



Securities and Compliance Law

  
Q. 1
Explain the Powers and Role of SEBI?


Section 11 of the SEBI Act, 1992 lays down that it shall be the duty of SEBI to protect the interests of the
investors in securities and to promote the development of, and to regulate the securities markets by such
measures as it thinks fit. These measures would include:
(a) regulating the business in stock exchanges and any other securities markets;
(b) registering and regulating the working of primary and secondary market intermediaries;
(c) registering and regulating the working of the depositories, participants, custodians of securities, foreign institutional investors, credit rating agencies;
(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 takeover 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;
Q.2
Explain the relation between securities market and economic growth?


• A well functioning securities market is conducive to sustained economic growth.
• The securities market fosters economic growth to the extent that it-(a) augments the quantities of real savings and
  capital formation from any given level of national income, (b) increases net capital inflow from abroad, (c) raises
  the productivity of investment by improving allocation of investible funds, and (d) reduces the cost of capital.
• It is reasonable to expect savings and capital accumulation and formation to respond favorably to developments   in securities market.
• International Linkage: The securities market facilitates the internationalisation of an economy by linking it with
  the rest of the world. This linkage assists through the inflow of capital in the form of portfolio investment.  Moreover, a strong domestic stock market performance forms the basis for well performing domestic corporate to
  raise capital in the international market.
• Improved Investment Allocation: Any financial development produces allocational improvement over a system
  of segregated investment opportunities. The benefits of improved investment allocation is such that Mc Kinnon
  defines economic development as reduction of the great dispersion in social rate of return to existing and new
  investments under domestic entrepreneurial control.
• Standardised products and reduction in costs: In as much as the securities market enlarges the financial sector,
  promoting additional and more sophisticated financing, it increases opportunities for specialisation, division of
  labour and reductions in costs in financial activities. The securities market and its institutions help the user in many ways to reduce the cost of capital. They provide a convenient market place to which investors and issuers of
  securities go and thereby avoid the need to search a suitable counterpart.
• Developmental benefits
  1. The securities market provides a fast-rate breeding ground for the skills and judgement needed for entrepreneurship, risk bearing, portfolio selection and management.
  2. An active securities market serves as an ‘engine’ of general financial development and may, in particular,
  accelerate the integration of informal financial systems with the institutional financial sector. Securities directly
  displace traditional assets such as gold and stocks of produce or, indirectly, may provide portfolio assets for unit
  trusts, pension funds and similar FIs that raise savings from the traditional sector.
  3. The existence of securities market enhances the scope, and provides institutional mechanisms, for the operation of monetary and financial policy.
Q. 3
Short notes on Composition of SEBI and SAT.
Composition of SEBI
• SEBI is a body corporate having perpetual succession and a common seal with power to acquire, hold and
   dispose of property, both movable and immovable and to contract, sue and be sued in its own name.
• SEBI has its Head Office at Mumbai and has powers to establish its offices at other places in India. SEBI presently has offices also in Kolkata, New Delhi, Chennai and Ahemedabad.
• SEBI Board shall consist of the following members, namely:
   (a) a Chairman;
   (b) two members from amongst the officials of the Ministry of the Central Government dealing with Finance and
   administration of the Companies Act, 1956;
   (c) one member from amongst the officials of the Reserve Bank;
   (d) five other members of whom at least three shall be the whole time members,
   to be appointed by the Central Government.
• 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, economics, accountancy, administration or in any other discipline which, in the opinion of the Central Government, shall be useful to SEBI.
Composition of SAT
• The Securities Appellate Tribunal shall consist of a Presiding Officer and two other members to be appointed by  the Central Government by notification.
• A person shall not be qualified for appointment as the Presiding Officer of Securities Appellate Tribunal unless he
   is a sitting or retired Judge of the Supreme Court or a sitting or retired Chief Justice of a High Court. It has also
   been prescribed that the presiding officer of the Securities Appellate Tribunal shall be appointed by the Central
   Government in consultation with chief justice of India or his nominee.
• A person shall not be qualified for appointment as a member of Securities Appellate Tribunal unless he is a person of ability, integrity and standing who has shown capacity in dealing with problems relating to securities market and has qualification and experience of corporate law, securities laws, finance, economics or accountancy.
• The Presiding Officer and every other member of Securities Appellate Tribunal shall hold office for a term of five
   years from the date he enters upon his office and is eligible for reappointment.
• It has also been provided that the person attaining the age of 68 years cannot hold office as the presiding officer of Securities Appellate Tribunal. Also a person who has attained the age of 62 years cannot hold office as member of Securities Appellate Tribunal.
Q.4
Distinguish between Commercial Paper and Certificate of Deposit?
• A Certificate of Deposit (CD) is a time deposit, financial product commonly offered to consumers by banks. In case of CDs the banks issue a certificate for a deposit made, such certificate is transferable, i.e. holder of CD is holder of deposit. Commercial Paper, on the other hand, is a money-market security issued (sold) by large banks and corporations to get money to meet short term debt obligations , and is only backed by an issuing bank or corporation's promise to pay the face amount on the maturity date specified on the note.
• Commercial paper is usually sold at a discount from face value, and carries shorter repayment dates than
bonds. The longer the maturity on a note, the higher the interest rate the issuing institution must pay. Interest rates fluctuate with market conditions, but are typically lower than banks rates. They normally give a higher return than Bank term deposit, and are rated by approved rating agencies (e.g. CARE, ICRA, CRISIL, and FITCH) which considerably enhance their tradability in the secondary market, depending upon demand.
• Commercial Paper is issued only through the bankers who have sanctioned working capital limits to the company.
  It is counted as a part of working capital. Unlike public deposit, commercial paper really cannot augment working
  capital resources. There is no increase in the overall short term borrowing facilities. CDs can be issued to
  individuals, corporations, trusts, funds and associations. NRIs can also subscribe to CDs, but on non-repatriable
  basis only. In secondary market such CDs cannot be endorsed to another NRI. They are issued at a discount rate

   freely determined by the issuer and the market / investors.

• Commercial Paper is issued in denominations of Rs. 5 lakhs. But the minimum lot or investment is Rs 25 lakhs
   (face value) per investor. The secondary market transactions can be for Rs.5 lakhs or multiples thereof. CDs are
   issued in denominations of Rs.1 Lac and in the multiples of Rs. 1 Lac thereafter.
Q. 5
Short notes on Tracking stocks and Disaster bonds?


Tracking stocks
• A tracking stock is a security issued by a parent company to track the results of one of its subsidiaries or lines of
  business; without having claim on the assets of the division or the parent company.
• It is also known as "designer stock". When a parent company issues a tracking stock, all revenues and expenses of the applicable division are separated from the parent company's financial statements and bound to the tracking
  stock. Oftentimes, this is done to separate a subsidiary's high-growth division from a larger parent company that is
  presenting losses.
• The parent company and its shareholders, however, still control the operations of the subsidiary.
• Example - QQQQ, which is an exchange-traded fund that mirrors the returns of the NASDAQ 100 index.

Disaster bonds
• Also known as Catastrophe or CAT Bonds, Disaster Bond is a high-yield debt instrument that is usually insurance
   linked and meant to raise money in case of a catastrophe. It has a special condition that states that if the issuer
   (insurance or Reinsurance Company) suffers a loss from a particular pre-defined catastrophe, then the issuer's
   obligation to pay interest and/or repay the principal is either deferred or completely forgiven.
• Example - Mexico sold $290 million in catastrophe bonds, becoming the first country to use a World Bank program that passes the cost of natural disasters to investors. Goldman Sachs Group Inc. and Swiss Reinsurance Co. managed the bond sale, which will pay investors unless an earthquake or hurricane triggers a transfer of the funds to the Mexican government.
Q. 6
What do mean by participatory notes?

• Also referred to as "P-Notes" Financial instruments used by investors or hedge funds that are not registered
  with the Securities and Exchange Board of India to invest in Indian securities.
• Indian-based brokerages buy India-based securities and then issue participatory notes to foreign investors. Any
  dividends or capital gains collected from the underlying securities go back to the investors.
• These are issued by FIIs to entities that want to invest in the Indian stock market but do not want to register
  themselves with the SEBI.
• RBI, which had sought a ban on PNs, believes that it is tough to establish the beneficial ownership or the identity of ultimate investors.
• PNs can be misused for money laundering.
Q.7
Short note on Money market mutual funds?

• A money market fund is a mutual fund that invests solely in money market instruments. Money market instruments are forms of debt that mature in less than one year and are very liquid. Treasury bills make up the bulk of the money market instruments. Securities in the money market are relatively risk-free.
• Money market funds are generally the safest and most secure of mutual fund investments. The goal of money-
  market fund is to preserve principal while yielding a modest return by investing in safe and stable instruments
  issued by governments, banks and corporations etc.
Q.8
Short notes on Exchange Traded Funds, Hedge Funds & Fund of Funds?


Exchange Traded Funds
• An exchange-traded fund (or ETF) is an investment vehicle traded on stock exchanges, much like stocks.
• An ETF holds assets such as stocks or bonds and trades at approximately the same price as the net asset value of its underlying assets over the course of the trading day.
• Most ETFs track an index, such as the S&P 500 or MSCI EAFE. ETFs may be attractive as investments because of their low costs, tax efficiency, and stock-like features, and single security can track the performance of a growing

  number of different index funds (currently the NSE Nifty)
• An Index fund selects a market index and makes investments in the basket of stocks drawn from the constituents of that index. The fund may invest in any or all of the stocks constituting that index but not necessarily in the same proportion. Only large institutional investors actually buy or sell shares of ETF.
• Advantages of ETFs
    (a) Trading flexibility
    (b) Costs
    (c) Better Performance
    (d) Tax efficiency
    (e) Short selling permitted
• Disadvantages of ETFs
    (a) Commissions are an added cost.
    (b) Only institutions and the extremely wealthy can deal directly with the ETF.
    (c) They don’t trade at the NAV of their underlying holdings.

Hedge Funds
• A hedge fund is an investment fund open to a limited range of investors that undertakes a wider range of investment and trading activities in both domestic and international markets, and that, in general, pays a performance fee to its investment manager.
• Every hedge fund has its own investment strategy that determines the type of investments and the methods of
  investment it undertakes. Hedge funds, as a class, invest in a broad range of investments including shares, debt and commodities.
• As the name implies, hedge funds often seek to hedge some of the risks inherent in their investments using a variety of methods, with a goal to generate high returns through aggressive investment strategies, most notably short selling, leverage, program trading, swaps, arbitrage and derivatives.
• Legally, hedge funds are most often set up as private investment partnerships that are open to a limited number of investors and require a very large initial minimum investment.
• Investments in hedge funds are illiquid as they often require investors keep their money in the fund for at least one year.
Fund of Funds
• A "fund of funds" (FoF) is an investment strategy of holding a portfolio of other investment funds rather than
  investing directly in shares, bonds or other securities. This type of investing is often referred to as multi-manager
  investment.
• A fund of funds allows investors to achieve a broad diversification and an appropriate asset allocation with
  investments in a variety of fund categories that are all wrapped up into one fund.
Q.9
Short notes on Secured premium notes and Derivatives?

