DEPOSITORY ACT, 1996.

According to Section 2(i) of The Depository Act, 1996 ”Depository means a Company formed and registered under the Companies Act and which has been granted a certificate of registration U/s 12 (1A) of The SEBI Act, 1992.” A Depository cannot act as a Depository unless it obtains a certificate of commencement of business from SEBI. All the securities held by a depository shall be dematerialized and shall be in fungible form.
In India at present there are just two Depositories:
1. NSDL
2. CDSL

CONCEPT OF FUNGIBILITY: This concept implies that all Certificates of the same security are interchangeable in the sense that investor loses the right to obtain the exact certificate they surrender at the time of expiry into depository.

DEPOSITORY PARTICIPANTS:  Depository does not render services directly but only through an agent who is registered as Depository Participant with SEBI. The relationship between the Depository and the Participant is that of a principal and agent and is governed by the bylaws of the depository and the agreement between them.
Depository Participants are similar to the Broker who trades on your behalf in and outside the Stock Exchange. A depository Participant is your representative in the Depository System. It maintains your securities account balance and intimates you the status of your holding from time to time.
All the stock brokers, bank who offer the services of Depository (DEMAT) are depository participants.
Examples: Ashika Stock Broking, SKP Securities Ltd., India Bulls Ltd., Sharekhan Ltd, ICICI Bank, Axis Bank Etc.

REGISTERED OWNER Vs BENEFICIAL OWNER: Depository is deemed owner of the securities lying in the depository and such registered owner shall have right to affect the transfer of securities on behalf of the beneficial owner, but shall not have a right to vote or other rights associated with the securities.
Beneficial owner are the actual owner (real owner) of the securities lying with the Depository. They enjoy all the rights associated with a security such as right to dividend, right to bonus, voting rights etc.

CONCEPT OF FREE TRANSFERABILITY OF SHARES: It refers to a situation where on receipt of an intimation regarding settlement of purchase transaction, the transfer of security is affected immediately and the transferee enjoys all the right and obligation associated with the security.
DEPOSITORY IS THE BANK OF SECURITY: In a layman’s word a depository can be described as a bank of securities. It renders all those services with regard to securities which a bank does with currency.
Comparison of Depository with a Bank:
A bank and a depository are similar in several ways, as under:
	A Bank
	A Depository

	Promoted by persons and institutions of repute and good standing. 
	Promoted by persons and institutions of repute and good standing. 

	Renders services like safe keeping of the money (funds) of customers in book entry form. 
	Renders services like safe keeping of securities (shares, bonds, debentures etc.) of the customers in book entry form. 

	Has an administrative Central Office and renders services (like account opening), generally, through branches. 
	Has an administrative Central Office and renders services through Depository Participants (DPs) and their branches. 

	Is required to verify the identity and address of the customer before opening a bank account. 
	Is required to verify the identity and address of the investor before opening a demat account. 

	The bank is entitled to charge some fees for the services like account maintenance, remittances, safe custody etc.
	The depository is entitled to charge some fees for the services like account maintenance, dematerialization, pledging, transaction charges etc. 

	Facilitates transfer of funds within the bank (transfer) and also between two banking institutions (through clearing). 
	Facilitates transfer of ownership of securities within the depository (transfer) and also between two depositories (Inter Depository transfer)

	Currency notes held in physical form are specific and have distinctive identification features and numbers. However, the funds (say, Indian Rupees or U S Dollars) lying in a bank account are fungible (i.e. exactly similar, inseparable and without any identification number). 

	Securities held in physical form are specific and have distinctive identification features and numbers. However, the securities (say, Equity Shares, bonds, debentures, Government Securities etc.) lying in a demat account are fungible (i.e. exactly similar, inseparable and without any identification number). 

	A bank needs express written consent of the customer (like a cheque) for debiting his account. 
	A depository needs express written consent (Debit Instruction Slip) of the account holder for debiting his account.

	Power of attorney holder can operate a bank account.
	A demat account can be operated by power of attorney holder 

	A bank customer is entitled to get a statement of account from the branch periodically. 
	An account holder is entitled to get a statement of demat account periodically from the DP.

	Nomination facility is available in the bank account.
	Nomination facility is available in case of demat accounts also. 




A bank and a depository are not similar in several ways, as under:

	A Bank 
	A Depository

	For opening a bank account, such as a savings bank account, a minimum balance has to be deposited along with the account opening form. 
	A demat account can be opened by an investor even without having/ owning any securities i.e. with zero balance.

	A customer having an account with a bank is called as a Account Holder. 
	An account holder of the depository is called as Beneficial Owner (of the securities). 

	A bank is entitled to use funds lying in the savings or current deposit accounts of the customers in the normal course of business and pays interest to them for the use. 
	A depository is not entitled to use the securities lying in the demat accounts of the customers and hence does not pay any interest to them. 

	A bank account can be operated upon “jointly”, or, by “either or survivor” of the account holders or by “any one/two/three of", the joint account holders. 
	A demat account can be opened, operated upon only by ALL the account holders JOINTLY, at present. 

	In the bank account, addition or deletion of name(s) of one or more of the account holders is permitted. 
	In the demat account, addition or deletion of name(s) of one or more of the account holders (beneficial owners) is NOT permitted. 



DEMAT:
Benefits of Dematerialisation
· A great reform to the Capital Market.
· It gives liquidity to the Capital Market.
· It prevents bad delivery.
· Exemption of Stamp Duty on transfer of shares.
· It prevents loss of Share Certificates in Postal Transit.
· It saves Postal / Courier Charges.
· It helps in quick dispersal of Corporate Actions.
· It helps in keeping the list of members / shareholders up to date


Process of Dematerialisation:

                               (A)                                                                            (B)
								
Investor			Depository Participant			Depository
															     (F)						      (E)																																					(C )															(D)										

				Registrar to Issue


(A) Investor surrenders certificate to Depository Participant.
(B) Depository Participant intimates the Depository.
(C) Depository Participant submits the certificate to Registrar to Issue.
(D) Registrar confirms the dematerialization request from depository.
(E) Depository updates its account and informs the Depository Participant.
(F) Depository Participant updates its accounts and informs the investor.




Process of Rematerialisation:
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(A) Beneficial Owner request for rematerialisation to Depository Participant.
(B) Depository Participant intimates the Depository.
(C) Depository Participant confirms the dematerialization request from depository.
(D) Registrar updates its account, prints certificates and confirms to the Depository.
(E) Depository updates its account and informs the Depository Participant.
(F) Registrar dispatches certificates to Investor.
(G) Intimation is sent by the Depository Participant to the Investor.



Other Issues:

· It is NOT COMPULSORY to Dematerialise a Share.
· An Investor HAS OPTION of holding shares either in physical or dematerialize form.
· Dematerialise Securities can be traded only in those stock exchanges which have establishes ELECTRONIC TRANSFER SYSTEM through NSDL and CDSL.
· Presently all registered Stock Exchange of India have ETS.
· New Public Issues can be brought out in Dematerialised form only.
 
