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3 DEPOSITORIES

BASIC CONCEFT OF DEPOSITORIES

Introduction

The Depositories Act, 1996 has intreduced the system of depositories in India. It has

come into force with effect from 20t September, 1995,

A depository is an organization where the securities of an investor are held in the
electronic form at his request through a Depository Participant [DF}, If the investor
wants to utilize the services offered by a Depository, the investor has to open a
beneficiary account (popularly called as Demat Account] with the Depository through a
DF.

DF iz the representative or agent in the depository system and it maintains the investor’s
gecurities account balance and intimates to him the status of his holding of any
security. For e.g. share and debentures already in the depository mode, the buyer will
become owner of the said security in the depository within a day of settlement being
made/completed. The buyer is not required to apply to the company for registering the

security in his name.

Investors also have the option to keep their securities in the custody of an intermediary
called the Custodian, Custodian holds the securities of the investor in physical form.
Such hand over of securities to the custodian in physical form 18 called as
Immobilization., While custodians immobilize the physical securities by custodial
function, depositories interact with the Investors only through depaository participants

who are registered with depositories as well as SEBL

Custodians provide services such as safe keeping of securities, documents of title on
behalf of client under a proper =system of control including phvsical custody or
maintenance of accounts in depesitories manually or in machine readable form etc.
Custodial  services  generally  provide  clearing services, registrafion and  transfer

processing, safe custody, corporate actions and management information secnces.
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DEFINITION AND MEANING OF DEPOSITORY

According to Section 2 [¢] of the Depositories Act, 1996, “Depogitory means 8 company
formed snd registered under the Companies Act, 1956/2013 and which has been
granted A certificate of registration under Section 12 (1A) of the Secunties and Exchange

Board of India Act, 1992",

There are two depository plavers in the market i.e., National Securities Depository
Limited [NSDL) and Central Depository Service (Indisl Limited (CDSL).

Definition and Meaning of Depository Participant
Depository Participant (DF) is the agent of the depository and is the interface between
the depository and the investor., According to SEBl Guidelines, financial institutions,

banks, custodiansz, stock brokers etc. can become depository participants.

Stocking Holding Corporation of India Limited (SHCIL) is the first depository participant
in India registered with NSDL. Besides SHCIL, a number of new and private and foreign
banks like Timez Bank, HDFC Bank, ICICI Bank, IDBI Bank, Hong Kong Banl:,
Standard Chartered Bank are providing shares depository services to its customers from

its various branches.
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ELIGIBILITY CONDITION FOR DEPOSITORY SERVICES

Any company or other institution to be eligible to provide depository services must;

- be formed and regizstered a5 8 company under the Companies Act, 2013,

-  be registered with SERI as a depository under SERT Act, 1993,

- has framed bye-laws with the previous approval of SEEI,

- has one or more participants to render depository services on its behailf.

- has adequate systems and safeguards to prevent manipulation of records and
transactions to the satisfaction of SEBL

- complies with Depositories Act, 1996 and SEBI [Depositories and Participants)
Regulations, 2018,

-  meets eligibility criteria in terms of constitution, network, etc,

Is dematerialization of securities compulsory?

According to the Depositories Act, 1996, an investor has the option to hold securities
either in physical or electronic form. Part of holding can be in physical form and part in
demat form. However, SEBI has notified that settlement of market trades in listed

gecurities shonld talke place only in the demat mode.

ZEEI has recently amended relevant provizions of SEBI [Listing Obligatiens and
Disclosure Eequirements] Eegulations, 2015 to disallow Xsted companies from accepiing
request for transfer of securities which are held in physical form, with effect from April 1,
2019. The shareholders who continue to hold shares and other types of securities of
listed companies in physical form even after this date, will not be able to lodge the
shares with company [ its KTA [or further transfer. They will need to convert them to
demat form compulsorily if they wish to effect any transfer. Only the requests for
transmission and transposition of securities in physical form, will be accepted by the

listed companies [ their RTAs.

DIFFERENCE BETWEEN DEPOSITORY AND CUSTODIAN

Depository — Share transferred in electronic form.

Custodian — Shares remain in physical form. Depository can legally transfer beneficial

ownership which a custodien cannaot.
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ADVANTAGES OF HOLDING SECURITIES IN THE ELECTRONIC MODE

- No stamp duty an transfers.

- Faster delivery and fund settlement.

- No odd lot - trading i= possible in any lot.

- Eliminates risks associated with physical deliveries such as loss, theft, forgery
et

- Eliminates handling of large volumes of paper.

- Facilitates pledge and hvpothecation.

- Faster disbursement of non cash corporate benefits.

The procedure for dematerialization is as under:-

[i] Submits dematerialization reguest form [DEF) along with the share certificates
[transferred in the name of the investor).

[ii] Deface share certificates as “surrendered {for dematerialization”.

(tif)  DP electronically transmits DREF to the depository.

(1] NP send= the share certificates and physical TIRF ta the RTA/Company,

[v] Nepository electronically transmits the demat request to the RTA Company.

[vi] ETA) Company checks authenticity of request and confirm the Depaository.

[vi]] Depository confirma dematenalization request to TP,

[viil) Investor’s account with DP s credited.

[(ix] DP sends Statement of Transaction to the investar.

IMMOBILIZATION

Immohilization of securities occurs when physical security certificates are stored or

lodged with Depository for safe custody, All subsequent transactions in these securities
take place in book entry form [electronic form). The actual owners have the right to
withdraw their physical securities as and when they desire, The custodian in tum a
Jumbo Certificate representing the entire i88ue in the name of depository on hehalf of

the Benefieial owmner.
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(1]

[ii]

[iii]

(iv]

(v]
[vi)

[vii]

[owner
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REMATERIALISATION

The beneficial owner sends  the
request in Bematenalisation regquest
form [RRF] to DP.

DT intimates the Depository of such
request electronically.

Depository confirms the
Rematerialisation

RETA/ Company.

request to the

RTA/ Company updates account and
prints certificates and confirm the

Depository,

Depository updates account and download the details to DP.
RETA! Company dispatches the certificates to the holder thereof.

DP also sends the intimation about Rematerialisation to its client.

FUNGIBILITY

PLEDGE OR HYPOTHECATION OF SECURITIES

of  aecurties]  intends to

creals

The procedure for Rematerialisation of secunties 15 as follows:-
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The Depositories Act, 1996 provides that all securities held in depository shall be
fungible, i.e., all certificates of the same security shall become interchangeable. In
electronic form, the securities loses its identity exactly like money deposited in a bank
account. If a person has a Es 500 note, it will have a serial number but when the same
iz deposited in the bank account, its serial number is lost and it is mixed with other
currencies in the syastem. Much like this is the security held in electronic form. Once
deposited with a depository in demat form, it also loses its distinctive number, which is

there so in case of shares held by an investor in physical farm.

Fledge or hypothecation means loan obtained by the

owner against his shares. If a beneficial owner

H

pledge fhypothecation on a security owned by him,
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he shall make an application to the Depository (NSDL/CDSL} through his Depository
FParticipant [Brokeer].

The Depository, after confirmation from the pledgee (loan provider] that the securities
are available from pledge with the pledgor (loan taker), shall, within 15 days of the
receipt of application, create and record the pledpe and send the intimation of the same
to the Depository Participants of the pledgor and the pledge. On receipt of intimation, the
Depository Participants of both the pledgor and the pledge shall inform the pledgor and
the pledge respectively of the entry of creation of pledge /hyvpothecation.

The entry of pledge/ hyvpothecation made may be cancelled by the Depository if the
pledgor or pledgee makes an application to the Depository through their Depository
Participants, It may be noted that if the application for cancellation of the entry of pledge
has been made by the pledgor, then it shall be cancelled by Depository only wath the

prior concurrence of the pledge.

A depository should be deemed to be the registered owner on behall of a beneficial
owner. The depository does not have any voting rights. The beneficial owner is entitled
to all the rights and benefits and be subjected to all the liabilities in respect of his

seLUrities.

REGISTER OF BENEFICIAL OWNER

Every depository is required to maintain a register and an index of beneficial owners in

the manner provided in the Companies Act, 2013.

1. SEBI has izsued a circular on 315 Dec 2002 that all the izzuer listed companies
must immediately comply with such Secretarial Audit,
2. This circular provides for reconciliation of total shares of a company held in

NSDL, CDSL and physical form by the shareholders with the total issued and

listed capital of the company.
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3. Thus every listed company 15 required to obtain a certificate oan a quarterly basis
from a practicing C5 or practicing CA, recording of the shares held in electronic
form and in physical form with the issued and listed capital of the company.

4, Every histed company ia required to submit the aforessid certificate to the Stock
Exchanges where the secunties of the company are listed within 21 days of the

close of relevant quarter.

INTERNAL AUDIT OF DEPOSITORY PARTICIPANTS

NSDL and CDSL, both the Depositories, have allowed Company Secretaries in Practice

and Chartered Accountants in Practice to undertake Internal Audit of the operations of
Depository Participants on a quarterly basis. While undertaking the Internal Audit
function of a Depository Participant, one has to ensure the following;

1. That the operations of the Depository Participant are in compliance with the
requirements of the Depositories Act, SERI (Depositories and Participants)
Fepulations, 20158, by laws and rules of depositories and its agreement with the
clients and depositories.

2, That there is no threat to business continuity, integrity of data processing system
Iz maintained at all times and methods are put in place to ensure that records are
not lost, dezstroved or tampered with.

3. That the capacity of computer system, staff strength and internal procedures

provides reascnable checks with the business.

CONCURRENT AUDIT

Depository Participants have been advised to appoint a firm of qualified Chartered
Accountants or Company Secretary(s] holding a certificate of practice for conducting the
concurrent audit. In respect of account opening the auditor should wverify all the
documents including EYC documents furnished by the Clients and wverified by the
officials of the Participants. The scope of concurrent audit with respect to control and

verification of DIS covers issuance and verification of DIS.

The Concurrent Auditor should conduct the audit in respect of all accounts opened, DIS

izsued and controls on DIS a3 mentioned above, durnng the day, by the next worlang
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day. In case the audit could not be completed within the next working day due to large

volume, the auditor should ensure that the audit 15 completed within a week’s time.

Any dewviation andfor non-complance observed i the aforessid aress should be
mentionsd in the audit report of the Concurrent Auditor, The Management of the

Participant should comment on the obaervabions made by the Concurrent Auditor.

ROLE OF COMPANY SECRETARY

- Right to Legal Representation: In case of any decision of SEBI, the aggrieved entity/
company (the appellant] may either appear in person or authorise one or more chartered
accountants or company secretaries [PCS) or cost accountants or legal practitioners or

any of its officers to present his or ite case before the Securities Appellate Tribunal (SAT).

- Internal Audit of Depository Participants: The 2 [two) Depository services providers
in India, viz., National Securities Depository Ltd. (NSDL) and Central Depository Services
[Indizi Limited [CDSL] have allowed Company Secretaries in Whaole-time Practice to

undertake internal audit of the operations of Depository Participants (DPs).

- Eeconciliation of Share Capital Audit: Company Secretary iz authorised to Issue
quarterly certificate with regard to reconciliation of the total issued capital, listed capital
and capital held by depositories in dematerialized form, details of changes in share
capital during the quarter, and inprinciple approval obtained by the issuer from all the
stock exchanges where it is listed in respect of such further issued capital under SEBI

[Depositories and Participants) Regulations, 2018,

- Concurrent Audit of Depository Participants: Practising Company Secretary i1s
authorized to carey out concurrent aadit of Depository Participants which covers audit of
the process of demit account opening, control and wverification of Delivery Instruction

Slips [DIS).
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16 CAPITAL MARKET INTERMEDIARIES

INTRODUCTION

Capital Market International are the people who help the corporate and the investors to
enter into various kinds of transactions in the capital market. They are the experts of

various aspects of capital market, For facilitating the transactions, capital market

intermediaries charge the prolessional fees.

KINDS OF CAPITAL MARKET INTERMEDIARIES

Capital Market Intermediaries are classified as follows:

Primary Market Secondary Market
1) Merchant Bankers/Lead Managers 1. Stock-Brokers and Sub-Brokers
2) Repstrar and Share Transfer Agents 2. Portfolio Managers
3) Underwriters 3. Custodian of Securities
4] Bankers to an Issue 4, Foreign Institutional Investors
5] Debenture Trustees 5. Investment Advisers

MERCHANT BANKERS

Meaning
Merchant Banker means any person who i3 engaged in the business of issue
management either by making arrangements regarding zelling, buying or subscribing to
gecurities or acting as manager, consultant, advisor or rendering corporate advisory

services in relation to 1ssue management,
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Roles and Responsibilities
It iz necessary for an issuer to appoint 4 merchant banker for:
[a) Managing of public izsue of securities;
(b) Underwriting connected with the public issue management bhusiness;
(] Managing/Advising on international offerings of  debtfequity e, GDR, ADR,
bonds and other instruments;
(d) Private placement of securities;
[e] Primary or satellite dealership of government securities;
(] Corporate advisory services related to securities market mcluding takeovers,
acquisition and disinvestment;
(@) Stock broking;
(h) Advisory services for projects:
[(] Syndication of rupee term loans;

(1] International financial adwsory services

Capital Adegquacy Requirements
The Regulations prescribes that the capital adequacy requirement shall be a networth of

not less than five crore rupees.

REGISTRARS AND SHARE TRANSFER AGENTS (RTA)

Introduction

The expreszion "REegistrar and Share Transfer Agent [ETA}” iz the combination of two

expressions, namely ‘Repistrar to an Issue’ and Share Transfer Agent”.
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Fegistrar to an Issue is related to primary market whereas Share Transfer Agent is
related to secondary market. There are two categories of RTAs i.e., Category 1, who acts
both as the Registrar to an Issue as well as the Share Transfer Agent and Category 11,

who acts either as the Repistrar to an Issue or as the Share Transfer Agent,

Definition of Registrar to an Issue
Registrar to an issue means a person authorized by a body corporate to carry on the
following activities an its behalf:
1) Collecting applications from investors in respect of an 1ss5ue;
2] Keeping a proper record of applications and moneys received from investors;
3] Assisting body corporate in the following:
a) Determining the basis of allotment of securities;
b] Finalizing the list of persons entitled to allotment of securities; and

] Processing and dispatching allotment letters and refund order.

Definition of Share Transfer Agent
Share Transfer Agent means —

1) Any person who, on behall of anybody corporate, maintains the records of holder
of securities 1ssued by such body corporate and deals with all maters connected
with the transfer or redemption of its securities;

2] A department or division [by whatever name called of a body corporate petforming
the activities specified in the above clause, if at any time the total number of the

holder of its securities issued exceed 1 lac.
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Pre-issue Activities
- Sending instructions to Banks for reporting of collection figures and collection of
applications.
-  Providing inputs to the Lead Manager and Printers regarding the desipn of the Bid
cum-Application form.
Activities during the Issue
- Collection and Reporting of daily Collection figures.
= Collection of Data and Forms from Banks.
Liamising with clients and Intermediaries to the Issue.
Post Issue Activities
- Data capturing & validation
- Reconciliation
- Provide Allotment Alternatives in consultation with Client [/ Merchant Banker
and Stock Exchanges
- Facilitatimg Listing
- Uploading of data to the Depositories for crediting of securities
electronically
- Dispatch of Refund orders [/ Share Certiicates [ Credit Advise
Periodic Report submission to Regulatory Authorities
- Reconciliation af Refund payments
- Attending to post issue [nvestor gqueries
-  Web-based investor enguiry system for allotment / refund details Share

Tranafer Agent Services
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Capital Adequacy Requirements
It provides that it must have a net worth of a minimum of Rupees 50 Lacs for Category |
RTA and Fupees 25 Lacs for Category ETA. Here net worth means the sum of paid-up

capital and free reserves.

UNDERWRITERS

Definition of Underwriting/ Underwriting Agreement

Underwriting means an agreement with or without conditions to subscribe to the
securities of a body corporate when the existing shareholders of such body corporate or

the public do not subscribe to the securities offered to them.

Underwriter means a person who engages in the business of underwriting of an issue of
gecurities of a body corporate. Generally, banks, financial institutions, merchant

bankers and stockbrokers do the work of underamiting.

Capital Adequacy Reguiremenits
It provides that it must have a net worth of a minimum of Rupees 20 Lacs. Here net

worth means the sum of paid-up capital and free reserves,

BANKERS TO AN ISSUE

Definition

Banker to an Issue means a scheduled bank [bank specified under the Schedule Il to the
Reserve Bank of India Act, 1934) carrving on all or any of the following activities,

namely:
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1] Accepting applications and application moneys;
2] Acceptance of allotment and calla money;
3] Refund of application moneys;

4] Payment of dividend or interest warrents.

DEBENTURE TRUSTEE

Definition

Debenture Trustee means a trustee of a Trust Deed for securing any issue of debentures
ol a body corporate. It may be noted that only the following persons can do the work of
debenture trustees:

a) A scheduled bank carrying on commercial activity;

b) A public financial institution

¢} An insurance company; and

d] A body corporate.

Roles and Responsibilities

- Call for periodical reports from the body corporate, i.e., issuer of debentures.
Take possession of trust property.

Enforce security in  the interest of the debenture holders.

- Ensure on a continuous basis that the property charged to the
debenture is available and adequate at all times to discharge the interest and
principal amount payable.

- Exercise due diligence to ensure compliance with the provizsions of the
Companies Act, the listing agreement or the trust deed,

- To take appropriate measures for protecting the interest of the debenture

holders as soon as any breach of the trust deed or law comes to his notice.
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- Te ascertain that the debentures have been converted or redeemed in
accordance  with  the provisions and  conditions under which they are offered

to the debenture holders.

Capital Adequacy Requirements
The Regulations prescribes that the capital adeguacy requirement shall be a networth of

not less than two crore rupees,

STOCK BROKERS AND SUB-BROKERS

Meaning and Concept of Stock Broker and Sub-broker

Stock Broker is a person registered with Stock Exchange as a member, He helps both
the seller and buyer of securities to enter into a transaction. If a stockbroker has order
to buy and =ell same kind of securities he may complete the transaction between his
clients concerned. Sub-Hroker 15 one who works along with Stock Broker and 13 not
directly registered with Stock Exchange as 8 member. However, he must be recognized

by the Stock Exchange. He acts as an agent of the Stock Broker.

PORTFOLIO MANAGER

Meaning and Concept of Portfolio Manager
Fortfolio means the total holdings of securities belonging to a person. Thus, Portfolio
Manager means a person who manages the total holdings of securities belonging to a
person. He studies the market and adjusts the investment mix for his client on a
continuing basis to ensure safety of investment and reasonable returns therefrom. The
Portfolio Manager charges a fee from the client for rendernng portfolio management

services and such fees shall be independent of the return.
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There are two types of Portfolio Managers:
1] Discretionary Portfolio Manager: He manages the funds of his  client
independently and with full discretion in accordance with the needs of the client.
2] Non-discretionary Portfolio Manager: He manages the fundzs of his client
without discretion and in accordance with the instructions and directions of the

client.

Definition of Portfolio Manager
Portfolio Manager means any person who, pursuant to a contract or arrangement with a
client, advises, directs, or undertakes on behalf of the client the management or

administration of portfolio of securities or the funds of the clients, as the case may be,

Capital Adeguacy Requirements
The Regulations prescribes that the capital adequacy requirement shall be a networth of

nat less than two crore rupees.

CUSTODIAN OF SECURITIES

Custodian of Securities means any person who carries on or proposes ta carry on the

business of providing custodial services. The term ‘custodial services’ in relation to
securities means safekeeping of securities of a client and providing related services,
Following are the important functions of Custodian of Securities;

¥ maintaining accounts of securities of a client;

¥ collecting the benefits of rights accruing to the client in respect of securities

# keeping the chent informed of the action taken or to be taken by the issuer of

secuTibies,
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Capital Adequacy Requirements

The: Regulations prescribes that the capital adequacy requirement shall be a netwarth of

not less than fifty crore rupees.

INVESTMENT ADVISER

Meaning

“Investment Adviser' means anyv person, who for consideration, is engaged in the
business of providing investment advice to clients or other persons or group of persons
and includes any person who holds out himsell as an investment adviser, by whatever

name called,

Functions

Investment advisers are those, who guide one about his or her financial dealings
and investments. Hasically Investment adviser mee advice and pronnde sernices related to
the investment management process. The Investment adviser shall done the nsk

profiling for clients to assess their risks.

Capital Adequacy Requirements
A minimum net worth of Ks. 25 lakh while individuals and partnership firms will require

to possess tangible assets worth at least Rs. 1 lakh,
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SEBI [RESEARCH ANALYST) REGULATIONS, 2014

SERI (Research Analyst] Regulations, 2014, were notified by SEBEI on 1st September,
2014 in exercise of the powers conferred by section 30 of SEBI Act, 1992, SEBI made

these repulations.

Roles and Responsibilities

They study Companies and industries, analyse raw data, and make forecasts or
recommendations about whether to buy, hold or sell securities. They  analyse
information to provide recommendations about investments in  Securities to their
clients. Investors  often wview analysts as experts and important sources of
information about the securities they review and often rely on their advice. There are
basically three broad tvpes of analysts, viz. zell-zide analystzs, buy-side analvsts and

independent analysts.

Capital Adequacy Requirements
Fegulation 8 prescribes the capital adeguacy requirement:-
(1} of research analyst who is body corporate or limited liability partnership firm
shall have a net worth of not less than twenty five lakh rupees.
(2} of research analyst who is individual or partnership firm shall have net tangible

assets of value not less than one lakh rupees.

CREDIT RATING AGENCIES

“Credit rating apgency means a body corporate which iz engaged in, or proposes to be

engaged 1n, the business of rating of secunties offered by way of public or righta 15sue.
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Roles and Responsibilities

- Credit rating 18 extremely important as it not only plays a role  in
investor protection  but also benefitz industry as a whole in terms of direct
maobilization of savings from individuals.

-  Ratnpg also provide 8 marketing tool to the company and its investment bankers
in placing company's debt obligations with an investor base that is aware
of, and comfortable with, the level of risk.

Ratings also encourage discipline amongst corporate borrowers to improve their
financial structure and operating risks to  obtain a better rating for their

debt obligations and thereby lower the cost of borrowing,

Capital Adeguacy reguirements

MMinimum net warth of Bs. 5 crores

DEPOSITORY PARTICIPANT

A DP is an agent of the depository through which it interfaces with the investor

and provides depository services.

Roles and Responsibilities

Depository  Participant (DF]  is described as an Agent (law] of the depository. They
are the intermediaries between the depository and the investors, They execute pledge
requests and off market transfers and on market transfer request of the investors
who hold shares in demat form, Further transmission requests of investors shall also
be handled. Demat fRemat requests also handled in consultation with RTT/5TAs.
Capital Adequacy requirements

Not less than Re. one hundred crores.
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CONCEPT, DEFINITION AND MEANING OF MUTUAL FUND

A mutual fund works on a very simple concept. It raises money from a lot of small
investors, creates a pool of such funds and then invests the same money in varous
financial assets, Over a period of time, any returns generated out of such investments
are distributed amongst the investors. As a token of security, the investors are issued
unit certificates. The investors have the choice to either transfer, retain or redeem these

units depending upon the time of fund.

In other words, Mutual Fund means a fund established in the form of a trust to rase
money through sale of units to the public under one or more schemes for investing in
gsecurities, including money market instruments. The small investors who generally lack
expertise to invest on their own in the secunties market prefer some kand of collective
investment wehicle like mutual fund, which pool their marginal resources, invest in
gecurities, and distribute the returns there from among them on cooperative principles.
The investor benefits i terms of reduced risk and higher returns ansing from

professional expertise of fund manager employed by the Mutual Fund.

Initially only UTI was allowed to do the Mutual Fund business. Thereafter, in the year
1987, public sector banks and insurance companies were alzo allowed to do this
business. Finally, in the year 1993 the mutual fund industry was opened to the private

sector as well as foreign institutions,
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Every mutual fund is required to have an Asset Management Company, a company
incorporated in the Companies Act, 2013, to manage the funds of the mutual fund. The
Asset Management Company should be approved by SEBI and should enter into an
agreement with the trustees of the mutual funds to formulate schemes, raise money

agamst the 1s3ue of units, ete.

Trustees of a mutual fund mean the Board of Trustees or the Trustee Company who

holds the property of the mutual fund trust for the benefit of the unit holders.

Mutual fund is always accompanied with a sponsor. Sponsor means any person whao,

acting alone or in comhbination with another body corporate, establishes a mutual fund,

Mutual fund is always accompanied with a Custodian of Securities. Custodian means a
person who has been granted a certificate of registration to carry on the business of

custody of securtties under the SR [Custodian of Securities) Regulations, 1996,

ADVANTAGES OF MUTUAL FUNDS

The advantages of investing in a mutual fund are:

1. Professional Management: Mutual funds are managed by a team of skilled
professionals, who are expert in their areas. They also have a research team,
which constantly analyzes the performance and prospects of companies and

zelects suitable investments to achieve the objectives of the scheme.

2. Diversification: There iz a very famous proverb i english, it says: “Do not lay
all your eggs in one basket™ Mutual funds work on an exact similar concept.

Mutual funds invest in & number of companies across sectors. Even if one
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particular =sector collapses, the losses are covered by some other investment,
which is domg well, Investors achieve this diversification through a Mutual Fund

with far less money than one can do on his own.

4. Conwvenient Administration: Investing in a mutual fund reduces paper worke and
helps investors to avoid many problems such as bad deliveries, deliveries, delayed

payments, and unnecessary follow up with brokers and companies. Mutual funds

save investors time and make investing easy and convenient.

4, Return Potential: Over a medium to long term, mutual funds have the potential
to provide a higher retum as they invest in a diversified basket of selected

securities,

2. Low Costs: Mutual funds invest huge sums of money and hence the cost of
brokerage i3 less as compared to a direct investment made by any investor, So the

overall broleerage, custodial and other fees translate into lower costs for investors.

6. Liguidity: Liguidity means readiness to convert investments into cash. In open-
ended schemes, investors can get their money back promptly at net asset value
related prices from the mutual fund itself. With close-ended schemes, investors
can sell their units on a stock exchange at the prevailing market price or avail of

the facility of direct repurchase at net asset value [NAV) related prices.