SPN is a secured debenture redeemable at premium issued along with a detachable warrant, redeemable after a
   notice period, say four to seven years.
• The warrants attached to SPN gives the holder the right to apply and get allotted equity shares; provided the SPN is fully paid.
• There is a lock-in period for SPN during which no interest will be paid for an invested amount.
• The SPN holder has an option to sell back the SPN to the company at par value after the lock in period. If the
   holder exercises this option, no interest/ premium will be paid on redemption.
• In case the SPN holder holds it further, the holder will be repaid the principal amount along with the additional
   amount of interest/ premium on redemption in instalments as decided by the company.
• The conversion of detachable warrants into equity shares will have to be done within the time limit notified by the
   company.
• Example -TISCO issued warrants for the first time in India in the year 1992 to raise ` 1212 crore.
Derivatives
• A derivative is a financial instrument whose characteristics and value depend upon the characteristics and value of some underlying asset typically commodity, bond, equity, currency, index, event etc.
• Advanced investors sometimes purchase or sell derivatives to manage the risk associated with the underlying
  security, to protect against fluctuations in value, or to profit from periods of inactivity or decline.
• Derivatives are often leveraged, such that a small movement in the underlying value can cause a large difference in the value of the derivative.
•Derivatives are usually broadly categorised by:
    (a) The relationship between the underlying and the derivative (e.g. forward, option, swap)
    (b) The type of underlying (e.g. equity derivatives, foreign exchange derivatives and credit derivatives)
    (c) The market in which they trade (e.g., exchange traded or over-the-counter)
Q.10
Short note on Mortgage backed securities?


• Mortgage backed security is a type of asset-backed security, basically a debt obligation that represents a
  claim on the cash flows from mortgage loans, most commonly on residential property.
• Mortgage backed securities represent claims and derive their ultimate values from the principal and payments on
  the loans in the pool.
• These payments can be further broken down into different classes of securities, depending on the riskiness of
  different mortgages as they are classified under the MBS.
• Characteristics:
    (a) Mortgage originators to refill their investments
    (b) New instruments to collect funds from the market, very economic and more effective
    (c) Conversion of assets into funds
    (d) Financial companies save on the costs of maintenance of the assets and other costs related to assets, reducing overheads and increasing profit ratio.
Q.11
Short note on the rating process followed by credit rating agencies?


•Request for rating assignment from an issuer
•Appointment of analytical group or rating team
•Conducting basic research
•Meeting with the management of the issuer
•Rating committee
•Analysis and preparation of report
•Preview meeting
•Rating meeting
•Assign rating
•Rating notification of the issuer
•Assignment of rating
•Surveillance of rating
Q.12
What are the factors considered by rating agencies for rating?
· Industry risk
· Company’s industry and market position
· Operating efficiencies
· Accounting quality
· Financial flexibility
· Earnings protection
· Financial leverage
· Cash flow adequacy
· Management Evolution
Q.13
Short notes on Merchant Bankers and Registrar & Share Transfer Agents?


Merchant Bankers
• In terms of SEBI’s directions, merchant bankers shall only undertake the following activities:
  a) Managing of public issue of securities;
  b) Underwriting connected with the aforesaid public issue management business;
  c) Managing/Advising on international offerings of debt/equity i.e. GDR, ADR, bonds and other instruments;
  d) Private placement of securities;
  e) Primary or satellite dealership of government securities;
  f) Corporate advisory services related to securities market including takeovers, acquisition and disinvestment;
  g) Stock broking;
  h) Advisory services for projects;
  i) Syndication of rupee term loans;
  j) International financial advisory services.
• Regulation 3 of SEBI (Merchant Bankers) Regulations, 1992 lays down that an application by a person
  desiring to become merchant banker shall be made to SEBI in the prescribed form seeking grant of a
  certificate.
• Eligibility Criteria:
  a) the applicant shall be a body corporate other than a non-banking financial company;
  b) the applicant has the necessary infrastructure like adequate office space, equipments and manpower to
      effectively discharge his activities;
  c) the applicant has in his employment a minimum of two persons who have the experience to conduct the business of the merchant banker;
  d) a person directly or indirectly connected with the applicant has not been granted registration by SEBI;
  e) the applicant fulfills the capital adequacy requirement;
  f) the applicant, his partner, director or principal officer is not involved in any litigation connected with the
      securities market which has an adverse bearing on the business of the applicant;
  g) the applicant, his director, partner or principal officer has not at any time been convicted for any offence
      involving moral turpitude or has been found guilty of any offence;
  h) the applicant has the professional qualification from an institution recognised by the Government in finance, law
      or business management;
  i) the applicant is a fit and proper person;

Registrar & Share Transfer Agents
• ‘Registrar to an Issue’ means the person appointed by a body corporate or any person or group of persons to carry on the following activities on its or his or their behalf i.e.:
  (i) collecting application for investor in respect of an issue;
  (ii) keeping a proper record of applications and monies received from investors or paid to the seller of the securities;
  (iii) (a) assisting body corporate or person or group of persons in determining the basis of allotment of the securities in consultation with the stock exchange;
  (b) finalising the list of person entitled to allotment of securities;
  (c) processing and despatchment of allotment letters, refund orders or certificates and other related documents in
  respect of the issue;
• ‘Share Transfer Agent’ means:
  (a) any person who on behalf of any body corporate, maintains the records of holders of securities issued by such
        body corporate and deals with all matters connected with the transfer and redemption of its securities;
  (b) the department or division, by whatever name called, of a body corporate performing the activities as share
        transfer agents if at any time the total number of holders of its securities issued exceed one lakh.
• Eligibility Criteria:
  (a) has the necessary infrastructure like adequate office space, equipments and manpower to effectively discharge his activities;
  (b) has any past experience in the activities;
  (c) any person directly or indirectly connected with him has been granted registration by SEBI under the Act;
  (d) fulfills the capital adequacy requirement;
  (e) has been subjected to any disciplinary proceedings under the Act;
  (f) any of its director, partner or principal officer is or has at any time been convicted for any offence involving
       moral turpitude or has been found guilty of any economic offence;
  (g) is a fit and proper person.
Q.14
Short note on Self Regulatory Organisations?


• Self Regulatory Organisations is an organisation of intermediaries which is representing a particular
  segment of the securities market and which is recognised by SEBI but excludes a SE
• They are typically the organizations created by the industry players
• They perform the functions much beyond that of an industry association, which is merely an interface between the
  industry and the regulators and other government bodies for propagating the industry benefits
• Eligibility criteria
  (a) the applicant should have been granted license under section 25 of Companies Act, 1956;
  (b) the memorandum of association, should specify admission of members and discharging the functions of Self
      Regulatory Organization as one of its main objects;
  (c) the applicant should have a minimum networth of Rs. 1 crore;
  (d) the applicant is to have adequate infrastructure, to enable it to discharge its functions as a Self Regulatory
      Organization;
  (e) the directors have the professional competence, financial soundness and general reputation of fairness and
      integrity to the satisfaction of SEBI;
  (f) neither the applicant, nor any director of the applicant is involved in any legal proceeding connected with the
      securities market, which may have an adverse impact on the interests of the investors;
  (g) neither the applicant, nor any director has at any time in the past been convicted of any offence involving moral urpitude or any economic offence;
  (h) the applicant has, in its employment, persons having adequate professional and other relevant experience to the satisfaction of SEBI;
  (i) the applicant, in all other respects, is a fit and proper person for the grant of a certificate;
  (j) grant of certificate to the applicant is in the interest of investors and the securities market.
Q.15
What are the obligations of Stockbrokers and sub brokers?
• Every stock broker shall keep and maintain books of accounts, records and documents namely – Register of
  Transactions (Sauda book); clients ledger; general ledger; journals; cash book; bank pass book; documents register including particulars of securities received and delivered in physical form and the statement of account and other records relating to receipt and delivery of securities provided by the depository participants in respect of
  dematerialised securities, members contract books showing details of all contracts entered into by him with other
  members of the same exchange or counterfoils or duplicates of memos of confirmation issued to such other
  members; counterfoils or duplicates of contract notes issued to clients; written consents of clients in respect of
  contracts entered into as principals; margin deposit book; registers of accounts of sub-brokers; an agreement with
  sub-broker specifying scope of authority, and responsibilities of the stock brokers as well as sub-brokers and an
  agreement with the sub-broker and with the client of sub-broker to establish privity of contract between the stock
  broker and the client of the sub-broker.
• Every stock broker shall intimate to SEBI the place where the books of accounts, records and documents are
  maintained. He shall, after the close of each accounting period, furnish to SEBI if so required, as soon as possible
  but not later than 6 months from the close of the said period, a copy of the audited balance sheet and profit and loss account for the said accounting period.
• Every stock broker shall preserve the books of accounts and other records for a minimum period of 5 years.
• Stock broker shall not deal with any person as sub-broker unless such person has been granted certificate of  registration by SEBI.
• Every stock broker is required to 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 Central
  Government and for redressal of investors’ grievances. Compliance officer shall immediately and independently
  report to SEBI any non-compliance observed by him.
Q.16
What are the obligations of intermediaries under the Prevention of Money Laundering Act?

Every banking company, financial institution and intermediary—
• Shall maintain record of nature and value of certain transactions –
    a) Cash transactions > Rs. 10 lakhs
    b) Series of cash transactions within one calendar month > Rs. 10 lakhs
    c) All suspicious transactions
• Shall maintain records of identity of its clients and shall require disclosures to be made by them
• Should Appoint a Principal Officer who shall ensure compliance with above
• Should Submit cash transaction report, suspicion transaction report etc.
• Should have a KYC policy
Q.17
Explain the obligations of underwriters and portfolio managers?

