
 

 



  

 

 

1.1 

Financial Markets 
Study Session 1 

AMENDMENTS & ADDITIONS 

1.2 Importance of Financial Markets 

There are many social benefits that financial markets facilitate, including: 

 They provide individuals, companies, governments and quasi-government organizations access 
to capital; 

 People with surplus funds for investment get channels for  investment  and  are assured of  fair 
treatment as there is a regulator. If it is an unorganized place and not a proper market,  
transactions may go in the wrong direction. For instance, people with extra money access   the 
stock market in spite of being aware of the risk inherent in  it  as  they look for  higher return 
and assured of the transparency in the market because of the presence of SEBI. 

 Financial markets create jobs as there are many people involved in direct and indirect activities. 
For instance, the involvement of the brokers, underwriters, merchant bankers, custodians, 
depositories etc. in the financial markets. 

3. STAKEHOLDERS IN FINANCIAL MARKET (DOMESTIC AND GLOBAL) 

(iii) Regulators in financial market 

 (b) Reserve Bank of India: The Reserve Bank of India was established in 1935 with the 
provision of Reserve Bank of India Act, 1934. Though privately  owned initially, in 1949 it  
was nationalized and since then fully owned by Government of India (GoI). The preamble 
of the Reserve Bank of India describes its main functions as to regulate the issue of Bank 
Notes and keeping of reserves with a view to securing monetary stability in India  and 
generally to operate the currency and credit system of the country to its advantage. 

  Outside India: Federal Reserve (Fed) in the USA’s policies is  primarily driven by  growth  
and employment figures, at the expense of inflation. On the other hand, we have the RBI, 
whose policies are primarily driven by inflation, at the expense of  growth.  So  which 
approach is better depends upon the situation of the economy. In the USA and European 
Union, where rate of interest is very low encourages the industry to borrow at cheaper cost 
and contributes towards economic development and growth. However, in India, the aim 
of  RBI is to keep the rate of interest high to discourage the industry to borrow large amount 
of money and consequently to contain inflation. 

  However, recently, due to  the COVID-19 pandemic, RBI has  lowered the interest rates to  
give a firm push to the dwindling economic growth, but not by much. The reason is that 
too much lowering of interest rates will give not contain the rising inflation rate. So, what 
is the way out to keep interest rates low and bring them down further? 

  One solution is - given the prevailing environment, more proactive bond purchases will be 
required over a longer period of time to provide support to the bond market and the overall 
economy. Bank credit growth is expected to rise in the coming quarters even though NBFCs 
are likely to stay in consolidation mode. Banks are unlikely to be  able  to  support  both 
private credit demand and higher borrowings simultaneously. In this backdrop,  the  RBI 
needs to step in proactively to buy bonds and keep longer duration yields from  inching  
higher. 
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(iv) Administrative authorities to facilitate the financial market 

 (a) Association of Mutual funds of India  (AMFI) :  The  Association  of  Mutual  Funds  of  
India (AMFI) is dedicated to developing the Indian Mutual Fund Industry on professional, 
healthy and ethical lines and to enhance and maintain standards in all areas with a view 
to protecting and promoting the interests of mutual funds and their unit holders. 

  AMFI, the association of SEBI registered mutual funds in India of all the registered Asset 
Management Companies, was incorporated on August 22, 1995, as  a  non-profit 
organization. As of now, all the 42 Asset Management Companies that are registered with 
SEBI are its members. 

  The Mutual Fund Dealers Association of Canada (MFDA) is the national self-regulatory 
organization (SRO) that oversees mutual fund dealers in Canada. The MFDA was  
established in mid-1998 at the initiative of the Canadian Securities Administrators (CSA) 
in response to the rapid growth of mutual funds in Canada in the late 1980s from $40 
billion to $400 billion and recognition by the CSA that the mutual fund industry and 
investors would benefit from more effective regulation and oversight. As an  SRO, the 
MFDA is  responsible for regulating the operations, standards of  practice and  business 
conduct of  its Members  and their representatives with a view to enhancing investor 
protection and strengthening public confidence in the Canadian mutual fund industry. 

 

 

 

 

 

 

 

 



  

 

 

2.1 

Impact of Various Policies of Financial Market 
Study Session 2 

AMENDMENT & ADDITION 

1.3 Analytics of Credit Policy 

 (ii) Exchange Rate Channel – Appreciation of the domestic currency makes domestically 
produced goods more expensive compared to foreign-produced goods. The reason is that 
import from countries outside India will become cheaper and it will make the goods 
produced in India dearer in comparison. This will cause the net export to fall (because 
expensive good produced in India will have to be sold at a higher price and it will find few 
takers outside India). Consequently, domestic output and employment will also fall. 

  On the other hand, as rupee depreciates, exports become more profitable, because the 
exporter earns more rupees for exchanging dollar. On the other hand, imports become 
expensive as the importer needs to pay more rupees for the dollars billed. Industries linked 
to exports like pharma and IT benefit with depreciation, whereas those industries linked to 
imports (or having vital components of their product imported) have to bear higher input 
cost, which is ultimately passed on to the end users. (Source: Financial Express) 



  

 

 

3.1 

Capital Market - Primary 
Study Session 3 

LOS 2 : SEGMENTS OF CAPITAL MARKET 

2.5 Similarities between Primary and Secondary Market 

Some of the similarities between them are as follows: 

(a) Listing: 

 The securities issued in the primary market are invariably listed on a recognized stock exchange 
for dealings in them. Further trading in secondary market can also be carried out only through 
the stock exchange platform. The listing on stock exchanges provides liquidity as well as 
marketability to the securities and facilitates discovery of prices for them. 

(b) Control by Stock Exchanges: 

 Through the mechanism of Listing Obligations and Disclosure Requirement (LODR), Regulations, 
the stock exchanges exercise considerable control over the new issues as well securities already 
listed on the stock exchange. Stock Exchanges ensure that there is continuous compliance by 
the issuer company of the regulations provided in the LODR. 

 

LOS 3 : CAPITAL MARKET INSTRUMENTS 

(iii) Debentures / Bonds:  

  

 Yields and its Method of Calculation: There are number of methods for calculating yields. 
But the most common method is the Yield to Maturity (YTM). Yield to maturity (YTM) is the total 
return anticipated on a bond if the bond is held until it matures. Yield to maturity is considered 
a long- term bond yield but is expressed as an annual rate. In other words, it is the internal rate 
of return (IRR) of an investment in a bond if the investor holds the bond until maturity, with all 
payments made as scheduled and reinvested at the same rate. 

 The formula for computation of YTM is as follows: 

  𝑌𝑇𝑀 =           /  

  

LOS 4 : ASPECTS OF PRIMARY MARKET (NEW ISSUE MARKET) 

4.3 Issue Requirements 

 SEBI has laid down entry norms for entities making a public issue/ offer. The same are detailed 
below - 

 Entry Norms: Entry norms are different routes available to an issuer for accessing the capital 
market by way of a public issue. They are meant for protecting the investors by  restricting fund 
raising by companies if they do not satisfy the entry requirements. 

(i) An unlisted issuer making a Public Issue (i.e. IPO) is required to satisfy the following 
provisions: 
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 Entry Norm I (commonly known as “Profitability Route”) 

 The Issuer Company shall meet the following requirements: 

 (a) Net Tangible Assets of at least ₹ 3 crores in each of the preceding three full years of which 
not more than 50% are held in monetary assets. However, the limit of fifty percent on 
monetary assets shall not be applicable in case the public offer is made entirely through 
offer for sale. 

 (b) Minimum of ₹ 15 crores as average pre-tax operating profit in at least three of the 
immediately preceding five years. 

 (c) Net worth of at least ₹ 1 crore in each of the preceding three full years. 

 (d) If the company has changed its name within the last one year, at least 50% revenue for 
the preceding 1 year should be from the activity suggested by the new name. 

 If the company has issued Superior Rights (SR) equity shares to its promoters, it can go through 
an IPO subject to fulfilment of certain conditions which are provided in regulation 6(3) of SEBI 
(ICDR) Regulations, 2018. 

 To provide sufficient flexibility and also to ensure that genuine companies are not limited from 
fund raising on account of strict parameters, SEBI has provided the alternative route to the 
companies not satisfying any of the above conditions, for accessing the primary Market, as 
under: 

 Entry Norm II (Commonly known as “QIB Route”) 

 Issue shall be through book building route, with at least 75% of net offer to the public to be 
mandatorily allotted to the Qualified Institutional Buyers (QIBs). The company shall refund the 
subscription money if the minimum subscription of QIBs is not attained. 

(ii) A listed issuer making a public issue (i.e. FPO) is required to satisfy the following 
requirements: 

 (a) If the company has changed its name within the last one year, at least 50% revenue for 
the preceding 1 year should be from the activity suggested by the new name. 

  An issuer not satisfying the condition as stated above may make a further public offer only 
if the issue is made through the book-building process and the issuer undertakes to allot 
at least seventy five per cent of the net offer, to qualified institutional buyers and to refund 
full subscription money if it fails to make the said minimum allotment to qualified 
institutional buyers. 

  Certain other general conditions to be satisfied by the issuer with regard to further public 
offer are given as below: 

  (i) It has made an application to one or more stock exchanges to seek an in-principle 
approval for listing of its specified securities on such stock exchanges and has chosen 
one of them as the designated stock exchange, in terms of Schedule XIX; 

  (ii) It has entered into an agreement with a depository for dematerialization of specified 
securities already issued and proposed to be issued; 

 (c) All its existing partly paid-up equity shares have either been fully paid-up or have been 
forfeited; 

 (d) It has made firm arrangements of finance through verifiable means towards seventy five 
per cent of the stated means of finance for the specific project proposed to be funded from 
the issue proceeds, excluding the amount to be raised through the proposed public issue 
or through existing identifiable internal accruals. 

 However, there are no entry norms for a listed company making a right issue. 
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4.4 Minimum Promoter’s contribution and lock‐in 

 In a public issue by an unlisted issuer, the promoters shall contribute not less than 20% of the 
proposed issue size or to the extent of 20 % of the post issue capital which should be locked in 
for a period of 3 years. “Lock‐in” indicates a freeze on the shares. In case of a composite issue 
(i.e. further public offer cum rights issue), minimum promoter’s contribution is either to the extent 
of twenty per cent of the proposed issue size or to the extent of twenty per cent of the post issue 
capital excluding the rights issue component. In cases where the promoters contribution has 
been brought in and utilized, then a cash flow statement disclosing the use of funds in the offer 
document should be included. This provision ensures that promoters of the company have some 
minimum stake in the company for a minimum period after the issue or after the project for 
which funds have been raised from the public is commenced. 

4.15 Right Issue 

The rights issue involves selling of securities to the existing shareholders in addition to their current 
holding. As per section 62 of the Companies Act, 2013, where, at any time, a company having a 
share capital, proposes to increase its Subscribed Capital by the issue of further shares, such shares 
shall be offered to persons who, on the date of the offer, are holders of equity shares of the company 
in proportion, as nearly as circumstances admit, to the paid-up share capital on those shares by 
sending a letter of offer subject to the following conditions, namely:- 

(i) The offer shall be made by a notice specifying the number of shares offered and limiting a time 
not being less than fifteen days and not exceeding thirty days from the date of the offer within 
which the offer, if not accepted, shall be deemed to have been declined; 

(ii) Unless the articles of the company otherwise provide, the offer aforesaid shall be deemed to 
include a right exercisable by the person concerned to renounce the shares offered to him or 
any of them in favour of any other person; and the notice referred to in clause (above) shall 
contain a statement of this right; 

(iii) After the expiry of the time specified in the notice aforesaid, or on receipt of earlier intimation 
from the person to whom such notice is given that he declines to accept the shares offered, the 
Board of Directors may dispose them off in such manner which is not dis-advantageous to the 
shareholders and the company. 

