What is the SEBI and what is its role ?

The SEBI is the regulatory authority in India established under Section 3 of SEBI

Act to protect the interests of the investors in securities and to promote the development

of, and to regulate, the securities market and for matters connected therewith and incidental

thereto.

Whom should I contact for my Stock Market related transactions ?

You can contact a broker or a sub broker registered with SEBI for carrying out your

transactions pertaining to the capital market.

Who is a broker ?

A broker is a member of a recognized stock exchange, who is permitted to do trades

on the floor of the exchange. He is enrolled as a member with the concerned exchange

and is registered with SEBI.

Who is a sub broker ?

A sub broker is a person who is registered with SEBI as such and is affiliated to a

member of a recognized stock exchange.

How do I know if the broker or sub broker is registered ?

You can confirm it by verifying the registration certificate issued by SEBI. A broker’s

registration number begins with the letters “INB” and that of a sub broker with the letters

“INS”.

Am I required to sign any agreement with the broker or sub-broker?

Yes. You have to sign the “Member - Client agreement”/ “Sub broker - Client Agreement”

for the purpose of engaging a broker to execute trades on your behalf from time to time

and furnish details relating to yourself for enabling the member to maintain client registration

form. The Model Agreement between broker-client /Sub Broker client and Know your

Client Form can be viewed from SEBI Website at www.sebi.gov.in. The Model Agreement

has to be executed on the non-judicial stamp paper. The Agreement contains clauses

defining the rights and responsibility of Client vis a vis broker/ sub broker. The Broker/

Sub broker can also add further clauses in the Model Agreement as per their

requirement.

What is Member –Client agreement form ?

This form is an agreement entered between client and broker in presence of witness

where the client agrees (is desirous) to trade/invest in the securities listed on the concerned

Exchange through the broker after being satisfied of brokers capabilities to deal in

securities. The member, on the other hand agrees to be satisfied by the genuineness

and financial soundness of the client and making client aware of his(broker’s) liability for

the business to be conducted.

What is meant by Unique Client Code?

In order to facilitate maintaining database of their clients, it is mandatory for all

brokers to use unique client code which will act as an exclusive identification for the

client. For this purpose, PAN number/passport number/driving License/voters ID number/

ration card number coupled with the frequently used bank account number and the

depository beneficiary account can be used for identification, in the given order, based

on availability.

How do I place my orders with the broker or sub broker ?

You can either go to the brokers /sub brokers office or place an order on the phone

/internet or as defined in the Model Agreement given above.

How do I know whether my order is placed ?

The Stock Exchanges assign a Unique Order Code Number to each transaction,

which is intimated by broker to his client and once the order is executed, this order code

number is printed on the contract note. The broker member has to also maintain the

record of time when the client has placed order and reflect the same in the contract note

along with the time of execution of the order.

What documents should be obtained from broker on execution of trade ?

You have to ensure receipt of the following documents for any trade executed on the

Exchange:

(a) Contract note in Form A to be given within stipulated time.

(b) Purchase /sale note or confirmation memo in the case of a sub broker.

It is the contract note/purchase or sale note (confirmation memo) that gives rise

to contractual rights and obligations of parties of the trade. Hence you should

insist on contract note from stock broker and purchase/sale note (confirmation

memo) from sub broker. The contract note displays the order number, order time

and unique trade number. The quantity and the price of the trade executed at the

exchange can be verified by the Exchange. The contract note also contains

arbitration clause for raising dispute with the Arbitrators as per the byelaws of

the Exchange.

What is the pay-in day and pay- out day ?

Pay in day is the day when the brokers shall make payment or delivery of securities

to the exchange. Pay out day is the day when the exchange makes payment or delivery

of securities to the broker. Since settlement cycle has been reduced from T+3 rolling

settlement to T+2 w.e.f. April 01, 2003, the exchanges have to ensure that the pay out of

funds and securities to the clients is done by the broker within 24 hours of the payout.

The Exchanges will have to issue press release immediately after pay out.

How long it takes to receive my money for a sale transaction and my shares for a

buy transaction ?

Brokers were required to make payment or give delivery within two working days of

the pay - out day. However, as settlement cycle has been reduced from T+3 rolling

settlement to T+2 w.e.f. April 01, 2003, the pay out of funds and securities to the clients

by the broker will be within 24 hours of the payout.

Is there any provision where I can get faster delivery of shares in my account ?

The investors/clients can get direct delivery of shares in their beneficiary accounts.

