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128 T V Industrial Estate
Worli Mumbal 400 025

Telephone 4946630 4963599
Fax (91 22) 4963555

Mr AshokJha
Umted States Agency for InternatIOnal Development
B 28, Qutub Hotel Road
New DelhI 110 016

DeaI Mr Jha,

Re Broker Llcensmg, Testmg and CertIficatIOn Activities under the
FmancIaI InstitutIOns Reform and ExpanSIOn (FIRE) Project

On January 16, 1998, as a further step towards the ImplementatIOn ofLIcensmg
and CertificatIOn m the IndIan CapItal Markets, the SEBI committee for
CertIficatIOn and Testmg of Persons Jommg Capital Market
Intermediaries has submItted Its final report to ChaIrman, SEBI The report IS
enclosed for your reference

As you Imow, the PWI FIRE Project funded by Umted States Agency for
InternatIOnal Development (USA!D), has been assIstmg the SecurIties and
Exchange Board ofIndta (SEB!), m Implementmg a Licensmg, Testmg and
CertIficatIOn program for mtermedIaIIeS m the IndIan capItal market The
project has also prOVIded 362 person weeks oftrammg for 2215 persons
through October 1997 Our observatIOns follow

Purpose of ActiVity

The IndIan markets are gomg through a phase where there IS a complete lack of
faIth from the IndIan mvestors The mterface to the markets IS through
mtermediaries functIOnmg m the market ThIS segment needs to be organIzed
and profeSSIOnalIzed To create and sustam mvestor faith the IndIan markets
need to find means of regIstratIOn of those mtermediaries that are unregIstered
and a program for lIcensmg all mtermedIanes through testmg and certificatIOn

The purpose of thIS actIVIty IS to aSSIst SEBI m the ImplementatIOn of a
program of IIcensmg and testmg for all market mtermedianes
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•
ActIvItIes undertaken and accomplIshments

SEBI establIshed the "CommIttee for CertlficatlOn and Testmg of Persons
Jommg CapItal Market IntermedIanes" (the Commzttee) to consIder all relevant
Issues and make 1ecommendatlOns on thIS subJ ect

PW FIRE Project has been a permanent advIsory member ofthe commIttee,
pnncIpally replesented by Mr Thomas Keyes, PIesIdent, Seculltles ServIces
InternatlOnal and CapItal Markets Consultant to PW, and Mr ParItosh Sharma,
Secuntles Markets SpecIalIst

The PW consultants assIsted the commIttee m all ItS delIberatlOns, m
understandmg the IndIan markets, understandmg and evaluatmg the
mternatlOnal practlces and m finaltzmg ItS recommendatlOns PW further
assIsted the commIttee m wntmg a mmImum cntena based exammatlOn
syllabus and a consultatIve paper on the subject that was released by SEBI m
January 1997

The followmg actIvItIes were completed by PW m assIstmg the commIttee m
finalIzmg ItS report

I PW provIded sIgmficant mput to SEBI on the Issues mvolved m
regIstratlOn and regulatlOn of retaIl capItal market mtermedtanes and the
testmg and certIficatlOn of these mtermedIarIes ThIS mput mcluded the
understandmg of the IndIan markets, the mternatlOnal expenence as regards
certIficatlOn and testmg, the chOIces and exammatlOn admmIstratlOn
Issues

a Regzstratzon ofthe retall market zntermedzary

The cntIcal aspect that PW brought to the fore of the delIberatlOns was the need
to regIster and professlOnaltze the retaIl market mtermedIary, the sub blOker
Pnor to PW mterventlOn on thIS subject, thIS cnticaiissue was assumed to have
been solved by SEBI's regulatIOns for brokers and sub brokers Howevel PW
Identlfied the specIfic groups of mtermediaries who mteract dIrectly WIth the
mvestors publtc and the role played by these groups ThIS group of
mtermedlanes that IS unrecogmzed m the IndIan markets IS the most cntIcal
segment of the retaIl market because It IS the retaIl mvestor's contact pomt WIth
the capItal markets Therefore It needs to be regIstered and professlOnalIzed
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•
b ChOIces /01 reglstratIOn- Industry SelfRegulatIOn

