shareholders of shares by way of bonus,
to the extent to which the company possesses accumulated profits, whether
capitalised or not;

any distribution made to the shareholders of a company on its liquidation, to
the extent to which the distribution is attributable to the accumulated profits
of the company immediately before its liquidation, whether capitalised or not;
any distribution to its shareholders by a company on the reduction of its
capital, to the extent to which the company possesses accumulated profits
which arose after the end of the previous year ending next before the 1% day
of April, 1933, whether such accumulated profits have been capitalised or
not;

any payment by a company, not being a company in which the public are
substantially interested, of any sum (whether as representing a part of the
assets of the company or otherwise) made after the 31" day of May, 1987, by
way of advance or loan to a shareholder, being a person who is the beneficial
owner of shares (not being shares entitled to a fixed rate of dividend whether
with or without a right to participate in profits) holding not less than ten per
cent of the voting power, or to any concern in which such shareholder is a
member or a partner and in which he has a substantial interest (hereafter in
this clause referred to as the said concern) or any payment by any such
company on behalf, or for the individual benefit, of any such shareholder, to
the extent to which the company in either case possesses accumulated profits;

but ‘dividend’ does not include-

@)

(b)

©

a distribution made in accordance with sub-clause (c) or sub-clause (d) in
respect of any share issued for full cash consideration, where the holder of
the shares is not entitled in the event of liquidation to participate in the
surplus assets;

a distribution made in accordance with sub-clause (c) or sub-clause (d) in so
far as such distribution is attributable to the capitalised profits of the
company representing bonus shares allotted to its equity shareholders after
the 31" day of March, 1964 (and before the 1% day of April, 1965);

any advance or loan made to a sharcholder (or the said concern) by a
company in the ordinary course of its business, where the lending of money
is a substantial part of the business of the company;
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(d) any dividend paid by a company which is set off by the company against the
whole or any part of any sum previously paid by it and treated as a dividend
within the meaning of sub-clause (e), to the extent to which it is so set off;

(e) any payment made by a company on purchase of its own shares from a
shareholder in accordance with the provisions of section 77A of the
Companies Act, 1956.

(f) any distribution of shares pursuant to a demerger by the resulting company to
the shareholders of the demerged company (whether or not there is a
reduction of capital in the demerged company).

Dividend income (Section 8): For the purposes of inclusion in the total income of

an assessee-

(a) any dividend declared by a company or distributed or paid by it within the
meaning of sub-clause (a) or sub-clause (b) or sub-clause (c) or sub-clause (d)
or sub-clause (e) of clause (22) of Section 2,shall be deemed to be the income
of the previous year in which it is so declared, distributed or paid, as the case
may be;

(b) any interim dividend shall be deemed to be the income of the previous year,
in which the amount of such dividend is unconditionally made available by
the company to the member who is entitled to it.

Interest on securities (Clause 28B of Section 2) means-

(i) interest on any security of the Central Government or a State Government,

(i) interest on debentures or other securities for money issued by or on behalf of a
local authority or a company or a corporation established by a Central, State or
provincial Act.

Capital asset

(i) Long term capital asset means a capital asset which is not a short term capital
asset, as per Clause 29A of Section 2.

(if) Short term capital asset means a capital asset held by an assessee for not more
than thirty-six months* immediately preceding the date of its transfer, (Clause
42A of Section 2)* twelve months in the case of a share held in a company or
any other security listed in a recognised stock exchange in India or a unit of
the Unit Trust of India established under the Unit Trust of India Act, 1963 or
a unit of a Mutual Fund specified under clause (23D) of section 10.

Capital gains (Section 45)

Any profits or gains arising from the transfer of a capital asset effected in the

previous year shall, save as otherwise provided in sections (54, 54B, 54D, 54E,

54EA, 54EB, 54F, 54G and 54H), be chargeable to income-tax under the head

“Capital gains”, and shall be deemed to be the income of the previous year in

which the transfer took place.
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Where any person has had at any time during previous year any beneficial interest
in any securities, then any profits or gains arising from transfer made by the
depository or participant of such beneficial interest in respect of securities shall be
chargeable to income-tax as the income of the beneficial owner of the previous
year in which such transfer took place and shall not be regarded as income of the
depository who is deemed to be registered owner of securities by virtue of sub-
section (1) of section 10 of the Depositories Act, 1996, and for the purposes of
section 48 and proviso to clause ( 42A) of section 2, the cost of acquisition and the
period of holding of any securities shall be determined on the basis of the first-in-
first-out method.

Types of capital gains

1. Long term capital gain means capital gain arising from the transfer of a long

term capital asset, as per Clause 29B of Section 2.
2. Short term capital gain means capital gain arising from the transfer of a short
term capital asset, as per Clause 42B of Section 2.

Deduction in respect of interest on certain securities, dividends, etc.

According to Section 80L, where the gross total income of an assessee, being an

individual, or a Hindu undivided family includes any income by way of-

(i) interest on any security of the Central Government or a State Government

(i) interest on National Savings Certificates (VI Issue) or National Savings
Certificates (VII Issue) or National Savings Certificates (VIII Issue) issued
under the Government Savings Certificates Act, 1959.

(ii)) Interest on such debentures, issued by any institution or authority or any
public sector company, or any co-operative society (including a co-operative
land mortgage bank or a co-operative land development bank), as the Central
Government may, by notification in the Official Gazette, specify in this
behalf;

(iv) Interest on deposits under such National Deposit Scheme as may be framed
by the Central Government and notified by it in this behalf in the Official
Gazette;

(v) Interest on deposits under any (other) scheme framed by the Central
Government and notified by it in this behalf in the Official Gazette;

(vi) Interest on deposits under the Post Office (Monthly Income Account) Rules,
1987.

(vii) Interest on deposits with a banking company to which the Banking
Regulation Act, 1949 (10 of 1949), applies (including any bank or banking
institution referred to in section 51 of that Act) or a co-operative society
engaged in carrying on the business of banking (including a co-operative land
mortgage bank or a co-operative land development bank);

(viii) Interest on deposits with any such bank, not being a banking company or a
co-operative society referred to in the clause but being a bank established by
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or under any law made by Parliament, as may be approved by the Central
Government for the purposes of this clause;

(ix) Interest on deposits with a financial corporation which is engaged in
providing long-term finance for industrial development in India (and which is
eligible for deduction under clause (viii) of sub-section (1) of section 30)

(x) Interest on deposits with any authority constituted in India by or under any
law enacted either for the purpose of dealing with and satisfying the need for
housing accommodation or for the purpose of planning, development or
improvement of cities, towns and villages, or for both;

(xi) Interest on deposits with a co-operative society, not being a co-operative
society made by a member of the society;

(xif) Dividends from any co-operative society;

(xiii) Interest on deposits with any public company formed and registered in India
with the main object of carrying on the business of providing long-term
finance for construction or purchase of houses in India for residential
purposes (and which is eligible for deduction under clause (viii) of sub-
section (1) of section 30).

there shall, in accordance with and subject to the provisions of this section, be

allowed, in computing the total income of the assessee, a deduction as specified

hereunder, namely:-

(i)  in a case where the amount of such income does not exceed in the aggregate
(nine) thousand rupees, the whole of such amount; and

(i) in any other case (nine) thousand rupees:
Provided that where any income referred to in clause (i) remains unallowed after
the deduction under the foregoing provision of this section, there shall be allowed
in computing the total income of the assessee, an additional deduction of an
amount equal to so much of such income as has remained unallowed; so, however,
that the amount of such additional deduction shall not exceed three thousand
rupees.

Explanation - For the purposes of this sub-section, the expression ‘security’ means

a Government security as defined in clause (2) of section 2 of the Public Debt Act,

1944.

For the removal of doubts, it is hereby declared that where the income referred to

in sub-section (1) is derived from any asset held by, or on behalf of, a firm, an

association of persons or a body of individuals, no deduction shall be allowed
under the said sub-section in respect of such income in computing the total income
of any partner of the firm or any member of the association or body.

PAN compulsory for Securities transaction

The Income-tax (Eighth Amendment) Rules, 2002 made it mandatory for a person

to quote permanent account numbers (PAN), issued by the income tax department,

for securities transactions of over Rs. 1 lakh.
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Tax on long-term capital gains (Section 112)

Where the total income of an assessee includes any income, arising from the
transfer of along-term capital asset, which is chargeable under the head ‘Capital
gains’, the tax payable by the assessee on the total income shall be the aggregate of,-
(a) in the case of an individual or a Hindu undivided family, being a resident,-

i. the amount of income-tax payable on the total income as reduced by the
amount of such long-term capital gains, had the total income as so reduced
been his total income; and

ii. the amount of income-tax calculated on such long-term capital gains at the
rate of twenty per cent:

(b) in the case of a domestic company,-

1. the amount of income-tax payable on the total income as reduced by the
amount of such long-term capital gains, had the total income as so reduced
been its total income; and

ii. the amount of income-tax calculated on such long-term capital gains at the
rate of [twenty] per cent:

(c) in the case of a non-resident (not being a company) or a foreign company,-

1. the amount of income-tax payable on the total income as reduced by the
amount of such long-term capital gains , had the total income as so reduced
been its total income; and

ii. the amount of income-tax calculated on such long-term capital gains at the
rate of twenty percent;)

(d) in any other case of a resident,-

1. the amount of income-tax payable on the total income as reduced by the
amount of long-term capital gains, had the total income as so reduced been
its total income; and

ii. the amount of income-tax calculated on such long-term capital gains at the
rate of twenty per cent

Where the gross total income of an assessee includes any income arising from the
transfer of along term capital asset, the gross total income shall be reduced by the
amount of such income and the deduction under Chapter VI-A shall be allowed as
if the gross total income as so reduced were the gross total income of the assessee.
Where the total income of an assessee includes any income arising from the
transfer of a long-term capital asset, the total income shall be reduced by the
amount of such income and the rebate under section 88 shall be allowed from the
income-Tax on the total income as so reduced.

Model questions

1. Every member of a recognised stock exchange shall maintain and preserve the
Register of transactions (Sauda book) for a period of years.
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(a) five
(b) three
(c) two
(d) seven
Ans: five

2. The intermediaries and persons associated with securities market shall be
registered with

(a) DCA

(b) MoF

(c) SEBI

(d) ROC

Ans: SEBI

3. As per the provisions of SEBI (Prohibition of Insider Trading) Regulations, any
person who holds more than shares or voting rights in any listed company
shall make such disclosure to the company.

(2) 10 %

(b) 5%

(©) 2%

(d) 3%

Ans: 5%

4. The minimum paid-up capital of private company is Rs.
(a) 10 lakhs

(b) 5 lakhs

(c) 1 lakh

(d) 2 lakhs

Ans: 1 lakh

5. The minimum paid-up capital of public company is Rs.
(a) 10 lakhs

(b) 5 lakhs

(c) 1 lakh

(d) 2 lakhs

Ans: 5 lakh

6. The private company limits the number of its members to
(a) seven

(b) two
(© fifty
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(d) No limit
Ans: fifty

7. The public company limits the number of its members to
(a) seven

(b) two

(©) ity

(d) No limit

Ans: No limit

8. The minimum number of persons required to form a private company is

(a) two
(b) ten
(c) five
(d) seven
Ans: two

9. The minimum number of persons required to form a public company is

(a) two

(b) ten

(c) five

(d) seven
Ans: seven

10. Every public company, making initial public offer of any security for a sum of
rupees of or more, shall issue the same only in dematerialized form.
(a) two crores

(b) fifty crores

(c) ten crores

(d) five crores.

