MERCHANT BANKER

1. Who is Merchant Banker?

Means any person who is engaged in the business of issue management either by making arrangement either by making arrangement regarding selling, buying or subscribing to securities or acting as manager, consultant, adviser, or rendering corporate advisory service in relation to such issue management.

2. Categories of Merchant Bankers

Category I:  

(i)	To carry on any activity of the issue management, which will, inter alia, consist of preparation of prospectus and other information relating to the issue, determining financial structure, tie up of financiers and final allotment and refund of the subscriptions; and

(ii)	To act as adviser, consultant, manager, underwriter, portfolio manager (To act as a Portfolio manager separate registration is required.)
Category II:

-To act as adviser, consultant, co-manager, underwriter, portfolio manager. 
Category III:

- To act as underwriter, adviser, consultant to an issue.
Category IV:

- To act only as adviser or consultant to an issue.
3. The Applicant…..
	
· Shall be a body corporate other than NBFC.
· Has the necessary infrastructure to effectively discharge his activities.
· Should have a minimum two experienced employees to conduct the business of merchant banker.
· A person directly or indirectly connected with the applicant has not been granted registration by the Board.
· 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.
· The applicant has the professional qualification from an institution recognised by the Government in finance, law or business management.
· Grant of certificate to the applicant is in the interest of investors.
· Should fulfil capital adequacy requirement (as listed below)

4. Capital adequacy requirement (CAR):

-  The capital adequacy requirement shall be a net worth of not less than five crore rupees.
   Where, Net worth = Paid up Capital + free reserves at the time of making an application

-  The board on being satisfied that the applicant is eligible shall grant certificate in Form B.

- 	The merchant banker may, if so desires to renew its certificate, should make an application for renewal in Form A Three months before the expiry of the period of certificate.

5. Registration:

-  An application by a person for grant of a certificate shall be made to the Board in Form-A.

-  Every Merchant Banker shall pay a sum of Rs.10,00,000/-  (Ten Lacs only)  as registration fee at the time of grant of certificate by the SEBI.

-  A Merchant Banker to keep registration in force shall pay renewal fee of Rs. 5,00,000/- (Five Lacs only) every three years from the fourth year from the date of initial registration.

-  The non-refundable fee payable along with an application for registration or an application for renewal of registration shall be a sum of Rs. 20,000/- (Twenty thousand only).

6.  Conditions of registration/renewal:

· Where the merchant banker proposes to change its status or constitution, it shall obtain prior approval of the Board for continuing to act as such after the change.

· It shall pay the fees for registration or renewal, as the case may be, in the manner provided in these regulations.

· It shall take adequate steps for redressal of grievances of the investors within one month of the date of the receipt of the complaint and keep the Board informed about the number, nature and other particulars of the complaints received.

· It shall maintain capital adequacy requirements at all times during the period of the certificate or renewal thereof.

· It shall abide by the regulations made under the Act in respect of the activities carried on by it as merchant banker.

7. Renewal:

· Three months before the expiry of the period of certificate, the Merchant Banker may, if so desires make application for renewal in Form A.

· The certificate of registration granted and its renewal granted shall be valid for a period of three years from the date of its issue to the applicant.