PW '~ suggestIOns for the chOIces for the regIstratIOn of retaIl mtermedIanes,
mcludmg the most appropnate chOIce of self regulatIOn by the mdustry were

presented to SEBI as well as the commIttee The testmg process can also be
used as a means of regIstratIOn The commIttee has recommended an mdustry
standmg commIttee responsIble for admmistenng the exam WhICh would be the
first step towards creatmg an mdustry WIde self regulatory organIZatIOn on the
lInes of the NatIOnal ASSOCIatIOn of SecurItIes Dealers (NASD) of the US The
IndIan eqUIvalent IS expected to regIster all mtermedIanes, test them and grant
them lIcenses to be able to work m the mdustry, mamtam mformatIOnal and
complIance databases of all mtermedIanes and effectIvely regulate them

C Othel financIal mtel medIarles

PW also realIzed that for mvestor protectIOn all finanCIal mtermediaries have to
be mcluded m the regIstratIOn process PW IdentIfied other mtermediarIes, such
as merchant bank personnel mvestment adviseIs, and other asset managers who
should be regIstered WIth SEBI

2 PW developed a model syllabus based on mInImUm cntena and level of
knowledge relevant to these groups and presented It to the commIttee

3 PW proposed a model exammatIOn process Includmg a questIOn bank for
these groups and test admInIstratIOn plOcedmes

4 PW assIsted the commIttee m prepanng the consultatIve paper on the Issue
that was released by SEBI for publIc comment The consultatIve paper
mcluded the diaft IecommendatIOns of the commIttee, the exammatIOn
process and the model syllabus

5 PW further assIsted the commIttee m revIewmg the comments receIved In
response to the consultatIve paper

6 PW then assIsted the commIttee In finahzIng the IecommendatIOns and ItS
report to SEBI
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•
Dehverables SubmItted

The followmg dehverables were submItted by PWI FIRE to SEBI and the
CommIttee

• DeSIgn and ImplementatIOn of Licensmg, CertIficatIOn And Testmg
Program For Persons Jommg Capital Markets IntermedIaries, Thomas
Keyes, January 15, 1996

• De"lign and ImplementatIOn of Licensmg, CertIficatIOn And Testmg
Program For Persons Jommg Capital Markets IntermedIarieS, Thomas
Keyes, February 15,1996

• CertIficatIOn and Testmg of market mtermediarIeS, Mr Thomas Keyes,
May 16, 1996

• RegIstration and regulatIOn of RetaIl Capital Market Intermediaries,
The Sub Brokers, Thomas Keyes, October 15, 1996

• RegIstratIOn And RegulatIOn Of RetaIl Capital Market Intermediaries,
The Sub Brokers, Thomas Keyes, Apnl 1997

• ASSIstance to SEBI - Report on Fmancial ResponsIbIhty Framework,
Harry Melamad, Apnl 1997

• RegIstratIOn And RegulatIOn Of RetaIl Capital Market IntermedIarieS,
The Sub Brokers, Thomas Keyes, May 1997

• CertIficatIOn and Testmg of Persons Jommg Capital Markets
Intermediaries, Thomas Keyes, May 1997

Trammg

• An OnentatIOn Program On The US Model For RegulatIOn And
RegIstratIOn Of Retml CapItal Market IntermedIanes For SEBI Thomas
Keyes and Paul Litteau, September 1996

• An OnentatIOn Program On InternatIOnal CapItal Markets For Mmistry Of
Fmance, SEBI & The Stock Exchange, Mumbm, Thomas Keyes And Paul
Litteau, November 1996
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•
Completed In- Country Trammg TIll October 1997

No of Home Program Person Tlmmg Workshop/ Semmar/ Instructor
persons OrgamzatIon Length Weeks
8 SEBI 1 day 2pw Dec Licenslllg and CertificatIOn

1995 Tom Keyes
5 UTI Institute 1 day 1 pw Dec Licensmg and CertificatIOn

of Capital 1995 Tom Keyes
Marl\.ets

75 Madras Sub 1 day 15 pw Apnl Sub Broker Workshop
brokers 1996 Tom](eyes

50 Calcutta 1 day 10 pw May Sub Broker Workshop
1996 Dennis Grubb/Pantosh Sharma

705 at 4 SEBII Broker Y2 day 705 pw Sept Sub Broker WorAsllOp
centers CertificatIOn each 1996 Bombay/Delhi