7. Transparency: fs per SERI Regulations, all the mutual funds are compulsonly
required to disclose the details of the investments made by them from time to time

to all its investors.
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BASIC CLASSIFICATION OF MUTUAL FUNDS

All the mutual funds can be broadly classified into
- open ended mutual funds
- close ended mutoal fonds
As the name suggests, an open-ended mutual fund is a fund wherein, the fund itself
buys and sells units from/to the investors. Since the fund itself buys and sells units, its
units are non-fixed. The fund itself buys back the units surrendered and i= ready to sell
new units. Generally, the transaction takes place at the net asset value, which is
calculated on a periodical basis.
A close ended mutual fond is the fund where mutual fund management =zells a limited
number of units and does not redeem them ie once the units are issued, they are
redeemed only at the time of end of its tenure. In between, the investors have the choice
to =sell the units in the open market. Primery example of such mutual fund is UTI's
Master share, The units of such mutual funds are traded in the secondary market,

Following are the important differences between close ended and aopen ended mutual

funds :
S5.No. Close ended schemes Open ended schemes
13 Fixed corpus : no new units can Variable corpus due to ongoing
be offered beyond the limit purchase and redemption
'2. | Listed on stock exchange for | No listing on exchange, transactions
buying and selling done directly with the fund
[3, Two values available namely : Only ane price namely NAV

NAV and the Market Trading |

Price
4, Maostly ligquid Highly liquid
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MUTUAL FUND PLANS

Sr No. Regular Plans | Direct Plana
1 Saold through a distributor | Sold directly by the AMC
2 Higher Expense Ratic due to|Lower Expense Eatio as no commission
commisslons paid to distributor | is paid to distributor
'3 Fotentially lower returms to the FPotentially higher returns due to lower
investor due to higher expenses | expenses

TYPES OF MUTUAL FUNDS

Following are the important tvpes of mutual funds:
Income orlented mutual fuonds: the fund primarily offers fixed income to investors.
Naturally, the main securities in which investments are made by such funds are the
fixed yielding anes like bonds.
Growth oriented mutual funds: These funds offer growth potentialities associated with
investment in capital market namely:

¥ High source of income by way of dividend and

¥* Rapid capital appreciation, both from holding of good quality scrips
These funds, with a wview to satisfying the growth needs of investors, primarily
concentrate on the low risk and high yielding spectrum of equity scrips of the corporate
sector.
High Growth Schemes: An investment in high risk and high return with a high degree
of capital appreciabion generating securities in which aggressive investors are willing,
Tax Saving Schemes: These schemes offer tax rebates to the investors under tax laws
as prescribed from time to time. The Government offers tax incentives for investment in

specified avenues ep Rouity Linked Sanng Schemes ([ELSS) and Pensiona Schemes. Tt
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may be noted that Equity Linked Saving Schemes [EL35) have the lock-in period of three
YeArs,

Hybrid mutual funds: These funds cater to both the investment needs of the
prospective investors — namely fixed income as well as growth ornentation. Therefore,
investment targets of these mutusl funds are judicious mix of both the fixed income
gsecurities like bonds and debentures and also sound equity scrips. In fact, these funds
utilize the concept of balanced investment management. These funds are, thus also
known as “balanced funds.”

Hedge Funds: There is no exact definition of the term Hedge Funds’. In general, Hedge
Funds are unregistered private investment partnerships, funds or pools that may invest
and trade in many different markets, strategies and instruments. Hedge funds have an
investor base comprizsing wealthy individuals and institution and relatively high
minimum investment limits, They normally pay performance fees to their managers.

It may be noted that Hedge Funds are sometimes also known as Rich Man®s Mutual
Funils.

Leverage Funds: Leverage Funds increase the size and value of portfolio and other
benefits to member through excess gains over cost of borrowed funds. They tend to
indulge in speculative trading and risky investment.

Money market mutual fuond: 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.

Real Estate funds: These are closed ended mutual funds, which invest predominantly

in real estate and properties.
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Capital protection oriented scheme: This iz a mutual fund scheme which iz designed
as such and which endeavors to protect the capital invested theremn through suitable
orientation of its portfolio structure.

Fund of Funds: They imvest 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.

Exchange Trade Funds: ETFs are a new variety of mutual funds that first introduced in
1993. ETFs are sometimes described as mere “tax efficient” than traditional equity
mutual funds, since in recent years, some large ETFs have made smaller distribution of
redlized and taxable capital gains than most mutual funds,

Infrastructure Debt Fund: Thev invest primarily in the debt securities or securitized

debt investment of infrastructure companies.

FIVE PRINCIPAL CONSTITUENTS

Sponsor

A sponsor is an influential investor who creates demand for a security because of their
positive outlook on 1t. The sponsor brings in capital and creates a mutual fund trust and
sets up the AMC. The sponsor makes an application for registration of the mutual fund

and contributes at least 40% of the net worth of the AMC.

Aszsset Management Company
An asset management company (AMC) is a company that invests ite clienis’ pooled funds
into securities that match declared fmonoel objectives, Asset management companies

provide investors with more diversificefion and meesting options than they would have
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themselves. AMCs manage mutual funds, hedge funds and pension plans, these

companies earn income by charging serince fees or commissions to their clients,

Trustee
A trustee 152 8 person or firm that holds and administers property or assets for the
benefit of a third pariy. A trustee may be appointed for a wide variety of purposes, such

as in case of bankruptcy, for a charity, for a trust fund or for certain types of retirement

plans or pensions,

Unit Holders

A unitholder is an investor who owns the units issued by a trust, like a real estate
investment trust or a master limited partnership [(MLF]. The securities issued by
trustz/MF are called units, and investors in units are called unitholders. The unit in

turn reflect share af the mmvestor in the Met Assets of the fund,

Mutual fund

A mutual fund established under the Indian Trust Act to raise money through, the sale
of units to the public for investing in the capifal marketl. The funds thus collected as per

the directions of asset management company for invested. The mutual fund has to be

SEBI registered,

MARKET INTERMEDIARIES

Custodian
A custadian is a person who carmies on the business of providing custodial services to

the client. The custodisan keeps the custody of the secunties of the client. The custodian
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also provides incidental services such as maintaining the accounts of securities of the

client, collecting the benefits or rights accruing to the client in respect of secunties.

Transfer Agents

A transfer agent is a8 person who has been granted a Certificate of Registration to
conduct the business of transfer agent under SEBI Eegulations, Transfer agents’
services Include issue and redemption of mutual fund units, prepararion of transfer
documents and maintenance of updated investment records. They also record transfer of
units between investors where depository does not function. They also [acilitate investors

to get customized reports.

Depository
A depositar facilitates the smooth flow of trading and ensure the investor's about their

investment in securities,

Mutual funds may face the following risks, leading to non-satisfactory performance :

1] Excessive diversification of portfolio, losing focus on the securities of the lkey
segments

2] Too much concentration on blue chip securities which are high priced and which
do not offer more than average return

3] Necessity to effect high turnover through liquidation of portfolio resulting in large
payments of brokerage and commission

4] Poor planning of investment with minimum returns

3] Unresearched forecast on income, profits and Government policies

6] Fund managers being unaccountable for poor results
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7] Failure to identity clearly the risk of the ascheme as distinct from risk of the market

OFFER DOCUMENT OF MUTUAL FUND SCHEME

[ Offer Documant |

!

| Parls |

IMarmatan Dacurmant

x !
(" sal

Alement tanal chema armation
s il St ol Addt Scheme Informati @

w

= Infarmation relating to panicular
soheme
= Updation: 3 months
fram end af the FY If scheme
formead In 12 hall of year,
— From end of naxt FY, it scheme
formad in 2* ha'l of a year

ki

Statutory informatian
an mutual fund

MUTUAL FUND TERMINOLOGY

Offer Document

- AMC raises money in new schemes through New Fund Offer (NFO)

- Dffer document containg key details about the NFO - open and close dates, scheme
objective, nature of the scheme, etc.

- Filed with SEBI

Twa parts:

Scheme Information Document (SID) - A document that contains the details of the
scheme, 51D has to be updated every year

Key Contents:

- Scheme name on the cover page, along with scheme structure (open / closed-ended)
and expected acheme nature [equity [/ debt f balanced [/ iguid [ ETF)

- Highlights of the scheme
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Fislk factors

Due diligence certificate issued by the AMC

Fees and expenszes

Fight= of unit holders

- Penalties, itigations, ete.

Statement of Additional Information - A document that contains statutory
information about the fund house offering the scheme. SAl has to be updated the end of

EVEry guarter

HKey Contents:

- Information about sponsor, mutual fund, trustees, custodian and registrar & transfer
agents

- Condensed financial information for achemes launched in the last three financal years
- Imformation on how to apply

- Rights of unit holders

- Details of the fund managers

- Tax, legal and other general information

NET ASSET VALUE

MNet asset value i= the value of the assets of each unit of the scheme. Thus if the NAV is

maore than the face value of Rs. 10/-, there iz an appreciation for the investment. If the
NAV iz less than the face value, it indicates depreciation of the investment. Every mutual
fund shall compute the NAV of each scheme and publish the zame at least in two daily

NEWAEDHDETS 0N EVETY 'lUI;,]T]"?i'l'IE [13}"-
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How i it calculated:

NAV = Net Asset of the Scheme [ number of outstanding units

Net Asset of the Scheme = Market value of investments + Receivables+ other accrued

ingome+ other assets -Acorued Expenses- Other Payables- Other Liabilities

Foreign Account Tax Compliance Act [FATCA)

- Requires that all financial institutions (including Indian mutual funds) need to report.
financial transactions of US persons and entities in which US persons hold a substantial
ownership.

- Enacted to prevent tax evasion through foreign investments.

- Key details required; Country of birth, Country of citizenship, country of tax residence,
TIN from such country.

- Currently made mandatory for all investors (existing and new| in Indian mutual funds.
- For non-individual mvestors, Ultimate Beneficial Ownership (UBO) details have to be

provided.

Modes of Holding
- Single
= Either or Survivor
Signature of any of the applicants is sufficient for making transactions
- Joint

Signature of all the applicants is required for making transactions

Nomination

- Up to 3 nominees can be registered for a folio
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- Units get transferred to the nominees [in the proportion specified) in case of the
investor's demise

- MNomination can be updated as and when required by the investor

- A minor can also be nominated, provided the guardian is specified

- If nomination i not regatered, in case of death of the investor, the legal heir has to
produce documents such as Will, Legal Heir Certificate, No-Objection Certificate from

other legal heirs, etc.

EXPENSE EATIO

- The fees charged by the scheme to manage investors’ money, It includes:

- Fees paid to service providers like trustees, Registrar & Transfer Agents, Custodian,
Auditor, etc.

- Aszset management expenses

- Commizsionz paid to distnbutors

- Other selling expenzses including advertising expenses

- Expenses on investor communication, account statements, dividend / redemption
cheques | warrants

- Listing fees and Depository fees

- G3T

Under SEBEI (Mutual Funds] Regulations, 1996, Mutual Funds are permitted to incur /
charge certain operating expenses for managing a mutual fund scheme - such as sales &
marketing [/ advertising expenses, administrative eXpenses, transaction Ccosts,
investment management fees, registrar fees, custodian fees, andit fees - as a percentage
of the fund’s daily net assets. This is commonly referred to as Expenas Ratio’,

In short, Expen=e ratio 15 the cost of running and managing 2 mutual fund which s
charged to the scheme.
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For actively managed equity schemes, the total expense ratio [TEE] allowed under the
regulations is 2.5 % for the first 100 crore of average weelkly net assets; 2.25 % for the
next ¥300 crore, 2 % for the subsequent 300 crore and 1.75 % for the balance AUM.

For debt schemes, the expense ratio permitted is 0.25 % lower than that allowed for
eqquity funds. Information on expense ratio applicable to 4 MF scheme 13 mentioned in
the Scheme Information Document. For example, an expense ratio of 1% per annum
means that each year 1% of a scheme's total assets will be used to cover the expenses

managing and operating a scheme.

The expense ratio is calculated as a percentage of the Scheme's average Net Asset Value
[NAV), The daily NAY of a mutual fund is disclosed after deducting the expenses, Thus,
the TER has a direct bearing on a scheme's NAV - the lower the expense ratio of a

scheme, the higher the NAV.

However, while expense ratio 15 important, it should be borme in mind that it 12 not the
only criterion while selecting mutual fund scheme. A scheme with a consistently decent
track record, but a higher expense ratioc may be better than the one which lower expense

ratio, but gives poor returns.

HOLDING PERIOD RETURN

Holding period return is the total return received from heolding an asset or portfolio of
assets over a period of time, generally expressed as a percentage.

Holding period return iz calculated on the basis of total returns from the asset or
portfolin - 1.e, ncome plus changes in value. It 15 particularly useful for companng

returns between investments held for different periods of time
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HPE = (Income + (and of period value- ariginal value) x 100

Qriginal Valua

Sales Charges/ Loads: These costs are directly charged to the inveators, Mutual funds

use the sales loads for payvments of agents' commission and expenses for distribution

and marketing. Sales charges or loads are of two types:

i Front end Load [Entry Load)] : Front end Load is a onetime fixed fee, which is
paid by an investor while he buys into scheme /buys the units of a scheme of a
mutual fund. Front end Load can be calculated in the following manner;

Purchase Prnce =  Net Asset Value

1 - Front End Load

1) Back end Load (Faat Load) : This 13 a8 hxed fes payable by an investor at the
time of redemption. Back end Load can be calculated in the following manner:

Fedemption price = Net Asset Value

1 + Back End Load

EFFICIENCY OF A MUTUAL FUND

The efficiency of mutual funds may be judged on the factors such as -
#» Stability of funds;
¥ Liguidity af funds [listed on exchanges);
= lIncrease in NAY, conzistent growth in dividend and capital appreciation;

¥ Whether the investment objectives are clearly laid and implemented;

W

Whether the issuer has a proven track record and offers assured return not less
than a percentage:

¥ Whether it ohserves investment norms to balance rizsks and profits.
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ASSET MANAGEMENT COMPANY [AMC)

Under SERI Regulations, every mutual fund is required to have an Asset Management
Company [AMC) incorporated as per Companies Act, 2013 to manapge the funds of the
mutual fund. The AMC should be approved by SEBRI and should enter mmto an
agreement with the truzstees of the mutual fund to formulate schemes, raise money
against units, invest the funds and after meeting the permissible costs as per norms,

distribute income to the shareholders of the funds.

ELIGIBILITY CRITERIA
In order to obtain a certificate of registration, the applicant must meet the following
conditions as follows:
a] The sponzor should have a zound track record and peneral reputation of
fairness and integrity in all his business transactions.
The regulation= provide that “Sound track record” means the sponsor -
i Is carmying on business i financial services for 8 perniod of not less
than five yvears; and
i) The networth iz positive in all the immediately preceding five years;
and
iiij The networth in the immediately preceding wear is more than the
capital contribution of the sponsor in the asset management
company,; and
iv) The sponsor has profits after providing for depreciation, interest and
tax in three out of the immediately preceding five vears, including the
fifth year;

ad) the applicant is a fit and proper person.
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bl In the case of an existing mutual fund, such fund i3 in the form of a trust
and the trust deed has been approved by SERI;

¢] The sponsor has contributed or contributes at least 404% to the networth of
the asset mansa pement company;

d] The sponsor or any of its directors or the principal officer to be employed by
the mutual fund should not have been guilty of fraud or has not been
convicted of an offence involving moral turpitude or has not been found
guilty of any economic oflfence;

e] Appointment of trustees to act as trustees for the mutual fund in
accardance with the provisions of the regulations;

fi Appointment of asset management company to manage the mutual fund
and operate the scheme of such funds in accordance with the provisions of
these regulations;

gl Appointment of custodian in order to keep custody of the securities or gold
and gold related mstrument or other assets of the mutual fund held in
terms of these regulations, and provide such other custodial services as may

be authorized by the trustees,
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INSIDER TRADING - AN OVERVIEW

INTRODUCTION

Insider trading came into exdstence from the very inception of trading of sscurities of a
company and 18 now a challenge faced by investors &ll over the world. 11.5. was the first
country to formally enact legislation. In India, many committees were formed which

made regulations to keep a check on the practice of insider trading,

The Patel Committee i1 1986 in India defined Insider Trading as “Insider trading
generally means trading in the shares of a company by the persons who are in the
management of the company or are close to them on the basis of undizsclosed price
sensitive information regarding the working of the companyv, which they possess but

which is not available to others.”

The previous regulations which were formulated in 1992 - 5EBI (Insider Trading)
Fegulations were punitive and were amended in 2002, The amendment in 2002 came to

be known as SEBI (Prohibition of) Insider Trading) Regulations, 1992 and they were

preventive in nature.

IMPORTANT DEFINITIONS

Insider
"Insider” means any perzon who 1s:
i) a connected person; or

i) in possession of or having access to unpublished price sensitive information;
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Connected person

Connected person” means,-

Any person who iz or has during the six months prior to the concerned act been
associated with a company, directly or indirectly, 'n any ecapacity including by
reason of frequent communication wath its officers or by being in any contractusl,
fiduciary or employment relationship or by being a director, officer or an
employee of the company or holds any position including a professional or
business relationship between himsell and the company whether temporary or
permanent, that allows such person, directly or indirectly, access to unpublished

price sensitive information or is reasonably expected to allow such access,

Person deemed to be connected person

"Persor iz deemed to be a connected perzon”, if such persomn-

(a) an immediate relative of connected persons specified 1 clause [i); or

(B) & holding company or assoeciate company or subsudiary company; or

[c] an intermediary as specified in section 12 of the Act or an employee or director
thereof; or

(d} an investment company, trustee company, asset management company or an
employee or director thereof; or

(e} an official of a stock exchange or of clearing house or corporation; or

([ a member of board of trustees of a mutual fund or a member of the board of
directors of the asset management company of a mutual fund or is an employee
thereof; or

(g} & member of the board of directors or an employee, of a public fiinancial

institution as defined in section 2 [72) of the Companies Act, 2013; or
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(R} an official or an employee of a self-regulatory organization recognised or
authorized by SEBI; or
[i(] abanker of the company; or
(1l 8 concern, firm, trust, Hindu undivided family, company or asseciation of
persons wherein a director of 8 company or his immediate relative or hanker

of the company, has more than ten per cent of the holding or interest;

Generally available information

“Generally avadable information® means information that is accessible to the public on a

non-discriminatory basis.

Immediate relative

“Immediate relative”™ means a spouse of a person, and includes parent, sibling, and
child of such persan or of the spouse, any of whom i1z either dependent financially
on such perzon, or consults such person in talang decisions relating to trading in

securities;

Trading
“trading” means and includes subscribing, buying, selling, dealing, or agreeing to
subscribe, buy, sell, deal in any securities, and ‘trade" shall be construed

accordingly ;

Unpublished price sensitive information
“Unpublished price sensitive information® mesns any imformation, relating to a company

or its securities, directly or indirectly, that is not penerally available which upon
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becoming generally available, is likely to matenally affect the price of the secunities and

shall, ordinarily including but not restricted to, information relating to the following: -

[] Financial results;
[11] Dividencls;
(i) Change in capital structure;

[iv] Mergers, de-mergers, acquisitions, delisting, disposals and expansion of
business and such other transactions;
[v] Chanpges in key managerial personnel; and

[vi] Material events in accordance with the listing agreement

Compliance officer

Compiance QOfficer means

= any senior officer, designated so and reporting to the board of directors or
head of the organization in case board 18 not there,

- who 1s financially hterate and i3 capable of appreciating regquirements  for
legal and regulatory compliance under these regulations and

- who shall be responsible for compliance of policies, procedures,
maintenance of records, monitoring adherence to  the rules for  the
preservation of unpublished price sensitive information,

- monitoring of trades and the implementation of the codes specified in these
regiilations under the overall supervision of the board of directors of the

listed company or the head of an organization, as the case may be;
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COMMUNICATION OR FROCUREMENT OF UNPUBLISHED PRICE SENSITIVE

INFORMATION

Eegulation 3 provides that any person shall not communicate, provide, or allow access
to any wunpublished price senmitive information or procure from any  msider of
unpublished price sensitive information, relating to 2 company or ascurities listed or
proposed to be listed except for some genuine purposes or performance of duties,
However, such informartion may be communicated in the following cases:-

+ [In case of an apen offer under the takeover regulations or

* Where the board of directors of the company is of the opinion that the proposed

transaction is in the best interests of the company and

The unpublished price sensitive information shall be disseminated at least 2 trading
days priar to the proposed transaction in such form as the board of directors may

determine.

The board of directors shall require the parties to execute agreements to contract
confidentiality and non-disclosure obligations and such parties shall keep information so
received confidential, except for the purpose specified above and shall not otherwise
trade in securities of the company when in possession of unpublished price sensitive

information.
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TRADING WHEN IN POSSESSION OF UNPUBLISHED PRICE SENSITIVE

INFORMATION

Fepulation 4 prescribes that insider shall not trade in securities which are listed or
proposed to be hsted on stock exchange when in possession of unpublished price

sensitive information,

However there are certain exemptions:

* when there 15 an off-market transfer between promoters who are aware of price
sensitive information and both parties had made a conscious and informed trade
decizion;

+ In the case of non-individual insiders, the individuals who were in possession of
such unpublished price sensitive information were different from the individuals
taking trading decisions and such decision-making  individuals were not
possession of such unpublished price sensitive information when they took the
decision to trade; with an assurance that no unpublished price sensitive
information was communicated by the individuals possesszing the information
to the individuals takang trading decisions;

* The trades were pursuant to a trading plan.

In the case of connected persons, the onus of establishing, that they were not in
possession of unpublished price sensitive information, shall be on such connected
persons and in other cases, the onus would be on SEBIL SEBI may specify such
standards and requirements, from time to time, as it may deem necezszary for the

purpose af these regulabions.
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TRADING PLANS

FHegulation 5 states that an insider would be required to submit trading plan in advance
to the compliance officer for his approval. The compliance officer is also empowered to
talke additional undertalongs from the msiders for approval of the trading plan, Such
trading plan on approval will slso be disclosed to the Stock Exchanges, where the

securities of the company are listed.

The trading plan shall comply with requirements as follows:
# [t shall be submitted for a minimum period of 12 months,
+ No overlapping of plan with the existing plan submitted by Insider,
= [t shall set out either the value of trades to be effected or the number of secunties
to be traded along with the nature of the trade and the intervals at, or dates on
which such trades shall be effected.
* Trading can commence only after & months from public disclosure of plan.
* No trading between 20th day prior to closure of financial period and 274 trading
day after disclosure of financial results.
* Compliance officer to approve the plan.
The trading plan once approved shall be irrevocable and the insider shall mandatorily
have to implement the plan, without being entitled to either dewviate from it or to execute

any trade in the securities outside the scope of the trading plan.

Upon approval of the trading plan, the compliance officer shall notify the plan to the

stock exchanges on which the securities are listed.
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DISCLOSURES OF TRADING BY INSIDERS

Regulations 6 |2)
The disclosures to be made by any person shall include those relating to trading by such
person’s immediate relatives, and by any other person for whom such person takes

trading decisions.

It is intended that disclosure of trades would need to be of not only those executed by
the person concerned but also by the immediate relatives and of other persons for whom
the peraon concerned takes trading decisions. These regulations are primarily aimed at
preventing abuse by trading when in possession of unpublished price sensitive
information and therefore, what matters is whether the person who takes trading
decizsions iz in possezzion of such information rather than whether the person who has

title to the trades is in such possession.

Regulations 6(3)

The disclosures of trading in securities shall also include trading in derivatives of
securities and the traded value of the derivatives shall be taken into account for
purposes of this Chapter, provided that trading in derivatives of securities 18 permitted

by any law for the time being in force.

Regulations &|4)
The diaclosures made shall be maintained by the company, for a minimum period of five

yvears, in such form as may be specified.
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DISCLOSURES BY CERTAIN PERSONS

Initial Disclosure [Regolation 7 (1)]
(a) Ewvery promoter, key managerial personnel and director of every company whaose
aecurities are hsted on any recogpnised stock exchange shall discloae s holding
of securities of the company &3 on the date of these repulations talang effect, to

the company within thirty days of these regulations talking effect;
(b) Ewvery person on appointment as a key managerial personnel or a director of the
company or upon becoming a promoter shall disclose his holding of securities of
the company as on the date of appointment or becoming a promoter, to the

company within seven days of such appointment or becoming a promoter.

Continual DMsclosures [Regulation T(2)]

[a) Ewery promoter, employvee and director of every company shall disclose to the
company the number of such secunties acquired or disposed of within two
trading days of such transaction if the value of the securities traded, whether in
one transaction or a series of transactions over any calendar quarter, aggregates
to a traded value in excess of ten lakh rupees or such other value as may be
specified;

(b) Every company shall notify the particulars of such trading to the stock exchange
on which the securities are listed within two trading days of receipt of the

disclosure or from becoming aware of such information.

DISCLOSURES BY OTHER CONNECTED PERSONS

Any company whoss securifies are listed on 8 stock exchange may require any other

connected person or class of connected persons to make disclosures of holdings and
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trading in securities of the company in such form and at such frequency as may be

determined by the company.,

This 18 an enabling provision for listed companies to seek information from those to
whom it has to provide unpublished price sensitive information. This provision confers
discretion on any company to seek such information. For example, a listed company
may ask that a management consultant who would advise it on corporate strategy and

would need to review unpublished price sensitive information, should make disclosures

of his trades to the company.

CODE OF FAIR DISCLOSURE (REGULATION 8)

(1} The board of directors of every company, whose securities are listed on a stock
exchange, shall formulate and publish on its official website, a code of practices and
procedures for fair disclosure of unpublished price sensitive information that 1t would
follow in order to adhere to each of the principles set out in Schedule A to these

regulations, without diluting the provisions of these regulations in any manner.

(2} Every such code of practices and procedures for fair disclosure of unpublished price
sensitive information and every amendment thereto shall be promptly intimated to the

stock exchanges where the securities are listed.
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Principles of Fair Disclosure for purposes of Code of Practices and Procedures for
Fair Disclosure of Unpublished Price Sensitive Information - SCHEDULE A [Sub-
regulation |1) of regulation 8]:

1. Prompt public disclosure of unpublished price sensitive information that would
impact price discovery,

2, Uniform diszsemination of unpublished price sensitive information to avoid
selective disclosure.

3. Designation of a senior officer as a chiel investor relations officer to deal with
dissemination of information and disclosure of unpublished price sensitive
information.

4. Appropriate and fair response to queries on news reports and requests for
verification of marlket rumours by regulatory authorities.