· A Merchant Banker to keep registration in force shall pay renewal fee of Rs. 5,00,000/- (Five Lacs only) every three years from the fourth year from the date of initial registration.
General Obligations and Responsibilities of Merchant Banker…
1. Every merchant banker shall abide by the Code of Conduct given under Schedule III…
· To protect the interests of investors.
· Maintain high standards of integrity, dignity and fairness in the conduct of business.
· Shall exercise at all times due diligence, independent professional judgment and ensure proper care.
· Shall ensure that inquiries from investors are adequately dealt with, grievances are redressed timely and appropriate manner.
· Adequate disclosures are made to the investors timely with the applicable regulations and guidelines to make a balanced and informed decision.
· Provide true and adequate information without making any misrepresentation or misrepresentation. 
· Made aware of the attendant risks before taking any investment decision.
· To ensure that copies of prospectus, offer document, letter of offer made available to the investors at the time of issue or the offer.
· Shall avoid conflict of interest and make adequate disclosure of its interest.
· Shall not divulge to anybody either orally or in writing, directly or indirectly, any confidential information about its clients which has come to its knowledge, without taking prior permission of its clients, except where such disclosures are required to be made in compliance with any law.
· Shall ensure that any change in registration status/any penal action taken by the Board or any material change in the merchant banker’s financial status, which may adversely affect the interests of clients/investors is promptly informed to the clients and any business remaining outstanding is transferred to another registered intermediary in accordance with any instructions of the affected clients.
· Shall not indulge in any unfair competition or to place such other merchant bankers in a disadvantageous position while competing for or executing any assignment.
· Shall have internal control procedures and financial and operational capabilities to protect operations, clients, investors from financial loss.
· Shall not make untrue statement in any document/report/information furnished to the Board.
· Shall comply with the award of the Ombudsman.
· Shall ensure that the Board is promptly informed about any action, legal proceedings, etc.
·  A merchant banker or any of its employees shall not render, directly or indirectly, any investment advice about any security in any publicly accessible media, whether real-time or non-real-time, unless a disclosure of his interest including a long or short position, in the said security has been made, while rendering such advice.
· In the event of an employee of the merchant banker rendering such advice, the merchant banker shall ensure that such employee shall also disclose the interests, if any, of himself, his dependent family members and the employer merchant banker, including their long or short position in the said security, while rendering such advice.
· Shall develop its own internal code of conduct for governing its internal operations and laying down its standards of appropriate conduct for its employees and officers in carrying out their duties.
· Shall ensure that any person it employs or appoints to conduct business is fit and proper and otherwise qualified to act in the capacity so employed or appointed (including having relevant professional training or experience).
· Shall not be a party to or instrument for—
(a) Creation of false market;
(b) Price rigging or manipulation; or
(c ) Passing of unpublished price sensitive information in respect of securities which are listed and proposed to be listed in any stock exchange to any person or intermediary in the securities market.]

2. Shall not to associate with any business other than that of the securities market.

No merchant banker, other than a Bank or a Public Financial Institution, who has been granted a certificate of registration under these regulations, shall carry on any business other than that in the securities market.

3. Maintenance of books of account, records etc.

· Shall maintain a copy of balance sheet, Statement of profit & Loss account, Auditor’s report and a statement of financial position for each accounting period and should intimate to the Board, the place where the above books of accounts, records and documents are maintained.

· Shall after the end of each accounting period, furnish to the Board copies of the Balance sheet, Statement of Profit & Loss account and such other documents for any other preceding five accounting years when required by the Board.

· Shall preserve the books of account and other records and documents for a minimum period of five years.

4. 	Shall furnish to the Board half yearly unaudited financial results when required by the Board to monitor the capital adequacy of the merchant banker.

5. 	Shall take steps to rectify the deficiencies made out in the auditor’s report within 2 months from the date of auditor’s report.

6. Responsibilities of lead merchant banker…

· No lead manager shall agree to manage or be associated with any issue unless his responsibilities relating to issue mainly, those of disclosures, allotment and refund are clearly defined, allocated and determined and a statement specifying such responsibilities is furnished to the Board at least one month before the opening of the issue for subscription:

Provided that, where there are more than one lead merchant bankers to the issue the responsibilities of each of such lead merchant bankers shall clearly be demarcated and a statement specifying such responsibilities shall be furnished to the Board at least one month before the opening of the issue for subscription.

· Lead merchant banker not to associate with a merchant banker without registration.

· Merchant banker not to act as such for an associate.

7. A merchant banker shall not lead manage any issue or be associated with any activity undertaken under any regulations made by the Board, if he is a promoter or a director or an associate of the issuer of securities or of any person making an offer to sell or purchase securities.

8. Underwriting obligations…
In respect of every issue to be managed, the lead merchant banker holding a certificate under Category I shall accept a minimum underwriting obligation of five per cent of the total underwriting commitment or rupees twenty-five lacs, whichever is less:

Provided that, if the lead merchant banker is unable to accept the minimum underwriting obligation, that lead merchant banker shall make arrangement for having the issue underwritten to that extent by a merchant banker associated with the issue and shall keep the Board informed of such arrangement.