Tom](eyes
125 Individual Y2 day 12 5 pw Oct Recent developments m the Capital

Investors 1996 Markets
Tom Keyes

1330 RegIOnal Tour 1 day 266pw Jan 2- Future ofthe Sub broker
20, 1997 Tom ](eyes / Pantosh ShaJma

25 SEBI/NSEI 2 days 10 pw Jan 23- Broker Dealer FlIlanczal
BSE/OTCEI 24,1997 ResponSibility

Paul LltteaulHarry Melamad
30 BSE 05 day 3pw June 25, Secuntles Markets

1997 Tom Keyes and Pantosh Sharma

2215 Total 362

Future ActIVIties

PW IS carrymg on WIth Its efforts to further the above ObjectIves of reglstenng
all mtermedlanes m the mdustry and lIcensmg them through a testmg plocess
To thIS end PW FIRE Project shall contmue the followmg

• Support SEBI regIstratIOn databases for mtermedIarIes such as merchant
banks, mvestment advisors and asset managers (1998)

• Present a delIverable to SEBI WhICh proposes a lIqmd net capItal rule,
record keepmg rules, ethIcal standards/ code of conduct, dlsclplmary and
dIspute resolutIOn procedures, and alternate regulatIOn approaches for these
retall mtermedIanes (May 1998)
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•
• ASSISt forums on mvestor protectIOn m conjunctIon WIth IndIan

assocIatIOns (January - August 1998)

• ASSISt In enhancmg SEBI regulatIOn to prOVIde fOl regIstratIOn of other
mtermediaries such as Investment bankers not holdmg customer assets (By
August 1998)

• Present a delIverable that would prOVIde methods of arbItratIOn, handlmg of
broker msolvency, determmatIOn of appropnate sellmg practIces and
operatIOns and regulatIOns for pnvate placements etc (By August 1998)

Thankmgyou

Smcerely,

W Denms Grubb
Prmcipal Consultant

1
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REPORT OF THE SEBI COMMIITEE FOR CERTIFICA TION

INTRODUCTION

Investor ProtectIOn forms the central ethos of SEBI DLvelopment and
RegulatIon of CapItal Market, the other ObjectIves of SEBI, have at their root
thIS very baSIC pnnclple of mvestor protecbon

Investor confidence IS essentIally a functIOn of Investor protectIOn The
better the levels of protectIOn, the more the confidence Further, both
mvestor protectIOn and confidence can be measured by the faith that the
1m estors have m systems and processes of the capItal market

IntermediatlOn, the baSIC process In the capItal marketb, Includes proper
understandmg of the vanous facets of the secuntles market so as to prOVIde
falr and competent adVIce to Investors It IS, therefore, felt that
Improvement m the qualIty of mtermediatIOn WIll go a long \\ ay m achle\ mg
the objectIve of Investor protectIOn As mtermedIatIon mvolves human
capabilItIes and calIbre more than technolOgical support, It IS Important that
any person appOInted m any pOSItIOn WIth an mtermcchary mstItutIon whIch
has mvestor mterface or those who are self employed m the mdustry ha\ e
the necessary profeSSIOnal standard

The deSIrabIlIty of such professlOnal standards IS further hlghhghted by the
transformation that the capital market of the country IS wltnessmg

~. Increasmg mtegratIon WIth the capital markets of other countnes In
other words, the msulatIon that the IndIan capital market enjoyed tIll
recently, from the events taking place III other economIes IS
dlsappeanng

-:.L Increasmg dependence of the corporate sector on capItal market which
IS emphaSIsed by the fact that Banks (both PublIc and Pnvate) and
lately Mumclpal CorporatIOns have been planmng to enter the capItal
market to ralse funds from the publIc The Government has also
deCIded to diSinvest ItS stake In the PublIc Sector Umts through offers
for sale

Si Increasmg mtegratIon of the capital market With the forex market
The last few months have seen the turmOIl In exchange rates affect the
movement m the stock market Indices

• Increasmg automatIOn and InstltutlOnahsatIOn of the capital markets,
along With an mcreasmg sophisticatIOn In capital market operatlon:-.