To avail this facility, you have to give details of your beneficiary account and the DP-ID

of your DP to your broker along with the Standing Instructions for ‘Delivery-In’ to your

Depository participant for accepting shares in your beneficiary account. Given these

details, the Clearing Corporation/Clearing House shall send pay out instructions to the

depositories so that you receive pay out of securities directly into the beneficiary account.

In case of purchase of shares, when do I make payment to the broker ?

The payment for the shares purchased is required to be done prior to the pay in date
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for the relevant settlement or as otherwise provided in the Rules and Regulations of the

Exchange.

In case of sale of shares, when should the shares be given to the broker ?

The delivery of shares has to be done prior to the pay in date for the relevant

settlement or as otherwise provided in the Rules and Regulations of the Exchange and

agreed with the broker/sub broker in writing.

What is the maximum brokerage that a broker/sub broker can charge ?

The maximum brokerage that can be charged by a broker is decided by the Stock

Exchanges as per the Exchange Regulations. The SEBI (Stock brokers and Sub brokers),

1992 stipulates that sub broker cannot charge from his clients a commission which is

more than 1.5% of the value mentioned in the respective purchase or sale note .

What are the charges that can be levied on the investor by a stock broker/sub

Broker ?

The trading member can charge:

1. Brokerage charged by member broker.

2. Penalties arising on specific default on behalf of client (investor)

3. Service tax as stipulated

The brokerage and service tax is indicated separately in the contract note.

What happens if I could not make the payment of money or deliver shares on the

pay-in day ?

In case of purchase on your behalf, the member broker has the liberty to close out

transactions by selling securities in case you fail to make full payment to the broker for

the execution of contract before pay in day as fixed by Stock Exchange for the concerned

settlement period unless you already have an equivalent credit with the Broker.

Similarly, in case of sale of shares on your behalf, the member broker has the liberty to

close out the contract by effecting purchases if you fail to deliver the securities sold with

valid transfer documents, if any before delivery day as fixed by Stock Exchange for the

concerned settlement period.

In both the cases, any loss in transactions will be deductible from the margin money

paid by you.

The shortages are met through auction process and the difference in price indicated

in contract note and price received through auction is paid by member to the Exchange,

which is then liable to be recovered from the client.

What happens if the shares are not bought in the auction ?

If the shares could not be bought in the auction i.e. if shares are not offered for sale

in the auction, the transactions are closed out as per SEBI guidelines. The guidelines

stipulate that “the close out Price will be the highest price recorded in that scrip on the

exchange in the settlement in which the concerned contract was entered into and upto

the date of auction/close out OR 20% above the official closing price on the exchange

on the day on which auction offers are called for (and in the event of there being no such
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closing price on that day, then the official closing price on the immediately preceding

trading day on which there was an official closing price), whichever is higher.”

Since in the rolling settlement the auction and the close out takes place during

trading hours, hence the reference price in the rolling settlement for close out procedures

would be taken as the previous day’s closing price.

What happens if I do not get my money or share on the due date ?

In case a broker fails to deliver to you in timely and proper payment of money/

shares or you have complaint against conduct of the stock broker, you can file a complaint

with the respective stock exchange. The exchange is required to resolve all the complaints.

To resolve the dispute, the complainant can also resort arbitration as provided on the

reverse of contract note /purchase or sale note.

However, if the complaint is not addressed by the Stock Exchanges or is unduly

delayed, then the complaints along with supporting documents may be forwarded to

Secondary Market Department of SEBI. Your complaint would be followed up with the

exchanges for expeditious redressal.

In case of complaint against a sub broker, the complaint may be forwarded to the

concerned broker with whom the sub broker is affiliated for redressal.

What recourses are available to me for redressing my grievances ?

You have following recourses available.

Investor Grievance Redressal Cell (IGG) : You can lodge complaint with IGG Cell of

SEBI against companies for delay, non-receipt of shares, refund orders etc and with

Stock Exchanges against brokers on certain trade disputes or non receipt of payment/

securities.

Arbitration : If no amicable settlement could be reached, then you can make

application for reference to Arbitration under the Bye Laws of concerned Stock

exchange. Court of Law

What is Arbitration ?

Arbitration is an alternative dispute resolution mechanism provided by a stock

exchange for resolving disputes between the trading members and their clients in respect

of trades done on the exchange.

What is the process for preferring arbitration ?

The byelaws of the exchange provide procedure for Arbitration .You can procure a

form for filing arbitration from the concerned stock exchange. The arbitral tribunal has to

make the arbitral award within 3 months from the date of entering upon the reference.

The time taken to make an award cannot be extended beyond three times up to maximum

period of three months.

Who appoints the arbitrators ?

