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“UNIT.1: INDIAN FINANCIAL SYSTEM _

Objectives -
Introductigﬁ -
Indian Financial System

Investment Banking in lndia ‘

Recent Developments and’ Challenges Ahead ..

Instltutlonal Structure and Functions of Invcstment/Merchant
Bankmg ' L by

Summ_ary _ )

Exercise ) ‘

|8 =

1.0 OBJECTIVES . S

After reading. this Unit. you'will be able to: ™
* "¢ define the mdlan financial system, .
* understand the invéstment banking of mdza,
. explam the recent developments and chailenges abead, e
« discuss the mstltutlonal structure and functions of investment/merchant

© banking. s

Al

11 INTRODUCTION ' T N

. The econornic scene. in the post mdepcndcnce perlod has -seen a sea
change; the end result bemg that the economy has made enormous Progress in
diverse fields. There has been a quantitative expansion as well as diversification
of economic activities. The experiences of the 1980s have led to the coqclusnon

. that to obtain all the benefits of greater reliance on"voluntary, marke@-based

decnslon-makmg, Indla needs efficient financial systems

The financial system is possibly the most 1mportant mstntutmnal\\and
functional vehicle for economic transformation. Finance is-a bridge betwecn

- the present and the future and whether it be the mobilisation of savmgs or their

efficient, effective and .equitable allocation for investment, it is the’ success

with which the financial system performs its functions that sets thé pace for the™s|

achievement of broader national objectives.
Significance: and Definition

The term ﬁnancnal system is a set of inter-related activities/services
working together to achieve .some prcdetermmed purpose. or goal. It includes

different markets, the institutions, instruments, services and mechanistns which”

irifluence the generation’ of savings, mvestment capital formation and growth.
Van Horne defined the financial system as the purpose of financial markets to
allocate savings efﬁc1e1;tly in an economy to ultimate users either for investment
in real assets or for consumption. -
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Christy has opined that the objective of the financial system is to “supply -

funds to various sectors and activitiés of the economy in ways that promote the
fullest possible utilization of resources without the destabilizing consequence
of price level changes or unnecessary interference with individual desires.”
According to Robinson, the primary function of the system is “to provide a link
between savings and investment for the creation of new wealth and to permit
portfolio adjustment in the composition of the existing wealth.” From the above
definitions, it may be said that the primary function of the financial systein
is the mobilisation of savings, their distribution for industrial investment and
stimulating capital formation to accelerate the process of economic growth.

1.2 INDIAN FlNAN‘CIAL‘SYSTEM' S >

The Indian Financial System is one of the most important aspects of the
economic developmerit of our country. This system manages the flow of funds
between the people (household savings) of the country and the ones who may
invest it wisely (investors/businessmen) for the betterment of both the parties.

This is an important topic with respect to the various Government exams
conducted in the country, and aspirants must carefully consider going through
this article and prepare themselves-accordingly.

~ In this article, you shall know about what the Indian Financial systeir; is, '

its components and how it helps in the economic growth of a'country. Also, get
some Sample Questions on the Indian Financial System further below.in this
article. )

Indian Financial System — An Qverview
The services that are provided to a person by the various FEinancial

Institutions including ‘banks, insurance companies, pensions, funds, etc.

constitute the financial system.
Gwen below are the features of the Indian Financial system:

» It plays a vital role in the economic development of the country as it
encourages both savings and investment

» It helps in mobilising and allocating one’s savings

+ It facilitates the expansion of financial institutions and markets
* Plays a key role’in capital formation :

¢ It helps form a link between the investor and the one savmg

» It is also concerned with the Provision of funds

The financial system of a country mainly aims at managing and governing.

the mechanism of production, distribution, exchange -and holding of financial
assets or instruments of all kinds.

Further below in this article, we shall discuss the various components of
the financial system in India.
Components of Indian Financial System

There are four main components of the Indian Financial System. This
includes:

[




1. Finandial Institutions J!

2. Finanéial Assets "

3. Financial Services R ‘.
4, -Fmancla} Markets

Let’s discuss each component of the system in detail.

1, Financial }nstltutlons The Financial Institutions act-as-a mediator
between the investor and the borrower. The investor’s savings are mobilised
either directly or mrhrectiy via the Financial Markets.

The main ﬁmct:ons of the Financial Institutions are as follows:

A short term liability.can be converted into a long term investment

It helps in conversion of a risky investment into a risk-free investment
s Also acts as a medium of convenience denomination, which means,
it can match a small deposit with large loans and a large deposit with

small loans

The best example of a Financial Institution is 2 Bank. Peoplc with surplus
_amounts of money make savings.in their accounts, and people in dire need of
money take loans. The bank acts as an intermediate between the two.

The financial institutions can further be divided into two types:

« Banking Institutions or Depository Institutions: This includes banks
and other credit unions which collect money from the public against
interest prov1ded on the deposits made and lend that money to the ones

" in niced.
Non-Banking Institutions or Non-Depository Institutions:
Insurance,’ mutual funds and brokerage companies fall under this
category. They cannot ask for monetary deposits but sell ﬁnanclal
products to their customers.

Further, Fmancnal [nstitutions can be ¢lassified into three categones

. Regulatory Institutes that regulate the financial markets hke RBI,
IRDA, SEBI, ¢tc. ‘
Intermediates: Commercial banks which provide loans and other
financial assistance such as SBI, BOB, PNB, etc. ’
Non Intermediates: Institutions that provide financial aid to corporate
customers.‘It includes NABARD, SIBDJ, etc. '

2. Financial ‘Assets: The products which are traded in the Financial
Markets are called Financial Assets. Based on-the different requirements and
needs of the credit seeker, the securities in the market also differ from each
other. :

Some important Financial Assets have been-discussed briefly below:

 Call Money: When a loan is granted for one day and is repaid on the
second day, it is talled call money. No collateral securities aré required
for this kind of transaction.

-
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Investment Banking * Notice Money: When a-loan is granted for more than a day and for
and Financial Services ‘less than 14 days, it is called notice money: No collateral securities are
- - required for this kind of transaction. :
"+ Term Money: When the maturity period of a depoéit is beyond 14
g ciayg, it is called term money. -
* Treasury Bills: Also known as T-Bills, these are Government bonds.
or.debt securities with maturity of less than a year. Buying a T-Bill
means lending money to the Government,
~ ¢ Certificate of Deposits: It is a dematerialised form (Electronically-
< generated) for funds deposited in the bank for a specific period of time.
* Commercial Paper: It is an unsecured short-term debt mstrument
issued by corporations.

3. Financial Services: ‘Services provided by Asset Management and
Liability Management Companies. They help to get the required funds and also
. make sure that they are efficiently invested.

The financial services in India include:

 Banking Services: Any small or big semce provided by banks like

granting a loan, depositing money, issuing deblt.fcredlt cards, opening
-accounts, etc. ) ;
| * Insurance. Services: Services like issuing of insurance, selling
policies, insurance undertaking and brokerages, etc. are all a-part of
i the Insurance services. .
’ *+ Investment Services: It mostly mcludes asset management.

¢ Foreign Exchange Services: Exchange of currency, foreign exchange,

etc. are a'part of the Foreign exchange services. -

The main aim of the financial services is to assist a person with sellmg, .
borrowing or purchasing securities, allowmg payments and settlements and
lending and investing.

4. Financial Markets: The marketplace where buyers and sellers interact
with each other and participate in the trading of moncy, bonds, shares and other
assets is called a financial market.

The financial market can be further divided into four types

« Capital Market: Designéd to, finance the long term investment, the
) Capital market deals with transactions which are takmg place in the
N . market for over a year. The capital market can further be divided into
three types:

(2) Corporate Securities Market
M (b) Governient Securities Market-
(c) Long Term Loan Market

& * Money Market: Mostly dominated by Govemnment, Banks and other
- ) * ‘Large Institutions, the type of ‘market is authorised for small-term
' -investments only. It is a wholesale debt market which works on low-

"Notes
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risk and highly liquid mstruments The money market can funher be Indian Financial
divided into two types: o System
(a) Organised Money Market ' - ' :
. (b) Unorganised Money Market
|" « Foreign exchange Market: One of the. most developed markets across
' the world, .the Foreign exchange market, deals with the requirements Notes
related to multi-currency. The transfer of funds in this market takes ) -z
place based on the foreign currency rate. :
* Credit Market: A market where short-term and long-term loans are

grantéd to individuals or Orgamsatlons by various banks and Fmanclal '
and Non—Fmanclal Institutions is called Credit Market '

FINANCIAL SYSTEM
. . v
; SAVINGS FINANCE J INVESTMENT | -
~ _ . |{CAPITAL FORMATION
‘ - [ECONOMIC GROWTH |

The Concept of the Financial System - g ' {

_ The process of savings, finance and investment - involves financial
institutions, markets, instruments and services. Above all, supervision control
and regulation are equally significant. Thus, financial management is an integral
part of the financial system. On the basis of the empirical evidence, Goldsmith .
“‘said that “... a case for the hypothesis that the separation of the functions of
savings and investment which is made possiblé by the introduction of financial
instruments as well as enlargement of the range of financial assets which follows
from.the creation of financial institutions increase the efficiency of investments
and raise the ratio of capital formation to national production and financial.
activities and through these two channels increase the rate of growth......” The
mxer-relatmnshlp between varied segments of the economy are 1llustrated below:

| - [ ECONOMIC GROWTH —— GoAL |
I

. I
. 1
i

| FINANCIAL SYSTEM |

] T

'FINANCIAL FINANCIAL FINANCIAL | | 'sysTEM

Meaning and Definitions of Financial System: Every- EOuntry aiming at
its progress depends on the eﬁicnency of this economic system which depends
upon financial system. The économic development of a nation is-reflected by

the progress of the various economic units. These units are broadly classified
P .
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into corporate se;:tor, government and household sector. While performing

their activities these units will be placed in a surplus/deficit/balanced budgetary .

situations. .
There are organisations or people with surplus funds and there are those

-with a deficit. A financial system or financial sector functions as an intermediary

and facilitates the flow of funds from the areas of surplus to the areas of deficit.
A Financial System is a composition of various institutions; markets, regulations
and laws, practices, money manager, analysts, transactions and .claims and
liabilities. The financial 'system is the network of institutions and individuais
who deal in financial claims to various instruments. Findncial System of any
country consists of financial markets, financial intermediation and financial
instruments or financial products.

Definition of Financial System: “It is a set of institutions instruments
and markets which fosters saving and channels them to their ‘most efficient
use”.- H.R. Machiraju,

“Financial system allocates savings efficiently in an economy to ultimate
users either for investment in real assets or for consumption”. - Van Horne,
“Financial system'consists of a variety of institutions, markets and
instruments related in a systematic manner and provides the principal means by
which savings are transformed into investments”, - Prasanna Chandra.
~ Functions of Financial System:, The financial system of a country
performs certain valuable functions for the economic growth of that country.
The main functions of a financial system may be briefly discussed as below:
1. ‘Saving function: An important function of a financial system is to
mobilize savings and channelize them into productive activities. It is
through financial system the savings are transformed into investments.

2. Liquidity function: The most important function of a financial system

is to provide money and monetary assets for the production of goods

and services. Monetary assets are those assets which can be converted
into cash or money easily without loss of value. All activities in a
financial system are related to liquidity-eithet provision of liquidity or
trading i liquidity.’ '

3. Payment finction: The financial system offers a very convenient
mode of payment for goods and services. The cheque system and
credit card system are the easiest methods of payment in the economy.
The cost and time of transactions are considerably reduced.

4. Risk function: The financial markets provide protection against life,
health and income risks. These guarantees are accomplished through
the sale of life, health insurance.and property insurance policies., -

5. 'Information function: A financial system makes available price-
related information. This is a valuable help to those who need to take
-économic and financial decisions. Financial markets disseminate

[
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information for enabling participants to develop an informed opinion
about investment, disinvestment, reinvestment or holding a particular
. asset. = "

6. Transfer function: A financial systém provides a mechanism for the
transfer of the resources across geographic boundaries.

7. Reformatory functions: A financial system undertaking the functions
of developmg, introducing innovative financial assets/instruments
services’ and practices and restructuring the existing assts, services
etc, to. cater the emerging needs of borfowers and ifivestors (financial
engmeenngr and re engineering). .

8. Other.functions: It assists in the selection of projects to be financed
and also- rcvncws performance of.such projects periodically. It also
promotes the process of capital. formation by bringing together the
supply of savingsand the demand for investible funds, -

_ ) \
Inter-relationship in the Financial System

Afinancial system provides services that are essential in a modern economy.
The use of a.stable, ‘widely accepted medium of exchange reduces the costs
of transactions. It facilitates trade and, therefore, specialization in’ production:,
Financial assets with attractive yield, llqllldlty and risk characterlstlcs encourage.
saving in financial form. By evaluating alternative- 1nvcstments and.monitoring
the activities of borrowers, financial intermediaries increase the efficiency-of+
Tesource use. : . :

Access to a variety of financial instruments enables an economlc agent
to pool, price and exchange risks in the markets. Trade, the efficient -use'of
resources, saving and risk taking are the cornerstones of a growing economy. In
fact, the country could make this feasible with the active support of the financial
system. The financial system has been identified as the most catalyzing agent for
growth of the economy, making it one of the key inputs of development.

The Orgamsatlon of the Financial System in India )

The Indian ﬁnan01al system is broadly classified mto two broad groups:

(i) Organised sector and ~

(i) unorgamsed Sector.

“The financia) system is also divided into users of financial services and
providers. Firiancial institutions sell their services to households, businesses
and government. They are the users of the financial services. The boundaries
between these sectors are,not “always clear cut. In the case of providers of
financial services, although financial systems differ from couniry to country,
there are many snmllantles

(i) Central bank

(11) Banks
(m) ananmal institutions
(IV) Money and capttal markets and ’

(v) Informal ﬁnancnal enterprises.

Indian Financial
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_(i) Organised Indian Findncial Systen:: The organised financial system
comprises of an impressive network of banks, othet financial and investment.
institutions and a range-of financial . msmlments, “which. together function
in fairly developed capntal and money markets: Short-term ‘funds are mainly
provided by the commercial and cooperative bankmg structure. Nine-tenth.of
such banking business is managed by twenty-cight leading banks which are
in the public sector. In addition to commercial banks, there is the network of
cooperative banks and land development banks at state, district and block levels.
With around two-third share in the total assets in the.financial system, banks

‘play an important role. Of late, Indian banks have also diversified into areas

such as merchant banking, mutual funds, leasing and factoring.
" The organised financial system comprises the following sub-systems:
‘1. Banking system
1"2. Cooperative system
3. Development Banking system .
(i) Public sector . LT
(i) Private sector ' o
4, Money markets and
5. Financial companies/institutions. -2 T s
Over the years, the structure of financial institutions in India has

. developed and become broad based. The system has developed-in three areas

- state, cooperative and private. Rural and urban areas-are well seived by the’
cooperative sector as well as by corporate bodies with national status. There are

* more than 4,58,782 institutions channellising credit into the various areas of the-
economy.

(ii) Unorganised Financial System: On the other hand, the unorganised -
financial system comprises of relatively less controlled moneylenders,
indigenous bankers, lending pawn brokers, landlords, traders etc. This part,of
the financial system is not directly amenable to control by the Reserve Bank of
India (RBI). There are a host of financial compames investment companies,
chit funds etc., which are also not regulated by the RBI or the government in a
systematic manner. However, they are also governed by rules and‘regulations-

" and are, therefore within the orbit of the monetary authontles

Indigenous Banking in Indla 4

Atindependence, India had an indigenous bankmg system with a centuries-
old tradition. This system had developed the hundi, a financial instrument still in
use-that is similar to the commercial bill of Western Europe. Hundi were used
to finance local trade as well as trade between port towns and inland centers 4
of production. They were often discounted by banks, especially if they were
endorsed by indigenous bankers. Indigencus bankers combined bankmg with
other activities, much as the goldsmiths, merchants, and shippers of eighteenth
and' nineteenthcentury Europe had done

-t
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N T-hey usually belonged -to' certain castes Or communities, such as the
Multams ‘Marwaris’and Chettiars; and they differed in the .extent to- which
they relied on. thelr own-resources, rather than'deposits and. other. fiinds for
. thelr lending. Indrgenous ibankers often endorsed hundis issued by traders and
sometimes provided personal guarantees for loans. from commercial batiks. Such
bankers ‘were collectively known as’ Shroffs, a.term that probably originally
referred to money changers but over time came to refer to the more sophisticated
and influential indigenous bankers.

The main moneylenders“were the Sowkars (who lent to farmers’ from

their own resources or fiinds borrowed from the Chettiars and other indigenous
bankers) and the Pathans (who lent mainly to poor peopte and often resorted w |-

intimidation to ensure repayment).

. Indigenous banking was based on an elaborate and exterisive network of '

personal relations-that overcame the problems of dealing with a large number
of customers. Brokers were used for making introductions and vouching for the

creditworthiness of individual borrowers but did not offer personal guarantees.

Some.brokers .specialized .in introducing indigenous bankers to commercial
" banks, whrle others brought together traders and mdlgenous bankers.

Rural Fmancial System ;

~ Rural ﬁnancral system has been evolved over a period of time from the
year 1904, when the first Prifnary Agricultural Credit Society was orgamzed, by
. accepting. and implementing important recommendations of expert committées
‘ appointed by the Govertimeni of India/RBI. from.time to time. Durmg the
pre-reform period; more particularly; after the advent. of the scientific and
technological .revolution in the sphere of agriculture, "the Govemment of
India and thé RBI have evolved several new concepts, innovations and novel
approaches, which, the Rurai Fmancui.l Institutions (RFls) have responded very
favorably by nnplemcntmg them._ . B

The Banking System ; o

* The structure of the baking system is determmcd by two basic’ factors -
economic and legal. The Devélopment of thie economy and the spread of banking

‘habit calls for increasing banking services. The demand for ‘these banking
services affects the banks’ structure and organisation. National objectives and
aspirations result in government regulations, which have a profound influence
on" the banking structure. These. regulations are baswally of two types: First,

regulations which result in the formation of iew banks to meet the specific needs-

of a group of econormc activities. Secondly, legislation that affects the structure
by means of nationalisation, mergers or. llquldatlon

RBI PO i ‘: )
The Rqserve:Bonk of India as the centra! bank of the country, is at the head
of this group. Commercial banks themselves may be divided into two groups,

the scheduled and the non schieduled. The commercral banking system may be
dxstmguxshcd into: - -
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A. 'Public Sector Banks .
(i) State Bank of India . ] State Bank Group
" (Gi). Associate Bank_ . _
(iii) 14 Nationalized Banks (1969) ' ] ~ Nationalized
Bariks )
(iv) 6 Nationalized Banks (1980)
(v} f{egional Rural Banks Mainly sponsored
byPublic. }
) . o Sector Banks T
B . Private Sector Banks
(i) Other Private Banks;
(i) New sophisticated Privated Banks;
(iti) Cooperative Banks included in the second schedule;
'(ivj_ ‘Foreign banks in India, representative offices, and -
(v) One non-scheduled banks .
Cooperative Sector

The cooperative banking sector has been developed in the country to
supplant the village moneylender, the predominant source of rural finance, as
the terms on_ which he made finance available have generally been usurious
and detrimental to the deveiopment of Indian agriculture. Although the sector

‘reteives concessional finance from the Reserve Bank, it is governed by the state

legislation. From the point of view of the money market, it may be said to lie
between the organized and the unorganised markets. :

Primary cooperative Credit Societies

The primary cooperative credit society is an association of borrowers'and
non-borrowers residing in a particular locality. The funds of the society are
derived from the share capital and deposits of membérs and loans from Central
Co-operative banks. The-borrowing power of the members as well as of the -
society is fixed. The loans are given to members for the purchase of cattle,
fodder, fertilizers, pesticides, implements etc,

Central Co-operative Banks

These are the federations of primary credit societies in a district. These:
banks finance member societies within the limits.of the borrowing capacity of
societies. They also conduct all the business of a_joint-stock bank:

State Co-operative Banks
The State Cooperative Bank is a federation of Central cooperative banks

_and acts as a watchdog of the ‘cooperative banking structure in the State. Its

funds are obtained from share capital, deposits, loans and overdrafts from the
Reserve Bank of India. The State Co-operative Banks lend money to central

cooperative banks and primary societies and not directly to farmers.
f




Land Development Banks -

The Land Development Banks, which are organized in three tiers, namely,
State, Central and Primary level, meet the long term credit requirements of
farmers for.developmental purposes, viz, purchase of equipment like pump sets,
tractors and other machineries, reclamation of land, fencing, digging up new
wells and repairs of old wells etc. Land Development Banks are cooperative
institutions and they grant.loans on the security of mortgage of immovable
property of the farmers.

Money Market

Money market is concerned with the supply and the demand for investible
funds. Essentially, it is a reservoir of short-term funds. Money market provides
a mechanism by which short-term funds are lent out and borrowed; it is through
this market that a large part of the financial transactions of a country are cleared.
It is place where a bid is made for short-term ihvestible funds-at the disposal of
financial and other institutions by borrowers comprising institutions, individuals
and the Government itself. Thus, thoney market covers money, and financial
assets which are close substitutes for money. The money market is generally
expected to perform following three broad functions:

(i) To provide an equilibrating mechanism to evenout. demand for and
supply of short term funds.

(ii) To provide 4 focal point for Central bank intervention for influencing
" liquidity and general level of interest rates in the economy.

(iiiy To provide reasonable access to providers and users of short-term
funds to fulfill their borrowing and investment requirements at an
efficient market clearing price.

Capital Market

The capital market is the place where the medium-term and long-term
financial needs of business and other undertakings are met by financial institutions
which supply medium and Jong-term resources to borrowers. These institutions
may further be classified into investing institutions and development banks on
the basis of the nature of their activities and the financial mechanism adopted by
them. Investing inétitutions comprise those financial institutions which garner
the savings of the people by offering their own shares and stocks, and which
provide long-term funds, especially in the form of direct investment in securities
and underwriting capital issnes of business enterprises. These institutions include
investment banks, merchant banks, investment companies and the mutual funds
and tnsurance companies. Development banks include those financial institutions
which provide the sinews of development, i.e. capital, enterprise and know-how,
to business enterprises so as to foster industrial growth. Y

Liberalisation of the Financial System

A radical restructuring of the economic system, ¢onsisting of industrial
deregulation, liberalisation of ‘policies relating to foreign direct investment,
public enterprise reforms, reforms of taxation system, trade liberalisation and
financial sector reforms have been initiated in 1992- 93. Financial sector-reforms
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banks.
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-

"in the area of commercxal bankmg, capital markets and non-banking finance

companies have also.been undertaken: The focus of reforms in the financial
markets has been on_removing the structural weaknesses and developmg ‘the
markets on sound hnes |

The money -and foreign' exchange ‘market reforms have attempted to- )
broaden and deepen them. Reforms in the government securities market sought
to smoothen the maturity structure of debt, raising of debt at close-to-market
rates aid improving the liguidity of government securities by developing an
active secondary market. In the'capital market the focus of reforms has been on
strengthening the disclosure standards, developing the market mfrastructure and
strengthening the risk’ management systems at stock exchanges to protect the
integrity and safety of the market. . .

Elements of the structural reforms in various: market segments are ;
mtroductlon of free pricing of financial assets such as interest rate on government
securities, pricing of capital issues and exchange rate, the enlargement of the
number of participants and introdiiction of new instruments. Improwng financial
soundness and credibility of banks is a part of banking reforms under. Taken by
the RBI, a regulatory and supervisory agency over commercial banks under the

- Banking Compames ‘ .

Regulation Act 1949, The improvernent of financial health of banks is
sought to be achieved by capital adequacy norms in relation’to the risks to which
banks are exposed, prudential norms for income recognition and provision-of
bad debts. The removal of.external constraints in norms of pre-emption of
funds, benefits and prudential regulation and recapitalisation and writing down
of capltal base are reﬂected in the relatively clean and healthy balance sheets of

.

“The reform process has, however, accentuated the inherent weaknesses
of public sector dominated banking systems There is a need to further improve
financial soundness and to measure.up to the i increasing competition that a fast
liberalising and globahsmg economy would bring to the Indian banking system. -

In the area of capital market, the Securities and Exchange Board of India (SEBI)'

was setup in 1992 to protect the interests of investors in securities and to promote
development and regulation of the securitics market.

SEBI.- has’ issued guidelines for primary markets, stipulating access to
capltal miarket to improve the quahty of publlc issues, allotment of shares,
private placement, béok bulldmg, takeover of companies and venture capital. In-

" ‘thé-area of secondary markets, measures to control volatility and transparency

in dealings by modlfytog the badla system,’laying down insider regulations to
protect integrity of markets, uniform settlement, infroduction of screen-based
online trading, dematerialising shares by setting up depositories and trading in

. -derivative securities (stock index futures).

There is a'sea change in the-institutional and regulatory environment in
the capital ‘market area. In regard to Non-Bank Finance Companies. (NBFCs),
the Reserve Bank of India has issued: several measures aimed at encouraging
disciplined NBFCs which run on sound business prmc1ples The measures seek

e




"t protect the interests of depositors and provide more effective supervision Indian Financial
particularly over those which accept public deposits. The- regulatlons stipulate - System
an upper limit for public deposits which NBFCs can accept.

This limit i§* linked to credit rating by an approved rating agency. An
upper limit is als’o'pléeed on the rate of interest on deposits in order to restrain .
'NBFCs from offering incentives and moblhsmg excessive deposits which they ) “
may not be able to service. The heterogeneous nature, number, size, functions Notes
(deployment of funds) and levél of managerial competence of the NBFCs affect b
their effective regulation. Since the liberalisation-of the economy in 1992-93 | R
and the initiation of refonn measures, the' finanicial system is gettmg market- -, k
oriented.

Market efficiency would be reflected: in the wide dissemination of | . ~
information, reductton of transaction, costs and allocation of capital to the
most productive users -Further, fréeing the financial system from governriient | . ’ -
“interference has been an important element of economic reforms. The economic '
reforms also aim at improved financial v1abxllty and institutional strengthening.
Toi improve the effective implementation 0 {the inonetary policy, linkages among
money and foreign exchange markets have been forged.

-

o

Role and Impot':tance of Financial System in Econonﬂc Development:

1. It links the savers and investors. It helps in mobilizing and allocating | .
the savings efﬁcnently .and effectively. It plays a crucial role .in
. *  economic de_velopme[tt through saving-investment process. This
savings — investment process is called capital formation. - : .

2. It helps to menitor corporate performance. i
3. It provides 'a. mechanism for managing uncertainty and controlling

risk. -5 -
4. It provides a mechanism for the transfer of resources across
= -geographical boundaries: -
5. Ttoffers portfolio adjustment facilities (prowded by financial markets *

= =

-and financial mten‘nednanes) -

6. It helps in lo_wenng the" transaction costs dand increase returns. This

~ will motivate peoplé to save more.

7. It promotes the process of capital formation. , .

8. Ithelpsinpromoting the process of financial deepening and broademng ) .

Financial deepening means increasing financial assets as a percentage —
of GDP and financial broadening means building an increasing number. and '
variety of participants and instruments. In short, a financial system contributes
to the acceleration of economic development It contributes to growth through
technical progress. .. : -

Growth and Development of Indian Financial System: C ‘ o

At the time. of independence in 1947, there was no strong financial
institutional mechanism in the country. The industrial sector had no access to
the savings of the community. The capital market was primitive and shy. The
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private and unorganized sector played an important role in the provision of
liquidity. On the whole, thére were chaos and confusions in the financial system.

After independence, the goveriment adopted mixed-economic system. A «
scheme of planned economic development was evolved in 1951 with a view
to achieve the broad ‘econémic and social objective. The -government started
creating new financial institutions to supply finance both for agricultural ¢
and industrial development. It also progressively started nationalizing some
important financial institutions so that the flow of finance might be in the right
direction. The following developments took place in the Indian financial system: .

1. Nationalisation of financial institutions

E;;ablishment of Development Banks

Establishment of institution for housing finance ,
Establishment of Stock Holding Corporation of India (SHCIL)
Establishment of mutual funds and venture capital institutions

New Economic Policy of 1991.

1. Nationalisation of financial institutions: RBI, the. leader of the
financial system, was established as a private institution in 1935. It was -
nationalized in 1949. This was followed by the nationalisation of the Impcnal
bank of India. One of the important mile stone in the economic growth of India
was the nationalisation of 245 life insurance Corporation in.1956. As a result, ~
Life Insurance Corporation of India came into existence on 1st September, 1956.
Another important development was the-nationalisation of 14 major commercial
banks in 1969. In 1980, 6 more banks were nationalized. Another landmark
was the nationalisation-of general insurance business and setting.up of General
Insurance Corporation in 1972,

2. Establishment of Development Banks: Another* landmark in the
history of development of Indian financial system is the establishment of new
financial institutions to supply institutional credit to industries. In 1949, RBI
undertook a detailed study to find out the need for specialized: institutions.
The first development bank was established in 1948. That was Industrial
Finance Corporation of India (IFCI). In 1951, Parliament passed State
Financial Corporation Act. Under this Act, State Governhents could establish
financial corporation’s for their respective regions. The Industrial Credit and
Investment Corporation.of India (ICICI) were set up in 1955. It was supported
by Government of India, World Bank etc. The UTI was established in 1964 as
a public sector institution.to collect the savings of the people and make them
available for productive ventures. The Industrial Development Bank of India
(IDBI) was established on Ist July 1964 as a wholly owned subsidiary of the’
RBI. - <

On February 16, 1976, the IDBI was delinked from RBI. It became
an independent financial institution. It co-ordinates the activities of all other

N e RN

" financial institutions. In 1971, the IDBI and. LIC jointly set up the Industrial

Reconstruction Corporation of India with the main objective of reconstruction

. and rehabilitation of sick industrial undertakings. The IRCI was converted into

{ -
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a statutory corporatlon in March 1985 and renamed as Industrial Reconstruction
Bank of Indla Now its new-name is Industrial Investment Bank of India (11BI).

In 1982 the Export-Import Bank of India (EXIM Bank) was Set up to
provide. financial assistance to exporters and importers. On April 2, 1990-the

.~ Small Industries Development Bank of India.(SIDBI} was set up as a wholly

owned subsidiary of IDBI. The SIDBI has taken over the responsibility of
administrating the Si_nail Industries Development Fund and the National Equity
Fund.

~ 3. ‘Establishment of Institution for Agricultural Development: In

1963, the RBI set up the Agricultural Refinance and Development Corporation
(ARDC) to provide refinance support to banks to finance’ major development
prajects, minor irrigation, farm mechanization, land development etc. In order to
meet credit needs of’ 5'sgriculture and rural sector, National Bank for Agriculture

and Rural Development (NABARD) was set up in 1982. The main objective of |

the establishment of NABARD is to extend ‘short term, medium term and long
term finarice to agriculture and allied activities.

4. Establishment of institution for housing finance: The National
Housmg Bank (NHB) has been set up in.July 1988 as an.apexinstitution .to
mobilize resources for the housing sector and to promote housing finance
institutions. )

5. Establishment of Stock Holding Corporation 6f India (SHCIL): In
1987, another institution, namely, Stock Holding Corpération of India Ltd.-was

set up to strengthen the stock and capital markets in India. Its main objective is

’

to provide qulck share transfer facilities, clearing services, support services etc.
to investors.

6. Estabhshment of mutual funds and venture capital institutions:
Mutual funds refer to'the funds raised by financial service companies by pooling
the savings of the pubhc and investing them in a diversified portfolio. They

provide investment avenues for small investors who cannot partrcrpate in the

equities of big compames

Venture eaprtai is a long term risk capital to finance high technology
projects. The IDBI venture capital fund was set up.in 1986. The ICICI and the
UTI have jointly set up the Technology Development and Information Company
of India Ltd. in 1988 to provide venture capital. -

7. New Economic Policy of 1991: Indian financial system has undergone -
_massive changes since the announcement of new economic policy in 1991.

Liberalisation, anatlsatron and Globalisation has transformed Indian economy
from closed to open economy The corporate industrial sector also has undergone
changes due to delicensing of industries, financial sector reforms, capital markets’
reforms, disinvestment in public sector undertaklngs etc.

Since -1990s, Government control. over financia} institutions has diluted
in a phased manner Public or development financial institutions have been
converted into c.ompames, allowing them to issue equity/bonds to the public.
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number of financial intermediaries. Most of the financial institutions are owned
by the govemment At.the same time, the government is also the controllmg

~ -
F

-

Government has aliowed private-sector to enter into banking and insurance

sector. Foreign compames were also allowed to enter ‘into insurance sector in
India. ,

Weaknesses of Indian Financial System: Even though lndlan financial

’ eystem is more developed today, it suffers from certain weaknesses. These may
" be briefly stated below: -

1.Lack of co-ordmation among financial mstltutlons There are a large

authority of these institutions. As there is.multiplicity of institutions in the

. Indian financial system, there is lack of co-ordination in the working of these
mstltutlons

2. Dommance of development ‘banks in industrial ﬁnance The
mdustnal finanéing in India today.is largely through the financial institutions set
up by the government. They get most of their funds from their sponsors. They
act as distributive agencies only. Hence, they fail to mobilise the savings of the

‘publlc This stands in the way of growth of an efﬁcnent financjal system in the

-

country.

3. Inactive and erratic capital market: In India, the corporate customers
are able to raise finance through development banks. So, they need not-go to

* capital market. Moreover, they do not resort to capital market because it is erratic

and enactlve Investors too prefer investments in physical assets to investments
in financial assets. . . ; .

4. Unhealthy ﬁnancial practices: The dominance of development banks
has developed unhealthy financial practlces among corporate customers. The

development banks provide most of thé funds in the form of term loans. So there.

is a predominance of debt in the financial structure of cofporate enterprises. This
predommance of debt capital has made the capital structure of the borrowing
enterprises uneven and lopsided. When these enterprises face financial crisis,
the financial institutions permit a greater use of debt than is warranted. This will
make matters worse. :

5. Monopolistic market structures: In India some. ﬁnanclal institutions
aré 5o large that they have created a monopolistic market structures in the
financial system. For instance, the entire life insurance business is in the hands

of LIC. The weakness of this large structure is that it could lead to inefficiency in .

their working or mismanagement. Ultimately, it would retard the development
of the financial system of the country itself.

6. Other factors: Apart from the above, there are some other factors _

which put obstacles to the growth of Indian financial System. Examples are:
Banks and Financial Institutions have high level of NPA,
Government burdened with high level of domestic debt.
Cooperative banks-are labelled with scams.

Investors confidence reduced in the public sector undertaking ec.,
Financial illiteracy.
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In- the recent;past, the most notable aspect of Indian eco_non.ry is its

financial system. Pezrhapsjno system in the world has changed so much as that of

our financial system. Indian financial system undergoing fast development and
hence not matured like that of developed countries. The government should take

rea$onable Teforms to mould our financial system as healthy one.

13 INVESTMENT BANKINGININDIA L
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Definition of ‘Investment Banlnng
Definition: Investment bankmg is a special segment of banking operatron

that helps mdrvrduals or Organisations rarse capital and provrde financial

consuitancy- semces to them.

They act as- mtermedranes between secunty issuers and mvestors and

help new firms to go publlc They either buy all the available shares at a price
estimated by their experts and resell them to, public or sell shares on behalf of the
issuer and take comhission on ‘each share. :

Description: Investment baoking is-among the most complex ﬁnancnal

mechanisms ini the world. They serve many different. purposes and business
entities. They -provide- various types of financial services,*such as. proprietary

_trading or trading securities for their own accounts, mergers and acquisitions '
advisory which involves helping organisations in M&As,; leveraged finance. |

that involves lendmg money to firms to purchase assets and settle acquisitions,

: restructtmng that involves improving structures of companies to make a business

more efficient and- help it make maximum proﬁt, and new issues or IPOs, where

 these banks help new firms go public..
Let's. understand how an lnvestment bank earns money by provrdmg -

acquisition adv1sor1es

Think of ¢ company ABC buying another company XYZ, ABC is not sure
how muich company XYZ is really worth and what will bethe long-term benefits
in terms of revenues, costs etc. In this scenario, the investment bank will go

through the process of due. diligence to determine the value of the’ company,'
settle the deal by helpmg ABC prepare necessary documents and adwsmg it on

the. appropnate tumng of the deal. *

* Here the invgstment bank works on the buy side and some other investment -
‘banks may be workmg on the sell side to help XYZ. The blgger the deal sme, the

more commission the bank will eamn.

Bank of Amenoa 'Barclays Capltal Citigroup Investment Banking,
Deutsche Bank, and JP Morgan are.some of the largest mvestment banks in_

India:

- Do you dream:".of being a hig,h-ﬂying professional who wants-to make it .

big in the investment world, but don’t have a clue where to look?

Here’s your answer If you want to move into lnvestment Banking, then '
you should know the overall investment bankmg scenario in India, List of Top -
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. Investment Banks, Kind of Services Offered, their Culture, investment banking

Salaries in India, investment banking jobs in India and whether you are fit for
Investment Banking Profile.