        
Obligations of Underwriters
• Every underwriter shall abide by the code of conduct at all times.
• Every underwriter shall enter into an agreement with the body corporate and his general responsibilities. The
  contents of the agreement shall include the period of agreement, the amount of underwriting obligations, the period  by which the underwriter should subscribe, the amount of commission/brokerage payable, and other details for fulfilling the underwriting obligations.
• The general responsibilities of the underwriter are as follows:
 1. The underwriter shall not derive any direct or indirect benefit from underwriting the issue other than the commission or brokerage payable under an agreement for underwriting.
 2. The total underwriting obligations under all the agreements shall not exceed 20 times the networth.
 3. Every underwriter, in the event of being called upon to subscribe for securities of a body corporate pursuant to an agreement shall subscribe to such securities within 45 days of the receipt of such intimation from such body
 Corporate
Obligations of portfolio manager
• The discretionary portfolio manager shall individually and independently manage the funds of each client in
  accordance with the needs of a client in a manner which does not partake the character of a mutual fund, whereas the non discretionary portfolio manager shall manage the funds in accordance with the directions of the client.
• The portfolio manager shall not accept from the client, funds or securities worth less than Rs. 25 lakhs.
• The portfolio manager shall act in a fiduciary capacity with regard to the clients funds.
• He shall transact in securities within the limitation placed by the client for dealing in securities under the provisions
  of RBI Act, 1934.
• He shall not derive any direct or indirect benefit out of the clients funds or securities.
• The portfolio manager shall keep the funds of all clients in a separate account to be maintained by it in a Scheduled Commercial Bank.
• He shall ensure proper and timely handling of complaints from his clients and take appropriate action promptly.
Q.18
Explain the concept of recognised Stock Exchanges?


• Section 3 of the Securities (Contract) Regulation Act, 1956 lays down that any stock exchange, desirous of being
  recognised for the purposes of this Act may make an application in the prescribed manner to the Central
  Government.
• Every application shall contain such particulars as may be prescribed, and shall be accompanied by a copy of the
  bye-laws of the stock exchange for the regulation and control of contracts and also a copy of the rules relating in

  general to the constitution of the stock exchange and in particular to—
  (a) the governing body of such stock exchange, its constitution and powers of management and the manner in
       which its business is to be transacted;
  (b) the powers and duties of the office bearers of the stock exchange;
  (c) the admission into the stock exchange of various classes of members, the qualifications, for membership, and
       the exclusion, suspension, expulsion and re-admission of members;
  (d) the procedure for the registration of partnerships as members of the stock exchange.
• If the Central Government is satisfied (powers are exercisable by SEBI also) after making such inquiry as may be
  necessary in this behalf and after obtaining such further information, if any, as it may require;
    (a) that the rules and bye-laws of a stock exchange applying for registration are in conformity with such
         conditions as may be prescribed with a view to ensure fair dealing and to protect investors;
    (b) that the stock exchange is willing to comply with any other conditions (including conditions as to the number
         of members) which the Central Government, after consultation with the governing body of the stock exchange
         and having regard to the area served by the stock exchange and its standing and the nature of the securities
         dealt with by it, may impose for the purpose of carrying out the objects of this Act; and
    (c) that it would be in the interest of the trade and also in the public interest to grant recognition to the stock exchange; it may grant recognition to the stock exchange subject to the conditions imposed upon it as aforesaid and in such form as may be prescribed.
• Every grant of recognition to a stock exchange under this section shall be published in the Gazette of India and also in the Official Gazette of the State in which the principal office of the stock exchange is situated, and such
  recognition shall have effect as from the date of its publication in the Gazette of India.
• No application for the grant of recognition shall be refused except after giving an opportunity to the stock exchange concerned to be heard in the matter; and the reasons for such refusal shall be communicated to the stock exchange in writing.
Q.19
Explain the process of application for listing of securities to Stock Exchanges?


A public company as defined under the Companies Act, 1956, desirous of getting its securities listed on a
recognised stock exchange, shall apply for the purpose to the stock exchange and forward along with its
application the following documents and particulars:
• Memorandum and articles of association and, in the case of a debenture issue, a copy of the trust deed.
• Copies of all prospectuses or statements in lieu of prospectuses issued by the company at any time.
• Copies of offers for sale and circulars or advertisements offering any securities for subscription or sale during the
   last five years.
• Copies of balance sheets and audited accounts for the last five years, or in the case of new companies, for such
   shorter period for which accounts have been made up.
• A statement showing dividends and cash bonuses, if any, paid during the last ten years (or such shorter period as the company has been in existence, whether as a private or public company),
• Certified copies of agreements or other documents relating to arrangements with or between vendors, underwriters, brokers, selling agents, managing directors and technical directors, general manager, sales manager, managers or secretary.
• A statement containing particulars of the dates of, and parties to all material contracts, agreements (including
   agreements for technical advice and collaboration), concessions and similar other documents (except those entered into in the ordinary course of business carried on or intended to be carried on by the company) together with a brief description of the terms, subject-matter and general nature of the documents.
• A brief history of the company since its incorporation giving details of its activities including any reorganization,
   reconstruction or amalgamation, changes in its capital structure (authorised, issued and subscribed) and debenture borrowings, if any.
• Particulars of shares and debentures issued (i) for consideration other than cash, whether in whole or part, (ii) at a
   
premium or discount, or (iii) in pursuance of an option.


• Certified copies of acknowledgment card or the receipt of filing offer document with SEBI.
• A list of highest ten holders of each class or kind of securities of the company as on the date of application along
• Certified copies of acknowledgment card or the receipt of filing offer document with SEBI.
• A list of highest ten holders of each class or kind of securities of the company as on the date of application along
 with particulars as to the number of shares or debentures held by and the address of each such holder.

• Particulars of shares or debentures for which permission to deal is applied for.
Q.20
Explain the concept of Demutualisation of Stock Exchanges?


• The process of demutualization is to convert the traditional "not for-profit" stock exchanges into a "for profit"
  
 company and this process is to transform the legal structure from a mutual form to a business corporation form.
• The important features of the Demutualisation exercise are as follows:
  (1) The board of a stock exchange should consist of 75% public interest / shareholder directors and only 25%
       broker directors, and
  (2) 51% shareholding of the stock exchange should be divested to public / investors other than trading member
       brokers and only 49% of shareholding can remain with the trading member brokers. This will transform our
       broker-owned stock exchanges into professionally run corporate stock exchanges.
• The purpose of Demutualisation is as follows:
   (a) Stock exchanges owned by members tend to work towards the interest of members alone, which could on
       occasion be detrimental to rights of other stakeholders. Division of ownership between members and outsiders
       can lead to a balanced approach, remove conflicts of interest, create greater management accountability.
   (b) Publicly owned stock exchanges can enter into capital market for expansion of business.
   (c) Publicly owned stock exchange would be more professionally managed than broker owned.
   (d) Demutualisation enhances the flexibility of management.
Q.21
Short notes on Trading & Settlement Mechanism and Straight Through Processing?


Trading & Settlement Mechanism
Trading at BSE
• BSE has, for the guidance and benefit of the investors, classified the scrips in the Equity Segment into 'A', 'B', 'T',
  and 'Z' groups on certain qualitative and quantitative parameters. The “F” Group represents the Fixed Income
  Securities. The “T” Group represents scrips which are settled on a trade-to-trade basis as a surveillance measure.
  Trading in Government Securities by the retail investors is done under the “G” group.
• The 'Z' group includes companies which have failed to comply with its listing requirements and/or have failed to
  resolve investor complaints and/or have not made the required arrangements with both the Depositories, viz.,
  Central Depository Services (I) Ltd. (CDSL) and National Securities Depository Ltd. (NSDL) for dematerialization
  of their securities.
• With effect from December 31, 2001, trading in all securities listed in equity in the Equity segment takes place in
  one market segment, viz., Compulsory Rolling Settlement Segment (CRS).
• The scrips of companies which are in demat can be traded in market lot of 1. However, the securities of companies which are still in the physical form are traded in the market lot of generally either 50 or 100. Investors having quantities of securities less than the market lot are required to sell them as “Odd Lots”. This facility offers an exit route to investors to dispose of their odd lots of securities, and also provides them an opportunity to consolidate their securities into market lots.
 
• Compulsory Rolling Settlement: All transactions in all groups of securities in the Equity segment and Fixed
  Income securities listed on BSE are required to be settled on T+2 basis (w.e.f. April 1, 2003). The settlement
  calendar, which indicates the dates of the various settlement related activities, is drawn by BSE in advance and is
  circulated among the market participants. Under rolling settlements, the trades done on a particular day are settled after a given number of business days. A T+2 settlement cycle means that the final settlement of transactions done on T, i.e., trade day by exchange of monies and securities between the buyers and sellers respectively takes place on second business day (excluding Saturdays, Sundays, bank and Exchange trading holidays) after the trade day. The transactions in securities of companies which have made arrangements for dematerialization of their securities are settled only in demat mode on T+2 on net basis, i.e., buy and sell positions of a member-broker in the same scrip are netted and the net quantity and value is required to be settled. However, transactions in securities of companies which are in “Z” group or have been placed under “trade-to-trade” by BSE as a surveillance measure (“T”), are settled only on a gross basis and the facility of netting of buy and sell transactions in such scrips is not available

Trading and Settlement at NSE
• NSE introduced for the first time in India, fully automated screen based trading. It uses a modern, fully computerised trading system designed to offer investors across the length and breadth of the country a safe and easy way to invest. The NSE trading system called 'National Exchange for Automated Trading' (NEAT) is a fully
  automated screen based trading system, which adopts the principle of an order driven market.
• National Stock Clearing Corporation Limited carries out clearing and settlement functions as per the settlement
  cycles of different sub-segments in the Equities segment. The clearing function of the clearing corporation is
  designed to work out a) what counter parties owe and b) what counter parties are due to receive on the settlement
  date. Settlement is a two way process which involves legal transfer of title to funds and securities or other assets on the settlement date. NSCCL has also devised mechanism to handle various exceptional situations like security
  shortages, bad delivery, company objections, auction settlement etc.
Straight Through Processing
Straight Through Processing (STP) is generally understood to be a mechanism that automates the end to end processing of transactions of financial instruments. It involves use of a system to process or control all elements of the work flow of a financial transaction, what are commonly known as the Front, Middle, Back office and General Ledger. In other words, STP allows electronic capturing and processing of transactions in one pass from the point of order origination to final settlement.

Advantages of Straight through Processing as under:
•Reduced risk
•Automation of manual process minimizing errors
•Improved operational efficiency in handling larger volumes
•Facilitates movement towards shorter settlement cycles (T+1)
•Lower cost per trade
•Timely settlement of trades and instructions
•Eliminates paper work and minimizes manual intervention
•Enables increased cross border trading (FII trades)
•Greater transparency with clear audit trail
•Increases competitive advantage of our markets
•Messaging standards as per ISO 15022 standards
Q.22
Explain the concept of short selling and securities lending & borrowing mechanism?