SECURITIES AND u..CHANtiF BOARD OFINDIA
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wIth the ad"ent of <;creen based tradJng, depositones, booh buIldmg,
etc

Increasmg level of awareness among Illvestors

ThIS transformatIOn can be sustamed only by ensunng that well qualIfied
and tramed personnel, who are wIllmg to contmuously update theIr skIlls
enter the secuntles mdus1ry to aSSIst mvestors The mdustry IS m a
contmuous state of change WIth ne\\ slalls bemg reqUIred for the functIOnal
areas For mstance, the busmess of stock brolang IS radIcally dIfferent now
from what It was III the past A stock broker learned the mtncaCles of the
bUSIness through famIly tradItIOns or through workmg WIth a stock bioker
However, III the fast changmg scenano of today, such traditIonallearmng of
skIlls may not be enough and there IS a need for profeSSIOnal and specIahsed
knowledge for the persons already worlang In the mdustry and also for those
who are deSIrous of entenng the mdustry

There IS a large work force engaged m the capItal market WIth varymg levels
of profeSSIOnal qualIficatIOns, skills and expenence The persons workmg In

the Illdustry should realIse the responSIbIlIty they shoulder and mu"t be
aware of the consequences theIr acts of omISSIOn and commISSIOn have on
mvestors It IS essentIal that they are well eqUIpped to play theIr deSIgnated
role III the secuntles mdustry Wlule some of these persons may have the
deSIred levels of professIOnal st:.andards, a large porbon IS acutely defiCIent
Moreover, there are a vanet) of functlOllS m the secuntIes Industry that need
dIfferent levels and nature of speciahsatIon and onentatlOn Therefore there
IS a need to match the profeSSIOnal standards of those who are m the market
WIth the functlons they perform

WhIle there are no standards of qualIficatIOns for employment In the
Industry, the preferred qualIficatIOns are MBA, C A, C S, M Com, etc
SkIlls are learned on the Job and presently there IS no formal educa.tIOn or
traInIng on capItal markets espeCIally III the area of operatIOns, except some
short term courses and semInars conducted by some InstitutIOns Therefore,
the mdustry needs to have a system of that would ensure mimmum
standards for mdustry partiCIpants and thus enhance professIOnah<:;m In the
capItal market

New exchange members need to fulfill certam baSIC reqUIrements to be
elIgIble for admISSIOn as members of any stock exchange These are pro\ Ided
under the SecuntIes Contracts (RegulatIOn) Rules, 1957 and SEBI (Stock
Brokers and Sub Brokers) Rules and Regulations, 1992 Further, the
MInIstry of Fmance, at the Instance of SEBI, m November 1989 prescIlbed
authonsatIOn cntena and a umform selectIon process to be [0110\\ (rl b\ ill

SECURITIES AND £ACHAN6E BOARD OF INDIA
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stock exchanges for admISSIOn of new members The new member
authonsatIOn cntena consIsts of educatIOnal quahficatlOn, expenence,
financIal solvency and mterview performance SEBI subsequently decIded
that the cand1dates should undergo a wntten test whIch should also form
part of the selection process for new members New exchange members are
the only Industry partIcIpants who are reqUIred to go through a qualIfication
examInation

Tms process of ensunng-a IDimmum standard IS already establIshed m most
of the developed markets and IS bemg Introduced In the emergIng markets
around the world The Umted States started thIS process In the late 1950s
WIth a SIngle test As the testmg process developed over time, tests were
adjusted to the reqwrements of the market, wmch was gradually becomIng
more complex, to match the level of knowledge and skIll reqUIred for the
se.:untIes Industry for speCIfic market areas and for dIfferent functIOnal
levels For example, the U S now has twenty two separate secunties tests
for supervIsors and sales people The Umted Kmgdom started WIth one test
In the mId 1980s, and now has testmg and certIfication for" anous market
profeSSIOnal,,> Other countnes lIke ZambIa and IndonesIa etc have begun
certIfication eIther by testIng or through speCIalIsed courses followed by
testIng Countnes lIke Sn Lanka, Tanzama, Lithuama etc, have also
IrntIated thIS process to unprove the qualIty of theIr markets

Takmg mto account the InternatIonal expenence and the needs of the IndIan
markets, SEBI conSIdered CertIficatIOn by eXamInatIOn for persons operatmg
m the markets by one smgle test to begIn WIth

The CommIttee released a consultatIve paper In January 1997, presentIng
the VIews of the CommIttee on the vanous relevant Issues Comments were
receIved from several orgamsatIons, mstItutIOns and mdlvlduals The
CommIttee obtamed the comments of the market partICIpants, mvestor
assocIations, professIOnals etc on the vanous Issues before finalIsmg Its
report The CommIttee places on record ItS appreCIatIon for all those who
responded to the consultative paper