In this article, we will go m-depth about the mvestment banking world
prevalent in India.

. Overview of Investment Banking in India

Before going into the nitty-gritty of investment banking in India, it’s
important to throw some light on the history of investment banking in India.

It all started in the 19* Century. During that period, European banks first
established their trading industries in the land of India. Since that ancient time,
foreign banks have taken the reign of investment banking in India. But that
didn’t last for a long time:

In the 1970s, State Bank of India started to spread its wings and created

a bureau of merchant banking. And in the same decade, ICICI bank started-
offering various merchant banking services.

After a decade, bankmg became the thmg of many and more than 30
merchant banks, financial institutions, and commercial banks started settmg up.
their operations.

However, until the 1980s, banking didn’t get the hype it deserved. In the
1990s, banking became an__inaustry when more than 1500 bankers registered
with SEBI (Securities and Exchange Board of India).

To regulate these huge numbers of banks, it was  required to build an
institution that will help banks adhere to the compliance and regulations. And
that’s how the Association of Investment Bankers of India (AIBI) got started.

The objective of AIBI is to regulate the legal and ethical practices among |
members and also to promote and encourage the expansion of the industry.

-Under AIBL, now there are many banks and financial institutions are
registered. Have a look at the following institutions which are registered under

. AIBI and have already made their name i the investment banking industry in

India - .
*  Axis Bank Ltd.
. -Barclay_s‘Bank PLC ) .
+ BNP Paribas ;
» Central Bank of India
’ Credlt Suisse Securities (India) anatc Ltd
. Deutsche Equities India Private Ltd.
» Edelweiss Financial Services Ltd.
« HDFC Bank Ltd.
» HSBC Securities & Capital Markets (India) Private Ltd.
* ICICI Securities Ltd.
« IDBI Capital Market Services Ltd. -
« JP Morgan India Private Ltd.
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Morgan'Stanley India Co. Private Ltd. " Indian Financial ..

* Religare Capital Markets Ltd. . : - System

- SBI Capital Markets Ltd. '

+ SMC Capltals Etd. ‘ P
Semces Ot‘fered by Investment Banks in India :

There is.a whole gamut of services offered by the investment banks in .Notes

India. Following are top services that stand out

* Mergers & Acquisition Advisory: Companies need to‘expand their
market share and generate more revenue. Thus, they need to find a
better opportunity to merge or acquire other companies that can help
them reach their objectives. “Investment banks m India help these
companies make the right deals (mergers & acquisition deals) and help
them make a prudent decision so that the ROI gets to a'maximum and
the risk becomes the least.

* Management of Capital Issues: Usually investment banks in India
offer management of public issues under. two methods — fixed price
method and book buildingmethod. They also offer IPO (Initial Public
Offering), FPO (Follow on Public Offer), Preferéntial Issues, Rights
Issue, QIP /(Qualified Institutional Piacement) and Debt Placement.
The idea is to help the big organizations expand in the long run and'to
advise them on various strategies along the way. - .

-

* Debt Syndlcatlon When a company is looking to finance new

opportunities, they always don’t have enough cash to go for it.

. However, if they talk to the.investment bankers, they are able to help
them with pro_lect finance, term loan, working capital loan, mezzanine
financing, external commercial borrowing, etc. These services facilitate
the public and private companies in tapping into the right opportunities
at the right tlme ‘and ensure solid growth.

. Buybacksf’l‘akeovers Investment bankers in Ind:a advise their clients
to buyback their shares at the right time. Moreover they also help them
do their- due diligence, find out the target company, and facilitate in
understandmg whether the takeovers are necessary. They also help the
companics adhere to compliances and regulatlons as per SEBIL.

* Corporate: Advisory: lnvestment ‘bankers in India offer corporate
advisory to: various companies, especially to giant companies and

' corporate bodies. As corporate advisory is a huge area, first they
understand ‘the needs of the companies and then offer tailor-made
services. They start with business appraisals, and then the investment
banks in India help the companies develop a business plan. Once the
business plan is developed, they go for strategic project advisory.
And then they also help companies with a business valuation, project
identification, and corporate restructuring. '
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e Investment Banking List of Top Investment Banks in.India

. and Financial Services There are many investment banks in India that offer excellent services and
* have been.gradually expanding their reach. But among all of them, here is the
list of top 10 Indian investment banks as per the deal Volume (these deals are
purely based on M&A deals) — *'
= R E S - om - — .éi:f'“
Notes Rank 1.2 - Name of the Iny est:nent Bank | Ne.of Deals’
o S . fe . (2016)
. 1 Emst- & Young Private Ltd. | 26
_ 2 Price Water House Coopers, Investment | 1
i . ) . Banklng Arm. .
i 3 Deloitte Touche Tohmatsi India, LLP i
* 4 03 Capital Global Advisory Private Ltd. g
A _ 5 | KPMG India Private Ltd. " g
T 6 4. Axis ;{pnal Ld. 7
) : | 7 gy Standard Chartered Investment Bankmg 6
) & . Division
’ - : 8 _ Avendus Capital Private Ltd. ’ 6
9 JM Financial Institutional Securities Ltd. 6
10 ) ~KPMG Corporate Fmance LLC 6
X - Now, let’s ‘have a look at the list of top lQ.mvestmcnt banks as per deal
_K - value (M&A) in 2016 = ¢
. : - ) p— w ‘;W%.__% -
Name of the Investment Ba .
1 - ‘? Arpwood Capztal anate Ltd 21 891.71 4
i ' 5 JM Financial Instltutlcinal Securities 13.599.77 6
Ltd.
" 3 ", Morgan Stanley 11,950.00 4
, 4 Ernst & Young Global Ltd. 1089872 | 4
5 Kotak Mahindra Capital Co. Ltd. 10,149.96 4
6 Ambit Private Ltd. - 9,730.00 3
‘ 7 DH Consultants Private Ltd. 9,730.00 1
) fr 7 Cltag;\'oup Global Markets India Ifnvate 9.730.00. {
[. “ Ltd. v . _
) 8 Lazard Ltd. 940742 | 4
9 J.P. Morgan Securities LLC. 800000 | 1
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Rankl{  Nameof the Invébtuient Bank? | 203 Nofof ||~ Indian Financial
aep: Se L (inSmlllions) ‘Deals’ System
9 Evercore Partners Inc. * 8,000.00 1 '
_ Standard Chartcred B Investment - '
Now, let’s look at the list of investment banks that have topped the ist in ‘Notes
201 im terms of IPO in the domestic market — ) ’
“Rank: - Bihs ame;fﬁmﬁglnvestmentliank* )
1 ICICI Securities .
~ 72 " Edelweiss Financial Services -
3. Axis Bank
4 'HSBC ° .
5 o  Kotak Mahindra Bank
6 .- ¥ 1IFL Securities ‘o o
7 " IDFC Bank s
8 State Bank of India .
9 M Financial Institutional Securities Ltd. )
10 - ‘Elara Capital

The best part of this list is that only one foreign bank has:been included in .|
thc list, ie. HSBC. Remaining all 9 banks belong to India. That méans, the reign

of foreign investment banking has been declining and more and more Indian
investment banks are coming up on the top. .

Recruitment process — Investment Banks in India -
If you ever dream of being part ‘of the investment bankmg industry in

India, here’s how you can crack the code But a word of caution — thousands and . '
thousands of students are going the same route and as a result, you may. get lost .

in the crowd. I

Have a glance at the recruitment Jprocess of these investment banks in |~

India, so that you can prepare well and reach your dream jobs.—

» No HR business: As the investment barnking industry i in India is qulte
different; rarely HR. goes through investmént banking -restimes. It is

done by MD directly. As investment banking profcssnons are not for
the faint-hearted, it’s important that.the screening is done by the most -

. important executives in the business.
% Never try to tap insider’s information to crack the interview: As an

_ millions of bucks of important clients. So, don’t try for any quick fix.
. Rathertry to highlight why you are a good match for the job.

‘o .Selectlon process: Selecting the best candidates for investment

, candidates are Judged on the basis of their techmcal skills,’ leadershlp

-

““investment banker, you need to be trustworthy as 'you will be handling- |

bankmg i§ quite different than other sorts of jObS Usually, the,
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abilitj}; communication & interpersonal skills "and 'self-motjvat_ion.
First of all, the resumes are selected by the MD and then the shortlisted
candidates are called for the interview. During the first round, most of -
the candidates are screened out. Only a few best candidates fit the bill

and asked for the last round. If the number of candidates is huge, then

there is a.chance of biases as not all interviewers would be able to all

the candidates. In the final round, HR will brief the candidates about

what they can expect during the interview. And then on the basis of
consensus, the offer is released to the person who turns out to be most

suitable for the company and its clients,

* The most important thing: When an MD of an investment banker

- asked what is the one thing that separates the best candidate from the
rest, he mentioned that GPAs are only important for first time screening;
but ultimately what matters most is the willingness of the candidate to
make their mark in the investment banking industry. He also mentioned,
that most of the candidates apply in investment banking jobs in India-
just for money; very few want to go for the love of investment banking
and they are the best of the lot in most cases.

Culture in Investment Banks in- India ‘

"= The culture in investment banking in India is not something most will
look up to. Because there is a huge imbalance between taking risks and
love for the work!

-+ Ininvestment banking, risk-taking abilities and mmanves are dzrectly
proportionate to how much money the investment bankers will make,
not how much love they have for the job. That’s why unfortunately not
all candidates are suitable for investment banking jobs in India.

* It may seem like labor market though, but.usually, in the long term,
very few investment bankers stdy in one organization as they are
offeted higher positions by competitors.

* Moreover, there is no work-life balance. You may need to work for 16~
18 hours a day to clinch the deals. Only one thing is pretty good here
and that is the money. If you can stick to this culture, you will make
huge money within a few years. 2 -

* * Having said that, let’s look at some data about the salaries of investment

-banking professionals in India.
Investment Banking in India — Exit Opportunities )
If you get bored in investment banking in India or can’t seem to take the

"t ~pressure, you may have few options to go to like ~

* Private.Equity
* Hedge Funﬁ§ e
* Venture Capital

* Corporate Finance

* Entrepreneurship




Howéver, know that exit from investment banking in India will not always
seem worthy especially if you are looking for fewer hours of work and you don’t
. like the financial analysis. |

. In each of the above options, you need to putina lot of hours (often more)
to get to a good position and each of the options would need you'to invest your
time and energy in looking through financial analysis. .

Thaus, exit only when you know that you want to explore other opportunities

.and dimensions; not because you want to escape the daily grind. The idea that-

. you will work 2-3 years in-investment. bankmg and then will.take a different
route is nothing but a myth.

Varions roles as an Investment Banker:-You can work as an investment
banker in dlfferent capacities which are - discussed below-

1. ‘'Underwriting is one of the primary functions of investment banks
which helps-in raising capital for companies and govemments through
the issuance of equity, and debt.

2. You can work in the Mergers and Acquisition (M&A) department
~  which gives strategic guidance to companies to merge or. acquire
-another company: They advise buyers and, sellers on business
valuation, pricing and structuring of a transaction, negotiation, and
implementation. These people possess a specialized skill to make sure
that such deals really makes sense and is viable for the company in the

long run: ..

3. Private Equity"is one of the most prestigious jobs in today’s time. It

involves investment in asset class comprising of debt and equity in
.companies which are not listed on the stock exchange. Some of the
popular privaté equity.firms include KKR ‘and Blackstone..

—. 4. Venture Capital shares similarity with private. equity .firms, but
the only difference is that they provide capital to startup comparnies

while private equity deals with established firms. Becoming a vefiture

capitalist requlres -a special set of skills as their role involves picking
companies which are at the nascent stage but have. huge potential
- going forward. The chances of failure are very high for most of the
cotmpanies, but few winners are enough to outwelgh a large number of
losers.

5. Equity research is one of the important arms of Investment Bankmg
career. They come with buy and sell side research- which helps fo
facilitate the trading of securities. Their reports are usually meant
for internal use,-but. they may sell it to hedge funds or mutual fund
managers so as to generate additional revenue.

6. Some ﬁrms also engage in proprietary trading. It’s a trading desk
which gives a platform to the traders to trade in different securities like
equity, bonds, currencies or commoclmes with firm’s own money as
compared.to the depositor’s money.
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| can be equally qurck too.

K

7. They also play the role of Asset Management company where
-they manage huge portfollos for theif clients mcludmg insurance
 companies, pension funds, etc. They help their clients in- achieving

their goals using the right mix of various instruments like. equrty,

s . bonds, real estate etc in their portfolro

Though an invéstment bankmg career is a prestigious job and can fetch

you a good payoff, make sure you are ready for the mtense comipetition to.get
+ into it and also ready to work for long hours . .
4 There is one misconception’ that ‘you got to have a ﬁnance background 10
-become an investment banker. =

Investment banker usually comes from different backgrounds includli;g a
bachelor’s degree in finance, mathematics, physxcs computer.science, etc. :

However, a good-base in fathematics is very 1mporrant
- Set of Skills Required-
Entry into an.Investment bankmg career.is usually not possible without a

| degree, preferably a CFA or an MBA from Top B-Schools.

i
However, getting into it is-based on competence\ and you got to possess:
various skills to qualify for an mvestment banking career.

‘Some of the qualmes are mentloned below-

Strong number crunchmg and analytlcal skrll

Good communication skrll 4

Leadership quality - : i

Exceéllent in teamwork .

Able to work u¥der pressure and to handle stressful situations
. Life of an Investment Banker

There isno doubt that an Investment Bankerhas one of the most prestigious °
jobs in the world. You' get to live in the best cities in the world.with. the likes

1]
99-99‘9‘-

- of New York; Londgn, Mumbal ‘and Singapore. Along with that you also get a
-hefty cheque at thé‘end of every month.

‘But all these perks also come: as a'result of hard work unlike any other in.

* the financial world - oo }

Are you prepared to put m thc effort reqmred to fill in the shoes of-an

It is believed that .investment bankers havé’ all 3 meals in their office.

| ' Working hours are long and can stretch up to 2 A.M many times. Amidst all this,

they are always checking hurldreds of emails, calls'and crunching thousands of

key data points and. ﬁnancral numbers every, day.

All this'is just an ordmary day’in the life of an Investment Banker, -
But if you can deliver on all these fronts and regularly, then promotlons

3 ~

4
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L Pay of an Inves;tment Banker - ) Indian 'Fim_;nciaf
. The pay of an Investment Bankef is one of the best in the finance-related System

_ jobs across the world.: In India, the: average salary of an IB can range between

Rs.25 Lakhs-te Rs: 50 Lakhs per annum. Such a payment would only be after a . -
few years of experlence as a subordinate. ,

If you are able to travel outside of India and are quallﬁed enough fo land a .
job on Wall Streeti in the USA, you can easily expect to make at least $125,000as | ..  Notes
a base’salary and up to,$ 10 Million as a managmg director. You can accomplish
such a feat by workmg for a’few yeafs and ‘gaining expenence n an Indian
company, then transfemng there.

1.4 RECENT DEVELOPMENTS AN D CHALLENGES AHEAD ’ .- !

Recent Development in Merchant Bankmg

Setting up of barik subsidiaries Finance is the lifeblood of every business
activity. In order to succeed in a competitive corporate world various financial = . )
servrces are necessary: for corporates. So demand for financial services from the T |
‘corporate sector is mcreasmg day by day. In order to meet this growing demand. -
the merchant banking/divisions of the nationalized banks have started formmg
independent subs:dlanee Through these subsidiaries they offer specialized |™~ . | ' o 7
service to their cllents -

Re-orgamzatlon of pnvate firms

Inorderto meet the growing demand for broad based financial services from
the corporate sector, the merchant bankmg divisioris of the natlonahzed banks
have started forming mdependent subsidiaries. Due to the tough competition

~ from these subsrdlanes, private merchant bankers have also started reorgamzmg
their activities. ;

Establishment. of Stockbroker: ‘Undervriters Association (SUA)

. In order to protect the interest of investors and to provide information” ) .
about capital market and to rendér legal- and other services to members and '
public, the Stockbroker Underwriters, Association (SUA) was started in 1984.

."SUA works with merchant bankers and promote the activities of capital market _ b

Discount and Fmance House of India (DFH]) - -,

Discount and Fmance House of India (DFHI) was, set up in April 1988,
by RBI jointly with publrc sector. banks and all India financial institutions to : ’ -
develop the moriey market in Ihdia. The main objective of this institution is to
facilitate smoothening of the 'short term hquldlty imbajances by developing-an ” 3
active secondary market for the money market instruments. ’

Securities and Exchange Board of India (SEBI) i - i -

Tn'orderto protect the interest of i mvestors and to promote the development
‘of -securities market and to regulate” the  securities markets the Securities and ) ‘
Exchange Board of India (SEBI) was established on Aprll 12, 1992. Persons, ) -+
dealing in security market like merchant bankers, underwriters, stib-brokers etc.
have to. seek authonzatlon from the: board for runmng their operations. In India, «
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" a substantial number of Merchant bankers are operating under the supervision

and control of Securities and Exchange Board of India (SEBI). |
Credit Rating Information Services of India Ltd. (CRISIL)-

CRISIL .was the first credit rating agency in India, introduced in 1988
whose main objective is to'make financial markets function better. It provides
ratings, rescarch, risk and advisory services to numerous companies and financial
institutions. Stock-Holding Corporation of India Ltd. (SHC) SHC was set up in
1986 by the All India financial institutions to take care of safe custody, delivery
of securities and collection of sale proceeds of securities.

Indian banking — The challenges ahead ~

1. In recent years, there has been a considerable wide/niﬁg’and deepening
of the Indian financia! system, of which banking is a significant component.
With greater liberalisation, the financial system has come t0 play a much larger
role in the allocation of resources than in the past and its rolé in future can be
expected to be much larger than at present. The growing role of the financial
sector, insthe allocation of resources has significant potential advantages for

- the efficiency with which our economy functions. Consequently, the adverse
~ consequences of malfunction of the financial system are likely to-be more severe

than- they used to be in the past. Hence, all our efforts. teday are focused at
ensuring greater financial stability. Given the significance of the Indiqn‘ banking
system, orie cannot afford to underplay the importance of a strong-and resilient

_ banking system.

2. The pre-reform penod w1tnessed t\ﬁ"e folIowmg major regulatory

. constraints on the banking sector which. n6t t only distorted the efficiency of the

interest rate mechanism but also adve’”ély affected the viability and profitability
of banks: ‘
~ — large pre-emptions — both in terms of the statutory holding of
Government securities (statutory liquidity ratio, or SLR) and cash
reserve ratioc (CRR); and
— complex structure of administered interest rates;

One of the major objectives of banking sector reforms in India has beento
enhance efficiency and productivity, which were achieved through:

— reductions in the pre-emptions;

— de-regulation of interest rates;

— enhancement of competition through establishment of new banks .in
the private sector, more liberal-entry of foreign banks, enhancing the
role of public shareholders in nationalised banks by gradual reduction
of Government sharcholding in these banks and allowing foreign
direct investment in the private sector banks up to.74 per cent, subject
to conformity with the guidelines issued from time to time.

_The cumulative effect of these measures is that banks have been accorded -
greater discretion in sourcing and utilisation of resources albeit in an increasingly
competitive environment, ~ '
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‘Present position and the challenges ahead Indian Financial
The enhanced role of the banking sector in the-Indian economy; the System
- increasing levels of dcregulatlon and the increasing levels of competition have
placed numerous demands on banks, Operating in this demandmg environment
has exposed banks to various challenges.

" (i) Customer service: It is no longer adequate for banks to prowde only )
traditional banking services. Apart from providing the conventional banking Notes
.services, banks have begun: offering a bouquet of financial services to their -
clients, including cross selling of financial products. The ultimate aim is to offer |
a one-stop-shop for meetmg varied customers’ financial needs. Some banks have
begun employing customer relationship management systems to not only retain
the existing customers but also to attract new customers. The establishment of
new.private sector banks and foreign-banks has rapidly changed the competitive
_landscape in the Indian consumer banking industry and placed greater demands
on banks to gear themselves up'to meét the i mcreasmg needs of customers. For,
the discerning current day bank customers, it is not only relevant to offer a wide -

" menu ‘of services but:also provide these in an mcrcasmgly efficient manner in
terms of cost, time and convenience. . )

While banks are focusing on the methodologies of meeting the increasing
demands piaced on them, there are legitimate concerns in regard to the banking
practlces that tend to exclude rather than attract vast sections of population,.
in particular pensioners, self-employed and those .employed in unorganised
sector. While commercial considerations-are no doubt important, banks have
been bestowed with several privileges, especially of seeking public deposits on
a highly leveraged basis, and.consequéntly they should be obliged to provide
banking services to all segments of the population, on equitable basis. Further, -
experience has shown that consumers’ interests are at times not accorded full ~
protection-and their grievances are not properly attended to. Feedback received
. reveals recent trends’of levying unreésonably high .service/user ‘charges and

enhancement of user charges without proper-and prior intimation. It is in this .
context that the Governor, Reserve Bank of India had mentioned in the Annual
Policy Statement 2005-06 that RBI will take initiatives to encourage

— pgreater degree of ﬁngmcial inclusion in the country;

%

— setting up df a mechanism for ensuring fair treatment of consumers;
and

— effective redressal of customer grievances.

_ It would, therefore, be reasonable to expect banks to focus on the above
aspects while demgmx;g their products for customers.

(i) Branch banking: Traditionally banks have been tooking to expansion
of their branch network to increase their business. Against this background it is
interesting-to observe: that the new private sector banks as well as the foreign
banks have been able to achicve business expansion through other means. It .
has been fealized that it might not be necessary to establish a wider brick and
fnortar network to reach a wider population. Banks are, therefore, examining
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the potential beneﬁts"gthat may accrue by tapping the- aéency arrangement route
and the outsourcmg route. While proceeding in this direction banks ought not to

lose sight of the new risks that they might be assurning and hence put in place_

appropriate stratégies and systems for managing these new risks.

(iif) Competltlon With the ever increasing pace and extent of globalisation
of the Indian economy and the systematic opening up of the Indian banking -
system to'global competition, banks need to équip themselves to operate in the
increasingly competitive environment. This -will make it imperative for banks

» _ to enhance their systems and procedures to international standarcls -and also

smultaneously fortlfy their financial positions.

(iv) Technology A few banks which have impressive branch networks
have not been’ able to meet their. customem-expectatlons due to inefficiencies
ansmg out of inadequate investment in technology and consequently faced an
erosion of their market ‘shares. The beneficiaries are those bariks which have
invested 'in technology Another distinct advantage of use of technology is
the ability to effectively use quantitative techniques and models which-can

enhance the quality of their risk management systems. Recognising the benefits

of modemnsmg their technology- infrastructure banks .are. taking the right.
initiatives. The challenge in this regard will be for banks to ensure: that _they
derive maximum advantage out of their investments in technology and to avoid
wasteful expenditure which might arise on account of*  ° ~

a. uncoordmated and piecemeal adoptlon ‘of technology;
b. adoption of inappropriate/ inconsistent technology. and :
¢. adoption of obsolete technology . =

A case -in point’ i the 1mplementatxon of core banking solutions’ by
some banks without assessmg its scalability or adaptablhty to meet Basel I

" requirements. <

(v) Basel II implementation:. As you-are aware, Basel 1I is the revised
framework for. capital adequacy for banks. Implementation of Basel Il is seen as.,
tlons
With the introduction of capital charge for market nsks with effect from the year
ended March 31, 2005.banks in India are compllant with all elements of Basel I.
I will fiow outline the approach to Basel 1l implementation in India. Commercial’
banks in India will'start implementing Basel JI.with effect from March 31, 2007:
They will initially adopt the Standardised Approach for credit risk and the Basic

"Indicator Approach for operational risk. After adequate skills are developed,

both by the banks- and also by the supervisors, some banks may be allowed to -

- migrate to the Intemal Ratmg Based (IRB) Approach. Implementation of Basel

1T will require more capital for banks in'India due to the fact that operational

risk is not captured. under Basel I, and the capital charge for market risk was not-
- prescribed until recently Though last year-has not been a very good year' for-
- banks, they are exploring all averiues for meeting the capital requirements under .
‘BaselI. The cushion available in the system, which has a CRAR of over 12 p per

cent now, is, however comforung - - <

—
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With-a view to ensurmg tmgratlon toBasel [Iina non-dlsrqptwe manner,
a constiltative and pa:ﬁcnpatlve approach has been adopted for both designing
and implementing Basel II in India. A Steering Committee comprising senior
officials from. 14 be_t_nks (public, private and foreign) has been constituted
‘wherein representation from the Indian Banks® Association and the RBI has
also been ensured. The Steering Committee had-formed sub-groups to address
specific issues. On the basis of recommendations of the, Steering Committee,
draft guldelmes to the banks on’implemeritation of the New Capital Adequacy

Framework have been 1ssued Though Basel Il implementation is considered as.

achallenge generally, the above approach has lightened the burden on banks in
India.

Notwnthstandmg the abave, capacity "building, both' in banks and the '

regulatory -bodies is'a sericus challenge, especially with regard to adoption
of the advanced ‘approaches. We have initiated supervisory capacity-building
measures. to identify-the gaps and. to assess as well as quantify the extent of
additional capital wlnch may be required to bé maintained by such banks: The
magnitude of this task appears. daunting since we havc as many as 90.scheduled
commercial banks in India.

(v:) Improvmg Risk Management Systems: W1th the increasing degree
of deregulation and exposure.of banks to various types of risks, efficient risk
management systems have become essential. As you are aware, as a step towards
further enhancing and fine-tuning’ risk management systems in banks, Reserve
Bank-has issued guidelines on asset-liability management-and risk management
.systems in banks in*1999 and Guidance Notes on Credit Risk Management

and Market Risk’ Management in October 2002 arid thé Guidance Note on °

Opérational risk management in 2005, Though Basel 11 focuses- significantly

on risks its 1mplementatlon should not be seen as an end in itself, It should be .

seen as a medium whereby the risk management systéms in banks are constantly
upgraded to address the changing environment. -

At-the initial stages ~of development of. the risk management systems, -

banks were managing each risk in isolation. The current business environment

demands a more integrated approach to risk management. Itis no longer sufficient

to manage each risk mdependently or in functional silos. Enterprises worldwide
are, therefote, now puttmg in place an integrated framework for risk management

which is proactive, systematlc and spans across the entire orgamsatwn Banksin

India are also moving from the individual silo system to an enterprise wide risk
management system.: Thls is placing greater denrands on the risk management
skills in banks and has brought to the forefront the need for capacity building.

While the first milestone would be risk integration across the entity, banks are-

also aware of the desirability of nsk aggregation across the group- ‘both in the
specific risk areas as also across the risks. Banks would be required to allocate
51gmﬁoant resources towards this objective over. the next few years.

In tHe Reserve Bank, we have adopted the risk based apptoach to :

supervision since 2003 and have brought about 23 banks under the fold of risk
based supervision (RBS) on a pilot basis. On the basis of the feedback received
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from the pilot project,.the RBS framework has now been reviewed. The risk

based approach to supervision is-also serving as a catalyst to banks’ migration to
the integrated risk-management systems. In view of the relevance of improved
risk management systems under the changing circumstances and the larger
emphasis placed on risk management systems in banks under Basel II, it is
essential that the RBS stabilizes at an early date and serves as an important
feedback not only to' bank- managements but also to RBI. However, taking into
account the diversity'in the Indian banking system, stabilizing the RBS as an
effective supervisory mechanism will be a challenge to the RBI.

(vii) Implementation of new accounting standards: Derivative activity

_ inbankshasbeenincreasing atabrisk pace. While the risk management framework

for derivative trading, which is a relatively new area for Indian banks (particularly
in the more siructured products), is an essential pre-requisite, the absence of
clear accounting guidelinés in this ‘area-is matter of significant concem. It-is
widely accepted that as the volume of transactions increases, which is happening
in the Indian banking system, the need to upgrade the accounting framework
needs no emphasis. The-World Bank’s ROSC on Accounting and Auditing in

" India has commented on the absence of an accounting standard which deals with
. recognition, measurement and disclosures pertaining to financial instruments.

The Accounting Standards Board of the Institute of Chartered Accountants
of India (ICAI) is-considering issue 6f A¢counting Standards on the above
aspects pertaining to financial Instruments. These.will be the Indian parallel
to International Accounting ‘Standards 32 and 39. The proposed Accounting
Standards will be of considerable significance for financial entities and. could
therefore have implications for the financial sector. The formal mtroductlon of

- these Accounting Standards by the ICAI is likely to take some time in view of

the processes involved. In the meanwhile, the Resefve Bank is considering the
need for banks and financial entities adopting the broad underlying principles
of 1AS39, Since this is likely to give rise to some regulatory / prudential issues
all relevant aspects are being comprehenSively examined. The proposals in this
regard would, as is normal, be discussed with the market participants before
introduction. Adoption and implementation of these principles are likely to pose
a great challenge to both the banks and the-Reserve Bank.

(viii) Transparency and Disclosures: In pursuance of the Financial
Sector Reforms introduced since 1991 and.in order to bring about meaningful
disclosure of the true financial position of banks to-enable the users of financial
statements to study and have a meaningful comparison of their positions, a
series of measures were initiated. The dxsclosure requirements broadly covered
the following aspects:

+ Capttal adequacy

v+ Asset quality )
* Maturity distribution of select items of assets and liabilities -
« Profitability

~
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* Country risk:exposure
« Risk exposures in derivatives

* Segment reporting

+ Related Party disclosures

Witha view to moving closer towards intefnational best practices mcludmg
International Accountmg Standards (IAS) and the disclosure requirements under
Pillar 3 of Basel I, Reserve Bank has proposed enhanced disclosures which lay

-a greater.emphasis on dlsclosurc of certain quailtatwe aspects. Transparency and
disclosure standards are also recognised as important’ constituents of a sound
corporate governance: mechanism. Banks are required to formulate.a formal
disclosure policy approved ‘by the Board of directors that addresses,the bank’s
approach for determining what disclosures it will make and the internal controls

over the disclosure process. In addition, banks.should implement a process -

for.assessing the appropriateness of their disclosures, including validation and
frequency. ' .

(ix) Supervision of financial conglomerates: In view of increased focus

.on empowering supervisors to undertake consolidated supervision of bank

groups and since the Core Principles for Effective Banking Supervision issued

by the Basel Committee on Banking Supervision have Iun'derscored consolidated

supervision as an independent principle, the Reserve Bank had introduced, as an

initial step, consolidated accounting and other quantitative methods to facilitate

consolidated supervision. The-components of consolidated supervision include,
cdnsolidated financial statements intended for public disclosure, consolidated
prudential reports intended for supervisory assessment of risks and application

of ceftain prudential regulations on group basis. In due course, consolidated

supervision as introduced above would evolve to- cover banks in mixed
conglomeratcs where the parent may be non-financial entities or parents may be
financial entities commg under the _]U.l‘lSdlCthﬂ of other regulators.

The financial landscape is increasingly witnessing entry of some ‘of the
bigger banks into other financial segments like merchant banking, insurance
etc., which has'made them financial conglomerates. Emergence of Several new

players with diversified presence across major segments and possibility of some -

of the non-banking inét{tutions in the financial sector -acquiring large enough
proportions to have systemic impact make it imiperative for supervision to be
spread across various segments of the financial sector. In this direction, an inter-
regulatory Working Group was constituted with members from RBI, SEBI
and IRDA The framework proposed by- the Group will be complementary to
the existing regulatory structure wherein the individual entities are regulated
by the respective lregu_lators- and the identified ﬁnanc1al conglomerates would
be subjécted to focussed regulatory oversight through a mechanism of inter-
_regulatory exchange of information. As a first step in this direction, an inter-
agency Working Group on Financial Conglomerates (FC) comprising the above
three supervisory bodies identified 23 FCs and a pilot process for obtaining

information- from these conglomerates has been initiated. The complexities
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‘Investment Banking  involved in the supervision of financial conglom’émtes.me a challenge not only
and Financial Services to the Reserve Bank of India but also to the other-regulatory agencies, which
need to have a close and continued coordination on an on-going basis. "

(x) ‘Kinow Your Customer’ (KY C) Guidelines .~ Anti Money
Laundering Standards: Banks’ were advised in 2002 to follow certain customer *
identification -procedure for opening of accounts and momtormg transactions
Notes of a suspicious nature for the purpose of reporting it to appropriate authority..
These ‘Know Your Customer’ guidelines were revisited in the contgxt of the
" .| recommendations made by the Financial Action Task Force on Anti Money

Laundering standards and on Combating Finan¢ing of Terrorism: These
standards have become the international benchmark for framing Anti Money
* Laundering and combating ﬁnancmg of terrorism policies by the regulatory
authorities. Compliance with these standards both by the banks/financial
institutions and the country has become necessary for international financial
relationships. Detailed guidelines bdsed on the Recommendations of the’
Financial Action Task Force and the paper issued-on Customer Due Diligence
for banks by the Basel Committee on. Banking Supervision, with indicative
suggestions wherever considered necessary, were issued-to banks in November'
2004. Banks were required to ensure that a pfoper policy framework on.‘Know
Your Custoimer’ and Anti-Money Laundermg measures is formulated and put in
place with the approval of the Board within three months and be fully compliant
with these guidelines before December 31, 2005. Compllance with the above
is a significant challenge to the entire banking industry to fortify itself against
misuse by anti-social persons/ entities and thus project a picture of sohdarlty and
financial integrity of the Indian banking system to the mtematmnal community.

(xi) Corporate Governnace: Banks are “special” as they not only accept
and deploy large amount of uncollateralized public funds in fiduciary capacity;.
but, they also leverage such funds through credit creation. Banks are also
important for smooth functioning of the payment system. In view of the above,
legal prescriptions for ownership and governance of banks laid down in Banking
Regulation Act, 1949 have been supplemcnted by regulatory prescriptions issued
by RBI from time to time. In this context, one must remember that profit motive
should not be'the sole criterion for business decisions. Fiow of bank finance for
productwe purposes‘must always take priotity over the granting of credit for
speculative investment no matter how profitable the latter may be. Ifbank finance .
flows increasingly to finance speculative activities, it will be to the detriment

_of real productive investment for research, development dnd the production of
‘real goods/ services. One might conclude that such uncontrolled flow would
ultimately affect economic growth. Hence, funding "of speculative activities

_ must be subject to prudential limits, even though it might yiéld attractive returns:
This will be a significant challenge to banks wherg the priorities and incentives .
' 'rmght not be well balanced by the operation of sound principles of corporate
.governance. If the internal imbalances are not re-balanced immediately; the.
correction may, evolve through external forces and may be painful and costly
to all stakeholders. The focus; therefore, should be on enhancing and. fortlfymg
operation-of the principles of sound corporate governance
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1.5 INSTITUTIONAL STRUCTURE AND FUNCTIONS OF

——

INVESTMENT/MERCHANT. BANKING

Institutional Structure

In tracing the history of the merchant banking in India, the structure of

merchant bankers appeared as follows at one point of time:

1.

Merchant banking divisions of commercial banks, both Indian and
Foreign.

Merchant banking divisions of financial institutions (e.g. IDBL, IFCI,
etc.)

Merchant banking companies promoted by stock broking firms. (e.g. -

M Financial, DSP)

Merchant banking services of NBFCs. However, the above structure
has undergone a transformation now. The merchant banking divisions
of the commercial ‘banks exist now as independent subsidiary
companies of the parent firms. For example, the SBI Capital Markets
Ltd is the subsidiary of SBI. The merchant bankmg activities of the
NBFCs almost cease to exist.

‘Merchant Banking .

-A merchant bank is a firth or the financial institution providing capital to
the companies in the form of share ownership instead of loan. Merchant bank
also work as d consultancy and provide advisory on corporate matters to firm in
which they invest, these banks are experts. in international trade, which makes
them pundit in.dealing with multinational corporation. Merchant bankers helps
firms or companies in raising finance by way of issue of a share, bank loans,
debenture etc. merchant bank do not provide financial service to normal public.

Merchant Banking is a combination of Banking and consultancy services.

It provides consultancy, to its chents for financial, marketing,
managerial and legal matters.

‘Consultancy means to provide advice, guidance and service for a fee.

It helps a businessman to start a business.

It helps to raise (collect) finance.

It helps to expand and modernise the business.
It helps in restructuring of a business.

It helps to revive sick business units.

It also helps companies to register, buy and sell shares at the stock
exchange.

In short, merchant banking provides a wide range of semces for
starting until ninning a-business.

It acts as Financial Engu_leer for a business.

According to SEBI, “a merchant banker- is one:who is engaged in
the business of issue' management either by making arrangements

-
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regarding selling, buying. or subscribing to the securities:as manager,
_advisor or rendenng corporate advisory services in relation to-such
issue management”. . !

Functions of Mercharit Banker

A merchant banker is not merely an issue manager-

The scope of his activities extends beyond issue mandgement.

He undertakes new responsibilities such as syndication of project
financing, global fund raising, designing new financial instruments and
deal making in corporate takeovers. -

From dealing in shares for major industrial houses to takeovers, the:
merchant bankers have come a long way in the spectrum of services
that are offered.