5. Ensuring that information shared with analysts and research personnel is not
unpuhlished price sensitive information.

6. Developmpe best practioes to meke transcripts or records of proceedings of
meetings with analysts and other investor relations conferences on the official
website to ensure official confirmation and documentation of disclosures made.

7. Handling of all unpublished price sensitive information on a need-to-know basis,

MINIMUM STANDARDS FOR CODE OF CONDUCT

The regulations lay down the following minimum standards for Code of Conduct to

regulate, monitor and report trading by insiders ;-

1. The compliance officer shall report to the board of directors and in particular,
ghall provide reports to the Chairman of the Audit Committee, if any, or to the
Chairman of the board of directors at such frequency as may be stipulated by the

board of directors.
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2. All information shall be handled within the organisation on a need-to-know basis
and no unpublished price sensitive information shall be communicated to any
person except in furtherance of the insider’s legitimate purposes, performance of
duties or discharge of his legal obligations.

3. The code of conduct shall contain norms for appropnate Chinese Walls
procedures, and processes for permitting any designated person to “cross the
wall”,

4. Employees and connected persons designated on the basis of their
functional role (“designated persons® in the organisation shall be governed by
an internal code of conduct governing dealing in securities,

5. The trading window shall be closed when the compliance officer determines
that a desipnated person or class of designated persons can reasonably be
expected to have possession of unpublished price sensitive information.
Such closure shall be imposed in relabion to such secunties to which such
unpublished price senmtive information relates.

6. Designated persons and their immediate relatives shall not trade in
securities when the trading window is closed.

7. The timing for re-opening of the trading window shall be determined by the
compliance officer talang into account wvarious factors including the
unpublished price sensitive information in question becoming generally
available atid being capable of assimilation by the market, which in any
evenit shall not be earlier than forty-eight hours after the information
becomes generally available.

8. The trading window shall alse be applicable to any person  having

contractual or fiduciary relation with the company, such as auditors,
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accountancy firms, law firms, analysts, consultants etc., assisting, or
advising the company.

9. When the trading window iz open, trading by designated persons shall be
subject to preclearance by the compliance officer, if the wvalue of the
proposed trades is above such thresholds as the board of directors may
stipulate, No designated person shall apply for pre-clearance of any proposed
trade if such desipnated person is in possession of unpublished price sensitive
information even if the trading window is not closed.

10. The compliance officer shall confidentially maintain a list of such securities
as a “restricted list" which shall be used as the basis for approving or
rejecting applications for preclearance of trades.

11. PFrior to approving any trades, the compliance officer shall be entitled to
zeelt declarations to the effect that the applicant for pre-clearance is not in
possession of any unpublished price senmtive information. He shall also
have regard to whether any such declarabion is reasonably capable of being
rendered inaccurate,

12. The code of conduct shall specify any reasonable timeframe, which in any
event shall not be more than seven trading days, within which trades that
have been pre-cleared have to be executed by the designated person, failing
which fresh pre-clearance would be needed for the trades to be executed.

13. The code of conduct shall specify the period, which in any event shail not
be less than six months, within which a designated person who i= permitted
to trade shall not execute a contra trade. The compliance officer may be
empowered to grant relaxation from stnict application of such restrniction for
reasons to be recorded in writing provided that such relaxation does not

violate these regulations. Should a contra trade be executed, inadvertently or
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otherwise, in wiolation of such a restriction, the profits from such trade shall be
liable to be disgorged for remittance to SEBI for credit to the Investor

Protection and Education Fund administered by SEEI under the Act,

PENALTY FOR INSIDER TRADING UNDER SECTION 15G OF SEBI ACT

If any Insider who either on his own behalf or on behalf of any other person, deals in
securities ofa body corporate listed on any stock exchange on the basie of any
unpublished pricesensitive information; or communicates any unpublished price
sensitive information to any person, he shall be liable to a penalty of twenty-five crore
rupees or three times the amount of profits made out of insider trading, whichever

is higher,

ROLE OF COMPANY SECRETARY IN COMPLIANCE REQUIREMENTS

* The Company Secretary shall act as Complianee  Qfficer and ensure

compliance with 3EBI ([Prohibition of insider Trading) Regulations, 2015
including maintenance of various documents.

« To frame a code of fair disclosure and conduct 1n line with the model code
specified in the Schedule A of the regulations and get the same approved
bv the board of directors of the company.

*» To place before the board the “minimum standards for Code of Conduct”
to regulate, monitor and report trading by insiders as enumerated in the
Schedule B of the regulations.

= To receive initial disclosure from every Promoter, KMP and director or

every person on appointment as KMP or director or becoming a Promoter
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¢« To receive from every Promoter, employee and director, continual
disclosures of the number of securities acquired or disposed of and changes
therein, even iF the value of the secunties traded, exceeds Bz 10 lakh owath
gingle or series of transaction in &ny calendar quarter n preacrbed form.

« To ensure that no trading shall between 20th day prior to closure of
financial period and 2nd trading day after disclosure of Ainancial results.

* The compliance officer shall approve the trading plan and after the approval of
the trading plan, the compliance officer shall notify the plan to the stock
exchanges on which the securities are listed.

* The Compliance Officer shall maintain records of all the declarations given
by the directorsf/designated employees/partners in the appropriate form for

a minimum period of three years.
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TAKEOVER CODE - AN OVERVIEW

MEANING AND CONCEPT OF TAKEOVER

The term takeover iz not defined in the Companies Act, 2013, Broadly spealang,

takeover refers to acquisition of compuany by another company.

Takeover is an acquisition of shares carryving voting rights in a company in order to gain
control over the management of the company. It takes place when an individual or a
group of individuals or a company acqguires control over the assets of 2’ company either
by acquiring majority of its shares or by obtaining control of the management of the

business and affairs of the company.

KINDS OF TAKEOVER

FRIENDLY TAKEOVER

Friendly takeover means a takeover done with the consent of board of directors of hoth
the parties ie the Acquirer and the Target Company. In friendly takeover, there is an
agreement between the management of two companies through negotiations and the
takeover bid may be with the consent of majority or all the shareholders of the target
company. This kitid of takeover is done through negotiations between two groups.

Therefore, it is also called negotiated takeover,

HOSTILE TAEEOVER
The word hostile means without the will and intention of the management of the Target

Company, When an acquirer company does not offer the target company the proposal to
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acquire its undertaking but silently takes efforts to gain control against the wishes of
existing management, such acts of acquirer are known as ‘hostile takeover’, Such
takeovers are hostile on management and are thus called hostile takeover. Hostile
takeovers directly made to the shareholders of Target Company has resulted in o=

multiple defensive strategies-hy corporate from being taken over by the company

BAILOUT TAKEOVER

Takeover of a financially sick company by a profit earning company to bail out the weak
company is known as bail out takeover. A bail out takeover takes place with the approval
of the Financial Institutions and banks since the objective 18 to revive the financially

weak company and banks normally have a charge on the assets of the company.

LEGAL ASPECTS OF TAKEOVER

The legslations/ repulations that mainly govern takeover 13 a8 under:
1. SEHI |3AST) Repulation= 2011
2. Companies Act, 2013

3. Listing Agreement

IMPORTANT DEFINITIONS [REGULATION 2]

ACQUIRER [REG, 2(1) (A)]

“Acquirer" means any person who, directly or indirectly, acquires or agrees to acquire
whether by himself, or through, or with persons acting in concert with him, shares or

voting rights in, or control over a target company.
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Thus, acquirer may be "any person "-even a foreign company-i.e, company incorporated
outzide India, If a foreign company acquires shares of itz listed Indian subsidiary
company, the acquirer [foreign company) is bound to -male open offer by way of Public

announcement before scquinng shares or voting rights in the listed Indian subsidiary

COTTIPRAETIY .

Further, the term 'any person’ will encompass natural persons as well as artificial

FI{'."FE-L'“I'-E.

The mere fact that a person is a promoter does not make him an acquirer, unless it is
shown that he either intends to acquire or 18 acting in concert with the acquirer for the
acguisition of shares of the target company. The definition of acquirer does not include a
promaoter, but includes persons acting in concert with an acquirer. The question as to
whether 4 person i acting in concert with the acquirer 18 essentially & question of fact, A

promaoter may not act in concert with the acquirer, whereas a stranger might

ACQUISITION [REG. 2(1)(B]]
“Acquisition” means, directly or indirectly, acquinng or agreeing to acquire shares or

voting rights in, or contral over, a target company.

CONTROL [REG. 2(1) {E]]

"Control” includes the right to appoint majority of the directors or to control the
management ar policy decisions exercizable -by a person ar persons acting individually
or in concert, directly or indirectly, including by wvirtue of their sharcholding or
management rights or shareholders agreements or voting agreements or in any other

mnanner.
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Provided that a director or officer of a target company shall not be considered to be in

control over such target company, merely by virtue of holding such position,

FREQUENTLY TRADED SHARES [REG. 2{1){J]]

“Frequently Traded Shares” means sheres of a2 target company, in which the traded
turnover on any stock exchange during the twelve calendar months preceding the *
calendar month in which the public announcement is made, is at least *en per cent of

the total number of shares of such class of the target company:

Provided that where the share capital of a particular class of shares of the target
company i& not identical throughout such period, the weighted average number of total

shares of such class of the target company shall represent the total number of shares.

IDENTIFIED DATE [REG. 2(1)[K]]
“Tdentifiedd Date” means the date falling on thedenth working day prior to  the
commencement of the tendering period, for the purposzes of determining the

shareholders to whom the letter of offer shall be sent.

IMMEDIATE RELATIVE [REG. 2(1){L)]

“Immediate Relative™ means any spouse of a person, and includes parent, brother, sister
or child of such person of of the spouse.

It may be noted that grant-parents, father-in-law /mother-in-law/brother-in-law, uncles,

nephews, prandparents, great grandparents, etc. are not "immediate relatives”.
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PERSON ACTING IN CONCERT [REG. 2(1){G]]

"Person acting in concert" means,—

FPersons who, with a common objective or purpose of acquisition of shares or voting
rights in, or exercising control over a target company, pursuant to an agreement or
understanding, formal or informal, directly or indirectly co-operate for acquisition of

shares or voting rights® in, or exercise of control over the target company.

Without prejudice to the generality of the foregoing, the persons falling within the

following categories shall be deemed to be persons acting in concert with other persons

within the same category, unless the contrary is established,-

* A company, its holding company, subsidiary company and any company under the
same management or control;

= A company, its directors, and any person entrusted with the management of the
COmMpany,;

* Directors of companies referred to in items (1) and (1] of this sub-clause and
associates of such directors;

* Promoters and members of the promoter group;

« A mutual fund, its sponsor, trustees, trustee company, and asset management
company;

« A collective investment scheme and its collective investment management company,
trustees and trustee company;

« A venture capital fund and its sponsor, trustees, .trustee company and asset
management company;

* A foreign institutional investor and its subaccounts;

A merchant banker and 1ts client, who 18 an acguirer;

* A portfolio manager and its client, who is an acquirer;
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* HBanks, financial advisors and stock brokers of the acquirer, or of any company which
iz a holding company or subszidiary of the acquirer, and where the acquirer is an

individual, of the immediste relative of such mdvadual;

TARGET COMPANY [REG. 2(1){Z]]
“Target Company' means a LISTED INDIAN company/ LISTED INDIAN BODY
CORPORATE OR corporation established under a Central legislation, State legislation or

Provincial legislation.

TENDERING PERIOD [REG. 2(1)(ZA}
"Tendering Period" means the period within which shareholders may tender their shares

in acceptance of an open offer to acquire shares made under these repulations.

VOLUME WEIGHTED AVERAGE MARKET PRICE [REG 2(1){ZE|]
"Volume Weighted Average Market Price”™ means the product of the number of equity
shares traded on a stock exchange and the price of each equity share divided by the total

number of equity shares traded on the stock exchange.

VOLUME WEIGHTED AVERAGE PRICE {REG. Z(1){ZC)]

“Volume Weighted Average Price” means the product of the number of equity shares
bought and price of each such equity share divided by the total number of equity shares
bought.

WEIGHTED AVERAGE NUMEBER OF TOTAL SHARES [REG. 2(1)(ZD|]

“Weighted Average Number of Total Shares” means the number of shares at the -
beginning of a period, adjusted for shares cancelled, bought back or issued during the

aforesaid period* multiplied by a time-weighing factor,
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SUBSTANTIAL ACQUISITION OF SHARES, VOTING RIGHTS OR CONTROL OR

INITIAL TRIGGER THRESHOLD [REGULATIONS 3-9]

1) Without giving a public announcement for open offer, no acquirer shall acquire
sharea or voting rights in 8 target company along with shares or voting rights, if any,
held by him in person or with persons acting in concert, entitle them to exercse

twenty-five per cent or more of the voting rights of such target company.

2] Without giving a public announcement for open offer, any acquirer along with his
PAC’s, who already holds twenty-five per cent or more of the voting rights in the
target company but less than the maximum permissible non-public shareholding
(V5% or 90%], shall not acquire any shares or voting rights more than five percent

within any financial vear in such target company.

CREEPING ACQUISITION TRIGGER [REG. 3(2)]
CREEPING ACQUISITION MEANS SLOW AND STEADY ACQUISTION OF SHARES RBY
THE ACQUIRER IN TARGET COMPANY. IN CREEFING ACQUISITION ACQUIRER CAN

ACQUIRE MAX 5% VOTING RIGHTS OF TARGET CO IN EACH FINANCIAL YEAR.

The creeping acquisition route is meant to facilitate consolidation by persons already in

control or holding substantial number of shares,

An acquirer whao [together with PACs) holds 25% or more voting rights in a target
company, but less than the maximum permissible non-public shareholding [i.e.,
Maximum Permissible Non-Public (Promoters’] Shareholding 18 75% and Minimum
Permissible Puhblic shareholding 1s 25%)], 15 allowed to acquire addittonal voting rights in
the target company to the extent of upto 5% within a financial year ending on 31st
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March, without making an open offer [Regulation 3(2}]. If he acqguires more than 5%
additional voting rights in a financial year ending on 3lst March, he will have to make an
open offer. This is subject to their [acquirer and PACs| aggregate post acquisition

shareholding not excesding the maximum permissible non-public shareholding.

Thus, creeping acquisition can be made at the maximum rate of 5% in any one financial
yvear without complying with the requirement of mandatory public offer by way of public
announcement, provided that the post-acquisition shareholding of acquirer together with

persons acting in concert with him shall not increase beyond 75%.

The open offer obligation would also apply to acquisition of shares by any person from
other persons acting in concert with him such that the individual shareholding of the
person acquiring shares equals or exceeds the stipulated threshold of 5% although the
aggregate shareholding along with persons acting in concert may remain unchanged.

[Reg. 3(3)]

It may be noted that Regulations 3(1) and 3(2) are mutually exclusive so that an
acquisition can trigger either regulation 3(1) or (but not and) regulation 3{2). It 15 the
percentape of the acquirer's shareholding before and after an uuquia[l‘.iun that determines

whether the acquisition triggers regulation 3(1) or regulation 3(2).

ACQUISITION OF CONTROL [REGULATION 4]

Repulation 4 provides the following:
Irrespective of acquisition or holding of shares or voting rights in a target company, no

acguirer shall acquire, directly or indirectly, control over such target company unless the
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acquirer makes a public announcement of an open offer for acquiring shares of such

target, company, in accordance with these-regulations.

EXPLANATION
If any acquirer wants to acquire control over & target company, he has to make public

announcement to acquire shares from the shareholders of the target company.

As per Reg. 2{1] (e], Contral includes acquisition, directly or indirectly, of any of the
following rights by the acquirer:

1] Right to appoint majority of the directors;

2) Right to control the management;

3) Right to control the policy decisions.

VOLUNTARY OFFER [REGULATION &]

Sharcholders holding shares entitling them to exercise 25% or more of the voting rights
in the target company may, without breaching minimmum public sharehelding
requirements under the listing agreement, voluntarily male an open offer to consolidate
their shareholding sulyect to their aggregate shareholding aflter completion of the open

offer not exceeding the maximum permissible non-public shareholding, [Regulation 6(1)]

The facility to voluntarily malke an open offer shall not be available if in the proximate
past [preceding 52 weeks], such persons (acquire 0 and PACs holding 25% or more
voting rightsa] have made acguisitions without open offer within the creeping acquisition

limit of 5%, [The first provisao to Regulation 6(1)]
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Such an acquirer is prohibited from making acquisitions outside the open offer during
the offer perind and alse prohibited from any further acquisitions for six months after

the open offer except pursuant to another voluntary open offer. |Regulation 6{2)]

OFFER SIZE [REGULATION 7]
Fegulation 7 provides the following;
Any mandatory open offer would be for at least 26%, of total shares of the target

company, as of tenth working day from the closure of the tendering period [Regulation

7.

A voluntary open offer can be made for the acquisition of shares representing at least
10% but shall not exceed 'such number of shares which will talte the holding of the
acquirer and PACs to bevond maximum non-public shareholding permitted under the
listing agreement, [Reg. 7(2)] Upon & competing offer being made, such an acguirer
would be permitted to neresse his offer size to 2 normal full-sized open offer wathin

fifteen working days. [Proviso to Reg. 7(2]].

DISCLOSURE OF ACQUISITION AND DISPOSAL [REGULATION 29]

Regulation 29(1) provides that any acquirer along with any PAC, who acquires shares
or voting rights in a target company entitle them to 5% cent or more of the voting rights
in such target company shall disclose their aggregate shareholding and voting rights in

such target company in a specified form.

Regulation 29(2) provides that any acquirer, who together with PACs hold=s 5% or more

of the voting righta in 8 target -company, shall disclose every acgquisition ar dispozsal of
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shares of such target company representing 2% or more change of the voting rights in

such target company along with their aggregate shareholding and voting rights.

Shares taken by way of encumbrance shall be treated as an acquisition; shares given
upon relesss of encumbrance pledge shall be treated ss 8 disposal. Howewer, this
requirement shall not apply to a scheduled commercial bank or public financial
institution in connection with a pledge of shares for securing indebtedness in-the
ordinary course of business. The word encumbrance means taking loan against such

shares.

Regulation 29(3) provides that the above disclosures shall be made within two working
days of the receipt of intimation of allotment of shares, or the acquisition of shares or
voting rights in the target company to,-

a. every stock exchange where the shares of the target company are listed; and

b. The target company at its regstered office,

CONTINUAL DISCLOSURES [REGULATION 30]

Regulation 30(1) provides that every person, who together with PACs holds 25% shares
or voting righta them to exercise of the voting rights in a target company (substantial
shareholder], shall disclose their aggregate shareholding as of 31st of March, in such
target company in =uch form as may be specified. Disclosure shall be made within 7
working days from the end of each financial vear to,-

a. every stock exchange where the shares of the target company are listed; and

b. The target company at its registered office.
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Regulation 30|2) provides that the promoter of every target company shal together with
persons Acting in concert with him, disclose their aggregate shareholding and voting
rights as of the 31s day of March, in such target company in such form as may be
specified Thaclosure shall be made within 7 worlang days from the end of each financial
year to,-

a. every stock exchange where the shares of the target company are listed; and

b. The target company at its registered office.

DISCLOSURE OF ENCUMBERED SHARES [REGULATION 31]

The word encumbrance means loan against a particular asset, Here it means loan
obtained or repaid against shares, The promoter of every target company shall disclose
the following:

= details of shares in such -target company encumbered by him or by persans acting

n cancect with him;

» details of any invocation of such encumbrance; and

& [etails of release of such encumbrance,
The disclosures required as above shall be made within seven working days from the
creation ar invocation ar release of encumbrance, as the case may be to,-

a. every stock exchange where the shares of the target company are listed; and

b. The target company at its registered office,
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OFEN OFFER PROCESS [REGULATIONS 12-23]

MANAGER TO THE OPEN OFFER [REGULATION 12]
Before making any public announcement of mandatory public offer, the acquirer shaill
appoint 4 Merchant Eanker, who i3 not directly or indirectly connected with the

ACUIrer.

The public announcement of the open offer for acquiring shares, required under these

regulations shall be made by the acquirer through such manager to the open offer.

TIMING OF PUBLIC ANNOUNCEMENT AND DETAILED PUBLIC STATEMENT
[REGULATION 13)

A short public announcement should be made on the same date as the date of
transaction which triggered the open offer. A detailed public statement should be made
within & period of 5 worlang days thereafter, so0 as to accord the acquirer sufficient time

to actually work out the logistics of the offer obligations.

PUBLICATION OF PUBLIC ANNOUNCEMENT |(PA) AND DETAILED PUBLIC
STATEMENT (DFS| [REG. 14]

Eegulation 14(1) pravides that the PA shall be sent to all the stock exchanges on which
the shares of the target company are listed, and the stock exchanges shall forthwith
disseminate such information to the public. Regulation 14 (2] provides that a copy of the
FA shall be zent to SEBI and to the target company at its registered office within one

working day of the date of the PA.

Regulation 443] requires that the TIPS shall be published in all editions of any one

English national daily with wide circulation, anv one Hindi national daily with wide
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circulation, and anyone regional language daily with wide circulation, at the place where
the registered office of the target company is situated and one regional language daily at
the place of-the stock exchange where the maximum volume of trading in the shares of
the target company are recorded during the 60 trading days preceding the date of the
PA. Repulation 14(4) requires that simultaneously with publication of such DPS ta the
newspapers, a copy of the same shall be sent to,-

i. the SEBI through the manager to the open offer;

ii. all the stock exchanges on which the shares of the target company are listed, and
the stock exchenpges shall Forthwith disseminate such information to the public;
and

iii. The target company at its registered office and the target company shall forthwith

place the same before the board of directors of the target company.

CONTENTS OF PUBLIC ANNOUNCEMENT OF OFFER [REGULATION 15]
Fegulation 15 specifies the contents of the public announcement and detailed public

statement.

The public announcement and detailed public announcement of the offer or any ather
advertisement, circular, brochure, publieity material or letter of offer 1ssued in relation to

the acquisition of shares shall not contain any misleading information.

FILING OF LETTER OF OFFER TO [REGULATION 16]
Within 5 working days from the date of the detailed public statement, the acquirer shall,
through the manager to the open offer, file with SEBI the draft letter of offer in the

formar prescribed by SEBI along with prescribed fees.
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SERI shall give-its comments on the draft letter of offer as soon as possible but not later
than fifteen working dayvs of the receipt of the draft letter of offer. However, in the event
SERI has sought clanfications or additional information from the manager to the open
offer, the pertod for issuance of comments shall be extended to the Bfth workang day
from the date of receipt of satisfactory reply to the clarification or additional information

sought.

In the event SEBI specifies any changes, the manager to the open offer and the acquirer
shall carry out such changes in the letter of offer before it iz dispatched to the

shareholders.

A letter of offer iz a document addresszed to the shareholders of the target company
containing «disclosures of the acguirer/PACs, target company, their financials,
justification of the offer pnce, the offer price, number of shares to be sequired from the
public, purpose of acquisition, future plans of acquirer, if any, regarding the target
company, change in control over the target company, if any, the procedure to be followed
by acquirer in accepting the shares tendered by the shareholders and the period within

which all the formalities pertaining to the offer would be completed.

ESCROW ACCOUNT [REGULATION 17]

Atleast 2 days prior to the date “of the detailed public statement, the acquirer shall, as
and by way of security for performance of its obligations, open an escrow account which
shall consist of cash deposit with a scheduled commercial bank or bank guarantee in
favor of the merchant banker or deposit of acceptable securities with appropriate margin

with the merchant banker or a combination of the above.
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The escrow amount shall be calculated in the following manner;

-

open offer up to Bs. 500 crores

A, For consideration payable under the | 25% of consideration payahle

b. For consideration payable under the | 25% of Ka, 500 crores and 10% of the

open offer exceeding Rs. 500 crores | balance amount

ACQUIRERS OBLIGATIONS [REGULATION 18]

The acquirer's other obligations are as under;

Simultaneously with the f[iling of the draft letter of offer with SEEI, the acquirer
shall send a copy of the draft letter of offer to the target company at its registered
office address and to all stock exchanges where the shares of the target company
are histed.

The letter of offer shall be dispatched to the shareholders whose names appear on
the register of members of the target company -as of the identified date, not later
than 7 working days from the receipt of communication of comments from SEBI or
where no comments are offered by the Board, within ¥ working days from the
expiry of the period of 15 working-days.

The acquirer and PACs shall not acquire or sell any shares of the target company
during, the period between three working davs prior to the commencement of the
tendering period and until the expiry of the tendering period.

The acquirer shall issue an advertisement in such form as may be specified, one
business day before the commencement of the tendering period, announcing the
schedule of activities for the open offer and such other material detail as may be

gpecified. Such advertisement shall be,-
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a. published in all the newspapers in which the DDPS was made; and
b, simultaneously sent to SERIL, all the stock exchanges on which the shares of
the target company are listed, and the target company at its registered office.

s The acquirer shall, within 10 worlang days from the last date of the tendenng
period, complete all requirements under these regulations and other applicable
law relating to the open offer including payment of consideration to the
sharehalders who have accepted the open offer:

* The acquirer shall be ‘responsible to pursue all statutory approvals required by the
acquirer in order to complete the open offer without any default, neglect or delay.

# TWhere the acquirer is unable to make the payment to the shareholders who have
accepted the open offer within such period owing to non-receipt of statutory
approvals required by the acguirer, SEBI may grant extension of time for maling
payments, subject to the acquirer apgreeing to pay interest to the shareholders for

the delay at such rate as may be specified by the Board.

REVISION OF OPEN OFFER

An acquirer may make upward revisions to the offer price to tile number of shares
sought to be acquired under the open offer, at any time prior to the commencement of
the last three working days prior to the commencement of the tendering period, to the
event of any revision of the open offer, whether by way of an upward revision in offer

price, or of the offer size, the acquirer shall,-

a, make corresponding increases to the amount kept in escrow prior to such

TEVISION;

b, make an announcement in respect of such revisions in &ll the newspapers

in  which the detatled pubhc statement pursuant to the pubhc
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announcement was made;

c. simultaneously with the issue of such an announcement, inform SEEI, all
the stock exchanges on which the shares of the target company arce histed,

and the target company, at its regstered office;

TENDERING PERIOD

The tendering period shall start not later than 12 working days from date of receipt of
comments from the SEB] and shall remain open for 10 working days, Shareholders who
have tendered shares in acceptance of the open offer shall not be entitled withdraw such

acceptance during the tendering period.