Ans: ten crores
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Chapter 5

An Overview of the Indian Securities Market

5.1 Introduction

Securities markets provide a channel for allocation of savings to those who have a
productive need for them. As a result, the savers and investors are not constrained
by their individual abilities, but by the economy’s abilities to invest and save
respectively, which inevitably enhances savings and investment in the economy.

5.1.1 Market Segments

The securities market has two interdependent and inseparable segments: the
primary and the secondary market. The primary market provides the channel for
creation of new securities through issuance of financial instruments by public
companies as well as Governments and Government agencies and bodies whereas
the secondary market helps the holders of these financial instruments to sale for
exiting from the investment. The price signals, which subsume all information
about the issuer and his business including associated risk, generated in the
secondary market, help the primary market in allocation of funds. The primary
market issuance is done either through public issues or private placement. A public
issue does not limit any entity in investing while in private placement, the issuance
is done to select people. In terms of the Companies Act, 1956, an issue becomes
public if it results in allotment to more than 50 persons. This means an issue
resulting in allotment to less than 50 persons is private placement. There are two
major types of issuers who issue securities. The corporate entities issue mainly debt
and equity instruments (shares, debentures, etc.), while the governments (central
and state governments) issue debt securities (dated securities, treasury bills).

The secondary market enables participants who hold securities to adjust their
holdings in response to changes in their assessment of risk and return. They also
sell securities for cash to meet their liquidity needs. The exchanges do not provide
facility for spot trades in a strict sense. Closest to spot market is the cash market in
exchanges where settlement takes place after some time. Trades taking place over a
trading cycle (one day under rolling settlement) are settled together after a certain
time. All the 23 stock exchanges in the country provide facilities for trading of
corporate securities. Trades executed on NSE only are cleared and settled by a
clearing corporation which provides novation and settlement guarantee. Nearly
100% of the trades in capital market segment are settled through demat delivery.
NSE also provides a formal trading platform for trading of a wide range of debt
securities including government securities in both retail and wholesale mode. NSE
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also provides trading in derivatives of equities, interest rate as well indices. In
derivatives market (F&O market segment of NSE), standardised contracts are
traded for future settlement. These futures can be on a basket of securities like an
index or an individual security. In case of options, securities are traded for
conditional future delivery. There are two types of options — a put option permits
the owner to sell a security to the writer of options at a predetermined price while a
call option permits the owner to purchase a security from the writer of the option
at a predetermined price. These options can also be on individual stocks or basket
of stocks like index. Two exchanges, namely NSE and the Stock Exchange,
Mumbai (BSE) provide trading of derivatives of securities. Today the market
participants have the flexibility of choosing from a basket of products like:

e Equities

e Bonds issued by both Government and Companies

e Futures on benchmark indices as well as stocks

e Options on benchmark indices as well as stocks

e Tutures on interest rate products like Notional 91-day T-Bills, 10 year
notional zero coupon bond and 6% notional 10 year bond.

The past decade in many ways has been remarkable for securities market in India.
It has grown exponentially as measured in terms of amount raised from the market,
number of stock exchanges and other intermediaries, the number of listed stocks,
market capitalisation, trading volumes and turnover on stock exchanges, and
investor population. Along with this growth, the profiles of the investors, issuers
and intermediaries have changed significantly. The market has witnessed several
institutional changes resulting in drastic reduction in transaction costs and
significant improvements in efficiency, transparency, liquidity and safety. In a short
span of time, Indian derivatives market has got a place in list of top global
exchanges. In single stock futures category, the Futures Industry Association (FIA)
placed NSE in second position in the year 2000.
Reforms in the securities market, particularly the establishment and empowerment
of SEBI, market determined allocation of resources, scteen based nation-wide
trading, dematerialisation and electronic transfer of securities, rolling settlement
and ban on deferral products, sophisticated risk management and derivatives
trading, have greatly improved the regulatory framework and efficiency of trading
and settlement. Indian market is now comparable to many developed markets in
terms of a number of qualitative parameters.

5.1.2 Products and Participants

Financial markets facilitate the reallocation of savings from savers to entrepreneurs.
Savings are linked to investments by a variety of intermediaries through a range of
complex financial products called “securities” which is defined in the Securities
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Contracts (Regulation) Act, 1956 to include shares, bonds, scrips, stocks or other
marketable securities of like nature in or of any incorporate company or body
corporate, government securities, derivatives of securities, units of collective
investment scheme, interest and rights in securities, security receipt or any other
instruments so declared by the central government.

Table 5.1: Market Participants in Securities Market

Particulars Number as on March 31, 2003
Securities Appellate Tribunal 1
Regulators 4
Depositories 2
Stock Exchanges with equity trading 23
Listed Securities 9,413
Brokers 9,519
Sub-brokers 13,291
FIIs 502
Portfolio Managers 54
Custodians 11
Share Transfer Agents 143
Merchant Bankers 124
Bankers to an Issue 67
Debenture Trustees 35
Underwriters 43
Venture Capital Funds 43
Mutual Funds 38
Collective Investment Schemes 0

*Data collected from DCA, DEA, RBI & SEBI

It is not that the users and suppliers of funds meet each other and exchange funds
for securities. It is difficult to accomplish such double coincidence of wants. The
amount of funds supplied by the supplier may not be the amount needed by the
user. Similarly, the risk, liquidity and maturity characteristics of the securities issued
by the issuer may not match preference of the supplier. In such cases, they incur
substantial search costs to find each other. Search costs are minimised by the
intermediaries who match and bring the suppliers and users of funds together.
These intermediaries may act as agents to match the needs of users and suppliers of
funds for a commission, help suppliers and users in creation and sale of securities
for a fee or buy the securities issued by users and in turn, sell their own securities to
suppliers to book profit. It is, thus, a misnomer that securities market dis-
intermediates by establishing a direct relationship between the savers and the users
of funds. The market does not work in a vacuum,; it requires services of a large
variety of intermediaries. The disintermediation in the securities market is in fact an
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intermediation with a difference, it is a risk-less intermediation, where the ultimate
risks are borne by the savers and not the intermediaries. A large variety and number
of intermediaries provide intermediation services in the Indian securities market as
may be seen from Table 5.1.

The securities market has essentially three categories of participants, namely the
issuers of securities, investors in securities and the intermediaries and products
include equities, bonds and derivatives. The issuers and investors are the
consumers of services rendered by the intermediaries while the investors are
consumers (they subscribe for and trade in securities) of securities issued by issuers.
In pursuit of providing a product to meet the needs of each investor and issuer, the
intermediaries churn out more and more complicated products. They educate and
guide them in their dealings and bring them together. Those who receive funds in
exchange for securities and those who receive securities in exchange for funds
often need the reassurance that it is safe to do so. This reassurance is provided by
the law and by custom, often enforced by the regulator. The regulator develops fair
market practices and regulates the conduct of issuers of securities and the
intermediaries so as to protect the interests of suppliers of funds. The regulator
ensures a high standard of service from intermediaries and supply of quality
securities and non-manipulated demand for them in the market.

5.2 A Profile

The past decade in many ways has been remarkable for securities market in India.
It has grown exponentially as measured in terms of amount raised from the market,
number of stock exchanges and other intermediaries, the number of listed stocks,
market capitalisation, trading volumes and turnover on stock exchanges, and
investor population. Along with this growth, the profiles of the investors, issuers
and intermediaries have changed significantly. The market has witnessed
fundamental institutional changes resulting in drastic reduction in transaction costs
and significant improvements in efficiency, transparency and safety.

5.2.1 Dependence on Securities Market

Three main sets of entities depend on securities market. While the corporates and
governments raise resources from the securities market to meet their obligations,
the households invest their savings in the securities.

Corporate Sector: The 1990s witnessed emergence of the securities market as a
major source of finance for trade and industry. A growing number of companies
are accessing the securities market rather than depending on loans from FIs/banks.
The corporate sector is increasingly depending on external sources for meeting its
funding requirements. There appears to be growing preference for direct financing
(equity and debt) to indirect financing (bank loan) within the external sources.
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According to CMIE data, the share of capital market based instruments in
resources raised externally increased to 53% in 1993-94, but declined thereafter to
33% by 1999-00 and further to 21% in 2001-02.

In the sector-wise shareholding pattern of companies listed on NSE, it is observed
that on an average the promoters hold more than 55% of total shares. Though the
non-promoter holding is about 44%, Indian public held only 17% and the public
float (holding by FlIs, MFs, Indian public) is at best 25%. There is not much
difference in the shareholding pattern of companies in different sectors. Strangely,
63% of shares in companies in media and entertainment sector are held by private
corporate bodies though the requirement of public offer was relaxed to 10% for
them. The promoter holding is not strikingly high in respect of companies in the I'T
and telecom sectors where similar relaxation was granted.

Governments: Along with increase in fiscal deficits of the governments, the
dependence on market borrowings to finance fiscal deficits has increased over the
years. During the year 1990-91, the state governments and the central government
financed nearly 14% and 18% respectively of their fiscal deficit by market
borrowing. In percentage terms, dependence of the state governments on market
borrowing did not increase much during the decade 1991-2001. In case of central
government, it increased to 77.6% by 2002-03.

Households: According to RBI data, household sector accounted for 82.4% of
gross domestic savings during 2001-02. They invested 38% of financial savings in
deposits, 33% in insurance/provident funds, 11% on small savings, and 8% in
securities, including government securities and units of mutual funds during 2001-
02. Thus the fixed income bearing instruments are the most preferred assets of the
household sector. Their share in total financial savings of the household sector
witnessed an increasing trend in the recent past and is estimated at 82.4% in 2001-
02. In contrast, the share of financial savings of the household sector in securities
(shares, debentures, public sector bonds and units of UTI and other mutual funds
and government securities) is estimated to have gone down from 22.9% in 1991-92
to 4.3% in 2000-01, which increased to 8% in 2001-02.

Though there was a major shift in the saving pattern of the household sector from
physical assets to financial assets and within financial assets, from bank deposits to
securities, the trend got reversed in the recent past due to high real interest rates,
prolonged subdued conditions in the secondary market, lack of confidence by the
issuers in the success of issue process as well as of investors in the credibility of the
issuers and the systems and poor performance of mutual funds. The portfolio of
household sector remains heavily weighted in favour of physical assets and fixed
income bearing instruments.
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5.2.2 Investor Population

The Society for Capital Market Research and Development carries out periodical
surveys of household investors to estimate the number of investors. Their first
survey carried out in 1990 placed the total number of share owners at 90-100 lakh.
Their second survey estimated the number of share owners at around 140-150 lakh
as of mid-1993. Their latest survey estimates the number of shareowners at around
2 crore at 1997 end, after which it remained stagnant up to the end of 1990s. The
bulk of increase in number of investors took place during 1991-94 and tapered off
thereafter. 49% of the share owners at the end of 2000 had, for the first time,
entered the market before the end of 1990, 44% entered during 1991-94, 6.3%
during 1995-96 and 0.8% since 1997. The survey attributes such tapering off to
persistent depression in the share market and investors’ bad experience with many
unscrupulous company promoters and managements.