(iv) The notice referred to above shall be dispatched through registered post or speed post or 
through electronic mode to the entire existing shareholders at least three days before the 
opening of the issue. 

Procedure for allotment of right issue of shares 

1. Call a Board meeting by issue notice of meeting and approve right issue including “letter of 
offer”, which shall include right of renunciation also. 

2. Send offer letter to all the existing members as on the date of offer through registered post or 
speed post or through electronic mode at least three days before the opening of the issue. 

3. Receive acceptance/renunciations/rejection of rights from members to whom offer has been 
sent & also from persons in whose favour right has been renounced. 

4. Call a Board meeting by issue of notice. Approve allotment by passing a Board Resolution. 

5. Attach list of allottees in form PAS-3, mentioning Name, Address, occupation, if any, and 
number of securities allotted to each of the allottees and the list shall be certified by the signatory 
of the form PAS - 3. 

6. File E-form MGT 14 for issue of Share (Allotment of shares & Issue of Share Certificate) & PAS 3 
(Return of Allotment) to ROC for allotment. 
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7. Make Allotment within 60 days of receiving of Application Money, otherwise it will be treated as 
deposits as per deposit rules. 

Examples of recent Right Issues and their implications 

 Rights offers have recently come to the forefront of corporate financing after the overwhelming 
response to Reliance Industries Ltd’s ₹ 53,124 crore issue, making it the most preferred 
fundraising route for Indian companies in the aftermath of the Covid-19 crisis. Over, half a 
dozen entities including Tata Power, Mahindra & Mahindra Finance, PVR, Aditya Birla Fashion 
and Shriram Transport have initiated to raise up to ₹ 10,000 crore through such offers. A record 
amount was raised through rights issuances in FY20. 

 Most companies are looking to reduce debt and strengthen balance sheets following the impact 
of Covid-19-related disruptions as the proceeds from the rights issues can be used to pay down 
existing debt, especially when they are unable to borrow more money and make the balance 
sheet look more acceptable to investors. 

 These companies are raising capital, not only to fortify the balance sheet for the current situation 
but also to take advantage of possible opportunities that can emerge in the crisis as SEBI has 
provided some relaxations to companies coming out with a right issue considering the difficulties 
they are facing in view of the pandemic. Such offers allows companies to raise capital by giving 
shareholders the right to subscribe to newly issued shares at a pre-determined price, normally 
at a discount, in proportion to their existing holdings. 

 After the aftermath of Covid – 19, large number of companies need capital either for working 
capital or to reduce debt. A right issue gives confidence to the lenders and customers that the 
promoters have faith in their business and are willing to bring their own money. Given that the 
stock prices have come down significantly in case of number of companies, right issue tend to 
reward the existing shareholders of the company and, at the same time, also help the companies 
to raise capital and improve their balance sheet position. 

4.16 Exit Offers (Delisting Offers and Strategic Issues) 

 With reference to capital market, the term ‘exit offers’ refers to delisting. So here we would be 
explaining the term delisting and provision/issues relating to delisting. 

 Delisting is actually the reverse of listing. So, what is the meaning of the term listing? Listing is 
basically a platform provided to the newly issued securities of the company in which sale and 
purchase of the securities of a company takes place. On the other hand, delisting means to 
permanently remove the securities of a listed company from a stock exchange. 

 Delisting of companies signifies a listed company moving out of the listing status on the stock 
exchanges. Broadly, delisting falls under two categories. One is voluntary delisting by the 
promoters of the company under which there is no regulatory compulsion under any statutory 
provisions to initiate delisting. The second category is mandatory delisting, which gets triggered 
due to some regulatory compulsion under statutory provisions. 

 Delisting in Indian capital market is governed by the SEBI (Delisting of Equity Shares) 
Regulations, 2009. These Regulations provide three different sets of provisions for delisting of 
equity shares under different circumstances which are as follows: 

 1. ‘Voluntary delisting’ means delisting of equity shares of a company voluntarily on 
application of the company under these regulations. The main delisting provision pertains 
to the voluntary delisting sought by the promoters of a company from the only recognized 
stock exchange giving exit opportunity to all public shareholders. 

 2. ‘Compulsory delisting’ means delisting of equity shares of a company by a recognizedStock 
exchange on any ground prescribed in the rules made under section 21A of the Securities 
Contracts (Regulation) Act, 1956. 
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 3. Special provision for delisting of small companies not frequently traded or with small 
number of shareholders. 

 These regulations are applicable to delisting of equity shares of a company from all or any of 
the recognized stock exchanges where such shares are listed. However these does not apply to 
any delisting made pursuant to a scheme sanctioned by the Board for Industrial and Financial 
Reconstruction under the SICA or by the NCLT under the Companies Act, 2013, if such scheme 
specify procedure to complete the delisting; or provides an exit option to the existing public 
shareholders at a specified rate. 

 According to the SEBI Delisting Regulations, a company cannot apply for delisting of its equity 
shares pursuant to Buy back of its equity shares, or preferential allotment made by the company. 
A company cannot go for delisting unless a period of three years has elapsed since the listing 
of that class of equity shares on any recognized stock exchange; or if any instruments issued by 
the company, which are convertible into the same class of equity shares that are sought to be 
delisted, are outstanding. No delisting of Convertible securities may be done. 

 Also, the above regulations further emphasize that after the proposed delisting from a 
recognized stock exchange, if the equity shares remain listed on any other recognized stock 
exchange which has nationwide trading terminals, no exit opportunity needs to be given to the 
public shareholders. 

4.16.1 Understanding delisting and the terms associated with it 

 The shareholders generally have queries about how reverse book building works and what 
happens to the shares after delisting? Here are some simplified delisting terms. 

What is reverse book building? 

 Reverse book building is a process used for efficient price discovery. Once a company announces 
a delisting plan, public shareholders can tender their shares at or above the floor price. 

 Shareholders can do this through an online bidding system on the stock exchanges, which stays 
open for five days. 

How is exit price discovered? 

 The exit offer price or discovered price is one at which the shares tendered take the holding of 
the promoter or acquirer to at least 90% of the paid-up capital. In the case of Vedanta, about 
900 million shares were tendered at below ₹ 160 apiece, another 150 million shares were 
tendered at between ₹ 160 and ₹ 300 each, while about 320 million shares were offered at ₹ 
320. These 320 million shares took the total cumulative number of shares to 1.34 billion, the 
quantity needed to meet the 90% threshold. So the discovered price was ₹ 320. 

What's next? 

 The promoter can accept or reject the discovered price within five working days. If the discovered 
price is accepted, then the shareholders must be paid within 10 working days. Where the bids 
are not accepted, the shares offered must be returned within 10 working days. The shares 
returned can be tendered to the promoter within a year of the delisting date at the discovered 
price. 

What is a counter-offer? 

 If the discovered price is not acceptable, the promoter can make a counter-offer within two 
working days. The counter-offer should be above the company’s book value and below the 
discovered price. Shareholders can withdraw the shares they tendered during the reverse book 
building within 10 working days of the counteroffer. Public shareholders who hadn’t tendered 
their shares during the reverse book building can do so during the counteroffer. The company 
should publicly announce the counter-offer within four working days of the closure of reverse 
book building and the process must start within seven working days of the announcement. 
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Counter-offer bidding will remain open for five days and the result should be announced in five 
working days. 

4.16.2 Explained: Failure of Vedanta Delisting 

 Vedanta announced on October 2020 that it had failed to garner the number of shares required 
to complete its delisting process from the stock market. Let us look at the process of delisting 
and the how Vedanta fell short of garnering the threshold amount of 90% of shares of the 
company, even after public records initially showed that offers by shareholders had crossed that 
threshold. 

How does the delisting process work? 

 In the delisting process, the promoters of a company launch a reverse book building process in 
which shareholders can tender their shares for purchase by promoters at a set price. The 
discovered price is the price tendered by shareholders at which the company is able to cross the 
threshold of 90% stake required to complete the delisting process. Therefore, the lowest price 
at which the company can complete the acquisition of 90% of shares is the discovery price. 

What were the problems in the Vedanta delisting? 

 Vedanta announced that it was able to garner offers for only around 125 crore shares instead 
of the 134 crore shares required for the delisting process to go through. Earlier public records, 
however, show that Vedanta had received offers of over 137 crore shares. Experts note this 
discrepancy was a result of certain offers of share sales not being confirmed by foreign 
shareholders. 

 The Foreign shareholders hold shares through a custodian, but custodians are not allowed to 
participate in the secondary market and therefore bids are tendered by brokers. Therefore, any 
bids placed by the broker were required to be confirmed by the custodians and that in this case, 
there were an unusually large number of unconfirmed bids leading to the company not meeting 
the 134 crore share threshold. 

 An expert also viewed that this process could be used to artificially reach the 90% threshold in 
cases where some bidders do not even own the shares, thereby giving a push to smaller 
shareholders to participate in a delisting process that they believe is likely to succeed. The expert 
noted that that the investigation ordered by SEBI was necessary to ascertain why there had been 
such a large number of unconfirmed bids. 

Were unconfirmed bids the only reason the delisting failed? 

 The key issue according to some experts was the discovered price at which Vedanta would be 
required to acquire a significant portion of shares. While a number of institutional investors had 
offered their stakes at around ₹ 170, LIC, which holds 6.37% stake in Vedanta, and some smaller 
investors had offered shares at a price of ₹ 320. Therefore, Vedanta would have been required 
to pay well over the ₹ 160-₹ 170 per share they had budgeted for a significant proportion of 
shares and would likely have rejected the offer at the end of the process even if they had been 
able to meet the 90% threshold of shares offered through the process. 

 Another expert opined that key issue was that while the promoters wanted to delist at a price of 
around ₹ 160, they were only able to collect bid at this level for around 96 crore or 70 % of the 
shares as some shareholders may have felt that the value of the stock was much higher as it 
was trading at around ₹ 320 in 2018. 



  

 

 

4.1 

Capital Market - Secondary 
Study Session 4 

LOS 3 : STOCK MARKET ORGANIZATION IN INDIA 

(iii) Depository System 

 A major reform of the Indian stock markets has been the introduction of the depository system 
and scripless trading mechanism. The Depository Act was passed in 1996 to provide further fillip 
to the process. 

 The issuers should enter into an agreement with the depository to enable the investor s to 
dematerialize the securities. 

 Before the depository system came into being, the market suffered from various drawbacks 
including thefts and forgeries of share certificates. Moreover, dealing in the physical mode had 
its own limitations which inhibited the growth of the capital market in India. These shortcomings 
were acutely felt more so after the liberalization of the economy. To address all such issues the 
Central Government enacted the Depositories Act, 1996, with retrospective effect from 
September 20, 1995. 

 Is it compulsory for every investor to hold securities in the demat form or can he also hold shares 
in the physical form? The Depositories Act provides that every person subscribing to securities 
offered by an issuer has the option to receive the security certificates or hold securities with a 
depository. However, investors need to note that while securities can be held by way of 
certificates, dealing in the market is permitted only if the securities are in the demat mode. 

 When an investor holds securities in the physical form, the certificates bear serial numbers, the 
distinctive numbers, etc. However, when the securities are held in demat mode, they are akin 
to money lying in the bank account. Therefore, there is no question of certificate numbers or 
distinctive numbers, though the quantity will remain the same. 