Short Selling
• Short Selling means selling of a stock that the seller does not own at the time of trade. Short selling can be done by borrowing the stock through Clearing Corporation/Clearing House of a stock exchange which is registered as
 Approved Intermediaries.
• A typical short-sell transaction would have three parties (the original owner or the lender, the short-seller, and the
   new buyer), unlike a normal share purchase transaction, which consists of two parties (the buyer and the seller).
Basic Features
• Short selling can be done by retail as well as institutional investors.
• Naked short sale is not permitted in India, all short sales must result in delivery, and information on short sale has
   to be disclosed to the exchange by end of day by retail investors, and at the time of trade for institutional investors.
• No institutional investor shall be allowed to do day trading i.e., square-off their transactions intra-day.
• The Securities Lending and Borrowing mechanism allows short sellers to borrow securities for making delivery.
• Securities in the F&O segment are eligible for short selling.
• The institutional investors shall disclose upfront at the time of placement of order whether the transaction is a short sale. However, retail investors would be permitted to make a similar disclosure by the end of the trading hours on  the transaction day.
• The brokers shall be mandated to collect the details on scrip-wise short sell positions, collate the data and upload it to the stock exchanges before the commencement of trading on the following trading day. The stock exchanges
  shall then consolidate such information and disseminate the same on their websites for the information of the  public on a weekly basis.
Securities Lending & Borrowing Mechanism
• Securities Lending and Borrowing (SLB) is a scheme that has been launched to enable settlement of
   securities sold short. SLB enables lending of idle securities by the investors through the clearing
   corporation/clearing house of stock exchanges to earn a return through the same. For securities lending and
   borrowing system, clearing corporations/clearing house of the stock exchange would be the nodal agency and
   would be registered as the “Approved Intermediaries”(AIs) under the Securities Lending Scheme, 1997.
• Under SLB, securities can be borrowed for a period of 7 days through a screen-based order matching mechanism.
Basic Features
• The SLB shall take place on an automated, screen based, order-matching platform which will be provided by the
   AIs.
• Securities in the F&O segment are eligible for SLB.
• All categories of investors including retail, institutional etc. will be permitted to borrow and lend securities.
• The settlement of the lending and borrowing transactions shall be done on a gross basis at the level of the clients
   i.e. no netting of transactions at any level will be permitted.
• Adequate systems shall be put in place by the stock exchanges/Depositories to distinguish the SLB transactions
   from the normal market transactions in the demat system.
Q. 23
Explain the various Market abuse mechanisms.

Market Abuse is a broad term which includes abnormal price/ volume movement, artificial transactions, false or
misleading impressions, insider trading, etc. In order to detect aberrant behavior/ movement, it is necessary to know the normal market behavior. The department uses various tools to determine normal and abnormal market behavior some of which are detailed below:

• On line Surveillance: One of the most important tools of the Surveillance is the On-line Real Time Surveillance
   system which was commissioned in 1999 with main objectives of detecting potential market Abuses at a nascent
   stage to reduce the ability of the market participants to unduly influence the price and volumes of the scrips traded at the Exchange, improve the risk management system and strengthen the self regulatory mechanism at the
   Exchange.
• Off-Line Surveillance: The Off-Line Surveillance system comprises of the various reports based on different
   parameters and scrutiny thereof.
     — High/Low Difference in prices
     — % change in prices over a week/fortnight/month
     — Top N scrips by Turnover
     — Trading in infrequently traded scrips
     — Scrips hitting New High/Low
• Derivative Market Surveillance:
     — Abnormal fluctuation in the prices of a Series
     — Market Movement (Cash vis-à-vis Derivative)
     — Member Concentration (Cash vis-à-vis Derivative)
     — Closing Price Manipulation (Cash & Derivative)
• Investigations: The Exchange conducts in-depth investigations based on preliminary enquiries/ analysis made into
   trading of the scrip as also at the instance of SEBI. In case irregularities observed, necessary actions are initiated
   and/or investigation case forwarded to SEBI, if necessary.
• Surveillance Actions:
  (a) Special Margins - Special margins are imposed on scrips which have witnessed abnormal price/ volume
movements. Special margin is imposed @ 25 % or 50 % or 75 % as the case may be, on the client wise net
       outstanding purchase or sale position (or on both side) by the department.
  (b) Reduction of Circuit Filters - The circuit filters are reduced in case of illiquid scrips or as a price containment
       measure in low volume scrips. The circuit filters are reduced to 10 % or 5 % or 2 % as the case may be, based
       on the criteria decided by the Exchange.
  (c) Circuit Breakers - In addition to the price bands on individual scrips, SEBI decided to implement index based
       market wide circuit breakers system, w.e.f., July 02, 2001.The circuit breakers are applicable at three stages of
       the index movement either way at 10 %, 15 % and 20 %. These circuit breakers will bring about a coordinated
       trading halt in both Equity and Derivative market.
  (d) Trade to Trade - If a scrip is shifted on a Trade-to trade settlement basis, selling/ buying of shares in that scrip
       would result into giving/ taking delivery of shares at the gross level and no intra day/ settlement netting off/
       square off facility would be permitted. The scrips which form part of 'Z group' are compulsorily settled on a
       trade to trade settlement basis. In addition to that Surveillance department transfers various scrips from time to
       time on a trade to trade settlement basis to contain the excessive volatility and/or abnormal volumes in the
       scrip.
  (e) Suspension of scrip - The scrips are suspended by the Surveillance department in exceptional cases pending investigation or if the same scrip is suspended by any other Stock Exchange as a Surveillance action.
  (f) Warning to Members - The department may issue verbal/ written warning to member/s when market
       manipulation in the scrip is suspected.
  (g) Imposition of penalty/suspension/de-activation of terminals - The department imposes penalty or deactivate
       BOLT terminals or suspend the member/s who are involved in market manipulation, based on the input/
       evidence available from investigation report or as and when directed by SEBI.
  (h) Rumour Verification
  (i) Pro-active Measures -
     — The Department compiled and disseminated a list of companies who have changed their names to suggest
          that their business interest is in the software Industry.
     — List of NBFC's, whose application for registration rejected by RBI, was compiled and disseminated by the
          department.
Q.24
Explain the obligations of listed companies under Clause 49 of the Listing Agreement?


BOARD OF DIRECTORS AND ITS COMPOSITION:
• The Non-executive Directors on Board should not be less than 50% of the Board of Directors.
• In case of Executive Chairman - at least half of the Board should comprise of independent directors or
• In case of Non-Executive Chairman - at least one-third of board should comprise independent directors. However
  where the non-executive Chairman is a promoter of the company or is related to any promoter or person occupying  management positions at the Board level or at one level below the Board, at least half of the Board shall consist of independent directors.
• The Board meeting to be held at least four times a year. The gap between two Board meetings shall not exceed
  more than four months.
AUDIT COMMITTEE
Audit Committee is required to be set up, consisting of:
• Minimum of three members of which two third of the members to be independent.
• All members shall be financially literate and at least one member to have accounting or related financial
  management expertise
• Chairman of the committee shall be an independent Director.
SUBSIDIARIES COMPANIES:
• At least one independent director on the Board of Directors of the holding company shall be a director of a material non-listed Indian subsidiary company.
• The Audit Committee of the listed holding company shall also review the financial statements in particular, the  investments made by the unlisted subsidiary company.
• The minutes of the Board meeting of the unlisted subsidiary company shall be placed at the Board meeting of the listed holding Company.
DISCLOSURES
• Of Related Party Transaction – statement, details of transactions not in the normal course of business etc. to be
  made to the Audit Committee
• Of Accounting Treatment where treatment different from Accounting Standards is followed to be given in the
  Company’s financial statements
• Of Risk assessment and minimization procedures to the Board.
• Of utilization of Proceeds from Public issue, Rights issue, Preferential issue etc. to the Audit Committee.
• Of inter-se relationships between directors in the Annual Report, notice of appointment of a director, prospectus
  and letter of offer for issuances and any related filings made to the stock exchanges where the company is listed.
CEO/ CFO CERTIFICATION
The CEO, i.e. the Managing Director or Manager appointed in terms of the Companies Act, 1956 and the CFO i.e. the whole-time Finance Director or any other person heading the finance function discharging that function shall certify to THE Board.
REPORT ON CORPORATE GOVERNANCE
• Annual Report of the Company should comprise a separate section on Corporate Governance wherein specified
  information is required to be disclosed.
• Quarterly Compliance Report to be submitted to Stock Exchanges within 15 days from the close of the quarter in the prescribed format.

CERTIFICATE OF COMPLIANCE:
The Compliance of conditions of Corporate Governance is to be certified by the auditors of the company or practicing Company Secretary
Q.25
Short notes on Asset Management Company and Advertisement Code of Mutual Funds?


Asset Management Company
Under SEBI (Mutual Funds) Regulations, 1996, every mutual fund is required to have an Asset Management Company (AMC) incorporated in the Companies Act, 1956 to manage the funds of the mutual fund. The AMC should be approved by SEBI and should enter into an agreement with the trustees of the mutual fund to formulate schemes, raise money against units, invest the funds in accrued securities and after meeting the permissible costs as per norms distribute income to the shareholders of the funds.

 Advertisement Code of Mutual Funds
• An advertisement shall be truthful, fair and clear and shall not contain a statement, promise or forecast which is
  untrue or misleading.
• The advertisement shall not be so designed in content and format or in print as to be likely to be misunderstood, or likely to disguise the significance of any statement. Advertisements shall not contain statements which directly or
  by implication or by omission may mislead the investor.
• The sales literature may contain only information, the substance of which is included in the funds current advertisements in accordance with the Code.
• Advertisements shall not be so framed as to exploit the lack of experience or knowledge of the investors. As the
  investors may not be sophisticated in legal or financial matters, care should be taken that the advertisement is set
  forth in a clear, concise, and understandable manner. Extensive use of technical or legal terminology or complex
  language and the inclusion of excessive details which may detract the investors should be avoided.
• The advertisement shall not contain information, the accuracy of which is to any extent dependent on assumptions. Any advertisement that makes claims about the performance of the fund shall be supported by relevant figures.
• The advertisement shall not compare one fund with another, implicitly or explicitly, unless the comparison is fair and all information relevant to the comparison is included in the advertisement
• The funds which advertises yield must use standardised computations such as annual dividend on face value, annual yield on the purchase price, and annual compounded rate of return.
• Mutual funds shall indicate in all advertisements, the names of the Settlor, Trustee, Manager and/or Financial
  Advisor to the Fund, bringing out clearly their legal status and liability of these entities. All advertisements
  containing information regarding performance, advertising yield, return or any scheme detail or inviting
  subscription to the scheme shall contain disclosures of all the risk factors.
• All advertisements shall also make a clear statement to the effect that all mutual funds and securities investments
  are subject to market risks, and there can be no assurance that the fund’s objectives will be achieved.
• All advertisements issued by a mutual fund or its sponsor or AMC, shall state all investments in mutual funds and
  securities are subject to market risks and the NAV of the schemes may go up or down depending upon the factors
  and forces affecting the securities market.
• No advertisement shall be issued stating that the scheme has been subscribed or oversubscribed during the period the scheme is open for subscription.
• Advertisement on the performance of a mutual fund or its AMC shall compare the past performances only on the
  basis of per unit of statistics as per these Regulations. Advertisements for NAVs must indicate the past as well as
  these latest NAV of a scheme. The yield calculations will be made as provided in these regulations.
Q. 26
Explain the different types of Mutual funds?