Their operations have considerably widened-and have become more

'speclallzed The: following are the functions of merchant bankers.in

India:

Functions-of MB:

1-

]

Managing Public Issue of Companies: Merchant bank advice

and manage the public issue of companies. They. provide following

semces i

a.” Advise on the timing of the pubhc issue.

b. Advise on the size and price of the issue. | -

c. Acting as manager to the issue,“and helping in accepting
applications and allotment of securities.

d. Help in appointing inderwriters and brokers to the issue.

e Listing of shares on the stock exchange, etc.

Management of Interest and Dividend: ‘Merchant. bankers help
their clients in the management of interest on debentures/loans, and
dividend on shares. -

— They also advise their client about the. tlmmg (mtenm/yearly) and
_rate of dividend.

Project Management: Merchant bankers help their clients in-the
many ways.

— For ¢.g. advising about location ofa project,

~ preparing a project report,

- -conducting feasibility studies,

— -making a plan for financing the project;
= finding outksources'of finance, -

— advising about concessions and mcentlves from the government
Portfolio Management

A merchant ‘bank manages the. portfohos (mvestments) of its
clients!



— This makes investments safe, liquid and profitable for the client. Indian Financial
~ It offers expert guidance to. its clients for takmg Ainvestment System |
decistons.
§. Raising Finance for Clients:
~ Merchant Banking helps its clients to raise finance through issue
- of shares, debentures; bank loans, etc.

~ It helps its clients to raise finance from the domestic and Notes
~_international market.
~ This finance is used for starting a new Ibusinéss or project or for
modernization or expansion of the business.
6. Revival of Sick Industrial Units: i
- — Merchant banks help to revive (cure) sick industrial units.
-1 — It negotiates with different agencies like banks, term lending . . .
' institutions, and BIFR (Board for Industrial and Financial
Reconstruction).
. "~ Ttalso plans and executes the full revival package

7. Spec:al Assistance to Small Companies and Entrépreneurs:

— Merchant banks advise small companies .about busmess,
opportunities, government pohcnes incentives and concessions
* available.

— It also helps them to take advantage of these opportumtlcs
concessions, etc,

8. Services to Public Sector Umts

* Merchant banks offer many services to public sector units and
publi¢ utilities.

_ * They help in raising long-term caplta.l marketing of securities, | -
: foreign collaborations and arranging long term finance ﬁ‘om term
lending institutions,

9. Corporate Restructuring:

« 1t includes mergers or acquisitions of existing busmess units, sale
of existing unit or disinvestment. - .

* This requires proper negotiations, preparatlon of documents and
. completion of legal formalities. '

¢ Merchant bankers offer all these services to their cllents
10. Handling Government Consent for Industrial Pro]ects
— A businessman has to get government. penmssmn for starting of
‘the project. _
— Similarly, a company requires penmssmn for expansmn or

+ ~ modernization activities. For this, many formalltles ‘have to be
- .completed.

— Merchant banks do all this work for their clients.
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11.

12.

13.

14.

Adyvice on Expansion and Modernization:'

» Merchant bankers give advice for expansion and modernization of
the business units.

» They give expert advice on mergers and amalgamations,

- acquisition and takeovers, diversification of business, foreign
collaborations and joint-ventures, technology up gradation, etc.

Broker in Stock Exchange:

"~ Merchant bankers act as brokers in.the stock exchange.

— They buy and sell'shares on behalf of their clients. They conduct
research on equity shares.

— They also advise,thqir:clients about which shares to buy, when to
buy, how much to buy and when to sell. .

~ Large brokers, Mutual Funds, Vegtflre_ capital companies and -
Investment Banks offer merchant banking services.
Underwriter/Money Market Operation:

— Merchant bankers deal with and underwrite short-terrh money
market instruments,such as: .

a, Government Bonds.
b. Cemﬁcate of deposit issued by banks and financial institutions.
c. Commercial paper issued by large corporate firms.
d. Treasury bills issued by the Government (Here in India by
RBI) ’

Leasing Services: N

~ Merchant bankers also help in- leasmg services.

4,

- Lease is a contract between the lessor and lessee; whereby the
lessor allows the usé of his specific asset such as equipment by the
lessee for a certain period. | ) -

— The lessor charges a fee called rentals.

‘Merchant bankers in india: There are 135 merchant bankers in india

" who are registerd with SEB. In india it mclude private sectors, public sector and

foreign players, some of them are: 1
Private Sectoer mercharnt banking

Bajaj Capital Ltd /

‘Icici Securities

Tata Capital Market Ltd. '
Icici Bank Ltd.

Reliance Securities Ltd.

Kotak Mahindra Capital Ltd.

"Yes Bank Ltd.

Axix Bank (Formerly Uti Bank Ltd.)



-

Public sector merchant banking | ' - - Indian Financial

« (PNB) Punjab National Bank _ -  System
* Bank of Maharashtra | , ' '

~ 'State Bank of Bikaner and Jaipur ’

- = State Bank of India Capital Market Ltd. -
+ IFCI Financial Service Ltd. - "1 Notes

+ Karur Vysya Bank Ltd.

" Foreign players in merchant banking

« Morgan Stanley India company Pvt. Ltd.

* Goldman Sachs (India) Securities

» Bank of America

. ** Duetshe Bank

+ Fedex Securities

+ Barclays Bank Plc 7

= Citigroup Global Market India

Investment Banking Vs Merchant Banking

The term ‘merchant banking” and ‘investment ba‘fli;ing’ are often used

mterchangeable in the financial literature.

« The term ‘Investment Banking’ has the US origin whereas the term |
‘merchant bankirig’ is in vogue in countries such as the UK and India.

« The first merchant banking activity in India started in 1969 by the

. Grindlays Bank by opening a merchant banking division.

+ Initially they were issue managers locking after the issue of shares and
raising capital for the company.

* But subscquéntly they expanded their activities such as working capital
management; syndication of project finance, global loans, mergers,
capital restructuring, efc., initially the merchant banker in India was
in the form of management of public issue and providing: financial
consultancyfor foreign banks:

« In 1973, SBI started the merchant bankmg and it was followed by
ICICIL. .

* Between 1974 and 1985 the merchant banker .has promoted lot of
companies.

= However, they were brought under the control of SEBI n 1992.

. * Merchant banks were brought under the ambit of SEBI regulations and
this lead to a disciplined growth of the industry. : ¢

* New checks and balances have been introduced in the functioning of
merchant banks in India. : ' _

_* Coliaborative arrangements with the forelgn merchant banks were also
common. , . - -
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Investment Banks vs. Merchant Banks: An Overview

Investment banks and merchant banks are different types of financial
institutions. These banks do not serve consumers—individual clients or

small and mid-sized businesses. Some of the services. they provide are the

same including underwriting. and investment services. But the fine line that
theoretically separates the functions of these two institutions tends to blur, as the
activities often bleed into one another’s territories. Investment banks conduct
trade finance activities while merchant banks take part in international finance
and underwriting activities, .
* Merchant banks lend theéir sérvices to international finance, business
loans for companies, and underwriting.
* Investment banking is usually fee- or ﬁmd—based, providing a wider
variety of services to its clients.
* Merchant banks help companies and hlgh-net-worﬁ) individuals.
* .Investmentbanking clients include institutional investors, governments,
and corporations.’
Investment Banks
Investment banks are institutions that serve as mtermedlarles for a variety
of purposes. Their activities usgally vary from one institution to another. Most
of the services in which they‘engage tend to be large and complex financial
transactions. Investment banking clients are normally governments and other

¥ -

ﬁnanclal institutions as well as'institutional clients such as hedge funds, pension °

funds, and large companies.
Pure investment banks are chiefly responsible for raising funds for

businesses, governments, and municipalities by registering and issuing debt-

or equity and selling these investments on an open market through initial
public offerings. (IPOs). Investment banks traditionally underwrite and sell
these securities m large blocks. Smalt boutique investment banking firms may

- narrow their focus to a smal! area of expertise. They also facilitate mergers and
_acquisitions (M&A) of companies through share sales and provide research and

financial consulting to companies.
Investment banks may be fee-based because they provide bankmg and

“ advisory services. They may also be fund-based because they can earn income

from interest and other leases from their clients.

Some of the world’s best-known and biggest investment banks include
Barclays (BCS), UBS (UBS), and Credit Suisse (CS).Many of these banks also
operate smaller rétail and commercxal branches for the general public.

While investment banks focus on larger companies, merchant banks offer
their services to corporations that are too large for ‘venture capital firms but
small enough to make a compelling. pubhc share offering on 2 large exchange.

Merchant Banks _

Just like investment banks, thc precnsc llst of offerings differs depending
on the merchant bank in question. Interestingly, the term merchant bank was the
British term used to _descnbe investment banks. :

Nl s = o, et et e o
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Merchant banks don’t deal with the general public, so they don’t take
deposits or make w1thdrawals Instead, they serve high-net-worth individuats
(HNWIs) and multinational corporations.’ Some of their primary functions
include international financing and underwntmg activities: These may include—
but arert limited to——-forergn corporate investing, foreign real estate investment,
trade finance, and the, facilitation of international transactions.

Merchant banlgs may be involved in issuing letters of credit, internatio'na_lly
transferring funds, and consulting on trades and trading techniology. Thése banks
earn money from-fees because they provide advisory and other related services
to their clients. : .

Several of. today § leading merchant banks include J.P. Morgan (JPM), .

Goldman Sachs (GS), and Citigroup (C). -

Key Differences

Theré’s a fine line’ between merchant and investment banks. While both
operate within the ﬁnancral realm, there are-some key overall dlstmctlons Asa

.general rule, investment banks focus on IPOs and large public and pnvate share
offerings. Merchant banks tend to focus on small-scale companies by offering

creative equity ﬁnancmg, bridge financing, mezzanine finanicing, and a number '

of highly delineated corporate credit products.

Jn order to bridge the gap between venture capital and a public offering,
larger merchant banks tend to privately" place equity with other financial
institutions and, in the process, often take.on large po]'tlons of ownership .in
companies they bellevc exhibit strong bsglanco statements, solid fundamentals,
and strong growth potentlal .

B While merchants offer trade financing products to thelr clients, investment
banks rarely do so because most-investment banking clients have outgrown the
"need for trade financing and the various credit products linked to it.
Specral Considerations -
While investment banks mainly service large compames such as major
mutual fund houses, they can also provide consulting services to private investors
_ through their private wealth management.and private client services divisions.
The research provided typically contains buy, ‘sell, and hold ratings on various
stock investments. Merchant banks provide services to corporations and high-
net-worth individuals who typically have businesses around the world.
Remember functions as this short form:
[MP RS]2 in CHABUL ' r

MMPPRRSSCHABUL

Managing Pu{)hc Issue of Companies . .

Management of In!:er&ct and Dividend: - ~

Project Management

Portfolio Management:

Indian Financial -

System
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' RansmgFmance for the Chents

" Revwal of Sick Industtial Units:
Specnal Assistance to Small Compamcs and Entrepreneurs:
Services to Public Sector Units: '

* Corporate Restructuring; g T < )
Broker in Stock Exchange: T
Undetwritér/Money Market Operation:
Lcasmg Meamng

. 1.6 SUMMARY

. The above Indian ﬁpaqcial. system article increases a}xr_ax:eness regardiné
the Indian Financial System. It helps prepare well for compétitivc exams.

This also encourages people to know more about the economic functioning
of their country holds them able to make beneficial decisions regardmg various
investments: °

Investment banking in India is a bit different than it-is in Eumpe and

- the USA. India is still an emergent market for investment banking. Slowly the’

Indian market is ripening and reahzmg the value of investment banking.

l T EXERCISE

What are the’ main features of Indian Financial System‘?

Is u;vestment banking financial services or banking?

What is Merchant banking? What are the functions of Merchant bank?
Discuss the recent developments and challenges ahead?

Explain the Merchant banker?
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UNIT 2: SEBI GUIDELINES FOR MERCHANT BANKERS

Structure: . -
2.0 Objectives. o
21 Introduction '
2.2 SEBI Guldelmes for Merchant Bankers
221 Meanmg of Merchant Banking
2272 SEBI ‘Guidelines
223 Regulanons by SEBI on Merchant Banking
224 Fm;;_:tnons of a Merchant Banker .
2.2.5 Reé_istration of Merchant Banker
2.2.6 Obiiéations and Responsibilities of Lead Managers
23 Continuanée of Association of Lead Managers with an Issue
24 Summaty ‘ "
2.5 Exércise *

2.0 OBJECTIVES

_ After reading this*Unit. you will be able to:
« explain the SEBI guidelines for merchant bankers,
» define the reéislrat}on -of merchant banker,_ —
» understand tﬁe'oblig&_ltions and responsibilities of lcad managers,
* discuss the cbntinua:fce of association of lead managers Iwith‘an issue.

2 1 INTRODUCTION

A merchant bankcr is an organization which performs and renders different
financial services for it’s clients. They do not provide regular banking services,
but specialized services, generally dealing within large corporate clients. The
merchant banker is enigaged in the business of issue management of securities,

helping companies in pre issue and post issue management of securities, in return

for commission or fees. This service enables a company to raise funds without

having to engage in ﬂxe legal and documentation procedures and pursing the -

- potential investor. Thcy help companies in arranging for finance and in project
management as well. Whenever new securities are issued, it is.managed by
Merchant Bankers. All Merchant Bankers have to be registered under SEBI in
order to carry out such activities. After 1980, new industries came up and equity
financing became popular As per SEBI guidelines, Merchant Bankers services
are essential for makmg an issue of securities. This is done in order to regularize
and make the secunty issue safe and transparent. Therefore, hiring merchant
bankmg services is mandatory for the company.

SEBI Guidelines For
Merchant Bankers

« Notes
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-After 1990, the new economic policy adopted by the' government. has
resulted in the' promotion: of a nnmbef of new companies. This has resulted
in the enlargement of capital market. The Government abolished the Office of:
Controller of Capital Issue and the regulatron of stock market was taken over by
SEBI. In such a situation, to link the investors on the one side and cater to the
needs of the entrepreneurs on the other, a new organization came into exlstence
called merchant banker.

A-merchant banker is able to raise capital from the investing public and
provide the same to the companies-which are in need of them. Thus, a merchant
banker is a critical link-between. a company raising funds and the investors.
There are nearly 600 mefchant bankers in India.

2.2 SEBI GUIDELINES FOR ME_RCHANTJ},ANKERS

-

2.2.1 Meaning of Merchant Banking

A merchant banker underwrites corporate secuntles and provides
*“guidelines to clients on issues like: corporate mergers. The mérchant banker
may be.in the form of a bank; a firm, company or even a proprietary concern,
It is basically service banking which provides non-financial services such as

-| arranging for funds rather than provrdmg them.

The merchant banker understands the requirements of the business
concerns ‘and’ arranges finance with the help of financial mst:ltutrons, banks
. stock cxchanges and money markeét. : -

22. 2 SEBI Guidelines .

MERCHANT BANK According to SEBI (merchant bankers)rules 1992,
“A merchant banker has been defined as any person who is ‘engaged in the
. business of issue management either by making arrangements regarding selling,
buying or subscribing to securities or acting as manager, consultant advisor or

rendering corporate advisory services in relation to such i issue management”.

" GUIDELINES FOR MERCHANT BANKING

The merchant banking activity in' India is governed by SEBI (merchant
bankers) regulations,~1992.-Registration with’ SEBI is mandatory to carry-out
the business of merchant banking in-India. An applicant should comply with the
followmg norms: .

(i). the applicant should be a corporate body.

(ii) thé applicant should'not carty on any business other than those
connected with thé securities market,
(iii) the applicant should have necessary infrastructure hke oﬁice space,
equipment; manpower, etc,
(iv) “the applicant must have at least two employees with prior experience
'in merchant banking.
(v} any associate'company, group company, subsrdrary or interconnected

‘company of the applicant should not have been a registered merchant
banker. ' : '
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SEBI (MERCHANT BANKERS) REGULATIONS, 1992. A merchant
banker will require authonzatlon .by SEBI to carry out the business. SEBI has
classified the merchant bankers into four categories based on the nature and
_range. of the activities and the responsibilities.

» CATEGORY:1 - THEY ARE ALLOWED TO CARRY ON THE
ACTIVITY ,OF ISSUE' MANAGEMENT AND' TO ACT AS
ADVISER, : CONSULTANT, MANAGER, UNDERWRITER,
PORTFOLIQ MANAGER.

. CATEGORY 11 <THEY ARE ALLOWED TO ACT AS ADVISER, ‘

CONSULTANT ‘CO-MANAGER, UNDERWRITER, PORTFOLIO
MANAGER! -

» CATEGORY. III -THEY ARE PERMITTED TO ACT AS.

UNDERWRITER, ADVISER OR CONSULTANT TO AN ISSUE.

. CONSULTANT TO AN ISSUE:CAPITAL ADEQUACY NORMS:
- CATEGORY.I :RS. 1 CRORES
'» CATEGORYII: RS.50 LAKHS
* CATEGORY.III: RS.20 LAKHS' s
« CATEGORY:IV : NIL X

From 9 December 1997, however, all other categories were abolished, and
merchant bankers can now only be registered under category- I by SEBL Capital
adequacy norms The secuntles exchange board of India (SEBI) has prescribed

capital adequacy norms for merchant bankers to rcglstcr under’ the various
" categories. The mlmmum ‘net worth” set by SEBI-for category- I of merchant

" bankers was 1mt1ally ﬁggcd at the value of Rs. 1 crore and later raised to the value
of Rs. 5 crores through’ian aimendment of the regulations in the year 1995,

Every merchant banker should maintain copies of balance sheet, Proﬁt

and'loss account, statement of financial position 3. Half-yearly unaudited: result '

should be submitted to SEBI 4. Merchant bankers are prohibited from buying

securities based on the .unpublished pnce,sensmve information of their clients

5. SEBI has been vested with the power to suspend or cancel the authorization
__in case of violation of __Ithe guidelines 6. Every merchant banker shall appoint a
- “Compliance Officer’ to monitor compliance of the Act 7. SEBI has the right to
.send inspecting authorlty to inspect books of accounts, records etc. of merchant
bankers. Lo , . -

" Inspections will be conducted by SEBI to ensure that provisions of the
regulations are properly complied 9. SEBI will give authorization for a merchant
banker to operate for 3 years only. Without SEBI’s authorization ,merchant
bankers cannot operate 10. An initial authorization fee, an annual fee-and
renewal fee may bé collected by SEBI‘11. A lead manager holding a cerhﬁcate
under category 1 shall z accept a minimum: underwnung obligation of 5% of size
of issue or Rs.25 lakhs whlchcver is less. i

* CATEGORY. IV - THEY CAN A(ET ‘ONLY AS ADVISER OR .

SEBI Guidelines For
Merchant Bankers
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-It.is mandatory under SEBI rules that every issuing company must
appoint one or more SEBI fegistered merchant bankers as lead manager(s) for
the management of issue Issu¢ amount No of lead managers Up to 50 crores not
more than Two 50 to 100 crores Three 100 to 200 crores four 200 to 400 crores
five Above 400 Five or more'as may be agreed by the SEBI However, the limit
to the maximum number of lead managers to be appointed in a single issue was
omitted through amendment in this régulations on April 19, 2006

RBI exempted merchant banking companies from compulsory registration
(section 45 IA), maintenance of liquid assets (section 45 IB), creation of reserve
fund (section 45 IC) and all the provisions of the recent directions relating to
deposit accheptancc and prudential norms. Conditions:

* Such companies are registered with SEBI. under section 12 of the
SEBI Act, 1992 and are carrying on the business of merchant banker
in accordance with fules/regulations framed by SEBI; —

» They.require securities only as part of their merchant banking business

» They do not accept/ hold public deposits. Exemption from RBI

Regulations. )
1. Operational Guidelines
“SEBI has pronounced the following g_uidelines. for merchant bankers:

1. Submission of effer dpcument: The offer documents of issue size
up to Rs. 20 crores shall be filed by lead merchant bankers with the concerned

regional office of the Board under the jurisdiction of which the registered office

of the issuer company falls. The jurisdiction of regional offices/head office shall
be as per Scheduie XXI1. i

According to Clause-5.6 of Chapter V of the Guldelmes, the draft offer
document filed with the Board shall be made public.. The lead merchant banker

shall make available 10 copies of the draft offer document to the Board and 25 -

copies to the stock exchange(s) where the issue is proposed to be listed. Copies

.of the draft offer document shall be made available to the public by the lead

merchant bankers/Stock Exchange.

The lead merchant banker and the Stock Exchange(s) may charge a _

reasonable charge for providing a copy of the draft offer document. The lead
merchant banker shall also submit 10 the Board the daft offer document on a
computer floppy in the format specified in Schedule XXIII. The Lead Merchant
Banker shall submit two.copies of the printed copy of the final offer document
to dealing offices of the Board within three days of filing offer document with
Registrar of companies/concerned Stock Exchangef(s) as the case may be.

‘The lead merchant banker shall submit one printed copy of the final
offer document to the Primary Market Department, SEBI, Head Office, within

‘three days of filing the offer document with Registrar of Companies/concerned

Stock Exchange(s) as the case may be. The lead merchant banker shall submit
a computer floppy containing-the final prospectus/letter of offer to the Primary



Market Department, SEBI Head Office, as specified in Schedule XX1II'within  SEBI Guidelines For-
three days of filing the final prospects/letter of offer with the Registrar of .Merchant Bankers
Companies/concerned Stock Exchange(s).,

. Along with the 'ﬂoppy, the lead manager shall- submit an undertaking
' to SEBI certifying that the contents of the floppy are in ' HTML, format, and
are identical to the printed version of the proposes/letter of offer filed with the
registrar of Compamesf'concemcd Stock Exchange, as the case may be..Wherever
offer documents (for public/rights issues, takeovers or for any other purpose) are
filed with any Department/Office of the Board, the following details —certified
shall be given by the lead as merchant correct banker in the forwarding letters: —

(a) Registration humbcr .

(b) Date of registration/Renewal of registration

(c) Date of expiry of registration .

Notes

(d) If applied for renewal, date of application

(e) Any communication from the Board prohibiting them from acting asa
(f) merchant banker -

(2) Any inquiry/investigation being conduicted by the-Board

(h) Periodup to Wthh reglstratlonfrcnewal fees has been paid

(i) Whether. any promoter/group and/or associate company of the issuer
company is associated with securities-related business and registered
with SEBI . }

(j) 1f any'one or more of these pcrsons'femitiesiare registered with SEB],
their respective registration numbers

(k). If rcglstratlon has explrcd reasons for non-renewal

(I) Details of any enqu:ryhnvestlgatlon conducted by SEBI at any time

(m) Penalty imposed by SEBI

(n) Outstanding. fees payable to SEBI by these entities, if any Offer
documents ‘not accompanied by the -information as contdined
above- may be rejected. Lead merchant bankers shall obtain similar
information from other intermediafies to ensure that they comply with
these guidelines and are eligible to be associated with the concerned
issue. The intermediaries shall also indicate in their letters that they
have obtained such information from other intérmediaries. “

2. Dispatch of issue material: Lead merchant bankers shall ensure that |
whenever there is a reservation for NRIs, 10 copies 'of the prospectus together
with 1000 applicatiori forms are dispatched in advance of the issue opening’
date, directly along with a letter addressed in person to Adviser (NR1), Indian
Investment Centre, Jeevan Vihar Building Sansad Marg, and New Delhi. Twenty
copies of the prospcctus and appllcatlon forms shall be dispatched in advance of
the issue opening dafe to the various Investors Associations. T
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‘Underwriting while -selecting nderwriters and finalizing underwriting
arrangement, lead merchant bankers shall ensure that the underwriters do not -
overexpose themselves so that it becomes difficult to fulfill their underwriting
commitments. The overall €XpOosure | of underwriter(s) belonging to the same
group of management in an issue shall be assessed carefully by the lead merchant
banker.

OTC Dealers registered with the Board under SEBI (Stock Brokers and
Sub-Brokers) Rules and Regulations, 1992 shall be treated at par with the

- brokers of other stock exchanges in respect of underwriting arrangement

3. Compllance obligations: The merchant banker shall ensure comphance
with the following post-issue obligations

(a) Association of resource personnel Iti terms of Clause 7.1 of Chapter
VII of these Guidelifes, in’ case of over-subscription in public issues,
a Board nominated public representative shall be associated in the
process of finalization of the basis of allotment. The lead merchant
banker shall intimate to the person so nominated the date, time, vénue
etc. regarding the process of finalization of the basis of allotment.

The expenses of the public represéntatives associated in the allotment

.process of oversubscribed issues shall be borne by the lead merchant
bankers, and recovered from the ‘issues. Honorarium at a minimum
of Rs.500/- per day, plus normal conveyance charges shall be paid to
them, and the Board_s Regional Managers at-New Delhl Chennai and:
Calcutta shall be associated with:them.

(b) Redressal of i investor grievances: The merchant bankers shall. a351gn
hlgh priority to investor grievances, and take all preventive steps to-
minimize the number of complaints. The lead merchant banker shall
set up a proper grievance monitoring and redressal system “in co-
cerdination with the.issuers and the Registrars to Issue.

They shall take all.necessary measures to resolve the grievances

quickly. They shall actively associate with post-issue refund and.
allotment activities and regularly-monitor mvestor grievances arising *
there from:

(¢)” Submission of post issue monitoring reports: The concerned lead
merchant banker shall submit, in duplicate, thé Post Issie Monitoring
Reports specified in Clause 7.2 of Chapter VII of these Guidelines,
within 3 working -days-from the due dates, either by registered post
or deliver them at the respective regional offi¢es/head ofﬁce givein °
Schedule XXII.- .

Where the offer documents have been dealt with by any of the regional

‘offices of the Board,-a copy of the report shall be sent to the Boards
Head office, Mumbai. The Lead Merchant Banker(s) shall inform the
Board on important developments about the particular issues being
lead managed by them during the period intervening the reports.




r

d) Issue of No objection Certificate {NOC) 'In accordance with the

(e)

Listing Agreement of the Stock Exchanges, the issuer companies shall
deposit 1% of the amount.of securities offered to the public and/or to
the holders of the existing securities of the company; as the case may
be, with the reglonal Stock Exchange.

These seclirities can be related by the concemned Stock Exchange only
after obtammg an NOC from the Board. An application for NOC shall
be submitted by the issue company to the Board in the format specified

in Schedule XXIV. The following conditions shall be complied with

before submxttmg the apphcatlon for the issue of NOC.

-+ * Completion of 4 months from the, .date of obtaining the listing
permission from the concerned Regional Stock Exchange, or the

last date-when the listing permission was obtained from any of the -

other Stock Exchangés, where the securities are proposed to be
listed, whlchever is later

. Satlsfactory Redressal of afl complaints received by'the Board
against the company

. *Certlﬁcate from the Regional Stock Exchange to the ~issuer
company: to the effect that underwntmg/brokerage commission as
well as- the Registrars/Lead merchant bankers fees been duly pald
by. the company Application for issue of NOC shall bé filed with
the concerned regional office of the Board, under the jurisdiction in
which the registered office of the issuer company falls, as specified
in Schedute XXII.*

In cases where issues fail, and the investors* monies are fully refunded,

"an NOC .from the Board may not be required, and the concerned

régional Stock Exchange can refund the 1% security deposn after duly
verifying that the refund orders have actually been dispatched.

The compla.mts with respect to non-receipt of underwriting/brokerage
commission .and- Registrars/Lead merchant bankers fees may be
filed with the . concerned regional Stock Exchanges. Responses to
complaints forwarded by the Board to the concerned companies shall
be submiitted to the Board in the proforma specified in Schedule XXV
for updating c of records.

Reglstranon of merchant bankers: Application for renewal of
Certificate of Registration shall be made by the merchant bankers
according to Regulation 9 of SEBI (Merchant Bankers) Rules. and
Regulations,. 1992. )

While filing- the renewal application for the certificate of registration-

as merchant banker, .it shall provide a statement highlighting the
changes that have-taken place in the information that: was submitted
to the Board for the earlier registration, and a declaration stating that
nQ other changes besides those mentioned in the above statement have
taken place.. .
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Investment Banking " Merchant Bankers, while forwarding the renewal appllcatlon in Form
and Financial Services . A of the SEBI (Merchant Bankers) Rules and Regulations, 1992,
shall also forward the additional information as specified in Schedule
XXVL Reglstered Merchant Bankers shall inform thie Board of their
having become a ]member of AMBI; with the relevant details.

(D Reporting requirements: In terms of Regulation 28 of SEBI]
Notes  ~ . (Merchant Bankers Regulation) 1992, the merchant bankers shall -
send a half yearly report, in the format specified in' Schedule XXVII,
relatmg to their merchant banking activities. The report referred to
in sub-clause (a)]shall be submitted twice a year, on March 31 and
September 30, and it should reach the Board within three months from
the close of the penod to which it relates.

A (g) Impositions of penalty points: Penalty points may be imposed on the
' merchant banker for violation of any of the provisions for operational
guidelines. The merchant banker, on whom penalty points of four
or more-has ‘been imposed, may be restrained from filing any offer
document or associating or managing any.- issues for a particular
period. a :
The Board may untlate action under the SEBI (Merchant Bankers)
Regulations agamst the merchant bankers, irrespective of whether any
penalty point is imposed or not. Imposition of penalty point is‘not a-
- precondition for initiation of proceedings against the metchant banker
under the SEBI (Merchant Bankers) Regulations.

Guidelines on Advertisement: Following are the guidelines applicable

le to the lead merchant banker who shall ensure due compliance by the issuér
' company: ' ’ -

Factual and truthful: An issue. advertisement shall be truthful, fair
and clear,.and shall not contain any statement that is untrue or misleading.
Any advertisement reproducmg, or purportmg to reproduce, any.information
contained in an offer document shall reproduce such information in full and
disclose all relevant facts.! - 4

It should not be restrlcted to select extracts relating to that item. An issue
advertisement shall be considered to be mlsleadgng, if it contains :

(a) Statements madeé about the performance or activities of the company in
the absence of necessary explanatory or qualifying statements, which
may give an exaggerated picture of the performance or activities.

(b) An inaccurate’ portrayal of past performance, or its portrayal in a
manner which implies that past gains or income, will be repeated in
the future.

Clear and concisé: An advertisement shall be set forth in a clear, concise
and understandable language. Extensive use of technical, legal terminology ‘or
g , complex language and the inclusion of excessive details,-which may distract the
investor, shall be avoided. )

48 Se!f ‘Assesment Material



1

2

 also contain data for the past three years and shall include particulars
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Promise or profits: An issue advertisement shall not contain

statements which promise or guarantee rapid-inctease in profits. An
issue advertisement shall not contain any information that is not
contained in the offer document. -

Mode of ‘advertising: No models, cclebntles fictional- characters .

la.udmarks ‘caricatures or the likes shall be displayed on-or form part
of the offer;documents ‘or issue advertiserents. Issue advertisements
shall not appear in the form of crawlers. (the advertisements which run

sunultaneously with the program in a narrow stnp at the bottom of the )

television screen) on television.- -

Similarly, no advertisement shall include any issue slogans ot brand :

nares for the issue, except the normal commercial name. of the
company or commercnal brand fiames of its products. already in use..
No slogans, expletives or non-factual and unsubstantiatéd titles shall
appear in the issue, advertisements or oﬂ‘er documents.

Financial dnta If any advertxsement carries any financial data, it shall

relating to sales, gross profit, not piofit, share capital, reserves, earnings
per share, dwndends and book values. 5

Risk factors All issue advertisements carried in the print media such
as newspapers, “magazines, brochures or, pamphlets shall contain

highliglits relatmg to any issue, besides containing detailed information -

on the risk factors. The print size of hlghhghts and risk factors in issue-
advertlsements shall not be less than point 7 sizes.

It shail contain the names of Issuer Company, address of its registered
office; names of the main lead merchant bankers and Registrars to the
Issue. No issue advertisement ‘shall be released without giving —Ri.
respect of the coricerned issue, provided that an issue opening/closing
advertisement which does not contain the highlights need not contain
risk factors.

Issue date:.No corporate advertisement of Issuer Company. s shall be

issued after.21 days of filing of the offer document with the Board until
the closure of thé issue, unless the risk factors which are required to be |

mentioned i in the offer document, are mentioned in the advertisement.

Product advertisement: No product advertisement of thé company
shall contam any reference; directly or indirectly, to the performance

'of the company dunng the period.

Subseription: No advertisement shall be issued stating that the. issue
has been fully subscribed or oversubscribed during the period the issue

is open for subscription, except to the effect that the issue is open or |
, closed. C e

Issue closire: No announcemenit regardmg closure of the issue shall
be made except.on the closing date. If the issue is fully subscrlbed
before the closmg date stated in the offer document, the announcement
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should be made only after the issue is fully subscribed and such
announcement is made on the date on which the issued is to be closed.

Arnnouncements regarding closure of the issue shall be made only .

after the lead merchiant banker is satisfied that at least 90% of the issue
has been subscribed, and a certificate has been obtained to that effect
from the Registrar to the issue. | -

Incentives: No incentives, apart from the. permissibie underwriting
commission and brokerage, shall be offered through advertisements
to anyone associated with marketing the i issue.

Reservation: In case there is a reservation for NRIs, the issue

advertisement shall specify the same, and also indicate the place in
India from where the individual NRI applicant can procure application
forms:

Undertaking: An undertaking has to be obtained from the issuer
as part of the MoU between the lead merchant banker and the issue

company to the effect that the issuer company shall not directly or

mdn'ectly release, during any conference or-at any other time, any
material or information which is not confained in the offer documents.

Availability of copies: To ensure that the -issuer company obtains
approval for all issue advertisements and publicity materials from the
lead merchant banker responsible for marketing the issue and also
ensure the availability of copies of all issue related materials with the
lead merchant banker, at least until the aliotment is completed by the
SEBL.  °

2.2.3 Regulations by SEBI on Merchant Banking
Reforms for the Merchant Bankers
SEBI has made the following reforms for the rherchant banker

-1

Muitiple categories of merchant banker will be abolished and there
will be only one equity merchant banker.

The merchant banker is allowed to perform underwriting activity.
For performing. portfolio manager, the merchant banker has to seek
separate registration from SEBIL. '

A merchant banker-cannot undertake the function of a non banking
financial company, such as accepting deposits, financing others’
business, etc. -

A merchant banker has to confine himseif only to ‘capital market
activities. <

Recognition by SEBI on Merchant Bankers
SEBI will grant recognition a merchant banker after takmg into account

:| ~the following aspects
B
2:

Considering how much the merchant are professionally competent.
Whether.they have adequate capital




3. « Track record, experience and general reputation of merchant bankers.  SEBJ Guidelines For

-4 Quality of: staff employed by merchant banKers, their. adequacy and. ~ Merchant Bankers
available infrastructure are-taken into account. After considering the
above aSpccts SEBI will grant permission for the merchant banker to

start functioning: s )
Conditions by SEBI for Merchant Bankers N;tcs
SEBI has' lald the -following conditions ‘on the merchant bankers, for
conducting their operanons They are
1. SEBI will! give authorization for a merchant banker to operate for
3 years on}y. Without SEBI’s authotization, merchant bankers cannot
operate. -
2. The mininjum net worth of merchant banker should be Rs. 1 crore.
3. Meérchant banker has to pay authorization fee, annual fee and renewal ’
fee. :
4. All issue of shares must be managed by one authonzed merchant
banker. It should be the lead manager. - . . ;
5. The rcsponsnblllty of the lead manager will be clearly mdlcated by .
SEBL. .
6. Lead manafgcrs are responsible for allotment of securities, refunds, etc.
7. Merchant banker will submit to SEBI all returns and send reports
regarding the issue of shares. . -
— 8. Acodeof conduct for merchant bankers will be given by SEBI, whlch
has to be followcd by them. . : >
9. Any violation by the merchant banker will lead to the revocation-of -
°  authorization by. SEBL "
2.2.4 Functions of a Merchant Banker -
+ Corporate @ogmscling
- Project Counseling and Pre-investment Studies _ )
» Capital Restructuring . o s
.+ Loan Syndication
+ Project Appraisal, Approval and Finiance- _ ‘
+ Issue Manaéement : A,
. Underwriti_f_i'g
+ Portfolic Managemc:it
» Working C?.pita.l Finance )
. Acceptan’cé Credit and Bill Discounting _ \
* Mergers, Amalgamations and Takeovers ' »
* Venture Capital Financing )
+ Lease Finaiﬁcing * .
* Fixed Deposit Broking L
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. History of Merchant Banking in India '

~  InUSA itis called as investment barks; while in the UK it is known by
the name of issuing house. In India, National Grindlays Bank initiated merchant
banking services in 1969. Then Citibank joined the financial-service in 1970.
The State Bank of India was the first Indian commercial bank to set up a separate
Merchant Banking Division in 1973, followed ‘by ICICI followed it in 1974,
Categories of Merchant Banker The merchant bankers can be categorized into.
four types on the basis of activities permitted to be carried by them :

1. Category I: These can carry on a number of activities ranging from
- preparation of prospectus and other documents relating to the security
issue, deciding on the financial structure, contracting with financiers,

o~ final allotment and refund of the subscription, and to act'as adviser,

» consultant, manager, underwriter, portfolio manager.