 As in the case of certificates, holders of securities in demat mode (called beneficial owners) can 
create a pledge or hypothecation in respect of the securities held by them. In such cases, it is 
necessary for the beneficial owner to inform the depository of the pledge or hypothecation 
created by him. The depository concerned has to make a noting in its records to that effect. 

 Another query which emerges is that can an investor, who has opted for holding the securities 
in demat form, ask for certificates on opting out of the depository. The answer is - a beneficial 
owner has a right to opt out of the depository at any time he or she may desire. In fact, the 
depository has to note the request in its records and also convey the same to the company. The 
company is obliged to issue the certificates in respect of the securities within 30 days of the 
receipt of the intimation from the depository. 

 What can an investor do if a depository or any participant or an issuer fails to redress his 
grievances? A complaint should be lodged with SEBI giving the necessary particulars in the 
prescribed form. SEBI would write to the concerned party asking it to redress the grievances of 
the investors within a specified time. In exceptional circumstances SEBI may grant further time 
for redressing the grievances. However, if the depository or the participant indulges in dilatory 
tactics or neglects to redress the grievances, SEBI has power to proceed against such defaulting 
party and impose penalty. In fact, SEBI has come down heavily on various market intermediaries 
as also the defaulting companies which ignore the investors and fail to redress their grievances. 
The heavy penalties that SEBI can impose and in many cases it has done so have come as an 
eye opener for various market players. 
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Secondary Market Structure 

SEBI Registered Market Intermediaries 

Market Intermediaries 2010- 
11

2011-12 2012- 
13

2013- 
14

2014- 
15 

Apr 
14- 

 Dec 14

Apr 
15- 

Dec 15
1 2 3 4 5 6 7 8
Stock Exchanges (Cash 
Market) 

19 19 19 16 15 14 5

Stock Exchanges (Derivatives 
Market) 

2 2 3 3 3 3 3

Stock Exchanges (Currency 
Derivatives) 

4 4 4 4 3 3 3

Stok Exchanges (Commodity 
Derivatives Market) 

Na Na Na Na Na Na 12

Brokers(Cash Segment) 9,235 9,307 10,128 9,411 5,899 7,306 4,824
Corporate Brokers(Cash 
Segment) 

4,563 4,672 5,113 4,917 3,677 4,196 3,405

Sub-brokers(Cash Segment) 83,952 77,165 70,178 51,885 42,409 44,540 36,683
Brokers(Equity Derivatives) 2,301 2,337 2,957 3,051 2,761 3,008 2,762
Brokers(Currency Derivatives) 1,894 2,173 2,330 2,395 2,404 2,406 2,408
Foreign Institutional Investors 1,722 1,765 1,757 1,710 Na Na Na
Sub-accounts 5,686 6,322 6,335 6,344 Na Na Na
Foreign Portfolio Investors (FPIs) Na Na Na Na 1,444 782 3,491
Deemed FPIs Na Na Na Na 6,772 7,360 5,114
Custodians 19 19 19 19 19 19 19
Depositories 2 2 2 2 2 2 2
Depository Participants 805 854 865 857 854 858 853
Merchant Bankers 192 200 199 197 197 198 191
Bankers to an Issue 55 56 57 59 60 60 62
Underwriters 3 3 3 3 2 2 2
Debenture Trustees 29 32 32 31 32 32 31
Credit Rating Agencies 6 6 6 6 6 6 7
KYC Registration Agency 
(KRA) 

Na Na 5 5 5 5 5

Venture Capital Funds 184 207 211 207 201 201 200
Foreign Venture Capital 
Investors 

153 175 182 192 204 201 213

Alternative Investment Funds Na Na 42 101 135 125 189
Registrars to an Issue & Share 
Transfer Agents 

73 74 72 71 72 71 73

Portfolio Managers 267 250 241 212 188 193 201
Mutual Funds 51 49 52 50 47 49 47
Investment Advisors Na Na Na 129 271 239 373
Research Analysts Na Na Na Na 26 0 233
Collective Investment 
Management Company 

1 1 1 1 1 1 1

Approved Intermediaries 
(Stock Lending Schemes) 

2 2 2 2 2 2 2

STP (Centralised Hub) 1 1 1 1 1 1 1
STP Service Providers 2 2 2 2 2 2 2
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LOS 4 : DEMUTUALIZATION OF STOCK EXCHANGES 

 Demutualization is the process by which any member owned organization can become a 
shareholder owned company. Such a company can either be listed on a stock exchange or be 
established as a closely held company. In simple words, a demutualized stock exchange is 
basically a company form of organization in which the company goes public and owners will be 
given equity shares. 

 Earlier (i.e. prior to 1991), all stock exchanges in India are broker owned and broker controlled. 
In other words, it is the brokers who collectively owned, controlled and managed these 
exchanges. However, the ownership and managership of these stock exchanges led to a conflict 
of interest where the interest of these brokers was given prominence than the investors. 

 These led to price rigging, frequent payment crises on stock exchanges and misuse of official 
position by office bearers. Therefore, demutualization of stock exchange was resorted to instill 
confidence in the minds of the investors. 

 So, through the demutualization process, a stock exchange becomes a profit making company 
and a tax paying entity. Demutualization separates the ownership and control of stock exchange 
from the trading rights of members. This reduces the conflict of interest and also the chances of 
brokers using the trading mechanism for personal gains. 

 In November 2002, SEBI approved the uniform model of corporatization and demutualization 
of stock exchanges, recommended by the Kania Committee. Further, Securities Contract 
Regulation Act was amended on October 12, 2004, through an ordinance, making it compulsory 
for the exchanges to convert into corporate entities and delink their broker members from the 
management. The ordinance restricts brokers’ representation in the governing body of stock 
exchanges to 25%. It also reduces their shareholding from 100% to 49%. Moreover, 51% of the 
stake of the stock exchange should be held by the public. This segregation was initiated to 
safeguard the interest of shareholders, bring greater transparency and efficiency of stock 
exchanges. 

Advantages of Demutualization 

(i) Enable stock exchanges to have more access to funds for investment in technology. 

(ii) Facilitate merger and acquisition of other exchanges. 

(iii) Facilitate alliances with other stock exchanges. 

(iv) Benefit to members of the stock exchange as their asset becomes liquid. 

(v) Members get share of the profits made by exchanges through dividends. 

(vi) Makes operations of the stock exchanges transparent. 

(vii) Transparency brings better governance. 

LOS 5 : SHARE TRADING IN SECONDARY MARKET 

5.2 Buy Back of Shares 

What is a buyback? 

 The buyback is a process in which a company uses its surplus cash to buy shares from the public. 
It is also called Share Repurchase. It is almost the opposite of initial public offer in which shares 
are issued to the public for the first time. In buyback, shares which have already been issued are 
bought back from the public. And, once the shares are bought back, they get absorbed and 
cease to exist. 

 For example, a company has one crore outstanding shares and having a huge cash pile of ₹ 5 
crores. Since, the company has very limited investment options it decides to buyback some of its 
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outstanding shares from the shareholders, by utilizing some portion of its surplus cash. 
Accordingly, it purchases 10 lakh shares from the existing shareholders by paying₹ 20 per share, 
i.e. total cash of say, ₹2 crore. 

 The concept of buyback can be cleared with the help of the following diagram: 

 

 

 

 

 

 

 

 

Effects of Buyback 

There are several effects or consequences of buyback, some of which are as follows: 

(i) It increases the proportion of shares owned by controlling shareholders as the number of 
outstanding shares decreases after the buyback. 

(ii) Earning Per Share (EPS) escalates as the number of shares reduces leading the market price of 
shares to step up. 

(iii) A share repurchase also effects a company’s financial statements as follows: 

 (a) In balance sheet, a share buyback will reduce the company’s total assets position as cash 
holdings will be reduced and consequently as shareholders' equity get reduced it results in 
reduction on the liabilities side by the same amount. 

 (b) Amount spent on share buybacks shall be shown in Statement of Cash Flows in the 
“Financing Activities” section, as well as from the Statement of Changes in Equity or 
Statement of Retained Earnings. 

(iv) Ratios based on performance indicators such as Return on Assets (ROA) and Return on Equity 
(ROE) typically improve after a share buyback. This can be understood with the help of following 
Statement showing Buyback Effect of a hypothetical company using ₹ 1.50 crore of cash out of 
total cash of ₹ 2.00 crore for buyback. 

 Before Buyback After Buyback (₹ )
Cash (₹ ) 2,00,00,000 50,00,000
Assets (₹ ) 5,00,00,000 3,50,00,000
Earnings (₹ ) 20,00,000 20,00,000
No. of Shares outstanding (Nos.) 10,00,000 9,00,000
Return on Assets (%) 4.00% 5.71%
Earnings Per Share (EPS) (₹ ) 2 2.22

 As visible from the above figure, the company's cash pile has been reduced from ₹ 2 crore to ₹ 
50 lakh after the buyback. Because cash is an asset, this will lower the total assets of the 
company from ₹ 5 crore to ₹ 3.5 crore. Now, this leads to an increase in the company’s ROA, 
even though earnings have not changed. Prior to the buyback, its ROA was 4% but after the 
repurchase, ROA increases to 5.71%. A similar effect can be seen in the EPS number, which 
increases from ₹ 2 to ₹ 2.22. 
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Why buybacks are being favoured by companies? 

There are several reasons why a company chooses buyback, some of which are as follows: 

(i) A business organization needs cash to either expand its operations through acquisition of other 
businesses or grow its capacity by purchasing machinery, plant, furniture or other kinds of assets. 
Therefore, too much cash is not considered good as it shows that cash is lying idle without being 
utilized in any manner. 

(ii) A company may reduce some of its dividend liability by buying back shares thereby providing 
cash in the hands of shareholders and reducing cost. 

(iii) Also, company will save on the dividend distribution tax @15% if they opt for buy back instead 
of declaring dividend to shareholders. Now, as per Finance Act, 2020, all dividends received on 
or after 1 April, 2020 is taxable in the hands of the investor/shareholder. 

(iv) Further, a company’s earnings per share (EPS) increases as the numbers of shares reduce 
because EPS is PAT (Profit after Tax) divided by total outstanding shares. This leads to spurt in 
the market price of shares. 

(v) Moreover, by going for buyback, the company may give a signal to the investors that there are 
not any worthwhile investment opportunities for the company to increase capacity or through 
acquisitions. 

(vi) Another reason to opt for buyback is when a company feels that the current market value of its 
shares is under priced and is confident of its business and potential future value to investors. 

Legal requirements to be satisfied in case of a Buyback 

A company going for a buyback has to comply with the some of the legal requirements as 
given in Companies Act, 2013 which are as follows: 

(i) a company may purchase its own shares or other specified securities out of— 

 (a) its free reserves; 

 (b) the securities premium account; or 

 (c) the proceeds of the issue of any shares or other specified securities 

(ii) the buy-back is authorised by its articles. 

(iii) a special resolution has been passed at a general meeting of the company authorising the buy-
back. However, where a buy-back is 10% or less of the total paid-up equity capital and free 
reserves of the company, only a board resolution is required. 

(iv) the buy-back is 25% or less of the aggregate of paid-up capital and free reserves of the 
company. 

(v) the ratio of the aggregate of secured and unsecured debts owed by the company after buy- back 
is not more than twice the paid-up capital and its free reserves. 

(vi) all the shares or other specified securities for buy-back are fully paid-up. 

(viii) the buy-back of the shares or other specified securities listed on any recognized stock exchange 
is in accordance with the regulations made by the Securities and Exchange Board of India (SEBI) 
in this behalf. 

(ix) A declaration of solvency is required to be filed with the SEBI and the Registrar of Companies 
(ROC). An unlisted company is required to file such declaration only with the ROC. 

When investors should opt for buyback? 