Distribution of Investors: The Society for Capital Market Research & Development
estimates that 15% of urban households and only 0.5-1.0% of semi-urban and rural
households own shares. It is estimated that 4% of all households own shares.

Table 5.2: Distribution of Beneficial Accounts with NSDL at the end of Feb. 2003

S. No. States/Union Beneficial Accounts
Territories Number % to total
1 Andhra Pradesh 194,405 6.08
2 Bihar 27,340 0.85
3 Chandigarh 7,891 0.25
4 Delhi 323,693 10.12
5 Goa 11,374 0.36
6 Gujarat 536,720 16.78
7 Himachal Pradesh 3,706 0.12
8 Jammu & Kashmir 7,320 0.23
9 Karnataka 195,159 6.10
10 Kerala 76,793 2.40
11 Madhya Pradesh 71,158 2.23
12 Maharashtra 911,997 28.52
13 Orissa 14,701 0.46
14 Pondicherry 2,481 0.08
15 Punjab 52,434 1.64
16 Rajasthan 72,316 2.26
17 Tamil Nadu 230,407 7.20
18 Uttar Pradesh 188,835 5.90
19 West Bengal 214,432 6.71
20 Others 54,802 1.71
Total 3,197,964 100.00

An indirect, but very authentic source of information about distribution of

187



investors is the data base of beneficial accounts with the depositories. By February
2003, there were 3 million beneficial accounts with the National Securities
Depository Limited (NSDL). The state-wise distribution of beneficial accounts
with NSDL is presented in Table 5.2. As expected Maharashtra and Gujarat
account for nearly 45% of total beneficial accounts.

5.3 Primary Market

A total of Rs. 2,520,179 million were raised by the government and corporate
sector during 2002-03 as against Rs. 2,269,110 million during the preceding year.
Government raised about two third of the total resources, with central government
alone raising nearly Rs. 1,511,260 million.

Corporate Securities

Average annual capital mobilisation from the primary market, which used to be
about Rs.70 crore in the 1960s and about Rs.90 crore in the 1970s, increased
manifold during the 1980s, with the amount raised in 1990-91 being Rs. 4,312
crore. It received a further boost during the 1990s with the capital raised by non-
government public companies rising sharply to Rs. 26,417 crore in 1994-95. The
capital raised which used to be less than 1% of gross domestic saving (GDS) in the
1970s increased to about 13% in 1992-93. In real terms, the capital raised increased
4 times between 1990-91 and 1994-95. During 1994-95, the amount raised through
new issues of securities from the securities market accounted for about four-fifth
of the disbursements by FIs. Issuers have shifted focus to other avenues for raising
resources like private placement.

There is a preference for raising resources in the primary market through private
placement of debt instruments. Private placements accounted for about 93% of
total resources mobilised through domestic issues by the corporate sector during
2002-03. Rapid dismantling of shackles on institutional investments and
deregulation of the economy are driving growth of this segment. There are several
inherent advantages of relying on private placement route for raising resources.
While it is cost and time effective method of raising funds and can be structured to
meet the needs of the entrepreneurs, it does not require detailed compliance with
formalities as required in public or rights issues. It is believed in some circles that
private placement has crowded out public issues. However, to prevent public issues
from being passed on as private placement, the Companies (Amendment) Act,
2001 considers offer of securities to more than 50 persons as made to public.
Indian market is getting integrated with the global market though in a limited way
through euro issues. Since 1992, when they were permitted access, Indian
companies have raised about Rs. 34,264 million through ADRs/GDRs. By the end
of March 2003, 502 FIIs were registered with SEBI. They had net cumulative
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investments over of US § 15.8 billion by the end of March 2003. Their operations
influence the market as they do delivery-based business and their knowledge of
market is considered superior.

The market is getting institutionalised as people prefer mutual funds as their
investment vehicle, thanks to evolution of a regulatory framework for mutual
funds, tax concessions offered by government and preference of investors for
passive investing. The net collections by MFs picked up during this decade and
increased to Rs. 199,530 million during 1999-00. This declined to Rs. 111,350
million during 2000-01 which may be attributed to increase in rate of tax on
income distributed by debt oriented mutual funds and lacklustre secondary market.
The total collection of mutual funds for 2002-03 has been Rs. 105,378 million.
Starting with an asset base of Rs. 250 million in 1964, the total assets under
management at the end of March 2003 was Rs. 794,640 million. The number of
households owning units of MFs exceeds the number of households owning equity
and debentures. At the end of financial year March 2003, according to a SEBI press
release 23 million unit holders had invested in units of MFs, while 16 million
individual investors invested in equity and or debentures.

Government Securities

The primary issues of the Central Government have increased many-fold during
the decade of 1990s from Rs. 89,890 million in 1990-91 to Rs. 1,511,260 million in
2002-03. The issues by state governments increased by about twelve times from Rs.
25,690 million to Rs. 308,530 million during the same period. The Central
Government mobilised Rs. 1,250,000 million through issue of dated securities and
Rs. 261,260 million through issue of T-bills. After meeting repayment liabilities of
Rs. 274,200 million for dated securities, and redemption of T-bills of Rs. 195,880
million, net market borrowing of Central Government amounted to Rs. 1,041,180
million for the year 2002-03. The state governments collectively raised Rs. 305,830
million during 2002-03 as against Rs. 187,070 million in the preceding year. The net
borrowings of State Governments in 2002-03 amounted to Rs. 290,640 million.

Along with growth of the market, the investor base has become very wide. In
addition to banks and insurance companies, corporates and individual investors are
investing in government securities. With dismantling of control regime, and gradual
lowering of the SLR and CRR, Government is borrowing at near—market rates. The
coupons across maturities went down recently signifying lower interest rates. The
weighted average cost of its borrowing at one stage increased to 13.75% in 1995-
96, which declined to 7.34% in 2002-03. The maturity structure of government
debt is also changing. In view of bunching of redemption liabilities in the medium
term, securities with higher maturities were issued during 2002-03. About 64% of
primary issues were raised through securities with maturities above 5 years and up
to 10 years. As a result the weighted average maturity of dated securities increased
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to 13.83 years from 6.6 years in 1997-98.

5.4 Secondary Market

Corporate Securities

Selected indicators in the secondary market are presented in Table 5.3. The number
of stock exchanges increased from 11 in 1990 to 23 now. All the exchanges are
fully computerised and offer 100% on-line trading. 9,413 companies were available
for trading on stock exchanges at the end of March 2003. The trading platform of
the stock exchanges was accessible to 9,519 members from over 358 cities on the
same date.

The market capitalisation grew ten fold between 1990-91 and 1999-00. It increased
by 221% during 1991-92 and by 107% during 1999-00. All India market
capitalisation is estimated at Rs. 6,319,212 million at the end of March 2003. The
market capitalisation ratio, which indicates the size of the market, increased sharply
to 57.4% in 1991-92 following spurt in share prices. The ratio further increased to
85% by March 2000. It, however, declined to 55% at the end of March 2001 and to
29% by end March 2003.

The trading volumes on exchanges have been witnessing phenomenal growth
during the 1990s. The average daily turnover grew from about Rs.1500 million in
1990 to Rs. 120,000 million in 2000, peaking at over Rs. 200,000 million. One-sided
turnover on all stock exchanges exceeded Rs. 10,000,000 million during 1998-99,
Rs. 20,000,000 million during 1999-00 and approached Rs. 30,000,000 million
during 2000-01. However, the trading volume substantially depleted to Rs.
9,689,541 million in 2002-03. The turnover ratio, which reflects the volume of
trading in relation to the size of the market, has been increasing by leaps and
bounds after the advent of screen based trading system by the NSE. The turnover
ratio for the year 2002-03 increased to 375 but fell substantially due to bad market
conditions to 119 during 2001-02 regaining its position accounted 153.3% in 2002-
03.

The relative importance of various stock exchanges in the market has undergone
dramatic change during this decade. The increase in turnover took place mostly at
the large big exchanges and it was partly at the cost of small exchanges that failed
to keep pace with the changes. NSE is the market leader with more 85% of total
turnover (volumes on all segments) in 2002-03. Top 5 stock exchanges accounted
for 99.88% of turnover, while the rest 18 exchange for less than 0.12% during
2002-03 (Table 5.4). About ten exchanges reported nil turnover during the year.
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Table 5.3: Secondary Market — Selected Indicators

(Amount in Rs. mn.)

At the Capital Market Segment of Stock Exchanges Turnover  Turnover
End of No. of No. of S&P Market Market Turnover Turnover of Govt. of
Financial Brokers Listed CNX Capitalisation Capitalisation Ratio Securities Derivatives
Year Companies Nifty Ratio (%) (%) Segn;ent
o
Exchanges
1990-91 - 6,229 366.45 1,102,790 20.6 - - - -
1991-92 -- 6,480 1261.65 3,541,060 57.4 -- -- -- --
1992-93 -- 6,925 660.51 2,287,800 324 -- -- -- --
1993-94 - 7,811 1177.11 4,000,770 45.6 2,037,030 50.9 - -
1994-95 6,711 9,077 990.24 4,733,490 45.6 1,629,050 34.4 505,690 -
1995-96 8,476 9,100 985.30 5,722,570 47.0 2,273,680 39.7 1,271,790 -
1996-97 8,867 9,890 968.85 4,883,320 34.6 6,461,160 1323 1,229,410 -
1997-98 9,005 9,833 1116.65 5,898,160 37.7 9,086,810 1541 1,857,080 -
1998-99 9,069 9,877 1078.05 5,740,640 34.1 10,233,820 178.3 2,272,280 -
1999-00 9,192 9,871 1528.45 11,926,300 84.7 20,670,310 173.3 5,392,320 --
2000-01 9,782 9,954 1148.20 7,688,630 54.5 28,809,900 3747 6,981,214 40,180
2001-02 9,687 9,644 1129.55 7,492,480 36.4 8,958,260 119.6 15,738,930 1,038,480
2002-03 9,519 9,413 978.20 6,319,212 28.5 9,689,541 153.3 19,557,313 4,423,333