2. Category II: These can act as adviser, consultant, Co-manager,
underwriter, portfolio manager.

'3, Category III: They act as underwriter, advnscr and consultant to an
issue.

4. Category IV: They act only as adviser or co_n'sulﬁmt t0'an issue.
“Code of Conduct for. Merchant Banker :

‘The SEBI has issued guidelines in view to regularize the functlons of
merchant bankers in' the form of a specific. code of conduct It includes the
.following salient points :  ~

» It must make effotts to protect the interests of investors and act in their
best interest.

» . It must maintain high' standards of integrity, dignity and faimess in the -
conduct of its business.

« .All merchant bankers must work towards to ensure that coples of the
prospectus, offer document, letter of offer or any other related literature
is made available to the investors at the time of i issue.

* They should fulfill their obligations in a prompt, ethlcal and
professwnal manner.

. They must ensure that at all times they exercise due dlhgence, ensure
proper care and exercise independent professional judgment.
They should ensure that investors are able to take timely and accurate )
decnslons by provndmg thein adequate disclosures in accordance with
‘the appllcable regulations and guidelines.
They should not mal_;e any statement, either oral or written, which-
~ would mistepresent the services that the merchant banker is capable
-of performing for client.

». They should try avoid conflict of interest and make adequate disclosure
of its.interests to the investors along with devnsmg a mechanism to.
‘resolve_any conflict of mterest that mayf arisé in the conduct of its

* business.

Az
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2.2.5 Registration of Merchant Banker ' SEBI Guidelines For

The SEBI grants a certificate of reglstratlon on the fulfillment of necessary " Merchant Bankers
condmons . _ s

. Merchant banker should be a body corporate other than a non-bankmg
~financial company. However, in case a merchant banker who has been
granted registration by the RBI to act as Primary Dealer may carry on
such activity.provided that it would not accept/hold any public deposit;
_* They must fulﬁll the capital adequacy requlrement (as per the category
they belong to,)of a minimum net worth (ie paid up capital and reserves)
- = of Rs 5-crore; .

Notes_ g

+ They must mamtam adequate infrastructure hke adequate office space, l o £

equipment and manpower to effectwely discharge the ﬁmctlons, '

. s They should have employed at.least two.persons with expenence to _

) conduct business: N

- The merchant banker fpartners/dlrectors/prmmpal “offices should

not be convicted Or involved in any litigation™ concerning the

securities market, which has an adverse effect on their business

They should have attamed professional qualification in finance,
law or business.. -

- The apphcant 152 ﬁt and proper person. SEBI as per the rules .
' given in the SEBI Intermediaries Regulation 2004 shall determine.
-whether an applicant is a fit and proper person or not.

Ehglbl]lty Norms for grant of Certiﬁcate of Registration of Merchant - N
¢ - Banker . P
1. The appliqent shall be & body corporate I ) S .

2. Theapplicantshall have nécessary infrastructure like perform adequate =
office space, equlpment and’ manpower to carry on the. business
activities and to discharge his'activities and services effectwely | 3

£y

3. The applicant shall employ at least.two persons havmg experience in
the field of merchant bankmg activities -

4, The apphcant shall fulfil the minimum capltal adequacy requirement
i.¢. the applicant must have a net worth of at least Rupees Five Crores
5. The appllcant, his partner, director, or his. pnnc1pa1 officer. shall not at
. any time been :
) Involved in any litigation connected with the securities market v
. which has an adverse bearing on the business of the applicant;
(11) Convncted for any offence involving moral turpitude or has been -
. found gullty of any economic offence;" . .

The applicant: shall Possess the professional- quallﬁcanon in finance, law
or business management from any Govermnent recognized institution.

-
o
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Applicant Not eligible for grant of Certificate of Registration of
Merchant Banker .
» The Company registered with Reserve Bank of India as a non-banking
financial company as defined under Clause (f) of Section 45-I of RBI
Act, 1934, as amended from time to time. shall not be eligible for
Merchant Banker License .

Exception: those companies can apply for merchant banker license
which has been granted registration by the Reserve Bank of India to
actasa primary or satellite dealer, subject to the condition that it shall
not accept or hold a public deposit

* Any person who-is directly or indirectly connected to an “applicant”
whose application for grant of Merchant Banker license has been
rejected by the Board

Fit and Proper Criteria

For grant of Certificate of Registration of Merchant Banker, the Board
ensures that the applicant’ making the application shall be a “fit and proper
person.” '

The Board can reject the application for grant of Certificate of Registration
of Merchant Banker- on the ground that the Applicant or any of his Principal

~ Officer or the key management persons does not fulfil the “Fit and Proper

Criteria.”

“Fit'and Proper Person” here includes that the applicant, the principal |
officer, and the key management persons by whatever name called shall possess "

the following:-

* integrity, reputation, and character l ¢
» absence of convictions and restraint orders )
. -competence including financial solvency and net worth
" Further, it must bé noted that the Board has the power to take into account, .

some other considerations while assessing- whether the applicant is a *“fit and

proper person” or not.
Process for grant of Certificate of Registration:
+ The Applicant shall make an application for grant-of certificate of
Registration of Merchant Banker to the Board in Form A
Special note:.
The Application as mentioned above shall be made for carrying on the
activities as done by category 1 Merchant Banker
- A separate certificate of registration is required’ under Securities and
Exchange Board of India (Portfolio Manager) Regulations, 1993 for a Merchant
Banker to carry on the Business Activity as Portfolio Manager
«- The applicant shall at the time of making an application for registration,
pay a non-refundable application fee of Rupees fifty thousand by way

-.of direct credit in the bank’ account through NEFT/RTGS/IMPS or
- any other mode allowed by RBI or by 2 demand draft in favour of

$4  Self Assesment Material _




“Securities and Exchange Board of India™ payable at Mumbai or the
respective, reglonal office.

The applicant shall furnish the further mfonnatlon or clanﬁcatmn as
may be called upon by the Board, for disposal of Application, which
may be regarding:

1. any other matter as may be prescribed by the Board

2. ‘matters; related to the activity of a merchant banker or

3. mformatlon as filed in the apphcatlon or ,

+ The apphcant its principal officer or Key managerial Persons shall

personally Appear before the Board for-making the representation, if
SO requlred‘by the Board.-

« The Board, after making full inquiry in the application made for grant

of Certificate of Registration and on being satisfied that the applicant
is-eligible, Shall grant a certificate of registration in Form B and shall
send intimation to the applicant.

« The merchant Banker shall pay a fe¢ upon the grant of Certificate of

liegmtrataon to act as Merchant Banker.

Consequences: where Certificate of registration”of-Merchant Banker

is not granted 3
+ The Board: has the power to reject the application for grant of a

certificate- qf registration of Merchant Banker, where.the application
does not satisfy the set-out criteria, after giving an opportunity of being
heard to the appllcant

+ The Board: shall within thu'ty days of such refusal -for grant of

registration; communicate to the appllcant the Grounds on which the
application:has been re]ected

+ The applicant can apply: to the Board for reconsideration of his

application for grant of Certificate of Registration within thirty days of

receipt of sich intimation from the Board regarding rejection.

« TheBoard shall reconsider the application received for reconsideration

and shatl communicate its decision as soon as possible in writing to the
applicant.

Payment of fees by Merchant Banker:

"1

At the time of grant of the Certificate of Reglstratlon the merchant-

Banker shall pay a fee of Rupees Twenty lacs only.

‘Merchant Bankers holding a certificate of Registration shall pay a fee

of Rupees nine lakh only for every three years from:
» the date of grant of certificate of registration or

+ from the date of the grant of certificate of initial registration
granted prior to the commencement of the Securmes and Exchange
Board of India (Change in Conditions of chlstratlon of Certain
Intermediaries) (Amendment) Regulations, 2016, as the case may
be - ‘. -
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Tlme Limit for Payment of Fees:
1.. The fees payable at the time of grant of Certlﬁcate of Registration

shall be paid within fifteen days from the date of receipt of intimation ..

regarding grant Certificate of Registration from the Board
2. Fees payable by Merchant Bankers heldmg Certificate of Registration

shall be paid within three months ‘before;the expiry of the block for

. which feg has been paid. o
Consequences of Non — Payment of fees: Where a merchant banker fails

T* : o

to Jpay-the .annual.fees, the Board may suspend the certificate of registration -

of merchant banker, ‘whereupon the merchant banker shall cease to carry on
any activity as a merchant banker for the period durmg which the suspensron
subsists. - .

The validity of Certificate of Registratmn. The certificate of registration .

granted to the merchant Banker shall be valid unless it is suspended or cancelled

.by the Board.

2.26 Obhgations and Responsnbilities of Lead’ Managers )
Obligations of Merchant Bankers ,

Obligation # 1. Merchant Banker niot to Associate with any Business
other than that of the Securities Market:

No merchant banket, other than a bank or a.public financial institution,
who has been granted a certificate of registration under these regulations, shall

_ [after June 30th, 1998] carry on any. business other than that in the securities

market. .. . -

Not-withstanding anything contained above, a merchant-banker who.

prior to the date of notification of the Securities and .Exchange Board of India

(Merchant Bankers) Amendment Regulatlons 1997, has entered into a contract _

in respect of a business other than that of the securities market, may, if he so
desires, dlscharge his obligations under such contract.

—. Provided that a merchant banker who has been granted certificate of

reglstranon to act as primary or satellite dealer by Reserve Bank of India, may

carry on such business as may be permitted by the Reserve Bank of India (SEBI/
Merchant Bankers) (Second Amendment) Regulations, 1999, -

Obligation # 2: Maintenance of Book of Accounts, Records, etc.:

Every merchant banker shall keep and maintain the following books
of accounts, records and documents, namely

(a8) A copy of balance sheet as at the end of each accountihg period;
(b) .A copy of profit and loss account for that period:

(c) A copy of the auditor’s report on the accounts for that period; and.
(d) -astatement of financial position. '

- Every merchant banker shall intimate to the’ Board the piace where the
books of accounts, records and documents are maintained.

s




) Without prejudice to sub-regulation (I), every merchant banker, shall, after
the-end. of each accounting period furnish to the Board copies of the balance
sheet, profit and loss account and such other dociirients for any other preceding
five accounting years when required by the Board.

Obligation # 3 Submission of Half-year!y Results:

Every’ merchant banker shall furnish to the ‘Board half-yearly- unaudited
financial results whcn required by the Board with a view to monitor.the capital
adequacy of the merchant banker. . .

Obligation # 4 Maintenance of Books of Accounts, Records and other .

Documents: K 7 'Y :
The merchant banker_ shall”preserve the books of accounts and other
records and documents for 2 minimum period of five years.
Obligation # 5 Report on Stepstai&en on Auditor’s Report: .
Every merchant banker shali within two months from the date of the

auditors’ report take steps to rectify the. deficiencies, made out in the auditor’s

report

Obllgatlon # 6 Appointment of Lead Merchant Bankers:

All issnes sl:_l_oqld be managed by atleast one merchant bariker functioning
as the lead merchant'banker

. Provided that, i inan issue of offer of nghts tothe cxlstmg members with or
'wlthout the right of renunciation the amount of the-issue of the body corporate
does not exceed rupees fifty lakhs, the appomlment of a lead merchant banker
shall not be essentlal .

"Every lead merchant banker shall before takmg up the assignment relating |

10 an issue, enter into an agreement with such body corporate setting out their

“mutual rights, lialiilitijeﬂs and obligationé relating to'such issue and in particular-

to disclosures, ailotment and refund. -
Obligation # 7 Restriction on Appointment of Lead Managers

The number of lead merchant bankers may hot, exceed in case of any issue
of . :; *

. Size of issue |-No. of lead merchant bankers

(2) " Less than rupécs fifty crores two
*(b) Rupees fifty crores but less than rupees| — “three
one hundred crores | A
(¢) Rupees on' hundréd « crores but léss four
. than two hundred crores
(d) Rupees two hundred crores but less.
than rupees four hundred crores
(e) Above rupees four hundred crores

five

_Fove or more as may be

agreed by-the Board.
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‘the following documents, namely:

Obligation # 8. Responsibilities of Lead Managers:

No lead manager shall agree to manage or be associated with any issue
unless his res;aonsnbxlntnes relating to the issue mainly, those of dlsclosures,
allotment and refund are clearly; defined, allocated and determmed and a
statement spécifying such responsibilities is furnished to the Board atleast one
month before the opening of the issue for subscription:

‘Provided that, where there are more than one lead merchant banker-to the
issue.the responsibilities-of each of such’lead merchant banker shall clearly be
demarcated and a statement specifying such responsnblhtles shall be furnished
to the Board atleast one month before the Opening of the issue for Subscription.

No lead merchant banker shall, agree to manage the issue made by anybody
corporate, if such body corporate is an associate of the lead merchant banker.

Obligation # 9. Lead Merchant Banker not to Associate with a
Merchant Banker without Registration: . \

A lead merchant banker shall not bé associated with any issue if amerchant
bariker who is not holding a certificate is associated with the issue.

Obligation # 10, Underwriting Obligations: =

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

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

.Obligation # 11. Submission of Due Diligence Certificate:

The lead. merchant banker, who is responsible for verification of the
contents of a prospectus or the letter ‘of offer in respect of an issue and, the
reasonableness of the views expressed.therein; shall submit to the Board atleast
two weeks prior to the opening of the issue for subscription, a due diligence
certificate in Form C.

Obligation # 12. Documents to be Furaished to the Board:

* The lead manager responsible for the issue shall furmsh to the Board,

(i) 'Particulars of the issue; : _
(i) Draft prospectus-or where there is an offer to the existing shareholders,
the draft letter of offer;

(iii) Anyother literature intended to be circulated to the investors, including
the shareholders; and

(iv) Such other documents relating to prospectus ot letter of offer, as the
case may be.




The documents teferred to in"sub-regulation (1) shall be furnished atleast  SEBJ. Gmdeimes For -
two weeks prior to 'dazl__e of filing of the draft prospectus or the letter of offer, as Merchant Bankers
the case may be, thh the Registrar of Companies or with the Regional Stock
Exchanges, or with both.

The lead manager shall ensure that the modifications and suggestions, if
any, made by the Board on the draft prospectus or the letter of offer, as the case )
may be, with respect to information to be given to the investors are incorporated | - . N_otes
therein.

Obligation # 13 Continnance of Association of Lead Manager with
an Issue: '

~ The lead manager undertaking the responsibility for refunds or allotment
of securities in respect of any issue shall continue to be associated with the issue
till the subscribers have received the share or debenture certificates of refund or
excess application money.

Provided that where a'person other than the lead manager is entrusted with
the refund or allotment of securities in respect of any issue, the lead manager _

*shall continue to be responmble for ensunng that such other person discharges
the requisite resp0n51b|11t1es in accordangce with the provisions of the Companies
Act and the hsting agreexﬂent entered into by the body corporate with the stock
exchange. :

Obligation # 14 Acquisition of Shares Prohibited:

No merchant banker or any of its directors, partner or manager or principal
officer shall either on their respective accounts or through their associates or
relatives enter into any fransaction in securities of bodies corporate on the basis
of unpubllshed price sensmve information:obtained by them during the course
of any professional assngmnent either from the clients or otherwise.

Obligation # 15, Information to the Board:

Every merchant:banker shall submit to the Board complete particulars of
any transaction for acquisition of secrities of anybody corporate whose issue
is being managed by that merchant banker ‘within fifte¢n days from the date of
entering into such tra:iéaction

Obligation # 16 Disclosures to the Board:

- A merchant banker shall disclose to the Board as and when requlred -
the following information, namely:

(i) His responsibilities with'regard to the management of the issue;
(i) Any Chal;lgf; in the information or particulars previously furnished,:
* which have 4 bearing on the certificate granted to it;
(iii) The names of the body Gorporate whose issues he has managed or has .
been associated with; - - '
(iv) The particulérs' relating to breach of the capital adequacy requirement;
(v) Relating to ;his activities as a manager, underwriter, -consultant or
adviser to an issue as the case may be.
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Investment Banking Obligation # 17. Appointment of Compliance Officer:

and Financial Services Every merchant banker shall appomt a compliance officer who shall be
responsible for monitoring the compliance of-the Act, rules and regulations

notifications, guidelines, mstructlons, etc. issued by the Board or the Central
Goveémment and for redressal of investors’ gnevances

Notes ) The compliance officer shall immediately and independently report to the. ‘
- Board any non-compliance observed by him and ensure that.the observations
made or deficiencies pointed out by the Board onvin the draft prospectus or the-
Letter of Offer as the case may be, do not recur. <

Obligation #18: Board’s right to Inspect:

The Board miay appoint one or'more persons as inspecting authority to
undertake inspection of the books of accounts, records-and documents of the\
" |*. merchant banker for any of, the following purposes: . ‘
(a) To ensure that the books of account are being maintained in the manner
] required.
, (b)' That the provisions of the Act, rules, regulations are being complied
(¢) To investigate into_the complaints received from’ investors, other
erchant bankers or any other person on any matter having a-bearing
on the activities of the merchant banker, and . ’
! (d) To investigate suo moto in the, interest of securmes business or
investors interest into the affairs of the merchant banker

Obligation #:19.. Obligations of Merchant Banker on Inspectmn by
’ the Board: ‘ - ’

"It shall be the-duty of every dn‘ector proprzetor partner, officer and L
employee of the merchant banker, who'is béing inspected, 10 produce to the
inspecting. authority such books, accounts and othet documents in his custody
- or control and furnish him with the statements and information relating to his”
activiti€s as a merchant banker within such time as the inspecting authority may
require. e

The merchant banker’ shail allow the mspectmg authority to have
reasonable access to the premises occupied by such merchant banker or by any
other person on his behalf and also extend reasonable facility for examining any
books, records, documents and computer data in the possession of the merchant

" banker or any such other person and also provide copies of documents or other
) materials which, in the opinion of the inspecting authority are relevant for the
. - purposes of the inspection. "

' The inspecting authority, in the course of inspection, shalt be entitled _
. to examine or record §tatements of any pnnc:pal oﬁicer director, parlner,
proprietor and employee of the merchant banker. '
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It shall be the duty of eVety director, pfoprietor partnér, officer or  SEBJ Guidelines For

i employee of the merchant banker to give to the inspecting authority all assistance

in connection with the i inspection Whlch ‘the merchant banker may reasonably be
expected to give.. . -

Responsnbilities of Lead Managers

Every lead managers has to enter into an agreement with the issuing
companies setting out: their miitual rights, liabilities and.obligation relating to

such issues-and in particular to disclosures, allotment-and refund. A statement -
-speclfymg these is furnished to the SEBI at least oné month before the opening .

of the issue for.subscription.

In casé of more than on€ lead manager, the statement has to provide details
about their respective responsibilities. A lead merchant: banker cannot manage

an issue if the issuing company is his associate. He can also not associate with

a merchant banker who does not hold a certificate of registration with the SEBL.

It is necessary for a lead manager who is Category I merchant banker, to .

accept a minimum ' underwriting obligation of 5 percent of the total underwriting
commitment or Rs 25 jakh, whichever is less. If he is unable to do so, he has to
make arrangements for underwriting of an equal amount by a merchant banker
associated with that issue-under intimation to the SEBL

' ‘Due Diligence "Cerﬁﬁeate " The lead manage. i1s responsible -for the

verification of the contents of a prospectus/letter of offer in respect of an 1ssue

and the reasonableness of the views expressed in them.

-

He has to submit to the: SEBI, at least two weeks before the opening-of the
issue for subscription, a due diligepce certificate to the effect that (1) they are in
conformity with-the documentsfmatenals and papers relevant to the issue., (2)
all legal requirements connected with the issue have  fully complled with, and
(3) the disclosures are: true fair and adequate to enable the investors to ma.ke a
well-formed decision as to the investment in the proposed issue.

Submission of Documents The lead fanagers to an issue have to submit
to the SEBI; at least two weeks ‘before the date of filing with the registrar of
compames/reg:onal stock exchanges or both, particulars of the issue, draft
prospectus/letter ‘of offer, other literature to be circulated to the investors/ share
holders and so on to the SEBL

They have to ensure that the modifications/suggestions made by it' with
respeet to the information to be. given to the investors are duly incorporated,
They have to continue to be associated with' the issues till the subscribers have

received the share/debenture cértificates .or the refund of excess appllcatlon 1

money. . :
. Acquisition of Shares A merchant banker is prohibited from acquiring
securities of any company on the ba51s of unpubllshed price sensitive information

obtamed during. the eourse of any professional assignment elther from the

LY
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acqmsmon of securities of a company whose issue is bemg managed by him
-within 15 days from the date of the transaction.
Disclosure to SEBI: As and when required, a merchant banker has to

disclose to the SEBI: _ )

(1) his responsibilities with regard to the management of the issue,

(2) any change in the information/particulars previously furnished which
have a bearing on the certificate of registration granted to it,

(3) the names of the coml;anies whose issues he has managed or has been
associated with .

(4). 'the particulars relating to the breach of capital adequacy requirements,
and g

(5) information relating to his activities as manager; underwriter,
consultant or advisor to an issue. .

Procedure. for Inspection: The SEBI can undertake inspection of the

books of accounts,.records, and documents of a merchant banker to ensure that
the books are maintained in the manner required, the provision of the SEBI

* Act, rules, regulations are being complied with, and_to-investigate_cgmplaints

from investors/other mérchant bankers/any other person or any matter having a
bearing on his activities as a merchant banker and to investigate suo moto in the
interest of securities business/investors into the affairs-of the merchant banker.

The merchant banker has an obligation to furnish all information ‘called
for, allow a reasonable access to the premises, extend reasonable facility for
examination of books/records!docurizents:’co;nputer data and provide copies of
the same and give all assnstance to the inspecting authority in connection w1th
the inspection.

2.3 CdNTIN_UANCE OF ASSOCIATION OF LEAD MANAGERS
WITH AN ISSUE

Do you know about the obligation of the merchant banker and of the
issuer? From general understating merchant banker is the onewho'is associated
with high worth individuals and companies for the purpose of selling, buying
and subscribing to the securities. Subsequently, the issuer is the one who issues
the security with the intent to raise capital for the purpose of its project.

The present article provides the snapshot of .who merchant banker and

 issuer is algpg with the help of illustration to connect the working of same in

the practical aspect. Further,-this article pnmarily focuses upon the obligation
of merchant banker and issuer which they are obligated to perform as provided

- under their governing regulation and act along with the emphasis on the case

laws to highlight the penalty and strict adherence to the obligations.




Existing as well as new companies raise funds through various sources for
mplementmg their pro_;ects ‘One of the sources of raising funds-is moblhsmg
capital by issuing securities. This can be done in the following three ways:

* Public lssué .

* Right Issue

* Private Placement

Public Issue: The most common method of raising funds from public at
large is called public jssue. Public issue is made by a company through prospectus
for a fixed number of shares at: (1) a stated price which may be at par or premium,
and (ii) a rate determined by the issuer on the basis of market demand (book

building mechamsm) The prospectus has to disclose all material and essential -
factors about the company to the intending purchasers of shares. Securities and -

Exchange Board of India has laid down-guidelines for raising funds from the
public. The guidelines relate to adequate disclosures in the prospectus so that the
investors can take infprmcd decision while making an investment in a company

Right Issue: Right issues are issues of new shares in which existing
shareholders are given preemptive rights to subscribé to new issue of shares.
Such additional shares are offered in proportion to the capital paid-up on the,
shares held by them at the date of such offer. The shareholders to whom the offer
is made are not under any legal obligation to.accept the offer. On the other hand,

they have right to renounce the offer in favour of any person, Right shares are.

usually offered on terms advantageous to the shareholders. For example, shates

of the face value of Rs 10 may be offered at par value, while market price of the’

shareé at the time of offer may be Rs. 15 or more.
Private Placement: The direct sale of securities by a company to investors

1s called private placement In private placement no prospectus is issued. Private |

placement covers shares, preference shares and debentures. It is assumed that the

investors have sufﬁc;__ent knowledge and experience to be capable of evaluating

the merits and risks of the investment. The financial intermediary, however, plays
a vital role in preparing an offer memorandum, and negotiating with investors.
The private placement has obvious advantages of speed and confidentiality.
Private placement offers-access to capital more quickly than public issue which
may take six months to one year. *

However, it is possible to raise funds through private placement within
2 to 3 months. Access to primary market is quite costly on account of various
mandatory and non-mandatory expenses. Some public companies are too small
to afford a public issue, such companies choose to use private placement.

Further the requirement of companies may be smaller than the minimum
stipulated for public igsue for listing at different stock exchanges. Finally private
placement is not inﬂﬁenbed like the primary market by the prevailing bull or
bear. phases in the stock market. The attitude of institutional investors towards
the regular issue of secunhes in prwate placement market.is more stable and
continuous..
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Who is a merchant bank‘er*and issuer? _ .

" It was National grindlays Bank who firSt introduced the. concept of
merchant bank in the year 1967. Subsequently, the State Bank of India became
the first lndlan commercial bank to establish the Merchant Bankmg division in
the year 1972. As per Webster’s New Collegiate Dictionary ‘defines merchant
bank as, “that specializes in Qankers acceptances’ and in-underwriting or

| syndicating equity or bond issues”.

Further, as per Regulation 2 (cb) of Securities and Exchange Board of
India (Merchant Bankers). Regulations, 1992 defines. the term merchant banker
as “any person who is involved in the business of issue management either.by

" making arrangements pertaining to selling, buying or subscribing to securities

or acting as manager, consultant, adviser or rendering corporate adwsory

- service in relation to such issue managemenr d .

Therefore, in simple words, merchant bankers are in.charge of the issue
process and act as a linking pin between the investor and the company. They are
also obligated with the preparation of prospectus and marketing advertisement
for the issue. Also, the.E:bligations of merchant banker are covered further in

~ this article. -

Moreover, Section 2(1) (f) of the Depository Act, 1996 defines the term

“issuer” as any person.who is mdulged in making the issue of the ‘securities. In

furtherance -of this, the issuer is a legal entity who sells securities to provide
finance to its operations and issuer can be investment trusts, corporation or

domestic or.foreign government and Securities issued by the issuer include _

equity, shares, bonds and warrants etc.
lllustrat_ic;n to understand the concept of issuer is provided below:

" XYZis a corporation sells shares to the general public in order to generate
the capital to finance its project or say its business operation. The selling of

shares by XYZ makes it the issuer and is required to relevant financial statements
.with the regulator such as Securities and Exchange Commission.

After, understanding the concept of merchant banker arid issuer let’ 'S-see
what are the regulatlons and acts governs their obligation.

Regulgtion governing merchant bankers

Security Exchange Board of India (hereinafter referred to as SEBI) has

made regulation for different components of the capital market after exercising

" its. power under Section 30 of the SEBI Act, 1992. In furtherance of which

merchant bankers are regulated by SEBI (Merchant Bankers) Regulations, 1992
(hereinafter referred to as the Merchant Banker Regulation): Present regulation
consists of five chapters that are definitions, compulsory’ registration with
SEBI obligation and responsibilities, code of conduct, code of conduct, the
proccdure for inspection by SEBI, of documents, records and books of accounts,
the procedure in case of default, i.c. the action to be taken against concémed
merchant banker (cancellation or suspension of registration by SEBI).

%
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Merchant Banking is the noble profes%ion like- other professmns. and
merchant banker also has to abide by some of the obhgatxons as provnded by the
above-mentioned Merchant banker Regulations,

To move further with the aspect of merchant baker obhgatlon itis pertment
to mention here the general definition of term “oblrgatton” which means that “4
duty imposed on one, erther !ega!ly or socrally with_the duty to perform and not
to perform some action.’ -

Therefore, the:obligation of the merchant bankers governecL by Chapter
II1 of the SEBI (Merchant Bankers) Regulatlons 1992. Further, in the light of
above-mentloned chapter thé obllganon of the merchant banker is provided
below

Merchant Banker not to Associate wrth any Business other than that
of the Securities lYlarket '

No, merchant:-banker as per Regulation 13A of the Merchant Banker’
Regulation who have obtained the certificate of registration after 30th-June 1988

can-carry on any business apart from business in the securities market But, the
Bank or Public Financial Institution can do.so.

However, if a'merchant banker has entered into a cpntract with respect
to the business apart:from the securities market, prior to the Merchant Banking
__ Regulation, 1997 then he may if so desrre can drseharge his obhgatlon under

such contract. ,
Mamtenance of Book of Accounts, Records, etc

As per Regulation 14 of. the' Merchant Bankmg Regulation merchant
- banker hds to maintajn the copy of balance sheet at the end of each accounting

year along with proﬁt and loss account of the respectlve period and an auditors

‘report for the accounting period with a statement of financial position. Further,
merchant bankers. also have to maintain all records and documents related to due
dlllgence related to per-lssue and post-issue activities of issue management as
‘well as in case of a takeover, delrstmg of securities and buyback of securities.

Moreover, Board should be informed about the place .where. above
mentioned pertinent document are maintained and every merchant banker shall,
afier the end of each accountlng period furnish to the Board copies of the balance,
' sheet, proﬁt and loss account and such other documenfs for any other precedmg-

Ed

five accounting years ‘when required by the Board T

- Submission of - Half-yearly Results and Mamtenance of Books of
Accounts, Records and other Documents '

- Regulation 15 of the Merchant Banker Regulatlon obllgates every merchant
banker to provide half-yearly unaudited ﬁnauclal results to the Board with a
view to keep a tab on the-capital adequacy of the merchant banker, Further, in
accordance with Regulatlon 16, he should also maintain the records such as

.-books of accounts and other pertinent. records for the minimum period of 5 years.

———
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Investment Banking Report on Steps taken on Auditor’s Report-

and Financial Services "Regulation 17 provides that within 2 months from the réceipt of the
. auditor’s report, the merchant baker-shall rectify the deficiencies mentioned in ~
| such report.
Responsibilities of Lead Managers
iqotes Regulation 20 of the Merchant Banker Regulation governs the provision

related fo the responsibilities of the lead merchant banker to which he has to
compulsorily oblige with. As per this regulation lead manager shall not agree to
. take care or be associated with any issue unless his responsibilities have been
determined and a statement specifying the same furnished by the board at least
1 month prior to the issue' for a subscription. Also, prior to such period as
mentioned above if there is more than one lead merchant banker then their
responsibilities should be. clearly. demarcated along with such statements’
mentioning the same.

Further, if the issue is made by any other body corporate and that body.
corporate is an associate of the lead merchant banker then he shall not agree to
manage the same. Subsequently, as’per regulation 21 of the Merchant Banking
Regulation, lead merchant bankers should not be dssociated with the merchant
banker associated with the issue.without holding a certificate.

Underwriting Obligations

This obligation is provided under Regulanon 22 of the Merchant Bankmg

. Regulation which provides that the lead merchant banker shall accept a minimum

undgrwriting obligation of 5% of total commitment or INR 25 Lacs, whichever
is less.

The';?roviso to this regulation states that, if the lead merchant banker is
‘~unable to accept.the minimum underwriting obligation, then he shall make the
, merchant banker associated with the issue to underwrite the up to the minimum
| extent and should inform the same to the Board. This regulation further
provides that in‘any issue in the light of SEBI (Issue of Capital and Disclosure
Requifements) Regulations, 2009, the merchant banker shall, itself or jointly
with other merchant bankers connected with the issue; underwrlte at least 15%
of the issue size.

: _ .Acquisition of Shares_’l:;ohibit_ed: Regulation 26 provides that merchant
v . bankers shall not enter into any transaction related to the securitics of the bodies
corporate based upon unpublished price sensitive information obtained by them
cither from the clients or otherwise through the course of any professional duty.

‘Information to the Board: Regulation 27 of the Merchant Banker
Regulation provides.that merchant bankers shall within 15 days from the date
of entering into any transaction for the acquisition of securities of anybody
corporate, submit -the: report of such particulars related pertaining to the
abovementioned transaction to the board. This regulation further provides that
complete particulars of any transaction for the acquisition of securities madé

~
D]
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in pursuance of uﬁderwntmg or market-makmg obllgat:ons in accdrdance
with Chapter XA of the SEBI (Issue of Capital and Disclosure chuuements)
Regulations, 2009 shall be submitted to the Board on a quarterly basis.-

Disclosures to the Board: Regulation 28 ‘of the Merchant Banker
Regulation governs the provision related to the dlscl:osures of the board and
provides that 3 merchant banker shall disclosé to the Board following information
provided below:

' 'Rcsponmbllmes with respect to the management of the issue;

« If any part:culars changed which were previously furnished, have a
bearing on’ the certificate granted to it;

» Names of body corporates whose issue is managed by him or he has
been related/associated with; >

.+ The pamculars relating to the bneach of the capltal adequacy
requirement;

. Disclose mfonnatlon related to the activities camried by him as a

be.

Appointment of Compliarice Officer: This oblxgatlon is governed by.

e ?_. -

‘Tnanager, under\mter consultant or adviser to an issue as the case may

regulation 29 of the Merchant Banker Regulation which mandates that merchant

baker shall appoint compliance officers for carrying out responsibilities as

provided under the above-mentioned regulation. The compliance officer

appointed by the merchant banker shall report to the board independently and

spontaneously about any of the non-compliance noticed by him and make sure

that non-complxance marked out m the draft prospectus and letter of offer should
not persist,

Obligations of Merchant Banker on lnspection by the Board: Under
this head of the obligation, every employee of the merchant banker -shall,
while he is being inspected to produce the relevant books, accounts and other
documents as required by the inspecting officer. Further, it shquld also provide
the statements and information relatmg to his activities as a merchant banker at
the time required by the inspecting officer. -

Reasonable access to the premises that are occupied by the merchant

banker or by any person on his behalf along with that the reasonable access to
examine books, records, and data stored in the computer should also beé provided

by the merchant banker. Moredver, a copy of the documents as asked by the -

inspecting officer for the purpose of. mvestlgatlon should be provided by the
_merchant banker. |

Furthermore, merchant bankers should provide reasonable asgistance as
expected to the inspecting officer for the purpose of conducting investigation
smoothly.

-

At last, above _.mentioncd'are the obligations which merchant bankers have

*3

to abide by. Moreover, in case of default, he is liable under Regulation 34 which

provides.that if a mérchant banker contravenes any provision of the regulation, |

-
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rules. or act theni he shall be liable for onc or more actions instated in SEBI
(Intermediaries) Regulations, 2008, Chapter five. * -

-

Case Laws- .

Do you know that penalty is imposed upon merchant bankers as soon as
the statutory obhgatlon is contravened and neither the intention of the merchant
banker nor. the impact of that violation is not considered relevant ‘atthe time of

-

In response to the above, it is relevant to mention the recent case of

|- Medicamen Biotech Limited (Target Company) where SEBI held that merchant

banker has failed to exercise required due diligence pertaining to the comphance
record of the promoters of the Target'Company-because-he.did not disclose in
its due diligence findings that shareholding of the promoter would trigger the
requirément to make an open offer under Takeover Regulation.

Further, in this respect, SEBI highlighted that due diligence is a very crucial
part and was an independent dusty of every merchant banker and identified the

J- non-compl:ance that was already available in the public domain. Thus, SEBI

states it was reasonable to expect from'the merchant banker to remain careful
and diligent about-the same. Therefore, in the light of Supfemé Court order in
the ‘case’of SEBI v Shriram Mutual Fund (2006) 5 SCC 361, SEBI opined that

- penalty’is to be imposed upon the merchant banker for its failure to comply

‘with the provisions of SEBI (Merchant Banker) Regulations, 1992 and SEBI

"(Substantial Acquisition of Shares'and Takeovers) Regulations, 2011.