 The investors may opt for buyback of shares if the price offered to them is at a premium on the 
market price. In such a scenario, the buyback may be an attractive proposition. For example in 
case of Tata Consultancy Services (TCS) buyback, the offer price is ₹ 2850 per share while the 
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current market price is around ₹ 2505. So, in case of TCS, offer price is at about 14% premium. 

 Therefore, if a shareholder goes by the famous quote, “a bird in the hand is worth two in the 
bush”, he may be inclined to accept the buyback offer, if buyback premium is more than the 
market price. However, if the investors can make out that management is continuously putting 
its effort to improve shareholder value, then the long term investor may not go for the buyback 
offer. The reason is that may be, in the next few years, market price of shares may upstaged the 
premium price of buyback offer. 

 On the other hand, opting for a buyback makes sense if the share price in the market is 
overvalued (i.e. there is very little chance that share price may increase any further in near 
future), or if there is firm belief that there are not enough opportunities for a firm to grow 
earnings. 

Factors to be considered in buy back option by the investor 

 Acceptance ratio is also a very important factor in buy back. Acceptance ratio is the proportion 
of shares accepted by the company from the shareholders for buyback out of the shares tendered 
by the shareholders. In case of the buyback offer of TCS, only 3% of total shares tendered by 
each of shareholders are accepted by the company. So, if we go by the TCS example, if a 
shareholder is holding e.g. 1000 shares, it doesn’t mean that TCS will buyback all the 1000 
shares. In this case, it will buyback only 30 shares. 

 Another factor which is to be considered by investors while buying back the shares of a particular 
company is that whether promoters are participating in buyback or not. If there is promoter 
participation, the buyback is likely to be positive for the shares in the long run. 

Recent Buyback rush and its implications 

 Buybacks are in vogue due to a change in the tax laws. The dividend distribution tax, which has 
to be paid by the company, has been abolished. From 2020-21, the shareholders have to pay 
income tax on dividends received. On the other hand, the shareholder, who accepts a buyback 
offer, is no longer liable to pay capital gains tax on the associated profits. Consequent to these 
changes, buybacks have become a more attractive way for promoters to reward themselves and 
other large shareholders, compared to paying dividends. The impact is already apparent. The 
tally so far this financial year stands at over Rs. 28,000 crore, including the recent buybacks 
announced by TCS and Wipro. This exceeds the buyback quantum for 2019-20, by a massive 
42%, with almost six months still to go in the current fiscal. 

 But tax efficiency versus a dividend payout is just one reason for any company to offer buybacks. 
There are several deeper implications when a business chooses to offer a buyback. In the 
simplest case, this means the business is depleting its reserves to return cash to shareholders. 
Reserves consist of accumulated profits. This is the cheapest cash at a company’s disposal. If a 
company is offering a buyback, it does so in preference to investing cheap funds in growing 
these business, or in retiring debt (if it has any). Hence, a buyback implies that the firm does not 
think it can generate returns on cheap cash, which indicates it is not optimistic about growth 
prospects. Buybacks don’t make strategic sense when there are growth prospects. Even paying 
may not be an optimal strategy in such situations. A company may deliver far higher returns by 
ploughing profits back into generating growth. This will be reflected in rising share prices. 
Amazon (listed in 1997) has never paid dividends; Microsoft issued its first ever dividend in 2003, 
some 22 years after listing; and Apple did not pay dividends between 1995 and 2012. 

 Unlike dividends, a buyback permanently changes the balance sheet structure, and it must come 
at a substantial premium over current share price to be attractive. One a buyback is completed, 
there are fewer outstanding shares, and maybe, fewer shareholders and different shareholding 
patterns, If the business stats profitable, earnings per share may increase in future, due to a 
smaller equity base. This can push up valuations. Shareholder must take this possibility into 
account when weighing the current gains of opting for buyback, versus retaining shares in the 
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hopes of future profits. 

 Given the tax changes, a buyback is a tax efficient way for promoters to reward themselves. But 
in theory, promoters with low stakes could loses control if they subscribe to buybacks over long 
periods. On the other hand, promoters could also consolidate and increase stakes by not 
offering their shares, while minority shareholders exit. In mature first world economies with low 
growth, buybacks make sense for established businesses. 

Delisting versus Buyback 

 Generally delisting is confused with buyback which is wrong since it is the process by which a 
listed security is removed from the exchange on which it trades. The major differences between 
buyback and delisting of shares are as follows: 

 (1) In case of delisting, buyback of shares compulsorily happens while buyback offer does not 
lead to delisting of shares. 

 (2) Delisting can happen in case of two circumstances. One, a company may delist its shares 
voluntarily. Two, a company’s stock may be compulsorily removed from an exchange if the 
company does not comply with the listing requirements of the exchange. However, there 
is no compulsion upon a company to execute buyback. 

 (3) In case of delisting, entire share capital of the company is extinguished. But, in case of 
buyback, only some portion of the total capital is offered to the shareholders for buyback. 

 (4) Delisting can happen in case of a listed company only. While buyback can take place in 
case of both listed and unlisted company. 

LOS 7 : RISK MANAGEMENT IN SECONDARY MARKET 

III. Trading and Settlement 

 Rolling settlement is basically settlement of transaction in stock market in a certain number of 
days after the trade is agreed. 

 Rolling settlement can be explained with the help of following table: 

Rolling Settlement 

Activity Description of Activities Day Timings 
Trading Trading by investors T day  
Clearing National Securities Clearing Corporation Ltd. 

(NSCCL) confirms the trade from stock 
exchange. Then, NSCCL process and download 
obligation files to brokers. 

T + 1 By 1.30 P.M. 

Settlement Pay-in of securities and funds to NSCCL. 
NSCCL gives pay out of securities and funds. 

T + 2 By 10.30 A.M. 
 
By 1.30 P.M. 

 The above chart has been explained as follows: 

 Trading Day (T Day) 

 T stands for trading. Trading can be done during the entire day i.e. from 9.00 A.M. to 3.30 P.M. 
Trading can be done on any working day (except Saturday and Sunday and other holidays as 
intimated by the stock exchange from time to time). During the trading process, one investor 
buys the shares and other investor sells the shares. After the execution of trading, the buyer 
receives the shares and the seller receives money for the shares he parted. 
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 Clearing Activities (T+1 day) 

 Clearing is a process of determination of obligations, after which obligations are discharged by 
settlement. On the T+1 day i.e. one day after the trading day, first of all, the National Securities 
Clearing Corporation Ltd. (NSCCL) confirms the trade executed during the day from the Stock 
Exchange which helps it to determine the obligation of each member (broker) in terms of funds 
and securities. After that, the netting of obligations is done. This entire process of determining 
the obligation is done by the custodians/clearing corporation which works under the NSCCL. 
Once the netting of obligation is done, all the files are processed and downloaded so that each 
broker knows what he has to pay-in and receive. 

 Netting explained 

 Suppose, an investor buys 100 shares @ ₹ 2000 each on Monday and sell those shares @ 2500 
each on the same day. His net obligation in terms of funds and securities will be calculated on 
Tuesday. In terms of securities, his net obligation is nil as he has sold all the shares he bought. 
So, he will neither receive nor give any security. On the other hand, his net monetary obligations 
will be calculated taking into account his buying and selling amount. In this case, the net amount 
he is receiving is ₹ 50000 (100 shares x ₹ 2500 – 100 shares x ₹ 2000).This pay-in and pay-out 
of funds are calculated on T+2 day i.e. on Wednesday. 

 Settlement Activities (T+2 Day) 

 On the second working day i.e. T+2 day, all the brokers has to pay-in the required funds and 
securities to the NSCCL by 10.30 A.M. giving the required instructions to the respective clearing 
banks and members on the same day. Moreover, by 1.30 on the same day, brokers get the 
required funds through the NSCCL. This is called pay-out of funds. 

 Pay-in and pay-out of funds explained 

 Pay-in of funds take place when NSCCL gives the required funds to the clearing corporation by 
giving instructions to the clearing bank which credits the account of clearing corporation and 
debit the accounts of clearing bank. This is called pay-in of funds. After that, the NSCCL gives 
electronic instructions to the clearing banks to credit accounts of clearing members and debit 
accounts of the clearing corporation. This is called pay-out of funds and it completes the 
settlement cycle. 

 Pay-in and pay-out of securities explained 

 Pay-in of securities means that shares that the shareholder wants to sell are picked up from their 

 Demat account and transferred to the broker's account. All these shares are then delivered to 
the clearing corporation. In pay-out of securities, the shares that the investor wants to buy are 
received from the clearing corporation and then transferred to the broker's account. After that, 
the shares are transferred from the broker’s account to the buyer’s demat account. 

 Initiative by SEBI recently to introduce T+1 Settlement 

 The Securities and Exchange Board of India (SEBI) has set the ball rolling for a faster trade 
settlement in the Indian stock market. The capital markets regulator has sounded out clearing 
corporations of stock exchanges and custodian banks on the feasibility of cutting down the 
settlement cycle to T+1 — an abbreviation for Trade plus one day — from the existing T+2. 

 At present, trades on Indian stock exchanges are settled within two days after they take place. 
An adoption of the T+1 system would mean the settlement happens the next day. In other 
words, a T+1 system would mean that trades will be settled the day after the transaction. So, a 
buyer would get the shares in the demat account and the seller would get the sale proceeds the 
next day. The move is aimed at making the market more efficient by reducing the time between 
cutting a deal and its conclusion, though some intermediaries have pointed out the strain it 
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would cause on the market infrastructure besides tightening liquidity for many domestic 
investors. 

 The tightening of the settlement linked risk processes in the wake of the new norms on upfront 
margins have made it possible for SEBI to consider a shift to T+1 settlement. The tighter margin 
rules require investors to deposit an initial amount with the broker or pledge an equivalent value 
of shares before a trade is executed. In another key change in the settlement system, brokers 
have begun transferring shares that were sold to the depositories the same day. Earlier, such 
transfers used to happen the next day. Big investors, who have not given their brokers the Power 
of Attorney (PoA) to access their demat accounts, too, have begun transferring the sold shares 
on the same by using the depositories’ online share transfer systems — CDSL’s Easiest and 
NSDL’s Speed-e. 

 Feasibility of SEBI’s recent twin track settlement system 

 The Securities and Exchange Board of India (SEBI) is reportedly planning a twin-track trade 
settlement regime, after its earlier proposal to shorten the cycle met with stiff opposition from 
foreign portfolio investors. Under the twin-track system, traders can either opt to settle trades 
by the next trading session (T+1), or can stick to the current settlement time period of T+2 
sessions. While a twin-track system may seem strange, it would be a pragmatic decision, if at 
all the settlement cycle is tightened. Overseas investors have practical problems complying with 
a T+1 system. Foreign portfolio investors hold an estimated 20% or more of India’s market cap, 
and also generate much larger share of the daily trading sessions. 

 The Asia Securities Industry and Financial Markets Association (ASIFMA) has made the point that 
FPIs need to reconcile operations across multiple time zones. Indian Standard Time is many 
hours ahead of Europe and America, and many hours behind the eastern financial centres in 
Japan, South Korea. Mainland China, Singapore and Hong Kong. By the time a trading session 
ends in Mumbai, it is late at night of the same day in Tokyo (or very early in the morning in New 
York). The paperwork can, therefore, only be sorted out the next day by an East Asia based FPI. 
Hence, a T+2 settlement becomes T+1 in effect, so far as institutions based in East Asia are 
concerned. 