Schemes according to Maturity Period
• Open ended mutual funds: An open ended mutual funds is a fund with a non-fixed number of outstanding
  shares/units, that stands ready at any time to redeem them on demand. The fund itself buys back the shares
  surrendered and is ready to sell new shares. Generally the transaction takes place at the net asset value which is
  calculated on a periodical basis. The net asset value (Net Asset Value per share value of the fund’s is total net assets after liabilities divided by the total number of shares outstanding on a given day) of the mutual funds rises or falls as a result of the performance of securities in the portfolio and the stock exchanges.
• Close ended mutual funds: It is the fund where mutual fund management sells a limited number of shares and does not stand ready to redeem them. Primary example of such mutual fund is UTI’s Master share. The shares of such mutual funds are traded in the secondary markets. The requirement for listing is laid down to grant liquidity to the investors who have invested with the mutual fund. Therefore, close ended funds are more like equity shares
Schemes according to investment objective
• Income Oriented Schemes: The fund primarily offer fixed income to investors. Naturally enough, the main
  securities in which investments are made by such funds are the fixed income yielding ones like bonds.
• Growth Oriented Schemes: These funds offer growth potentialities associated with investment in capital market
  namely: (i) high source of income by way of dividend and (ii) rapid capital appreciation, both from holding of good
  quality scrips. These funds, with a view to satisfying the growth needs of investors, primarily concentrate on the low risk and high yielding spectrum of equity scrips of the corporate sector.
• Hybrid Schemes: These funds cater to both the investment needs of the prospective investors - namely fixed income as well as growth orientation. Therefore, investment targets of these mutual funds are judicious mix of both the fixed income securities like bonds and debentures and also sound equity scrips. In fact, these funds utilise the
  concept of balanced investment management. These funds are, thus, also known as “balanced funds”.
• High Growth Schemes: As the nomenclature depicts, these funds primarily invest in high risk and high return
  volatile securities in the market and induce the investors with a high degree of capital appreciation. Aggressive
  investors willing to take excessive risks are the normal target group of such funds.
• Tax Saving Schemes: These schemes offer tax rebates to the investors under tax laws as prescribed from time to
  time. This is made possible because the Government offers tax incentive for investment in specified avenues. For
  example, Equity Linked Saving Schemes (ELSS) and pensions schemes.
• Special Schemes: This category includes index schemes that attempt to replicate the performance of particular index such as the BSE, Sensex or the NSE-50 or industry specific schemes (which invest in specific industries) or sectoral schemes (which invest exclusively in segment such as ‘A’ Group or initial public offering). Index fund schemes are ideal for investors who are satisfied with a return approximately equal to that of an index. Sectoral fund schemes are ideal for investors who have already decided to invest in particular sector or segment.
• Real Estate Funds: These are close ended mutual funds which invest predominantly in real estate and properties.
• Off-shore Funds: Such funds invest in securities of foreign companies with RBI permission.
• Leverage Funds: Such funds, also known as borrowed funds, increase the size and value of portfolio and offer
  benefits to members from out of the excess of gains over cost of borrowed funds. They tend to indulge in
  speculative trading and risky investments.
• Hedge Funds: They employ their funds for speculative trading, i.e. for buying shares whose prices are likely to rise and for selling shares whose prices are likely to dip.
• Fund of Funds: They invest only in units of other mutual funds. Such funds do not operate at present in India.
• New Direction Funds: They invest in companies engaged in scientific and technological research such as birth
  control, anti-pollution, oceanography etc.
• Money Market Mutual Funds: These funds invest in short- term debt securities in the money market like certificates of deposits, commercial papers, government treasury bills etc. Owing to their large size, the funds normally get a higher yield on such short term investments than an individual investor. Money market mutual funds used to be regulated by the Reserve Bank of India on the basis of specified guidelines to be laid down by the Reserve Bank of India.
Q.27
Short notes on Foreign Venture capital investors and Collective Investment Scheme.
Foreign Venture Capital Investors
Foreign Venture Capital Investor means an investor incorporated and established outside India, which proposes to
make investment in venture capital fund(s) or venture capital undertakings in India and is registered under the SEBI
(Foreign Venture Capital Investors) Regulations, 2000.
Eligibility Criteria
• the applicants track record, professional competence, financial soundness, experience, general reputation of fairness and integrity;
• whether the applicant has been granted necessary approval by the Reserve Bank of India for making investments in India;
• whether the applicant is an investment company, investment trust, investment partnership, pension fund, mutual
   fund, endowment fund, university fund, charitable institution or any other entity incorporated outside India; or
• whether the applicant is an asset management company, investment manager or investment management company or any other investment vehicle incorporated outside India;
• whether the applicant is authorised to invest in venture capital fund or carry on activity as a foreign venture capital
   investors;
• whether the applicant is regulated by an appropriate foreign regulatory authority or is an income tax payer; or
   submits a certificate from its banker of its or its promoter’s track record where the applicant is neither a regulated
   entity nor an income tax payer;
• the applicant has not been refused a certificate by SEBI;
• whether the applicant is a fit and proper person.
Collective Investment Scheme (CIS)
The CIS has been defined to mean any scheme or arrangement made or offered by any company under which (a) the contributions, or payments made by the investors, by whatever name called, are pooled and utilised solely for the purposes of the scheme or arrangement; (b) the contributions or payments are made to such scheme or arrangement by the investors with a view to receive profits, income, produce or property, whether movable or immovable from such scheme or arrangement; (c) the property, contribution or investment forming part of scheme or arrangement, whether identifiable or not, is managed on behalf of the investors; and (d) the investors do not have day to day control over the management and operation of the scheme or arrangement.
The CIS, however, does not include any scheme or arrangement (a) made or offered by a co-operative society, (b)  under which deposits are accepted by non banking financial companies, (c) being a contract of insurance, (d) providing for any Scheme, Pension Scheme or the Insurance Scheme framed under the Employees Provident Fund and Miscellaneous Provision Act, 1952, (e) under which deposits are accepted under section 58A of the Companies Act, 1956, (f) under which deposits are accepted by a company declared as Nidhi or a mutual benefit society under section 620A of the Companies Act, 1956, (g) falling within the meaning of Chit business as defined in clause (d) of section 2 of Chit Fund Act, 1982 and (h) under which contributions made are in the nature of subscription to a mutual fund. The Act empowers the Central Government to make rules to provide for the requirements, which shall be complied with by CIS for the purpose of getting their units listed on any stock exchange.

Eligibility Criteria:
• the applicant is set up and registered as a company under the Companies Act, 1956;
• the applicant has, in its Memorandum of Association specified the managing of collective investment scheme as one of its main objects;
• the applicant has a net worth of not less than Rs,. 5 crores;
• the applicant is a fit and proper person for the grant of such certificate;
• the applicant has adequate infrastructure to enable it to operate collective investment scheme in accordance with the provision of these regulations;
• the directors or key personnel of the applicant should consist of persons of honesty and integrity having adequate
  professional experience in related field and have not been convicted for an offence involving moral turpitude or for
  any economic offence or for the violation of any securities laws;
• at least 50% of the directors of such Collective Investment Management Company shall consist of persons who are independent and are not directly or indirectly associated with the persons who have control over the Collective
  Investment Management Company;
• no person, directly or indirectly connected with the applicant has in the past been refused registration by SEBI under the Act;
• at least one of the directors on the board of the Collective Investment Management Company, who is not subject to retirement, is a representative of the trustee;
• the Collective Investment Management Company is not a trustee of any collective investment scheme.
Q.28
Explain the various forms of venture capital funds.

Incubators
An incubator is a hardcore technocrat who works with an entrepreneur to develop a business idea, and prepares a
Company for subsequent rounds of growth & funding. Ventures, Infinity are examples of incubators in India.

Angel Investors
An angel is an experienced industry-bred individual with high net worth. Typically, an angel investor would invest
only his chosen field of technology, take active participationin day-to-day running of the Company invest small sums in the range of USD 1-3 million not insist on detailed business plans sanction the investment in up to a month help company for “second round” of funding.

Venture Capitalists (VCs)
VCs are organizations raising funds from numerous investors and hiring experienced professional managers to deploy the same. They typically: invest at “second” stage invest over a spectrum over industry/ies have hand-holding “mentor” approach insist on detailed business plans invest into proven ideas/businesses provide “brand” value to investee invest between USD 2-5 million.

Private Equity Players
They are established investment bankers. They typically invest into proven/ established businesses. They have
“financial partners” approach and invest between USD 5-100 million.
Trust or a Company
A fund established in the form of a trust or a company including a body corporate and registered under SEBI
Regulations and which has a dedicated pool of capital, raised in a manner specified in the Regulations and invests in venture Capital undertaking.
Q.29
Which securities are not available for buy back?

• Securities in lock-in period - In the case of a listed company, securities issued to the promoters, to a group, or to
  
employees, subject to lock-in period as per SEBI (ICDR) Regulations, 2009 are not available for buy-back until the
  
lock-in period expires.
• Non-transferable securities - Securities which are under lien or are pledged or restricted by any court for transfer or which otherwise statutorily cannot be transferred are not available for buy-back until such securities again become freely transferable.
• Disputed securities kept in abeyance - Securities which are under dispute and have been kept in abeyance or in
  
respect of which transfer or transmission has not been effected, are not available for buy-back.

Q.30
Explain the process of buy back through the stock exchange route?