_ In view of the above imposition of the penalty by SEBI, it is clear that .
onus of diligence is upon the merchant banker to provide complete compliance
status of the promoters and acquirer irrespective of the fact that these details are -
provided by the target company or stock exchanges.-SEBI has imposed penalty
upon merchant bankers so that every merchant banker should take care of its
obligation to provnde a complete wider picture of the target company as these

- disclosures and,details might impact the decision of the shareholders. Thus,

merchant bankers have to abide by its obllgatlon as well asa duty as prescribed
under the above-mentioned regulation. *

Act Governing Issuer

After seeing the regulation governing merchant banker above, present
section covers the act governing issuer obligation. Chapter TII of Depositors
Act, 1996 (heremaﬁer referred to as the Act) provides the provision governing
the obligation of issuer. The obligatioris of the issuer are provided below:

Duty to register the name of deposnory as the registered owner: The
obhgatlon of the issuer starts ‘when any person who wants to avail the services of
a depos1tory has to enter into, .an agreement with him as prescribed under sectron
5 of the Act and in furtherance of this that person: ‘has to surrender its certificate

-of security to the issuer in the light of section 6 of the Act. From here the role

of issuer begins that on receipt of security, the issuer that is the company, shall

~ cancel the certificate security provided earlier under section 6 and enter the narne
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of the. deposi'tory;aé;'ai registered owner accordingly and inform-thie.depository
about the same.. Subsequently, on receipt of the information by the depository,
he enters the name of the person who has entered into a contract with him as the
- beneficial owner. - '

~ Inform the details of allotment: In the light of section 8.of the Act if a
person subscribing to the security offered to hold the same with the depository
then the issuer shall prov1de the deposntory with the details of allotment of the
security.

by section .19B and ' covers depository or participant or any issuer or agent but
‘for the present artlcle 15°focused upon the issuer part. So in the light of above-
‘mentioned section issuer if registered as an intermediary under Section12 of the
SEBI Act, 1992 then he is required to enter’'into an-agreement under the present
~ act and rules and regulation in.this respect and if an issuer fails to enter into
such an agreement then he shall be liable to pay a penalty of Rupees 1 lakh for
each day all such fallure to enter into an agreement contmues or Rupees-l-crore,
whichever is less for! such failure. *

Duty to redreéss.the investor’s grievances: This also a penal. provision

" undersection 9C which'provides that.if the issueris registered asan 1ntemled1ary

under section 12 of the SEBI Act, then failure to redress the investor’s gnevance

within the time perlod prescribed by the SEBI. then issuer shall ‘be liable to. pay

One lakh rupees for each day during which such failure™ continues or one crore
=

rupees, whichever is:less. e

Dematerlahzatlon of shares or issue ol‘ certificate of secunnes in time: |

If the issuer has falled to'perform his obligatlon related to the dematerialization
or issue the certlﬁcate of securities on choosmg out of a depository by -the
investors, within the tiine specified under this Act or regulations then he is liable
for the penalty prescnbed under section 19D of ! the Act.

Obligation to:reconcile records: If the-issuer failéd to mamtam/merge
the records of. dematenahzed securities with that of securities that- have been
. issued by the issuer tn the spirit of the regulation concerning the same then issuer
shall be liable to pay the penalty of INR 1 lakh or INR 1 Crore, whichever is less.

Thus, above-mentioned are the obligations to which the issuer has to be

abiding by andif he doesn’t abide by the obligations then he would be liable

under the penal prows1ons as mentioned hereinbefore.

24SUMMARY e

Hence, in v1ew of the above discussion, it can be understood that a
. Registered Merchant banker has a variety of functlons and areas to serve the
Companies: Regulators like Securities and Exchange Board of India, Reserve
Bank of ‘India, and certain other. regulators have recogmsed only Merchant
Banker for provn:hng specified services. Apart from this, the Income.Tax Act
1961 has also recognised merchant banker for making valuation under the Act,
which also makes theMerchant Banker an important Professional in the industry.

Obligation to enter into an agreement This obligation is governed -
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While applying for Certificate of Registration, one should carefully go
through the documents and forms as submitted to-the. Securities and Exchange
Board of India. To ensure the chances of getting a Certificate of Registration,
Merchant Banker shall appoint a' professional having vast' knowledge and
experience in the field of Merchant Banking License.

At last, as mentioned in the article above defined the term “obligation”
which makes the person perform the duty which he is legally or socially bound
by to perform Therefore, mérchant banker and issuer are also legally obligated
as per the SEBI (Merchant Banker) Regulation, 1992 and the Depositories -
Act, 1996. Further, merchant banker plays a very crucial role and of prime
importance, while it’s being associated with the enterprise or any person or body
corporate for issuing management or takeover because the moment any violation
of obligation provided in the Merchant Banking Regulation took place merchant

_banker Would be held accountable for the same and:penalty will be imposed

irrespective of his intention or impact of his negligence upon the transaction.
Therefore, the importance of obligation refated to due diligence is highlighted
in the above-mentioned case of Medicamen Biotech Limited.

Moreover, the same reliance is placed upon the issuer to perform his
obligations diligently. SEBI and SAT have taken strict stance related to the
obligations of both to provide full and fair disclosures and where there is a
lapse’ in the abiding by the obligations it would lead to wrong information
among shareholders and investors, So, obligations are expected to be performed
with the utmost care in accordance with the applicable regulatlon and act as

| -mentioned above.

‘2. 5 EXERCISE

1. What are SEBI guidelines?

2. What is the procedure for getting registration as a Merchant banker?
3.- What are tile abligations and responsibilities of lead managers?

4. Discussthe continuance of asspciation of lead managers with an issue.




UNIT 3: ISSUE MANAGEMENT

Issue Management

Structure:
30 Objectives
3.1 Hitroduction
3.2 Issue Mﬁnagcment
333 "Public ls;»'suc Management
33.1 Classrﬁcatlon of Compames
332 Ellglblhty
333 Prlcmg of Issues
334 Prpmoters Contribution
33.5 Minimum Public Offer
33.6 Pri:spectus y
337 Allotment
3.3.8 Preferential Allotment
339 Pr‘i;vate Placement
= .3.3.10Book Building Process
" 3.3.11 Designing and:Pricing
3.4 Rights Is:sues
3.4.1 Promoters' Contribution
3.4.2 Minimum Subscription
343 At,‘;;vertiseniénts .
3.44 Content of Offer Document ~
3.4.5 Bought Out Deals
3.4.6 Post Issue Work & Obligation:
v 347 In\}estor Protection
348 Broker
349 Sub Broker
34. IOquerwnters
3.5 Summary
36 Exercise_i.

Notes -

3.0 OBJECTIVES :

After reading thls Unit. you will be- able to:

« discuss theii issue management,

+ understand’ the pubhc issue management,
~+ explain the_,_ promoters’ contribution,

+ appreciate why and how it is a minimum public offer,
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list the concepts of book bulldmg process, RN
define. the ﬂ'gits issues, '
analysis the minimum subscription,

'understand the broker, sub broker and umlerwfitersi

&

3 1 INTRODUCTION:

»
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Issue management refers to managmg issues of. corporate securities-like-—
equity shares, preference shares and debentures or bonds. It involves marketmg
of capxtal issues, of extstmg companies including rights issues and dilution of
shares by letter of offer. Management of issue also involves other issues. The

" decisions concerning size anid timing of the public issue in the light of the market_
conditions are advised by the merchant bankers. : p

In‘addition to these, the merchant: bankers also assist the corporate units on ]
. _ the designing of a sound capltal structure acceptable to the financial institutions -

P -] and detemnmng the quantum and terms, of the public i issucs of different forms .
' - of securities. s e

ot

Further, they" also advise the i issuing company whether to go for a fresh. ..’

) However, merchant bank is the agency at the apex level, who plans,

_ coordinates and. controls the entire issue activity and directs différent agencies
to contribute to the successful marketing of securities. Issue management has ¢
tremendous scope and potential in a growing economy where capital market
ﬁmctions as catalyst for the funding needs of the industry. ' ,

Issue managers in capital market’ parlance are known as Merchant
Bankers of Lead Managers. Although the term Merchant Banking; in generic

_ terms, covers a.wide range of services such as project counsellmg, portfolio
management, investment counselling, mergers and acquisitions, etc.yet, Issue
Management, constitutes perhaps the most important’ and sizeable- function
‘within it. So much so, that very often, the terms mefchant banking and Issue ..
. ‘ Managementare almost used synonymously 5

. The significancé of Issue Management fora Merchant Banker i§ s succinctly
* dlsplayed in the definition of ‘Merchant Banker® as -Contained in the Sécurities
- and Exchange Board of India (Merchant Banker), Rules & Regulations, 1992,
“any person.who is engaged:in the business, ofissue management elther
. by makmg arrangement regarding selling, -buymg or subscrlbmg to secunties
~as manager, consultant, advisor or rendering. corporate advrsory services in-
A relation to such issue management” : .

issue; additional issue, bonus issue, right i issue or combination of these. In bnef
" managing public issue-is a complicated and technical job. It.involves varlous
+ +| strategic decisions and coordination of various agencies.

The public issues are managed by the involvement of various agencies
o ~q i.e., under writers, brokers, bankers, ‘advertising agencies, printers, auditors,

' legal advisers, registrar-to the issue and merchant bankers prowdmg speelallzed
: serwces to make the issue a success.

~




3.2 ISSUE MANAGEMENT

Issue Manageif' And-SEBil .

Issue Managers are requiired to be registered-with SEBI to carry on their .
Issue Management activities, since setting up of SEBI. SEBI has formulated -

Rules and Regulatlons for- merchant bankers which bring out the requirements
.. for Regisiration. of-issue - managers apart from prescribing the conduct rules
~for them. In terms of these- regulatlons, issue managers are requlred to mainly
comply with the followmg requnrements for regzstratlon .

(1) Issue manager should be a corporate body, not being a Non Banking

Financial Company (as per RBI).
(i) He should ;___have necessary ‘infrastructure like adequate office space,
equipments:and manpower to effectively discharge his activities. .
(i), He should flave minimum-two persons who have the-experience to
" conduct thebusiness of Merchant Banking.
(iv) He should ?fulﬁll capital adequacy requirements i.e. shoiild have.a
- minimum net worth of Rs.5 crores.

(v) He should have professional qualification from an institute recognized

by govemn‘ﬂnt in Law, Financeé or Businéss Management
Under SEBI,gludeImes, a public/rights issue cannot be floated without
the association of a Merchant Banker. Merchant banker, like pilots of air-crafts
are repositories of spcc1al skills required to execute the management of issues.
Thus, Issue manager.is an_ indispensable pilot. He is’a financial architect as

one of the important ateas of Issue Management relates to capital’ structuring, -

capital gearlng and ﬁnancml planning for the company. While performmg these
actmtlcs, Merchant Bankers act as Financial Architects.

. He .is-an Investors as’ well as an underwriter since- Merchant Bankers
also underwrite- (Annexure 1) and invest in the.Issues lead managed by them.

"Compames consider : the issue ' managers as their Co-traveller, as Merchant

"bankers also’ sometlmes act as market makers in the Issues lead managed by
them. They.invest, COntmue to hold and offer, buy and sell quotes 1 for the scrips'
of the company after- hsnng LT

Thus, as market - makcrs, their assocmtlon is- not merely restricted to -
management of issue but Gontinues:like co-traveller with the company. Under -

SEBI guidelines, -every Merchant Banker while managing a Capital Issue is

. expected to perform Due Diligence (Annexure 2)-and furnish a Due Dlthl]CC

Cettificate to SEBI inia prescribed format.

Association of | Merchant Bankers of- India (AMBI) has prescribed

detailed due dnllgence guide to its members to facilitate their performance of
-_due diligénce. While managmg issues they aré required to interact and file offer
documents with SEBI: They are. also required to file a number of reports related

to Issues being. managed by them, with SEBIL I a nut shell, merchant banker

necessarily revolves around, SEBI while managing an Issue and thus can be
“called as a satellite of SEBI :

F

L]
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It will not be out of context if we term issue manager as Zubin Mehta

because while managing an Issue, a Merchant banker is required to co-ordinate
with a large number of institutions and agencies. Merchant banker, like an able
conductor of orchestra, has to ensure that all the players complete their jobs
timely and with proper co-ordination, so as to produce the end result effectively.

Marketing of an Issue is an essential and’ perhaps the most important
component of issue Management. Merchant banker makes number of promises

and commitments to the prospective investors which piits him in the shoes of -

a dream merchant Under SEBI Guidelines, each Public Issue and Rights Issue
with size exceeding ¥ 50 lakhs is required'to be. managed bya Merchant Banker,

1 registered with SEBL

Since setting up of SEBI, Issue-Managers are required to be registered

- with SEBI. SEBI (Merchant Bankers) Regulations 1992 has laid. down the

rules, regulations and conduct rules for them. They are’ to be governed by the

|| code of conduct laid down in the regulations. SEBI Regulations have laid down

restrictions on the number of Issue Managers who can be associated with an
Issue.

- -

Size of the Issue Permissible No. of
N .Lead Managers -
Less than-T 50 crores _ 2
T 50 crores but less than T 100 crores -3 Y
X 100 crores but less tha¥ 200 crores . . | 4
T 200 crores but less than T 400 crores 5
T 400 crores and above , 5 or more

All lead managers, before taking up the assignment relating to an issue,
shall enter into an agreement with the concerned company setting out their
rights and obligations. In case more than one lead manager is assoc:atcd their
demarcation of responsibilities is a must. A minimum underwriting agreement is
to be madé. A'Lead manager cannot manage an issue of its associate company.
No lead manager can exit during the issue period,

Selecting A Public Issue Proposal

Before selecting a Public Issue proposal, the Merchant banker has tc; keep |

in mind the following aspects: Background of the Promoters’/Management:
Success ofacompany is very much dependent on the background of the promoters
and the management viz., their education, business/technical expertise, financial
strength capability and reputation, etc. If a new company is launched from the
platform of an already existing group, having successful track record it is well
received in the market.

Performance of the group/associate concerns or the holding company,
against the promises madé by them at the time of their public issues is: also
looked into seriously by thé prospective investors. If the group/associate
concerns are financially strong enough, they can also lend support to the public
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offering. Anotlier important aspect, which should be considered by the Merchant
banker before picking a Public Issue proposal is to see whether there is any
pending litigation, defaults and disputes of the promoters for the company with
any person, bank or institution.

Company Profile: Merchant Banker also has to look at the track record
of the company and the quality of its management, industry in which it operates,
product mix of the Company and business prospects of the product proposed to
manufacture. He also needs to decide the profitability of the product and sustain
ability of the project. Financial health also has to be gauged by probing the
existing capital structure, debt equity ratio, level of gearing, nature and extent of
various resources/provisions etc.

Project Profile: It is also considered whether the project is.appraised
by a Financial Institution, whether there is participation of Institutions in
the financing of- project, if any, and the level of financial participation of the
Institution. Appraisal and funding of project by an Institution also certifies the
viability of the projéct to an extent.

Capital Market Position: If the group/associate concerns are already
listed on stock exchanges, the pattern of: their share price miovement should be
analysed. Trading behaviour of shares of leading companies in the similar field
should be compared with the share quotations of the group concern companies
to see the stability in share quotations.

Other Important Factors: Other important factors. which influence
selection of a project include outlook of the: investors generally towards other
companies operating in similar industries which are already listed and towards
the group in particular. Investor.s response to previous Public Issues of similar
companies will also haye a bearing on the decisions to come out with a Public
Issue. Dividend payment schedule of the Company and its associate concerns

should also be considered. From the point of view of Merchant Banker, the

cost benefit analysis is also important before accepting assignment of issue
management, 3 -

3.3 PUBLIC ISSUE MANAGEMENT

Issue managers play vital role in find raising through public issue of
sécurities. Whether through book building (discussed later) or otherwise, their

role is catalytic for the making of the issue a success. They are involved from .

cradle to grave in the issue. Hence companies coming with new issue of capital
decide about Issue mariagers after die diligence and carefully.analysing the
competence and capabilities of the merchant banker to handie the issue.

They provide valuable service in preparation and drafting the prospectus,
pricing the issue, marketing and underwriting the issue, coordinating the
activities or different agencies/institutions involved in this context to carry ut
legalities involved in the process, deciding the basisof allotment, making the
allotment, despatch of share certificates/refund orders as the case may be, and
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finally, in-listing of shares on-stock exchanges and sometimes as marketmaker
as well. =

SEBI has issued compendium of circulars to merchant bankers from time
to time and broadly has divided these activities into two groups i.e., Pre-issue

activities and Post-issue activities. Some important aspects about these acnvmes )

are discussed: here.
A, Pre-lssu_e Activities .
1. Memorandum of Understanding: In terms -of. Régulation 18(2),

before taking any issue management, every merchant banker. (lead manager) -

must.invariably enter into a Memorandum of Understanding (MoU) with the
compally making the issue (issuer) clearly -setting out thelr mutual nghts
liabilities and obhgatlons relating to the issue. A draft of the MoU is prescribed.
The lead manager may adopt the draft and incorporate such clauses as may be
considered necessary for defining his nghts_ and obligations vis-a-vis the issuer:

While doing s0,"it must be ensured that neither party should. reserve
for themselves any rights, which would have the effect of diminishing in any
way their. llabllltles and obligations under ‘the Companies Act, 1956 and SEBI
(Merchant Bankers) Rules and Regulatlons 1992. The lead manager who is
responsible for draﬁmg of the offer documents shall énsure that'a copy of the
MoU entered into with the issuer should also be submitted to SEBI along with
the offer document. -

2. Obtaining-Appraisal Note: After the contract for issue. management
is awarded, an appraisal note is prepared either in-house or is obtained from

outside appraising agencies viz., Financial Institutions/ Banks etc. The appraisal .
note thus prepai‘ed throws light on the proposed capital outlay.on the project.
. and the sources of funding it. Project may be funded either by borrowing money
from outside agencies or by injectinig capltal Optimum Capital Structure i is

determined considering the nature and size of the project.
If the project is capital intensive, funding is generally biased in favour of

© equity funding, After the fund appraisal a meeting of Board of Directors of the

Issuing Company is convened followed by“an Extra Ordinary General Meeting

(EGM) of its membeérs wherein various aspects related to issue of securities are °

decided. If the issue of capital include issue of shares. to NRIs/OCBs or Flls,
then-an application to the Reserve Bank of India seeking its pérmission is made.

3. Appointment of Other Intermediaries: Lead manager should ensure
that the requisite intermediaries, who are appointed,.are registered with SEBI:
Before advising the issuer on the appointment of other intermediaries, lead
manager shall independently assess the capability and the capacity of-the
various intermédiaries to handle the i issue. Wherever required, the issuer shall
be advised by the lead manager to enter into a . Memorandum of Understanding
with the Intermediary(ies) concerned. ) :

Lead rmanager should ensure that bankers to the issue are appointed in the
mandatory collection centres. [a case of public issues, there shouid be-at least 30

-
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: ma.ndatory collectlon centres which should invariably mclude the places where

stock exchanges have been established. The issuers are also permitted to appoint
authorised collection agents in consultation with the lead manager subject to
necessary disclosures.

While the modalities of selection and appointment of collection agents are
left to the discretion of the lead manager, it should be ensured that the agents so
selected are properly equipped for the purpose, both in terms of infrastructure
and manpower requirements. While appointing Registrars to an Issue, lead
manager should note that in respect of an issue in which he is the sole/one of the
lead managers, he-cannot act as Registrar to the said issue.

Similarly, where the issuer of capital is a registered Registrar to an issue,
the issuer will have to appoint.an outside Registrar to process its issue. SEBI
may not object to 2 lead manager acting as Registrar to an Issue where the post-
issue responsibilities rest with another lead manager, provided the lead manager
is registered with SEBI for both function. Lead manager shall, ensure that the
number of co-managers to an issue does not exceed the number of lead managers

to the said issue and that the number of advisors to the issue is only one.

. 4, Issue Management Inter-se Allocation of Responslb:lmes Where
an issue is managed by more than one lead manager, the responsibility of each
lead manager shall be clearly delineated, preferably as indicated in Annexure

(3). In case of under-subscription in an issue; the lead manager responsible
for tying'up underwriting arrangements will be held responsible ‘for invoking ik

underwriting obligations and for ensuring that the underwriters pay the amount
of development the Inter-se Allocation of responsibilities accompanying the Due
Diligence Certificate must specifically indicate the name of the lead manager
responsible: for this. .

. 5, Preparing Prospectus: Lead manager shouId ensure proper disclosures
to the investors, keeping in mind their responsibilities as per Merchant Bankers
Rules and Regulations. The lead manager should, therefore, not only furnish

adequate disclosures but also ensure due compliance with the Guidelines for -

Disclosure and Investor Protection issued by SEBI which™ also specifies the

contents of prospectus as well as application form."

The application form should contain necessary details and instructions to
applicants to mention the: L
-+ number of application form on the reverse of the instruments to avoid
‘misuse of instruments submitted along with the appllcanons for share/
debentures in public issues. : -

* particulars relating to savings bank/current account number and the
name of the bank' with Whom such account is held, to ‘enable the
, Registrars to print the said details in the refund orders after the names
" of the payees Suitable Instructions to investors in this behalf in the
application form under the head “How to apply” should be incorporated.

.
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. 6. Submission of Draft Offer Documents: The Lead Manager shall hand
over not less-than 25 copies of the draft offer document to SEBI and also to the
Stock Exchange(s) where the issue is proposed to be listed. The Lead Manager
shall submit to SEBI the Draft Prospectus in a computer floppy. Copies of the
Draft Prospectus will be made available by the Lead Managers/Stock Exchange -
to prospective investors. After a period of 21 days from the date the draft
prospectus was made publnc, the Lead Manager shall file with SEBI a statement
giving a list of complamts received by it form SEBI and any amendment done
in the document.

The Lead Manager responsible for drafting of the offer documents shajl
ensure that the terms of the issue and the offer documents, namely, prospectus
or letter of offer are in-conformity with the SEBI Guidelines for Disclosure and
Investor Protection. Due Diligence Certificate as specified by SEBI accompanies
each draft offér document submitted to SEBI. It is to be ensured that the format
of prospectus conforms to the format prescribed by the Department Company
Affairs. A ‘letter of offer’ is also submitted.

The format of letter of offer should conform to disclosures prescribed
in the Memorandum 2A under section 56(3) of the Companies Act, 1956, and
the Guldelmes issued by the Stock Exchange Division of Ministry of Finance.
Every draft offer, document submitted to SEBI shall be accompanied by the
following undertakings / certificates from company or it’s specific officials.

(a) Undertakingsare from:

‘The Chief Executive Officer of the Company that the complaints
received in respect of the i issue would be attended to expeditiousty and
satisfactorily the Company Sccreta:y that the Company. will get the,
instruments of issue listed within the prescnbed time period and would
take necessary steps in time for the purpose;

a4
k]

+ The Company Secretary that the company would apply in advance for
listing of the shares which would be generated by the conversion of
Debentures/Bonds;

= The issuer that the requisite funds fof the. purpose of despatchizfg
refund orders/allotment letters/certificates by registered post will be
made available to the Registrar to the Issue. _

(b) In the case of public issue, an undertaking from the issuér that the
promoter’s contribution, including premium, in full wilt be brought in advance
before the issue opens.

(c) Certificate signed by the Company Secretary conﬁnnmg the followmg

» all refund orders against the previous issues have been despatched to
the applicants;

+- all shares/debenture certificates have been,despatched to the allottees;

and the instrument(s) has been listed on the Stock Exchanges mentioned
in the concerned offer documents.




B

——

(d) In the case of public issue, an undertakmg from the Lead Manager to
get the issue fully underwritten to the extent of offer to the public ‘and to include
details thereof in the final prospectus.

7. Launching of a Public Issue: Once the legal formalities and statgtdry :

permission for Issue of Capital are complete, the process of marketing the Issue
starts. Lead Manager has to arrange for distribution of public issue stationery
to various collécting ‘banks, brokers, investors, etc. Public Issue is launched
formalty by conducting Press Conference, Brokers Meets, issuing advertisements
in various newspapers and mobilising Brokers and Sub Brokers.

The announcement regarding opening of Issue in the newspapers is also
required to be made by advertising (Armexufe 4) in newspapers 10 days before
the Issue opens. A certificate to the effect that the required contribution of the
promoters has been raised before opening of the Issue obtained from a Chartered
Accountant is also required to be filed with SEBI. During the currency of the
Issue; collection figures are also obtained on daily basis from Bankers to the
issue. Another announcement through the newspapers is also made regarding
the closure of the Issue.

B. Post-Issue Activities

After the' closure of the Issue, Lead Manager has to manage the Post-Issue
activities pertaining to the Issue. He is to ensure the submission of the post issue
monitoring report as desired by SEBI.

Finalisation of Basis of Allotment (BOA): In case of a public-offering,
besides post-issue lead-manager, registrar to the issue and regional stock-

exchange officials, association of public representative is required to'participate -

in the finalisation of Basis of Aliotment (Annexure 5). Data of accepted
applications is finalised and- Regional Stock Exchanges are approached for
finatisation of BOA. .

Despatch of Share Certificates, etc.: Then follows despatch of share

certificates to the successful allottees, demat credit, cancelled stock-invest and

refund orders to unsuccessful applicants.

Issue of Advertisement in Newspapers: An announcement in the
newspaper is also made regarding BOA, number of applications received and
the date of despatch of share certificates and refund orders, etc. .

Post-issue Obligations ’

Lead manager responsible for post-issue activities shall maintain close
coordination with the Registrars to the Issue, and arrange to depute its officers
to the offices of various intermediaries at regular intervals after the closure of
the issue to monitor the flow of applications from collecting bank branches,
processing of the applications inclﬁding those accompanied by stockinvest and
other matter till the basis of allotment is finalised, despatch completed and listing
done. Any act of'omission or’commission on the part of any such intermediaries
noticed during such visits should be duly réported to SEBL.
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SEBI imposes considerable responsibility on merchant bankers for proper
redressal of investor grievances. It is, therefore, necessary for the merchant
bankers to actively associate themselves with the post-issue refund and allotment
activities and regularly monitor investor grievances arising there from. To
achieve this, the merchant bankers need to evolve effective inter;linkages with

‘the Issuers and the Registrars to Issue. |

SEBI has launched an all out drive to bring down '-substantially the number
of investor grievances. The merchant bankers are to assign high.priority.to the

‘area of investor grievances and take all preventive steps to minimise the number

of complaints. They are also to set up proper grievance monitoring and redressal
system in coordination with the issuers and the regxstrars to 'Issue; and take all

necessary measures to resolve the grievances: guickly to avold penal action. In
case of delay in refund, lead- -manager shall ensure that the issuer pays mterest'

for the delayed period as per provisions of the Companies Act, 1956. The lead
manager shall be responsible for ensuring despatch of refund orders/ allotment
letters/certificates by registéred post only.

Post-issue Monitoring Reports

- SEBI prescribed certain post-issue reports- which are. required to be
submitted by the lead managers. Two post-isstie reposts each for public i issue are
to be sent by lead managers to SEBI i.e., (a) 3-day post-issue momtormg report
and (b) 78-day postissue momtonng report. The merchant bankers are expectcd
to'keep SEBI informed on important developments about the particular issues
being lead managed by them during the intervening period of the reports.

General: With a view to ensuing that all Rules, Regulations, Guidélines,
Notifications, etc. issued by SEBI, the Government of India, and other regulatory
organisations are complied with, the merchant bankersshall designate a senior
officer as Compliance Officer, who shall co-ordinate with regulatory authorities’
in various matters and provide nedessary guidance and also ensure complianice
internally. The Compliance Officer shall also enstre that observations made/
deficiencies pointed out by SEBI do not recur. .

Necessary Code of Conduct for the officers and‘eniployees of the merchant’
. bankers should be framed to prevent insider trading, in the light of SEBI Insider

Trading Regulations, 1992. Lead manager should bring to the specific notice of
ROCs instances of non-comphance with the Companies Act requirements with
regard to appointment: of whole-time qualified company secretaries. -In view
of this, lead managers may like to ensure necessary comphance in tlns regand

_ before filling of documents with ROC.

3.3.1 Classification of Companies -

Commercially speaking, a public issue ‘may be defined as an offer for _

subscription by a company of its securities to the general public. Most people
are familiar with the concept of a public issue. However, at the same time there
are a few misconceptions associated with it. Many people interchange the terms
Public Issue and IPO. The term IPO refers to.an Initial Public Offer/ Offering.




Thus, any company can have only one IPO in its llfetlme since it cannot have an
Initial Offer time and again. 2 :

A public issue on the other hand is a much wider term and includes within
its purview both IPOs as well as all other subsequent public offerings also known

as FPOs or Follow-on Public Offers. An IPO can only be made by an unlisted

company whereas an FPO can only be made by a listed company. This is one
-fundamental diffcrenc__e which should be borne in mind.
- The public issué by a company is governed by the SEBI (Disclosure and

Investor Protection) Guidelines, 2000 also known as the DIP Guidelines. These.

Guidelines have been.framed by SEBI 1o facilitate and regulate different forms
of capital offerings by companies and other related and ancillary issues. The
DIP Guidelines are amended from time to time by SEBI. There are three types
of Public Issues by which a public company can raise funds:
(a) IPO: Initial Public Offer, which is once in the Company’s lifetime
(b) FPO: Follow-on Public Offers, which a Company can raise -any
" number of times
(c) Rights Issue: When a Company makes an Offer to raise capital from
its existing shareholdcrs

The Indian economy has a variety of compames existing in its market

such as public companies, private companies, investment companies, limited |

liability companies etc. These numerous entities in the market may look different
from each other on the surface, but based upon certain identifiable.common
characteristics they can be grouped into below-mentioned classifications: This
article aims to draw .your attention towards the conventional classification
of the companies that are made based upon factors such as liability, control,
incorporation, transferability of shares etc.

The companies may be classified based upon the mode of their incorporation

and incorporation process which is defined under Section 7 of the Compames
Act, 2013.

Incorporation is t.hc day when the company acquires a legal identity i.e. the
day when a company takes birth in the eyes of law. Section 2 of the Companies
Act, 2013 defines the various kinds of companies and their facets.

() Classification of Companies on the basis of incorporation

Royal ‘Charter :'Company: It may be better understood as the company
born out of the authorization of the sovereign or the crown. This was the mode
of incorporation which was followed earlier to the Registration under the

Companies Act. A charter is granted by the crown to the people requesting to .

form a cooperative or a company. To name a few, The Bank of England (1694),
The East India Company (1600) were formed by the means of charters passed by
the then Crown of England. The authorization given by the sovereign gives legal

existence to these companies by means of the body of the charter. This mode of }
incorporation is no more recognised' i’ any Companies Act to incorporate new .,

Companies.

———— e — ——
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Investment Banking . Statiltory Company: As the name suggests, 'ihese are the eompanie's that
- and Financial Services are formed by the means of a special statute passed by the Parliament or the .
State Legislature. The ekamples of statutory companies in India are the Reserve
bank of India, the Life Insuranice Corporation of India Act, étc.

The Statutory oﬁéins of these companies provide power to. such’
companies to be bound by their own statute, i.e. whenever there is any dispute
. between statute under which these companies were formed and the Companies'
"Act 2013, the statute being special legislation persists over the general law of
Companres Act. The parliaments both State and Centre are empowered to make
such legislation for incorporation- under the. power endowed 'to them by the
- Constitution of India.

Notes.

Reglstered Company As deﬁned under Section 2(20) of the Companres
A~ Act, 2013, regrstered companies are the companres which get registered under
| the statute of the Companies Act. Companies are also provided with a certificate
of incorporation by the Registrar of the Company. ' _
(IN) Classification of Companies on the basis of liability of members
The iiability upon-the members is also used to classify the companies, it
describes the limit to which-member will be liable if such tiability were to befall

_ upon thie company. On the basis of liability of the members the compames may
be classified into: :

Companies limited by shares These types of companies are mentroned
in Section 2(22) of the Companies Act, 2013.. The llabllrty of the members of
such a company is based upon the number of shares kept unpaid. This liability .
against the shares kept may be brought to the authoﬁty. Once .the payment -
towards the security is made by the shareholder or member then no liability
beyond that is placed upon such member. The liability may be enforced durrng~
‘the company’s exrstence and even during its wmdmg-up process..

. ' Companies limited by guarantee: These types of compames are
. mentioned in Section 2(21) of the Compames Act, 2013. Ina Company where
the liability is limited by guarantee, it means the. meber of the Company-has
“| -agreed.on.the Memorandum of Association to repay the same amount during
p winding up of such Company In such companiés, the liability of the members
_ o is limited to.the undertaking given by them. Trust research associations, etc. are
v | examples of companies liability limited by guarantee. '

- Unlimited “Liability Company: These companies' as defined under
Section 2(92) of the Companies Act, 2013 do not have a cap‘on the amount
of liability that may add on their members in case the compary has to repay.
any debt. For any amount that the company owes these members; the unlumted o
liability company shall be liable to the exterit of their interest in the company.-
“These companies do not draw any popularity when it comes to- Indran Matket.
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|F Limited llabillty company Unlimited liablhty company
l Lrabrlrty of the- g_nembers is only Liability of the members is not in

in proportion to the sum they have | proportion .to the investment ‘in their
| invested in the. company. company. ) *

| Personal propemes or- assets will | Even -the personal property of the Notes
not be forfeited if the company goes { member will be forfeited against’ the
bankrupt or wmds up. - ‘| liability of the company. 1°

(HI). Classnﬂcation of Company on the basis of the number of members . - T

"The number of nfembers in a company is looked upon-while classifying
them, This classification.of the company has been discussed in detail -under -
the below-mentroned headings. On the basis of the number of members in the. '
companies may be c&smﬁed into: :

Private Company The private companies as dgfined under Section 3(1) | « .

(b) of the Compames Act, 2013 are very restrictive in nature wherein it may

in its Articles of Assoc1a‘t10n restrict the nght to transfer shares. The number

: of members in such a company might be a maximum of 50. The shares and
. debentures of such compames are not available for the public at large. The number

of members in a company to be called a privite company is two, wherem it is
clearly set that two members Jomtly holding a single share shall be considered as

one member and ot two members, The easy 1dent1ﬁcatron of Private companies

is the ‘Pvt. Ltd.” attached to its name,

Public Company: As defined under Sectlon 2(71) of the Compames

.Act, 2013, Public Companies are the ones which are not a private company As

-~ .mandated under Section 3(1)(a) of the Companies Act, 2013, there should be at ) g

ledst 7 members to form a public company. It is the intrinsic nature of the public .

- company that there is the right to transfer- shares and debentures of the public )
company to the publlc at large.

d (IV) Classification of Companies on the basis of domicile ‘ d

On the basis of thejr domicile the companies may be classified into:

Foreign Company A Company which is situated outside India, but has
a registered place in India may-be physical or.electronic address or perhaps
company has ownership itself or through the agents, representatives or managers
of the company is known as 2 foreign-company under Section 2 (42) of the*
Companies 'Act_, 2013. The aforementioned definition included in the new
Companies Act has widened’ the scope of the definition of forergu companies
extending the same to the entities having their electronic presence in India. The
list of foreign compaiies listed in Iridia has names of the corporate giants such
as Whirlpool of India Ltd., Timex Group India Ltd., Ambuja Cements Ltd., etc.

Indian Company: indian Company has been defined under Section 2(20)
of the Companies Act, 2013 as any company ‘registered under the Companies.
Act, 2013; or any other previous law is known as an Indian Company. An Indian- |

!
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company may pl:ove its locus standi with the help of its office address and the :
legislation provides a guideline to be followed while using such powers by an
Indian company.

(V) Classification of companies on the basis of Mlscellaneous factors

On the basis of other miscellancous factors the companies may be
classified into: ‘ .

Government Company: As defined under Section 2(45) of the Companies
Act, 2013, any company in which a minimum of 51 per cent of the paid-up share
capital is held by the Céntral/State Government, and/or beld fractionally by the
Central Government and partly by one or more State Governments is known as a
Government Company. The major drawback of havmg a govemment company
is the lack of autonomy..

Holding, Subsidiary Companies and Assoclated Companies Under
Section 2(46) of the Companies Act, 2013,.a company is known as the holding
company of another company if it has administrative control over another
company. Such control may be regarding the affairs of. the company. Under
Section 2(87) of the Companies Act, 2013, a company is known as a subsidiary
company of another company when control is-exercised By the other company
over the subsidiary company.

A company is deemed-to be a submdlary company of another:
(1) If the other company

. Exercxses or controls more than 50% of the total voting power i.e.
.where the holders of preference:shares have the same voting rights as
. the equity shares holder, or, -

-« 50% in nominal value of its equity share capital held, or,
« Possesses power regarding the composition of the Board of directors.

(2) Ifi itisa subsndiary of a company whlch is a subsidiary of tlie controlling
company. -

The holding power also mcludes another kind of Company known as
Associate Company, which is now being explained with respect to the above-
mentioned Holding and subsidiary company. .

Associate Company: These Companies as defined under Section 2(6) of
the Companies Act, 2013 are the one in which the other company has significant
influence but these Companies are not the subsidiaries of such influencing

\compames known as the ‘Associate Company. The Joint Venture Compames are
such associate companies. - :

The significant control can be inferred directly from the explanation
-attached to the provision which requires the influencing company to hold 20% of
the share capital or any agreement whereby the decision making of the associate
is placed upon such Infiuencing Company. The Associate Company concept has
been seen as a harbinger of transparency in the working of the Company since
it provides a more rationale grundnorm for an associated relationship between
the two companies. '

84  Self Assesment Material




One man Company: Under Section 2(62) of the Companies Act, a
company in which one person is the whole and sole owner of the share capital
of the company is known as a One Man Company. In order to meet the statutory
requirement of a-minimum number of members, some namesake company
shareholders hold one or two shares each. The namesake shareholder members
are usually nominated by the principal shareholder. The principal shareholder
enjoys all the profits of the business with the protective shield of limited liability.
Such companies have been given legal sanctity.

Difference between One person company and Sole Proprietorship

The major 6r fundamental difference between a one-person company
and the sole proprietorship is based upon the limitations or extent of liability
in the one-person-company. One .person company is different from the Sole
proprietorship as the ne person company differentiates the promoter from the
separate entity of the company. The liability of the director of the one-man
company is limited in the event of any legal liability or claims made agamst the
company.