CONDITIONAL OFFER [REGULATION 19]

An acquirer may malke an open offer conditional as to the minimum level of acceptance.
Where the open offer is pursuant to an agreement, such agreement shall contain a
condition to the effect that in the event the desired level of acceptance of the open offer 15
not received the acqguirer shall not acquire any shares under the open offer and the

agreement attracting the obligation to make the open offer shall stand rescinded.

BUT Eegulation §[11] PROVIDES THAT - Where the open offer is subject to a minimum
level of acceptances, the acquirer may indicate a lower price for acquiring all the
acceptances despite the acceptance falling short of the indicated threshold, in the event

the open offer does not receive the minimum acceptance.,

C8 Vikas Vohra EEBE OTE OTE YES Academy for C8, Pune Page |70
e —————

Scanned with CamScanner



T Slita—- AMdbhAhA AN A §——.——AP . hfa I ArhitAd}kh A Mb}b}bhAhA—AhANANhh .- tdd A A NN ife A¥}MbBAhN}AhAbh}A}A}Ehhhh.si—sA b i bbb} A Ab}hBAhBhEI- AAeb}Abh AN A AN A———————
¥T Channel -~ YES Academy for CS | Vikss Vohra, Corparate Baba Becuritles Laws — Marathon Nates

COMPETING OFFFRS [REGULATION 20]

Upon a Public Announcement of an open offer for acquiring shares of a target company
being made, any person other than the acquirer who has made such public
announcement, shall be entitled to make a public announcement of an open offer within
15 workang days of the date of the detailed public statement made by such acquirer whao

has made the first public announcement for such target company.

Upon public announcement of a competing offer, an acquirer who had made a preceding
“competing offer shall be entitled to revise the -terms ol his open offer-provided the
revised terms are more favourable to t lie shareholders of the target company. The
acquirers making the competing offers shall be entitled to make upward revisions of the
offer price at any time up 10 working days prior to the commencement of the tendering

period.

PAYMENT OF CONSIDERATION [REGULATION 21]

For the amount of consideration pavable in cash, the acquirer shall open a special
account with a Banker to an Issue and deposit therein such sum as would together with
90% of the amount lying in the escrow account make up the entire sum due and payable

to the shareholders as consideratiom.

The acquirer shall, within a period of 10 working days from the expiry of the tendering
period, complete all procedures relating to the affer including payment of consideration

to the shareholders who have accepted the offer.

Unclammed halances in specal account shall be transferred to the SERT Investor

Protection and Education Fund at the end of 7 years.
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It may be noted that the balance of 10% of-the escrow account shall be released to the
acquirer, on the expiry of 30 days from the completion of payment of consideration to
shareholders who have tendered their shares in acceptance of the open offer, as certified

by the manager to the open offer;

COMPLETION OF ACQUISITION [REGULATION 22|
The agreement that attracts an open offer obligation may be acted upon during the
pendency of the open offer only if 100% of the consideration payvable under the open

offer is placed in escrow.

An agreement that triggered an open offer obligation would have to be completed within
26 weelts after, the offer period. However, in the event of any extraordinary and
supervening circumstances rendering it impossible to complete such acquisition within
such period of 26 weeks, SER] may for reasons to be published, may grant an extension
of time by such pertod as it may deem fit in the interests of investors in secuntes and

the securities marlket.

WITHDRAWAL OF THE OPEN OFFER [REGULATION 23]

An offer shall be withdrawn in the following cases:

1. The statutory approvals required have been refused. The statutory
approvals would include approval of shareholders as required by -the
Regulation or the approval for foresign investment by FEPB or RBI and

the like.

2., Where the sole acquirer, being an individual has died.

4. Any condition stipulated in the agreement for acquisition attracting the
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obligation to make the -open offer iz not met for reaszons outside the
reasonable control of the acquirer,

4, Buch circumstance as in the opinion of SEBI merits/requires

wrthodrawal,

An offer can he withdrawn subject to the following conditions:

1. The acquirer will have to make a public announcement in respect of such
withdrawal of offer in all the newspapers in which the original public

announcement was made.

2. The acauirer shall also simultaneously inform the withdrawal of offer ta the
SERI, all the Stock Exchanges where the shares of the company are histed

and the target company at its registered office.

OFFER PRICE [REGULATION 8]
Minimum offer price for direct acguisitions and indirect acquisitions deemed to be direct

(LS LOTLS

Fegulation 8[2) of the 2011 code provides that in the case of direct acquisition of shares
or voting rights in, or control over the target company, and indirect acquisition of shares
or voting rights in, ar control over the target company where the parameters referred to
in sub-regulation [2] of repulation 5 are met, the offer price shall be the highest of,-
a. the highest negotiated price per share of the target company for any acquisition
under the agreement attracting the obligetion to make public announcement of an

open offer,
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h. the-volume-weighted average price paid or payable for acquisitions, whether by the
acquirer or by any person acting in concert with him, -during the fifty-two weeks
immediately preceding the date of the public announcement;

c. the hiphest price paid or payable for any acquisition, whether by the acquirer or by
any person #cting in concert with him, durnng the twenty six weeks immediately
preceding the date of the public announcement;

d. the volume-weighted average market price of such shares for a period of sixty
trading days immediately preceding -the date of the public announcement as
traded on the stock exchange where the maximum volume of trading in the shares
of the target company are recorded during such period, provided such shares are
frequently traded;

¢. Where the shares are not frequently traded, the price determined by the acquirer
and the manager to the open offer taking into account valuation parameters
including, book value, comparable trading multiples, and such other parameters

asg Are customary for valuation of shares of such companies; and

EXEMPTIONS [REGULATIONS 10-11]

GENERAL EXEMPTIONS [REGULATION 10]
Sub-regulation (I) of Eegulation 10 exempts the following, categories of acquisitions from
open offer obligations under Regulations 3 & 4 [but not from disclosure obligations

under Eegulations 28/20) without SEBI's approval:

* Transfers between qualifying parties such as immediate relatives, group
companies, promoters, etc, [Regulation 10({1)(3)]
« Certain acquisitions in the ordinary course of business-of stock broker,

underwriter, mmerchant banker, scheduled commercial banle, et
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[Regulation 10[l)(b)]
Acquisition pursuant to disinvestment in a Government Company. [Reg.

100

Acqguisthions pursuant to Scheme made under section 18 of SICA, 3985 or
scheme of arranpement involving transferor company pursuant to order of
Court or other statutory authority under any Indian or foreign law

[Regulation 10[l)(d)]

Acquisition pursuant to SARFAES] Act, 2002 [Regulation 10(l)(e)]

Acquisition under SEEI

hc::iﬁisitinn under SEEI [Delisting of Equity E-II-E'E'EET_REELL].E.U-E;HE [Reg

10(1)(5)]

Acquisition by way of transmission, succession or inheritance [Regulabon

10(1(gl]

Voting rights on preference shares under the Companies Act, 1956 [Reg.
101 (k]

Acquisition under Corporate Debt Restructuring [as per scheme notified by
EBI) not invelving change of control provided such scheme authonzed by

special resolution by postal ballot. [Regulation 1042))

Increase of voting rights to 23% through buy-back provided shareholder
reduces his holding below 25% within 90 days from the date of increase,

[Reg. 10(3)].

Acquisition through Rights issue, subject to certain conditions. [Reg,
10(4)(a) b))
Increase of voting rights through buv-back in excess of threshold under

Repulation 3[2)], subject to certain condifions, [Regulstion 10{4){c)]
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s  Acquisition of shares in a target company by any person in exchange for
shares of another target company tendered pursuant to an open offer for
acquiring shares under these regulations. [Regulation 10[4}{d]]

* Acquisition of shares in Target Company from state-level financial
institutions by promoters of the target company. [Regulation 10[4)[e}]

| Acquisition of shares in Target Company by promoters from venture capital

fund or foreign venture capital investor, [Regulation 10(4)(f}]

EXEMPTIONS BY THE SEEI [REGULATION 11]

Fower of SEBI to grant exemption from open offer obligations in individual cases

Fegulation 11{1] provides that SEBl may, on the application made by the acquirer, for
reasons recarded in writing, grant exemption from the obligation to make an open offer
for acquiring shares under these regulations subject to such conditions as SEBI deems

fit to impose in the interests of investors in secunties and the secunties marlkoet.

(1) Notwithstanding anything contained in these regulations, in the event the acquirer
makes a public announcement of an open offer for acquiring shares of a target
company in terms of regulations 3, 4 or 5, he may delist the company in
accordance with provizions of the Securities and Exchange Board of India
(Delisting of Equity Shares] Regulations, 2009, Provided that the acquirer shall
have declared upfront his intention to =o delist at the time of making the
detailed public statement and a subsequent declaration of delisting for the
purpose of the offer proposed to be made under sub regulation (1) will not suffice,

[2) Where an offer made under sub-regulation (1) 15 not successful,-
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(1) on account of non-receipt of prior approval of shareholders in terms of clause
[b) of sub-regulation (1) of regulation 8 of Securities and Fxchange Board
of India {Delisting of Equity Shares) Regulations, 2009; aor
[11] m termza of repulation 17 of Secunties and Exchange Board of Indis
[Delisting of Equity Shares] Regulations, 2009; or
[iiif om account of the acquirer rejecting the  discovered  price
determined by the book building process inm  terms of sub-
regulation (1) of regulation 16 of Securities and Exchange

Board of India [(Delisting of Equity Shares) Regulations, 2009, the acquirer

shall make an announcement within two working days in respect of such
failure in all the newspapers in which the detailed public statement was made

and shall comply with all applicable provisions of these regulations.

(3) In the event of faillure of the delisting offer made under sub-regulation (1), the

open offer oblipations shall be fulfilled by the acguirer in the following manner:

(i) the acquirer, through the manager to the open offer, shall within five working
days from the date of the announcement under sub-regulation (2], file with the
Board, a draft of the letter of offer as specified in sub-regulation (1) of
regulation 16; and

(1] shall comply with all other applicable provisions of these regulations.
Provided that the offer price shall stand enhatced by an amount equal
to a sum determined at the rate of ten per cent per annum for the period
between the scheduled date of payment of consideration to the shareholders

and the actusl date of payment of consideration to the sharcholders,

[4) Where a competing offer is made in terms of sub-regulation (1) of regulation 20,-
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(a) the acquirer shall not be entitled to delist the company;

(b) the acquirer shall not be liable to pay interest to the shareholders on
account of delay due to competing offer;

(o} the acquirer shall comply with all the applicable provisions of these regulations
and make an announcement in this regard, within two worlking days from the date
of public announcement made in terms of sub-regulation [1) of regulation 20,
in all the newspapers in which the detailed public statement was made.

[5) Shareholders who have tendered shares in acceptance of the offer made
under sub-repulation (1), shell be entitled to withdraw such shares tendered,
within 10 worling days from the date of the announcement under sub-
regulation|2)

(6) Shareholders who have not tendered their shares in acceptance of the offer made
under sub-regulation (1) shall be entitled to tender their shares in acceptance

of the offer made under thess regulations.

MNotwithstanding anything contained in these regulations, no perzon who is a fugitive

economic  offender shall make a public announcement of an open offer or
make a competing offer for acquiring shares or enter into any transaction, either
directly or indirectly, for acquiring any shares or voting rights or control of a target

COMmpany.

DISPATCH OF LETTER OF OFFER

The Actuirer zhall ensure that the letter of offer 18 dispatched to the sharcholders whose

names appear on the repgister of members of the Target Company as of the identified
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date, and to the custodian of shares underbyiing depository receipts, it any, of the
Company, within maximum 7 working days from the date of receipt of communication of
comments from SEBI or where no comments are offered by SEBI, within 7 working days
from the expiry of 15 warking days from the date of receipt of draft letter of offer by
SEHL

However, it is provided that where a shareholder holding less than 5% of the voting
rights of the Target Company is resident outside India and local laws or regulations of
such jurisdiction may expose the acquirer or the target company to material risk of civil,
regulatory or criminal liabilities in the event the letter of offer in its final form

were to be sent without material amendments of modifications intoe such jurisdiction,
then the acquirer may refrain from dispatch of the letter of offer into such jurisdiction.
Explanation:

[i(JLetter of offer may also be dispatched through electronic mode in accordance with the
provisions of Companies Act, 2013,

(1)0n receipt of A regquest rom any sharcholder to receive 8 copy  of the letter of
offer in physical format, the same shall be provided.

[ii]) The aforesaid shall be disclosed in the letter of offer;
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SEBI (LISTING OBLIGATIONS AND DISCLOSURE
REQUIREMENTS), REGULATIONS, 2015

SEEBI (LISTING OBLIGATIONS AND DISCLOSURES REQUIREMENTS) REGULATIONS,

2015

Unless otherwise provided, these regulations shall apply to the listed entity which has
listed any of the following designated securities on recognised stock exchange(s):
(a) specified securities listed on main board or SME Exchange or institutional trading
platiorm;
(b) mon-convertible debt  securities, npon-convertible  redeemable  preference
shares, perpetual debt instrument, perpetual non-cumulative preference shares;
[} Indian depository receipts;
[d) securitizsed debt instruments;
(e} units issued by mutual funds:;

(f] any other securties a3 may be specified by SEBL

Company desirous of listing its securities shall enter into a listing agreement with the
stock exchange, Existing histed entities are required to execute a fresh listing agreement

within 6 months from date of notification of SEEI Listing Regulations.

According to Section 2 [52) of the Companies Act, 2013, listed company means a
company which has any of its securities listed on any recognized stock exchange. This
means that if a private limited company has its debt securities listed on any recognised
stock exchange, then such company is under the ambit of listed company category for

comphang with the Companies Act, 2013 and rules and regulation made thereunder,
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According to SEBR! (LODR] Regulations, 2015 "listed entity” means an entity which has
listed, on A recognised stock exchange(s), the designated secorities ssuaed by it or
designated securities izsued under schemes managed by it, in accordance with the

listing agreement entered inte betweesn the entity and the recognised stock exchange(s].

REGULATIONS

Omne Time Compliances

Becuritles Laws — Marsthon Nates

[Regulations Particulars
B5(1] A listed entity shall appoint a CS as the Compliance Officer
Ti1] The liasted entity shall appoint a share transfer agent or the listed
entity registered with SEBI as Category 1l share transfer agent in case
of share transfer facility in house.
0 The listed entity shall have a policy for preservation of documents,

approved by its Board of Directors.

Quarterly Compliances

[Regulation

Particulars

Time Limit

13(3]

The listed entity shall file with the
recopgnised stock exchange, a statement
[giving the number of investor complaints
pending at the beginning of the quarter,
those received during the quarter,
disposed of during the quarter and thoss
remaining unresolved at the end of thg

[1I..I_H'I.'t £

within 21 days from end of

fuarter
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27

The listed entity shall submit a guarterly

povernance in the format as speciiied by
SIEH] from time to fime to the recognized

stock exchanges.

compliance report o corporatathe quarter

within 15 davs from close of

311 ()

stock exchange(s) a  statement showing
haolding of seCcurities and
shareholding pattern separately for each
class of securities, in the format specified

by SEBI from time to time

The listed entity shall submit to thewithin 21 days from the end

of each quarter

32(1]

The listed entity shall submit to the
atock exchange a statement of deviation
or wvaration in the wublizgtion of 1530
proceeds as stated on the objects clauss
of the offer document and the actual

whilization of those funds.

333

and year-to-date financial results to the

stock exchange

The listed entity shall submit quarterlywithin forty-five days of end

of each quarter, other than

the last quarter,
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Half Yearly Compliances

tEegnlatinn Particulars Time Limit

73] The listed entity  shall  submit gWithin one month of end of
compliance certificate to the exchangejeach half of the finanoaal
duly s=signed by both the complianceyear.

officer of the listed entity and the
authorized representative of the sharg

transfer agent

10(9] The listed entity shall ensure that thewithin one month of the end
share transfer agent and/or the in-houssol each half of the financiall
share transfer [acility, as the case mayyear

be, produces a certificate from a

practicing company secretary

Yearly Compliances

tEegnlatlm:l Particulars Time Limit
14 The listed entity shall pay &ll such fees oqwithin 30 days of the end of

charges, as applicable, to the recognisedfinancial year
stock exchange(s), in the mannern
specified by SEBI or the recognised stock

Exchanges.
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3.3(3]

The listed entity =shall submit annualwithin 60 days from the end
audited standalone financial results withjof the financial year
AL dit report and Statement on Impact of
Audit Qualificationz applicable only for
audit report with modified opinion to the

stock exchange

534

The listed entity shall submit the annualwithin twenty one working
report to the stock exchange days of it being approved and

adopted in the annual general

meeting
Event Based Compliances
[Regulation [Particulars [Due date
715 The listed entity shall intimate  thefWithin ¥ deys of Apreement

pppointment of Share Transfer Agent, topnth RTA

Fhe stock exchange(=]

to 29 (2]

[28(1] The listed entity shall obtain In-principlePrior to issuance of Security
approval from recognised stock exchange

29(1)(a) Prior Intimations of Board Meeting forjit least 5 clear days in

read along  financial Result viz, quarterly, halffpdvance [excluding the date

fwith proviso peatly or annual, to  the stockpf the intimation and the date

pxchange|s) of the meeting)
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20(1] (b, Prior Intimations of Board Meeting forjAt least 2 working davs in
], [d), [&) Buyback, Voluntary delisting, Fundpdvance

5 () Tead raising by way of FPO, Rights Tssue, ADR,
flong wath  [GIDR, QIP, FCCR, Preferential issue, debt
20 (2] issue ar any other method,
Declaration /recommendation off
ividend, 1ssue of convertible securities
carrying a night to subscribe to equity
shares or the passing over of dividend,
proposal  for  declaration of Bonus

Eecurities etc., to the stock exchange(s)

2913) Prior Intimations of Board Meeting forjAt least 11 clear working
alieration o nature of Securitiesdavs in
plteration in the date on which interestidvance
171 debentures /bonds/ redemption
pmaunt, ete. shall be payable to the

stocl exchange(s)

30 6] Disclosure of Price Sensitive InformationNot later than twenty four
o the stock exchange|(s) hours as per Part A of

Schedule 111
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S1({1}{a)

The listed entity shall submit to the stocly

exchange(s) a statement showing,

seCTit e and

holding af
shareholding patterm separately  for
each class of securities prior to listing of]

=eclrities

One day prior to listing of

Serurities

31({1]ic]

The listed entity shall submit to the stock]

exchange(s)

Within 10 days of any change

in capital

3712

Arrangement to the stock exchange(s]

The listed entity shall file draft Scheme offPrior approval before filing

with Court

42(2]

The listed entity shall intimate the record
date or date of closure of transfer boolcs)

fa all the stock exchange|(s)

At leazst 7 clear working

days in advance

213

The listed entity shall give notice to stock
pxchange(s) of Record date for declanng

dividend and/or cash Bonus

At least 5 clear working]

plays in advance

44/(3)

The listed entity shall submit to the stoclk

Iy Shareholders

exchange details regarding voting resultsponclusion  of  its

W ithin 45 Hours i1f]
General

Meeting

45(3]

The listed entity shall allowed to change

ils name

Frior approval from Stock

Exchange(s)

C8 Vikas Vohra EEBE OTE OTE
e ————————————————————————

YES Academy for CE, Pune

Page |8k

Scanned with CamScanner




¥T Channel -~ YES Academy for CS | Vikss Vohra, Corparate Baba Becurities Laws — Marathon Nates

CORPORATE GOVERNANCE UNDER SEEI (LODR) REGULATIONS, 2015

The listed entities which has listed its specified securnties on any recognised stock
exchange(s] either on the main board or on SME Exchange or on institutional trading
platform has to comply with certain corporate governance provisions which are specified

in Regulations 17 to 27 & 34(3) of the Listing Repulations.

Sl.  [Particulars Listing
1. Felated Party _olause 2izh)
3. Hoard Composition 17[1]

3. Appointment of Woman Director 17[1][a]
. Size of the Board 17[1}[&)
5, Succession planning 17 (4]

6. Code of Conduct of Board of Directaors & Senior]l 7[5}

7. Prohibited Stock options for 1Ds 17 (5] [d]
=3 Performance evaluation of [Dis 17 (10
. Constitution of Audit Committes 18

10,  KConstitution of Nomination & FEemuneration(l®

11. . onstibubion of Stakeholders Relationship{20)

12, fonstitution of Bisk management Committes 21

13, Formulation of Vigil mechanism 22

14, [HEelated party transactions 2 3[1]
15, Maximum number of directorship of 1Ts. 25]1]
16, DMMaximum tenure of [Ds 25[2]
17. Beparate meeting of [Ta 253
18. [Liabilitv of Dz [25(5|
19. |Filing of Casual Vacancy of 1Ds 20[6]
20,  |[Familiarisation TIrogramme for Independentf25]7]
21, Disclaosure of RFTs 272 (a)
22, [Disclasure of different Accounting standard 34 (3]
23,  |[Disclosure on Remuneraticn 34 (3]
Exceptions

Fegulation 15(2]) of the Listing Regulations, the compliance with the corporate
governance provisions as specified in Regulations 17 to 27 and clauses (b] to (i) of
Eegulation 46[2) and para C, D and E of Schedule V shall not apply, in respect of

following -

C8 Vikas Vohra EEBE OTE OTE YES Academy for CE, Pune Page |87
e ——

Scanned with CamScanner



¥T Channel -~ YES Academy foar CS | Vikss Vohra, Corparate Baba Becuritles Laws — Marathon Naotes

1 The listed entity having paid up equity share capital not exceeding rupees 10

crore: ang net worth not exceeding rupees 25 crore, a8 on the last day of the
previous financial year.
If the prownsions of the reguiations become applicable to a listed entity at a later
date, such listed entily shall comply with the requirements those regulations
within six months from the date on which the provisions became applicable to the
listed entity.

2, The listed entity which has listed its specified securities on the SME Exchange.
For other listed entities which are not companies, but body corporate or are

governed by other statues, the prowvisions shall apply only to the extent that if

does notl violate their respective sialules ond guidelines,

BOARD COMMITTEES UNDER LODR REGULATIONS

Audit Committee
Stakeholders Relationship Commuittee
MNomination and Remuneration Committee

Fisk Management Committee

VIGIL MECHANISM

- The listed entity shall formulate a vigil mechanism for directors and employees to
report genuine concerns.

- The vigil mechanism shall provide for adequate safepuards apainst victimization of
director(s) or employee(s| or any other person who avail the mechanizm.

-  The wigl mechanism shall alzo provide for direct access to the chairperson of the

audit committes in appropriate or exceptional cases.
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RELATED PARTY TRANSACTIONS

Under Listing Regulations, 2015
Repulation 2(1) (gb] defines “related party”™ means a related party as defined under sub-
section (76] of section 2 of the Companies Act, 2013 or under the applicable accounting

standards.

Under Companies Act, 2013
According to section 2 [76] “related party”, with reference to a company, means —

[i] a director or his relative;

(1] a key managerial personnel or his relative;

(iii) & firm, in which a director, manager or his relative is a partner;

[iv] a private company in which a director or manager or his relative is a member or
director;

(v} a public company in which a director and manapger 13 a director and holds
along with his relatives, more than two per cent of its paid-up share capital;

[vi] any body corporate whose Board of Directors, managing director or manager is
accustomed to act in accordance with the advice, directions or instructions of a
director or manager;

[vii] any person on whose advice, directions or instructions a director or manager 18
accustomed to act;

[viil) Any body corporate which is -

[A] a holding, subsidiary o an associate company of such company;

[B] a subsidiary of a holding company to which it is also a subsidiary; or

(C] an investing company or the venturer of the company;™

(ix] =much pther person 8s may he prescribed.
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Policy on materiality of related party transactions
The listed entity shall formulate a policy on matenality of related party transactions and

on dealing with related party transactions.

When will a transaction with a related party be material?

A transaction with a related party shall be considered material if the transaction(s) to be
entered into individually or taken together with previous transactions during a financial
year, exceeds 10% of the annual consolidated turnover of the listed entity as per the last

audited financial statements of the listed entity.

Approval of Andit Committee

All related party transactions shall require prior approval of the audit committee

Omnibus Approval: Audit committee may grant omnibus approval for related party
transactions propesed to be entered into by the listed entity subject to the following
conditions-

(a) the audit committee shall lay down the criteria for granting the omnibus approval
and such approval shall be applicable in respect of transactions which are
repetitive in nature;

(b) the audit committee shall satisfy itself regarding the need for such omnibus
approval and that such approval is in the interest of the listed entity;

[c] the omnibus approval shall specify as much details as possible. However, where
the need for related party transaction cannot be foreseen and aforesaid details
are not available, audit committee may grant omnibus approval for such
transactions subject to their value not exceeding rupees one crore per

transaction.
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(d) the audit commitiee shall review, at least on a quarterly basis, the details of
related party transactions entered into by the listed entity pursuant to each of
the omnibus approvals given.

(¢} Such omnibus approvals shall be valid for a period not exceeding one year and

shall require fresh approvals after the expiry of one year.

Approval of the shareholders
All material related party transactions shall require approval of the shareholders
through resolution and the related parties shall abstain from voting on such resolutions

whether the entity is a related party to the particular transaction or not,

Exceptions
The approval of Audit committee and shareholders shall not be required in the following
CHSES;

(1) transactions entered into between two government companies;

[b) transactions entered into between a holding company and its wholly owned

subsidiary.

ROLE OF COMPANY SECRETARY

The compliance officer of the listed entity shall be responsible for -
- ensuring conformity with the regulatory provisions applicable to the listed entity in
letter and apirit.
- co-ordination with and reporting to SEBI, recognised stock exchange(s] and

depo=itories with respect to compliance with rules and regulations,
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- ensuring that the correct procedures have been followed that would result in the
correctness, authenticity of the information, statements and reports filed by the
listed entity.

- monitoring email address of grievance redressal division as designated by the

listed entity for the purpose of registering complaints by investors,

R D 0 E DDR) R 0 [ ON O
ROMO ROMOTER GRO R DLDER
1. Fromoter shall apply to Company for reclassification along with the supporting

documents, if any.

2, Intimation to Exchange about receipt of such request from the promoter has to be
made by the Company within 24 hours of receipt of such application.