Table 5.4: Growth of Turnover on Stock Exchanges

Turnover means total value of transactions of securities in all market segments of an Exchange (Rs. mn.)
Stock Exchanges 1994-95 1995-96 1996-97 1997-98 1998-99 1999-00 2000-01 2001-02 2002-03
1 NSE 85,090 800,090 3,367,820 4,811,970 5,198,520 11,432,680 17,704,580 15,622,830 21,265,465
2 Mumbai 677,480 500,640 1,242,840 2,073,830 3,119,990 6,850,282 10,016,190 3,093,156 3,165,516
3 Calcutta 528,720 621,280 1,056,640 1,787,780 1,717,804 3,571,655 3,550,354 270,747 65,228
4 Delhi 90,827 100,760 486,310 678,400 517,593 932,889 838,711 58,280 111
5  Ahmedabad 56,508 87,860 205,330 307,710 297,342 375,656 540,352 148,435 154,586
6 Uttar Pradesh 78,230 23,730 160,700 153,900 186,267 240,478 247,467 252,373 147,634
7 Ludhiana 24,880 48,490 52,740 83,150 59,779 77,405 97,322 8,566 0
8  Pune 36,720 70,710 99,030 86,240 74,528 60,868 61,705 11,710 0
9  Bangalore 7,120 8,900 43,980 86,360 67,790 111,474 60,328 703 0
10 Hyderabad 13,752 12,850 4,800 18,600 12,759 12,365 9,778 413 46
11 ICSE - - - - 7 5,452 2,331 554 531
12 Cochin 5,970 18,030 14,010 17,830 7,730 0 1,866 0 0
13 OCTEI 3,650 2,180 2,210 1,250 1,422 35,879 1,259 38 1
14  Madras 30,327 23,150 12,280 3,696 2,502 1,092 241 756
15 Madhya Pradesh 1,182 2,040 120 10 9 97 24 235 0
16 Magadh 7,968 16,290 27,550 3,230 0 80 16 0 2
17 Vadodara 16,210 12,590 42,680 45,760 17,491 1,593 9 101 26
18  Gauhati 2,853 6,190 4,840 200 302 0 0 1 1
19  Bhubaneshwar 1,434 2,260 2,310 2,020 770 701 0 0 0
20 Coimbatore 13,095 25,030 23,980 21,360 3,947 388 0 266 0
21  Jaipur 8,786 10,470 15,190 4,310 648 21 0 0 0
22 Mangalote 615 390 3,730 3,080 112 1 0 0 0
23 SKSE 5,447 5,640 3,980 170 0 0 0 0 0
Total 1,696,864 2,376,420 6,883,940 10,199,440 11,288,506 23,712,466 33,133,385 19,468,650 24,799,903
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Chart 5.1: Movement of S&P CNX Nifty
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The relative importance of various stock exchanges in the market has undergone
dramatic change during this decade. The increase in turnover took place mostly at
the large big exchanges and it was partly at the cost of small exchanges that failed
to keep pace with the changes. NSE is the market leader with over 80% of total
turnover (volumes on all segments) in 2001-02. Top 6 stock exchanges accounted
for 99.88% of turnover, while the rest 17 exchange for less than 0.12% during
2002-03 (Table 5.4). About a dozen exchanges reported nil turnover during the
year.

The movement of the S&P CNX NIFTY, the most widely used indicator of the
market, is presented in Chart 5.1. In the very first year of liberalisation, i.e. 1991-92,
it recorded a growth of 267%, followed by sharp decline of 47% in the next year as
certain irregularities in securities transactions were noticed. The market picked up
next year thanks to increased inflow of foreign funds, and increased investor
interest. Thereafter the market remained subdued. The index recorded a decline of
3.47% during 1998-99 under the pressure of economic sanctions following
detonation of nuclear device, continuing woes of East Asian financial markets,
volatility of Indian currency and worries about financial health of UTI’s US-64
scheme. The Union Budget of 1999 brought cheers to the market. The market
moved on a roller coaster ride, but a distinct rising trend emerged due to all-round
positive perception about strength of the Government and also its commitment
towards second generation reforms, improved macro-economic parameters and
better corporate results. The S&P CNX Nifty firmed up during 1999-2000 by 42%
which was nearly four times the average return offered on bank deposits. The trend
got reversed during 2000-01, which witnessed large sell-offs in new economy
stocks in global markets and deceleration in the growth of the domestic economy.
This brought down Nifty from a high of 1636.95 in April 2000 to a low of 1108.20
in October 2000. The market looked up in November-January in anticipation of a
good budget. However it did not last long as the market received shocking news
about imminent payment crisis on certain exchanges, large scale manipulations in
stock prices and revelation of large scale corruption in the procurement of defence
equipments. The Nifty closed at 1148.20 at the end of March 2001 recording a fall
of about 25% during 2000-01. The trend precipitated further with introduction of
rolling settlement and withdrawal of deferral products in July 2002, suspension of
repurchase facility under UTI’s US-64 scheme, terrorist attack on world Trade
Centre in September 2002, etc. which caused a further decline in S&P CNX Nifty
by 1.6% during 2001-02. The Nifty closed at 978.2 at the end of March 2003.

Government Securities

The trading volumes in government securities exceeded the combined trading
volumes in equity segments of all the exchanges in the country during 2002-03. The
aggregate turnover in central and state government dated securities, including



treasury bills, through SGL transactions increased by manifold between 1994-95
and 2002-03. During 2002-03 it reached a level of Rs. 19,557,313 million, recording
about 24.3% growth over Rs.15,738,930 million in the previous year. Such growing
turnover reflects further deepening of the market. The bulk of transactions during
2000-02 were on outright basis. The share of outright transactions in government
securities increased from 23.2% in 1995-96 to 71.2% in 2002-03. The share of repo
transactions declined correspondingly from 76.8% in 1995-96 to 29% in 2002-03.
The share of WDM segment of NSE in total turnover for government securities
decreased marginally from 58.9% in 2000-01 to 52% in 2002-03. As compared to
the increase in overall turnover of government securities by 24%, the same on
WDM grew by 11% during 2002-03. Share of WDM in transactions of dated
securities decreased from 61.1% in 2001-02 to 55.6% in 2002-03. Its share in
transactions of T-bills decreased from 27.4% in 2001-02 to 21.5% in 2002-03.
Government debt, which constitutes about three-fourth of the total outstanding
debt, has the highest level of liquidity amongst the fixed income instruments in the
secondary market. The share of dated securities in total turnover of government
securities has been increasing over the years. Two-way quotes are available for the
active gilt securities from the primary dealers. Though many trades in the gilts take
place through telephone, a larger chunk of trades get routed through NSE brokers.

5.5 Derivatives Market

Trading in derivatives of securities commenced in June 2000 with the enactment of
enabling legislation in early 2000. Derivatives are formally defined to include: (a) a
security derived from a debt instrument, share, loan whether secured or unsecured,
risk instrument or contract for differences or any other form of security, and (b) a
contract which derives its value from the prices, or index of prices, or underlying
securities. Derivatives are legal and valid only if such contracts are traded on a
recognised stock exchange, thus precluding OTC derivatives.

Derivatives trading commenced in India in June 2000 after SEBI granted the
approval to this effect in May 2000. SEBI permitted the derivative segment of two
stock exchanges, i.e. NSE and BSE, and their clearing house/corporation to
commence trading and settlement in approved derivative contracts. To begin with,
SEBI approved trading in index futures contracts based on S&P CNX Nifty Index
and BSE-30 (Sensex) Index. This was followed by approval for trading in options
based on these two indices and options on individual securities. The trading in
index options commenced in June 2001 and trading in options on individual
securities would commence in July 2001 while trading in futures of individual
stocks started from November 2001. In June 2003, SEBI/RBI approved the
trading on interest rate derivative instruments.

The total exchange traded derivatives witnessed a volume of Rs.4,423,333 million
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during 2002-03 as against Rs. 1,038,480 million during the preceding year. While
NSE accounted for about 99.5% of total turnover, BSE accounted for less than 1%
in 2002-03. The market witnessed higher volumes from June 2001 with
introduction of index options, and still higher volumes with the introduction of
stock options in July 2001. There was a spurt in volumes in November 2001 when
stock futures were introduced. It is believed that India is the largest market in the
world for stock futures.

5.6 Market Design

5.6.1 Primary Market
1. Corporate Securities: 'The Disclosure and Investor Protection (DIP) guidelines
prescribe a substantial body of requitements for issuers/intermediaties, the
broad intention being to ensure that all concerned observe high standards of
integrity and fair dealing, comply with all the requirements with due skill,
diligence and care, and disclose the truth, whole truth and nothing but truth.
The guidelines aim to secure fuller disclosure of relevant information about the
issuer and the nature of the securities to be issued so that investors can take
informed decisions. For example, issuers are required to disclose any material
‘risk factors’ and give justification for pricing in their prospectus. An unlisted
company can access the market up to 5 times its pre-issue networth only if it
has track record of distributable profits and net worth of Rs. 1 crore in 3 out of
last five years. A listed company can access up to 5 times of its pre-issue
networth. In case a company does not have track record or wishes to raise
beyond 5 times of its pre-issue networth, it can access the market only through
book building with minimum offer of 60% to qualified institutional buyers.
Infrastructure companies are exempt from the requirement of eligibility norms
if their project has been appraised by a public financial institution and not less
than 5% of the project cost is financed by any of the institutions, jointly or
severally, by way of loan and/or subscription to equity. The debt instruments
of maturities more than 18 months require credit rating. If the issue size
exceeds Rs. 100 crore, two ratings from different agencies are required. Thus
the quality of the issue is demonstrated by track record/appraisal by approved
financial institutions/credit rating/subscription by QIBs. The lead merchant
banker discharges most of the pre-issue and post-issue obligations. He satisfies
himself about all aspects of offering and adequacy of disclosures in the offer
document. He issues a due diligence certificate stating that he has examined the
prospectus, he finds it in order and that it brings out all the facts and does not
contain anything wrong or misleading. He also takes care of allotment, refund
and despatch of certificates. The admission to a depository for
dematerialisation of securities is a prerequisite for making a public or rights
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issue or an offer for sale. The investors, however, have the option of
subscribing to securities in either physical form or dematerialised form. All new
IPOs are compulsorily traded in dematerialised form. Every public listed
company making IPO of any security for Rs. 10 crore or more is required to do
so only in dematerialised form.

Government Securities: The government securities market has witnessed significant
transformation in the 1990s. With giving up of the responsibility of allocating
resources from securities market, government stopped expropriating
seigniorage and started borrowing at near - market rates. Government securities
are now sold at market related coupon rates through a system of auctions
instead of earlier practice of issue of securities at very low rates just to reduce
the cost of borrowing of the government. Major reforms initiated in the
primary market for government securities include auction system (uniform
price and multiple price method) for primary issuance of T-bills and central
government dated securities, a system of primary dealers and non-competitive
bids to widen investor base and promote retail participation, issuance of
securities across maturities to develop a yield curve from short to long end and
provide benchmarks for rest of the debt market, innovative instruments like,
zero coupon bonds, floating rate bonds, bonds with embedded derivatives,
availability of full range ( 91-day and 382-day) of T-bills, etc.