 As ASIFMA has pointed out in a letter to SEBI, enforcing a T+1 settlement could create new 
systematic risks because such a FPI would have little time to arrange payment, or deal with any 
potential problems. Apart from any issues that may arise with equity or derivatives trade in itself, 
a further complication is caused by the fact that an FPI may need to arrange forex conversion. 
Such a forex transaction would need to be pre-booked to adhere to a shorter settlement period 
of T+1. This is an unwieldy process. It would obstruct FPIs from trading at will if there is any 
news based trigger affecting Indian Markets, and this may also introduce new systematic risks 
for the exchanges. 

 Another point traders have made is that T+2 is the global norm across most major international 
exchanges, with the exception of Mainland China. This is precisely due to the complications of 
reconciling paperwork across times zones even in hard currency trades where there are no 
conversion issues. In addition, the extra time allows for tax complications to be sorted out. 

 There has never been a meaningful default by an FPI. Hence, the regulator and the financial 
exchanges should not really be concerned about continuing to give an extra 24 hours of grace. 
So, moving to a twin track system where traders have an option to stick to the T+2 settlement 
cycle would be a reasonable decision. At the same time, traders who may wish to enjoy a faster 
settlement would be able to avail of the new T+1 cycle. Of course, it remains to be seen how 
exactly SEBI will design and notify a twin-track settlement cycle if it decides to proceed along 
these lines. Tightening settlements has been on the cards for many years, but the regulator will 
need to consider all the variables carefully. However, for now, SEBI has deferred T+1 settlement 
plan keeping in view the concerns of the foreign portfolio investors. 



.  

 

 

5.1 

Money Market 
Study Session 5 

AMENDMENTS & ADDITIONS 

3.2 Treasury Bills (TBs) 

3.2.3 Advantages to Investors 

 The PDs are basically those organizations who are registered with RBI and have the license to 
buy and sell securities on their behalf. They generally buy government securities from the RBI 
and sell them to other buyers. They act as underwriters in the primary market and market makers 
in the secondary market. 

 

5. DETERMINATION OF INTEREST RATES 

(ii) What is 'LIBOR'? 

 Replacement of LIBOR with SOFR 

 The secured overnight financing rate (SOFR) is a benchmark interest rate for dollar-denominated 
derivatives and loans that is replacing the London interbank offered rate (LIBOR). Interest rate 
swaps on more than $80 trillion in notional debt switch to the SOFR in October 2020. This 
transition is expected to increase long-term liquidity but also result in substantial short-term 
trading volatility in derivatives. 

 SOFR is based on transactions in the Treasury repurchase market and is seen as preferable to 
LIBOR since it is based on data from observable transactions rather than on estimated borrowing 
rates. The secured overnight financing rate, or SOFR, is an influential interest rate that banks 
use to price U.S. dollar-denominated derivatives and loans. The daily secured overnight 
financing rate (SOFR) is based on transactions in the Treasury repurchase market, where 
investors offer banks overnight loans backed by their bond assets. 

 SOFR is preferable to LIBOR  because  unlike  the  LIBOR,  there’s  extensive  trading  in  the  
Treasury repo market—roughly 1,500 times that of interbank loans as of 2018—theoretically 
making it a more accurate indicator of borrowing costs. Moreover, the secured overnight 
financing rate (SOFR) is based on data from observable transactions rather than on estimated 
borrowing rates, as is sometimes the case with LIBOR. 

 For now, the LIBOR and the secured overnight financing rate (SOFR) will coexist. However, it’s 
expected that the latter will supplant the LIBOR over the next few years as the dominant 
benchmark for dollar-denominated derivatives and credit products. As things stand, the goal is 
to phase out of  the LIBOR by 2021. (Source : Investopedia) 

 

LOS 9 : DAY COUNT CONVENTION 

 Day Count Convention defines the way in  which interest accrues over time. Generally, we 
know the interest is earned for some reference period, (for example, the time between coupon 
payments), and we are interested in calculating the interest earned over some other period. 

 In other words, Day count convention specifies the number of days that a year contains 
according to the bond market. The number of days in a year is important for the calculation of 
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the interest that has been accrued on the bond. However, the day count convention is not 
followed uniformly around the world. The trader in the Bond Market must have the knowledge 
of the type of convention being used in a particular market as each market follows its own 
convention. Further, day count conventions can be segregated into three components: 

 The year is assumed to be composed of 360 days 

 The year is assumed to be composed of 365 days 

 The year is assumed to be composed of the actual number of days i.e. 365 or 366 in a 
leap year 

 So, Day Count Convention refers to the method used for arriving at the holding period 
(number of days) of an instrument to calculate the accrued interest. The various types of day 
count conventions are explained as follows: 

 30/360 convention means that irrespective of the actual number of days in a month, the 
number of days in a month is taken as 30 and the number of days in a year is taken as 
360. Indian Bond Market, mortgage-backed securities use the 30/360-day count 
convention 

 Actual/365 uses the actual number of days in a month, whereas the number of days in a 
year is taken as 365 days. Indian Money Market instruments use this convention. For 
example, Treasury bond or G- Sec bonds etc. 

 Actual/Actual convention uses the actual number of days in the month and the actual 
number of days in the year, i.e. 366 days for a leap year. Indian corporate bonds use 
Actual/Actual day count convention 

 Actual/360 counts the actual number of days in a month, but uses 360 as the number of 
days in the year. This convention is used mainly for commercial paper, T – Bills and other 
short term debt instrument. 

 The day count convention method has been illustrated below with the help of following example: 

 Day Count Convention 
Field 30/360 Actual/360 Actual/365 Actual/Actual* 
Starting Date 01-May-18 01-May-18 01-May-18 01-May-18 
Settlement Date 01-Aug-18 01-Aug-18 01-Aug-18 01-Aug-18 
Coupon Rate (%) 10% 10% 10% 10% 
Face Value 100 100 100 100 
No. of Days 90 92 92 92 
Accrued Interest 2.5000 2.5556 2.52055 2.52055 

* 2018 is not a leap year so 365 days in a year have been taken for the interest calculation. 

 SEBI has clarified certain aspects relating to Day Count Convention, which are enumerated as  
below: 

(i) If the interest payment date falls on a holiday, the payment may be made on the following 
working day however the dates of the future coupon payments would be as per the schedule 
originally stipulated at the time of issuing the security. In other words, the subsequent coupon 
schedule would not be disturbed merely because the payment date in respect of one  particular 
coupon payment has been postponed earlier because of it having fallen on a holiday. 

 This is illustrated with the help of the following example: 

 Date of Issue of Corporate bonds : July 01, 2016  

 Date of Maturity : June 30, 2018 

 Date of coupon payments :  January 01 and July 01  

 Coupon payable :  semi-annually 
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 In this case, January 01, 2017 is a Sunday, thus the coupon would be payable on  January  02, 
2017 i.e. the next working day. However, the calculation for payment of interest will be only till 
December 31, 2016, which would have been the case if January 01, 2017 were not a holiday. 
Also, the next dates of payment would remain July 01, 2017 and January 01, 2018 despite the 
fact that one of the interest payment was made on January 02, 2017. 

(ii) In order to ensure consistency for interest calculation, a uniform methodology shall be followed 
for calculation of interest payments in the case of leap year, which shall be as follows: 

 In case of a leap year, if February 29 falls during the tenor of a security, then the number of 
days shall be reckoned as 366 days (Actual/Actual day count convention) for a whole one  year 
period, irrespective of whether the interest is payable annually, half yearly, quarterly or monthly 
etc. It is thus emphasized that for a half yearly interest payment, 366 days would be reckoned 
twice as the denominator; for quarterly interest, four times and for monthly interest payment, 
twelve times. 

 This is illustrated with the help of the following example: 

 Date of issue of corporate bonds : January 01, 2016  

 Coupon payable : semi-annually 

 Date of coupon payments : July 01 and January 01 

 In the above example, in case of the leap year (i.e., 2016), 366 days would be reckoned as  the 
denominator (Actual/Actual), for payment of interest, in both the half year periods i.e. Jan 01, 
2016 to Jul 01, 2016 and Jul 01, 2016 to Jan 01, 2017. 

(i) In order to ensure uniformity for payment of interest/redemption with respect to debt securities, it 
has been decided that interest/redemption payments shall be made only on the days when the 
money market is functioning in Mumbai. 
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Institutions and Intermediaries 
Study Session 6 

LOS 2 : STOCK AND COMMODITY EXCHANGES – INDIAN AND GLOBAL 

 The stock exchanges are meant to facilitate mobilization of resources by companies. However, 
the regulation of stock exchanges is necessary to protect the interests  of  investors and  
safeguarding the role of stock exchanges with regard to the development of the capital market. 

 Stock exchanges are basically regulated by SEBI. The recognition given to a stock exchange to 
function in the capital market is given by SEBI. The Securities Contracts (Regulation) Act 1956 
along with the Securities Contracts (Regulation) Rules 1957 has been the main laws to regulate 
the securities market in India. As per the Securities Contracts Regulations Act, 1956  a stock 
exchange  is defined as "an association, organization or body of individuals whether 
incorporated or not, established for the purpose of assisting, regulating and controlling business 
in buying, selling and dealing in securities”. 

2.1 Growth of Stock Exchanges 

 The history of Stock Exchanges in India goes back to the eighteenth century, when securities of 
the East India Company were transacted. There were 50-60 brokers led by the legendary 
Premchand Roychand. They formed the backbone of share floatation by East India Company 
and a few commercial banks. Corporate shares made their entry in the 1830s and assumed 
significance with the enactment of the Companies Act in the 1850s. The Bombay Stock 
Exchange, the oldest stock exchange in India was established in 1875 under the name, Share 
and Stockbrokers Associati on. 

 The stock exchanges are tightly regulated as self-regulatory organizations (SROs) under the Act. 
In addition to ordinary regulatory powers over the stock exchanges, the Central Government 
and/or SEBI may nominate up to three members to the board of each stock exchange [Section 
4(2) (iii) of the SC (R) Act, 1956 and Section 10 of SC(R) Rules, 1957]. The government and/or 
the agency  have the authority to make, approve and amend the byelaws of the stock exchanges 
[Section 4(1)(a) &8 of the SC(R) Act, 1956]. In return, the stock exchanges have been granted a 
strong disciplinary authority (as well as obligations) over their member stockbrokers. 

2.1.1 Leading Stock Exchanges in India 

The two leading stock exchanges in India are Bombay Stock Exchange (BSE) and National Stock 
Exchange (NSE). A brief about them has been discussed as below: 

(a) Bombay Stock Exchange Limited: It is the oldest stock exchange in Asia and was established 
as "The Native Share & Stock Brokers Association" in 1875. The Securities Contract (Regulation) 
Act, 1956 gives permanent recognition to Bombay Stock Exchange in 1956. BSE became the 
first stock exchange in India to obtain such permission from the Government under the Act. 

 The Exchange's pivotal and pre-eminent role in the development of the Indian capital market is 
widely recognized and its index, SENSEX, is tracked worldwide. Earlier, an Association of Persons 
(AOP), the Exchange is now a demutualized and corporatized entity incorporated under the 
provisions of the Companies Act, 1956, pursuant to the BSE ( Corporatization and 
Demutualization) Scheme, 2005 notified by the Securities and Exchange Board of India  (SEBI). 

 The Exchange has a nation-wide coverage. The BSE’s systems and processes are designed in 
such a way that it safeguards the integrity of the market and ensure transparency in its 
operations. 
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 Therefore, the traders can freely trade in equity, debt and derivative instruments as they are 
pretty much sure of the BSE’s transparent and efficient operations. The BSE's On Line Trading 
System (BOLT) is a proprietary system of the Exchange and is BS 7799 -2-2002  certified. 
Similarly, the surveillance and clearing & settlement functions of the Exchange are ISO 
9001:2000 certified. 