3. The Board of Directors of the listed entity shall analyse the request and place the
same before the shareholders in a peneral meeting for approval along with thear
views. There shall be 4 time pap of &t least three months but not exceeding smx
months between the date of board meeting and the shareholders meeting
considering the request for reclassification,

4, Outcome of board meeting shall be submitted to the Exchange within 24 hours of
the conclusion of board meeting in which resolution regarding reclassification is
approved,

=5 The request of the promoter(s) seeking re-classification is required to be approved
in the general meeting by an ordinary resolution in which the promoter(s) sesking
reclassification and persons related to the promoter(s] seeking re-classification
shall not vote to approve such re-classification request. The Outcome of the
(GGeneral Mecting shall be submitted to the Exchange a2 required under regulations
applicable to the General Meetings.
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. After obtamning sharehoelders’ approval in General Meeting, Company will submit
the application for reclassification within 30 days from the date of approval by
shareholders in the General Meeting, to the Stock Exchange.

T Additionally, disclosure of the fact that such application has been filed with the
Exchanges shall be submitted to the Exchange as mtimation of material event
within 24 hours of the filing of such application.

8. Exchange shall process the application subject to the application being complete
in all regpects and compliant with all applicable regulations.

9. In case of incomplete applications, company shall be provided opportunity to
rectify the deficiencies, If the deficiencies are not rectified within 30 days of
intimation of the same to the Company, the application shall be liable to be
rejected ond the processing fee paid by the company will be forfeited.

10. Letter of acceptance shall be issued to the company by the Exchange to effect the
reclassification in the shareholding pattern subject to compliance with applicable
SERI regulations.

11. After Exchange approval [/ rejection of the reclassification application, same is also
required to be disclosed as material event within 24 hours of communication of

decigion of the Exchange.

OBLIGATIONS OF LISTED ENTITY WHICH HAS LISTED ITS SECURITY RECEIPTS

CONCEPT
INTIMATIONS & DISCLOSURES OF EVENTS OR INFORMATION TO STOCHK
EXCHANGE
(1) The hsted entity shall first disclose to stock exchange(s) of all events or
mmformation, as soon as reasonably possible but not later than twenty four hours
from occurrence of the event or infermation, In case the disclosure is made after

C8 Vikas Vohra EEBE OTE OTE YES Academy for C8, Pune Page |93
e ———

Scanned with CamScanner



¥T Channel - YES Academy for C5 | Vikss Vobra, Corparate Baba Becuritles Laws — Marathon Notes
twenty four hours of occurrence of the event or information, the listed entity
shall, along with such disclosures provide explanation for the delay,

[2] The listed entity with respect to disclosures referred to in this regulation,
shall provide updates related to such disclosures on a  regular  hasis, il
such timethe event 13 resolved fclosed, with relevant explanations.

(3] The listed entity shall provide specific and adequate reply to all queries
raised by stock exchange(s) with respect to any events or information.

(#) The listed entity, suo moto, may confirm or deny any reported event or
information to stock exchange(s).

[5) The listed entity shall disclose on itz website or on the website of the
gsponsor dll such events or information which has been disclosed to stock
exchange(s) under this regulation, and such disclosures shall be hosted on the
webaite of the listed entity for a minimum period of five years and thereafter as

per the archival policy of the histed entity, as disclosed on its website,

DISCLOSURE OF EVENTS OR INFORMATION TO STOCK EXCHANGES
The following events/information shall be disclosed by the listed entity without any
application of guidelines of materiality as soon as reasonably paossible but not later
than twenty four hours from cccurrence of event or information:

- periodic Net Asset Value;

- periodic rating obtained from credit rating agency or any revision in the

rating or any expected revision in rating;

- any proposal to change or change of credit rating agency or Valuer;

- any proposal for acquisittion of assets including terms  of acquisition;

- any proposal to change or any change in terms of Ssecurity receipts

including rights or privileges or nature or form etc.;

C8 Vikas Vohra EEBE OTE OTE YES Academy for C8, Pune Page |94

Scanned with CamScanner



TT Channel - YES Academy for C5 | Vikss Vobra, Corporate Baba Becuritles Lows — Marathon Notes

any breach of covenant(s) under the terms of security receipts;

- any change in the general character or nature of business/achvities,
disruption of operation due to natural calamity etc. of the listed entity;

- any change in value of cash-flows as disclosed if any;

- any delay or expected delay in cash flows from the due date or pre-sgreed date if
any;

- any receipt of cash flow or expected cash flow along with quantum so
received:

- any change in percentage holding of non-performing loans across other

banks;

RATING, VALUATION & NAV DISCLOSURE
[1} An issuer whose security receipts are listed on a stock exchange shall ensure that:
(1) the listed security receipts are valued at the end of cach gquarter 1.2, a3 on
March 31, June 30, September 30 and December 31 of every vear;
[iij waluation is conducted by an independent valuer; and
(ilij the net asset value is calculated on the basis of such independent valuation
and the same 18 declared by the asset reconstruction company within
fifteen days of the end of the quarter.
(2) The issuer shall also comply with the extant Reserve Bank of [India
requirement of obtaining credit rating of security receipts at half yearly interval and
declaration of the net asset value thereafter and/or any other reguirement as
prescribed by the Reserve Banle of India from time to time. In those two quarters in a
year, where both external valuation and credit rating are required, issuer shall disclose

lower of the two calculated Net Asset Value.
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TERMS OF SECURITY RECEIPTS
(1} Any security receipt issued would be transferable only in favour of quahhed buyers
in terms of Securitization and Reconstruction of Financial Assets and Enforcement
af Secunty Interest Act, 2002,
(2] Unless the terms of issue provide otherwise, the listed entity shall not select
any of its listed security receipts for payments otherwise than on pro rata

basis or by lot and shall promptly submit to the stock exchange(s) the details

therenl.
RECORD DATE
(1) The listed entity shall fix & record date for payment to holders of security receipts
or for such other purposes as specified by the stock exchange(s),
[2) The listed entity shall give notice in advance of ot least seven worlking days
[excluding the date of intimation and the record date] to the =stock
exchange(s] of the record date or of as many days as the stock exchange may

agres to or require specifying the purpose of the record date;
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SEBI (ICDR) REGULATIONS, 2018

SEEI (ISSUE OF CAPITAL AND DISCLOSURE REQUIREMENTS| REGULATIONS,

2018

METHODS OF RAISING FUNDS FROM PRIMARY MARKET

PUBLIC ISSUE: When an offer is made to new investors [general public) for becoming

shareholders of the issuer Company it is called a public issue,
- Imitial Public Offer (IPO): When an unlisted public company offers its securities
for sale for the first time to the General public, it is known as an [PO,

- Further Public Offer (FPO) or follow on offer: When a listed company offers a
fresh issue of secunties to the general public for sale, it is known as a FPO,
RIGHTS I8SUE: When a listed company offers or issues secunhes to  the
existing shareholders on a particulars date fixed by the issuer company (i. €. record
date], it iz called a rights issue. The rights issue is always issued at price not like bonus

shares,

BONUS ISSUE: When an issuer makes an issue of securities to its exasting shareholders

as on a record date, without any consideration from them, it is called a bonus issue. The

shares are issue out of the Company's free reserve or share premium account in a

particular ratio to the number of securities held on a record date.

PRIVATE PLACEMENT: When an issuer makes an issue of securities to a select group

of persons not exceeding 49%, and which is neither a rights issue nor a public issue, it

15 called A private placement.

Private placement of shares or convertible securities by listed issuer can be of two types:
[1] Preferential Allotment: When a listed company issues shares aor

convertible secunties, to 8 select group of persons in terms of SKERI (ICDER)
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Regulations, 2018, it is called a preferential allotment, The ssuer is
required to comply with various provisions which intern alia include pricing,
disclozures in notice etc., in additional to requirements specified in Companies
Act.

(i) Qualified Institutions Placement (QIP): When a listed Company issues equity
shares or securities convertible into equity shares to (JIBs only, it is called a
J1IF.

(iii] Institutional Placement Programme (IPP): When a listed issuer makes a
further public offer of equity shares, or offer for sale of shares by
promoter) promoter group of listed issuer in which, the offer allocation
and allotment of such shares 18 made only to QIBs in terms of SEB (ICDE)
Regulations, 2018 for the purpose of achieving minimum public shareholding it

iz called an IFP.

ALLOCATION OF NET OFFER TO PUBLIC

(1} Tn an issue made through the book building process the allocation in the net offer to
public category should be made as follows:

[a) not less than 35% to retail individual investors;

[b) not less than 15% to non-institutional investors;

[c] not maore than 50% to qualified institutional buyers, five per cent of which shall be
allocated to mutual funds. However, in addition to five per cent allocation available,
mutual funds shall be eligible for allocation under the balance availlable for qualified

institutional buyers.
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In an issue made through the book building process and following the alternative
eligibility norms provided by SERI for public issue, the allocation in the net offer to

public category shall be as follows:

(1) not more than 10 % to retail individual investors;

(b} not more than 15 % to non-institutional investors;

[c}] not less than 75 % to gualified institutional buyers, 5 % of which shall be allocated
to mutual funds. However, in addition to the 5% allocation available, mutual funds shall
also be eligible for allocation under the balance available for gqualified institutional

buyers.

The issuer may allocate upto 30% of the portion available for allocation to qualified

institutional buyers to an anchor investor.

FACE VALUE OF EQUITY SHARES

The disclosure about the face value of eguity shares shall be made in the draft offer

document, offer document, advertisements and application forms, along with the price

band or the issue price 1n identical font size.

PRICE AND PRICE BAND

For Book Building Process:

The issuer company has to announce price band in place of fixed price for the issue of
securities. The price band shall be included in the red herring prospectus of the

Company.
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For Other than Book Building Process:

The issuer company has te fix price of issue of secunties hefore submitting
prospectus with the Registrar of Companies.

(1) The issuer company can mention a price in the draft prospectus (in case of a
fixed price 13sue] and floor price or price bank in the red herring prospectus [in
case of a fixed built issue) and determine the price at a later date before
registering the prospectus with the Registrar of Companies. However, the
final prospectus registered with the Registrar of Companies should contain only
one price,

(2] The cap on the price band shall be less than or equal to 120% of the floor price,

(3) The floor price or the final price should not be less than the face value of the
securities.

(4) If the floor price or price band is not mentioned in the red herring prospectus,
the izsuer company should announce the floor price or price band o all the
newspapers in which the pre - issue advertisement was released atleast 2

working days before the opening of the bid.

|| Draft Offer Document Red Herring Prospectus Offer Document

“Draft__Offer _document” |
means the offer document | a prospectus, which does Prospectuz in case of a
in draft stage. The | not have details of either public issue or offer for sale
draft offer documents are | price or number of shares and Letter of Offer in case
filed with SERI, atleast 30 | being  offered, or the of a right igsue, which s

days prior to the filing of | amount of issue. This filed with Registrar of

C8 Vikas Vohra EEBE OTE OTE YES Academy for C8, Pune

Scanned with CamScanner



T HSi'sl s A A - Ml ini.—MiAet—i————AAdLAaiAMAh A MMbldL A A}ANA}AYRBREEYhEYhSEhESS S addi AfAf}Ah}AhAhA AN —aaiaa—— AiitkhiibAb}}RhRE R bbbl aAckbAAh}hhMhh—lBt}hACAthMhA—h—Ma—
¥T Channel - YES Academy for CS | Vikes Vohra, Corparate Baba

the Offer Document with

ROC/S5Es, SERI may
apecifies changes, if any, n
the Draft Offer Document
and the Issuer or the Lead
bhanker

Merchant szhall

carry out such changes in

the draft offer document
before  filing the Offer
Document with ROC/SEs.
The Draft Offer document is
available on the SEBI
wehsite far public

comments for a period of 21
days from the filing of the

Diraft CIffer

Document with SEEI

Unlisted Company
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means that in case price 1s
not disclosed, the number
of shares and the upper
and lower price bands are
dizclosed. In the case of

bool-twnk issues, 1t 15 =3
process of price discovery

and the price cannot be

determined until the
bidding process is
completed. Only on

completion of the bidding
process, the details of the
final price are included in

the offer document. The

affer docyment filed

thereafter with RBOC  is

called a prospectus.

ENTRY/ELIGIBILITY NORMS

An unlisted company may make an initial public offering (IPO) of equity shares or any
other security which may be converted into or exchanpged with equity shares at a later
date, only if it meets all the following conditions:

1. The company has net tanmble assets of atleast Bs. 3 crores on a restated and

consolidated basis, in each of the preceding 3 full vears [of 12 months each), of

YES Academy for C8, Pune
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Companies
Stock Exchanges, An offer
document
relevant informarion to help
an investor to malke his/

her mvestment decision,
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which not more than 50% is held in monetary assets. However, if more than 50%
of the net tangihle assets are held in monetary assets, the issuer has utilized or
made firm commitments to utilize such excess monetary assets in itz buzinezs or
project. This limit of 50% shall not apply in case of PO is made entirely through
an offer foar sale,

2, The company has average operating profit of at least Rs.15 crores, calculated on a
restated and consolidated basis, during the 3 most profitable years out of the
immediately preceding three vears;

3. The company has a net worth of at least Es. 1 crore in each of the preceding 3 full
years (of 12 months each), calculated on a restated and consolidated basis;

4, In case the company has changed its name within the last 1 year, at least 50% of
the revenue calculated on a restated and consolidated basis for the preceding 1

full year is earrned by the company from the activity suggested by the new name;

Example

In case the issuer 18 proposing to fle its draft offer document with the SERI in August
2018, then the net tangible assets for the last 3 full yvears of 12 months each shall be
atleast Bs.3 crores and not more than 50% of the same shall be held in monetary assets.
In the following table, it is seen that the net tangible assets is more than Rs. 3 crores in
the year ended March 31, 2014, March 31, 2015 and March 31, 2016, Further monetary
assets constitute less than 50% of the net tangible assets in each of the three previous

financial years:

{Rs. in lacs)
’7:51- Ended March 31 2014 2015 2016 2017 2018

[Nc:r Tangible Assets 1448.56 [2275.53 [2532.60 3510.33 [4657.50
[Mc.:m:tr-:q.r Mzzets (29276 01,97 108.25 Q0233 [38B817
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onetary Assets as apP0.21 .72 k.27 2.61 .19
ercentage of

et Tangible Azszets

*Net Tangible Assets” mean the sum of all net assets of the issuer, excluding intangible
asaets A48 defined in Accounting Standard 26 (AS 26) or Indian Accounting Standard [Ind

AS) 38, as applicable, 1ssued by the Institute of Chartered Accountants of India,

Example

In case the issuer proposes to file its draft offer document with the SEBI in August 2018,
then the average operating profit for three preceding years shall be atleast Es 15 crores.
Further, the company shall have operating profit in each of the three years. The average
of the profite for the 3 preceding years is Rs.15.75 crores which is more than the

prescribed average of He.15 crores.

e Foded BMarch 31 L2011 fa 20T H11H

Ulperaling Frofi 1631031 12323 kG I Had B3

GENERAL CONDITIONS

An issuer making an initial public offer shall ensure that:

a) it has made an application to one or more stock exchanges to seek an in-principle
approval for listing;

b) it has entered into an agreement with a depository for dematerializsation of the
specified securities;

c] all its specified securities held by the promoters are in dematerialised form prior
to filing of the offer document;

d) all its existing partly paid-up equity shares have either been fully paid-up or have

been forfeited;
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e] it has made firm arrangements of finance through wverifiable means towards
seventy five percent of the stated means of finance for 8 specific project proposed
to be funded from the issue proceeds, excluding the amount to be raised through

the proposed public i1ssue or through existing identifiable internal aceruals.

3 1! H LR H HO) ] A 15
¥ 0 = ;

An unlisted company or a listed company, not satislying the aforesaid conditions, shall
be eligible to make a public issue of shares, if the issue 18 made through book-building
process, with at least 75% (seventy-five percent] of the net offer to the public being

allotted to Crualified Institutional Buyers ((Q1Bs).

Here, Qualified Institutional Buyers [QIBs) shall mean the following:
a) Public Financial Institutions;
b} Scheduled Commercial Bankes;
] Mutual Funds;
d) Foreign Institutional Investors;
&) Multilateral and Bilateral Development Financial Institutions;
State Industrial Development Financial Institutions;
g) Insurance Companies;
h) Provident Funds with minimum corpus of Rs 25 Crores;
i} Pension Funds with minimum corpus of Bz 25 Crores; and
j} WNational Investment Fund;
k] Insurance Fundz set up and managed by Army, Navy and Air Foree; and

1} Insurance Funds set up and managed by Department of Mosts,
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“extmes vor s o wasz
An issuer shall not make an initial public offer:
A, If the issuer, any of its promoters, promoter group, selling sharcholders are
debarred from accezzing the capital market by the SEBI.
b. If any of the promoters or directors of the issuer is a promoter or a director of

any other company which is debarred from accessing the capital market by the

SERI
c. If the issuer or any of its promoters or directors is a willful defaulter.
d. If any of the promoters or directors of the issuer is a fugitive offender.
e. If there are any outstanding convertible securities, which would entitle any

person option to receive equity shares of the issuer except ESOF or fully paid-
up outstanding convertible securities which are required to be converted on or
before the date of filing of the Red Herring Prospectus or the Prospectus,
Note: The restrictions under [a] and [b) above shall not apply to the persons or entities
mentioned therein, who were debarred in the past by the SEB] and the period of
debarment 13 already over as on the date of Aling of the draft offer document with the

SERIL

ISSUE OPENING DATE

A publie issue [both IPO and FPO) may subject to compliance of Section 26(4] of the
Companies Act, 2013 may be opened within 12 months from the date of izssuance of the
observations by the SERL

In case of a fast track issue, the issue shall open within the period speafically stipulated
under the Companies Act, 2013. In case the issuer has filed a shelf prospectus, the first

13sue may be opened within 3 months of the issuance of obhservations by the SERL
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An TPO and an FPO shall be opened after at least 3 working days from the date of
registering the red herring prospectus in case of 8 book built 1ssue or the prospectus in

case of a fixed price izsue with the Registrar of Companies.

PERIOD OF SUBSCRIPTION

A public issue shall be kept open for at least three working days but not more than
ten working days including the days for which the issue is kept open in case of revision

in price band.

In case the price band in a public izsue made through the book building process is
revised, the bidding (issue] period disclosed in the red herming prospectus shall be

extended for a minimum period of three working days;
Provided that the total bidding period shall not exceed ten worlang days.

The issuer may decide to close the bidding by qualified institutional buvers one day prior
to the closure of the issue subject to the following conditions:
* Bidding shall be kept open for a8 minimum of three days for all categories of
applicants; and
¥ Disclosures are made in the red herring prospectus regarding the issuer's decision

to close the bidding by gualified institutional buyvers one dayv prior to closure of

i=zne,

SECURITY DEPOSIT

The izsuer shall, hefore the opening of the subscription list, deposit with the stock

exchange or stock exchanges an amount caloulated at the rate of 1% of the amount of
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the 1ssue size available for subscription to the public as may be specified by SERI and
the amount so deposited shall be refundable or forfeitable in the manner specified by

SEBL

D) 3 A T

The 1ssuer may obtain grading for its imtial public offer from one or more credit rating

agencies registered with the SEBI.

ISSUE OF SECURITIES IN DEMATERIALIZED FORM

Mo company shall make public issue of shares, unless the company enters into an

agreement with a depository for dematerialization of shares already issued or proposed

to be issued to the public,

No company shall make a public issue of equity shares, unless all the existing partly-

paid up shares have been fully paid or forfeited.

DRAFT OFFER DOCUMENT & OFFER DOCUMENT TO BE AVAILABLE TO PUEBLIC

1) The draft affer document filed with the Board shall be made public for comments, if
any, for a period of at least twenty one days from the date of filing, by hosting it
on the websites of the Board, stock exchanges where specified securnties are
proposed to be listed and lead manager(s) associated with the issue,

2] The issuer shall, within two days of filing the draft offer document with the
Board, make a public announcement in one English national daily newspaper

with wide circulation, one Hindi national daily newspaper with wide oirculation
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and one regional language newspaper with wide circulation at the place where the
registered office of the 1ssuer 15 situated, disclosing the fact of filing of the draft
offer document with the Beard and inviting the public to provide their comments
to the Board, the issuer or the lead manager(s] in respect of the disclosures
made 1n the draft affer document.

3] The lead manager|s] shall, after expiry of the period, file with the Board, details of
the comments received by them or the issuer from the public, on the draft offer
document, during that period and the consequential changes that are required to
be made in the draft offer document.

4] The issuer and the lead manager(s] shall ensure that the offer documents
are hosted on the websites and its contents are the same as the versions as
filed with the Registrar of Companies, Board and the stock exchanges.

5] The lead manager|s] and the stock exchanges shall provide copies of the offer
document to the public as and when requested and may charge a reasonable sum

for prosiding & copy of the same,

MINIMUM OFFER TO PUBLIC

The minimum offer to the public shall be subject to the provisions of clause (b] of sub-

rule (2] of rule 19 of Securities Contracts (Regulationsj Kules, 1957;

Rule 19{2){h):

At least 10 per cent of each class or kind of securities issued by a company was
offered to the public for subscription through advertizement in newspapers for a period
nat less than two days and that applications received in pursuance of such offer were
allotted subject to the following conditions:

(a) minimum 20 lakh securities ([excluding reservations, firm allotment and
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promoters” contribution] was offered to the public;

(b) the zize of the offer to the public, i.e., the offer price multiplied by the number
of securities offered to the public was minimum Rs. 100 crores; and

(] the issue was made only through book building method with alloeation of 60
percent of the 1ssue size to the gqualified institutional huyers as specified by

SEBI;

AVAILABILITY OF ISSUE MATERIAL

The lead manager|s] shall ensure availability of the offer document and other issue
material including application forms to stock exchanges, syndicate members, registrar
to issue, registrar and share transfer agents, depository participants, stock brokers,
underwriters, banleers to the issue, and self-certified syndicate banks before the

opening of the issue,

PROHIBITION ON PAYMENT OF INCERTIVES

Any person connected with the issue shall not offer any incentive, whether direct
or indirect, in any manner, whether in cash or kind or services or otherwise to any
person for malking an application in the imtial public offer, except for fees or

commission for services rendered in relation to the 155ue.

DIFFERENTIAL PRICING

An issuer may offer specified securities at different prices, subject to the following:
(a) Retail individual investors or retail individual shareholders or employees of the
izsuer may he offered specified sscunties at 8 price lower than the price at which

net offer 18 made to other categones of applicants. However, such difference shall
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not be mare than 10% of the price at which specified securities are offered to other
categories of appheants;

[b) In caze of a book built issue, the price of the specified securities offered to an
anchaor investar shall not be lower than the price offered to other applicants;

[c} In case of a composite ssue, the price of the specified securities offered in the
public issue may be different from the price offered in rights issue and justification
for such price difference shall be given in the offer document;

(d) In Alternate Method of Book-Building, the price of the specified securities offered
to the employees may be at a price lower than the floor price, provided that such

difference shall not be more than 10% of the floor price.

MINIMUM PROMOTERS' CONTRIBUTION IN CASE OF IFO

The promoters of the issuer shall hold at least twenty percent of the post-issue capital. |
However, in case the post-issue sharsholding of the promoters is less than twenty per
cent, alternative investment funds or foreign venture capital investors or scheduled
commercidl banks or public financial institutions or Insurdanes companies Tegistered
with IRDA may contribute to meet the shortfall in minimum contribution as specified for
the promoters, subject to a maximum of ten percent of the post-issue capital without

being identified as promoter(s].

Minimum promaoters contribution shall be as follows:

a) the promoters shall contribute twenty percent either by way of equity shares or by
way of subscription to convertible securities. However, if the price of the equity
shares allotted pursuant to conversion is not pre-determined and not disclosed in
the offer document, the promoters shall contribute only by way of subscnption to

the convertible securities being 1ssued in the public 12sue and shall undertake in
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writing to subscribe to the equity shares pursuant to conversion of such
securities,

b)] in case of any issue of convertible securities which are convertible or
exchangeable on different dates and if the promoters’ contribution is by way of
equity shares [conversion price being pre-determined), such contribution shall not
be at a price lower than the weighted average price of the equity share capital
arising out of conversion of such securities,

¢] in case of an inital public offer of convertible debt instruments without a prior
public issue of equity sheces, the promoters shall bring in a contribution of at
least twenty percent of the project cost in the form of equity shares, subject to
contributing at least twenty percent of the issue size from their own funds in the
form of equity shares. However, if the project is to be implemented in stages, the
promaoters’ contribution shall be with respect to total equity participation till the
respective stage vis-3-wis the debt rmised or proposed to be raised through the

public is5ue,

PROMOTERS' CONTRIBEUTION TO BE BEROUGHT IN BEFORE PUBLIC ISSUE OPENS

The promoters shall bring full amount of the promoters’ contribution including premium
at least one day prior to the date of opening of the issue. In case the promoters have to
subscribe to equity shares or convertible securities towards minimum promoters’
contribution, the amount of promoters’ shall be kept in an escrow
account with a scheduled commercial bank, which shall be released to the issuer along

with the releaze of the issue proceeds.

Further, where the minimum promoters’ contribution is more than one hundred crore

rupees #nd the imitial public offer 18 for partly paid shares, the promoters shall bring 1o
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at least one hundred crore rupees before the date of opening of the issue and the
remaining amount may be brought on a pro-rata basis before the calls are made
to the public. Promoters’ contribution shall be computed on the basis of the post-issue
expanded capital:

(1) assuming full proposed conversion of convertible securities mto equity shares;

(b] assuming exercise of all vested options, where any emplovee stock options are

outstanding at the time of initial public offer.

SECURITIES INELIGIBLE FOR MINIMUM PROMOTERS" CONTRIBUTION

[a) Specified securities acquired during the preceding three years, if these are
acquired for consideration other than cash and revaluation of assets or
capitalisation of intangible assets is involved in such transaction; or resulting
from a bonus issue by utilisation of revaluation reserves funrealised profits of
the issuer/from bonus issue against equity shares which are ineligible for
minimum promotera’ contribution.

(b) speafied secunties acguired by promoters il AlFs [FVCIa/scheduled
commercial banks/ PFls/ insurance companies during the preceding one
vear at a price lower than the price at which specified securities are being
offered to public in the initial public offer.

(¢} specified securities allotted to promoters and AIFs  during  the
preceding one yvear at a price less than the issue price, against funds brought in
by them during that period, in case of an issuer formed by
conversion of one or more partnership firms/LLPs, where the partners of
the erstwhile partnership firms/LLPs are the promoters of the issuer and
there 13 no change in the management.