5.6.2 Secondary Market

(@)

()

Corporate Securities: The stock exchanges are the exclusive centres for trading of
securities. Though the area of operation/jurisdiction of an exchange is specified
at the time of its recognition, they have been allowed recently to set up trading
terminals anywhere in the country. The three newly set up exchanges (OTCEI,
NSE and ICSE) were permitted since their inception to have nation wide
trading. The trading platforms of a few exchanges are now accessible from
many locations. Further, with extensive use of information technology, the
trading platforms of a few exchanges are also accessible from anywhere
through the Internet and mobile devices. This made a huge difference in a
geographically vast country like India.

Exchange Management. Most of the stock exchanges in the country are organised
as “mutuals” which was considered beneficial in terms of tax benefits and
matters of compliance. The trading members, who provide brokering services,
also own, control and manage the exchanges. This is not an effective model for
self-regulatory organisations as the regulatory and public interest of the
exchange conflicts with private interests. Efforts are on to demutualise the
exchanges whereby ownership, management and trading membership would be
segregated from one another. Two exchanges »iz. OTCEI and NSE are
demutualised from inception, where ownership, management and trading are in
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the hands of three different sets of people. This model eliminates conflict of
interest and helps the exchange to pursue market efficiency and investor
interest aggressively.

Membership: The trading platform of an exchange is accessible only to brokers.
The broker enters into trades in exchanges either on his own account or on
behalf of clients. No stock broker or sub-broker is allowed to buy, sell or deal
in securities, unless he or she holds a certificate of registration granted by SEBI.
A broker/sub-broker complies with the code of conduct prescribed by SEBI.
Over time, a number of brokers - proprietor firms and partnership firms - have
converted themselves into corporates. The standards for admission of
members stress on factors, such as corporate structure, capital adequacy, track
record, education, experience, etc. and reflect a conscious endeavour to ensure
quality broking services.

Listing: A company secking listing satisfies the exchange that at least 10% of the
securities, subject to a minimum of 20 lakh securities, were offered to public for
subscription, and the size of the net offer to the public (i.e. the offer price
multiplied by the number of securities offered to the public, excluding
reservations, firm allotment and promoters’ contribution) was not less than Rs.
100 crore, and the issue is made only through book building method with
allocation of 60% of the issue size to the qualified institutional buyers. In the
alternative, it is required to offer at least 25% of the securities to public. The
company is also required to maintain the minimum level of non-promoter
holding on a continuous basis.

In order to provide an opportunity to investors to invest/trade in the secutities
of local companies, it is mandatory for the companies, wishing to list their
securities, to list on the regional stock exchange nearest to their registered
office. If they so wish, they can seek listing on other exchanges as well.
Monopoly of the exchanges within their allocated area, regional aspirations of
the people and mandatory listing on the regional stock exchange resulted in
multiplicity of exchanges.

The basic norms for listing of securities on the stock exchanges are uniform for
all the exchanges. These norms are specified in the listing agreement entered
into between the company and the concerned exchange. The listing agreement
prescribes a number of requirements to be continuously complied with by the
issuers for continued listing and such compliance is monitored by the
exchanges. It also stipulates the disclosures to be made by the companies and
the corporate governance practices to be followed by them. SEBI has been
issuing guidelines/circulars prescribing certain norms to be included in the
listing agreement and to be complied with by the companies.

A listed security is available for trading on the exchange. The stock exchanges
levy listing fees - initial fees and annual fees - from the listed companies. It is a
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major source of income for many exchanges. A security listed on other
exchanges is also permitted for trading.

A listed company can voluntary delist its securities from non-regional stock
exchanges after providing an exit opportunity to holders of securities in the
region where the concerned exchange is located. An exchange can, however,
delist the securities compulsorily following a very stringent procedure.

Trading Mechanism: The exchanges provide an on-line fully-automated screen
based trading system (SBTS) where a member can punch into the computer
quantities of securities and the prices at which he likes to transact and the
transaction is executed as soon as it finds a matching order from a counter
party. SBTS electronically matches orders on a strict price/time priority and
hence cuts down on time, cost and risk of error, as well as on fraud resulting in
improved operational efficiency. It allows faster incorporation of price sensitive
information into prevailing prices, thus increasing the informational efficiency
of markets. It enables market participants to see the full market on real-time,
making the market transparent. It allows a large number of participants,
irrespective of their geographical locations, to trade with one another
simultaneously, improving the depth and liquidity of the market. It provides full
anonymity by accepting orders, big or small, from members without revealing
their identity, thus providing equal access to everybody. It also provides a
perfect audit trail, which helps to resolve disputes by logging in the trade
execution process in entirety.

Trading Rules: Regulations have been framed to prevent insider trading as well as
unfair trade practices. The acquisitions and takeovers are permitted in a well-
defined and orderly manner. The companies are permitted to buy back their
securities to improve liquidity and enhance the shareholders’ wealth.

Price Bands: Stock market volatility is generally a cause of concern for both
policy makers as well as investors. To curb excessive volatility, SEBI has
prescribed a system of price bands. The price bands or circuit breakers bring
about a coordinated trading halt in all equity and equity derivatives markets
nation-wide. An index-based market-wide circuit breaker system at three stages
of the index movement either way at 10%, 15% and 20% has been prescribed.
The movement of either S&P CNX Nifty or Sensex, whichever is breached
catlier, triggers the breakers. As an additional measure of safety, individual
scrip-wise price bands of 20% either way have been imposed for all securities
except those available for stock options.

Demat Trading: 'The Depositories Act, 1996 was passed to proved for the
establishment of depositories in securities with the objective of ensuring free
transferability of securities with speed, accuracy and security by (a) making
securities of public limited companies freely transferable subject to certain
exceptions; (b) dematerialising the securities in the depository mode; and
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(c) providing for maintenance of ownership records in a book entry form. In
order to streamline both the stages of settlement process, the Act envisages
transfer of ownership of securities electronically by book entry without making
the securities move from person to person. Two depositories, 27z. NSDL and
CDSL, have come up to provide instantaneous electronic transfer of securities.
At the end of March 2002, 4,172 and 4,284 companies were connected to
NSDL and CDSL respectively. The number of dematerialised securities
increased to 56.5 billion at the end of March 2002. As on the same date, the
value of dematerialsied securities was Rs. 4,669 billion and the number of
investor accounts was 4,605,588. All actively traded scrips are held, traded and
settled in demat form. Demat settlement accounts for over 99% of turnover
settled by delivery. This has almost eliminated the bad deliveries and associated
problems. To prevent physical certificates from sneaking into circulation, it has
been mandatory for all new IPOs to be compulsorily traded in dematerialised
form. The admission to a depository for dematerialisation of securities has been
made a prerequisite for making a public or rights issue or an offer for sale. It
has also been made compulsory for public listed companies making IPO of any
security for Rs. 10 crore or more to do the same only in dematerialised form.
Charges: A stock broker is required to pay a registration fee of Rs.5, 000 every
financial year, if his annual turnover does not exceed Rs. 1 crore. If the
turnover exceeds Rs. 1 crore during any financial year, he has to pay Rs. 5,000
plus one-hundredth of 1% of the turnover in excess of Rs.1 crore. After the
expiry of five years from the date of initial registration as a broker, he has to
pay Rs. 5,000 for a block of five financial years. Besides, the exchanges collect
transaction charges from its trading members. NSE levies Rs. 4 per lakh of
turnover.

The maximum brokerage a trading member can levy in respect of securities
transactions is 2.5% of the contract price, exclusive of statutory levies like SEBI
turnover fee, service tax and stamp duty. However, brokerage charges as low as
0.15% are also observed in the market.

Trading Cycle: Rolling settlement on T+3 basis gave way to T+2 from April
2003. The matket has moved close to spot/cash market.

Risk Management. To pre-empt market failures and protect investors, the
regulator/exchanges have developed a comprehensive risk management system,
which is constantly monitored and upgraded. It encompasses capital adequacy
of members, adequate margin requirements, limits on exposure and turnover,
indemnity insurance, on-line position monitoring and automatic disablement,
etc. They also administer an efficient market surveillance system to curb
excessive volatility, detect and prevent price manipulations. Exchanges have set
up trade/settlement guarantee funds for meeting shortages arising out of non-
fulfillment/partial fulfillment of funds obligations by the members in a
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settlement. A clearing corporation assures the counterparty risk of each
member and guarantees financial settlement in respect of trades executed on
NSE.

Government Securities: 'The reforms in the secondary market include Delivery
versus Payment system for settling scripless SGL transactions to reduce
settlement risks, SGL Account II with RBI to enable financial intermediaries to
open custody (Constituent SGL) accounts and facilitate retail transactions in
scripless mode, enforcement of a trade-for-trade regime, settlement period of
T+0 or T+1 for all transactions undertaken directly between SGL participants
and up to T+5 days for transactions routed through NSE brokers, routing
transactions through brokers of NSE, OTCEI and BSE, repos in all
government securities with settlement through SGL, liquidity support to PDs
to enable them to support primary market and undertake market making,
special fund facility for security settlement, etc. As part of the ongoing efforts
to build debt market infrastructure, two new systems, the Negotiated Dealing
System (NDS) and the Clearing Corporation of India Limited (CCIL)
commenced operations on February 15, 2002. NDS, interalia, facilitates screen
based negotiated dealing for secondary market transactions in government
securities and money market instruments, online reporting of transactions in
the instruments available on the NDS and dissemination of trade information
to the market. Government Securities (including T-bills), call money,
notice/term money, tepos in eligible securities, Commercial Papers and
Certificate of Deposits are available for negotiated dealing through NDS
among the members. The CCIL facilitates settlement of transactions in
government securities (both outright and repo) on Delivery versus Payment
(DoP-1I) basis which provides for settlement of securities on gross basis and
settlement of funds on net basis simultaneously. It acts as a central

counterparty for clearing and settlement of government securities transactions
done on NDS.

5.6.3 Derivatives Market

The trading in index futures commenced in June 2000, index options in June 2001,

stock options in July 2001 and stock futures in November 2001. The market design
for these products traded on NSE is presented in Table 5.5.