   A company can buy back its securities from the open market through stock exchanges.
   The special resolution or board resolution shall specify the maximum price at which the buy back shall be made.
   It shall only be done through Stock Exchanges having electronic trading facility.
   Company shall appoint a Merchant Banker and make public announcement.
   The public announcement should be made at least 7 days prior to the commencement of buy-back. A copy of the
  public announcement should be filed with SEBI within 2 days of such announcement along with the fees. The
  public announcement should also contain disclosures regarding details of the brokers and the stock exchanges
  through which the buy-back of securities would be made.
• The buy-back shall be made only on stock exchanges having nationwide trading terminals.
• The buy-back of shares or other specified securities shall be made only through the order matching mechanism
  except ‘all or none’ order matching system
• Company and the Merchant Banker shall submit information about the shares bought back to the Stock Exchanges on a daily basis and publish the same on a fortnightly basis and every time 5% buy back has been done.
• Promoters or persons in control cannot offer their shares under this mechanism.
Q.31
Short note on Buy back through book building process.

• A listed company may buy-back its securities from the open market through book building. This is a process by
  which a supply of the securities proposed to be bought back by a listed company is elicited and built up and the
  price for buy-back of such securities is assessed for the determination of the quantum of such securities to be bought back.
• In the special resolution / board resolution passed for buy-back through book building, the maximum price at which  the buy-back shall be made should be specified.
• The following additional disclosures should also be made in the explanatory statement where the buy-back of
  securities is made through book building :
    a) the maximum price at which the buy-back of securities shall be made;
    b) whether the Board is being authorised at the general meeting to determine subsequently the specific price at
        which the buy-back may be made at the appropriate time;
    c) in case the promoters intend to offer their securities, the following disclosures shall also be made in the
        explanatory statement:
        i. the quantum of securities proposed to be tendered by promoters; and
       ii. the details of their transactions and their holdings for the last 6 months prior to the passing of the special
resolution for buy-back including information of number of securities acquired, the price and the date of acquisition.
• The book building process should be conducted through an electronically linked transparent facility and all bidding
  centers, the number of which should not be less than 30, should have at least one electronically linked computer
  terminal. The company should appoint a merchant banker and make a public announcement as in the case of a buy-back through tender offer
  The public announcement should be made at least 7 days prior to the commencement of buy-back.
• The company should open an escrow account as in the manner prescribed for buy-back through tender offer.
  However, the amount to be deposited in the escrow account should be determined with reference to the maximum
  price specified in the public announcement. The deposit in the escrow account should be made before the date of the public announcement.
• The offer for buy-back should remain open to security holders for not less than 15 days and not more than 30 days.
• The price of securities to be bought back should be decided by the merchant banker and the company on the basis of quotations received from the security holders. The highest accepted price should be final and it should be paid to all holders whose securities have been accepted for buy-back.
• In this mode of buy-back, the promoters and persons in control are permitted to offer their securities for buy-back
  as in the case of tender offer.
• Shareholders may indicate the number of shares that they are willing to tender at specified period(s) given in the
  tender/offer form and the number of shares they would like to tender at the “cut-off price” which may be determined by the Board.
Q.32
What are the benefits of the depository system?
• Elimination of bad deliveries - In the depository environment, once holdings of an investor are dematerialised, the question of bad delivery does not arise i.e. they cannot be held "under objection". In the physical environment,
  buyer of shares was required to take the risk of transfer and face uncertainty of the quality of assets purchased. In a depository environment good money certainly begets good quality of assets.
• Elimination of all risks associated with physical certificates - Dealing in physical securities have associated
  security risks of theft of stocks, mutilation of certificates, loss of certificates during movements through and from
  the registrars, thus exposing the investor to the cost of obtaining duplicate certificates and advertisements, etc. This problem does not arise in the depository environment.
• Immediate transfer and registration of securities - In the depository environment, once the securities are credited to the investors account on pay out, he becomes the legal owner of the securities. There is no further need to send it to the company's registrar for registration.
• Faster disbursement of non cash corporate benefits like rights, bonus, etc. – Depository system provides for direct credit of non cash corporate entitlements to an investors account, thereby ensuring faster disbursement and avoiding risk of loss of certificates in transit.
• Reduction in brokerage by many brokers for trading in dematerialised securities - Brokers provide this benefit to investors as dealing in dematerialised securities reduces their back office cost of handling paper and also
eliminates the risk of being the introducing broker.
• Reduction in handling of huge volumes of paper and periodic status reports to investors on their holdings and
  transactions, leading to better controls. 
• Elimination of problems related to change of address of investor, transmission, etc. - In case of change of
  address or transmission of demat shares, investors are saved from undergoing the entire change procedure with each company or registrar. Investors have to only inform their DP with all relevant documents and the required changes are effected in the database of all the companies, where the investor is a registered holder of securities.

Q.33 
Short note on Internal audit of operations of depository participants?


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

• NSDL - Every Participant shall ensure that an internal audit in respect of the operations of the Depository is
  conducted at intervals of not more than three months by a qualified Chartered Accountant or a Company Secretary holding a certificate of Practice and a copy of the internal audit report shall be furnished to the Depository.
• CDSL - Every Participant shall ensure that an internal audit shall be conducted in respect of the participant’s
  operations relating to CDS by a qualified Chartered Accountant in accordance with the provisions of the Chartered
Accountants Act, 1949 or by a Company Secretary in practice in accordance with the provisions of the Company    Secretaries Act, 1980, at such intervals as may be specified by CDS from time to time. A copy of Internal Audit report shall be furnished to CDS.

Q.34
Explain the Rights and obligations of the depository participants?


• Depository Participants are required to enter into an agreement with beneficial owners.
• It is required that separate accounts are to be opened by every participant in the name of each of the beneficial
  owner and the securities of each beneficial owners are to be segregated and shall not be mixed up with the securities of other beneficial owners or with the participant’s own securities.
• The participants are obliged to reconcile the records with every depository on a daily basis.
• Participants are required to maintain the following records for a period of five years—
records of all the transactions entered into with a depository and with a beneficial owner; details of security dematerialised, rematerialised on behalf of beneficial owners with whom it has entered into an agreement; records of instructions received from beneficial owners and statements of account provided to beneficial owners; and records of approval, notice, entry and cancellation of pledge or hypothecation.
Q.35
Short notes on Employee Stock Option Scheme and Reservation on competitive basis.
Employee Stock Option Scheme
• It is an option given to the whole-time directors, officers or employees of the company which gives such directors,
  officers or employees the benefit or right to purchase or subscribe at a future date, the securities offered by the
  company at a pre-determine price.
• The company shall constitute a compensation committee consisting of a majority of independent directors which
  shall administer and supervise the scheme
• It shall inter alia, decide the quantum of options to be granted, conditions under which the options shall vest, time
  period within which options should be exercised etc.
• For issue of ESOPs, SR will be passed in General Meeting. Explanatory statement shall contain various details of
  the total options granted, requirement of vesting, exercise price, maximum number of options to be issued per
  employee, etc.
• The companies have the freedom to determine the exercise price of the options
• There should exist a minimum period of 1 year between the grant of options and their vesting.
• The employees do not have the right to receive dividend / any other benefits in respect of ESOPs till shares are
  issued upon exercise of the option
• ESOPs are non-transferable to any other person
Reservation on competitive basis
• In case of a public issue the company may make reservation on competitive basis out of the issue size excluding
   promoters’ contribution and net offer to public in favour of the following categories of persons:
  (a) employees of the company including employees of the promoting companies excluding the promoters and an
      immediate relative of the promoter
   (b) shareholders (other than promoters) of listed promoting companies and listed group companies
• The reservation on competitive basis shall be subject to following conditions:
    1. the aggregate of reservations for employees shall not exceed 5% of the post issue capital
    2. value of allotment to any employee shall not exceed Rs. 2 lakh
    3. reservation for shareholders shall not exceed 10% of the issue size
    4. any unsubscribed portion in any reserved category may be added to any other reserved category and the
        unsubscribed portion, if any, after such inter-se adjustments among the reserved categories shall be added to
        the net offer to the public category.
Q. 36
Explain the concept of Green Shoe Option?


• Green Shoe Option means an option of allotting equity shares in excess of the equity shares offered in the
  public issue as a post-listing price stabilizing mechanism.
• A company desirous of availing the option, shall in the resolution of the general meeting authorizing the public
  issue, seek authorization also for the possibility of allotment of further shares to the ‘stabilizing agent’ (SA) at the
  end of the stabilization period.
• The company shall appoint one of the merchant bankers as the SA, who will be responsible for the price
  stabilization process, if required and shall enter into an agreement with him
• The SA shall also enter into an agreement with the promoter(s) or pre issue shareholders who will lend their shares, specifying the maximum number of shares that may be borrowed from the promoters or the shareholders, which shall not be in excess of 15% of the total issue size.
• The SA shall borrow shares from the promoters or the pre-issue shareholders of the issuer company or both, to the extent of the proposed over-allotment.
• The securities borrowed shall be in dematerialized form and allocation of these securities shall be made on a pro-
  rata basis.

Q.37
Short note on Fast Track Issues.

Certain companies are exempted from the requirement from the requirement of filing draft offer document
with SEBI and SEs and obtaining in-principle approval from SEs subject to fulfillment of the following
conditions :
• The shares of the company have been listed on any stock exchange having nationwide terminals for a period of at
   least three years immediately preceding the date of filing the prospectus with RoC or letter of offer with designated SE.
• The average market capitalisation of public shareholding of the company is at least Rs. 5,000 crores
• The annualized trading turnover of the shares of the company during 6 calendar months immediately preceding the month of filing the prospectus with RoC or letter of offer with designated SE has been at least 2% of the weighted average number of shares listed during the said six months period
• The company has redressed at least 95% of the total investor complaints received till the end of the quarter
   immediately preceding the month of filing the prospectus with RoC letter of offer with designated SE.
• The impact of auditors’ qualifications, if any, on the audited accounts of the company in respect of the financial
   years for which such accounts are disclosed in the offer document does not exceed 5% of the PAT of the company for the respective years.
• No prosecution proceedings or show cause notices issued by SEBI are pending against the company or its   promoters or whole time directors as on the date of filing the prospectus with RoC letter of offer with designated SE 

• The entire shareholding of the promoter group is held in dematerialized form.

Q.38
Short notes on ASBA and IPO Grading?

ASBA
• ASBA is an application containing an authorization to the investor’s bank to block in his bank account an amount
  equivalent to the application money. The money remains in the bank. Upon finalization of the basis of allotment,
  only the amount equivalent to the allotment amount is debited to the bank account, and the rest is freed up. If the
  allotment is nil, then the entire blocked application amount gets released.