Investment ‘Company: The Investment Companiés as defined under
section 186 of the Companies Act, 2013, are the companies which have a
fundamental business or transaction relating to the securities of other companies.
Securities may be of a nature of shares or debenture or other securities offered
by such entity. The word investment in its predominant sense means to acquire a
resource and hold it for the interest earned over it, but in the case of an investment
company, the investment is aimed not only at the acquisition and holding but
perhaps to even the sale of the securities whenever they reach a better price.

The Investment company under Section. 186 of the Companies Act, 2013
are based upon the market trend relating to the shares analyses the maximum
profit investment for the Company. The commonly used terminology of stock
market relating to the bear and bull market and the understanding of the trend
plays a crucial role to attain profits aimed at By the company.

There are still two perspectives towards the investment. company
functioning %ind the characteristics of the transactions made by such company.
One set of claims suggests that the Investment Companies are only supposed
to purchase security and earn interest by maintainin} them. The other school of
thought su'ggests that the invesiment company may earn not only by purchase
and hold but also selling of the securities.

New kind of Companies recognised under the Act, 2013

Dormant Companies: Where a company is formed under Section 433 of
the Company Act, 2013 for a future endeavour or to hold an asset which-may be
a physical or intellectual property and has no significant accounting transaction,
such a company or inactive company can make an application to the Registrar in
the prescribed manner for obtaining the status of the dormant company.

The explanation attached to this provision states about the inactive company
prescribing a period of 2 years of inactivity in terms of business transactions,

£
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operations etc, or the companies which have not filed their annual returns or the
financial statement in the last 2 years. Such transactions do not include all the
necessary payment which are made by the. company to the Registrar and other
payments which are supposed to be made under.any other law. '

The Registrar: allows. the certificate of the inactive company to the
applicant company. The registrar must mamtam the list of dormant companies.
A company to remain a dormant company on tlie books of the registrar has to pay
the réquired sum. The Company on request may make the Dormant Company

.| back to an active company. .

3.3.2 Eligibility

The DIP Guidelines define a Public Issue to mean an invitation by a
Company to the public to subscribe to its securities offered by a prospectus:

- Thus, the essential features of a public issue are:

(a) there must be a prospectus
(b) there must be an invitation to the publxc

* (c) the offer must be to subscribe to the securities of the company. It is
important to note that a public issue could be for any security of the

v company and not just equity shares. Security is deﬁned in s. 2(h) of
the Securities Contracts (Regulation) Act, 1957 (see para 20.2) and

" includes ‘within its scope equity shares, convertible preférence shares,

non-convertlble preference shares; convertlble debentures, warrants -

etc. . ;
" The earlier Guidelines “contained. various stringent’ conditions for a
company to make a public issue: However, SEBI has relaxed these conditions
to a great deal. Any company can now make a Public Issue only afier:.

(@) a Draft Prospectus has been filed with SEBI by the Merchant Banker
at least 21 days prior to the filing of the same with the ROC;

(b) SEBD’s corrections, if any, ‘have been incorporated in the Prospectus;

(c) The company has'made an application for hstmg of the securities to
the Exchanges and - ’

(d) Tt has entered into an Agreement for ‘the dematerialisation of its

- securities. with a* Deposntory There are currently two Deposnones
in India, namely, NSDL (National Securities Deposntory Ltd.) and
CSDL (Central Securities Depository Ltd.).

‘In‘addition to the above, the DIP Guidelines lay down specific conditions
for an Initial Public Offer and a Further Public Offer. .

Conditions for making an IPO

As explained above, an IPO means an-Initial Publi¢ Offer and is made by
Unlisted Companies. An Unlisted Company can make a Public Issue/ IPO under

"~ any of the two options mentioned below., Under Option-A it needs to fulfill all

the conditions, However, under Optlon-B it must fulfifl any one condition from
(a) and any one condition from (b), in addition to (c)-




[

—

.

.| Option ‘A: If 1t satlsﬁes the- followmg
/| conditions ;

Option B: If it does not satlsfy the
conditions stated in Option-A

(a) It has Net Tanglble Assets > T 3
crores in eachr of the 3 preceding full

years of 12 months each, of which |

a.maximum of 50% can be held as
monelary assets. If it has more than
50% of its net tangible assets in
monetary assets, then it must have
made a firm commxtment to deploy
such monetary assets m its busmess
orinaproject. ..~ v T

4

e

(a) The. Offer must only be made
by way of a Book Building (see
chapter 3). Further, at least 50%
of the Offering must be allotted

. to Qualified Institutional Buyers
(QIBs), e.g., PFIs; banks, VCs,

. MFs, etc., failing which the full.
subscription moriey 'must be.
refunded‘(see para'2:3.2(e) for af

deﬁmtlon of QIBs)
OR .

(b) 1t has a minimum: be‘wvorth 2Rs. 1
crore in each of the 3 preceding full
- years of 12 menth_s each -

3

-

(a) The Project is appralsed by Fls/

Scheduled Banks and at least| .
| * 10% participation comes fromi
the Appraiser and a further
minimum $% from other Fis/.

Scheduled Banks. A further 10%
must be allotted to QIBs. If these
conditions are not met, then the,
full subscription money fust be
refunded. .

(c) It has @ track record of distributable
profits for"3” out-of immediately
preceding 5 years. The distributable

profits must be computed. under|

$.205 of the Compames Act.

(b) The minimum post-lsSue face
value (i.e., without consndermg
the- premium component) of the
capita] is'Rs. 10 crores.

OR

(d) The proposed issue + all- other
issues made in, the same financial
year <
networth as per the latest -audited

balances sheet of the iast ﬁnanc1al'

year. While reckomng‘ the issue
size. The [PO, anS; firm_allotment
and any ‘promoters contribution
made through the :offer- document/
prospectus are incli;ded. .

5 times the pre-issue

(b) There is a compulsory market-

. making for 2 years from date of
listing. The minimum buy and
sell quotes must be for 300 shares
and the difference between sell
and buy quotes must not exceed
10%.-Further, the'market maker

must keep at least 5% of the|

issue size as inventory.
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Investment Banking  [(c) In case of a name change in the|(c) The minimum - number ~of
‘and Financial Services last one yt:.ar, at least 50% of the|  prospective allottees must be
- revenue of the last one full year is| 1,000

from the activity suggested by the - /

*~gname. E.g., if XYZ Finance Ltd. .
)  “becomes’ XYZ Biotech Ltd., then in ) -

Notes | the full yéar preceding the IPO, at |_ :

least 50% of the company's revenue | L
must arise from biotech activities. . ' LR

A -(t) TheOffercanbebywayofaBook'
g Building or by way-of a Fixed Price | . _
Offer. S LT — .
{g) The minimum number of ' ‘ S
prospectlve allottees must be 1,000. |

Certam key terms used in Optlon-A and Option-B are defined below:

(a) Net Tang1ble Assets means the sum of all net assets of the Company
- . .excluding intingible assets as defined in AS 26 issued by the ICAI on

- lntanglble Assets. AS 26 defines an intangible asset as an identifiable

nonmonetary asset, without .physical substance, held for use in

. . production or supply of goods or services, for rental to others or for
administrative purposes.

(b) Net worth means Paid-up Equity + Free Reserves (-) Accismulated
Losses(-) Miscellaneous and Deferred Revenue Expenditure not
written off as per the audited balance sheet. Revatuation reserve is -
excluded. Thus, preference shares are not to be counted in net worth
computatlon

(¢) If a partnershlp firm has been converted into a company and the
company is making an IPO, then the track record of distributable
profits of the firm would be considered only if the financial statements
of the partnership business conform to and are revised in the Schedule

- VI Format under the Companies Act, 1956,

‘Further, they must also comply with the following:

(i). adequate disclosures, as required’ under Schedulé VI, must be
made;

’ _ ] (ii) the financial statements must be certified by a CA stating that:

« the accounts as revised or otherwise and the disclosures made are”
in accordance with Schedule VI; and

« the accounting standards of ICAI have been followed and that the
T financial statements present a true and fair picture of the firm’s
= . accounts.

-
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(d) If an unlisted company is formed out of a division of an existing  Issue Management
company, then the track record of distributable profits of the division
spun off shall be considered only if the requirements regarding financial
statements as spemﬁe_d for partnership firms above are complied with.
For example, Tata Consultancy Services earlier operated as a division
of Tata Sons Ltd., which was then spun off into a new company
before thé IPO. In the prospectus, it restated the financial statements . Notes

in‘accordance with the above requirements.

(e) Qualified: Institutional Buyers. or QIBs are a spec:al category of
investors. They are institutional investors and comprise of the
following investors:

(i) Public financial institutions as deﬁned in section 4A of the
Compames Act, 1956, These include IFCI, IDBI, LIC, UTI, IDFC
ARCIL VT T e

(1) Scheduled commercial banks. These include- commercnal banks.
which are specified in the Second Schedule to the.Reserve Bank
of Indla Act;

(iii) Mutual funds;

(iv) Foreign 1nst1tut10na1 Investors or FlIs registered with SEBI

(v) Muitilateral and bilateral development financial institutions;

- {vi) Venture capital funds registered with SEBI;
{vii) Forelgn venture capital investors reglstered with’ SEBI
(viii) State:industrial development corporations;

(ix} Insu}hnce companies registered with the Insurance Regulatory and
Development Authority (IRDA);

(x) Provident funds with a minimum corpus of Rs. 25 crores;

(xi) Pension funds with a minimum c6rpus of Rs..25 crores.

At the time of an PO, there can be no outstanding warrants or other
convertible instruments (otheér than those relating to ESOPs granted inaccordance
with the SEBI ESOP Guidelines) which would entitle the existing promoters or
shareholders any option to receive equity shares after the 1PO,
" Conditions for making a Public Issue/ FPO -

As statéd above, only a listed company can make a Further Public Offer
. of equiity shares or any convertible security. The conditions for a listed company
to makean FPO are as foilows:

(a) The proposed issue + all other issues made in the same financial year
< § times'the pre-issue riet worth as per the latest audited balance sheet
. b of the last financial year. While reckoning the i issue size, the [PQ, any
firm allotment and any promoters’ contribution made through the offer
document/ prospectus are included.

Auc,
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(b) In case of a name change in the last one year, at least 50% of the
revenue of the last one full year is from the activity suggested by the
name. E.g., if XYZ Finance Ltd. becomes XYZ Biotech Ltd., then in
the full year preceding the IPO, at least 50% of the company’s revenue
must arise from biotech activities. In case a listed company does not
satlsfy the above, conditions, then it can make an issue subject to

- compliance with the conditions’ specnﬁed under Option-B stated above
which apply to an unlisted company which wants to make an-IPO.

(¢c) The conditions specified in-para 2.3.1 and 2.4.1 above would not be
apphcable to a listed company in case of:

(a) a public issi2 by a Mng Company set up under the Bankmg
Regulation Act;. s

(b) a public issue by a Public Sector- Bank | v

(c) 'a_,public issue by an infrastructure company whose project has
been appraised in a vertain manner-

(d) aRights Issue.

3.3.3 Pricing of Issues

The guidelines for capital issues issued by Securitiés Exchange Board
of India in June 1992 have opened the capital market to free pricing of issues.
Pricing of issues is done by companies themselves in consultation with the
merchant bankers. If the premium is too low the issue gets oversubscribed and if
the premium is too high it is bound to be undersubscribed and fail. The merchant
banker while deciding the premium has to take the foIlowmg two factors into
account: N

(a) Qualitative factors
(b) Quantitative factors

The Qualitative Factors Include: The prospects of the industry, track. -
record of the promoters, the competitive advantage the company has in making
best use of the business opportunities, and growth of the company as compared
to the industry, etc.

The Quantitative Factors Include: The earnings per share, book value,
the average market price for two or three years, dividend payment record, the
profit’ margms, the composite industry price camnings ratio and future prospects
of the company, etc. Above all the lead manager and the company has to assess
whether the market can absorb the premium on the issue.

This will depend upon the stock market condition prevailing at the time
of the issue. (See Annexure 6) Eatlier, such premium was fixed as per the
guidelines of Controller of Capital Issues. Since the adoption of free pricing and

, the abolition of the office of Controller of Capital Issues there have been spate.

of Issues at premium.

)
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Marketing The Issue- |

Necessity for Aggressive Sales Campaign: It is not enough if the
Company takes all steps to comply with the statutory regulations. In the growing
competitive market, aggressive sales campaign is also called for. Now a days,
the' investors are borabarded with advertisements through.all sorts of media
such as T'.V._, Radio, Newspapers, Brochures, Direct:Mailing etc. It is, therefore,
essential to plan a marketing strategy to réach and’convince the prospective
investors. :

Packaging and Marketing the Issue: For smooth marketing of the Issue,
Lead Manager'has to first fdenﬁfy the target market segments for the offering,
whether it be retail. investoré, wholesale investors or institutional investors. This
should be followed by targeting the regions where the management can expect
maximum number of subscriptions. If a Company is operatmg ina particular
region, it is beter to concentrate on that region only, where ifs name is popularly

known, Mood, of the market should also be.gauged before launching an Issue. -

If the market is going downwards, even offering from a good company may

not attract good response. Pricing of instruments should be done after assessing -|
expectations of. investors from_the-Issue. Pricing of the” Issue also- influences |

e eer -

design of. capltal structiire. =
"Final instrument should be made attractive by offering some unique

features. There are many ways of doing it. Some of these are offering safety net, .

making terms of payment attractive, offering multiple options for conversion;
attaching wafrants, .etc. Underwriters, Brokers/Sub-Brokers, Fund arrangers
should 'be mobilised with great effofts to make the offering a success. At the

same time, offer document for issue should be educative and purposnve for the

retail investors and should contain relevant: mfonna’uon which will be statutorily

_ and otherwise requlred for providing maximum information.

Institutional investors and high net worth investors should also be provided

with detailed research on the project specifying its uniqueness and the advantage
which it scores over other existing or upcoming projects in the similar field.

Launching Marketing Campaign: A high von advertising campaign is
launched to push the public issue. Lead Manager should be very selective in’

‘choosing the adveértising agency for this purpose: Only those agencies which

specialize in launching capital” offerings should be entrusted with the job of |
aﬁdvertising the Issue. Advertisement themes should be finalised keeping in
view SEBI guidelines in this regard. A proper mix of media vehicles viz:, Press;

Radio, Television campaign and Hoarding, etc., should be used. Lead Manager

should also arrange for press briefings, brokers, and investors conferences, etc.

in targeted regions.

Some Market Research Orgamsatlons specialise in ca.rrymg out opinion

polls by contacting wide range of people in different areas. These can be engaged
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to collect data on invesfors’ opinion and reactions relating to the public issue and _

the'company’s in particular. There is a vast potential of investars in semi-urban
and rural areas who can be developed into a solid-block of investors., These

persons are not attuned to the investment culture. It is necessary to educate them

about the variou's'avenueé available for investment.

Brokers and Investors’ Confefences: As part of the issuc campaign,
' Brokers’ and ‘Investors’ conferences at the Metropolitan. cities and other,
important centres with- sufficient investors population have to be arranged.
Advance Planning is necessary to make such conference successful. Conference
materials such as banners, brochures, application forms, posters, etc, should
reach the venue of conference in time. Invitation to all the important people,
underwriters, bankers at the respective places, investors’ associations, should

.be sent. . . .

-Timing of the Issue: One of the most critical factors for the success of
the ‘issue is the timing of the issue. A bad market condition can result in under

sub-scriptio'n of a public issue even from an excellent company with a track

record and whose shares have been rightly priced. Too many issues hitting the
market at thé same’ nme can also affect the success of the public. issue. The
merchant bankers as  part of their marketing efforts have to decide the timing g of
the issue keeping in view the various factors.

3.3.4 Promoters’ Contribution .
'In any public issue, the promoters of the company are required to irfuse

/certain amount of funds in the company. by way of promoters’ contribution.

It is interesting to note that-although the DIP Guidelines.speak of promoters’

. contribution, it does not contain a general definition of the term “promoters”. One

may refer to the definition contained in Explanation I to ¢1.6.8.3.2(k)—(1) under
the Capital Structure to be given in a Prospectus. Although, the Explanation
states ‘that the definition is applicable for the puiposes specified therein, the

definition may be used even for the purposes of determining the promoters’ -

contribution. - _
The term Promoter has been defined to.include:
(a) the person or persons who are in over-all control of the company;

(b) the person or persons who are instrumental in the formulation of a
plan or programme pursuant to which the securities are offered to the
- public; ] X
(c) the. persons or persons named in the prospectus as promoters(s).
However, persons who are merely professional chrectors would not be
mcluded within this definition. .
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2.6.2 The requirements for the minimum promoters’ contribution. is as

under: o .
Issue Type: Minimum PC -~
IPO by Unlisted Companies | > 20% of Post-issue Capital
Public Issue by Liétcd > 20%_' of the proposed issue or eﬁsure
Companies - shareholding of 20% of Post-issue Capital
Rights-cum-Public Issue > 20% of proposed issue or 20% of Post-issue ’

to the Promoters

The key pomts m respect to promoters contribution are as follows
» The requnement of promoters contribution is not appllcable in the
case of: ' :
issues by.companies listed for at least 3 years and which have a
dividend track record for af least 3 preceding years;
rights issues; or ’
companies where no identifiable promoter group exists, e.g., in the
case of professwnally managed companies.
_» Certain types of capital contribution are mellglble for:being considered
for the promoters contribution.

« The entire promoters’ contribution must be brought in at least one day
prior to the date of the public issue. If it.exceeds Rs. 100 crores, then
at least Rs. 100 crores-must be brought in prior _to the issue.and the
balance on a pro-rata basis but before calls are made to the public:

s Any promoters’ contribution in excess of the minimum requirements,
is treated as a preferential allotment and the SEBI(DIP) Guidelines on
preferential allotment would accordingly apply (see Chapter 7).

» In case of an issue of a convertible security, where the.conversion price

of the equity component is fixed, then the promoters’ contribution, can_

at the option of the promoters; be in the form of contribution to equity

or by subscribing to the instrument.
Practice Pointer: Every allotment of securities to' promoters should be by
way of 4 Board Resolution and a Charteéred Accountant’s Certificate stating that
the contribution has been brought in before opening of the issue. This certificate

should be accompanied by a list of names:and addresses of friends, relatives
.and associates of the promoters which make up the promoters’ contribution. All

these details should also be filed with SEBI.

Lock-in '

Lock-in period refers to the period during which the shares are non
transferable. Earlier when the shares were.in physical fom}at, ‘they bore an
inscription to that effect. Now specific instructions to such effect are given to
the depository participant.

hd

Capital (excluding the Rights Issue) — Option
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|Company . the public issue

The lock-in pér_iod for different issues is as follows:

- Capital Lock-in period
Minimum Promoters’ Contribution in | 3 years from the date of allotment in
case of a Public Issue the public issue or the commencement

L]

is later

case of a public issue securities
Entire pre-IPO capital of an Unlisted [ 1 year from the date of allotment in

2.7.3 The lock-in for the pre-1PO cap1ta1 of an unhsted company does not .

apply in the following situations:.
(a) pre-IPO capital held by SEBI reglstered Venture Capital Funds and

Foreign Venture Capital Funds provided they are held for at least one

year prior to the date of filing of the Prospectus with SEBI or the
. shares are locked-in as.per.the Venture Capital Regulations; -

(b) pre:IPO capital held at least for one year at the time of filing of the
* draft offer document with SEBI and being offered to the public by
way of an offer for sale; . -

(c) pre-1PO capital held by. non-promoter employees and 1ssued under an

+ prelPO ESOP.-However, the requirements of the SEBI ‘Guidelines on .

ESOPs in this respect must be satisfied;

(dy transfer inter se non-promoter shareholders who are holding such ~ °

locked-in pre-IPO capital provided that they comply. with the SEBI
Takeover Regulations and that the balance. lock-in continues in the

o~ hands of the transferees.

Locked—m securities ¢an be pledged with banks as ;1 collaterazf‘ security’
for loans. Further, the case of promoters’ contribution which is lockéd-in can

b

be transferred inter se the promoters provided that they comply with the SEBI
Takeover Regulations and that the balance lock-in continués in the hands of the
transferees.

3.3.5 Minimum Public Offer _ .

,One of the key factors-to be determined in any public issue is what
percentage stake of the post-issue capital should be offered to the'public. It is
but natural that the company would like to dilute as little equity as possible.
The minimum stake' which the company must offer is determined by the SEB!

‘Guidelines. The key points in this respect aré as follows:

(a). The minimum net offer to the public in case of a public issue would
either be 10% or 25% of the post-issue capital.
(b) The normal requirement is that the net offer to'the publi¢ mist be 25%

of the post-issue capital, However, a company is allowed to offer only

'10% if the following conditions are satisfied:.

{ of commercial production, whichever

Excess Promotets’ contribution in|1 year from the date of allotment of




R
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A minimum of 20 lakhs securities are offered to the public; ’

« The size of the offer to the publlc = Offer Price * number, of
securities offered to the public = Rs. 100 crores; and-

« The-issue was made only through the book building method with
at least 60% bieing offered to Qualified Institutional Buyers.

(¢) The company can make firm allotments "or reservations for spectﬁed
categories of persons: : -

Takeover Regulatlons The provisions of the SEBI Takeover Regulations
do not apply to an’allotment made in a public issue. However, in case of an
-acquisition pursuant to a firm allotment in.excess of the limits specrﬁed in
the Regulations; certain conditions:need to be fulfilled in order to avail of the
exemption (see para 18.6.1).

_ Grading of IPOs' SEBI has made the grading of all [POs mandatory
Grading must be camed out by a'credit rating agency which is SEBI registered,
e.g., CRISIL, CARE;ICRA, etc. The issuer must obtain a rating from at least one
such agency. The issuer must disclose all grades obtained by it in the prospectus,
advertlsemcnts ete.:

3.3.6 Prospectus )

A prospectus is a formal document that is required by and filed with- the
Securities and Exchange Commission (SEC) that provrdes details about .an
investment offering:to the public. A prospectus is filed for offerings-of stocks,
bonds, and mutual finds.

The prospectus can help_ investors make more mformed investment .

decisions because it contams a host of relevant information about the Investment
Or 'security, -

* The Securitiés and Exchange Commission requires that security issuers- |.

- file a prospectus when offering mvestment securities to the pubhc
* The prospectus provides details about the investment/security-and the
offering. .
~ * A mutual fund prospectus contains detarls on investment ob;ectrves,
. Strategies, performance, dlStl’lbllt/l_Ojn polrcy, fees, and fund management.

* Therisks of the investment are typlcally disclosed early in the prospectus

and then explained in-more detail later in the. document
Understandmg Prospectus ’

‘Companies that wish to offer bonds or stock for sale to the public must
- file a prospectus: with the Securities and Exchange Commission as part of the
registration process. Companies must file a preliminary and final prospectis,
and the SEC has specific guidelines as to whats listed in the prospectus. for
various securities. B

The preliminary prospectus is ‘the first offering document. provided by a.
“sécurity issuer and includes most of the details of the business and transaction. -
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However, the preliminary prospectus doesmrt contain the number of shares to
be issued or price information. Typically, the preliminary prospectus is used to
gauge interest in the migrket for the security being proposed.

The final prospectus contains the complete details of the investment
offering to the public. The final prospectus inciudes any finalized background

information, as well as the number of shares or certificates to be issued and the

offering price.

A prospectus includes some of the following information:

« A brief summary of the coipany’s background and financial

information

¢ The name of the company issuing the stock

+ The number of shares . v

» Type of securities being offered

« Whether an offering is public or private -

« Names of the comp'any’s principals .

» Names of the banks or financial companies performing the underwriting

Some companies are allowed to file an abridged prospectus, which is a
document that contains some of the same information as the final prospectus.

Another reason_\a prospectus is issued is to inform’investors of the risks
invelved with investing in the security or fund. Although a company might
be raising capital through stock or bond issuance, investors should study the
financials of the company to ensure the company is ﬁnancially viable enough io
honor its comrmtments “

_ Risks are typically disclosed early in the prospectus and describéd in more
detail later. The age of the company, management experience, management»s
involvement in the business, and capitalization of the stock issuer are also
described. The prospectus information also guards the i issuing company agamst

‘claims that pertinent information was not fully disclosed. 1

Prospectus Example

In the case of mutual funds, a prospectus contains detalls on the fund’s
objectives, investment strategies, risks, performance, distribution policy, fees,
expenses, and fund management. Because the fees that mutual funds charge take
away from investors’ returns, the fees are listed in a table neat the begmmng
of the prospectus. Fees for purchases, sales, and moving among funds are also
included, which simplifies the process of comparing the costs of various mutual
funds. -

As an example of a prospectus for an offering, PNC Financial (PNC) filed

a prospectus with the Securitiés and Exchange Commission in 2019 requesting

a new issuance of debt. The senior note bemg offered to the public is a bond or
a promissory note to pay a specific yield by maturity. ‘ -

" For feview, senior notés are debt secirities, or bonds, that take precedence

over other unsecured notes in the event of bankruptcy. Senior notes must be paid




”

first-if assets are available in the event of 'comi)any liquidation. A senior note
pays a lower coupon rate of i interest compared to junior unsecured bonds since -
the senior debt has a higher level of security and a reduced risk of default. ,

Below is a: portion of the- ‘prospectus from the table of contents, which
provides basic mformatnon about- the offering. We can see the following
information listed: - .

. Securltles offered, which'are senior notes that pay 3.50%
« The maturity date of the notes, which'is Jan: 23, 2024,

* The issue date,-which has yet to be determined

+ How interesf will be paid. and denominations to be issued

» Usea_of proceeds or how the money raised will be spent, which might
include financing operations, paying down debt, or buying back stock

Why Is a Prospectus Useful for Investors? ‘

A prospectus is a formal document that is reqmred by and filed with ‘the
Securities and Exchange Commission (SEC) that provides details about an
investment offéring to the public. It is very useful to investors as it informs them
of the risks involved with investing in the security or fund. Risks are typically
disclosed early in the prospectus and.described in more detail later. Although
a company might be raising’ capital‘through stock or bond issuance, investors

.should study the ﬁnancmls of the company to ensure the company is ﬁnancmlly
, viable enough to hénor its commitments.

What Informatlon Is Normally in a Prospectus?

. Aprospectus includes pertinént information Such as a brief summary ofthe .
company’s background and financial information. The name of the company and
its principals, age of the company, management cxpenence, and management’s
involvement in- .the:business. Furthermore, the number of shares being issued,
the type of secuntlc__:_s being offered, whether an offering is public or private, and
the names of the banks or financial companies performing the underwriting are '
also listed. ) " )

What’s the Difference Between a Preliminary and Final Prospe?:tus" .

The preliminary prospectus is the first offering. document. provided by a
security issuer and includes most of the details of the business and transaction.
However, the prchmmary prospectus doesn’t: contain the number. of shares to
be issued or price information® Typically, the prehmmary prospectus is.used to
gauge interest in the market for the security being proposed.

The fina} prOSpectus contains the complete details of the mvestment
offering to the public. The:final prospectus includes any finalized background
information, as well as the number of shares or certificates to be 1s§ucd and the
.offering price. ; . v
3.3.7 Allotment -

The term allotment refers to the systematic distribution or assxgnment
of resources in a-business to various entities over time. Allotment: generally

- _ -
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mesdns the distrib?ution of equity, particularly shares granted to a participating
underwriting firm during an'initial publi¢offering (IPO). i

There are several types of allotment that arise when new shares are issued
and allocated to-either new or existing shareholders. Companies allot shares and
other resources when demand is much stronger than the available supply.

« A allotment is the systematic distribution of business resources across
different entities and over time.

» It generally refers to the allocation of shares granted to a participating _
“underwriting firm during en initial public offering.

* Allotments are commonly executed when demand is strong and
.exceeds demand.

» Companies can also execute’allotments through stock splits, employee
stock options, and rights offerings. :

+ The main reason that a company issues new shares for allotment is to
raise money to findnce business operations.

Understandmg Allotments: In business, allotment describes the
systematic distribution of resources across different entities and over time. In
finance, the term typically relates to-the allocation of shares during a-public
share issuance.-When a private company wants to raise capital for any reason {to
fund operations, make a large purchase, or acquire a rival), it may decide to issue
shares by going public. Two or more financial institutions usually underwrite a
public offering. Each underwriter receives a specific number of shares to sell.

The allotment process can get somewhat complicated during an PO,
even for individual investors. That’s because stock markets are incredibly
efficient mechamsms for matching prices and quantities, but the demand must
be estimatéd before an IPO takes place. Investors must express interest in how
many shares they would like to purchase at a specific price before the IPO.

If.demand is too high, the actual allotment of shares received by an
investor may be lower than the amount requested. If demand is too low, which
means the [PO is undersubscribed, then the investor may be able to get the
desired allotment at a lower price.

On the other handxlow demand often leads to the share'price falling after
the [PO takes place This means that the allotment is oversubscribed.

Itsa good idea for first-time [POQ investors to start small because allotment
can often be a tricky process.

Other- Forms . of Allotment: An IPO is not the only case of share
allocatlon. Allotment can also occur when a company»s.directots earmark new

" shares to predetermined shareholdgrs. These are investors who have either

applied for new shares or carned them by owning existing shares. For example,
the company alloca_tes shares proportionately based on existing ownership ina
stock split. . .

Companies allot shares to their employees through employee stock options
(ESOs). This is a form of compensation that companies offer to attract new and
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keep existing employees. in addltlon to salaries and wages. ESOs incentivize
employees to perform bctter by increasing the number of shares without diluting
ownership. : v

.

Rights offerings or rights issues allocate -Shares to investors who wish to
purchase more rather; than domg so automatically. Thus, it gives i mvestors the
right but not the obhgatton to purchase additional shares in the company -Some
compames may ‘elect to do a rights issue to the shareholders of a company they
want to acquite. This allows the acquiring company to raise capltal by giving

‘investors in the target firm an ownership stake in the newly formed’ ‘company.

Reasons for Ralsmg Shares: The number one reason a-company issues
new shares for allotment is to raise money to finance business operations. An
IPO is also used to raise capital. In fact, there are very few other reasons why a
company would issue and allocate new shares. -

‘New shares can be issued to repay a public company’s short- or long-
term debt. Paying down debt helps a company with interest payments. It also
changes critical financial ratios such as the debt-to-equity ratio and debt-to-
asset ratio. There are’times when'a company may want to issue new shares,
even if there is little or no debt. When companies face situations where current
growth is outpacing sustainable growth, they may issue new shares to fund the

‘continuation of organic growth.. .

"Company directors may issue new shares to fund the acquisition or
takeover of another business. In the Case of a takeover, new shares can be allotted

"to existing shareholders of the acquired company, efficiently exchanging their
"shares for equity in the acquiring company.
As a form of reward to existing shareholders and stakeholders, companies*

issue and allot new shares. A scrip dividend, for example, s a dividend that
gives equity holders some new shares proportional to the value of what they
would have received had the dividend been cash.

Overallotment . Options: There are optxons for underwriters- where

additional shares can be sold in an PO or follow-on offering. This is called an
overallotment or greenshoe option.

In an overallotment, underwriters have the option to issue more than 15%
shares than-the company originally intended to do. This option doesn't have to
be exercised the day of the overallotment. Instead, companies can take as long as
30 days to do so. Companies do this when shares trade higher than the offenng

~ price and when demand is really high. _

Overallotments allow companies to stabilize the price of their shares on
the stock market while énsuring it fioats below the offering price. If the price

increases above this threshold, underwriters can purchase the additional shares

at the offering price. Doing so ensures they don’t have to deal with losses. But if
the price falls below the offering price, underwriters can decrease the supply by

purchasing some of the shares, This may push the price up.
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-up receiving‘a lower amount of shares for a higher price. -

What Is an IPO Greenshoe? .

A greenshoe i§ an overallotment option that occurs during an IPO. A
greenshoe or overallotment agreement allows underwriters‘ to sell additional
shares’ than the company originally intended. This generally occurs when
investor demand is particularly high-—higher than originally expected:

'Greenshoe options allow underwriters to flatten out any fluctuations and

. .stabilize prices. Underwriters are able to sell as'much as 15% more shares up to

30 days after the initial public offering in case demand increases.-
What Is Share Oversubscription and Undersubscription?

An oversubscription takes place when demand for shares is higher than
anticipated. In this kind of scenario, prices can rise significantly. Investors end

-

An undersubscription occurs when demand for shares is lower than a_

T company expects. This situation causes the stock price to drop. This means that

an investor gets more shares than they expected at a lower price.-
How Does an IPO Determine the Allotment of Shares?

Underwriters must determine how much they expect to sell before an initial
public offering takes place by estimating demand. Once this is determined, they -
are granted a. certain number of shares, which. they must sell to the public in
the IPO. Prices are determined by gauging demand from the market—higher
demand means the company can ¢ommand a higher price for the [PO. Lower
dernand,-on the other hand leads to a lower IPO price per share.

3.3.8 Preferential Allotment

Section 62 along with Rule 13 of the "Companie_s (Share Czipital and
Debentures) Rules, 2014 and Section 42 along with Rule 14 of the Companies
(Prospectus and Allotment of Sccurities) Rules, 2014 prescribes the procedures
and provisions for preferential allotment of shares.

Regulations 158 -170 deals iﬁ'ith Preferential Issue as per SECURITIES
AND EXCHANGE BOARD OF INDIA (ISSUE OF CAPITAL AND
DISCLOSURE REQUIREMENTS) REGULATIONS, 2018.

‘What is Preferential Allotment?

e A preferentlal issue is‘an issue of shares or convertible securities by
llsted or unlisted companies to a seléct group of investors, but it is
nelther a rights issue nor a public issue, ) N

* ‘Why companies do preferential allotment?
« Companies go for préferential allotment as it is one of the fastest way
"to increase shares capital and bringing capital in‘company.
. Moreover, when a company raise:capital in this way it becomes the.
asset of company as it leads to increase in existing shares capital.
The-allottee/(s) become members of the company and this fund. is
considered as owned fund.

P A
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. APPLICABLITY OF PREFRENTIAL. {SSUE_ AND MEANING’ OF
SECURITIES AS PER SECTION 62 OF COMPANIES ACT, 2013.

Any company can for preferential allotment .whether it’s a- Pubhc or
pnvate, listed or unlisted, Section 8 Companies, etc.

This Secnon spemﬁcally covers the “shares or other’securities” means
equity shares, fully convertible debentures, partly ‘convertible debentures or
any other securities, which would be convertible into or exchanged with equlty
shares at a-later. date -

-

Condltlons for Preferential Issue

-

A listed - 1ssuer making .a preferentlal issue - of specnﬁed securities shail

ensure that: -

« all eqUity sliares allotted tly ‘way of preférential isSue shall be made

fully paid up at the time of the allotment; Y a special resolttion has
been passed by its shareholders; -

« all eqmty shares held by the proposed allottees in the issuer are in
dematenahsed form;"

,” .~ the issuer IS in compliance wrth the conditions for contmuous listing
of equity shares as- specified i in the l1st1ng agreement with the stock
exchange where the equlty shares of, the issuer are listed and the
Securities and Exchange’ ‘Board' of India (Listing Obhgatlons and
Disclosure Requlrements), 2015, as amended, and any circular or
notmcatlop_gssued tgy the Board thereunder;

* the issuer has obtained the “Permanent Account Numbers of the

préposed allottees except those allotiees which may be exempt from
specxfymg their Permanent Account Number for fransacting’in the
* securities market by. the Board.,

Procedure for Allotment of Prefrentlal Issue of Shares

+ Send notice to convene a Board Meeting at least seven days before the
meeting.

Convene Board: Meeting and conmder below. given matters ‘
» Consider the__,_valuatron report as received.
* Deciding the list of allottees

-~

+ Fix'day, date, venue and, time of extraordinary general meeting
* Finalization of draft offer letter in the form PAS-4

*» Finalization of notice for extraordinary general meeting along with the
explanatory statement as required in the Jaw.
» Decide the offer period " : .

» Opena separate bank account ina scheduled bank to receive money

«~ Convene extraordinary general meeting and passmg of resolution for
allotment. y

-
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File MGT-14-and then the private placement offer letter i.e. PAS-4 cum
application shall’ be dispatched to.the proposed allottees with the following
attachments:

+ Certified true copy of the special resolution.

» Explanatory statement. -

. Dis’p_atch private placement offer letter cum application to the proposed ‘

~ allottees within thirty days, either in Wwriting or in electronic mode.

« Proposed Allottees shall subscribe to the shares in the private placement
offer letter cum application along with' the subscription money paid
either by cheque or demand draft or other banking channel but not by
cash whatsoever.

+ The money as received shall be deposited in a separate bank account.