(b) National Stock Exchange: NSE was incorporated in 1992. It was recognized as a stock 
exchange by SEBI in April 1993 and commenced operations in 1994 with the launch of the 
wholesale debt market, followed shortly after the launch of the cash market segment. 

 NSE also has strategic investments in complementary businesses, including mutual fund registry 
services, back-end exchange support services for its platforms, depository services, e-corporate 
governance and commodity, power and receivables exchanges. 

 The National Stock Exchange of India Ltd. (NSE) is the leading stock exchange in India and the 
second largest in the world by number of trades in equity shares from January to June 2018, 
according to World Federation of Exchanges (WFE) report. 

 NSE launched electronic screen-based trading in 1994, derivatives trading (in the form of index 
futures) and internet trading in 2000, which were each the first of its kind in India. 

 NSE has a fully-integrated business model comprising our exchange listings, trading  services, 
clearing and settlement services, indices, market data feeds, technology solutions and financial 
education offerings. NSE also oversees compliance by trading and clearing members and listed 
companies with the rules and regulations of the exchange. 

 NSE is a pioneer in technology and ensures the reliability and performance of its systems through 
a culture of innovation and investment in technology. NSE believes that the scale  and breadth 
of its products and services, sustained leadership positions across multiple asset classes in India 
and globally enable it to be highly reactive to market demands and changes and deliver 
innovation in both trading and non-trading businesses to provide high-quality data and services 
to market participants and clients. 

2.4 Indian Commodity Exchanges 

Presently four national commodity exchanges are operational; National Multi-Commodity Exchange 
of India (NMCE), Indian Commodity Exchange (ICEX), National Commodity and Derivatives Exchange 
(NCDEX) and Multi Commodity Exchange (MCX). 

(a) National Commodity & Derivatives Exchange Limited (NCDEX) 

 NCDEX is a professionally managed online multi commodity exchange. It is promoted by ICICI 
Bank Limited (ICICI Bank), Life Insurance Corporation of India (LIC), National Bank for 
Agriculture and Rural Development (NABARD) and National Stock Exchange of India Limited 
(NSE), Punjab National Bank (PNB), CRISIL Limited (formerly the Credit Rating Information 
Services of India Limited), Indian Farmers Fertiliser Cooperative Limited (IFFCO), Canara Bank 
and Goldman Sachs by subscribing to the equity shares of the Exchange. NCDEX is the only 
commodity exchange in the country promoted by national level institutions. 

 NCDEX is a public limited company incorporated on April 23, 2003 under the Companies Act, 
195 6. It commenced its operations on December 15, 2003. 

 It is a national level, technology driven demutualized on-line commodity exchange with an 
independent Board of Directors and professionals not having any vested interest in commodity 
markets. It is committed to provide a world-class commodity exchange platform for market 
participants to trade in a wide spectrum of commodity derivatives driven by best global practices, 
professionalism and transparency. 

 Initially, it was regulated by Forward Market Commission in respect of futures trading in 
commodities. However, FMC is merged with SEBI in 2015. Now, SEBI is also the regulator of 
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commodity exchanges. Further, NCDEX is also required to comply various laws like the 
Companies Act, Stamp Act, Contract Act, SEBI Act and various other legislations, which generally 
hamperit’s working. 

(b) Multi Commodity Exchange (MCX) 

 MCX is an independent and demutualized multi commodity exchange. The government has 
given it permanent recognition for facilitating online trading, clearing and settlement operations 
for commodities futures market across the country. 

 Because of the opportunities galore offered by the MCX to a large cross section of participants 
including producers/ processors, traders, corporate, regional trading centre, importers, 
exporters, co-operatives and industry associations amongst others, it offers trading in more than 
30 commodity futures contracts. The headquarter of MCX is in Mumbai. Further, it is led by an 
expert management team with good knowledge of the commodities futures market. 

 Being a nation-wide commodity exchange having state-of-the-art infrastructure, offering 
multiple commodities for trading with wide reach and penetration, MCX is well placed to tap 
the vast potential posed by the commodities market. 

 The key shareholders of MCX are Financial Technologies (I) Ltd. (now, 63 Moons Technologies 
Limited), State Bank of India and its' associates, National Bank for Agriculture and Rural 
Development (NABARD), National Stock Exchange of India Ltd. (NSE), Fid Fund (Mauritius) Ltd. 
-  an affiliate of Fidelity International, Corporation Bank, Union Bank of India, Canara Bank, 
Bank of India, Bank of Baroda, HDFC Bank and SBI Life Insurance Co. Ltd. 

(c) Indian Commodity Exchange (ICEX) 

 It is a screen based on-line derivatives exchange for commodities. It has robust assaying and 
warehousing facilities in order to facilitate deliveries. It has Reliance Exchange Next Ltd. as 
anchor investor and has MMTC Ltd., India Bulls Financial Services Ltd., Indian Potash Ltd., 
KRIBHCO and IDFC among others, as its partners. 

 The head office is located in Mumbai and has regional offices spread across the country which  
covers agri belt, with a vision to encourage participation of farmers, traders and actual users to 
hedge their positions against the wide price fluctuations. 

 It provides the widest range of benchmark future products available on any exchange, covering 
all major commodities. It offers future trading in Agriculture Commodities, Bullions, Base Metals 
and Energy. 

(d) National Multi-Commodity Exchange of India (NMCE) 

 It is the first demutualized Electronic Multi-Commodity Exchange of India and has been granted 
the National status on a permanent basis by the Government of India. NMCE has been 
operational from 26th November 2002. 

 It is promoted by commodity-relevant public institutions, viz., Central Warehousing Corporation 
(CWC), National Agricultural Cooperative Marketing Federation of India (NAFED), Gujarat 
Agro- Industries Corporation Limited (GAICL), Gujarat State Agricultural Marketing Board 
(GSAMB), National Institute of Agricultural Marketing (NIAM), and Neptune Overseas Limited 
(NOL)  and Punjab National Bank (PNB). 

 There are many positive features of NMCE. It is a zero debt company and has been regularly 
following prudent accounting and auditing practices. The delivery mechanism is very good which 
makes it the most suitable participants in the physical commodity market. 

 To attract speculative volume, the exchange does not compromise on delivery mechanism. The 
main motive is public interest rather than commercial considerations. It has transparent rule 
based procedures which has almost eliminated any conflict of interest. 
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LOS 3 : INTERMEDIARIES IN THE CAPITAL MARKET 

3.7 Stock brokers and Sub-Broker 

 Stock broker is a person who buys and sells stocks and other securities for its clients through a  
stock exchange. Stock brokers should be registered with SEBI and are governed by SEBI Act and 
Securities Contract Regulation Act. Stock brokers may also call themselves investment 
consultants and financial consultants. A stockbroker should have good knowledge about the 
securities market. Further, he should be good with numbers, have excellent interpersonal skills 
and should be attentive enough not to oversee any important details. 

 On the other hand, a sub broker is a person who is not a trading Member of a Stock Exchange 
but who acts on behalf of a trading member as an agent. His task is to help investors in dealing 
in securities through such trading members(brokers). The leading stock brokers in India are listed 
as below: 

 India Infoline 

 ICICI Direct 

 Share Khan 

 India Bulls 

 Geojit Securities 

 HDFC 

 Reliance Money 

 Religare 

 Angel Broking 

New Margin Rules for brokers and its implications 

 The new margin rules have come into effect from 1 September, 2020 after SEBI's refusal to 
extend the deadline to implement the new rules on margin pledge any further. SEBI's new 
margin rules aim at bringing transparency and preventing brokerages from misusing clients' 
securities. These norms came out earlier in February 2020 and were initially scheduled to come 
into effect from June 1, 2020. The date was then extended to August 1, 2020 and thereafter to 
September 1 2020. While the brokers and other participants requested more time to make their 
systems ready, SEBI's refused to extend by saying there was enough time to do the changes. 

Here are the changes: 

 The stock will continue to remain in investor's demat account and can be directly pledged to the 
clearing corporation. As the securities remain in investors’ own demat account, they will enjoy 
all corporate benefits on their shares. 

 Under the old system, cash margins were taken care of by the broker. Investors either had to 
transfer their shares to the brokers’ account or give power of attorney (POA) to the broker. Some 
brokers went on to misuse the POA assigned to them. 

 It is mandatory for brokers to collect margins from investors upfront for any purchase of sale  of 
shares. Failing to do so will attract a penalty. 

 No Power of Attorney (POA) to be assigned to brokers. The investors used to give authority   to 
the brokers by way of POA to execute transaction on their behalf. The POA cannot be used for 
pledging anymore. 

 Investors who want to avail margin now have to create margin pledge separately. 

 Earlier collecting upfront margin wasn’t mandatory, but under the new system, investors will 
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 have to pay at least 30% margin upfront to avail a margin loan. 

 Shares bought today cannot be sold tomorrow. Currently, investor can use intraday realized 
profits for taking new positions on the same trading day. According to the new  norms, you  will 
be able to use it only after T+2 days in case of equity/stocks once you receive the delivery of 
shares in your account. 

 Till now, clients needed to meet margin requirements in their account once at the end of the 
day. But, the new margin rules of SEBI will require them to fulfill their margin  obligations at the 
beginning of the deal. 

LOS 4 : INSTITUTIONAL INVESTORS 

(vi) Hedge Funds 

 A hedge fund can be explained as a package of funds that takes both short and long positions, 
buys and sells equities, initiates arbitrage, and trades bonds, currencies, convertible securities, 
commodities and derivative products to give returns at minimum possible risk. The hedge fund 
tries to minimize risks to investor's capital against market volatility by employing various hedging 
strategies as outlined above. Hedge fund investors typically include High Net worth Individuals 
(HNIs), endowments and pension funds, insurance companies, and banks. These funds work 
either as private investment partnerships or offshore investment companies. 

LOS 5 : FOREIGN PORTFOLIO INVESTORS (FPIS) 

Who are FPIs? 

 FPIs are basically registered foreign funds, which put their money in the stock markets in India. 
They invest through various methods in the capital market that is either in the debt segment or 
in the equity segment. Therefore, a FPI is an investor or investment fund that is registered in a 
country outside of the one in which it is currently investing. Institutional investors include hedge 
funds, insurance companies, pension funds and mutual funds. If we try to explain it in the Indian 
context, it refers to foreign companies investing in the financial markets of India. The Institutional 
investors based internationally must register with the Securities and Exchange Board of India 
(SEBI) to participate in the market. 

Categorization of FPIs 

 Before making its investment in India, the FPI shall obtain a certificate of registration from a 
designated depository participant on behalf of the SEBI. They can be divided into following 
categories: 

(a) Category I foreign portfolio investor" which shall include – 

 (i) Government and Government related investors such as central banks, sovereign wealth 
funds, international or multilateral organizations or agencies including entities controlled 
or at least 75% directly or indirectly owned by such Government and Government related 
investor(s); 

 (ii) Pension funds and university funds; 

 (iii) Appropriately regulated entities such as insurance or reinsurance entities, banks, asset 
management companies, investment managers, investment advisors, portfolio managers, 
broker dealers and swap dealers; 

 (iv) Entities from the Financial Action Task Force member countries or from any country 
specified by the Central Government by an order or by way of an agreement or treaty with 
other sovereign Governments, which are – 

  I. appropriately regulated funds; 
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  II. unregulated funds whose investment manager is appropriately regulated and 
registered as a Category I foreign portfolio investor: 

   Provided that the investment manager undertakes the responsibility of all the acts of 
commission or omission of such unregulated fund; 

  III. university related endowments of such universities that have been in existence for 
more than five years; 

 (v) An entity (A) whose investment manager is from the Financial Action Task Force member 
country and such an investment manager is registered as a Category I foreign portfolio 
investor; or (B) which is at least seventy-five per cent owned, directly or indirectly by another 
entity, eligible under sub-clause (ii), (iii) and (iv) of clause (a) of this regulation and such 
an eligible entity is from a Financial Action Task Force member country: 

  Provided that such an investment manager or  eligible entity undertakes the responsibility 
of all the acts of commission or omission of the applicants seeking registration under this 
sub-clause. 