(d) =speched secunties pledged wath any creditor,
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e
The promoters shall contribute in the public issue as follows:
a) either to the extent of twenty percent of the proposed issue size or to the extent of
twenty per cent of the post-issue capital;
b] in case of a composite issue [i.e. further public offer cum rights issue], either to
the extent of twenty percent of the proposed 1ssue size or to the extent of twenty

percent af the post-issue capital excluding the rights 1s5ue component.

In case of a public issue or composite issue of convertible securities, the minimum
promoters’ contribution shall be as follows:

a) the promoters shall contribute twenty percent, as the case may be, either by way
of equity shares or by way of subscription to the convertible secunities. However, if
the price of the eqguity shares allotted pursuant to conversion is not pre-
determined and not disclosed in the offer document, the promoters shall
contribute only by way of subscription to the convertible securities being issued in
the public 1ssue and shall undertake in wrting to subscribe to the equity shares
pursuant to conversion af such securties.

b) in case of any issue of convertible securities which are convertible or exchangeable
on different dates and if the promoters' contribution is by way of equity shares
[conversion price being pre-determined), such contribution shall not be at a price
lower than the weighted average price of the equity share capital arising out of
conversion of such securities.

In case of a further public offer or compoesite issue where the promoters contribute more
than the stipulated minimum promoters’ contribution, the allotment with respect to
excess contribution shall be made at a price determined in terms of the provisions

relating to pricing of frequently trading shares or the issue price, whichever is higher,
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In case the promoters have to subsenbe to equity shares or convernble secunties
towards promoters’ contribution, the promoters shall satisfy the requirements of at least
one day prior to the date of opening of the issue and the amount of promoters’
contribution shall be kept in 8n escrow account with a scheduled commereal bank and

shall be releassd to the issuer along with the release of the 1sue proceeds:

Further, where the minimum promoters’ contribution is more than one hundred crore
rupees and the further public affer is for partly paid shares, the promaoters shall bring in
at least one hundred crore rupees before the date of opening of the issue and the
remaining amount may be brought on & pro-rata basis before the calls are made to the

public.

“Weighted average price™:
(a) “weight” medans the number of equity shares ansing out of conversion of such
specified securities into equity shares at vanous stapes;
[b) *price® means the price of equity shares on conversion arrived at after taking

into account predetermined conversion price at various stages

| SECURITIES INELIGIBLE FOR MINIMUM PROMOTERS’ CONTRIBUTION

For the computation of minimum promoters’ contribution, the following specilied
securities shall not be eligible;

[a) =specthied securities acquired during the preceding three years, if these are;

i) acquired for consideration other than cash and revaluation of assets or capitalisation

of intangible assets is involved in such transaction; or
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i) resulting from a bonus issue by utilisation of revaluation reserves or unrealised
profits of the issuer or from bonus issue against equity shares which are ineligible for

minimum promoters’ contribution;

(b} specified secunhies pledged wiath any creditor other than those for borrowings by the
izsuer or its subsidiaries.

Specified securities referred shall be eligible for the computation of promoters’
contributien, if such securities are acquired pursuant to a scheme which has been
approved by the High Court under section 391 to 394 of the Companies Act, 1956 or
approved by a tribunal or the Central Government under section 230 to 234 of the

Companies Act, 2013,

IN CASE OF FPO

EXEMPTION FROM REQUIREMENT OF PROMOTERS® CONTRIBUTION

The requirements of minimum promoters’ contribution shall not apply in case of:

[a) An issuer which does not have any identifiable promoter

(b} In case of a further public offer, where the equity shares of the
isguer are frequently traded on a recognised stock exchange for a
period of at least three years and the issuer has a track record of

dividend payment for at least three immediately preceding years

However, where the promoters propose to subscribe to the specified securities offered to
the extent greater than higher of the two options available in clause (a), the subscription
in excess of such percentsge shall be made at a price determined in term=s of the
provisions of Pricing of frequently traded shares or the issue price,

whichever is higher.
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FHeference date for the purpose of computing the annualised trading turnover referred to
in the said Explanation shall be the date of filing the draft offer document with the Board
and in case of 8 fast track issue, the date of filing the offer document with the Regstrar

of Companies, and hefore opening of the 1ssue

The promoter's minimum contribution (20%) shall be locked - in for a period of:
[I] 3 years from the date of commencement of commercial production; or

(1)} The date of allotment in the public issue, whichever is later,

The excess promoters’ contribution over the required minimum contribution
shall be locked in for a period of:
(1) 1 year from the date of commencement of commercal production; or

(1] The date of allotment in the public 1ssue, whichever 13 later,

For the purposes of this clause, the expression "date of commencement of commercial
production” means the last date of the month in which commercial production of
the project in respect of which the funds raised are proposed to be utilised as stated in

the offer document, is expected to commence,

LOCK IN OF SPECIFIED SECURITIES HELD BY PERSONS OTHER THAN

PROMOTERS

The entire pre-issue capital held by persons other than the promoters shall be

locked-in for a period of one year from the date of allotment in the initial public offer;
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The provisions of this regulation shall not apply, in case of:

(1] Equity shares allotted to employees under employee stock option prior to initial
public offer, if the izssuer has made full disclosures with respect to such option;
ani

(11] Equity shares held by an employee stock option trust or transzferred to the
emplovees by an employee stock option trust pursuant to exercise of options by
the emplovees, in accordance with the emplovee stock option plan or emplovee
stock purchase scheme.

(i Egquity shares held by a venture capital fund or AIF of category I & Il or a FVCI
and such equity shares shall be locked-in for a period of at least one-year from
the date of purchase by the venture capital or AIF or FVCI.

There is no such requirements as mentioned above in case of a FPO.

INSCRIPTION OR RECORDING OF NON-TRANSFERABILITY

The certificates of specified secunties which are subject to lock-in shall contain the
inscription non-transferable and specify the lock-in period and in case such specified
securities are dematerialized, the issuer shall ensure that the lock-in is recorded by the

depasitory.

TRANSFERABILITY OF LOCKED-IN SPECIFIED SECURITIES

Subject to the provisions of Securnities and Exchange Board of India [Substantial
Acquisition of Shares and Takeovers) Eegulations, 2011, the specilied securities held
by the promaoters and locked-in [promoters locked in shares), may be transferred to

{-I.'I'.Il:,lthl'_.'l' prnmr;ut::r O Ay [ET30T Ur 't['Lt_' proam oier BrOuUp Or 8 Tew l_'_!l]'{'l'l'.l'lt_ﬂ.'!:!'.
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The specified secunties held by persons other than the promoters and locked-in a=s per
regulation 17 (lock in of securities held by persons other than promaoters), may be
transferred to any other person holding the specified securities which are locked-

in along with the secunties proposed to be transferred.

Lock-in on such specified securities shall continue for the remaining period with the
transferee and such transferee shall not be eligible to transfer them till the lock-in

period stipulated in these regulations has expired.

PLEDGE OF LOCEED IN SHARES

Specified securities held by the promoters and locked in may be pledged a=s collateral
security for a lean granted by a scheduled commercial bank or a public financial
institution or a systemically important non-banking finance company or a housing
finance company, subject to the following:

) if the specified secunbies are locked-in in terma of clouse (o) of Lock-in of
specified securifies held by the promoters, the loan has been pranted to the issuer
company or its subsidiary/subsidiaries for the purpose of financing one or more of
the objects of the issue and pledge of specified securities iz one of the terms of

sanction of the loan

b) if the specified secunities are locked-in in terms of clause (b of Lock-in of specified
securities held by the promofers  snd  the pledge  of specified  securities s

one of the terms of sanction of the loan.
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RESERVATION

According to the SERI (ICDE] Regulations, 2018, there are certain persons eligble for
reservation on competitive basis

(1}  The issuer may make reservation on a competitive basis out of the 1ssue mize
excluding promoters’ contribution and net offer to public in favour of the
following categories of persons:

- Employees;

- Shareholders [other than promoters and promoter group| of listed subsidiaries or listed
promoter companies,

However, the issuer shall not make any reservation for the lead manager(s), registrar,
syndicate member(s), their promoters, directors and employvees and for the group or
associate companies of the lead manager(s), registrar and syndicate member|z] and their
promoters, directors and employees.

(2)  In case of an FPO, other than in a composite issue, the issuer may make 2
reservation on 8 competitive basis out of the issue =mize excluding promoters’
contribution to the existing retail individual shareholders of the issuer.

[3) The reservation on competitive basis shall be subject to following conditions:

o the agpgregate of reservations for employees shall not exceed five per cent
of the post issue capital of the issuer and the value of allotment to any
employee shall not exceed two lakhs rupees. However, in the event of
under-subscription in the employvee reservation portion, the unsubscribed
portionn may be alloted an proportionate basis, for a value in excezs of two
lakh rupeesz, subject to the total allotment to an emplovee not exceeding
frve: lakh rupees.

o reservation for shareholders shall not exceed ten per cent of the 1ssue
Blzea:
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o no further application for subscription in the net offer can be made by
persons (except an employee and retail individual shareholder of the listed
issuer and retail individual shareholders of listed subsidiaries of listed
promoter companies] in favour of whom reservation on a competitive bazsis
13 macle;

o 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 affer category;

o in case of under-subscription in the net offer category, spill-over to the
extent of under-subscription shall be permitted from the reserved category
to the net public offer category:

[4]) An applicant in any reserved category may make an application for any
member of specified secunties, but not exceeding the reserved portion for that

cHbegory.

UNDERWRITING

Underwriting means an agreement with or without conditions to subscribe to the

securities of a body corporate when the existing shareholders of such body corporate or
the public do not subscribe to the securities offered to them.
If the issuer makes a public issue through a book building process,

a) the issue shall be underwritten by lead managers and syndicate members.
However, at least 75% of the net offer to the public is proposed to be compulsorily
allotted to the QIR=, and such portion cannot be underwritten,

b} the issuer shall, prior to fling the prospectus, enter into an underwrting

agreement with the lead manager(s) and syndicate member(s) which shall indicate
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the number of specified securities which they shall subseribe to at the
predetermined price in the event of under-subscription in the issue,

c] if the syndicate member[s) fail to fulfill their underwriting obligations, the lead
manager|s] shall fulfill the underwmting obligations.

d] the lead manager|s) and syndicate member(s) shall not subscribe to the 1ss5ue 1n
any manner except for fulfilling their underwriting obligations,

€] in case of every underwriting issue, the lead manager(s) shall undertake minimum
underwriting obligation as specified in the SEBI (Merchant Bankers) Regulations,
1992,

fil where the issue is required to be underwritten, the underwriting obligations

should at least to the extent if minimum subscription,

MINIMUM SUBSCRIPTION

The minimum subscriphion to be recerved in an issue shall not be less than 90% of the

offer through offer document.

In case of an IPO, the minimum subscription to be received shall be subject to allotment
of minimum number of specified securities, rule 19 (2] (b] of the Secunties Contracts
[Regulation] Rules, 1957, which stipulates that atleast twenty five per cent of each class
or kind of equity shares or debentures convertible into equity shares issued by the
company was offered and allotted to public in terms of an offer document. In other
words, the issue is said have received minimum subscription in an IPO if it receives 90%

of the offer through offer document and 25% of the post issue capital from the public.
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In the event of non-receipt of minimum subscription, all application monies received
shall be refunded to the applicants forthwith, but not later than fifteen days from the

closure of the issue,

If the issue size excluding the size of offer for sale by selling sharcholders, exceeds
Fs.100 crores, the issuer shall ensure that the use of the proceeds of the issue is
monitored by a public financial institutions or by one of the scheduled commercial

banks named in the offer document as a banker to the issuer.

The monitoring agency shall submit its report to the issuer in the format specified in the
ICDR Regulations, 2018 on a quarterly basis, till at least ninety five per cent of the
proceeds of the issue excluding the proceeds raised for general corporate purposes, have

been utilized.

The Board of Directors and the management of the issuer shall provide their comments

on the findings of the monitoring agency.

The issuer shall, within forty five days from the end of each gquarter, publicly
disseminate the report of the monitoring agency by uploading the same on its website as
well as submitting the same to the stock exchangei{s) on which its equity shares are
listed.

APPLICATION AND MINIMUM APPLICATION VALUE

The izsuer shall stipulate in the offer document the minimum application size in terms

of number of specilied s=ecurities which shall fall within the range of minimum

application value of Rz 10,000 to Rs 15,000.
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The issuer shall invite applications in multiples of the minimum application value. The

minimum sum payable on application per specified security shall be at least twenty five

percent of the issue price.

*Minimum application value® shall be with reference to the issue price of the specihied

securities and not with reference to the amount payable on application.

ALLOTMENT PROCEDURE & BASIS OF ALLOTMENT
(1 II ]'| ere must e mEni. um I{JEI DSFECt'i‘i-’ﬂ .FLIIc:ttees.
[2) The issuer shall not make any allotment in excess of the specified securities

offered through the offer document except in case of oversubscription for
the purpose of rounding off to make allotment, in consultation with the
designated stock exchange.

(3) The allotment of specified securities to applicants other than to the retail
mdividual  investors snd anchor investors shall be on 4 proportionate
basis within the respective investor categories and the number of securties
allotted shall be rounded off to the nearest integer, subject to minimum allotment
being equal to the minimum application size as determined and disclosed in the
affer document. Provided that the value of specified securities allotted to any
person, except in case of employees shall not exceed two lakhs rupees for

retail investors or up to five lakhs rupees for eligible employees.
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Example A
(1)  Total number of specified securities on offer @ Rs. 600 per share: 1 crore

specified securities.

(2) Specified securities on offer for retail individual investors’ category: 35 lakh
specified securities,

(3] The issue iz over-all subscribed by 2.5 times, whereas the retail individual
investors' category is oversubscribed 4 times.

(4] The i1ssuer has fixed the minimum application/bid size as 20 specified
gecurities (falling within the range of ten thousand to fifteen thousand
rupees) and in multiples thereof,

(5) A total of one lakh retail individual investors have applied in the issue, in
varying number of bid lots ie between 1 - 16 hid lots, based on the
maximum application size of up to two lakh rupees.

(&) Dut of the one lakh investors, there are five retanl indirdyal mvestors A, B,
C, D and E who have applhied as follows:

A has applied for 320 specified securities. B has applied for 220 specified securities.
C has applied for 120 specified securities. D has applied for 60 specified securities
and E has applied for 20 specified securities.

[¥] As the allotment to a retail individual investor cannot be less than the
minimum bid lot, subject to availability of shares, the remaining available
shares, if any, shall be allotted on a proportionate basis. The actual

entitlement shall be as follows:

r. No. Name of Total no offTotal number of specified securities eligible to be
vestor gpecified tted
ecurities
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1. A 320 20 specified securities (i.e. the minimum bid lot) +
38 zpecified securities
135,00,000 - (1,00,000 * 24073 / {140,00,000 4

(1,00,000 *20)}] * 300 fi.e. 320-20)

(2, H 220 20 specified securities (e the mimmmum bid lot) +
25 speaified securities
{35,00,000 - (1,00,000 * 200 / {140,00,000 -

(1,00,000 * 20))] * 200 (i.e. 220-20)

(3. - 120 20 specified securities (i.e, the minimum hid lot) +
13 specified securities [{35,00,000 - (1,000,000 * 20))
/ {(140,00,000 - [1,00,000 * 20]}] * 100

[i.e. 120-20)

il I 00 20 zpecified securities [i.e. the minimum bid lot] + 5

gpecified securntties [{[35,00,000 - 1,000,000 * 203 f

11140,00,000 - (1,00,000 = 20J}] * 40 (i.e. 60-20)

. I () 20 specified securities (e the minimum bid lot)
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Example B

(1)  Total numhber of specified securities on offer @ Rs, 600 per share: 1 crore
apecified securities.

(2] Specified securities on offer for retail individual investors’ category: 35 lakh
apecified securities,

(3] The issue is overall subscribed by 7 times, whereas the retail individual
investors' category is over-subscribed 9.37 times,

(4) The issuer has decided the minimum application /bid size as 20 specified
securities (falling within the range of ten thousand to fifteen thousand
rupees) and in multiples thereof,

(3] A total of two lakh retail individual investors have applied in the issue, in
varving number of bid lots ie. between 1-16 bid lots, based on the
maximum application size of up to two lakh rupees.

(&) As per the allotment procedure, the allotment to retail indiadual investors
shall not be less than the minimum bid lot, subject to availabality of shares.

[¥] Since the total number of shares on offer to the retail individual investors is
35,00,000 and the minimum bid lot is 20 shares, the maximum number of
investors who can be allotted this minimum bid lot should be 1,75,000. In
other words, 1,75,000 retail applicants shall get the minimum bid lot and

the remaining 25,000 retail applicants will not get any allotment.
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No of No of [No. of retail Total no of Mo of investors who shall receive
lots mhares [nvestors shares minimuom hid-lat (to be selected byl
at mpplying at applied ja lottery|
each lot each lot for at each
lot
A = 1B = [B*C]) I[X
1. 20 10,000 2,00,000  [8,750=(1,75,000/2,00,000)*10,000
73 ) 10,000 4,00,000  [8,750
3. S0 10,000 0,00,000 8,750
. 20 10,000 2,00,000 8,750
5. 100 20,000 20,00,000 7,500
0. 120 20,000 24,00,000 17,500
7. 1440 15,000 21,00,000 13,125
=, 1650 20,000 32,00,000 (17,500
o, 180 10,000 18,000,000 8,750
10, L0010 15,000 30,00,000 13,125
11. 320 10,000 A2, 00,000 [8.'?50
12, 240 10,000 24,00,000 |8,750
13, 260 10,000 26.00,000 |8,750
14, 2820 o, 000 14,000,000 #©.375
15. 3000 15,000 45,00,000 113,125
16, 520 10,000 22, 00,000 8,750
Total 2.00,000 328,00,000 |1,75,000
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ALLOTMENT, REFUND & PAYMENT OF INTEREST

(1) The izsuer and lead manager(s] shall ensure that the specified sccuntes
are allotted and/or application monies are refunded or unblocked within
such period as may be specified by the Board.

(2) The lead manapger(s]) shall ensure that the allotment, credit of dematenalised
securities and refund or unblocking of application monies are done
electronically.

[(3) Where the specified securities are not allotted andfor application monies are
not refunded or unblocked within the period stipulated, the issuer shall
undertake to pay interest at the rate of fifteen per cent per annum.

[4) The SEBEI wide Circular dated November 01, 2018 has made an endeavor to
reduce listing time to 3 working days from the date of closure of issue and

accordingly mandated that the retail individual investors use the Unified

POST-ISSUE RESPONSIBILITIES OF THE LEAD MANAGER

- The responsibility of the lead manager(s) shall continue until completion of the
issue process and for any issue related matter thereafter,

- The lead manager(s] shall regularly monitor redressal of investor grievances
ariging from anv issue related activities.

- The lead manager|s] shall continue to be responsible for post-issue activities till
the applicants have received the securities certificates, credit to their demat
account or refund of application monies and the listing agreement is entered into
by the issuer with the stock exchange and listing or trading permission

15 ohtamed.
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- The lead manager(s) shall be responsible for and co-ordinate with the regatrars to
the issue and with various intermediaries at regular intervals after the closure of
the iszue to monitor the flow of applications from syndicate member|s] or
collecting bank branches and/ or self-cerbified syndicate banks, processing of the
applications including application form for ASBA and other matters till the ba=mis
of allotment is finalised, credit of the specified securities to the demat accounts of
the allottees and unblocking of ASBA accounts/ dispatch of refund orders are
completed and securities are listed, as applicable.

- Any act of omission or commission on the part of any of the intermediaries
noticed by the lead manager|s) shall be duly reported by them to SERBI.

- In case there is a devolvement on the underwriters, the lead manager(s) shall
ensure that the notice for devolvement containing the obligation of the
underwriters is issued within ten days from the date of closure of the issue.

- In the case of undersubscribed issues that are underwntten, the lead manager(s)
shall furnish information in respect of underwnters who have faled to meet their

underwriting devolvement to SEBI.

- The lead manager(s) shall confirm to the bankers to the issue by way of copies of
listing and trading approvals that all formalities in connection with the issue have
been completed and that the banker is free to release the money to the issuer or
release the money for refund in case of failure of the issue,

- In case the issuer fails to obtain listing or trading permission from the stock
exchanges, it shall refund through verifiable means the entire monies received
within seven days of receipt of intimation from stock exchanges rejecting the

apphcation for hsting of specified secunties, and 1if any such money 158 not repaid
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within eight days after the issuer becomes liable to repay it, the issuer and every
director of the company who is an officer in default shall, on and from the expiry
of the eighth day, be jointly and severally liable to repay that money with interest

at the rate of fifteen percent per annum.
-  The lead manager(s) shall ensure that the monies received in respect of the izsue
are released to the issuer in compliance with the provisions of Section 40 (3) of

the Companies Act, 2013, as applicable.

REPORTING OF TRANSACTIONS OF THE PROMOTERS AND PROMOTER GROUP

The issuer shall ensure that all transactions in securities by the promoter and promoter
group between the date of filing of the draft offer document or offer document, as the
case may be, and the date of closure of the issue shall be reported to the stock

exchange(s], within twenty four hours of such transactions.

The lead manager(s] shall submit a final post-issue report, along with a due dilizence

certificate as, within seven days of the date of inalization of basis of allotment or within

seven days of refund of money in case of failure of 1350ue.

TRADING PERMISSION

The company shall make an application to one or more recognized stock exchanges for
listing of specified securities on such stock exchanpges and has chosen one of them as
the designated stock exchange, However, in case of an imitial public offer, the issuer
shall make an application for listing of the specified securities in at least one recognized

stock exchange having nationwide trading terminals.
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RESTRICTION OF FURTHER ISSUE

The company shall not make any further issue of capital in any manner whether by way
of issue of bonus shares, rights 1ssue, public issue, ete. during the period commencing
from the date of filing the draft prospectus with SEBRI till the securities have been listed
or application moneys refunded on account of non-listing or under-subscription.

However, a company can make further issue of shares before listing of shares issued
earlier, provided full disclosure is made regarding total capital to be raised in the offer

dacument.

DUE DILIGENCE

- Due Diligence includes all the activities that are connected with evaluating a

proposal. In relation to public izsue of zecurities, due diligence iz carried out by a
merchant banleer.

- The Lead Merchant Banker 1s responsible for venfication of the contents of a
prospectus or the letter of offer in respect of an issue of securities and
reasonableness
He submits to SEBHI at least 2 weeks prior to the opening of 1ssue for subseription,
a due diligence certificate in the prescribed form.

- In process of due diligence, the Merchant Banker examines various documents
including those relating to litigation like commercial disputes, patent disputes,
disputes with collaborators etc. and also discuss with the company its directors
and other officers and other agencies on matters including objectz of the issue,
projected profitability, price justification etc. before grving the Due Dhligence

Certificate,
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PRE-ISSUE ADVERTISEMENT

The issuer company shall soon after receiving final observations, if any, on the offer
document from SEBI, make an advertisement in an Enghsh Nabonal daily with wade
circulation, one Hindi National newspaper and a regional language newspaper with wide
circulation at the place where the registered office of the issuer is situated. In case of a

fast track issue, the advertisement shall be made before the issue opening date.

FAST TRACK ISSUES

An Issuer Company need not file the draft offer document with SEBI and obtain
observations from SEEI, or make a security Deposit with the Stock Exchanges if it
eatisfies the following conditions:

[a} the equity shares of the issuer have been lizted on any stoclt exchange for a
period of at least three years immediately preceding the reference date;

(b)  entire shareholding of the promoter group of the issuer 15 held in
dematerialised form on the reference date;

([c) the average market capitalisation of public shareholding of the issuer is at
least one thousand crore rupees in case of public issue and two hundred and
fifty crore rupees in case of rights issue.

(d] the annualised trading tumover of the equity shares of the issuer during six
calendar months immediately preceding the month of the reference date has
been at least 2% of the weighted average number of eqguity shares listed
during such six months' period. However if the public shareholding is less
than ffteen per cent of its issued equity capital, the annuabszed trading

turnover of its equity shares has been at least two per cent of the weighted
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(&)

(f}

(&

(h]

(i)

(k]
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average number of equity shares available as free float during
such six months’ periad;

annualized delivery-based trading turnover of the equity shares during six
calendar months immediately preceding the month of the reference date has
been at least ten per cent of the annualised trading turnover of the equity
shares during such six months® period;

The issuer has been in compliance with the equity listing agreement or SEBI
Listing Regulationsa, 2015, as applicable, for a period of at least three years
immediately preceding the reference date. Further, imposition of monetary
fines by stock exchange on the issuer shall not be a ground for ineligibility for
undertaking issuances under these regulations.

the issuer has redressed at least ninety five per cent of the complaints
received from the investors till the end of the gquarter immediately preceding
the month of the reference date;

no show-causze notices have been issued or prosecution procecdings have
been initiated by the SEBI and pending against the issuer aor its promoters or
whole-time directors as on the reference date;

1ssuer or promoter or promoter group or director of the 1ssuer has not settled
any alleged violation of securities laws through the consent or settlement
mechanism with the SEB! during three years immediately preceding the
reference date;

equity shares of the issuer have not been suspended from trading as a
disciplinary measure during last three years immediately preceding the
reference date;

There shall be no conflict of interest between the lead merchant banker(s) and

the issuer or its group or associate company in accordance with applicable
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regulations.
(] impact of audit qualifications, if any and where quantifiable, on the audited

accounts of the issuer in respect of those financial years for which such
aceounts are disclosed in the letter of offer does not excesd five per cent of the

net profit or loss after tax of the 1ssuer for the respective years.,

“Average Market Capitalisation of Public Shareholding®™ means the sum of daily
market capitalisation of public shareholding for a period of one year up to the end of
the guarter preceding the month in which the proposed issue was approved by the

shareholders or the board of the izsuer, as the case may be, divided by the number

of trading days.

RIGHTS ISSUE OF SHARES

Farlier, the provisions of mghts issue were appliceble to those cases, where the 15300 sime
was mare than 50 lakhs, Now as per SEBI [ICDE) Eegulations, 2018, the said imits have

been revised to R= 10 crores.

EXIT OPPORTUNITY TO DISSENTING SHAREHOLDERS

“Dissenting Shareholders”™ mean those shareholders who have voted against the

regolution for chanpe in Objects or variation in terms of a contract, referred to in the

offer document of the 1ssuer.