Provided further that in any issue made in accordance with Chapter XA of the Securities and Exchange Board of India (Issue of Capital and Disclosure Requirements) Regulations, 2009 the merchant banker shall, itself or jointly with other merchant bankers associated with the issue, underwrite at least fifteen percent of the issue size.]

9. 	No merchant banker can do acquisition of shares. Every merchant banker shall submit to the Board complete particulars of any transaction for acquisition of securities of any body corporate whose issue is being managed by that merchant banker within fifteen days from the date of entering into such transaction.


10. Disclosures to the Board…
· Responsibilities to the management of the issue
· Any change in the information or particulars previously furnished, which have bearing on   the certificate granted to it
· The names of the body corporate whose issues he has managed or has been associated with
· Particulars to the breach of the capital adequacy requirement
· Activities as a manager, underwriter, consultant or adviser to an issue.

11. The merchant banker shall submit a half yearly report for the period ending with 31st March and 30th September of every year, in the format specified in schedule IV, within three months from the close of the period to which it corresponds.

12.	Every merchant banker shall appoint a compliance officer. And shall immediately and independently report to the Board any non-compliance observed by him. 

Procedures for Inspection…

1. Board’s right to inspect

(1) The Board may appoint one or more persons as inspecting authority to conduct inspection of the books of account, records and documents of the merchant banker for any of the following purposes:

(a) To ensure that the books of account are being maintained in required manner;
(b) That the provisions of the Act, rules, regulations are being complied with;
(c)  To investigate into the complaints received from investors, other merchant bankers or any other person on any matter having a bearing on the activities of the merchant banker; and
(d) 	To investigate suo motu in the interest of securities business or investors interest into the affairs of the merchant banker.

2. Notice before inspection.

(1) 	Before undertaking an inspection the Board shall give a reasonable notice to the merchant banker. Where the Board is satisfied that in the interest of the investors no such notice should be given, it may by an order in writing direct that the inspection of the affairs of the merchant banker be taken up without such notice.

(2) 	During the course of inspection, the merchant banker, against whom an inspection is being carried out, shall be bound to discharge his obligations.

3. Obligations of merchant banker on inspection by the board.

(1) 	It shall be the duty of every director, proprietor, partner, officer and employee of the merchant banker, who is being inspected, to produce to the inspecting authority books, accounts and other documents in his custody or control and furnish him with the statements and information relating to his activities as a merchant banker within such time as the inspecting authority may require.

(2) 	The merchant banker shall allow the inspecting authority to have reasonable access to the premises occupied by such merchant banker or by any other person on his behalf and also extend reasonable facility for examining any books, records, documents and computer data in the possession of the merchant banker or any such other person and also provide copies of documents or other materials which, in the opinion of the inspecting authority, are relevant for the purposes of the inspection.

(3) 	The inspecting authority, in the course of inspection, shall be entitled to examine or record statement of any principal officer, director, partner, proprietor and employee of the merchant banker.

(4) 	It shall be the duty of every director, proprietor, partner, officer or employee of the merchant banker to give to the inspecting authority all assistance in connection with inspection which the merchant banker may reasonably be expected to give.

4. Submission of report to the Board.

The inspecting authority shall, as soon as possible submit, an inspection report to the Board.

5. Action on inspection or investigation report.

Reg. - 33 The Board or the Chairman shall after consideration of inspection or investigation report   take such action as the Board or Chairman may deem fit and appropriate including action under Chapter V of the Securities and Exchange Board of India (Intermediaries) Regulations, 2008.

6. Appointment of auditor.

The Board may appoint a qualified auditor to investigate the affairs of the merchant bankers: Provided that the auditor so appointed shall have the same powers of the inspecting authority and the obligations of the merchant banker shall be applicable to the investigation.

Explanation: For the purposes of this regulation the expression “qualified auditor” shall have the same meaning as given in section 226 of the Companies Act, 1956.

Procedure for action in case of default…

1. Liability for action in case of default.

A merchant banker who contravenes any of the provisions of the Act, Rules or Regulations framed thereunder shall be liable for one or more actions specified therein including the action under Chapter V of the Securities and Exchange Board of India (Intermediaries) Regulations, 2008.




 