Every exchange maintains a panel of arbitrators. Investors may choose the arbitrator

of their choice from the panel. The broker also has an option to choose an arbitrator. The

name(s) would be forwarded to the member for acceptance. In case of disagreement,

the exchange shall decide upon the name of arbitrators.
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What happens if I am aggrieved by the award of the arbitrator ?

In case you are aggrieved by the arbitration award, you can take recourse to the

appeal provisions as given in the bye-laws of the Exchange.

What is meant by corporatisation of stock exchanges ?

Corporatisation is the process of converting the organizational structure of the stock

exchange from a non-corporate structure to a corporate structure. Traditionally, some of

the stock exchanges in India were established as “Association of persons”, e.g. BSE,

ASE and MPSE. Corporatisation of such exchanges is the process of converting them

into incorporated Companies.

What is demutualisation of stock exchanges ?

Demutualisation refers to the transition process of an exchange from a “mutuallyowned”

association to a company “owned by shareholders”. In other words, transforming

the legal structure of an exchange from a mutual form to a business corporation form is

referred to as demutualisation. The above, in effect means that after demutualisation,

the ownership, the management and the trading rights at the exchange are segregated

from one another.

How is a demutualised exchange different from a mutual exchange ?

In a mutual exchange, the three functions of ownership, management and trading

are intervened into a single Group. Here, the broker members of the exchange are both

the owners and the traders on the exchange and they further manage the exchange as

well. A demutualised exchange, on the other hand, has all these three functions clearly

segregated, i.e. the ownership, management and trading are in separate hands.

What is meant by delisting of securities ?

The term “delisting” of securities means permanent removal of securities of a listed

company from a stock exchange. As a consequence of delisting, the securities of that

company would no longer be traded at that stock exchange.

What is the difference between Voluntary delisting and Compulsory delisting?

Compulsory delisting refers to permanent removal of securities of a listed company

from a stock exchange as a penalizing measure at the behest of the Stock exchange for
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not making submissions/comply with various requirements set out in the Listing agreement

within the time frames prescribed. In voluntary delisting, a listed company decides on its

own to permanently remove its securities from a stock exchange.

What is the exit opportunity available for investors in case a company gets

delisted?

SEBI (Delisting of Securities) Guidelines, 2003 provide an exit mechanism, whereby

the exit price for voluntary delisting of securities is determined by the promoter of the

concerned company which desires to get delisted, in accordance to book building process.

The offer price has a floor price ,which is average of 26 weeks average of traded price

quoted on the stock exchange where the shares of the company are most frequently

traded preceding 26 weeks from the date public announcement is made. There is no

ceiling on the maximum price.

In case of infrequently traded securities, the offer price is as per Regulation20 (5) of

SEBI (Substantial Acquisition and Takeover) Regulations. For this purpose, infrequently

traded securities is determined in the manner as provided in Regulation20 (5) of SEBI

(Substantial Acquisition and Takeover) Regulations.

Does a company listed at BSE/NSE have to provide exit offer to shareholders in

case it delists from stock exchanges other than BSE and NSE ?

No, the company does not have to provide exit offer to shareholders because it

continues to be listed on the BSE /NSE which have nationwide reach and shareholders

can exit any time they decide to so by way of selling shares in NSE/BSE.

What is a Central Listing Authority?

The Central Listing Authority (CLA) is set up to address the issue of multiple listing

of the same security and to bring about uniformity in the due diligence exercise in

scrutinizing all listing applications on any stock exchanges. The functions of CLA as

enumerated in SEBI (Central Listing Authority) Regulations, 2003 include:

— processing the application made by any body corporate, mutual fund or collective

investment scheme for the letter of recommendation to get listed at the stock

exchange,

— making recommendations as to listing conditions, and

— any other functions that may be specified by the SEBI Board from time to

time.

What are the established codes of corporate governance ?

The Codes may be divided into supranational, national or institutional codes,

depending on author. Some of the selected examples of supranational Codes are: OECD,

ICGN (International Corporate Governance Network), CACG (Commonwealth Association

for Corporate Governance); selected examples of national Codes are: Viénot Report

from France, the Cadbury, Greenbury and Hampel Reports and the Combined Code from

the UK, the Malaysian code; and selected institutional Codes are: Calpers, Hermes

Investment Management, the CII code on desirable corporate governance.

SEBI has also laid down certain codes like Kumar Mangalam Birla Committee Report,

Clause 49 of Listing Agreement for good governance of listed companies with the purpose

of enhancing wealth creation, wealth management and distribution.