Trading in interest rate derivatives commenced June 2003. Interest Rate Futures

Contracts are contracts based on the list of underlying as may be specified by the

Exchange and approved by SEBI from time to time. Interest rate futures contracts

are available on Notional T- bills , Notional 10 year zero coupon bond and

Notional 10 year coupon bearing bond stipulated by the Securities & Exchange
Board of India (SEBI). The market design of these products traded on NSE is
presented in Table 5.6.
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Table 5.5: Contract Specification for Index & Stock Derivatives at NSE

Particulars Index Futures Stock Futures Index Options Stock Options

Security N FUTIDX | N FUTSTK N OPTIDX | N OPTSTK ---

Description NIFTY NIFTY

Underlying S&P CNX Nifty | Individual S&P CNX Nifty | Individual Securities
Index Securities Index

Style of NA NA European American

Option

Contract Size | 200 or multiples | Multiples of 100, | 200 or multiples | Multiples of 100, as
therof (minimum | as may therof  (minimum | may be specified by
value of Rs. 2 | specified by NSE | value of Rs. 21akh) | NSE

lakh)

Price Steps Rs. 0.05

Expiration 3 near months

Months

Trading A maximum of three month trading cycle - the near month (one), the next month
Cycle (two) and the far month (three). New contract is introduced on the next trading day

following the expiry of near month contract

Last Trading

Last Thursday of the expiry month or the preceding trading day, if last Thursday is a

/Expiration trading holiday
Day
Price Bands NA
No. of Strike NA NA Minimum of 5 (two | Minimum of 5 (two
Prices 'in the money', one | 'in the money', one
'at the money' and | 'at the money' and
two 'out of the | two 'out of the
money') for every | money') for every
option type (i.e. call | option type (i.e. call
and put) and put)
Strike  Price NA NA 10 Between 2.5 and 50
Interval depending on the
(in Rs.) price of underlying
Settlement In cash on T+1 | In cash on T+1 | In cash on T+1 | Daily settlement on
basis basis basis T+1 basis and final
settlement on T+2
basis
Daily Closing price of | Closing price of | Premium Value | Premium Value
Settlement futures contract | futures contract | (net) (net)
Price on trading day on trading day
Final Closing value of | Closing value of | Closing value of | Closing value of
Settlement undetlying index | undetlying index | such undetlying | such underlying
Price / security on the | / secutity on the | security (index) on | security (index) on
last trading day | last trading day | the last trading day | the last trading day
of the futures | of the futures | of the options | of the options
contract. contract. contract. contract.
Settlement Last trading day
Day
Margins Up-front initial margin on daily basis
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Table 5.6: Contract Specification for Interest Rate Derivatives at NSE

Contract Notional 10 year bond | Notional 10 year zero | Notional 91 day T-
underlying (6 % coupon ) coupon bond Bill
N FUTINT | N FUTINT
Contract descriptor %ﬁ}g;%g NSE10Y06 NSE10YZC NSETB91D
26JUN2003 26JUN2003
Contract Value Rs.2,00,000
Lot size 2000
Tick size Re.0.01
Expiry date Last Thursday of the month

The contracts shall be for a period of a maturity of one year with three
months continuous contracts for the first three months and fixed quarterly
contracts for the entire year.

Not applicable

As may be stipulated by NSCCL in this regard from time to time.

Contract months

Price limits
Settlement Price

5.7 Regulatory Framework

The four main legislations governing the securities market are: (a) the SEBI Act,
1992 which establishes SEBI to protect investors and develop and regulate
securities market; (b) the Companies Act, 1956, which sets out the code of conduct
for the corporate sector in relation to issue, allotment and transfer of securities, and
disclosures to be made in public issues; (c) the Securities Contracts (Regulation)
Act, 1956, which provides for regulation of transactions in securities through
control over stock exchanges; and (d) the Depositories Act, 1996 which provides
for electronic maintenance and transfer of ownership of demat securities.
Government has framed rules under the SCRA, SEBI Act and the Depositories
Act. SEBI has framed regulations under the SEBI Act and the Depositories Act for
registration and regulation of all market intermediaries, and for prevention of unfair
trade practices, insider trading, etc. Under these Acts, Government and SEBI issue
notifications, guidelines, and circulars which need to be complied with by market
participants. The SROs like stock exchanges have also laid down their rules of
game.

The responsibility for regulating the securities market is shared by Department of
Economic Affairs (DEA), Department of Company Affairs (DCA), Reserve Bank
of India (RBI) and SEBI. The activities of these agencies are co-ordinated by the
High Level Committee on Capital Markets. Most of the powers under the SCRA
are exercisable by DEA while a few others by SEBI. The powers of the DEA
under the SCRA are also con-currently exercised by SEBI. The powers in respect
of the contracts for sale and purchase of securities, gold related securities, money
market securities and securities derived from these securities and ready forward
contracts in debt securities are exercised concurrently by RBI. The SEBI Act and
the Depositories Act are mostly administered by SEBI. The rules and regulations
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under the securities laws are administered by SEBI. The powers under the
Companies Act relating to issue and transfer of securities and non-payment of
dividend are administered by SEBI in case of listed public companies and public
companies proposing to get their securities listed. The SROs ensure compliance
with their own rules as well as with the rules.

5.8 Research in Securities Market

In order to deepen the understanding and knowledge about Indian capital market,
and to assist in policy-making, SEBI has been promoting high quality research in
capital market. It has set up an in-house research department, which brings out
working papers on a regular basis. In collaboration with NCAER, SEBI brought
out a ‘Survey of Indian Investors’, which estimates investor population in India and
their investment preferences. SEBI has also tied up with reputed national and
international academic and research institutions for conducting research
studies/projects on vatious issues trelated to the capital market. In order to improve
market efficiency further and to set international benchmarks in the securities
industry, NSE administers a scheme called the NSE Research Initiative with a view
to develop an information base and a better insight into the working of securities
market in India. The objective of this initiative is to foster research, which can
support and facilitate (a) stock exchanges to better design market micro-structure,
(b) participants to frame their strategies in the market place, (c) regulators to frame
regulations, (d) policy makers to formulate policies, and (e) expand the horizon of
knowledge. The Initiative has received tremendous response.

5.9 Testing and Certification

The intermediaries, of all shapes and sizes, who package and sell securities,
compete with one another for the chance to handle investors/issuers’ money. The
quality of their services determines the shape and health of the securities market. In
developed markets and in some of the developing markets, this is ensured through
a system of testing and certification of persons joining market intermediaries in the
securities market.

A testing and certification mechanism that has become extremely popular and is
sought after by the candidates as well as employers is a unique on-line testing and
certification programme called National Stock Exchange’s Certification in Financial
Markets (NCFM). It is an on-line fully automated nation-wide testing and
certification system where the entire process from generation of question paper,
invigilation, testing, assessing, scores reporting and certifying is fully automated -
there is absolutely no scope for human intervention. It allows tremendous
flexibility in terms of testing centres, dates and timing and provides easy
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accessibility and convenience to candidates as he can be tested at any time and
from any location. It tests practical knowledge and skills, that are required to
operate in financial markets, in a very secure and unbiased manner, and certifies
personnel who have a proper understanding of the market and business and skills
to service different constituents of the market. It offers 9 financial market related
modules.

Model Questions

1. Over-the-counter market describes .

(a) trading that takes place off organised exchanges, usually over the telephone.
(b) trading that takes place in the organised exchanges.

(c) trading of derivatives.

(d) trading on Over The Counter Exchange of India

Ans. (a)

2. What is the estimated investor population in India in year 20007
(a) 0 to 15 million

(b) 15 to 30 million

(c) 30 to 50 million

(d) 50 to 100 million

Ans. (b)

3. Which of the following is not true about issue of securities?

(a) Issuers are required to comply with Disclosure and Investor Protection
guidelines and then access the market.

(b) The Disclosure and Investor guidelines contain a substantial body of
requitements for issuers/intermediaries, the broad intention being to ensure that all
concerned observe high standards of integrity and fair dealing.

(c) The Disclosure and Investor Protection guidelines aim to secure full disclosure
of relevant information about the issuer and the nature of the securities to be
issued so that investor can take an informed decision.

(d) The issue price of shares is determined by merchant banker in consultation with
SEBIL
Ans. (d)

4. Which of the following statements is wrong?

(a) The investors have the option of subscribing to securities in either physical
form or dematerialised form.

(b) All new IPOs are compulsorily traded in demat form.
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(c) Every public listed company making IPO of any security for Rs.10 crore or
above can do so only in demat form.
(d) All new IPOs are compulsorily made in demat form.

Ans. (d)

5. What is the difference between listed and permitted shares?

(a) Listed shares belong to public companies while permitted shares belong to
private companies.

(b) Shares of companies which have entered into a listing agreement with an
exchange are called listed, while shares permitted for trading without entering into a
listing agreement are called permitted shares.

(c) Listed shares are regulated by SEBI while permitted shares by Stock Exchanges.
(d) There is no difference.

Ans. (b)
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Chapter-6

Fundamental Valuation Concepts

6.1 Elementary Statistical Concepts

6.1.1 Mean
Mean is the arithmetic average of all the values in a data set. If there are 'N'

elements of data (Xi) in the data set, then the mean (}) is given by
X = XXi/N,wherei=1,2,3 .........n

Example 1: What is the average rate of return of XYZ if the returns during the
previous three years are 10%, 15% and 20%?
Average Return = (10% + 15% + 20%)/3
=15%
Therefore, average rate of return during previous three years of XYZ is 15%.

If there is a weightage/probability ‘P;” associated with an element X/, then the
weightage mean/expected value (X') is given by the equation
X = XP,*X,,wherei=1,2,3,.........n

Example 2: What is the expected return of XYZ if it has the probability of earning
returns as given below?

Probability (%) Return (%)

20 10
30 12
50 15
Expected value = (20%*10%) + (30%*12%) + (50%*15%)
= 13.10%

6.1.2 Geometric Mean

Geometric Mean (GM) is theoretically considered to be the best average in
measuring returns from securities. It is also considered more appropriate in
averaging ratios and percentages. It is defined as the n™ root of the product of 'N'
items. If there are two items, square root is taken; if there are three items, then
cube root and so on.

Symbolically,

GM = nV(XJ*(X)*(X)*...... (Xn)

where X; X, X; refer to the various items of the series.
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Example 3: What is the annual percentage rate of increase in security prices if it
increased @14% in 1999, 5% in 2000 and 2% in 2001?

Annual rate of increase = 3V1.14*1.05 & *1.02
= 1.0688 = 6.88%

6.1.3 Variance

The occurrence of an event may deviate from the mean or an expected value. The
spread of such occurrences around the expected value can be measured by
variance, which is given by the formula.

o’ = [ @P*X - X)), o
where 1 = (1, 2, 3, ..n), P= Probability of happening an event, and X = mean

Example 4: The return (X) on the security A can be either 10% with 55%
probability or 11% with 45% probability. What is the variance of returns?

=[P X- X))]
Here X = (0.10 * 0.55)+(0.11 * 0.45) = 0.1045 = 10.45%

Therefore, variance is given by
o® = (0.55* (10% - 10.45%)) + (0.45 * (11% - 10.45%)?)
= (0.55 * (- 0.45)%) + (0.45 * (0.55))
=0.02475 or 2.475%
Variance of the stock return is 2.475%.

6.1.4 Standard Deviation

The positive square root of variance is called Standard Deviation (G), which is also
the measure of risk.
In the previous example, the standard deviation is

c = 1.573%

6.1.5 Coefficient of Variation
It is relative measure of dispersion which gives us a feel about dispersion relative to

mean. It is expressed as standard deviation (G) as percentage of mean (}), that is,
Coefficient of Variation = (o/ X )*100

Example 5: Security A gives a return of 10% with a dispersion of 4%, while security
B gives a return of 18% with a dispersion of 6%. Which security is more risky?
Coefficient of Variation for Security A = (4/10)*100 = 0.40

Coefficient of Variation for Security B = (6/18)*100 = 0.33
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Therefore, the security A is more risky in relation to its return.

Example 6: Consider three portfolios (A, B, C) which have the following expected
returns and standard deviations.