» = Convene Board Meeting for.the allotment of shares within 60 days of
receipt of money. ~
+ File PAS-3 within fifteen days of allotiaent of shares:
Procedure In Tabular Form

Hold Board.
» Meeting

P r .
(- Callfor Extra. )

~ Ordinary,General.
V{ [ ’»*Mﬂﬂﬂg . )
1
(- Hold & )
* Extraordinary 1 Cu'culs;lgaﬁ nf
. Gellﬂ‘ll Muﬁﬁg ) L 0 i
Part1: lssuers:lneligihle.tb Make a Preferential Issue 2

(1) Preferential issue of specified securities shall not be made to any
person who has sold or transferred any equity shares of the issuer during the six
months preceding the relevant date: Provided that in respect of the preferential
issue of equity shares and compulsorily convertible debt instruments, whether ’
fully or partly, the Board may -grant relaxation from the requlrements of this
sub-regulation, if the Board has granted relaxation in terms of sub-regulation
(2) of rcgulatxon 11of the Securities and Exchange Board of India (Substantiai
Acqulslhon of Shares and Takeovers) Regulations, 2011 to such a preferential
allotment.

_Explanation: Where -any i}erson belonging to promoter(s) or the
promoter group has sold/ transferred their equity shares in the issuer during the
six months preceding the relevant date, the promoter(s) and promoter group
shall be ineligible for allotment of specified securities on preferential basis.

J.'a



_, Provided that the' above restriction shall not apply to any sale of equ ity sharesby  Issue Management
any.person belongmg to promoter(s) of the promoter group which qualifies for '
inter-se transfer amongst qualifying persons under clause (a) of sub-regulation
(1) of regulation 10 of the Securities and Exchange Board of India (Substantial
Acquisition of Shares arid Takeover Regulations), 2011 or in case of transfer
of shares held by, the promoters or. promoter group on account.of invocation
of pledge by a scheduled commiercial bank or public financial institution or a
systemically 1mportant

-Notes

Part 2: Issuers Ineligible to Make a Preferenhai Issue

* non- bankmg finance comipany or mutual fund or msurance company
registered with the Insurance Regulatory and Development Authority.

«  Where any person belonging to promoter(s) or the promoter group 'has
prewously subscribed to warrants of an issuer but has failed to exercise
the warrants; the promoter(s) and promoter group shall be ineligible A
for i 1ssue_ of specified seeuntles of such issuer on preferential basis for

- a period of one year from:
+ the date of expiry of the tenure of the warrants.due to non‘exercise of
the option to convert; or ‘

« the date of caricellation of the warrants, as the case'may be.

*+ An Essue'r shall fiot be eligible to make a preferential issue if any of its
= - promoters or diréctors is a fugitive economic offender

Conditions For Preferential Issue

A listed issuer making a preferentlal’issde of specified securities shall
ensure that:
» all equity shares ailotted by way of preferential issue shall be made
fully paid up at the time of the allotment;
« aspecial resolution has been passed by its shareholders; ; g

» all ‘equity shares held by the proposed allottees in the issuer.are-in
dematerialised form;

« the issuer is in compliance with the conditions for continuous listing
of equity shares as specified in the listing agreement with the stock
exchange where the equity shares of the issuer are listed and the
Securities and Exchange Board of India (Listing Obligations and
Disclosure Requirements), 2015, as amended,, and~any circular or
notification issued by the Board thereunder

« the issuer has obtained the Permanent Account Numbers of the
proposed allottees, except. those allgttees which may be exempt from
specifying their Permanent: Accourit Number for transacting in the
securities market by the Board. ‘ e
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Relevant Date T - 4

s For the purpose of this Chapter ‘relevant date™ means;’
e Tﬁﬁha,sc of prefereﬁf'ral isste-of equity shares, the date thirty days pnor
to the date on which the meeting of shareholders is held to consider the
proposed preferential issue;

Provided that in case of a preferential”issue of specified securities

pursuant to any resolution of stressed assets' under a framework

specified by the Reserve Bank of India or a resolution;

* .plan appro\‘;ed by the National Company Law Tribunal undér the
Insolvency and Bankruptcy Code 2016,, the date of approval of
the corporate ‘debt restructuring package or resoiuﬁon-'plan shall
be the relevant date.

s in case of a prcferentlal tssue of convertible securities, either the
relevant date referred to in clause (a) of this regulation or a date thirty
days prior to the date on which the holders of the convertible securities
become entitled to apply for. the equity shares. _

» Explanation: Where the relevant date falls on a weekend or a holiday,
the day precedmg the weekend or the holiday will be reckoned to be
the relevant date.

Valuatich Required for Preferential Issue.
Listed Securities as per SEBI (ICDR)
1. The price of shares to be issued on a preferential basis by a listed .

company shall not be required to be determined.by the valuation
report of a registered valuer '

-

f

Where the equity share or convertible securities are issued on a°
preferential basis by a listed entity for consideration other than cash,
the valuation of the assets in consideration for which the equity shares
are issued shall be.done by an mdependent valuer,” which shallsbe
submitted to the stock exch,anges where the equity shares of the issuer
are listed . i

If the stock exchange(s) is not satisfied with the appropriateness of the
valuation, it may get the valuation.done by any other valuer and for
“this purpose it may seek any information, as deemed necessary, from
the issuer _
Where thie shares of an issuer are not frequently traded, the price
determined by the issuer shall take into account the valuation
parameters and the issuer shall submit a certificate stating that the
issuer is in compliance ofSEBI(_ICDR)Regulations, obtained from an
“independent valuer to the-stock exchange where the equity shares of

the issuer are listed. .




Tabular Form of Pricing in Case of Preferential Issue °

Preferentlal allotment is approved

MGT 14 within 30 days “of passing Special Resoiutlon

PAS -3 within fifteen days of allotment along with a complete list of

all the allottees containing-

- [EEoEER N o Caen
| | :
| .| Frequently tradeﬂ shp'res Pricing Optional Pricing of , Adjustments
| tistedfor | .. .° in case of | pricingin | Infrequently- in pricing -
tnore than t[;:::leg;‘: IF;‘: stressed | preferential| .traded F::}':;::li ;';;d
eC y - :
- 24_5 weeks - a#ets :ssue shares traded shares
Highér of Higher of price determined
| - PO Priceror ﬁ:ti 2:11358 fora preferelrllnal
* | scheme Pri . 3 ‘issue as per Reg
Highorof | o0 ""°7| Higherof | high& 164 or Reg 165,
the Average | ° A‘:Iage, Of | he Average | low of the shall bé subject
of weekly' ;ﬁe yhigh 1 ¢ weekly | VWAP for °| Indepéndent | to appropriate
high& | &% ofthe’| 'high& | I2WRW | Valuer's | adjustments,if
low of the ﬁi;lnce low of the *Was Report the issuer.makes
VWAP for 15 VWAP for available Rights Issues,
26 W2W | *Averageof | 2Weeks | il Pref " Split of Shares, .
- weekly high | .. TIssue till” Consolidate
& low of the Decetiiber Shares, redassify
~ A VWAP for 2W - 31,2020 - etc.
Companies Act Compliances- Roc Filing .
. ‘1. MGT- 14 wiilin 30 days of passing Board resolution in which

the full name, address, permanent Account Number and E-mail ID

of such secunty holder

the class of security held;

the date of allotment of security ;

the number of segurities hergl;_ nominal value and amount paid on

such- securities; and particulars of consideration received if tire

securities were issued for consideration other than cash.”

Relaxation By SEBI To Stress Entities Due To Covid 19

. SEBI introduces (';ptiqgal pricing in preferential issue SEBI has

regulation 164B to SEBLICDR to provide an additional option to the

existing pricing framework for préferential issues of frequently, traded
shares. The new regulation aliows. the issuer to reckon the preferential

issue price based on an average of 12 week price of equity shares as
against the existing 26 week price. Specified securities allotted on a
preferential basis using the optional pricing method determined shall
‘be locked-in for-a period of three years. The optional pricing may be
availed’ for preferential. issues, made between 1 July 2020 and 31st

‘December 2020

— v =
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+ Lock-in requirements:- The allotment made shall be locked-in for a
period of three years from the last date of trading approval.

+ Restriction on use. of proceeds: The proceeds of such preferentlal issue
shall not be used for any repayment of loans taken from’ promoters/
promoter group/ group companies. The proposed use of proceeds shall

_be disclosed in-the éxplanatory statement sent for the purpose of the
shareholder resolution.
" Relaxation By SEBI To Promoters Due To Cov:d 19 Pandemic

» Capital market regulator Securities and Exchange Board of India
(SEBI) on June 17 relaxed the preferential allotment norms till March
2021. - .

 SEBI has allowed promoters to increase thelr stake in the company by
up to 10 percent through a preferential allotment, against-the limit of

~. 5 percent earlier.

« The move comes at a time when a lot of companies are in need of funds
to start operations following the countrywide lockdown. 1t can help the
companies to raise funds faster via promoters.

3.3.9 Private Placement -

Private Placement, the section defines the ierm “Private Placement” so as
to mean any offer of securities or invitation to subscribe securities to a select
group of persons by a company (other than by way of public offer) through issue

- of a private placement offer letter and which satisfies the conditions specified in

this section. A company may make an offer or invitation of securities through
issue of a private placement offer letter-in Form PAS-4.

The section provides that the offer of securities or invitation to subscribe
securities, shall be made to such number of persons-not exceeding fifty or such
higher number as may be prescribed, (excluding qualified. institutional buyers
and employees of the company being offered securities under a scheme of ..
employees stock option).

“qualified institutional buyer” means the qualified institutional buyer as
defined.in.the Securities and Exchange Board of India (Issue of Capital and
Disclosure -Requirements) Regulations, 2009 as amended from time to time.
Further the explanation provides that if a company whether listed or unlisted,

-makes an offer of securities to more than prescribed number of persons whether

the paymerit for the securities or not on any recognised stock exchange. in or

outside India, the same shall be deemed to be an offer to public and shall be-

dealt accordingty.

According to Companies (Prospectus and Allotment of Securities). Rules,
2014 a private placement offer letter shall be accompanied by an application
form serially numbered and addressed specifically to the person to whom the
offer is made and shall be sent to him, either in writing or in.electronic mode,
within thirty days of recording the names of such persons. No person other
than the person so addressed in the application form shall be allowed to apply




through such application form and any application not so received shall be  Issue Management

treated as invalid. Sub rule(2) provides that a company shall not make private
placement unless:

{a) the proposed offer of securities or invitation to subscribe securities
has been previously approved by the shareholders of the company,
by a Special Resolution, for each of the Offers or Invitations: The
explanatory staternent annexed to the notice for the general meeting Notes
the basis or justification for the price (including premium, if any) at
which the offer or invitation is being made shall be disclosed. In case of
offer or.invitation for non-convertible debentures, it shall be sufficient
if the company passes a previous special resolution only once in a year
for all the offers or invitation for such debentures during the year.

(b) such offer or invitation shall be made to not more than two hundred
persons in the aggregate in a’financial year: Any offer or invitation
made to qualified institutional buyers, or to employees of the company
under a scheme of employees stock option as per provisions of clause
(b) of sub-section (1) of section 62 shall not be considered while
calculating the_limit of two hundred persons; Explanation.— For the
purposes of this sub-rule, it is hereby clarified that —

(i) therestrictionsunder sub- clausc (b) would be reckoned individually
for each kind of secunty that is equity share, preference share or
-debenture; :

(i) the requirement of provisions of sub-section (3) of section 42 shall
apply in respect of offer or invitation of each kind of security and
no offer or invitation of another kind of security shall be made
uniess allotments with respect to offer or invitation made earlier in
respect of any other kind of security is completed;

{c) the value of such offer or invitation per person shail be with an
investment size of not less than twenty thousand rupees of face value
of the securities;

(d) the payment-to be made for subscription to securities shall be made
from the bank account of the person subscribing to such securities and
the company shall keep the record of the Bank account from where
suchi payments for subscriptions have been received. Monies payable
on subscription to securities to be held by joint holders shall be paid
from the bank account of the person whose name appears first in the |
application.

The company shall maintain a complete record of private placement offers
in Form PAS-5: Provided that a copy of such record along with the private
placement offer letter in Form PAS-4 shall be filed with the Registrar with fee as
provided in Companies (Registration Offices and Fees) Rules, 2014 and whére
the company i$ listed, with the Securities and Exchange Board within a period
of thirty days of circulation of the private placement offer letter.

Self Assesment Material
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.Any ‘offer or invitation.not in compliance i%gvith the provisions of this
section shall be'tréated as a pubfic offer and all prokzisions of this Act, and the
Securltles Contracts (Regulanon) Act, 1956 and thc Securities and Exchange
Board of India Act, 1992 shall be required to be complled with.

Private Placement shall bé made only to such persons whose names are

i recorded by ‘the company priot to-the invitation. to subscribe, and that such

)
person shall receive the offer by name, and that a complt?te record of such offers
shall be kept by the company in such manner as may be prescribed and complete
information about such offer shall be filed with the Reglstrar within a penod of

. thlrty days of circulation of relevant private placement offer letter.

The company shall maintain d complete record of private.placement offers

in Form PAS-5. A copy of such record along with the private placement offer

letter in Form PAS-4 shall be filed with the Registrar with fee as provided-i
Companies (Registration Offices and Fees) Rules, 2014 and where the compan ,\
is listed, with the Securities and Exchange Board within a period of thirty days
of circulation of the private placement offer letter. \,

A-company shall allot securities within 60 days from the’ &lte of recelpt
of application money, if it ddes not allot within 60 days f"ﬂn apphcatxon money
shall be repaid within 15 days after expiry of 60 days and if the company does
not pay money afier the. aforesaid period the company is liable to repay the .
money with interest at the rate of 12 percent per annum from the expiry of
60th day. The monies received shall be-kept in separate bank ‘account with a
scheduled bank and shall not be utilised for any purpdse other than—

(a). for adjustment against atlotment of securities; or
~ (b)" for:the repayment of momes where the company is unable to allot
securities.

A company shall file with the Registrar a return. of ailotment in such
manner as may be prescribed, including the complete list of all security-holders,
with their full names, addressés, number ofsecurities allotted and such othér
relevant information as may be prescribed. Under the rules, a return of allotment

.of securities shall be filed with the Registrar in Fofm PAS-3"and with the fee

as provided in Annexure ‘B’ along w1th a complete list of all secufity holders

containing-

(i) the full name, address, Permarent Account Number and Emall ID of
such security holder, ;

(i) the class of security heid;
- {iii) the'date of allotment.of security;

(iv) -the number of securities held, nominal vala[.le and amount paid-on such
_ securities; and particulars of consideration received if the securities
were 1ssued for consideration other than cash. .
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The section: provndes for certain restrictions on the pnvate placement  Issue Management
whlch are_as under: '.1 i '
1. No fresh;, offer or mvnanon under thlS section shall be made unless

the allotments with respect to any offer or invitation made carlier
have been completed or that offer or-invitation has been withdrawn or | ‘
abandoned by the company
2. No momes_payable or_ltsubscription of securities not to be made in . Notes
_cash, all monies shall be -made through cheque-or demand draft or

other banking channels but not by cash.. .

3. No company offering’ securities” under this section shall release any
public- advertisements or utilise any media, marketing or distribution
channels or agents to.inform the public at large about such an offer.

The provisions of clauses (b) and (¢) of sub-rule (2) shall not be apphcable
to - (a) non-banking financial companies which are registered with the Reserve
Bank of India under Reserve Bankof India Act, 1934; and (b) housing finance
‘companies which are registered with the National Housmg Bank under National
Housing Bank Act, 1987, if they are complylng with regulations made by
Reserve Bank of Indla or Natlonal Housing Bank in respect of offer or invitation
to be issued on private placement basis. Such companies shall comply with sub-
clauses (b) and (c) of sub-rule (2) in case the Reserve- Bank of India or the
National Housing Bank have ot specified similar regulations.

3.3.10 Book Bmlding Process o
Book bulldmg is a price discovery mechanism that is used in the stock |,
. markets while pricing securities for the first time. When sharés are being offered »
for sale in an [PO, it can either be done at a fixed price. However, if the company
is_ not sure.about: the éxact price at which to market its shares, it can decide a-
price range instead of an exact figure. This process of discovering the price by.
providing the investors with a price range and then asking them to b1d on.it is
called the book bmldmg process. It is considered to be one of the most efficient’
mechanisms. of pricing’ securities in the primary market, This'is_the- preferred-
method which is recommended by all major stock exchanges and as a result is
followed in all major developed countries.in the world. )
‘Meaning of Book Building
“  Book bunldmg is a_process. used for marketing a public offer of equity
shares of a company. Book building is called so because it refers to the colléction,
of bids from mvestors, which is based on an indicative price range. The-issue
price is fixed after the bid closing date. The issuer company engages a lead
merchant banker to act as a book runner, who prepares and obtains a green signal
for the draft of offer document (w1thout mentioning price) to SEBL. A syndicate,
compnsmg of capital market intérmediaries (eligible brokers, merchant bankers-
or even mutual funds) is appointed to underwrite issue who approaches investors
and collects bids from them. They collect demand for securities at different price ¢
level$ and consohdate information which is “passed on to syndicate. It i in turn, )
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passes it on to the book runner. The book runner builds an order book, that is,
collects the bids from vdrious investors which shows the demand for the shares
of-the company at various prices there after price of issue is fixed.

The:detailed process of book building is as follows:

1.

Appointment of Investment Banker: The first step starts with
appointing the lead investment banker. The lead investment banker
conducts due diligence. They propose the size of the ‘capital issue that
must be conducted by the company. Then they also propose a price
band for the shares to'be sold. If the management agrees with the

- propositions of the investment banker, the prospectus is issued with

the price range as suggested by the investment banker. The lower end
of the price range is known as the floor price whereas the higher end
is known as the ceiling price. The final price at which securities arc
indeed offered for sale after the entire book building process is called
the cut-off price.

Collectmg Bids: Investurs in the market are requested to bid to buy
the shares. They are requested to bid the number of shares that they
are willing to buy at varying price levels. These bids along with the
applicatioh money are supposed to be submitted to the investment
bankers.. It must be noted that it is not a single investment banker

" who is engaged in the collection of bids. Rather, the lead investment

banker can appoint sub-agents to tap into their network especially for
receiving the bids from a larger group of individuals. -
Price Discovery: Once all the bids have been aggregated by the lead
investment banker, they begin the pr'ocess of price discovery. The final

. price chosen in simply the welghted average of all the bids that have

been received by the investment nt banker. This price is declared as the
cut-off price. For any issue which has received substantial publicity

and which is being anticipated by the public, the cellmg price is usually
the cut-off price.

Publicizing: In the interest of transparency, stock exchanges all over

the world require that companies make public the details of the bids
* -that were received by them. It is the lead investment banker’s duty to

run advertisements containing the details of the bids received for the

purchase of shares for a given period of time (let’s say a week). The

regulators in many markets are also entitled to physically verlfy the

-

bid applications if they wish to.

Settlement: Lastly, the application amount received from the various
bidders has to be adjusted and shares have to be allotted. For instance,
if a bidder has bid a lower price than the cut-off price then a call letter
has to be sent asking for the balance money to be paid. On the other
hand, if a bidder has bid a higher price than the cut-off, a refund cheque
needs to be processed- for them. The settlement process ensures that
only the cut-off amount-is collected from the investors in lieu of the
shares sold to them:

w




Partial Book Building )

Partial book building is another variation of the book building process.
In this process, instead-of inviting bids from the general population, investment
bankers invite bids from certain leading institutions. Based on their bids, a
weighted average of thé prices is created'and cut-off price is decided. This cut-
off price is then offered to the retail investors as-a fixed price. Therefore, the
bidding only happens:at an institutional level and not at 4 retail level.

This'is also an efficient mechanism to discover prices. Also the cost and
complications involved in conducting a partial book building are substantially
"low.

How is Book Bflilding Better Than the Fixed Price Mechanism ?

First of all, the book building process brings flexibility to the pricing: of
IPQ’s. Prior to the introduction of book building, a lot of [PO’s were either
underpriced or overpriced. This created problems because if the issue was
underpriced, the company was losing possible capital. On the other hand, if the
issue was overpriced i it would not be fully subs¢ribed. In fact, if it was subscribed
below a given percentage, the issue of securities had to be cancelled.and the
‘substantial costs mcurred over the issue would sm‘tply have to be written off.
With the introduction of book building process, such events no longer happen
and the primary market functions more efﬁCIently

Book Bmldmg Procedure: The Lead manager is respon51ble for
coordination of all the activities amongst various intermediaries connected in
‘the issue/system. The names of brokers appointed by the issuer company along
with names of the other intermediaries namely Lead managers to the issue
and Registrars 10 the lssue shall be disclosed in the p.uspectus and application
form. The company sh__al_l make an issue advertisément wide circulation. The
advertisement shall contain the salient features of the offer document.

During the period the issue is open to the public for subscription, the
applicants may approach the brokers of the stock exchanges through which the
securities are offered under on-line system, to place an order for subscribing
to the securities. Every broker shall accept orders from- all clients who place
order through him diréctly and send the application form along with the cheque,
demand draft for the sum payable towards application money to the Registrar to
the Issue or place the of_tier to subscribe through a stock broker under the‘on-line
system. : .

The broker shall cpllect the client registration form duly filled up.and
signed from the-applicants before placmg an order in the system. The broker

shall, thereafter, enter the buy ‘order in the system, on behalf of the clients.

and enter their details and give-an order number/ordef confirmation slip to the
' apphcant The apphcant may withdraw application terms of the Companies Act,
'1956.

The broker colle,e_t's an amount to the extent of 100% of the application

money as margin money from the clients before he places an order on their
A}
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behalf. The broker shall open a separate, bank account Escrow’Account with

the clearing house bank for primary market issues and the amount collected by

the broker from his clients as margin money shall be deposited in, this account,

The broker shall, at the-end of éach day while the issue is open for subscription,

download/forward the order data to _thc Registrar to the Issue on a daily basis.

_ -This data shall- contaih only valid orders (including those that are
cancelled). On the date of closure of the issue, the final status of orders received

shall be sent to the'Registrar to the issue/company. On the closure of the issue the |

Regional Stock Exchange, along with the Lead merchant banker and Reglstrars

to the Issue shall ensure that the basis of allocationis ﬁnallsed in fair and proper

manner on the lines of the norms Wwith respect to basis of allotment as may be

_ modified from time to time. After finalisation of basis of Issue Management
* allocation, the Registrar to the Issue company shall. send the computer file-

containing the allocation details i.e. the allo¢ation-numbers, allocated quantity,
etc., of successful appllcants to the Exchange.

‘The Exchange shall process and generate the brokerwise funds pay in

obligation and shall'send the file containing the allocation details-to member

brokers. On receipt of the basis of allocation data, the brokers shall immediately
intimate the fact of allocation. to their client/ applicant, The broker shall refund
the margin money collected earlier, within 3 days of receipt on basis of allocation,
to the applicants who did not receive allocation.

The brokers shall give details of the amount received from each'client and
the names of clients who have not paid the application money to the exchange. On

in the separate bank account opened for primary issues with the clearing house/
bank. The clearing house shall debit the primary issue account of each broker
and credit the amount so collected from each broker to the “Issue Account”. On
payment and receipt-of the sum payable on application for the amount towards
minimum subscription, the company sha_ll allot.the shares to the applicants.

‘Allotment of securities shall bé made not later-than' 15 days: from the
closure, of the issue failing which. interest at the raté of 15% shall be paid to
the mvestors In cases of applicants who have applied directly.'or by post to
the Reglstrar to the issue, and have not received allocation, the. Regtstrar to the
issue shall arrange to refund the application money pald by them within the time
prescribed.

Safety Net Scheme or Buy Back Arrangement

Under this scheme, the. merchant bankers provnde a buy-back fac111ty to
the individual investor iz case the price of the share goes below’ the issue price
after listing. During the past we have seen several ‘shares issued at-a premium

‘declining below the issue price on the market. In such circumstances if the

investor is given a buy back option or a safety net by the merchant banker, he

‘}-+can exerc1se it to reduce his losses. . : L

-

‘the pay-in day, the broker should deposit the amount collected from the clients




ar

‘8 premium.

‘was offered with a safety net to the investing public against possible loss from a

* Ltd., made an innovative offer to buy-back share from mdmdual investors if

around 15 per cent of the public issue.

.10 each with-a premium of Rs. 165 per share. One of the lead managers ‘to the-
_issue M/s. HB Portfolio Leasing Ltd. had offered a safety-net for the investors.

“were excluded. 1 Under this scheme, HB Portfolio Leasing Ltd. purchased from

- ' ) . - }

_Any safety net schemé or_-buy-back arrangements of the shares proposed  [ssué Management..

“in any public issue shall be finalised by issuer company with the lead merchant -

banker in advance and. disclosed in the prospectus. Such buy back or safety

.. net mmgMems shall be ‘made aveilable only to original resident individual

allottegs: “Such buy back or safety net facility shall be limited up to a maximum
of-1000 shares per. allottee and the offer shall be valid at least for a perlod of 6
months from the fast date of dispatch of securities. - - .. " Notes

The financial capacity of the person making avallable buy back. or safety '
net facility shall be disclosed in the draft prospectus. For investor protectlon a
safety net scheme has been floated by, some compames makmg publlc 1ssues at

* For the purpose’ of jilustration, two- instances of public issues w1th safety .' T
net are presented hereunder. Godrej Soaps Lid.: For the first time; a pubhc issue

decline in market prices of a share at premium. Godrej Soaps Ltd. made a public
issue of Rs. 99.12 crores in April.. 1993 af'a premium of Rs. 130 per Rs. 10 ],
share. The offer was niot open .to institutional investors. The Godrej Soaps issue
was made to finance the company’s working capital requirements and capital
expenditure needs. The merchant bankers to the issue, Kotak Mahindra Finance

they opt out of the i issue after the aliotment is. made _ _
~The salient feature of the safety-net scheme were: o ' ,
The cap on total ‘nuinber of shares to be bought back wis 10 lakh shares or

The buy back optlon was open for six months after the date of hstmg

Ballarpur Industries Ltd.: Another issue which came up in April, 1993 “
with-a safetynet was from Ballarpur Industries Ltd. a company of the Thaper' | - _
Group. The company:came up with an issue:of 61,50,000- equity shares of Rs. |

The salient features of the safety-net schieme were;
The scheme was open to all resident Indian. individual orlgmal allottees.
It was restncted to individual investors only, and mstxtutmnal investors

individual investors fully paid eqmty shares aIlotted ata pnce of Rs 175 per o -
share _ : ) :

Issue of Debt Instruments

A company can also raise funds through debt instruments makmg public
issue or rights issue.”Primarily-the arrangements.to bé made-and procedures
involved are same as in case of issue of equity. Still some peculiar provisions are
specified by SEBI (Disclosure and Investor Protection) Guidelines 2000, Some -

-

-of its important provisions are mentioned here. o S
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(a) The offer document of such issue should vontain:

« The interest rate for debentures which can be freely determined by the
issuer company,

« Premium amount on conversion, time of conversion,

» In case of PCDs/NCDs, redemption amount, period of maturity, yield
oh redemptlon of the PCDs/NCDs,

« Full information relating to the terms of offer or purchase, mcludmg
the name(s) of the party offering to purchase, the khokhas (non-
convertible portion of PCDs), .

* The discount at which such an offer is made and the effective price for
the investor as a result of such discount,

« The existing and future equity and long-term debt ratio,

+ Servicing behaviour on existing debentures, payment of due interest
on due dates on term loans and debentures.

(b) Such public or rights issue of debt instruments (mcludmg convertible

* instruments) irrespective of their maturity or conversion period can be made

only if the credit rating has ‘been obtained and disclosed In the offer document.
All issues of Rs 100 crore or more is to obtain ratings from two different

credit rating agencies. All credit ratmg(s), whether accepted or not, should be

disclosed in the offer document. Further, all the Credit ratings obtained during
the three years preceding the issue for any listed secunty of the issuer company
should also be disclosed.

(c) If issue is of debt with maturity 6f more than 18 months, the issuer
has to appoint debenture trustees holders irrespective of whether or not the
debentures/bonds are secured. Their names must be stated in the offer document.

Atrust deed has to be executed by the issuer company in favour of the debenture

trustées within six months of the closure of the issue. The trustees should be
vested with the requisite powers for protecting the interest of debenture holders.
They also have a right to appoint a nominee director on the board of the company
in consultation with the institutional debenture holderé

(d) The offer document shouid state assets on which the security would |

be created and also their rankmg of the charge(s) The security/asset cover to be
maintained, the basis for its computation, the valuation methods and penodlmty
of such valuation should-be disclosed. The security should be created within six
moths from the date of issue of debentures. If the issuing company proposes to
create a charge for debentures of maturity of less than 18 months, it should file
with the ROCs the particulars of the charge under the Companjes Act. Where

. no charge is to be created on such debentures, the issuer company should ensure

compliance with the provisions of the Companies (Acceptance of Deposits)
Rules, 1975, as unsecured debentures/bonds are treated as “deposnts” for
purposes of these rules.

+ () While filing the draft offer document the merchant banker should file
with SEBI certificates from their bankers that the assets on which security is to

[ —
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mortgage thie aisets hiavé been obtathed from the financial institutions or banks
in cases such assets are encumberéd '
() A letter of option contammg disclosures with regard to credit rating,
debenture holdefs resolution, option for conversion, justtﬁcatlon for conversion
price and such other terms which-SEBI may prescnbe from time to time should
be filed with SEBI through an eligible merchant banker, in the following cases:

In the case of a roll-over of non-convertible portions of partly convertible
debentures (PCDs)/non-convertible debentures (NCDs), the fon-conveértible
portions of PCDs/NCDs issued by a listed company, the value of which exceeds.
Rs 50 lakh, ¢an be rolled over without change in the interest rate subject to the
following conditions:

« An option is compulsorily given to the debenture holders to redeem the

debentures as per the terms of the offer document; -

« A roll-over is-done only in cases where debenture holders have sent
théir positive consent and not on the basis of the non-receipt of their
negatlve reply,

. Before a roll—over, a fresh credit rating is obtained within six months
prior to the due date, of redemption and communicated to debenture
holders beforé the rollover;

« A fresh trust deed i is executed at the tlme of such a roll-over; and 1
Fresh séciitity is created in respect of such debentures to be rolled over.
If; However, the existing tros{ deed of the security documents provide
for continuance of the security till redemptlon of debentures, fresh
security may not be created. In the case of conversion of PCDs/FCDs
into equity capital;

» If the convertible portion of any instrument such as PCDs, FCDs ete.

be creat‘ed-:?gre free from any enc:%inmws ‘and the necessary permissions to

- whose conversion price was not fixed at the time of issue, holders of
such instruments should be given a compulsory option of not converting
into equity capital;

» Conversion should be done only in cases where instrument holders

have sent their positive consent and not on the basis of the non-teceipt
of their negative teply. Where issues are made and cap price with
justification, thereon, is fixed beforehand in respect of any instruments
by the issuer and disclosed to the investors before issue, It should not

be necessary to give the option to the instrument holder for converting

‘the instruments into equity capital within the cap price;

In cases where an option is to be given to such instrument holders and if
any mstrument holder does not exercise the option to convert the debentures
into equnty at a price determined in the general meeting of the shareholders,
the company should redeemn that part of the debentuge at'a prlce not jess than
its face value, within one month from the last date by which the- option is to
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Investment Bdn‘hng be exercised; the provision of sub-clause (c) above would not apply if such '
and Financial Services redemptlon is to be made in accordance with the terms of. the issue originally
stated. 12.6 Rollover of debenturés/bonds.

- (g) In case non-convertible portion-of PCDs or Non-Convertible Bonds/
Debentures are to be rolled over with or without change in the interest rate(s), an
/ . option shall be given to:those débenture/bond holders .who desire to withdraw
, Notes from the scheme. Roll over may be given.only'i in cases, where debenture/bond
' holders have sent their positive consent and not on the basis of the non-receipt-
of thelr negative reply. - v

Before roll over .of any non-convertxble -bonds or debentures or
nonconvertible portion of the PCDs, fresh credit rating shall be obtained within
. aperiod of six months prior to the due date for redemption and communicated to
the bond/debenture holders before roll over. The letter of optionrregarding roll”
" over shall be filed containing’ disclosure w1th regard to-the credit rating, bond/
t debenture holder resolution, option for conversmn and such other terms which
the Board may stipulate from time to time.

(h) No company should issue fully convertible debentures (FCDs) having
. aconversion period of more than 36 months, unless conversion is made optional
with “put” and “call” option: If the conversion takes place at or after 18 months .
from the date of allotment but:before 36 months, any conversion, in part or
whole, of the debenture should be. optlonal at the hands of the debenture holder.

(i) Issue of debentures cannot ‘be made - for acquisition of- shares or
providing loan to any group company. This requirement would not apply to the-
issue of fully éonvertible debentures providing conversion within a period of 18.
months. The premium amount and time of ¢ conversion should be determined by
the issuer company and disclosed. The interest rate for debentures can be freely
determined by the issuer company. ~-

Impact of Information Technology-

Revolution in the area of Information Technology has influenced Issue
Management alsotoa great extent. It has added value in the system by increased

- accuracy, transparency, eﬁic1ency and’ promptness. It has proved to be more
) investor. friendly. The quality to' investors has improved many. fold. Time
. gap between making_ appl:catlon and getting allotment or refund has reduced.
substantlallyslnvestors get full value of } money they deploy in this activity. Even. -

* at pre issue stage a lot of time is saved,

The. SEBI requxrement of submitting soft' copy ‘of draft. prospectus
.enables it to put the red herring prospectus on the web site of SEBI. Investors
find themselves more comfortable having accéss to detailed prospectus on site
instead of waiting for long for response.of lead manager

.e-IPO: The most significant development has “been the emergence of
Electronic Initial Public Issue {e-IPO). A company proposing to issue capital
to public now can provide an*opportunity to investors to avail benefits-of IT
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revolution. Through the on-line system of the stock exchange SEBInow permits  [ssue Managemenf
companies to offet e-IPO for offer of securities, Stick-issuers shall comply with .
,the followmg requu'ements of SEBI in this regards; C *

The companyshall enter into an agreement w1th the Stock Exchange(s)

‘which have the requisite systemof on-line offer of s secutities. Where the Regional

Stock Exchange has the requisite’ system of online offer of securities, the

~ company shall also; enter into an agreement with the regional stock exchange for

offering securities to public through on-line system. The agreement mentioned ~

in the above clause shall specify inter.alia the rights, duties; responsibilities and’
obligations of the company and stock exchange(s) inter se,

The agreement may also provide for a dispute resolution mechanism
between the company and the stock ‘exchange. Subject to the requlrement of
hstmg on the Regional Stock. .Exchange, the corhpany may apply for- llstmg of
its securities on'an__excha_nge other than the exchiange through which it offers

“its securities to public through the on-line system. The stock exchange,. shall.
appoint brokers of the exchange, who are registered with SEBI, for the purpose
of accepting applications and placing orders with the company.

The brokers, so appomted accepting applications and application money, ~

 shall be considered as ‘collection centres’. These brokers shall coflect the money
from his/ their client for every order placed by him/them and in case.the client ,| .
fails -to pay for shares allocated as per_the .Guideliries, the broker shall pay ;
such amount. The company/léad manager shall ensure that the brokers having.’
terminals are appomted in complianee w1th the requlrement of mandatory
collection centres. :
The companyflead manager shall ensure that the brokers sa appointed
are financially capable of honourmg their commitments arising out of defaults .
of*their clients. Thé company shall pay to the broker/s a commission/fee for
the sérvices rendered by hini/ them. The exchange shall ensure.that the broker
. does not levy a service fee on his clients in lieu-of his services. The company
shall also appoint a. Regmtrar to the Issue having electronic connectivity with
the Stack Exchange/s through which the securities are offered under the. system. |
Regulatory Environment In the present unit we have briefly discussed
IssueManagement in the context of SEBI Guidelines for Disclosure and Investors
Protection and SEBI (Merchant bankers) Regulatlons 1992, but ‘while raising
funds through capital issues due regard is also 1o be given to the following:
1. Provisions of the Compames Act, 1956
(a) Prosp_ec;us (Sec 55 to 68A and Schedule II)
(b) Share Allotment (Sec. 69 to 75)
- (¢) Commissions.and discounts (Séc. 76 and 77)
. .. (d) Tssue of shares at premium and at discount (Sec. 78 and 79) ~
(e) -Issue and redemption of preference shares (Sec. 80 and 80A) |
(f) Further issues of capital (Sec. 81). ) . ! __
7 | o : . . Self Assesment Material 117
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(g) Nature, numbering and certificate of shares (Sec. 82 to 84)
“ () Kinds of share capital and prohibition on issue of any other kind
of shares (Sec. 85 and 86)
2. The Securities Contracts (Regulations) Act, 1957 regarding
transactions in securities. . . '
Underwriting: In respect of every issue under his management, the lead

_manager shall accept a minimum underwriting obligation of 5% of the total
“underwriting commitment or Rs. 25 lacs whichever is less. The outstanding

underwriting commitments of a merchant banker shal! not.exceed 5-times his
net worth at any point of time. The lead manager shall ensure ‘that the issue
to the public is fully underwritten and details of underwriters included in the
prospectus. He shall also satisfy himself about the worth of the underwnters to
fulfill their respective underwriting commitments.