SUPPLEMENT FOR SECURITIES LAWS & REGULATION OF FINANCIAL MARKETS 45

What is meant by Corporate Governance ?

As Kumar Managalam Committee Report on Corporate Governance enumerates,

the fundamental objective of corporate governance is the “enhancement of shareholder

value, keeping in view the interests of other stakeholder”. This definition harmonizes the

need for a company to strike a balance at all times between the need to enhance

shareholders’ wealth whilst not in any way being detrimental to the interests of the other

stakeholders in the company.

What is meant by independent directors ?

As per Clause 49 of the listing agreement, ‘Independent directors’ means directors

who apart from receiving director’s remuneration, do not have any other material pecuniary

relationship or transactions with the company, its promoters, its management or its

subsidiaries, which in judgment of the Board may affect independence of judgment of

the director

What is EDIFAR ?

“Electronic Data Information Filing and Retrieval System” (EDIFAR) is a website

launched by SEBI in association with National Informatics Center (NIC) in July 2002 to

facilitate filing of certain material information/ documents/statements by the listed

companies on line in the EDIFAR web site - www.sebiedifar.nic.in .EDIFAR would enable

electronic filing of information in a standard format by the companies and expedite

dissemination of information to various classes of market participants like investors,

regulatory organization, research institutions, etc.

Are the companies having names like mutual benefit the same as mutual funds

schemes ?

Investors should not assume some companies having the name “mutual benefit” as

mutual funds. These companies do not come under the purview of SEBI. On the other

hand, mutual funds can mobilise funds from the investors by launching schemes only

after getting registered with SEBI as mutual funds.

Is the higher net worth of the sponsor a guarantee for better returns ?

In the offer document of any mutual fund scheme, financial performance including

the net worth of the sponsor for a period of three years is required to be given. The only

SUPPLEMENT FOR SECURITIES LAWS & REGULATION OF FINANCIAL MARKETS 55

purpose is that the investors should know the track record of the company which has

sponsored the mutual fund. However, higher net worth of the sponsor does not mean

that the scheme would give better returns or the sponsor would compensate in case the

NAV falls.

What are Derivatives ?

The term “Derivative” indicates that it has no independent value, i.e. its value is

entirely “derived” from the value of the underlying asset. The underlying asset can be

securities, commodities, bullion, currency, live stock or anything else. In other words,

Derivative means a forward, future, option or any other hybrid contract of pre determined

fixed duration, linked for the purpose of contract fulfillment to the value of a specified

real or financial asset or to an index of securities.

With Securities Laws (Second Amendment) Act,1999, Derivatives has been included

in the definition of Securities. The term Derivative has been defined in Securities Contracts

(Regulations) Act, as:-

A Derivative includes

(a) a security derived from a debt instrument, share, loan, whether secured or

unsecured, risk instrument or contract for differences or any other form of

security;

(b) a contract which derives its value from the prices, or index of prices, of underlying

securities;

What is a Futures Contract ?

Futures Contract means a legally binding agreement to buy or sell the underlying

security on a future date. Future contracts are the organized/standardized contracts in

terms of quantity, quality (in case of commodities), delivery time and place for settlement

on any date in future. The contract expires on a pre-specified date which is called the

expiry date of the contract. On expiry, futures can be settled by delivery of the underlying

asset or cash. Cash settlement entails paying/receiving the difference between the price

at which the contract was entered and the price of the underlying asset at the time of

expiry of the contract.

What is an Option Contract ?

Options Contract is a type of Derivatives Contract which gives the buyer/holder of

the contract the right (but not the obligation) to buy/sell the underlying asset at a

predetermined price within or at end of a specified period. The buyer / holder of the option

purchases the right from the seller/writer for a consideration which is called the premium.

The seller/writer of an option is obligated to settle the option as per the terms of the

contract when the buyer/holder exercises his right. The underlying asset could include

securities, an index of prices of securities etc.

Under Securities Contracts (Regulations) Act,1956 ‘options in securities’ has been

defined as “option in securities” means a contract for the purchase or sale of a right to

buy or sell, or a right to buy and sell, securities in future, and includes a teji, a mandi, a

teji mandi, a galli, a put, a call or a put and call in securities;

An Option to buy is called Call option and option to sell is called Put option. Further,

if an option that is exercisable on or before the expiry date is called American option and

one that is exercisable only on expiry date, is called European option. The price at which

the option is to be exercised is called Strike price or Exercise price.

Therefore, in the case of American options the buyer has the right to exercise the

option at anytime on or before the expiry date. This request for exercise is submitted to

the Exchange, which randomly assigns the exercise request to the sellers of the options,

who are obligated to settle the terms of the contract within a specified time frame.