Portfolio Expected Return (%) Standard deviation (%)
A 15 12

B 10 9

C 14 7

Which portfolio is most preferred by an investor?

Since the ratio of Expected return to the Standard Deviation of Portfolio C is
highest, the investor would prefer Portfolio C where ratio of Expected return to
the Standard Deviation.

6.1.6 Covariance
Covariance describes the nature of relationship between two variables. It is given
by the formula

Cov (X, Y) = {Z (X, — X) (Y,— Y)}/N where i = (1, 2, 3,.n)

6.1.7 Correlation Coefficient
Correlation coefficient describes the degree of relationship between the two
variables under consideration. It is given be the equation

p= Cov(X,Y)/ (ox*0y)

where 6 = Standard deviation of X
o, = Standard deviation of Y

It ranges between —1 and +1 (+1 perfectly correlated, 0 uncorrelated and —1
perfectly negatively correlated).

6.1.8 Normal Distribution

The stock price over a period of time tends to follow a pattern, which is similar to
the Normal Distribution. The mean of the sample data and the standard deviation
of the individual data points can define the Normal Distribution. The Normal
Distribution can be represented graphically by symmetric, bell shaped curve
described by mean and standard deviation.

If there is a 99% probability of an outcome occurring, then it will lie within *3c
deviation from the mean. At 95% probability, it will lie within 26 deviation from
the mean and at 66% probability, it will lie within *c deviation from the mean.
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Example 7: A stock is at Rs.1000 on day 1. The total risk 'c' of the stock is 3% per
day. What range of prices would be observed on day 2 with 99% probability?

At 99% probability, the value can lie anywhere between 36 from the mean

That is, the price can vary from 1000 — (3 * 3% * 1000) = 1000 — 90 = Rs.910

to 1000 + (3 * 3% * 1000) = 1000 + 90 = Rs.1090

Hence, the price can vary between Rs.910 to Rs.1090 on the next day.

6.2 Time Value of Money

Money has time value. A rupee is less valuable in the future than it is today. Time
value of money could be studied under the following heads:

(a) Future value of a single cash flow

(b) Future value of an annuity

(c) Present value of a single cash flow

(d) Present value of an annuity

6.2.1 Future Value of a Single Cash Flow
For a given present value (PV) of money, future value of money (FV) after a period
‘t’ for which compounding is done at an interest rate of t’, is given by the equation

FV =PV (1+1)

This assumes that compounding is done at discrete intervals. However, in case of
continuous compounding, the future value is determined using the formula

FV = PV *¢"

where the compounding factor is calculated by taking natural logarithm (log to
base).

Example 8: Calculate the value 5 years hence of a deposit of Rs.1,000 made today if
the interest rate is 10%.

By discrete compounding

FV = 1,000 * (1+0.10)> = 1,000 * (1.1)> = 1,000 * 1.61051 = Rs.1,610.51

By continuous compounding:

FV = 1,000 * ¢ “'*"2 = 1,000 * 1.648721 = Rs.1,648.72

Example 9: Find the value of Rs. 50,000 deposited for a period of 3 years at the

end of the period when the interest is 10% and continuous compounding is done.
Future Value = 50,000* ¢*(0.01*¥10*3) = Rs. 67,493.00
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The future value (FV) of the present sum (PV) after a period ‘¢ for which
compounding is done ‘m’ times a year at an interest rate of °t’, is given by the
equation

FV =PV (1+(t/m))"mt

Example 10: How much does a deposit of Rs. 5,000 grow to at the end of 3 years,
if the nominal rate of interest is 10 % and compounding is done quarterly?
Future value = 5,000 * (1 + 0.10/4)"(4*3)) = Rs.6,724.45

6.2.2 Future Value of an Annuity
The future value (FV) of a uniform cash flow (CF) made at the end of each period
till the time of maturity ‘t’ for which compounding is done at the rate r’ is given by
FV = CP*(1+1)"" + CF*(1+1)" + ... + CF*(1+1)'+CF
= CF [{(1+1) - 1} / 1

Example 11: Suppose, you deposit Rs. 1,000 annually in a bank for 5 years and your
deposits earn a compound interest rate of 10 per cent, what will be value of this
series of deposits (an annuity) at the end of 5 years? Assume that each deposit
occurs at the end of the year.

Future value of this annuity is:

=Rs.1000%(1.10)* + Rs.1000%(1.10)> + Rs.1000%(1.10)* + Rs.1000%(1.10) + Rs.1000
=Rs.1000%(1.4641)+Rs.1000%(1.3310)+Rs.1000%(1.2100) +Rs.1000%(1.10)+Rs.1000
= Rs. 6,105.00

In case of continuous compounding, the future value of annuity is determined
using the formula FV =CF * (¢"-1)/r

6.2.3 Present Value of a Single Cash Flow
Present value of (PV) of the future sum (FV) to be received after a period ‘t’ for
which discounting is done at an interest rate of t’, is given by the equation

In case of discrete discounting: PV =FV / (1+1)'

Example 12: What is the present value of Rs.1,000 payable 3 years hence, if the
interest rate is 12 % p.a.
PV =1000/ (1.12)* ie. = Rs.711.78

In case of continuous discounting: ~ PV = FV *¢™

Example 13: What is the present value of Rs. 50,000 receivable after 3 years at a
discount rate of 10% under continuous discounting?
Present Value = 50,000/ (exp”(0.01*¥10*3)) = Rs. 37,041.00
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6.2.4. Present Value of an Annuity
The present value of annuity is the sum of the present values of all the cash
inflows/outflows.

Present value of an annuity (in case of discrete discounting)
PV =FV [{(1+0)" -1}/ {£* (1+10)'}]

Present value of an annuity (in case of continuous discounting)
PV, =FV *(1-e")/r

6.3 Understanding Financial Statements

Balance Sheet and Profit & Loss Account.

Accounting is a system of collecting, summarizing, analyzing and reporting in
monetary terms, financial status of an organization. The end product of the
financial accounting is the financial statements consisting of Balance Sheet and
Profit & Loss Account.

As the name suggests, balance sheet provides information about financial position
of a firm at a particular point of time. On the other hand, Profit & Loss Account of
a firm portrays as a flow statement, the results of operations over a specified period
of time (usually accounting year, April-March). The Balance Sheet contains
information pertaining to firm’s assets, liabilities and shareholders’ equity whereas
Profit & Loss Account summarizes the revenue items, the expense items and the
difference between the two (net income) for an accounting period.

Mere statistics/data presented in the different financial statements do not reveal the
true picture of a financial position of a firm. Propetly analyzed and interpreted
financial statements can provide valuable insights into a firm’s performance. To
extract the information from the financial statements. A number of tools are used
to analyse these statements. The popular tools are:

1. Comparative Financial Statements,

2. Common sized Statements, and

3. Ratio Analysis.

6.3.1 Comparative Financial Statements
This involves putting statements for two periods/organizations in a comparative
form and indicating differences between them in terms of rupees and percentages.

Example 14: Financial statement of XYZ Ltd. for the years 2000 and 2001 are
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compared as under:

Particulars Amount (in Rs. Lakh) Increase/Decrease
2000 2001 Amount %
Equity Share Capital 15.00 15.00 - -
Debentures 9.00 6.00 (-) 3.00 () 33.33
Current Liabilities 10.00 10.50 (+) 0.50  (+) 5.00
Land and Building 13.00 13.00 - -
Investments 8.00 10.00 (+) 2.00 (+) 25.00
Current Assets 13.00 8.50 (-) 4.50 (-) 34.62

6.3.2 Common Size Statements

This involves putting statements for two years/organizations in a comparative
form, where the items appear in percentage to total, rather than in absolute rupee
form. This indicates relative importance of each item in the total and significant
changes in the composition of the items.

Example 15: Common size statement of ABC Ltd. for the years 2000 and/ 2001 is

as under:

Particulars Amount (in Rs. T.akh) Percentage
2000 2001 2000 2001

Equity Share Capital 15.00 15.00 4411 47.62
Debentures 9.00 6.00 26.47 19.05
Current Liabilities 10.00 10.50 29.42 33.33
Land and Building 13.00 13.00 38.23 41.27
Investments 8.00 10.00 23.53 31.75
Current Assets 13.00 8.50 38.24 26.98

6.3.3 Ratio Analysis

A ratio is a numerical relationship between two numbers (in financial statements) in
terms of proportion, rate or percentage. The popular ratios are discussed in the
following paragraphs:

6.3.3.1 Return for shareholders. A common (equity) shareholder has only a residual
claim on profits and assets of a firm, ie., only after claims of creditors and
preference shareholders are fully met, the equity shareholders receive a distribution
of profits or assets on liquidation. A measure of his well being is reflected by return
on equity. There are several measures to calculate return on shareholders’ equity:

(a) Earnings Per Share (EPS): EPS measures the profit available to the equity
shareholders on a per share basis, that is, the amount that they can get on every
share held. It is calculated by dividing the profits available to the shareholders by
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number of outstanding shares. The profits available to the ordinary shareholders
are arrived at by net profits after taxes and preference dividend.
EPS = Net profit after tax/number of ordinary shares outstanding
(b) Dividend Yield: Dividend Yield is closely related to EPS. While the EPS is based
on book value per share, the yield is expressed in terms of the market value per
share. The dividend yield is calculated by dividing the cash dividends per share
(DPS) by the market value per share, (not price actually paid by investors), i.e.,
Dividend yield = Dividend per share/Market Price per share * 100
(¢) Price to Earnings Ratio: The P/E ratio reflects the price cutrently being paid by the
market for each rupee of currently reported EPS. It measures investors’
expectations and market appraisal of the performance of a firm. It is defined as:
Price to Earning Ratio = Market Price of share/EPS
(d) Return on Equity: It reflects the rate of return which a firm is able to generate on
equity. This is found out by:
Return on Equity = Net income after tax/Equity
where Equity = Equity Share Capital + Reserves and Surplus
(¢) Debt to Equity Ratio. The Debt to Equity Ratio is the ratio of debt (liabilities) to
the share capital plus reserves and surplus (Networth). It is also known as Financial
Leverage Ratio. It is defined as:
Debt to Equity Ratio = Debt/ Equity
Higher ratio implies greater financial risk (on account of interest payment).
Therefore, for a newly set up firms equity finance is preferred to debt finance.

6.3.3.2 Ratuos for short-term creditors. A short-term creditor is interested in near term
prospects of having his dues paid in time. He looks at the following ratios:

(a) Current Ratio. 1t is the most popularly used ratio to judge liquidity of a firm. It is
defined as the ratio between current assets and current liabilities i.e.

Current Ratio = Current Assets/Current Liabilities

Current Assets include cash, debtors, marketable securities, bills receivable,
inventories, loans and advances, and prepaid expenses, while Current Liabilities
include loans and advances (taken), creditors, bills payable, accrued expenses and
provisions.

It measures a firm’s ability to meet short term obligations. The higher the current
ratio, the more is the firm’s ability to meet current obligations, and greater is the
safety of funds of short term creditors.