(b) "Category II foreign portfolio investor" shall include all the investors not eligible under 
Category I foreign portfolio investors such as – 

 (i) appropriately regulated funds not eligible as Category-I foreign portfolio investor; 

 (ii) endowments and foundations; 

 (iii) charitable organisations; 

 (iv) corporate bodies; 

 (v) family offices; 

 (vi) Individuals; 

 (vii) appropriately regulated entities investing on behalf of their client, as per conditions 
specified by the Board from time to time; 

 (viii) Unregulated funds in the form of limited partnership and trusts; 

 Explanation: An applicant incorporated or established in an International Financial Services 
Centre shall be deemed to be appropriately regulated. 

An interesting fact about FPIs 

 Foreign Portfolio Investors have made good money in the last few years. However, the problem 
for the Indian markets is that if interest rates in the US rise, they may sell stocks they held in the 
Indian Stock Market to make higher yields in the US. The reason for this action is that they may 
earn higher return in the US than what they may earn by investing in the Indian Stock market. 
This may lead to high sell off in the Indian Capital market. So, interest rate hike by US Fed can 
influence the Indian Stock Market hugely. 

Investment restrictions on FPIs 

As per the SEBI (Foreign Portfolio Investors) Regulations, 2019, a foreign portfolio investor shall invest 
only in the following securities, namely- 

(i) shares, debentures and warrants issued by a body corporate; listed or to be listed on a 
recognized stock exchange in India; 

(ii) units of schemes launched by mutual funds under Chapter V, VI-A and VI-B of the Securities and 
Exchange Board of India (Mutual Fund) Regulations, 1996; 

(iii) units of schemes floated by a Collective Investment Scheme in accordance with the Securities 
and Exchange Board of India (Collective Investment Schemes) Regulations, 1999; 

(iv) derivatives traded on a recognized stock exchange; 
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(v) units of real estate investment trusts, infrastructure investment trusts and units of Category   III 
Alternative Investment Funds registered with the Board; 

(vi) Indian Depository Receipts; 

(vii) any debt securities or other instruments as permitted by the Reserve Bank of India for foreign 
portfolio investors to invest in from time to time; and 

(viii) such other instruments as specified by the Board from time to time. 

Recent Trends 

 Foreign portfolio investors (FPIs) remained net sellers in Indian markets in July 2020 so far on 
account of both domestic and global factors, including rising number of coronavirus cases and 
increasing tension between the US and China. 

 According to the depositories data, overseas investors invested ₹ 2,336 crore in equities but 
pulled out ₹ 2,422 crore from the debt segment, leading to net outflows of ₹ 86 crore from 
Indian markets between July 1-24. In the previous month i.e. June 2020 FPIs were net buyers 
to the tune of ₹ 24,053 crore. 

 About 70% of the foreign portfolio investor (FPI) inflows into Indian equities in the month of 
October, 2020 have gone into two sectors — banking and technology, according to NSDL data. 
These investors have pumped ₹ 16,945 crore into local stocks in October. Out of this, they have 
invested nearly ₹ 9,500 crore in banking stocks. Better-than-expected September quarter 
earnings, improvement in asset quality, and lower valuations because of the recent share under  
performance FPIs' purchases in shares of private banks in October 2020. 

 FPIs put ₹ 3,327 crore into technology shares in October as the companies are cash-rich and 
their earnings have been resilient even when the disruptions on account of Covid-19 dragged 
down other sectors. 

 FPIs have also increased their stakes in automobiles, consumer discretions, capital goods,  
consumer durables and construction companies. Data show these investors have pulled out  
₹ 871  cr from oil & gas companies, ₹ 847 crore from metals and a total of ₹ 350 crore from 
telecom and insurance sectors. 



  

 

 

7.1 

Commodity Market 
Study Session 7 

AMENDMENTS & ADDITIONS 

3. COMMODITY MARKET IN INDIA 

3.1 Indian Commodity Markets 

 MCX (Multi Commodity Exchange of India Limited) and the NCDEX (National Commodity & 
Derivatives Exchange Limited) are the primary commodity trading platforms in India. MCX is a 
commodity futures exchange started in 2003, and is listed on the BSE. NCDEX  is  another  
exchange that is promoted jointly by LIC, NABARD, etc and has a robust online trading system. 

 NCDEX has started its first agricultural index — ‘Dhanya’ — in 2012, which was later named 
‘N- Krishi’ but this index was not tradable. 

 The National Commodity and Derivatives  Exchange  (NCDEX)  in  May  2020  launched the 
country’s first agricultural futures trading index — ‘Agridex’ — with four contracts expiring in 
June, July, September and December. This agriculture index is  based on  the  revised  guidelines 
issued by the Securities and Exchange Board of India, which allowed futures  trading  in  
commodity  indices. 

 Agridex, launched on 25 May, 2020 comprises 10 liquid commodities traded on NCDEX. The 
spot and future of these 10 commodities — soybean, chana, coriander, cottonseed oilcake, guar 
gum, guar seed, mustard seed, refined soy oil, castor seed and jeera — will  define the value of  
this  index. 

 The index represents various agricultural commodities of both kharif and rabi seasons, with price 
references throughout the year. Agridex will also facilitate the participants in hedging their  
commodity risk based on price anticipation of the products. 

 In the present times, due to disruption in domestic business and exports, the volumes of 
individual commodities listed under Agridex have remained low. However, for Agridex the only 
factor that is important for the index is the overall market sentiment for the agricultural sector 
as it’s not just dependent on a single agricultural commodity. 

 For example, if soybean mandi across the country remains closed but other commodity mandis 
are open, the trading activities for soybean may remain low in futures as  a  commodity, but 
trading in  the Agridex, which is an overall index, will not be affected as other commodities trade 
will move it. 

 The Agridex futures exchange will also help market participants to take advantage of generating 
returns with less risk and excessive research because they do not have to research individual 
commodities. For trading on Agridex, one needs to only know specific news or reports about 
agricultural commodities as a whole to get a sense of the price direction. 

 This is similar to  the equity market wherein participants trade at the NIFTY index as Agridex 
also  has a base value of 1,000. Agridex also provides an opportunity to those already trading 
in equity markets as well as with farm produce organisations, farmers, retail traders and others. 
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Mutual Funds 
Study Session 9 

AMENDMENTS & ADDITIONS 

LOS 3. TYPES OF MUTUAL FUNDS 

3.3 SEBI Allowed Flexicap Plans in Relief to Fund Houses Facing Tight Regulation 

 The Securities and Exchange Board of India has introduced flexicap schemes under the broader 
equity mutual fund category. The move comes as a relief to fund houses which operated 
multicap schemes after the capital markets regulator tightened investment norms for this 
category. 

 The majority of the large multicap schemes are likely to shift to the new flexicap category. Kotak 
Standard Multicap Fund, the largest scheme in the category managing assets worth ₹ 29,551 
crore, will be renamed as Kotak Standard Flexicap. 

 The fund manager, investment process and fund portfolio will remain the same. 

 The new category will give the fund manager flexibility to invest in a mix of large, midcap and 
smallcap stocks. The scheme needs to invest at least 65% of the corpus to equity, SEBI said in a 
circular. 

 The decision to introduce flexicap schemes follows protests from a section of the mutual fund 
industry after the regulator on September 11, 2020 unexpectedly asked multicap funds to 
allocate    at least 25% of their portfolios to large-, mid- and smallcap stocks each. Till then, 
there were no investment restrictions for this product, resulting in many of these schemes 
holding as much as 75% of their portfolios in largecap stocks, resembling large and midcap 
schemes as per SEBI’s classification. 

 Multicap portfolios manage investors' money worth ₹ 1.46 lakh crore, or 20% of the industry's 
equity assets under management. Industry officials said schemes holding at least half of the  
corpus will shift to the flexicap category. 

 Motilal Oswal Multicap 35 Fund, the third largest scheme in the category managing assets with₹ 
11,300 crore, will also be shifted to the flexicap category. 

 Most multicap funds may get their schemes reclassified in to the flexicap category. 

 Fund managers of large multicap funds have been opposed to staying in this category under 
the  new investment rules, which would have required them to shift a large chunk of their corpus 
in largecap stocks to small and midcaps. They feared the rush to make obligatory purchases of 
illiquid smaller stocks to meet the norms that would drive up these stocks and be detrimental to 
the multicap investor. (Source: Economic Times) 

 

LOS 10 : SEPARATION OF DISTRIBUTION AND ADVISORY FUNCTIONS IN THE 
MUTUAL FUND INDUSTRY 

 Several mutual fund (MF) distributors might have to get themselves rechristened because 
industry body Association of Mutual Funds in India (AMFI) has barred distributors from using 
nomenclature that has references to advisors. The move follows the decision taken by markets 
regulator Securities and Exchange Board of India (SEBI) to separate distribution and advisory 
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functions in the MF industry. 

 “Pursuant to the regulatory amendment, MF distributors whose registered name has terms such 
as adviser / advisor / financial adviser/ investment adviser/ wealth adviser/wealth manager etc, 
are required get their registered name changed,” Amfi said in a circular. 

 Amfi issued a non-exhaustive list of names that are permitted and prohibited for distributors. 

 “The name of an MF distributor should reflect the registration held by the entity and should not  
in  any way create an impression of performing a role for which the entity is not registered. Thus, 
every MF distributor, while dealing in distribution of securities, should clearly specify that he 
/she is acting as an MF distributor,” Amfi has said. 

 The industry body has also prescribed font size for MF distributors to be used in all forms of 
communication such as website, mobile app, business card and signboards. 

(Source: Business Standard) 

LOS 13 : INFRASTRUCTURE INVESTMENT TRUSTS (INVITs) 

SEBI allows unlisted InvITs to raise funds via right issues 

 The Securities and Exchange Board of India has allowed unlisted infrastructure investment trusts 
(InvITs) to raise funds through rights issue of their units. 

 The regulator has come out with detailed guidelines on conditions for issuance of units, pricing, 
timelines and allotments. SEBI said InvITs can make a rights issue of units provided it fulfil the 
conditions, including none of the respective promoters or partners or directors of the sponsor or 
investment manager or trustee is a fugitive economic offender nor are they barred from the 
accessing the securities market. 

 If the InvIT wants to have the issue underwritten, it can appoint underwriters, SEBI said. 

 The regulator said the minimum allotment to any investor will be Rs 1 crore. Besides, the rights 
issue should open within three months from the record date and kept open for at least three 
working days but not more than 15 days. 

 The InvIT shall not make any further issue of units in any manner during the period between the 
date of filing the letter of offer with the Board and the allotment of the units offered through the 
letter of offer. The InvIT shall file an allotment report with the Board providing detai ls of the 
allottees and allotment made within 15 days of the issue closing date,” SEBI said in a circular. 