The promoters or shareholders in control shall make the exit offer to the dissenting

shareholders, in cases only if a public issue has opened after April 1, 2014; if :
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- the proposal for change in objects or vanation in terms of a contract, referred to in
the offer document is dissented by at least 10 per cent of the shareholders who
voted in the general meeting; and
- the amount to be utilized for the objects for which the offer document was izsued
13 less than 75 % of the amount raised,
Only those dissenting shareholders of the issuer who are holding shares as on the

relevant date shall be eligible to avail the exit offer.

EXIT OFFER PRICE
The 'exit price’ payable to the dissenting shareholders shall be the highest of the
following:

a) the volume-weiphted average price paid or payable for acquisitions, whether by
the praomoters or shareholders having control or by any person acting in concert
with them, during the fifty-two weeks immediately preceding the relevant date;

b) the highest price paid or payable for any acquisibion, whether by the promoters or
shareholders having control or by any person acting in concert with them, during
the twenty-six weeks immediately preceding the relevant date;

] the volume-weighted averape market price of such shares for a period of sty
trading days immediately preceding the relevant date as traded on the recognised
stock exchange where the maximum volume of trading in the shares of the issuer
are recorded during such period, provided such shares are frequently traded;

d] where the shares are not frequently traded, the price determined by the
promoters or shareholders having control and the merchant banker taldng into
account  valuation parameters including book wvalue, comparable trading
multiples, and such other parameters as are customary for valuation of shares of

such issuers
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MANNER OF PROVIDING EXIT TO DISSENTING SHAREHOLDERS

- The notice proposing the passing of special resolution for changing the objects of
the issue and varying the terms of contract, referred to in the prospectus shall also
contain mformation about the eat offer to the dissenting shareholders.

- In addition to the disclosures required under the Companies Act, 2013, a
statement to the effect that the promoters or the shareholders having control shall
provide an exit opportunity to the dissenting shareholders shall alao be included
in the explanatory statement.

- After passing of the special resolution, the issuer shall submit the voting results to
the recognised stock exchange(s).

- The issuer shall also submit the list of dissenting shareholders, as certified by its
compliance officer, to the recognised stock exchange(s).

- The promaoters or sharehelders in control, shall appoint a4 merchant banker
regiatered with SICHI and finalize the exat offer price,

- The issuer shall intimate the recognised stoclt exchange|s] about the exit offer to
dissenting shareholders and the price at which such offer is being given.

= The recognised stock exchange|s) shall immediately on receipt of such intimation
disseminate the same to public within one working day.

- To ensure security for performance of their obligations, the promoters or
sharehalders having control shall create an escrow account which may be interest
bearing and deposit the aggregate consideration in the account at least two
working days prior to opening of the tendering period.

- The tendering period shall start not later than seven working days from the

passing of the special resolution and shall remain open for ten working days.
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- The dissenting shareholders who have tendered their shares in acceptance of the
exit ofter shall have the option to withdraw such acceptance till the date of closure
of the tendering period.

- The promoters or shareholders having control shall facilitate tendering of shares
by the sharceholders and settlement of the same through the recognised stock
exchange mechanism as specified by SEBI for the purpose of takeover, buy-back
and delisting,

- The promoters or shareholders having control shall, within a period of ten worlang
days from the last date of the tendering period, make payment of consideration to
the dissenting shareholders who have accepted the exit offer,

- Within a period of two working days from the payment of consideration, the issuer
shall furnish to the recopnised stock exchange|s]), disclosures piving details of
ageregate number of shares tendered, accepted, payment of conzsideration and the
post-offer shareholding pattern of the 1ssuer and a report by the merchant banker
that the payment has been duly made to all the dissenting shareholders whose

zhares have been accepted in the exit offer.

An issuer shall be eligible to issue warrants in an initial public offer subject to the
following:
a) the tenure of such warrants shall not exceed eighteen months from the date of
their allotment in the initial public offer;
b] a specified security may have one or more warrants attached to it;
c¢] the price or formula for determination of exercise price of the warrants shall be

determined upfront and disclosed in the offer document and at least 25 per cent
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of the consideration amount based on the exercise price shall also be received
upfront;

However, in case the exercise price of warrants iz baszed on a formula, 25 per cent

consideration amount based on the cap price of the price band determined for the hinked

equity shares or convertible secunties shall be received upfront,

d] in case the warrant holder does not exercise the option to take equity shares
against any of the warrants held by the warrant holder, within three months from

the date of payment of consideration, such consideration made in respect of such

warrants shall be forfeited by the issuer.

ROLE OF A COMPANY SECRETARY

For listing of an IPO
A certificate from 8 Practising Company Secretary stating that:
- Allotment has been made as per the basis of allotment approved by the
Dezignated Stock Exchange.
The share certificates corresponding to equity Securities under lock in have been
enfaced with non-transferability condition.
- In case of Employee reservation in the issue, Allotment of shares from the
employess’ quota has been made to permanent/regular employvees of the company

and of the promaoter companies.
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For In-principle approval for issue of securities issued on a preferential basis:
* A Certificate from a Practising Company Secretary confirming that,

a) None of the proposed allottee(s) has/ have sold any equity shares of the company
during the six months period preceding the relevant date,

b} The pre-preferential sharcholding of each of proposed allottes{s) has been locked
in. Further, there is no sale/ pledge of pre-preferential holding from Felevant Date
till date of lock-in.

¢] None of the proposed allottees belonging to promoter(s) or the promoter group 15
ineligible for allotment.

d] The company will comply with all legal and statutory formalities and no statutory
authority has restrained the company from issuing these proposed securities,

€] A certificate from a practising Company Secretary confirming the relevant date for

the purpose of said minimum issue price for the proposed preferential issue.

For granting listing approvals, for the equity shares issued on g preferential basis:
A Certificate from a practising Company Secretary with respect to the proposed
preferential allotment certifying that:
a) The company has complied with all the provisions of SEBI (Iasue of Capital and
Disclosure Eequirements) Eegulations, 2018, Companies Act, 2013,
b] Allotment of shares has been made only to such persons to whom offer [
invitation was made.
c¢] No statutory,/regulatory authorities has restrained the company for issuing equity
shares to the company on preferential basis.
d] In the case of convertible instruments, the allottees have exercised the option to
convert the instrument within a period of 18 months from the date of allotment of

the instrument.
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e¢] The pre-preferential shareholding of the allottees are under lock for the period
atarting form relevant date up to & period immediately prior to allotment.
fi At the time of allotment the pre-preferential shareholding [if any] of all the
allottess were held in dematerialized form only.
gl No allotment has been made to an allottee who did not have PAN at the time of
allotment, unless the entity is exempt from PAN.
h) HNone of the allottee has breached investment limit prescribed by any
regulataor.
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STRUCTURE OF CAPITAL MARKET

National Level Institutions
- All India Development Banks
- Industrial Development Bank of India
- Industrial Finance Corporation of India
amall Industries Development Bank of India

Industrial Investment Bank of India Limited

Specialised Financial Institution of India (8FIs)
- IFCI Venture Capital Funds Limited
- ICICI Venture Funds Limited

- Toeurism Finance Corporation of India Limited (TFCI)

Investment Institutions
- Life Insurance Corporation of India (LIC)
Unit Trust of India (UTI)

General Insurance Corporation of India (GIC)

State Level Institntions

- State Financial Corporations [SFCs)

State Industrial Development Corporations (SIDCs]

C8 Vikas Vohra EEBE OTE OTE YES Academy for C8, Pune Page |141

Scanned with CamScanner



¥T Channel - YES Academy for CS | Vikss Vohra, Corparate Baba Becurities Laws — Marsthon Nates

QUALIFIED INSTITUTIONAL BUYERS

Qualified Institutional Buyers (QIBs) shall mean the following:

m) Public Financial Institutions;

nj] Scheduled Commercial Banks;

o Mutual Funds;

p] Foreign Institutional Investors;

q) Multilateral and Bilateral Development Financial Institutions;
r] State Industrial Development Financial Institutions;

8] Insurance Companies;

t}] Provident Funds with minimum corpus of Rs 25 Crores;

u] Pension Funds with minimum corpus of Rs 25 Crores; and

v] MNational Investment Fund,

w] Insurance Funds set up and managed by Army, Navy and Air Force; and

¥} Insurance Fundsz set up and managed by Department of Posts,

DR PORTFOLIC OR
Foreign Portfolio Investor (FPI) means a person who satisfies the eligibility criteria
prescribed under SEBI [Foreign Portfolio Investors) Repulations, 2014, All exsting
Foreign Institutional Investors (Flls) and QFIs are to be merged into one category called
FPI.
Category of FPIs
» Category I:
Government and Government-related investors such as central banks, Governmefital
agencies, aovereign wealth funds and international or multilateral organisations or

HEEnCies.
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» Category II:
- appropriately regulated broad based funds such as mutual funds, mvestment
trusts, insurance/ reinsurance Companies;
- approprately repulated persons such as banks, asset management companies,
investment managersf advisors, portfolio managers;
- broad based funds that are not appropriately regulated but whose investment
manager 15 appropriately regulated.
university funds and pension funds; and
university-related endowments already registered with 3EBI as Flis or

subaccounts,

» Category IIT:
It includez all ather FPls which not eligible under Category [ and I1 of FPls zuch as
endowments, chantable societies, chantable trusts, foundations, corporate hbodies,

trusts, individuals and family offices,

ALTERNATIVE INVESTMENT FUND

AIF means any fund established in India in the form of a trust, company, limited liability
partnership or a body corporate which:-

- 18 a prnivately pooled investment vehicle that collects funds from investors, whether
Indian or Foreign, for investing it in accordance with a defined investment policy; and

- iz not covered unider the SEBI [Mutual Funds] Eepulations, 1996, SEBI |Collective
Investment Schemes)Repulations, 1999 or any other regulations of SEBI, which aims to

regulate fund management activities.
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The following are specifically excluded from the purview of AIF Regulations [subject to
conditions in certain cases):

1} Family Trusts;

2) ESOP Trusts;

3) Employee welfare Trusts;

4] Holding Companies;

5] Other Special Purpose Vehicle not established by fund managers, including
securitization trusts, regulated under a specific regulatory frameworke;

6) Funds managed by registered securitization company or reconstruction company; end

7) Any such pool of funds which is directly regulated by any other Indian regulator.,

CATEGORIES OF AIF

SEEBEI has classified AIF into the following broad categories:

Category I : Funds that invest in start-up or early stage ventures or sooial ventures or
Small Medium Enterprises |[SME=s) or imfrastructure or other sectors which the
government consider as socially or economically desirable. For example: VCF, SME

Funds, Social Venture Funds |[SVF], Infra Funds.

Category II : Funds that do not fall in Category I and III AIF and those that do not

undertake borrowing for example Private Equity Funds or Debt Funds.

Category III : Funds that employ diverse or complex trading strategies and mav employ

leverage including through investment in listed or unlisted derivatives, for e.g. Hedge

Fundszs.
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PRIVATE EQUITY

- Private equity iz a type of equity (finance) and one of the asset classes who takes
securities and debt in operating companies that are not publicly traded on a stock
exchange.

- Unlike stocks, mutual funds, end bonds, private equity funds usually invest in

more illiquid assets, i.e. companies. By purchasing companies, the firms gain
access to those assets and revenue sources of the company, which can lead to very
high returns on investments.
Frivate equity consists of investors and funds that make investments directly into
private companies, Capital for private equity is raised from retail and institutional
investors, and can be used to fund new technologies, expand working capital
within an owned company, make acquisitions, or to strengthen a balance sheet.

- The major of private equity consists of institutional investors and accredited
investors who can commit large sums of money for long peniods of fime.

-  Generally, the private equity fund raise money from investors like Angel investors,
Institutions with diversified investment portfolio likke - pension funds, insurance

companies, banks, funds of funds etc.

Types of Private Equity

- Leveraged Buyout [LBO): This refers to a strategy of making equity investments as
part of a transaction in which a company, business unit or business assets is acquired
from the current shareholders typically with the use of financial leverage. The companies
involved in these type of transactions that are typically more mature and generate

operating cash flows,
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- Venture Capital: [t iz a broad sub-category of private equity that refers to equity
investments made, typically in less mature companies, for the launch, early

development, or expansion of a business.

- Growth Capital: This refers to eguity investments, mostly minonty investments, in the
companies that are looking for capital to expand or restructure operations, enter new

markets or finance a major acquisition without a change of control of the business.

ANGEL FUND

Angel investments are typically the earliest equity investments made in start-up

COMpanies.
- These netwarles are based on regional, industry in investor or academic affiliation.
- Angel Investors are often former entrepreneurs themselves, and enjoy working
with companies at the earliest steges of business formation,
- As per SERI (Alternative Investment Fund) Regulations, 2012, angel fund 1z & sub-

category of venture capital.

HIGH NET WORTH INDIVIDUALS

Though there is no specific definition, generally in the Indian context, individuals with
over B8, 2 crore investible surplus may be considered to be HNIs while those with
investible wealth in the range of Ks. 25 lac - Rs. 2 crore may be deemed as Emerging
HNIs.

If vou are applving for an [P0 of equity shares in an Indian company, generally, if you

apply for amounts i excess of Rz, 2 lakhs, you fall under the HNT category, On the other
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hand, if you apply for amounts under Rs, 2 lakhs, you are considered as a retail

investor,

SEHRI has laid down certamn criteria in SEBI (ICDE) Regulations, 2018, under which an
HNI iz entitled to pet the shares not less than 15% of the 1ssue, if the 1m3ue 15 in
accordance with regulation 26|1) with SEBI (ICDR) Regulation 2018 or not more than

15% of the issue if the issue is in accordance with regulation 26(2) of SEBI (ICDR)

Regulation 2018.

VENTURE CAPITAL

- Venture Capital is one of the innovative financing resource for 8 company in which
the promoter has to give up some level of ownership and control of business in
exchange for capital for a limited period, say, 3-5 years.

- Venture Camtal 18 an equity investment made at an early stage in privately held
companies, having potential to provide a high rate of return on their investments,

- The participants in venture capital firms can be institutional investors like pension
funds, insurance companies, foundations, corporations or individuals but these

are high riskt investments which may give high returns or high loss.

PENSION FUNDS

- Pension Fund means a fund established by an employer to facilitate and organize
the investment of emplovees retirement funds which is contributed by the
emplover and employees.

- The  penszion fund provide pensionz for employees when they

reach the end of their working years and commence retirement.
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- Pension funds are commonly run by some sort of financial intermediary for the
company and its employees like NP5, scheme iz manaped by UTIAMC
[FEetirement Solutionsz], although some larger corporations operate their pension

funds n-howsge,

KINDS OF CAPITAL MARKET INSTRUMENTS

Following are the various kinds of financial market instruments:

1. Shares

According to Companies Act, 2013 defines the term “share”. As per this, share means
share in the share capital of a company; and includes stock, except where a distinction

between stock and share is expressed or implied.

By its nature, a share is not a sum of money but a bundle of rights and liabilities. A
share 15 a right to participate in the profits of 2 company, while 1t 18 4 going concern and
declares dividend; and a night to participate in the assets of the company, when it 1s

wound up.

There are two types of shares : Preference share and Equity share.
i) Preference Share : A preflerence share is a share which [ulfills the following two
conditions
# It carries preferential right in rezspect of payvment of dividend; and
¥ It also carries preferential right in regard to repayment of capital.
In simple terms, preference share capital must have prioricy both repards to dividend as

well as capital,
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Following are the various types of preference shares

Redeemable and Irredeemable Preference Shares : The Companies Act, 2013 provides
that a company, if so authorized by its articles of association, may issue redeemable
preference shares. However, a company cannot issue preference shares which is

redeemable after the expiry of twenty years from the date of its issue.

It may be noted that on and after the commencement of Companies [Amendment) Act,
1996, with effect from 1= March, 1997, a company cannot issue irredeemable preference

shares.

Participating and Non-Participating Preference Shares : A participating preference
share is one which is entitled with a right to participate further in the profits after
payment of a certain rate of dividend on equity shares. A non-participating preference
share is one which does not have such night to further participate in the profits of the
COTNPATIY.

Preference shares are always non-participating, unless expressly stated to be

participating,

Convertible and Non-Cummulative Preference shares : Cumulative preference shares
give the right to demand the unpaid dividend of any year during the subsequent yvear(s)
when the profits are available for distribution. But in the case of nofn-cumulative
preference shares, it is not so0.

Freference shares are always cumulative, unless expressly stated to be participating.

Convertible Preference Shares : According to Section 55 of the Companies Act, 2013, a

Company cannot issue preference shares which are irredeemable. If Article of
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association permits, the Company can issue preference shares which are redeemable not
later than 20 years. Companies engaged in infrastructure projects can issue shares

redeemable exceeding 20 yvears.

Fully convertible cumulative preferences share (Equipref) : this instrument is in two
parts i.e. part A and part B. Part A is convertible into equity shares automatically and
compulsorily on the date of allotment without any application by the allotee. Part B is
redeemed at par or converted into eqguity after the lock-in-period, at the option of the

investor, at a price 30% lower than average market price.

ii] Eguity Share : Fquity share means share which is not preference share. There are
two kinds of equity shares : Equity shares with equal rights and Equity shares with

differential rights. There is another variant of equity shares called Sweat Equity Share.

Important characteristics of equity shares are given below:

-  Eqguity shares, have voting rights at all general meetings of the company. These
votes have the affect of the controlling the management of the company.

- Equity shares have the right to share the profits of the company in the form of
dividend [cash) and bonus shares.

- However, even equity shareholders cannot demand declaration of dividend by the
compatny which is left to the discretion of the Board of Directors.

- When the company is wound up, payvment towards the equity share capital will be
made to the respective shareholders only after payment of the claims of all the

creditors and the preference share capital.
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EQUITY SHARES WITH DIFFERENTIAL RIGHTS

No company shall issue equity with differential nghts as to dividend or voting unless it

complies with the following conditions ;

1) It 13 authorzed by its Articles of Asseciation.

2) The issue is authorized by an ordinary Resolution, In case of listed companies it
shall be passed through postal ballot.

3) 3Bhares with differential rights shall not exceed 26% of post issue paid up equity
capital of the company.,

4] It shall have a track record of distributable profits in the past 3 years.

3] The Company has not defaulted in filing financial statements and annual returns in
the last 3 proceeding financial years,

6) The company has not defaulted in payment of declared divided to its shareholders or
redemption or payment of interest on deposits or debentures or any bank loan.

7] The company has not been penalized by any court or tnbunal dunng the last 3 years

for any offence under RE1 Act, SEBI Act, SCRA or FIEMA,

Section 2 (30) of the Companies Act, 2013 defines a debenture as:
“Debenture includes debenture stock, bonds and any other securities of a company,

whether constituting a charge on the company’s assets or not™.

However, this definition is not clear, In simple terms, a debenture may be defined as an
instrument acknowledging a debt by a company to some person or Persons.
The usual features of a debenture are as follows:-

1. A debenture is usually in the form of a certificate [like a share certificate) izsued

under the common seal of the company.
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2, The certificate iz an acknowledgement by the company of indebtedness to a
haolder.,

3. A debenture usually provides for the payment of a specified sum at a specified
date. But that is not essential. A company may issue perpetual or irredeemable
debentures with no undertalang to pay.

4, A debenture usually provides for payment of interest until the principal sum is
paid back. But again, this is not essential. Interest may be made payable subject
to contingencies of uncertain nature.

2. A debenture is, as a rule, one of a series, although a single debenture is not

uncommon, There may be a single debenture issued to one person,

Debenture may be of different kinds as follows:-

* Redeemable and Perpetual or Irredeemable Dehentures : Debentures are
generally redeemable, that 1z to say, they are issued on the terms that the
company is bound repay to repay the amount of debentures, either at a fixed date,
or upon demand, or after notice, or under a system of periodical drawings.
FEedeemable debentures can be re-issued, A debenture in which no time is fixed for
the company to pay back the money, although it may pay back at any time it
chooses, is an irredeemable debenture. The debenture holder cannot demand
payment as long as the company is a going concern and does not make default in
making payment of the interest.

= Registered and Bearer Debentures : Registered debentures are made out in the
name of a particular person, whose name appears on the debenture certificate and
who is registered by the company holder in the register of debenture holders. Such

debentures are transferable in the same manner as shares, Bearer debentures, on
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the other hand, are made out to bearer, and are negotiable instruments, and so
transferable by mere delivery like share warrants,

+ Secured and Unsecured or Naked Debentures : Where debentures are secured
by a mortgage or a charge on the property of the company, they are called secured
debentures. Where they are not secured by any mortgage or change on any
property of the company, they are said to be naked or unsecured.

# Convertible and Non-Conwvertible Debentures : Convertible debentures are
those in which an option is given to the debenture holders to exchange a part or
whaole of their debentures for shares in the company under certain conditions and
limitations imposed regarding the period during which the option may be
exercised. This enables the investor to change his position financially and begins
to make profit. When the full debenture is convertible into equity shares, they are
known as fully convertible debentures. When only a portion of debenture s
convertible into equity shares, they are known as partly convertible debentures.
Here, non-convertible portion 1s redeemed at the expiry of the stipulated period.
Non-convertible debenture do not carry the option of conversion into equity shares
and hence are redeemed on the expiry of the specified perod.

* Third Party Convertible Debentures: These are debt instruments with warrant
attached which gives an option to subscribe to the equity shares of company at a
price lower than the market price. These are similar to convertible debenture with
warrant aption except that these debentures give an option to the investor to
zubscribe for shares in another company.

+ Fully convertible debentures with interest [optional): In this case there iz no
interest payment involved for certain pernod. Then the holder of this instrument

can exercize option and apply for securities without paying additional amount.
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* Non convertible debentures: These debentures do not carry the option of
conversion into equity shares and are therefore redeemed on the expiry of the
specified period or periods.

+ Partly convertible debentures: These may conmiat of two knds namely -
convertible and non-convertible. The convertible portion is to be converted into
equity shares at the expiry of speaified period. However, the non convertible
portion is redeemed at the expiry of the stipulated period. If the conversion takes
place at or after 18 months, the conversion is optional at the discretion of the

debenture holder.

BONDS

Bond is a negotiable certificate evidencing indebtedness, It is normally unsecured. A
debt secunty is generally issued by a company, municipality or government. A Bond
investor lends money to the issuer and in exchange, the issuer promises to repay the
loan amount on a specified maturity date. The issuer usually pays the bond holder

periodic interest payments aver the life of the bond.

Bond may be of different kinds as follows:-

Government Bonds

These are the bonds issued either directly by Government of India or by the Public
Sector Units [PSU's] in India. These bonds are secured as they are backed up with
security from Government. These are generally offered with low rate of interest

compared to other types of bonds,
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Corporate Bonds
These are the bonds issued by the private corporate companies, Indian corporates issue
secured or non secured bonds. However care to be taken to conzider the credit rating

given by Credit Rating Apencies before investing in thess bond=s.

Banks and other financial institutions bonds

These bonds are issued by banks or any financial institution. The financial market is

well regulated and the majority of the bond markets are from this segment.

Tax saving bonds

In India, the tax saving bonds are issued by the Government of India for providing
benefit to investors in the form of tax savings. Along with getting normal interest, the
bond holder would alzo get tax benefit. In India, all these bondz are listed o Mational
Stock Exchange and Bombay Stock Exchange in India, hence they can be easily

ligquidated and sold in the open markoet.

FOREIGN CURRENCY CONVERTIELE BONDS (FCCBS)

Definition of FCCB:

Foreign Currency Convertible Bonds mean bonds issued in accordance with the
Government's Guidelines and subscribed by non-resident in foreign currency and
convertible into ordinary shares of the issuing company, wholly ar partly, based on any

equity-linked warrants attached to debt instruments.
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Meaning and Concept of FCCBs:

Foreign Currency Convertible Bonds are unsecured borrowings. They carry a fixed rate
of interest. Foreign Currency Convertible Bonds are attached with an option for
conversion into 8 fixed number of eguity shares of the issuer company. Interest and
redemption price where conversion option 15 not exercised 15 payable in dollars. Interest
rates are very low by Indian domestic standards. Foreign Currency Convertible Bonds

are denominated in any freely convertible foreign currency.

FOREIGN CURRENCY EXCHANGEABLE BONDS

An FCER invalves three parties -
[} The issuer company (issuer],
[ii] The offered company (OC) and
[iii) Imvestor.

1. Under this option, an iszsuer company may is5ue FCEBs in foreign currency, and
these FCIEBs Aare convertible into shares of another company (offered company)
that forms part of the same promoter group as the issuer company.

2. For Example, company ABC Ltd. issues FCEBs, then the FCEBs will be convertible
into shares of company XYZ Ltd. that are held by company ABC Litd. and where
companies ABC Ltd. and XYZ Ltd. form part of the same promoter group.

3. Unlike FCCH=s that convert into shares of issuer itself, FCEBs are exchangeable
into shares of OC., Also, relatively, FCEB has an inherent advantage that it does

nat result in dilution of shareholding at the OC level.
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Conditions for issue of FCEB"s

Eligible Issuer: The [ssuing Company shall be part of the promoter group of the Offered
Company and shall hold the equity share/s being offered at the time of issuance of
FCER.

Offered Company: The Offered Company shall be a listed company, which 13 engaged in
a sector eligible to receive Foreign Direct Investment and eligible to issue or avail of
Foreign Currency Convertible Bond (FCCB) or External Commercial Borrowings (ECB).
Entities not eligible to issne FCEB: 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
FCER.

Eligible subseriber: Entities complying with the Foreipn Direct Investment policy and
adhering to the sectoral caps at the time of issue of FCEB can subscribe to FCEB. Prior
approval of the Foreign Investment Promotion Board, wherever required under the
Foreign Direct Investment policy, should be obtaimed.

Entities not eligible to subscribe to FCEB: Entities prohibited to buy, =ell or deal in

securities by the SEBI will not be eligible to subscribe to FCEB.

INDIAN DEPOSITORY RECEIFTS

According to Section 2(48] of the Companies Act, 2013 "Indian Depository Receipt"
means any instrument in the form of a depository receipt created by a domestic
depository in India and authorizsed by a company incorporated outside India making an

izsue of such depository receipts.

An IDR 153 an instrument denominated in Indian Rupee m the form of a depository

receipt created by a domestic depository (Custodian of securities registered with SEBI)
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agamst the underlying equity of issuing company to enable foreign companies to raise

funds from Indian Securities Markets.