A current ratio of 1.5:1 implies that for every one rupee of current liability, current
assets of one-and-half rupees are available to meet the obligation.

(b) Acid-Test Ratio (Quick Ratio). Though higher current ratio implies the greater
short term solvency of the firm, the break up of the current assets is very important
to assess the liquidity of a firm. A firm with a large proportion of current assets in
the form of cash and accounts receivable is more liquid than a firm with a high
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proportion of inventories even though two firms might have the same ratio. A
more tigorous way to ascertain a firm's liquidity is found out by acid-test/quick
ratio. Inventory and prepaid expenses are excluded from the current assets, leaving
only the more liquid assets to be divided by current liabilities. It is found by:
Acid-Test Ratio

= Current Assets - (Inventory + Prepaid Expenses)/Curtrent Liabilities

6.3.3.3 Ratios for Efficiency. More popularly known as activity ratios or asset
management ratios which help measure how efficiently the assets are employed by
a firm under consideration. Some of the important turnover ratios are:
(a) Inventory Turnover Ratio. It measures how many times a firm's inventory has been
sold during a year. It is found by:
Inventory Turnover Ratio = Cost of Goods Sold/Inventory
Where, Cost of Goods Sold means sales minus gross profit and ‘Inventory’ implies
stock of goods at the end of the year. This ratio reflects the efficiency of inventory
management. The higher the ratio, the more efficient the inventory management
(i.e. how quickly/fast the inventory is sold. A high ratio is considered good from
the view point of liquidity and vzce versa.
(b) Average Collection Period. Average collection period represents the number of days
taken to collect an account. It is defined as:
Average Collection Period
=Average Accounts Receivable/Average Daily Credit Sales
(¢c) Fixed Assets Turnover Ratio. This ratio is used to measure the efficiency with
which fixed assets are employed. A high ratio indicates an efficient use of fixed
assets. Generally this ratio is high when the fixed assets are old and substantially
depreciated.
Fixed Assets Turnover Ratio = Net Sales/Average Net Fixed Assets
(d) Gross Profit Ratio. 1t is defined as ratio between gross profit to net sales i.e.
Gross Profit Ratio = Gross Profit/Net Sales
Where, Gross Profit is defined as the difference between net sales and the cost of
the goods sold.
(e) Net Profit Ratio. 1t is defined as ratio between net profit to net sales i.e.
Net Profit Ratio = Net Profit/Net Sales
This ratio shows the profits left for shareholders as a percentage of net sales. It
measures the overall efficiency of production, administration, selling, financing,
pricing and tax management.

215



Example 16: from the following Balance Sheet and Profit & Loss Account of XYZ

Co. Ltd., calculate the relevant ratios:
Balance Sheet of XYZ Co. Ltd
as on March 31, 2000

(Rs. in Crore)

Liabilities Amount Assets Amount
Share Capital 10.00  Fixed Assets (net) 34.00
(1,00,00,000 equity shares
of Rs.10 each)
Reserves & Surplus 15.20 Current Assets: 23.40
Secured Loans 14.30 Cash & Bank 0.20
Unsecured Loans 16.90 Debtors 11.80
Current Liabilities & 10.50 Inventories 10.60
Provisions
Pre-paid expenses 0.80
Investments 10.50
Total 67.90 Total 67.90

Profit and Loss Account of XYZ Co. Ltd
for the year ending March 31, 2000

(Rs. in Crore)

Particulars Amount Particulars Amount
Opening Stock 8.00 Sales (net) 70.10
Purchases 44.70  Closing Stock 10.60
Wages and Salaries 6.80
Other Mfg. Expenses 6.30
Gross Profit 14.90
Total 80.70 Total 80.70
Administrative and 1.20 Gross Profit 14.90
Personnel Expenses
Selling and  Distribution 1.80
Expenses
Depreciation 3.00
Interest 2.10
Net Profit 6.80
Total 14.90 Total 14.90
Income Tax 3.50 Net Profit 6.80
Equity Dividend 2.00
Retained Earning 1.30
Total 6.80 Total 6.80
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Market price per equity share - Rs. 20.00
Ratios for XYZ Limited are computed as under:

EPS = Net profit after tax/number of ordinary shares outstanding
=3.30/1.00 = Rs. 3.30 per shate

Dividend yield = Dividend per share/Market Value per share * 100
= 2.00/20.00 * 100 = 10.00%

Price to Earning Ratio = Market Price of Share/EPS.
= 20.00/3.30 = Rs. 6.06

Return on Equity = Net income after tax/Equity
= 3.30/(10.00+15.20) * 100 = 13.09%

Debt to Equity Ratio = Debt/ Equity
= (14.30+16.90)/(10.00+15.20) = 1.24

Current Ratio = Current Assets / Current Liabilities
= 23.40/10.50 = 2.29

Quick Ratio = Quick Assets / Current Liabilities
= (0.20+11.80)/10.50 = 12.00/10.50 = 1.14

Inventory Turnover Ratio = Cost of goods sold/Inventory
= 55.20/10.60 = 5.20

Average Collection period = Receivables / Average Sales per day
=11.80/70.1*¥1/360 = 61 days

Fixed Assets Turnover ratio = Net Sales / Fixed Assets
=70.10/34.00 = 2.06

Gross Profit Ratio = Gross Profit/Net Sales
=14.90/70.10 * 100 = 21%

Net Profit Ratio = Net Profit / Net Sales
= 6.80/70.10 * 100 = 9.70 %
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6.4 Equity Research

For the purpose of equity research, numerous data sources like annual reports of
companies, stock exchange publications, CMIE publications, RBI Economic
Statistics, financial magazines, brochures, brokerage research publications,
information from various credit rating agencies, are used apart from on-line data
sources. The prominent on-line data sources are: Bloomberg, Reuters, Bridge
Indian Quotation Systems Pvt. Ltd., Asian CERC Information Technology Ltd.,
etc.

NSE provides a lot of data useful for research. It produces one CD for each month
of the operations of NSE. Each CD is identified by the name of the starting
directory in yyyymm format. The CD has following directories:

(a) Bhav Copy: Summary information about each security for each day.

(b) Index: Information about stock market indexes.

(c) Snapshots: Snapshots of the limit order book at many time points in a day, and

(d) Trades: A database of every single trade that takes place.

6.4.1 Bhav Copy Database

The bhav copy database contains a directory structure where the date is represented
as yyyymmdd. This gives one file for each trading day. The lines in this file have 11
tields per line, delimited by the pipe “|” character. This provides details like Open
Price, High Price, Low Price, Closing Price, LLast Traded Price, Traded Quantity,
Value of shares traded, Number of trades and Corporate Action flags for each
security for everyday.

6.4.2 Index Database

The Index directory contains databases connected with stock market indices. Both
end-of-day and intra-day information is available. This also provides index
movement from second to second. The intra-day files show a fresh calculation of
the market index every time a trade takes place in a given second, so multiple
records are found for the same second. Three indices are covered: S&P CNX
Nifty, CNX Nifty Junior and S&P CNX Defty. These are found in directories
called Nifty, Junior and Defty. S&P CNX Nifty is the main stock market index in
India; it is composed of the top fifty highly liquid stocks in India which make up
roughly half of the market capitalization of India. CNX Nifty Junior is the second
tire of 50 less liquid stock, accounting for around 10% of market capitalization of
India. S&P CNX Nifty and CNX Nifty Junior are always disjoint sets: there is
never any common index member. Defty is the same as Nifty, expressed in dollar
terms.
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6.4.3 Order Book Snapshots Database

NSE is a limit order book market, also known to economists as the ‘Open
electronic limit order book market' (OELOB) or to practitioners as a market based
on ‘electronic order matching’. The order book snapshots are stored in a directory
and have names hhmmss.gz to convey the time the snapshots were taken. These
files are databases with one record per line and each record pertains to one limit
order. The files are sorted by price. The main fields per record are Order ID
number, Symbol, Series, Quantity, Price, Time stamp, Buy/Sell, Day flags, Quantity
flags, Price flags, Book type, Minimum Fill Quantity, Quantity Disclosed and Date
of GTD.

6.4.4 Trades Database

Trades database is about every trade that take place in the exchange. This
information is kept in a distinct file. The main fields available are Trade ID
number, Symbol, Series, Timestamp, Price and Quantity traded.

Model Questions

1. A balance sheet of a firm provides information about:

(a) financial position of a firm for a period.

(b) financial position of a firm at a particular point of time.
(c) operational position of a firm at a particular point of time.
(d) operational position of a firm for a period.

Ans. (b)

2. Dividend yield is given by:

(a) Dividend per share / Market Value per share * 100.

(b) Net profit available to equity shareholders / Matket Value per share * 100.
(c) Dividend per share / Face Value per share * 100.

(d) Net profit available to equity shareholders / Face Value per share * 100.
Ans. (a)

3. Acid Test Ratio of a firm is given by:

(a) Current Assets /Total Liabilities

(b) Cutrent Assets-(Inventory+Prepaid Expenses)/ Cutrent Liabilities.
(c) Total Assets / Total Liabilities.

(d) Current Assets / Current Liabilities

Ans. (b)

4. Inventory Turnover Ratio is given by:
(a) Cost of Goods Sold/Inventory
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(b) Cost of Goods Sold/Sales
(c) Putrchses/Inventory

(d) Sales/Inventory

Ans. (a)

5. Snapshots database of NSEIL provides .

(a) summary information about each security for each day.

(b) information about stock market indexes.

(c) snapshots of the limit order book at many time points in a day.
(d) a database of every single trade that takes place

Ans. (c)

6. Calculate the value 5 years hence of a deposit of Rs. 1,000 made today if the
interest rate is 8% (compounded annually).

(2) Rs. 1,400.00

(b) Rs. 1,469.30

(c) Rs. 1,000.00

(d) Rs. 1,040.00

Ans. (b)

Computation:
FV = 1,000 * (1+O.08)5 = 1,000 * (1.08)5 = 1,000 * 1.4693 = Rs.1,469.30

7. Suppose, you deposit Rs. 2,000 annually in a bank for 5 years and your deposits
earn a compound interest rate of 10 per cent. What will be value of this series of
deposits (an annuity) at the end of 5 years? Assume that each deposit occurs at
the end of the year.

(a) Rs. 12,210.00

(b) Rs. 11,105.00

() Rs.11,000.00

(d) Rs. 10,000.00

Ans. (a)

Computation:

Future value of this annuity is:

=Rs.2000%(1.10)* + Rs.2000%(1.10)” + Rs.2000%(1.10)* + Rs.2000%(1.10) + Rs.2000

=Rs.2000%(1.4641)+Rs.2000%(1.3310)+Rs.2000%(1.2100) +Rs.2000*(1.10) +Rs.2000

=Rs. 12,210.00

8. What is the present value of Rs.1,000 payable 3 years hence, if the interest
rate 1s 10 % p.a.

(a) Rs. 715.31

(b) Rs. 1,100.00
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(c) Rs. 1,000.00

(d) Rs. 751.31

Ans. (d)

Present Value = 1000 / (1.10)* ie. = Rs. 751.31
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