(Source: Economic Times) 
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Private Equity 
Study Session 10 

AMENDMENT & ADDITIONS 
 

LOS 7. PE DEALS SCORE OVER REITS AS REALTORS EYE FAST MONEY 

 Prestige and RMZ, two of India’s largest commercial property owners, chose to sell their assets 
to global investors, instead of going for real estate investment trusts or REITs. While  the REIT 
route has gained prominence, the promoters opted for private deals to get the cash fast and, at 
the same time, avoid the hassle of listing an REIT  that  would have taken more than a year, 
said promoters  and capital market experts. RMZ sold 12.5 million sq. ft in assets to Canada-
based Brookfield Asset Management for over Rs 14,000 crore, while Prestige Estates has signed 
an initial deal to sell its office and mails to US based Blackstone. So far, two REITs – Embassy 
Office Parks and Mindspace Business Parks – both co-promoted by Blackstone, have been listed 
and Brookfield has filed draft prospectus for the public issue of its REIT. Though DLF is also 
planning to float a REIT for its rental arm in 12-18 months, its promoters have already sold their 
stake in the DLF Cyber City Developers (DCCDL) to Singapore government’s sovereign fund 
GIC. 

 Though Prestige is yet to sign a final agreement with Blackstone and get approved from the 
Competition Commission of India, the promoters in this case, too, seek early funds instead of 
waiting for a year. They are also retaining equity share in many projects. 

 Capital market experts agreed with the promoters’ plans to sell assets to PE investors. First, the 
sellers got 100 percent funding immediately whereas in an REIT, sponsors would have divested 
10 - 25 percent and would have held the balance for a while. Second, the REIT listing process 
could  have taken up to a year, with the risk of market sentiment turning unfavourable at 
moment. Experts have pointed out that COVID-19 has changed the mindset of the developers. 
To sell a commercial portfolio was the best way to bring in cash, reconcile existing debts, and 
watch the market perform without any liability. However, an entire ecosystem needs to be 
developed within an organization to list an REIT. (Source: Business Standard) 

 # The concept of alternate investments has slowly gained a steady trajectory in India. As per the 
recent news in the economic times - with more than 1,000 Private Equity (PE) and Venture 
Capital (VC) deals valued at $45 billion, India continued to be the second largest deal market 
in Asia- Pacific in 2019, primarily due to the increasing number of large deals to more than $100 
million, according to Bain & Company’s India Private Equity Report 2020. 
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Credit Rating 
Study Session 12 

AMENDMENTS & ADDITIONS 

LOS 14 : CONTEMPORARY ASPECTS IN CREDIT RATING 

14.1 SEBI tells rating agencies to disclose probability of default for issuers they rate 

 According to the latest Sebi circular, rating companies, in consultation with the regulator, will 
now create a uniform probability of default benchmark for each rating category on their website, 
for one- year, two-year and three-year cumulative default rates, both for the short term and 
long term. 

 Sebi also tweaked the methodology to arrive at default rates. It will now be based on marginal 
default methodology. This would ensure that a three-year default rate is greater than the one-
year rate. 

 Tracking the probability of default is a departure from earlier practices and is also a step towards 
aligning Indian rules with global standards. So far in India, credit decisions have been more or 
less based only on assigned ratings. Globally, however, credit decisions are based on two more 
criteria— probability of default and tracking deviation of bond spreads. 

 Probability of default describes the likelihood of a default over a particular period. It provides 
the likelihood that a borrower will be unable to meet its debt obligations and is typically used 
globally in credit analyses and risk management frameworks. 

 The rating agencies would also be assessed based on probability of default. For an AAA-rated 
paper, for instance, the probability of default for a 1-year and 2-year paper should be zero; for 
a three-year paper, a 1% default probability would be accepted. 

 For AA, it will be zero for a one-year paper; for a two-year paper, the acceptable deviation is 
2%. It will be 3% for an A-rated paper. 

 In line with global standards, the regulator in November had asked rating agencies to track 
deviation in bond spreads. The idea behind the move was to provide more information to bond 
subscribers and reduce reliance on assigned ratings. 

 Sebi has also asked rating agencies to disclose all factors to which ratings are sensitive. 

 “This is critical for the end-users to understand the factors that would have the potential to 
impact  the creditworthiness of the entity," Sebi said in the circular. (Source: www.livemint.com) 

 

14.2 RBI asking credit rating agencies to use artificial intelligence, social media to catch 
stress signals 

 The Reserve Bank of India has asked rating agencies to enhance the quality of monitoring rated 
entities through means like social media and corporate filings, and not just depend on 
information given by companies. 

 Rating agencies in meeting with RBI top brass, including governor Shaktikanta Das and deputy 
governors, sought access to Central Repository of Information on Large Credits (CRILC) 
maintained by central bank. 

 Banking regulator informed agencies that it would consider plea for access to CRLIC. It advised  
them to become proactive and not just look at information after critical events have happened.  
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It  also emphasized on the need to pick up signal and work on them before defaults happen. 

 There was also nudging from the banking regulator to use intelligent information systems be it 
machine learning and Artificial Intelligence (AI) that could capture social media alerts and trends 
useful for rating purpose. This issue may also be discussed at the panel of market regulators 
comprising SEBI, IRDAI, PFRDA, among others, for improving the quality of oversight. 

 During the meeting, held through video conference, Credit Rating Agencies (CRAs) presented 
assessment of the macroeconomic situation and outlook on various sectors including the 
financial sector. They also shared perspectives on the overall financial health of the entities rated 
by the  CRAs and major factors that affect credit ratings in current context, RBI said in a 
statement. 

 RBI also gave feedback on ways to further strengthen the rating processes and engagement with  
key stakeholders. Another official said rating agencies expressed concerns over rising share of 
companies in “not cooperating” categories. These entities should be taken off from monitoring 
after remaining in this category for 6-12 months. 

(Source: Business Standard) 
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Leasing 
Study Session 16 

LOS 8 : REGULATORY ASPECTS OF LEASING 

 A Leasing Company is a Non-Banking Financial Company as per the FAQs given in the RBI 
Website https://www.rbi.org.in. So, in a way, it has to get itself registered with RBI. The reason 
is that in terms of Section 45-IA of the RBI Act, 1934, no Non-banking Financial company can 
commence or carry on business of a non-banking financial institution without obtaining a 
certificate of registration from the RBI. 

 Further, as per Section 45-IA of the said Act, no non-banking financial company shall commence 
or carry on the business of a non-banking financial institution without– 

(a) obtaining a certificate of registration issued under this Chapter; and 

(b) having the net owned fund of twenty-five lakh rupees or such other amount, not 
exceeding two hundred lakh rupees, as the RBI may, by notification in the Official Gazette, 
specify. 

Provided that the Bank may notify different amounts of net owned fund for different categories 
of non-banking financial companies. 

Meaning of “net owned fund” 

It means– 

(a) the aggregate of the paid-up equity capital and free reserves as disclosed in the latest 
balance-sheet of the company after deducting therefrom– (i) accumulated balance of loss; 
(ii) deferred revenue expenditure; and (iii) other intangible assets; and 

(b) further reduced by the amounts representing investments of such company in shares of – 
(i) its subsidiaries; (ii) companies in the same group; (iii) all other non-banking financial 
companies; 

 Further, an Equipment Leasing Company has been an eligible NBFC for the purpose of 
acceptance of deposits by NBFCs defined in paragraph 2(1) of the Non-Banking Financial 
Companies Acceptance of Public Deposits (Reserve Bank) Directions, 1998. As per the said 
directions, Equipment Leasing (EL) means any company which is a financial institution carrying 
on as its principal business, the activity of leasing of equipment. 
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Factoring 
Study Session 17 

LOS 9 : REGULATORY ASPECTS OF FACTORING 

In India, Regulatory Aspects of Factoring can be referred from Factoring Regulation Act, 2011 and 
Non-Banking Financial Company - Factors (Reserve Bank) Directions, 2012. 

9.1 Provisions in brief from the Factoring Regulation Act, 2011 

(i) No factor shall commence or carry on the factoring business unless it obtains a certificate of 
registration from the Reserve Bank to commence or carry on the factoring business under this 
Act. 

 For the removal of doubts it is hereby clarified that a non-banking financial company engaged 
in factoring business shall be treated as engaged in factoring business as its “principal business” 
if it fulfils the following conditions, namely:— 
(a) If its financial assets in the factoring business are more than fifty per cent. of its total assets 

or such per cent. as may be stipulated by the Reserve Bank; and 
(b) If its income from factoring business is more than fifty per cent. of the gross income or such 

per cent. as may be stipulated by the Reserve Bank. 
(ii) The Reserve Bank may, if it considers necessary in the interest of business enterprises availing 

factoring services or in the interest of factors or interest of other stake holders give directions to 
the factors either generally or to any factor in particular or group of factors in respect of any 
matters relating to or connected with the factoring business undertaken by such factors. If any 
factor fails to comply with any direction given by the Reserve Bank, the Reserve Bank may 
prohibit such factor from undertaking the factoring business. 

 The person who has to receive any amount from the debtors or who is owner of any receivable 
shall, at the time of entering an agreement with the factor disclose to the factor any defences 
and right of set off that may be available to the debtor. Upon entering the agreement, any 
security created to secure the payment of receivable shall vest in the factor and he is eligible to 
exercise all the rights and remedies whether by way of damages or otherwise which would 
otherwise available to the owner of receivable. 

 Before demanding any payment from the debtors, the factor shall give a proper notice to him. 
After receiving the notice, the debtors shall make the required payment to the factor and this 
will fully discharge the liability of the debtor. 

 In case, no notice for payment is received by the debtor, and he makes the required payment 
to the owner of receivable, such amount shall be paid forthwith by him to the factor. So, the 
owner of the receivable acts as a trustee in this situation and he holds the amount received from 
the debtor in trust for the factor. 

 If any modification in the original contract takes place between the owner of receivable and the 
factor, will not be binding against the factor unless he consents to it. If the owner of receivable 
commits any breach of original contract with debtor, the debtor can claim any loss or damage 
caused to him in consequence of that. 

 Every factor shall for the purpose of registration, file the particulars of every transaction of 
assignment of receivables to the Central Registry to be set up under Securitisation and 
Reconstruction of Financial Assets and Enforcement of Security Interest (SARFAESI) Act, 2002 
within 30 days from the date of such assignment or from the date of establishment of such 
registry. 



 

 

 

17.2 

9.2 As per the Non-Banking Financial Company - Factors (Reserve Bank) Directions, 2012 

Following additional points may be noted with relation to factoring in this regard: 
(i) An entity not registered with the Reserve Bank of India (RBI) may conduct the business of 

factoring if it is an entity mentioned in Section 5 of the Act i.e. a bank or any corporation 
established under an Act of Parliament or State Legislature, or a Government Company as 
defined under section 617 of the Companies Act, 1956. 

(ii) Every company seeking registration as NBFC-Factor shall have a minimum Net Owned Fund 
(NOF) of ` 5 crore. Existing companies seeking registration as NBFC-Factor but do not fulfil the 
NOF criterion of ` 5 crore may approach the Bank for time to comply with the requirement. 

(iii) A new company that is granted Certificate of Registration (CoR) by the RBI as NBFC-Factor shall 
commence business within six months from the date of grant of CoR by the RBI. 

(iv) An NBFC-Factor shall ensure that its financial assets in the factoring business constitute at least 
75 per cent of its total assets and the income derived  from  factoring business is not  less than 
75 per cent of its gross income. 

(v) Proper and adequate control and reporting mechanisms should be put in place before such 
business is undertaken. 

a. NBFC-Factors should carry out a thorough credit appraisal of the debtors before entering into 
any factoring arrangement or prior to establishing lines of credit with the export factor. 

b. Factoring services should be extended in respect of invoices which represent genuine trade 
transactions. 

c. Since under without recourse factoring transactions, the factor is underwriting the credit risk on 
the debtor, there should be a clearly laid down board-approved limit for all such underwriting 
commitments. 
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