DERIVATIVES TRADING

Introduction

Derivatives are contracts which derive their values from the value of one or more of other

assets, known as underlying assets. For example, Futures, Options, etc,

Futures Trading-Mechanism
A future contract is an arrangement by which a buyer/seller agrees to take/ give delivery
of the securities on a specified future date at a fixed price and make payment on the

delivery date. Such contracts are zero-sum games where the gain equals loss,

The clearing house 13 the counterparty in such contracts. A buyer 1s called the Tong’ and

the seller ‘short’, A margin is deposited at the clearnng house for futures,

Futures Contract

Futures 18 a contract between two parties to buy or sell a underlying asset of
standardized quantity and quality for a price agreed upon today with delivery and
payment occurring at a specified future date. Underlying assets for the purpose include
equities, foreign exchange, interest bearing securities and commodities. The idea behind
financial futures contrace is to transfer future changes in security prices from one party
in the contract to the other. Every futures contract entered into has two side willing
buyer and a willing seller, If one side of contract makes a profit, the other side must

make &4 loss,
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Options Contract

An option contract conveys the right, but not the obligation, to buy or sell a specific
gsecurity or commodity at specified price within a specified period of time. The right to
buy iz referred to as a call option whereas the right to sell i3 known as a put option. An
option contract comprises of its type & put or call, underlying securty or commaodity
expiry date, strike price at which it may be exercised.

Generally two type of aptions namely :

* European option - an option that may only be exercised on expiration,

» Americer option - an option that may be exercised on any trading day on or before

expiry.

Option Trading-Mechanism

An option i3 a contract between two parties in which the maker of the option [option
writer] agrees to buy or sell a specified number of shares at later date for an agreed price
[mtrikee price] to the holder of the option joption buyer) on 8 due date and time, when and
if the latter so desires, in consideration of a sum of money [premium]. The premium is
the price which is required to be paid for purchase of right to buy or sell.

The terms of contract allow the holder, not the maler, to cancel the option.

Types of Option

Options are of two types: Call Option and Put Option.
In call option, an investor has a right to buy. An investor takes a call option, if he
expects that the market price will be higher than the strilte price to earn the difference

as his profit.
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In put option, an investor has a right to sell. An investor takes a put option if he expects
that the market price will be lower than the strike price. The lower the market price than

the strikke price, the higher will be the profit for the investor.

An investor can simultaneously buy call and put option, if he is uncertain about the

market conditions.

Option Contracts are classified into two types on the basis of time at which the option
can he exercised:-

- European Option - European style options are those contacts where the option
can be exercised only on the expiration date. Options traded on Indian =stock
exchanges are of European Style.

- American Option - American style options are those contacts where the option

can be exercised on or before the expirabion date.

Investment Strategies

Straddle: Combination of one put and one call option is known as straddle. Here, the
investor is insured against any movement on either side and has opportunity to gain
from upward move and down move.

Strap: Combination of one put and two call option is known as strap. Here, the investor
iz confident that serip price will change, but it is more likely to go up.

Strip: Combination of two puts and one call option is known as strip. Here, the investor

iz confident that scrip price will change, but it is more likely to go down.

Difference between Forward Contract and Futores Contract
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: Features Forward Contract Futures Contract

. Mechanizm Mot traded on an | Traded on a exchange
exchange
Contract Terms Differs from trade to | Standardized contracts
trade
il Ligquidicy FPoor Very high

FPrice discovery Foor Better

[ Counter Party Risk Exists Does not exist

FLAM Difference between SEIIEL

futures and options
Futures Options

Futures is a pure trading tool Options is a risk limiting tool

Both parties share the nisk Risk is borne by one party

Futures can be bought and sold | Options can also be bought and
in the derivatives market sold in the derivatives market

The amount of loss or profit that | The amount of loss is restricted
one can make in a futures to the option premium paid.
contract depends on the price at
the time of execution of the
contract

IFL Traming Team
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ASPECTS OF PRIMARY MARKET

Book Building
Book building means a process undertaken to elicit demand and to assess the price for

determination of the quantum or value of specified secunties.

Process

- Appoints Lead Book Funners/Co Book Eunners, Lead Merchant Banker [LMB] to
act as Lead Book Runner. If more than one LBM/LBE, inter-se, allocation of
responsibilities to be decided.

- Filing of draft offer document with SEBE] for obtaining observation and, Exchanges
for in-principle approval for listing,

- Filing of Red herring prospectus with SEBI, Exchange and Registrar of Companies
(RHF).

-  The company shall enter into agreement with stock exchanpe for onhne offer of
securities and make application for In-principle approval.

- Lead Book Runners (LBE] appoints an underwriter.

-  Merchant Banker to finalise bidding/collection centres who are either:

(a) SEBI Registered stock broker

(b) Self-certified Syndicate Bank (for ASBA [acility)

- Pre izsue advertizernent shall be made.

-  Bidding and allocation for anchor investors one dav before opening of issue.

- lssue opens and Investor submits forms at bidding centres.

- Electronic Bidding Process and determination of price.

-  Repistration of final prospectus wath ROC,

- Allocation / Manner of Allotment.
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- In case of Book Built [ssue, the issuer in consultation with merchant banker, fixes
the Price band,

- In case of Fixed Price Issue, the issuer in consultation with merchant banker,
fixes the price of the shares to be offered (Face Value + Share Premium) and
makes on offer, If the mmvestors subzonbes mmmum 90% of the offer, the 1zsue

will succeed.

ANCHOR INVESTOR

Anchor Investor means a Qualified Institutional Buyer who makes an application for a
value of ten crore rupees or more in & public issue made through the book-building
process in accordance with SERI (ICDR) Regulations, 2018,

Out of the portion available for allocation to QIBs, allocation to Anchor Investors may be
made subject to following conditions:

a)] Maximum of 2 such investors shall be permitted for allocation upto Rs 10 crore.

b) Minimum of 2 and maximum of 15 such investors shall be permitted for allocation
above Rs.10 crore and upto Es. 250 crore, subject to minimum allotment of Es. 5
crore per such investor,

¢] In case of allocation above REs.250 crore; a mimimum of 5 such investors and a
maximum af 15 such investors for allocation upto Rs.250 crore and an additional
10 such investors for every additional Rs. 250 crore or part thereof, shall be
permitted, subject to a minimum allotment of R&.5 crore per such investor.

d] The bidding for Anchor Investors shall open one day before the issue opening date.

€] Upto 60% of the portion available for allocation to gualified institutional buyers
shall be available to anchor investor(s) for sllocation/allotment [“anchor investor

portion”);
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f] One-third of the anchor investor portion shall be reserved for demestic mutual

funds;

APPLICATION SUPPORTED BY BLOCKED AMOUNT (ASBA)

- ASEA is an application for subscribing to an issue, containing an authorization to
block the application money in a bank account.

- Advantages of ASBA is that the investor continues to receive the interest for
amount blocked, until allotment only when shares are allotted, the money moves
[rom the investors accounts,

- If the concerned investor didn’t get allotment, the block is removed hence, there is
no concern regarding non receipt or delay in refund, in case of allotment which
was the major issue when made of payment was through cheque/DD etc.

- The ASBA process is mandatory in all public izsues made through the boolk

building route,

ASBA Process

- An ASBA investor submits an ASBA physically or electronically through the
internet banlang facility, to the SC58B with whom the bank account to be blocked
i maintained.

- The SCSB hlocks the application money in the bank account specified in the
ASBA.

- The application money remains blocked in the bank account till finalisation
of the basis of allotment in the issue or till withdrawal /failure of the issue or till
withdrawal frejection of the application,

- The application data shall thereafter be uploaded by the SC5H in the electronic
bidding svystem.
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- Once the basis of allotment of finalized, the Registrar to the lssue sends an
appropriate request to the SCSBE for unblocking the relevant bank accounts and
for transferring the requisite amount to the issuer's account.
- In case of withdrawal /faillure of the issue, the amount shall be unblocked by the
SCSE on receipt of information from the pre-issue merchant bankers.
- The ASBA process has also helped to reduce the listing time for 1IPO to & working

days from the date of the ¢ = losure of the equity shares public issue.

SELF CERTIFIED SYNDICATE BANK (SCSB)

Self Certified Syndicate Bank [SCS5B| is a bank which offers the facility of applying
through the ASBA process. A bank desirous of offering ASBA facility shall submit a
certificate to SEBI as per the prescribed format for inclusion of its name in SEB's list of
SCSBs. A SCSB shall identify its Designed Branches [DBs] at which =shall act as a
coordinating branch for the Regatrar of the ssue, Stock Exchanges sand Merchant

bankers,

USE OF UNIFIED PAYMENTS INTERFACE (UPI) WITH ASEA IN PUBLIC ISSUE

PROCESS

UPFI is an instant payment system developed by the National Payments Corporation of
India [NPCI}), an EBI regulated entity. UPI is built over the IMPS (Immediate Payment
Service) infrastructure and allows you to instantly transfer money between any two
parties’ bank accounts. UPl as a payment mechanism is available for all public issues

tor which Red Herring Prospectus is filed after January 01, 2019

How is public issue application using UPFI different from public issue application

using ASBA submitted with intermediaries?
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Public issue application using UPl is a step towards digitizing the offline processes
involved in the application process by moving the same online. This requires you to have
to create a UFI ID and FIN using any of the UPFI enabled mobile application, The UPI 1D
can be used for blocking of funds and malang payment in the public tssue process. One
can gocept the request to block the funds for the amount they have bid by entering their
UFI PIN in the mobile application.

The money shall be blocked and shall be automatically remitted to the Escrow Bank, in
case of allotment. UF] in public issue process shall essentially bring in comfort, ease of

use and reduce the listing time for public issues,

“UPI as a payment option™ can be used in the public issue process”?

1. UPI as part of bidding :

- Investor will fill in the bid details in the application form as per the existing process
along with his UPT 1.

- As per the exishng process, investor may submit the application with any of the
intermediary [Syndicate Member [ Registered Stock Brolkers / Registrar and Transfer
Agents / Depository Participants], who, on receipt of application will upload the bid
details along with UPI id in the stock exchange bidding platform.

- The stock exchange will electronically share the bid details, along with investors UFPI id,

with the Escrow/ Sponsor Bank appointed by the issuer company.

2. UFI as part of blocking:
- The Escrow } Sponsor Bank will initiate a mandate request on the investor i.e. request
the investor to authorize blocking of funds equivalent to applicant amount and

subsequent debit of funds in case of allotment.
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- The request raised by the Escrow/Sponsor Bank, would be electronically received by
the investor as SMES/intimation on his / her bank provided maobile no. linked to UPT 1D,

- Upon validation of bloclkk request by the investor, the said information would be
electronically received by the investors’ bank, where the funds, equivalent to application
amount, would get blocked in investors account. Intimation regarding confirmation of
such block of funds in investors account would also be received by the investor.

3. UPI as part of payment for shares post allocation process:

- The registrar to the issue, based on information of bhidding and blocking received from
stock exchange, would undertake reconcliation and prepare the basis of allotment.

- Upon approval of such basis the instructions would be sent to sponsor bank to initiate
process for credit of funds in the public issue escrow account and unblocking excess
money.

- Based on authorisation given by investor using UFI FIN at the time of blocking, the
funds, equivalent to the allotment, would be debited from investors sccount and

remaining funds, 1F any, would be unblocked,
E ¥

Whether use of UPl, as a payment mechanism in public issues, is mandatory?

The applicability of UPl as a payment mechanism has been prescribed in a Phased
manner as under:

Phase I: From January 01, 2019, the UPl mechanism for retail individual investors
through intermediaries will be made effective along with the existing process and
existing timeline of T+6 days. The same will continue, for a period of 3 months or floating
of 5 main board public issues, whichever is later.

Phase II: Thereafter, for applications by retail individual investors  through
intermediaries, the existing process of physical movement of forms from intermediaries

to Self-Certified Syndicate Banks [SC5Bs) for blocking of funds will be discontinued and
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only the UPl mechanizm with existing timeline of T+6 days will continue, for a perniod of
3 months ar floating of 5 main board public issues, whichever 13 later,
Phase IIl: Subsequently, final reduced timeline will be made effective using the UFI
mechanizam. Up to what limit one can apply for a public issue in UPP?

The: limit for IPO application 1s 2 Lalkhs per transaction on UPLL

Are all category of investors eligible to apply in public isswes using UPI for
payment?
No. Only retail individual investors are allowed to use UFI for payment in public issues.

Qualified Institutional Buyers and High Net-worth Individuals shall continue to apply as

per the existing process,

GREEN SHOE OPTION

Meaning of Green Shoe Option

Green shoe option means an option of allocating shares mn excess of the shares included
in the public issue and operating a post listing price stabilizing mechanism in
accordance with the provisions of SEBI [ICDRE) Regulations, 2018, which is granted to a

company to be exercised through a Stalihizing Agent.

Green Shoe Option is available both in Imitial Public Offering by an unlisted company as
well as in Further Public Offering by a listed company, whether by hixed price method

[i.e., Traditional Method| or price discovery method [i.e., Book Building Method).
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Purpose of Green Shoe Option

The basic purpose of ‘green shoe option” is not to make available additional share capital
to company, but to act as stabilizing force, if issue is over subscribed, The share held by
promoters or pre-issue shareholders are lent to Stabih=ing Agent [3A), Such lending up
to 15% of issue iz permissible. These are returned to promoters or pre-issue

shareholders, as the case may be, do not get any profit in this transaction.

The idea is that due to excess supply of shares (permitted up to 15%) market price will
not shoot up to abnormally high level.

ILLUSTRATION

Consider a company planning an 1PO of say, 100,000 share=s, at a book-built price of Rs.
100/ -, resulting in an IPO size of Es 1,00,00,000. As per the ICDE Regulations, the over-
allotment component under the Green Shoe mechanism could be up to 15% of the IPO,
Le up to 15,000 shares, i,e. Green Shoe shares, Prior to the 1P0), the stabilising agent
would borrow such number of shares to the extent of the proposed Green Shoe shares
from the pre-issue shareholders. These shares are then allotted to investors along with
the IPO shares. The total shares issued in the PO therefore stands at 115,000 shares.
IPQ proceeds received from the investors for the IPO shares, i.e. Bs 100,00,000 (100,000
shares at the rate of Rs. 100 each), are remitted to the Issuer Company, while the
proceeds from the Green Shoe Shares Rs.15,00,000/- (15,000 shares x REs. 100/-) are
parked in a special escrow bank account, ie. Green Shoe Escrow Account. During the
price stabilisation period, if the share price drops below Es.100, the stabilising apent
would utilise the funds lying in the Green Shoe Escrow Account to buy these back

shares from the open market. This gives nse to the following three situations:
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Sitnation 1 - where the stabilising agent manages to buyback all of the Green Shoe
Shares, i.e..15,000 shares;

Situation 2 - where the ztabilizsing agent manages to buyback none of the Green Shoe
Shares

Situation 3 - where the stabilising agent manages to buy-back some of the Green Shoe

Shares, say 10,000 shares.

Let us examine each of these situations separately:

Situation 1 - Where all Green Shoe Shares are bought baclk: In this sitnation, funds in
the Green Shoe Escrow Account (Es,15,00,000, in this case] would be deployed by the
stabiliging agent towards buying up shares from the open market. Given that the prices
prevalent in the marlset would be less than the issue price of Rs. 100, the stabilising
agent would have sufficient funds lying at his disposal to complete this operation.
Having bought baclk all of the 15,000 shares, these shares would be temporanly held in
# special depository account with the depository parhicipant (Green Shoe Demat
Account), and would then be returned back to the lender shareholders, within a

maximum period of two days after the stabilisation period.

Situation 2 - Where none of the Green Shoe Shares are bought back: This situation
would arise in the [very unlikely] event that the share prices have fallen below the Issue
FPrice, but the stabilising agent is unable to find any sellers in the open market, or ifl an
event where the share prices continue to trade above the listing price, and therefore

there is no need for the stabilising agent to indulge in price stabilisation activities.
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In either of the above-said situations, the stabilising agent i1s under a contractual
obligation to return the 15,000 shares that had initially been borrowed from the lending
shareholder[s). Towards meeting this obligation, the issuer company would allot 15,000
shares to the stabilising agent into the Green Shoe Demat Account [the consideration
being the funds lying the Green Shoe Escrow Account), and these shares would then be
returned by the stabilising agent to the lending shareholder|s], thereby squaring off his

responsibilities,

Situation 3 - Where some of the Green Shoe Shares are bought back, say 10,000
shares: This situation could arise in an event where the share prices witness a drop in
the initial stages of the price stabilisation period, but recover towards the latter stages,
In this situation, the stabilising agent has a responsibility (o return 15,000 shares to the
lending shareholder|s], whereas the stabilizsing activities have vielded only 10,000
shares,

Similar to the inatance mentioned n Situation #2 above, the issuer company would allot
the differential 5,000 shares into the Green Shoe Demat Account to cover up the
shortfall, and the Stabilising Agent would discharge his obligation to the lending

shareholder(s) by returning the 15,000 shares that had been borrowed from them.

Both in Situation 2 and 3, the issuer company would need to apply to the exchanges for
obtaining listing/ trading permissions for the incremental shares allotted by them,

pursuant to the Green Shoe mechanism.

Any surplus lying im the Green Shoe Escrow Account would then be transferred to the
Investor Protection and Education Fund established by SEBI, as required under ICDE

Regulations and the account shall be clozed thereafter.
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SECONDARY MAREKET

STOCK EXCHANGE

Stock exchange is a market place for buving and selling of securities and ensuring
liquidity to them in the interest of the investors.
The Securities Contracts [Fegulation) Act, 1956, has defined Stock Exchange ;
(a) any body of individuals, whether incorporated or not, constituted before
corporatisation and demutualisation or
(b)) a body corporate incorporated under the Companies Act, 2013 whether under a
scheme of corporatisation and demutualisation, for the purpose of assisting,

regulating or controlling the business of buying, selling or dealing in securities.

“TYPES OF SECURITIES

Listed Securities: The secunties of companies, which have sipned the listing agreement

with a stock exchange, are traded as Listed Secunties in that exchange.

Permitted Securities: To facilitate the market participants to trade in securities of such

companies, which are actively traded at other stock exchanges in India but are not listed

on an exchange, trading in such securities is facilitated as permitted securities.
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TYPES OF DELIVERY

Dellvery
3 w L
Spaot Hand Lpecial
w l W
Dialiveery & | Clm same or nexd After date fixed by SE
payment _.‘l day awtharites

On the dale lixed by
SE

MARGINS

Margin trading means limit provided by the Broker to its clientz in order to boost

trading. For example: if an investor deposits FEs. 10,000 in his account and his broker
provides him A margin of 10 times on the nvestment, he can frade upto an amount of

Fx= 1,000,000 from his account,

The margin money is to be deposited by the stockbroker with the Stock Exchange. The
amount to be deposited 1s caleulated with reference to the number of shares transacted

on forward basis both in respect of purchase and sales, 1.e, on long as well as short

positions.
Margin Trading
I
Inifiz Ma ntenance
Minimum amount to be placed with Amount to be maintained with
broker befure actual purchasa broker cacuated as %age of
Iast trading day's cloging price
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“Initial margin®™ in this context means the minimum amount, calculated as a
percentage of the transaction value, to be placed by the client, with the broker, before
the actual purchase. The broker may advance the balance amount to meet full

settlement oblipations.

“Maintenance margin™ means the minimum amount, calculated as a percentage of

market value of the securities, calculated with respect to last trading day’s closing price,

to be maintained by client with the broker.

BOOK CLOSURE AND RECORD DATE

In order to determine the name of shareholders entitled to
s Dhvidend
+ Bonus
+ Fight share

* Any other right pertaining to shares

Book like Register of Members and Transfer Books are closed and it is called azs Boolk

Closure,

Record Date i= the date on which records of a company are closed for determining the

entitlement to dividends, proxies rights etc.
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Duration: pursuant to the provisions of section 91 of the Companies Act, 2013, &
Company can close books for a maximum period of 45 days in year and for 30 days at

one time

Notiee: 7 days prior notice in newspapers 15 required to be given before such book

closure period.

BLOCK DEAL

SEBI provided guidelines outlining a facility of allowing Stock Exchanges to provide
separate trading window to facilitate execution of large trades. The Exchanges have
introduced new block window mechanism for the block trades from January 01, 2018.
Session Timings:
a) Morning Block Deal Window: This window shall operate between 08:45 AM to
09:00 AM.
b) Afternoon Block Deal Windew; This window shall operate between 02:05 PM to
2:20 FM.
- In the block deal the minimum order size for execution of trades in the Block deal
window shall be Es, 10 Crore.
The orders placed shall be within £1% of the applicable reference price in the
respective windows as stated above.
- The stock exchanges dizseminates the information on block deals such as the
name of the scrip, name of the client, quantity of shares bought faold, traded

price, etc to the general public on the same day, after the market hours.
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BEULK DEAL

- Bulk deal 15 a trade, where total quantity bought or sold iz more than 0,.5% of the

number of equity shares of a listed company.

- Bulk deal can be transacted by the normal trading window prosnded by brokers
throughout the trading hours in a day.

- Bulk deals are market driven and take place throughout the trading day.

- The stock broker, who facilitates the trade, is required to reveal to the stock
exchange about the bulk deals on a daily basis.
Bullk: orders are visible to everyone. If the bullke deal happens through a single
trade, it should be notified to the exchange immediately upon the execution of the

order. If it happens through multiple trades, it should be notified to the exchange

within one hour from the closure of the trading.

BASIS OF SENSEX

- Sensitive Index or Sensex i the stock market index indicator for the BSE. It 1s
sometimes referred as BSE S&P Sensex. It was first published in 1986 and is
based on the market weighed stock index of 30 companies based on the financial
performance. The large, established companies that represent various industrial
sectors are a part of this,

- The calculation of Sensex is done by a Free-Float method that came into existence
from September 1, 2003,

- The free-float method takes into account the proportion of the shares that can be
readily traded in the market. This does not include the ones held by various

sharchaolders and promoters or other locked-in shares not gvailable in the marloet.

C8 Vikas Vohra EEBE OTE OTE YES Academy for C8, Pune Page |176

Scanned with CamScanner



¥T Channel - YES Academy for C5 | Vikas Vohra, Corporate Baba Becuritles Laws — Marathon Notes
Steps to calculate Sensex:
- The market capitalization is taken into account. This is done by multiplying all the
zshares issued by the company with the price of its stock.
- BSE determines 8 Free-float factor that is 8 multiple of the market capitalization of
the company, This helps in determining the free-float market capitalization based
on the details submitted by the company.

- Ratio and Proportion are used based on the base index of 100. This helps to

determine the Sensex,

- National Stock Exchange Fifty or Nifty is the market indicator of NSE, It is a
collection of 50 stocks. It is also referred to as Nifty 50. It is owned and managed
by India Index Services and Products Ltd. (IISL).

- Nifty 13 calculated through the free-float marleet capitabzation weighted method. Tt
multiples the Equity capital with a price to derive the market capatalization.

- The Index is determined on a daily basis by taking into consideration the current
market value (free float market capitalization] divided by base market capital and

then multiplied by the Base Index Value of 1000.

MARKET SURVEILLANCE

Market surveillance is either conducted by the Regulators or Exchanges or both. In
India, the primary responsibility of market surveillance has been entrusted to Stock

exchanges and is being closely monitored by SEBL
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Market Surveillance is broadly categorised in 2 parts wiz,
- Preventive Surveillance and

- Post trade Surveillance

A. Preventive Surveillance -
- Stringent on boarding norms for Trading Members - Stringent net worth, back ground,

viability etc. checks while on boarding Trading Members.

- Index circuit filters - It brings coordinated trading halt in all equity and equity

derivative markets at 3 stages of the index movement, either way viz,, at 10%, 15% and

20% based on previous day closing index value,

- Trade Execution Range - Orders are matched and trades take place only if the trade

price iz within the reference price and execution range.

- Order Value Limitation - Maximum Order Value limit allowed per order.

- Cancel on logout - All outstanding orders are cancelled, if the enabled user logs out.

- Kill switch - All outstanding orders of that trading member are cancelled if trading

member executes kill switeh.

- Risk reduction mode - Limits beyond which orders level rislk management shall be

imibiated nstead of trade level,
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- Compulsory close out - Incoming order, if it results in member crossing the margins
available with the exchange, such order will be partially or fully cancelled, and further

dizallow the trading member to create fresh positions.

- Capital adequacy check - Refers to monitoring of trading member’s performance and
track record, stringent margin requirements, position limits based on capital, online

monitoring of member positions and automatic disablement from trading when limits are

hreached,

- Fixed Price Band / Dynamic Price band - Limits applied within which securities shall
maove; 80 that wvolatility is curbed orderliness iz bought about. For non-derivative
securities price band is 5%, 10%: & 20%. For Derivative products an operating range of

10M4 iz set and subsequently flexed based on market conditions.

- Trade for Trade Settlement - The settlement of serp’s available in this sepment 15 done

on a trade for trade basis and no netting off is allowed.

- Periodic call auction - Shifting the security form continuous to call auction method

- FRumour Verification - Any unannounced news about listed companies is tracked on
online baszis and letter zeeking clarification is sent to the companies and the reply

received is disseminated.

B. Post trade surveillance -
- End of day alert - Alerts generated using statistical tools. The tool highlights stocks

which hawve behaved abnormally form its past behaviour
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- Pattern recognition model - Models designed using high end tools and trading patterns

which itself identifies suspects involving in unfair trading practise.

-Transaction alerts for member - Az part of surveilllance obligation of members the alerts

are downloaded to members under 14 different heads.

RISK MANAGEMENT IN SECONDARY MARKET

The key risk management measures initiated by SEBI include:-

- Categorization of securities into groups 1, 2 and 3 for imposition of margins based
on their liquidity and volatility,

-  VaK baszed margining system.

- Specification of Mark to Market margins.

-  Specfication of Intra-day trading hmits and Gross Exposure Limits,

- Real time monitoring of the Intra-day trading limts and Gross Exposure Limits by
the Stock Exchanges.

- Specification of time limits of payment of margins.

= Collection of margins on upfront basis.
Index based market wide circuit breakers.

- Automatic de-activation of trading terminals in case of breach of exposure limits.

-  VaR based marpining svstem has been put in place based on the cateporization of
stocks based on the liquidity of stocks depending on its impact cost and volatility.

-  Additional marging have alzo been specified to address the balance 1% cases.

- Collection of margins from institutional clients on T+1 basis.
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