• Applying through ASBA process has the following benefits for the investor:
  (i) The investor need not pay the application money by cheque. He only issues an authorization to his bank to
        block the bank account to the extent of the application money.
  (ii) The investor does not have to bother about refunds, as in ASBA only that much money which is required for
        allotment of securities, is taken from the bank account.
  (iii) The investor continues to earn interest on the blocked money as the same remains in his bank account.
(iv) The ASBA application form is much simpler
(v) The investor deals with a known intermediary i.e. his own bank.
• The issuer is required to provide ASBA mode in all public issues though book building where a uniform payment
Option is being offered to the retail investors.
IPO Grading
• IPO grading is the professional assessment of a Credit Rating Agency (CRAs) on the fundamentals of a company in relation to the other listed equity shares in India.
• It is mandatory for the issuer company coming with IPO to obtain IPO grading from a Credit Rating Agency and
  disclose the same on the cover page of offer document and Application form.
• IPO grading endeavors to provide the investor with an informed, objective independent and unbiased opinion of a
  CRA after analyzing various relevant factors. It is an additional input available for your investment decision.
• An IPO grade is NOT a suggestion or recommendation as to whether an investor should subscribe to the IPO or not. IPO grade needs to be read together with the disclosures made in the offer document including the risk factors as well as the price at which the shares are being offered.
• IPO grade does not take into account the price of the shares being offered. Therefore, the investors need to make an  independent judgment regarding the price of the investment.

Q.39
What are the requirements of SEBI Regulations relating to preferential issue?
• Preferential Issue means issue of specified securities to any select person or group of persons on a private
  placement basis
• Does not include an offer of specified securities made through a public issue, rights issue, bonus issue, ESOPs or
  qualified institutions placement or an issue of sweat equity shares or depository receipts issued in a country outside India or foreign securities.

Conditions for issue
• The company shall pass a SR
• All the equity shares held by the proposed allottees are in the dematerialized form
• The company shall obtain the PAN of the proposed allottees
• In the explanatory statement given to the shareholders the company shall inter alia disclose the objects of the
  preferential issue, proposal of promoters / directors to subscribe to the offer, shareholding pattern of the company
  before and after the issue, time within which such issue shall be completed, the identity of the proposed allottees
  etc.
• The Statutory Auditors of the company shall certify that the all requirements have been complied with
• In case the promoters of the company have sold their shares during the 6 months preceding the relevant date, they shall be ineligible for allotment of securities on preferential basis.
• The resolution passed for such issues shall be valid for 15 days from the date of passing it.
• The company shall not make a preferential issue if the same is not in compliance with the conditions for continuous listing
• The currency of the instruments / warrants which will be converted into equity shares at a later date shall not exceed 18 months
•Lock-in period of the instruments allotted on preferential basis shall be as follows –
  - to the promoter / promoter group - 3 years from the date of allotment
  - to persons other than the above – 1 year from the date of allotment
•The details of all moneys utilized from such preferential issue shall be disclosed in the accounts of the company indicating their purpose
Q. 40
Explain the various types of debt market instruments?

A) Corporate debentures –
1. Non-Convertible Debentures
2. Partly Convertible Debentures
3. Fully Convertible Debentures
4. Optionally Convertible Debenture

5. Secured Debenture

6. Unsecured Debenture
B) Fixed Income Products

C) Bonds
Q.41
Short notes on Debt market intermediaries and Listing of debt securities?

• Primary Dealers: Primary dealers (PDs) are important intermediaries in the government securities markets. They
  act as underwriters in the primary market, and as market makers in the secondary market. PDs underwrite a portion of the issue of government security that is floated for a predetermined amount. The underwriting commitment of each PD is broadly decided on the basis of its size in terms of its net owned funds, its holding strength, the committed amounts of bids and the volume of turnover in securities.
• Brokers: Brokers play an important role in secondary debt market by bringing together counterparties and negotiating terms of trade. It is through them that the trade are entered on the Stock Exchange. The brokers are regulated by the stock exchange and also by SEBI.
Listing of debt securities
No issuer can make a public issue of debt securities unless the following conditions are satisfied (on the date of filing the draft offer document and the final offer document):
(a) The issuer has to apply to one or more recognized stock exchanges for the listing of such securities. If the
     application is made to more than one recognized stock exchange, the issuer should choose one of them as the
     designated stock exchange (having nationwide trading terminals). However, for any subsequent public issue, the issuer may choose a different stock exchange as the designated stock exchange, subject to the requirements of the SEBI (Issue and Listing of Debt Securities) Regulations, 2008.
(b) The issuer has to obtain in-principle approval for the listing of its debt securities on the recognized stock
     exchanges where the application for listing has been made.
(c) Credit rating has to be obtained from at least one credit rating agency registered with SEBI, and has to be
     disclosed in the offer document.
(d) It has entered into an arrangement with a depository registered with SEBI for the dematerialization of the debt
     securities that are proposed to be issued to the public, in accordance with the Depositories Act, 1996 and other
     relevant regulations.
(e) The issuer is required to appoint one or more merchant bankers registered with SEBI, at least one of whom has to be a lead merchant banker.
(f) The issuer is required to appoint one or more debenture trustees in accordance with the provisions of Section
     117B of the Companies Act, 1956 and the Securities and Exchange Board of India (Debenture Trustees)
     Regulations, 1993 and also has to enter into trust deed with them.
(g) The issuer is not allowed to issue debt securities for providing loans to or the acquisition of shares of any person who is part of the same group or who is under the same management.
(h)  For the Redemption of the debt securities issued by a company, the issuer has to create a debenture redemption reserve in accordance with the provisions of the Companies Act, 1956 
Q.42
What are the various contents of Offering Circular?
· Background of the Company and its promoters including date of incorporation and objects, past performance production, sales and distribution network, future plans, etc
· Capital Structure of the Company – existing, proposed and consolidated.

· Deployment of issue proceeds 

· Financial Data including Track Record of Consistent profitability of the Company.

· Group Investments and their performance including subsidiaries, joint venture in India and Abroad.

· Investment Considerations 

· Description of Shares
· Terms and conditions of global depository receipt and any other instrument issued along with it.
·  Economic and regulatory policies of the Government of India.
·  Details of Indian securities market indicating stock exchange, listing requirements, foreign investments in Indian
· securities.
·  Market price of securities.
·  Dividend and capitalisation.
·  Securities regulations and exchange control.
·  Tax aspects indicating analysis of tax consequences under Indian law of acquisition, membership and sale of shares, treatment of capital gains tax, etc.
·  Status of approvals required to be obtained from Government of India.
·  Summary of significant differences in Indian GAAP, UK GAAP and US GAAP and expert’s opinion.
·  Report of statutory auditor.
·  Subscription and sale.
·  Transfer restrictions in respect of instruments.
·  Legal matters etc.
·  Other general information not forming part of any of the above.
Q.43
Short notes on FCCBs and ECBs?


FCCBs
Foreign Currency Convertible Bonds (FCCBs) means bonds issued and subscribed by a non-resident in foreign
currency and convertible into ordinary shares of the issuing company in any manner, either in whole, or in part, on the basis of any equity related warrants attached to debt instruments.
Eligibility Requirements
• Indian Company should be eligible to raise funds from the Indian capital market
• Company should not be restrained from accessing the securities market by SEBI
• Unlisted Indian companies issuing GDRs / FCCBs shall be required to simultaneously list themselves on Indian
   Stock Exchanges.
• The company shall have a consistent track record of good performance (financial or otherwise) for a minimum
   period of 3 years.
• FCCBs shall be denominated in any convertible foreign currency and the ordinary shares of an issuing company
   shall be denominated in Indian rupees.
• The company shall deliver the ordinary shares or bonds to a Domestic Custodian Bank who will, in terms of
   agreement, instruct the Overseas Depositary Bank to issue GDRs to non-resident investors against the shares or
   bonds held by the Domestic Custodian Bank.
• There are no end use restrictions on the funds raised through GDRs / FCCBs except that the funds cannot be used for real estate and investment in the capital market.
Approvals required
• Approval of the Board of Directors and shareholders of the Company.
• For issuing FCCB's exceeding $ 100 million, approval of the Ministry of Finance is required. The maximum
   amount that the company can raise through issue of FCCB's is $ 750 million.
• Approval of the RBI.
• In-principle consent of banks / financial institutions.
ECBs
External Commercial Borrowings (ECB) refer to commercial loans in the form of bank loans, buyers' credit, suppliers' credit, securitized instruments (e.g. floating rate notes and fixed rate bonds, non-convertible, optionally convertible or partially convertible preference shares) availed of from non-resident lenders with a minimum average maturity of 3 years.
Requirements for ECBs – Automatic Route
• Corporates, including those in the hotel, hospital, software sectors and Infrastructure Finance Companies except
   financial intermediaries, such as banks, financial institutions, Housing Finance Companies and Non-Banking
   Financial Companies are eligible to raise ECB.
• Individuals, Trusts and Non-Profit making organizations are not eligible to raise ECB.
• Units in Special Economic Zones (SEZ) are allowed to raise ECB for their own requirement.
• The maximum amount of ECB which can be raised by a corporate other than those in the hotel, hospital and
   software sectors is USD 750 million or its equivalent during a financial year.
• Corporates in the hotel, hospital and software sectors can raise upto USD 200 million under the automatic route,
   subject to the condition that the proceeds of the ECBs should not be used for acquisition of land and beyond that
   under the approval route.

• ECB up to USD 20 million or its equivalent in a financial year with minimum average maturity of three years.
• ECB above USD 20 million or equivalent and up to USD 750 million or its equivalent with a minimum average
   maturity of five years.
 Requirements for ECBs - Approval Route
• ECB beyond 50% of the owned funds by financial institutions which are classified as Infrastructure Finance
   Companies are considered on a case to case basis.
• Banks and financial institutions which had participated in the textile or steel sector restructuring package as
   approved by the Government are also permitted to the extent of their investment in the package.
• ECB with minimum average maturity of 5 years by NBFCs from multilateral financial institutions, reputable
   regional financial institutions, official export credit agencies and international banks to finance import of
   infrastructure equipment for leasing to infrastructure projects.
• SEZ developers can avail of ECBs for providing infrastructure facilities within SEZ.
• Corporates which have violated the extant ECB policy and are under investigation by the Reserve Bank and / or
   Directorate of Enforcement are allowed to avail of ECB only under the approval route.
• Cases falling outside the purview of the automatic route limits.
Q.44
What do you mean by FCEBs?