As in the case of futures contracts, option contracts can be also be settled by

delivery of the underlying asset or cash. However, unlike futures cash settlement in

option contract entails paying/receiving the difference between the strike price/exercise

price and the price of the underlying asset either at the time of expiry of the contract or

at the time of exercise / assignment of the option contract.

What are Index Futures and Index Option Contracts ?

Futures contract based on an index i.e. the underlying asset is the index, are known

as Index Futures Contracts. For example, futures contract on NIFTY Index and BSE-30

Index. These contracts derive their value from the value of the underlying index.

Similarly, the options contracts, which are based on some index, are known as

Index options contract. However, unlike Index Futures, the buyer of Index Option Contracts

has only the right but not the obligation to buy / sell the underlying index on expiry. Index

Option Contracts are generally European Style options i.e. they can be exercised /

assigned only on the expiry date.

An index, in turn derives its value from the prices of securities that constitute the

index and is created to represent the sentiments of the market as a whole or of a

particular sector of the economy (Sectoral Index).

By its very nature, index cannot be delivered on maturity of the Index futures or

Index option contracts therefore, these contracts are essentially cash settled on Expiry.

What is the structure of Derivative Markets in India ?

Derivative trading in India can take place either on a separate and independent

Derivative Exchange or on a separate segment of an existing Stock Exchange. Derivative

Exchange/Segment function as a Self-Regulatory Organisation (SRO) and SEBI acts

as the oversight regulator. The clearing & settlement of all trades on the Derivative

Exchange/Segment would have to be through a Clearing Corporation/House, which is

independent in governance and membership from the Derivative Exchange/Segment.

What is the lot size of a contract ?

Lot size refers to number of underlying securities in one contract. Additionally, for

stock specific derivative contracts SEBI has specified that the lot size of the underlying

individual security should be in multiples of 100 and fractions, if any, should be rounded

of to the next higher multiple of 100. This requirement of SEBI coupled with the requirement

of minimum contract size forms the basis of arriving at the lot size of a contract.

For example, if shares of XYZ Ltd are quoted at Rs.1000 each and the minimum

contract size is Rs.2 lacs, then the lot size for that particular scrips stands to be 200000/

1000 = 200 shares i.e. one contract in XYZ Ltd. covers 200 shares.

What is the margining system in the derivative markets ?

Two type of margins have been specified :

— Initial Margin — Based on 99% VaR and worst case loss over a specified horizon,

which depends on the time in which Mark to Market margin is collected.

— Mark to Market Margin (MTM) — collected in cash for all Futures contracts and

adjusted against the available Liquid Networth for option positions. In the case

of Futures Contracts MTM may be considered as Mark to Market Settlement.

Mark to Market Margin

Options – The value of the option are calculated as the theoretical value of the

option times the number of option contracts (positive for long options and negetive

for short options). This Net Option Value is added to the Liquid Networth of the

Clearing member. Thus MTM gains and losses on options are adjusted against the

available liquid networth. The net option value is computed using the closing price of

the option and are applied the next day.

Futures – The system computes the closing price of each series, which is used for

computing mark to market settlement for cumulative net position. This margin is

collected on T+1 in cash. Therefore, the exchange charges a higher initial margin by

multiplying the price scan range of 3s & 3.5s with square root of 2, so that the initial

margin is adequate to cover 99% VaR over a two days horizon.

What measures have been specified by SEBI to protect the rights of investor in the

Derivative Market ?

The measures specified by SEBI include:

1. Investor’s money has to be kept separate at all levels and is permitted to be

used only against the liability of the Investor and is not available to the trading

member or clearing member or even any other investor.

2. The Trading Member is required to provide every investor with a risk disclosure

document which will disclose the risks associated with the derivatives trading

so that investors can take a conscious decision to trade in derivatives.
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3. Investor would get the contract note duly time stamped for receipt of the order

and execution of the order. The order will be executed with the identity of the

client and without client ID order will not be accepted by the system. The investor

could also demand the trade confirmation slip with his ID in support of the

contract note. This will protect him from the risk of price favour, if any, extended

by the Member.

4. In the derivative markets all money paid by the Investor towards margins on all

open positions is kept in trust with the Clearing House/ Clearing corporation and

in the event of default of the Trading or Clearing Member the amounts paid by

the client towards margins are segregated and not utilised towards the default of

the member. However, in the event of a default of a member, losses suffered by

the Investor, if any, on settled / closed out position are compensated from the

Investor Protection Fund, as per the rules, bye-laws and regulations of the

derivative segment of the exchanges.