The lead manager shalt satisfy himself that the issue is futly subscribed
before announcing closure of the issue. In case, there is no definite information
about subscription figures, the issue should be kept open for the required number
of days to take care of the underwriters interests and to avoid any ‘dispute, at a
later date, by the underwriters over their liability.

'In case there is a devolvement on underwriters, the lead manager shall

’ ensure that; the underwriters give a letter of acceptance for the amount of

devolvement within 60 days from the date of closure of the issu¢ and pay the,
amount of devolvement within 90 days from the date of closure of the issue. Any

dispute relating t6 acceptance of underwriting commitment shall immediately

be brought to the notice of SEBI. The lead manager shall exercise due caution
while finalising the underwriting arrangement-keeping in view the track record
of underwriters in meeting their commitments in the devolved i issues managed
by them.

While selecting underwriters and finalising underwriting ammgements

lead managers may ensure that the underwriters do not overexpose themselves

so that it may become difficult for them to fulfill underwriting commitments. In
this context, the overall exposure of underwriter(s) belonging to the, same group
or management in an issue may be viewed carefully. '

There were complaints that the OTC Dealers are not treated on par with
brokers of other exchanges while ﬁnahsmg underwriting arrangements. SEBI

_“desues that other things being equal, lead managers may not exclude OTC
Dealers registered with SEBI under SEBI (Stock Brokers and SubBrokers)

Rules and Regulations, 1992 from underwntmg

Due Dfligence Certificate: On the basis of such-examination and the
discussions with the company, its directors and other officers, other agencies,

 independent verification of the statements’ concerning the objects of the issue,

projected profitability, price justification and the contents of the documents
mentioned in the Annexure and other papers furnished by the company the
lead ‘managers issue a certificate stating that: WE CONFIRM that; the draft’




prospectus/letter of offer forwarded to SEBLis in conformity with the documents,

T TR —
n

»

materials and papers relevant to the issue; all the legal requiljementé connected
with the said issueias also the guidelines; instt_‘uctions, etc. issued by SEBI, the
Government and any other competent authority in this behalf have been duly

" complied with; and the disclosures made in the draft prospectus/letter of offer are

true, fair and adequate to ‘enable the investors to make a well informed decision
as to the investment in the proposed issue.

We confirm_ that besides ourselves, ail the intermediaries pamed in
the prospectus/letter of offer are registered wnth SEBT and ‘that till date such
registration is valid. We have satisfied ourselves about the worth of the
underwriters to fulfill their underwriting commitments.

Annexure to the Due Diligence Certificate for the issue of by Limited

Memorandum and Articles of Association of the Company.
Letter of Intent/SIA- Registration/Foreign Collaboration Approval/
Approval for import of plant and machinery, if applicable..
Necessary clearance from governmental, statutory, municipal
anthorities, etc. for implementation of the project, wherever applicable.

Docurments in support of the track record ard experience of the-

promoters and their professional competence

Listing agreement of the company for existing securities on ‘the Stock
Exchanges.

Consent letter from Company’s auditors, Bankers-to issue, bankers to

" the Company, Léad Managers, Brokers and where applicable, Proposed

Trustees. -

Appllcatlons ‘made by the company to the financial institutions/banks
for financial assistance as per object of the Issue-and copies of relative

. sanction lctters

Undcrwntmg letters from the proposed ‘underwriters to the issue. 1
Audited Balance Sheets of the Company/Promoter companies for
relevant pcnods

Auditors certificate regarding tax-benefits available to the Company,
Shareholders and Debenture holders.

Certificate from Architects or any other competent authority on project
1mplcmenl‘.at10n schedule furnished by the company, if applicable.
Reports from Government agencies/expert agencies/consultants/
company regarding market demand and supply for the product, industry
scenario; standing of the foreign collaborators, etc.

Documents in support of the infrastructural facilities, raw material
availability, etc.

Auditor’s Report indicating sumlnary of audited accounts for the period

-

including that of subsidiaries of the company. *
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Stock Exchange quotations of the last 3 years duly certified by régional

stock exchange in case of an existing company. ) s

"+ Applications to RB! and approval-thereof for allotment of shares-to
non-residents, if any; as also for collaboration terms and conditions.

* Minutes of Board and General Body of the company for matters which
are in the prospectus. _

* Declaration in Fotm 32 from Directors (for particulars of Directorship)
,or the Company Sectetary’s certificate in this regard.

. Reval'uation. certificate of company’s “assets given by Government

- Valiier or any other approved valuer,

_' «t e En{}i_mnn;entalvclearance as given by Pollution Control Board of the

“t State:Government or the Central Government as applicable.
* Certificates from company’s solicitors in.regard to compliance of
“ _ legal provisions of the prospectus as also applicability of ERA/MRTP
" -provisions to the company. " e
* Other documents, reports, etc. as'are relevant, necessary fortune, fair
are adequate disclosures in the draft prospectus/letter of offer (to give
" details). . . :
* True copy of the Board resolution passed by the issuer authorising a
representative of the Registrar to act on its behalf in relation to handling
of __SEock invests. _ ,
Inter-se Allocation of Responsibilities

Inter se allocation of the activitjes/ sub-activities will be for the lead
managers to make who must however ensure that activity- wise allocation ‘is-
properly delineated and that-SEBI is advised the name of the lead rhanager
responsible for each et of activities/ sub-activities, well before opening of issue. °

This advice must be signed by all lead managers to issue. Where the
circumstances warrant joint and several responsibility of lead managers for a
partipula}'activi_ty, a coordinator designated from amongst the_lead managers
shall-furnish to SEBI, when called for, with information, report, comments, efc.
on matters relating to the activity (of joint and several responsibility).

The activity/sub-activities may be grouped on the following lines: Capital
structuring with the relative components and formalities such as composition of
debt and equity, type of instruments. Drafting and Design of the offer document
and of advertisement/publicity material including newspaper advertisements
and brochure/memorandum containing salient features of the offer document.

- The designated lead'manager shall ensure compliance with the Guidelines
for Disclosure- and Investor Protection and other stipulated requirements
and completion of prescribed formalities with Stock Exchange Registrar of
Companies.and SEBI. _ .

‘Marketing of the issug, which will cover, ilfter-aﬁa, formulating maiketing .
strategies, preparation "of publicity ‘budget, arrangements for selection’ of
(i) ad-media, (ii) cefitres of holding conferences of brokers, investors, etc.,

-
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— (m) bankers' to issue; (iv) collection centres. (v) brokers to, issue, and (vi)
underwriters-and the underwriting arrangement, disgribution.of publicity and .

issue material including application form, prospectus and brochure, and deciding
' on the quantum of'issue material. - :

Selection’ uf various agencies connected with jssue, namely Registrars to
_issue, printers and ‘advertising agencies. Follow-up with bankers to the issue
to"get quick estlmates of collection and advising the issuer about closuré of
the issue, based on’ ‘the correct figures. The post-issue activities will involve
essential follow- up steps which must include finalisation of basis of allotmient/
weeding out of . multrple applrcatmns listing of instruments and despatch of
eertrﬁcates and reﬁmds with the various agencies connected with the work such
a8 registrars to. the 1ssue bankers to the'i issue, and the bank handling refund
business,

Even if 1 many of these activities would be handled by other intermediaries,
the designated lead managet shall'be responsible for ensuring that these agencies

fulfill their ﬁ.mctrons and enable him to discharge this:responsibility-through.

suitable agreements. w1th the issuér company. Ordinarily, one lead manager will
"be responsible for post-rssue activities”:

Proportionate Allotment: Procedure - .

The allolment _shall be subject to- allotment it rharketable lots,. on a

proportionate basis as explained below:

(a) Applicants. shall be categorised according to the number of shares
applied for:

= (b) The'total number of shares to be allotted to each category as’a whole
~ shall be arrived at on a proportionate basis i.e., the total number-of
shares applzed for in that category (number of appllcants in the category
. x,number of shares applied for) multiplied by the i inverse of the over
- subscnptron ratio as illustrated below:
- Total nunfrbe__r of applicants in category of 100s
Total number of shares applied,.for 1,500
. ©1,50,000
Number of tnnes allotments to category 3 .

o AFRE

Proportronate allotments to category ° 1,50,000.x 1/3 = 50 ,000

-(¢) Number of shares to be allotted to the successful allottees shall be

arrived at on a proportionatebasis i.c., total number of shares applied.

for by each applicant in that category multrplled by the inverse.of the

over subscription ratio. Schedule XVIII of basis of allotment procedure -

may be referred to.” |

Number of shares applred for by each applicant 100 T

Number of tlmes oversubscribed 3 ,,
PfOPOrtlonate allotment to eaeh successful. 100 x 1/3=33 # 4

applicant | "(to be round off to 100) -
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All'the applications where the proportionate allotment works out'to
less than 100 shares per applicant, the allotment shall be madc as
follows:

(i) Each Successful apphcant shall beallotted a mlmmum of 100
securities; and

(ii) The successful appllcants out of the total appllcants for that
category shall: be determined by draw! of lots i in such a ménner
that the total mimber of shares allotted in that category is equal to
the number of shares worked out as per (c) above,

If the proportionate allotment to an applicant works out to a number that
is more than 100 but is not a multiple of 100 (which-is the marketable lot),
the number in excess of the multiple of 100 shall be rounded off to the higher
multiple of 100 if that number is 50 or higher.

o If such number is lower than 50, it shall be rounded off to the lower
multiple of 100. As an illustration, if the proportionate allotment works out to
250, the applicant would be allotted 300 shares. If however the proportionate
allotment works out to 240, the applicant shail be allotted 200 shares.

All applicants in such categories shall be allotted shares arrived at after
such rounding off. If the shares allocated on a:proportionate basis to any
category is more than the shares allotted to the applicants in that category, the
balance available shares for ailotment shall be first adjusted against any other
category, where the allocated shares, are not sufficient for proportionate to the
successful appllcants in that category. The balance shares if any, remaining after
such ad]ustment shall be added to the category comprising apphcants applying
for minimum number of shares.

As the process of rounding off to the nearer multiple of 100 may result in
the actual allocation being higher than the shares offered, it may be necessary to

“allow a 10% margin. The final allotment may be higher by 10% of the net offer

to public.
Reservation for Small Indmdual Apphcants

The above proportionate allotments of securities in an issue that is
oversubscribed shall be subject to the reservation for small individual applicants
as described below: '

(a) A minimum 50% of the net offer of secuntles to the public shall _

initially be made avatilable for allotment to inidividual applicants who
have applied for atlotment equal to or less than 10 marketable lots of
shares or debentures or the securities offered, as the case may be.

(b) The balance net offer of securities to the public shail be made available
for atlotment to individual applicants who have applied for allotment
of more than to marketable lots of shares or debentures or the securities
offered; and other investors inctuding Corporate bodies/institutions
irrespective of the number of shares, debéntures etc. applied for.

oA S—rn
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{c) The unsubscnbed portion of the net offer to anyone of the categones
specified in (a) or (b) shall/may be madé available for allotment to
applicants.in the other category, if so required.

The drawl of:lots (where required) to finalise the basis of allotment, shall
" be done in the presence of a public representative on the Governing Board of the
Regional Stock Exchange. The basis of aliotment shall be, signed as correct by
the Executive Director/Managing Director of the stock exchange and the public
nontinee (where applicable) in addition to the lead merchant banker responsible
for post issue activities and the Registrar to the Tssue.

The stock exchange shall invite the public representative on a rotation

based from out of tHe various public representatives on its governing board, The
expression “rcservat:on" shall mean reservation on Competitive Basis wherein

allotinent of shares i is made in proportion to the shares applied for by the concern.
of reserved categories. Reservation on competitive basis can be made in a public’

issue to the follomring categories: Permanent employees (including working
directors) of the company and in the case of a new company the' permanent

- A
. employees of the promoting companies.

Shareholders of the promoting companies in the case of a new company
and shareholders of § group companies in the case of an existing company.

" Indian Mutual Funds

Foreign Institutional Investors (mcludmg non resident Indians and

overseas, corporate bodies). )

I Adjusted earninng per share :
(2) 2001-02 | T 041

(b) 2002-03 - 0 % 839
(c) 2003-04 T 1382
(d) Welghted average T 109
2. Price/Earning Ratio (P/E) in relation to issue price
(2) Based on 2003-2004 EPS - 37.63
'(b) Industry P/E o
() Highest ' 61.2
(i) Lowest ‘ 08
(iii) Average . 253
3. Returned on Net Worth S .
@ 200102 - : 27.36% .
(b) - 2002-03 ' 28.77%
(c) 2003-04 * ' 33.45% -
(d) Weighted average . " 30.88%
4. Minimum return on total network aftef issue needed

to maintain EPS at ¥ 13.82 . - 14.65%

+
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3. Net asset value (NAV)

(a) 'Ason 31- 3~2004 " , ' T 4640
. (b) Afterissué: r' o . ) T 9429

(c) Issueprice " T - T .520.00
Book Building Guidelines ) P

(Some important provisions) - _
There are two categories of provisions, one is for the issues where only

75% of the issue are book build and the other is when 100% of the issue is book
build. . '
(A) 75 % Book Building process: In an issue of securities to the public
through a prospectus, the option of 75 percent building is available to alf body
corporate which are otherwise eligible to make an issue of ' capital to the public,
The book' building facility shall be available as an alternative to, and to the
extent of the percentage of the issue which can be reserved for firm allotment.

The issue of securities through book- -building process shall be- separately

. identified/ indicated as ‘placement portion category® in the issued’ prospectus.

The draft prospectus’ containing all the infortation except the information
regarding the price at which the securities afe offered shall be. filed with the
Board. It shall, of course, indicate the price band within which the securities are
being offered for subscnptlon B -

One of the.lead merchant banker to the issue shall be nominated by
the issuer company as a Book, Runner and.his name shall be mentioned in

.the prospectus. The copy of the draft prospectus filed with the Board' may be

circulated by the Book Runner to the institutional buyers who are eligible for firm
allotment and to the intermediaries eligible to act as underwriters i inviting offers
for subscribing to the securities. The securities available to the public shall be
separately identified as ‘net offer to the public and the requirement of minimum
25% of the securities to be offered to the public shall also be applicable.

In case ‘the book-building option is availed of, underwriting $hall ‘be
mandatory to the extent of the net offer to the public. The Book Runner on
receipt of the offers shall maintain a récord of the names and number of securities
ordered and the price at which the institutional buyer or underwriter is willing
to subscribe to securities under the placement portion The underwriter(s) shall
maintain a'record of the. orders received by him for subscnbmg to the issue out

of the placement portion. d N

The underwriter(s) shall aggregate the offers so- recewed for subscnbmg
to the issue and intimate to the Book Runner the aggregate amount of the orders
received by him, The institutional investor shall also forward its orders, if any,
to the book runfer. On receipt of the information, the Book Runner and the"
issuer company shall determine the price at which the securities shall be offered
to the public. The issue pnce for the placement portion and offer.to the public
shall be the same.

”
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) due diligence certificate to SEBIL, may be mentioned on the front cover page of

On determination of the price of the underwriter shall enter- into an
underwriting agreement with the issuer mdlcatmg the number of securities as
well as the price at wlnch the underwriter shall subscribe to the securities. Book
Runner canrequire the underwriters to the net offer to the public to pay in advance
all money required to be paid in respect of their underwriting commitment.

On' determination of the- issue pnce within two days, thereafter the
prospectus shall be filed with the Registrar of C Company. The issuer company
shall open two different accounts for collection of application money, one for
the private placement portion and the other for the public subscription.

One day prior to the opening of the issue to the public, Book Runner shall
collect from the institutional buyers and thé: underwriters the .application forms
along with the application money to the extent or-the securities proposed to be
allotted to them;’subscnbod by them.

* Allotments for. the” private placement portion shall be made on Issue.

Management the second day from’the closure of the issue. It is to be ensured
that the securities allotted under placement portion and , public portion are pari
passu in all respects. The'issuer company may have one date of allotment which
shall be the deemed date of allotment- for the issue of securities through book
building process. Allotment of securities under the public category shall be made
as per SEBI guidelines-and such securities shall be eligible to be listed. - |

(B) 100% Book Building Process; Ah issuer company can make 100%

issue of securities to the public through book building either as .
(a) 100%of thc net offer to the public throigh book building process or

(b) 75% of the net offer to the’ public through book building process and
25% at the pnce determined through book building.

Book Building shall be for the portion other than the promoters contribution
and the allocation is made to: - .. :

(a) permanent employees of the issuer company.and in the case of a new
company the permanent employees of the promoting compatties;

(b) ‘Shareholders: of the promoting companies in the case of a new
company and shareholders of group companies in the case of an
existing company either on’ a competitive bams or on a firm allotment
basns '

The primary responsibility of buildirig the book shall be that of the Lead
Book Runner. The Lead Merchant Banker shall act as the Lead Book Runner
and the other eligible Merchant Banker(s) , so appointed by the issuer, shall be
termed as Co-Book Runner(s) In case the issuer company appomts more than
one book runner, the names of all such book runners who have submitted the

the prospectus: A dlsclosure to the effect that the “investors may contact any of
such book runners, for any complaint pex:tammg to the 1ssuos” shall be made in
the prospectus, after the.“risk factors”. In case of appointment of more than one
Lead Merchant Banker or Book Runner for book building, the nghts, ob!lganons
and responsnbllltlcs of each should be delineated.

r
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The Book Runner(s) may appoint those intermediaries who are registered

with the Board and who are permitted to carry on activity as an Underwriter as
syndicate members. The draft prospectus containing all the disclosures required
except that of pnce and the number of securities to be offered to the public shall
be filed by the Lead Merchant Banker with the Board but the. total size of the
issue shall be mentioned in the draft prospectus. - .

Such prospectus is called Red hernng prospectus Thc red herring
prospectus shall disclose, only the floor price of. the security offered through
it and shall not mention the maximum price or the indicative price band.
The Board within 21 days of the receipt of the draft prospectus may suggest
modifications to it. The L.ead Merchant Banker shall be responsible, for ensuring
that modifications/final observations made by the Board are incorporated in the
prospectus.* . '

In case.of an under subscnptlon in an issue, the shortfall shall have to

" made good by the Book Runner(s) to the issue and the same shall mcorporated in

the inter se allocation of responsibility. The issuer company shall after receiving

the final observations if any on the offer document from the Board make an

advertisement in an English National daily with wide circulation, one Hindi
National newspaper and a Regional language newspaper with wide circulation
at the place where the registered office of the Issuer company is situated.

- The advertisement so ‘issued shall contain the salient features of the
finaloffer document. The pre-issue obligations and disclosure requirements of
SEBI Guidelines, shall also be applicable to issue of securities through book
building. The Book R unrier(s) and the issuer company shall determing the issue
price based on the. ‘bids received through the syndicate members. =

- On determination of the price,. the-number of securities t6 be offered shall
be determined (issue size divided by the price which has been determined). All
those bidders whose bids have been found to be successful (i.e., at and above
the final price or cut-off price) shall become entltled for allotment of securities.

On detérmination of the entitlement under sub-clause (xvi), the information
regarding the same (i.e. the number.of securities which the investor becomes
entitled) shall be intimated immediately to the investors. The final prospectus

-containing all disclosures including the price and the number of securities

proposed to be issued shall be filed with the Registrar of Companies.

Arrangeient shall be made by the issuer for collection of the applications
by appointing mandatory collection centres. The online real time- graphical

display of demand and bid prices at the blddmg terminals, shall be made

Additional Disclosures

Apart from meeting the already discussed disclosure requlrements the
following disclosures shall also be suitably made:

(1) The particulars of syndicate members along with ‘the details of
registrars, bankers to.the issue, etc. :

=




(i) The following statement shall be given under the basis for issue price:  Issue Management
- “The issue price has been determined by the Issuer in consultation with
the Book Runner(s), on the basis of assessment of miarket demand for
the offered securities by way of Book-bmldmg

The following accountmg ratios shall be given under the basis for issue
price for each of the accounting periods to which the financial information is |
‘givcn: Notes

1. EPS, pre-issue, for the last three years (as adjusted for changes in
capital). _

2. P/E. pre-lssue and comparison thereof with industry P/E where
available (giving the source from which industry P/E has been taken).

3. Average return on net-worth in the last three years,

4. Net-Asset value per share based on last balance sheet.

5. Theaccounting ratios disclosed in the offer document shalibe calculated
after giving effect to the consequent increase of capital on account of
compulsory conversions outstanding, as well as on the assumption that
the options outstanding, if any, to subscribe for additienal capital shall
be exercised. .

Underwriting: In case the issuer company is making an issue of securities
(100% of the net offer to them public or the book built portion - 75% of the
net offer to the public) it shall be compulsorily underwritten by the syndicate
members/book runner(s) and this shall apply to 60% of the net offer to the public,
mandatorily to be allotted to the Qualified Institutional Buyers. The syndicate
members shall-enter into an underwriting agreement. .

Procedure for bidding

An advertisement to the fact that 100% book building issue is to be made
which shall contain the following:

(a) the date of opening and closing of the bidding (not less than 5 days)
Issue.Management

(b). the names and addresses of the syndicate, members as well as the’
‘bidding terminals for accepting the bids;

(¢) the method and process of bidding. Bidding shall be permitted only if
an electronically linked transparent facility, is used.

The syndicate members shall be present at the bidding.centres so that at
least one electronically linked computer terminal at al} the bidding centres is
available for the purpose of bidding. The number of bidding centres, in case
75% of the net offer to the public is offered through the book building process
shail not be less than thé number of mandatory collection centres as specifted in
these regulations.

In case 100% of the net offer to the public is made through book building

process, the bidding centres shall be at all the places, where the recognised stock
exchanges are situated. Individual as well as qualified institutional buyers shall
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place their bids only through the syndicate members who shall have the nght to
vet the bids. The investors shall have the right to revise their bids.

Bidding Form -
(2) Shall be'a'standard bidding form to ensure uniformity in bidding and
" accuracy.

(b) Shall contain information about the investor, the price and the number
of securities that the investor wishes to bid. o

(c)! Before being issued to the bidder shall be serially numbered at the
bidding centres and date and time stamped.

:(d) Shall be issued'in duphcatc signed by. the investor and countersigned
by thesyndicate member, with one form for the investor and the other
for the syndicate member(s)/Book Runner(s). At the end of each day ..
of the bidding peridd the demand shall be shown graphically on the
terminals for information of the syndicate members as well as the
investors.

Allocnnonal Allotment Procedure

1. In case an Issuer company makes an issue of 100% of the net offer to
public through100% book building process:

(a) not less than 25% of the net offer to the public shall be available
for allocation to retail individual investors i.e. investors applymg
for up to 1000 securities;

(b)” not less than 15% of the net offer to the public shall be available
for allocation to non-institutional investorsi.e. investors applying
for more than 1000 securities; -

(¢) not more than 60% of the net offer to the public shall be avallable
for allocation to Qualified Institutional Buyers.

II. In case an issuer company makes an issue of 75% of the net offer-to

. “ public theough book building, process and 25% at the price determined
through book building: -

(a) in the book built portion, not less thati.15% of the net offer to

the public, shall be available for allocation to non-lnstltutlonal

~ ¢ investors.

(b) -the balance 25% of the net offer to the public, offered at a price

" _.determined through book building, shall be available only to retail
individual ifivestors who have either not participated or have not
received any allocation, in the book built portion. 60% of the issue.
size shall be allotted to the. Qualified Institutional Buyers.

Allotment to retail individual investors and non_institutional- investors,
‘shall be made on the basis of the proportionate aflotment system. The allocation
to the Qualified Institutional Buyers, shall be determined by the Book Runner(s)
based on prior commitment, investor quality, price aggression, earliness bids,
etc. Allotment shall be made not later than 15 days from the closure of the issue
failing which interest at the rate of 15% shall be paid to the investors.

o



T T e e e T r— i ey rm e A r—r—— ————in g - M oL ek e e i iy i o ¢ T e S -

- Model Tlme o, " - “Issue Management’
Frame for Book Buxldmg specified by SEBI shall be followed. In case the ' '

-

1ssuer company has made an issue of 75% of the net offer to public through book i ) T
bmldmg pprocess and 25% at the price détermined through book bmldmg . B
L (a) the offet' of 25% of the ‘net offer to the -public, mad_e at a price | -
) determined through-book building, shall open within 15 days from the Notes
date of closure of bidding; '

(b) the offerfor subscription to the public, shall remain open | for a period |
of atleast 3 working days after complenng all the-requirements of
* advertisement and dispatch of issue material to all the stock exchanges,
(c) during the time when the offer is open, the investors who have whether ‘| - o -
received or not an intimation ‘of entitlement of securities-shall submit | - "
the application fonnsvalong\y‘i_th the application money. .
Model Timeframe . - >

o After, the final observation from SEBI has been received on the offer - s
.document, the mmunum number of application forms accompamed with Form '
2A and offer document containing the. final price; shall "be dispatched to the -
members of the Stock Exchange. However, the issue opemng and closing date
shalt be mentioned in the application form.

A minimum of 200 application forms per active member of.the Stock
E_xchapge where the, securities of the issuer company are proposed to be listed |’ _
* .. and 10,000 forms each to other Stock Exchanges shall be dispatched. Further, . “o-
- minimum 1,000 offer document, containing the. ﬁnal observation received from -
SEBI, to each Stock exchange where the securities of the issuer company are
proposed to be’listed and minimum 200 offer documents,, containing the final
observation réceived from SEBI each to other. Stock Exchange would also have
to be dispatched. . -

' These shall be dispatched. subject to the condmon that ‘a minimum gap-
, of 14 days is maintained between the receipt of these application and the issue
“opening date. After, the price has been determined on the basis of bidding; the
:Statutory public advertisement contammg, inter-alia, the price as well as a table
showing the number: of securities and the amount payable by an investor, based

" on the price détermined, shall be issited. :

Thé statutory advertisemént may be issued before the ROC ﬁlmg There )

* shall be a minimum: time gap of ﬁve (5) days between the statutory public. | : .
advertisement and the issue opening-date. The statutory public advertisement .
: shall be issued for a continuous period of three days in an English National
. daily with wide cn‘culatlon, one Hindi National paper and a Regional language
| newspaper with daxly circulation at the place where the reglstered office of the

issuer company is sitiated.
&

o
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3.3.11 Designing and Pricing :

Price is the sacrifice made by the consumers to get an item. They are very |

sensitive to what they sacrifice fora product. In price setting, marketers should
consider consumers’ ability to pay, demand. of the product that exists, cost
involved in producing the item, as well as the costs, prices, and offers of their
competitors. The Meaning and Role of Price The price is what the consumer
must give up in order to get the product. It is a representation of value placed on

the product for purposes of exchange. Partially, this value is established by the~

marketing executive. Marketers incur certain costs in making, handling, storing,
and selling the product. .

These costs are usually covered in the selling price except certain
expectations. Marketers seek some extra compensation over the actual costs so
some profits are made by them. Costs and profit expectations, then, become the
value the marketing executive places on the product. The value of the product is
not always set by the marketer.

Buyers as well help determine value through their purchasing patterns.
Buyers allocate their funds to the goods and services that maximize their short
and/or long-run benefits. Buyers thus, place'a trade-off value on the company’s
product by weighing the benefits of having the item against the cost of foregoing
the purchase of other products or retaining their money. The price of the product,
then, will be balanced between the seller’s value and the buyer’s trade-off value.
Where these two are similar, the price will be appropriate. If they do not match,

some change in values must occur or the product will fail in the marketplace,

i.e._ it will not sell well.

The nature of the value of the product determines the price related problems.
In addition to the costs, the seller’s expectations of profit'and the buyer’s trade-
off values are variables. Not all sellers have the same profit expectations and not
all buyers have the same perception of the benefits of having the product versus
holding money or purchasing another product. Generally speaking, a. product s
price reflects the personal values of the seller and buyer.

Specically, -price has a somewhat different role, acting as a technical
mechanisms for negotiations between individuals and groups of individuals
who have goods, services, or money to trade. Truly speaking, price is the
common denominator allowing- sellers and buyers to make evaluations and
complete their exchanges. You as a marketer should be in mind that, price is
a means for allocating the nation’s scarcé resources. Raw materials, products,
and services in relatively short supply tend to be more highly valued than those
readily available.

Through the pricing system, sellers and buyers can better arrange their
priorities and better utilize-the resources of the economy. -Price is a highly
significant marketing variable directly affecting company’s sales and profits.
Price also has considerable symbolic value, conveying information about the
company to potential buyers. A marketer should realize that his sales and profits

[ —




are heavily influenced by the-prices of his products. An increase or decrease in
price can mean higher or lower revenues. This assumption is not always realistic
since price changes alter buyer’s cost-benefit trade-off.

Generally, when the price increases, consumer demand falls and vice versa.
But total taka sales can increase even though demand declines. Similarly, total
taka sales can rise when prices decline and consumer demand greatly increases.
Though consumers are sensitive to price changes, but the degree of sensitivity
depends on many factors such as consumer’s financial status, availability of new
products and so on. :

The price set by marketing executive is also important as consumers relate
a product’s price to such factors as quality, progressiveness, and social status,
psychological satisfaction and so on. They usually equate higher prices with
better quality, modern, and more fashionable products. This image carries over
toa company’s other products as well as to the company itself affecting the future
of the company. Stages for Establishing Prices We have already examined the
nature and importance of price. It is now time to move on to the stages followed
m price settmg

Setting price for the first time is a real challenge to a firm and it faces this
situation when it plans to launch a new product, or introduce an existing one into
a new distribution channel, or area, or participates in a bid. In setting its pricing
policy, a firm has.to consider quite a number of factors and proceed following
a logical process consisting of seven steps. They are: selection of pricing
objective; assessment of target market’s evaluation of price and its ability to

purchase; determination of demand; analysis of costs; analysis of competitors’ -

costs; prices, and offers; selection of a pricing method; and, determination of a
specific price. Following figure shows the stages involved in price setting.

1 2 3 .4
Selection of Assessment Determination | | Analysis of
pricing of target of demand costs
objective market's .
-»{ evaluation of —»
. price and its
~ ability to
purchase
5 6 7
b -
Evaluation of Selection of a Determination
competitors' costs, {—»|  Pricing method of a specific
prices and offers ) price
- Figure 1: Stages Involved in Price Setting

We shall discuss each lof them in turn:
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Pricing objectives-

Pricing of goods and services is often a critical factor in the successful
operation of business organizations. Although ‘the basic pricing ingredients
(costs, competition, demand, and profit) are the same for all firms, the optimum
mix of these factors varies according to the nature of products, markets and
corporate objectives. The manager’s job is to develop and-implement a prlcmg
strategy that meets the needs of a particular company at a @rtam point in time.

. Many different ways of handing prices are observed. . Brices are often set by
top management rather than by marketing or salespeople in smaller companies,
while, division and_product-line managers handle prices in larger companies
following the general pricing policies and pbjectiveé set by the top management.

Selecting the pricing objective ‘means deciding in advance what the
company wants to achieve through offering: its product. The marketing mix
strategy of a firm including price becomes easier if the company is able to select
its target market and position the product correctly. A firm can easily $et price of
its product if it can clearly set its objectives. Pricing objectives are overall goals
that describe the role of price in an-organization’s long-range. plans. Pricing

| ~objectives will influence decisions in most functional areas. The objectives must
-be consistent with the organization’s overall objectives.

Because of the many :areas involved, a marketer often uses multiple
pricing ob_]ectwcs Here we shall look at some of the typical pricing objectives
pursued by the marketing executives. One of the six major objectives can be
pursued by a firm through its pricing, such as survival, maximum current profit,
maximum sales growth, product quahty leadership, maximize current revenue,
or maximum market skimming, We shall now discuss in turn each of these
objectaves “ x

“Survival: A fundamental pricing objective is to survive. Most
organizations will not tolerate short-run losses, internal upheaval, and
almost any other difficulties if they are necessary for survival. Since
price is such a flexible and convenient variable to adjust, it sometimes
* is used to increase sales volume to levels that match the organization’s.
expenses. If a company is plagued with over-capacity, infense
competition, or changing consumer wants, it can pursue the survival.
objective. It is a short run objective pursued by different companies to
ensure survival. Companies here cut prices without considering profit
“margin in such a Way that covers variable costs and some fixed costs
Ain order to sustait- .
"+ Maximum Current Proﬁt It is another pricing objéctive being
" pursued by many compames, and they set a price that guarantces
maximum current profit. This objective does not always' guarantee
maximum profit particularly in the. long ‘Tun because the company
overlooks the effects of other marketing mix variables, legal restraints
on price;, and competitors’ reactions, The other problem associated
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with it is that &' company set price here taking into account the demand’

and cost functions which can hardly bé estimated accurately.

. Maximum Sales Growth: Pursuing this objective means setting price
at the lowest level to'ensure maximum sales in order to lower unit cost’
'thus maximizing long-run profit. This can also be termed as market-

pénctration pricing, and consumers are here thought of as highly
sensitive to prices. In order to pursue this strategy three conditions must

prevail. They are: the market is price sensitive, and market growth is .

stlmulated by low pnce “accumulated producfion expenence reduces
production and distribution costs; actual and potential competitions are
discouraged by low price.

Product-Quality Leadershlp A company might have the objective
of product quality leadershjp in the market. If a company aims to
be the product-quqhty leader in the market it can pursue this pricing
objective. Here the company sets prices at a higher level (compared
to-compétitors) to give the market an-idea that its product is superior

" in terms ;bf quality, durability, functional performance and so on (it

obviously produces a high quality product). The price is also charged

high here’'to cover high product quallty and the high cost of research

and development. .
Maxlmlse Current Revenue: Here the price is set based on’ demand

function w1th the aim of maximizing salés revenue. It-is hoped that -

market share growth and profit maxnmjzatmn will be achieved in the
long-run 1f this objectivg is-pursued.

Maximum Market Skimming: In this objective, price is set at a high

. level. This objective is pursued particularly in'case of new or irinovative
. product with the hope that some segments will buy the product because

of the newness even paying a higher price. When these segments
become sour, the-company will lower price to attract new segments

and-continues to follow the same method as long as the product is sold_ |

and thus. skims the market. Under the following conditions, market
skimming strategy works: o~

Ifa sufﬁc;ent number of buyers have a hlgh current demand

'If the unit costs of producing a small volume aré not so high that they
. cancel the advantage of charging what the traffic will bear '

- If the high initia’l price does not attract more competitors to the market

If the high pnce ‘communicates the image of a superior product. Other:
Pricing Objectives There are some other pricing objectives some of

which are followed by business organizations, and others by nonprofit,
* social, or. public organizations. They are: achieve a target market share;

achiéve a target return on investment, maximize cash.flow, meet or
prevent competxtlon, stabilize prices, support other products, .partial

cost recovery (may be pursued by an educational mstltutlon), full cost _
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recovery (may be pursued by a non profit matemity clinic), and social _
price geared to the varying income situations of different clients (may
be pursued by a nonprofit theatre company)-

Fd

Let us now have a short d;scussmn on them:

» Achieve a Target Market Share: Here, the marketing executive will
estimate the total market potential and determine what share the product
should obtain given the competition. The executive will then estimate
how high (or low) the ptice should be set to achieve that market share.

e Achieve a Target Return on Investment: A more realistic pricing

" objective is achieving a target return on investment. Here, the marketer
first determines the total costs of making and selling a certain number of
units, including both the variable costs and the fixed costs. Thereafter,

he decides on desired return on that investment. From that point, the
executive will calculate a price that will yield that level of profitability.

For example: ,

Total cost to produce and sell 1,000,000 units = ¥ 10,00,000
Desired return on investmient = 15% ,
Target profits : ' = T 1,50,000
Selling price per unit (for 1,000,000 units) = TLIs

e Maximize Cash Flow: Under this objective, the marketing executive
may decide to price the product in a manner that maximizes the cash
flow. It is assumed that sales are synonymous with cash. But in many
instances,.purchases are made on credit. If a company must pay its
supplier before its customers pay, cash inflows will be slower than

~ outflows of cash.. In order to.get rid of this problem, the marketing
executive may have to induce consumers to either pay in cash or pay
sooner than they would otherwise, Here, a marketer can make the cash
price more attractive to buyer than a credit price or what is-available
from other sellers.

¢ Meet or Prevent Competition: There are situation where a marketer
may be more concerned about the competition in the marketplace than
with the actual performance of the product. In such situations he may
simply price the product in a manner that nullifies price as a marketing
variable, or discourages potentlal competition from entering the

" marketplace. .

+ Stabilize Prices: Here a marketer tries to create a consistent price for
the product so that-both the executive and potential buyers will know
what price to expect and plan for. To stabilize prices,.the marketing
executive will generally meet competitive price changes as they occur,
rreducing the benefits to price modification, and resulting in a more
stabilized price, which may help him to retain his customers.

Support Other Products: There are situations where a marketer will use

a product as a loss leader in which a loss is taken on the product in order to
enhance sales and profits of other products within the mix of the company’s
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