• Foreign Currency Exchangeable Bond (FCEB) means a bond expressed in foreign currency, the principal
  and interest in respect of which is payable in foreign currency, issued by an Issuing Company and subscribed
  to by a person who is a resident outside India, in foreign currency and exchangeable into equity share of
  another company, to be called the Offered Company, in any manner, either wholly, or partly or on the basis
  of any equity related warrants attached to debt instruments.
• The Issuing Company shall be part of the promoter group of the Offered Company and shall issue hold equity
  shares being offered at the time of issuance of FCEB.
• The Offered Company shall be a listed company, which is engaged in a sector eligible to receive Foreign Direct
  Investment.
• An Indian company, which is not eligible to raise funds from the Indian securities market, including a company
  which has been restrained from accessing the securities market by the SEBI shall not be eligible to issue FCEB.
• Issuance of FCEB shall require prior approval of the Reserve Bank under the Approval Route for raising ECB.
• The proceeds of FCEB may be invested by the issuing company overseas by way of direct investment including in JV / WOS abroad or in the promoter group companies.
• The pricing of FCEBs should not be less than the average of the weekly high and low of the closing prices of the
  related shares quoted on the stock exchange during the 6 months or 2 weeks preceding the relevant date.
• Minimum maturity of FCEB shall be five years
Q.45
Explain the various requirements relating to issue of IDRs?

IDR means any instrument in the form of a depository receipt created by Domestic Depository in India against
the underlying equity shares of issuing company.
Eligibility for issue
• Its pre-issue paid-up capital and free reserves are at least US$ 50 million and it has a minimum average market
   capitalization (during the last 3 years) in its parent country of at least US$ 100 million
• It has a continuous trading record or history on a stock exchange in its parent country for at least 3 immediately
   preceding years.
• It has a track record of distributable profits in terms of section 205 of the Companies Act, 1956, for at least three
   out of immediately preceding 5 years
Requirements of SEBI ICDR Regulations, 2009
• The issuing company is listed in its home country.
• The issuing company is not prohibited to issue securities by any regulatory body.
• The issuing company has track record of compliance with securities market regulations in its home country.
• Issue size shall not be less than Rs. 50 crores.
• Minimum application amount shall be Rs. 20,000/-
• At least 50% of the IDRs issued shall be allotted to QlBs on proportionate basis.
• The balance 50% may be allocated among the categories of non-institutional investors and retail individual
   investors including employees at the discretion of the issuer and the manner of allocation shall be disclosed in the prospectus.
• Minimum subscription shall be 90%.
• IDRs shall not be automatically fungible into underlying equity shares of issuing company.
• The merchant banker shall submit post issue monitoring reports (3 days and 15 days) similar to public issues.

Q.47
Explain the legal framework for investor protection in India?

In order to afford adequate protection to the investors, provisions have been incorporated in different legislations such as the Companies Act, Securities Contracts (Regulation) Act, Consumer Protection Act, Depositories Act, and Listing Agreement of the Stock Exchanges supplemented by many guidelines, circulars and press notes issued by the Ministry of Finance, Ministry of Company Affairs and SEBI from time to time. The legislations as well as the rules and regulations notified thereunder specify disclosure requirements to be complied with by the companies and also punishments and remedies for failure of compliance. The following are few examples of such requirements: Companies Act, 1956
• Section 58A (Acceptance of Deposits) - No Company shall invite any public deposits without issuing an   advertisement in accordance with the Companies (Acceptance of Deposit) Rules, 1975. Where a Company fails to
repay any deposit or part thereof, the Company Law Board may either on its own or on the application of the depositors, by order direct the Company to make re-payment of such deposits thereof forthwith or within such time
   and subject to such conditions as may be specified in the order.
• Section 63 (Mis-statements in Prospectus): This Section deals with criminal liability for misstatement in prospectus issued by a company. For such misstatements, the section provides for imprisonment upto 2 years which and fine which may extend to Rs. 50,000/- or with both and the offence is compoundable.
• Section 205 (Non-payment of Dividend): This section, inter alia, requires a company who has declared a dividend
   for any financial year to deposit the amount of such dividend (including interim dividend, if any) in separate bank
   account within 5 days from the date of declaration of such dividend.
• Section 205C: This section provides for establishment of Investors’ Education and Protection Fund by the Central
   Government. Various types of unpaid/unclaimed amounts of application money/matured deposits/matured
   debenture etc. are to be credited to the said fund. The said accumulation in this fund are to be utilized for promotion of investors’ awareness and protection of investors’ interests.
• Transfers and Transmission of Securities - Failure to comply with the provisions of Companies Act can be brought
   before the Company Law Board through an appeal under Section 111 and 111A. After hearing the parties Company Law Board may by order direct the company to register the transfer.
• Section 219 (Failure to Send Financial Statements): This section provides for the right of a member for copies of
   Balance sheet and Auditors Report. Default in complying with this requirement is punishable with fine which may
   extend to Rs. 5,000/-.
• Protection to Debenture holders: Section 117A to 117C protect the debenture holders, and the new sections contains stringent punishments for default.
SEBI Act, 1992
In the preamble to the SEBI Act, 1992 two objectives are mentioned. The first objective is protecting the interest of the investors in securities and the second is to promote the development of and to regulate the securities market and for matters connected therewith or incidental thereto. Thus priority is accorded to investor protection in the SEBI Act.

Securities Contracts (Regulation) Act, 1956
Section 23 provides for penalties which may extend to 10 years or with fine which may extend to Rs. 25 crores or with both for contravention of the provisions of the Act.
Section 23A to Section 23H provide for penalty in respect of failure to furnish information, return etc., failure by any
person to enter into an agreement with clients, failure to redress investor grievances, failure to segregate securities or moneys of client or clients, failure to comply with provisions of listing conditions or delisting conditions or grounds, excess dematerialization or delivery of unlisted securities, failure to furnish periodical returns, contravention with any provision of the act where no separate penalty is provided.
Reserve Bank of India Act, 1934 Section 45 QA of the Reserve Bank of India Act gives a depositor similar rights as are provided under Companies Act to approach CLB for payment of matured deposits in the case of NBFCs
Indian Penal Code
Economic Offence Wings of the Police Departments have powers under IPC to take up the cases of cheating, forgery and misappropriation etc. relating to investments.
Q. 48
Who is an Ombudsman?


Ombudsman in its literal sense is an independent person appointed to hear and act upon citizen’s complaint about
government services. This concept was invented in Sweden and the idea has been widely adopted. For example,
various banks, insurance companies have appointed Ombudsman to attend to the complaints of their customers.
Establishment of Office of Ombudsman
SEBI has been empowered to appoint, on recommendation of a Selection Committee, one or more Ombudsmen for such territorial jurisdiction as may be specified from time to time by an order. The Selection Committee referred in sub-regulation(2)should consist of the following members, namely  
  1. an expert in the areas relating to financial market operations to be nominated by the Chairman.
   2. a person having a special knowledge and experience of law, finance or economics, to be nominated by the
        Chairman.
   3. a representative of SEBI not below the rank of Executive Director who shall be Secretary of the Selection
        Committee, to be nominated by the Chairman.
Eligibility Criteria for Appointment of a Ombudsman
In order to be appointed as an Ombudsman, a person is required to be—
• a citizen of India;
• of high moral integrity;
• not below the age of forty five years; and
• either a retired District Judge or qualified to be appointed a District Judge, or having at least ten years experience of service in any regulatory body, or having special knowledge and experience in law, finance, corporate matters,
economics, management or administration for a period of not less than ten years, or an office bearer of investors’
association recognised by the Board having experience in dealing with matters relating to investor protection for a
period of not less than 10 years.
Q. 49
Explain the various grounds of compulsory delisting?


• The company has incurred losses during the preceding 3 consecutive years and it has negative networth;
• Shareholding of the company held by the public has come below the minimum level applicable to the company as
  per the listing agreement (i.e. 25%) and the company has failed to raise public holding to the required level within
  the time specified by the RSE;
• Trading in securities of the company has remained suspended for a period exceeding 6 months;
• Securities of the company have remained infrequently traded during the preceding 3 years;
• Company or any of its promoters or any of its director has been convicted for failure to comply with any of the
  provisions of the SCRA or the SEBI Act, 1992 or the Depositories Act, 1996 or rules, regulations, agreements made there under, as the case may be and awarded a penalty of not less than Rs. 10 million or imprisonment of not less than 3 years;
• Addresses of the company or any of its promoter or any of its directors, are not known or false addresses have been furnished or the company has changed its registered office in contravention of the provisions of the Companies Act, 1956.
Q.50
Short note on SEBI Informal Guidance Scheme?

• In the interests of better regulation of and orderly development of the Securities market, SEBI has issued SEBI
  (Informal Guidance) Scheme 2003 w.e.f. 24.6.2003. The following persons may make a request for informal
  Guidance under the scheme:
  (a) any intermediary registered with the SEBI.
  (b) any listed company.
  (c) any company which intends to get any of its securities listed and which has filed either a listing application
       with any stock exchange or a draft offer document with the Board or the Central Listing authority.
  (d) any mutual fund trustee company or asset management company.
  (e) any acquirer or prospective acquirer under the SEBI (Substantial Acquisition of Shares & Takeovers)
       Regulations, 1987.
• The informal guidance may be sought for and given in two forms:
  — No-action letters: SEBI indicates that the Department would or would not recommend any action under any
       Act, Rules, Regulations, Guidelines, Circulars or other legal provisions administered by SEBI.
  — Interpretive letters: SEBI provides an interpretation of a specific provision of any Act, Rules, Regulations,
       Guidelines, Circulars or other legal provision being administered by SEBI in the context of a proposed
       transaction in securities or a specific factual situation.
• The request seeking informal guidance should state that it is being made under this scheme and also state whether it is a request for a no-action letter or an interpretive letter and should be accompanied with a fee of Rs. 25,000/- and addressed to the concerned Department of SEBI. It should also describe the request, disclose and analyse all material facts and circumstances involved and mention all applicable legal provisions. SEBI may dispose off the request as early as possible and in any case not later than 60 days after the receipt of the request. The Department  may give a hearing or conduct an interview if it feels necessary to do so. The requestor shall be entitled only to the  reply. The internal records or views of SEBI shall be confidential.


• SEBI may not respond to the following types of requests

(a) those which are general and those which do not completely and sufficiently describe the factual situation;
(b) those which involve hypothetical situations;
(c) those requests in which the requestor has no direct or proximate interest;
(d) where the applicable legal provisions are not cited;
(e) where a no-action or interpretive letter has already been issued by that or any other Department on a substantially similar question involving substantially similar facts, as that to which the request relates;
(f) those cases in which investigation, enquiry or other enforcement action has already been initiated;
(g) those cases where connected issues are pending before any Tribunal or Court and on issues which are subjudice; and,
(h) those cases where policy concerns require that the Department does not respond.
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