SECURITIES AND £\CHAN6E BOAfU) OF I~DIA
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THE COMMITIE£. FOR CERTIFICATION

WIth a VIew to Improve mvestor protectIOn through better qualIty
mtermedIatIOn, ChaIrman, SecuntIes and Exchange Board of IndIa set up a
CommIttee, to lay down standards of certIficatIOn for persons operatmg m the
capItal market The followmg were nommated on the CommIttee

Shn VIJay Ranjan, Executive DIrector, Secuntles and Exchange Board of
IndIa, ChaIrman ...
Shn N J Yasaswy, Instltute of Chartered Fmancial Analysts of IndIa -
Member
Dr Thinpal RaJu, UTI Institute of Capital Markets - Member
Shn Uday S Kotak, Kotak Mahmdra Fmance Company Ltd - Member
Shn AJIt Day, Member, Calcutta Stock Exchange - Member
Shn K N AtmaramaIll, Tata Asset Management Company Ltd - Member
Shn VlVek Kulkarm, DIvISIOn ChIef, SecuntIes and Exchange Board of IndIa
- Member Secretary
Ms Ruehl ChoJer, Officer, SecuntIes and Exchange Board of IndIa [ after
Shn VIvek KulkarnI's proceedIng to CRISIL on deputatlon]

SECURITIES AND EXCHAN6E BOA/W OFINDIA
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THE OBJECTIVES OF THE COM...'vUTTEE

The Tenns of Reference of the Commlttet' was to prescnbe m gpneral the
standard of knowledge necessary for clIffeJ ent types of specIalIsed functIOns In
the secunty mdustry at operational and supervIsory levels The CommIttee
v. as also to outlme the ehgIbilIty cntena for the candIdates, testmg process
and other admInIstrative detaIls related to the proposed process

The CommIttee was specIfically reqmrf'd to look mto the followmg

1 To Identify a process by whIch general standard would be rdlsed
2 To IdentIfy the ehgIbIlIty cntena for applIcants for the testmg process
3 Any exemptions from the reqwrements of talung the ~estmg process
4 To prepare the syllabus and deSIgn the testIng process
5 To oversee the preparation ofthe study matenal
6 To recognIse the mstItutIon/s that could conduct the tests
7 To lay down the procedures for aWdrd of certificates
8 To define the code of conduct for those who qualIfy
9 To deCIde on contmuous testing cntena for updatlOn of skIll ....
10 To set up procedures for updatlOn of exammatIOn, If reqUlred

SECURITIES AND £A. CHAN6E BOARD OFI¥D/4
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ANALYSIS OF ISSUES AND RECOMMENDATIONS

The CommIttee met on several occaSlOns and IdentIfied Issues that n<>eded to
be focused upon These Issues were lIsted based on the eXlstmg qualificatIOn
standards of the IndIan capItal market mtermemanes, prevalent certIficatIOn
systems m the mternatIonal capital markets and the current and future
needs of the Inman capItal markets These Issues were dIscussed \\ lth the
objectIve of developIng a SUItable model for the IndIan market whIch would
l)e m lIne wIth mternabomtl standards

After due delIberations, the COIIlDllttee decided that an exammatIon
based certlfication system is Ideal to meet the needs of the IndIan
capital markets. GIven below are the essentIal features of thIS system, the
Issues listed and dIscussed by the CommIttee and the recommendatlOns of
the CommIttee

1.0 Essential Features of the Certification Programme

1 1 Certification Voluntary or Mandatory

Dunng the delIberatIons of the CommIttee, It was felt that there IS a need to
establIsh a baSIC mInimum standard for all persons operatmg m the mdustry
However, the Committee felt that thIS should be pursued as a longer tenn
objectIve and to begm With such certlficatlOn should be accepted by the
market as a value addItIon to their qualIty of mtermedlatlon, thus makmg
the testmg process voluntanly acceptable Voluntary testIng InItlally would
also ensure that the qualIty and standard of the test shall be designed to
attract mdustry partICIpants

However, the CommIttee was firmly of the OpInIOn that though the test
should be voluntary to begin with, considering the importance of
developing and maintaining a minimum acceptable standard of
intermediation, it should be made a mandatory requirement for
operating m the industry, from an appropriate future date

The Committee recommends that,

• the test be offered on a voluntary basis in the imtla1 penod
and the test be so designed that the market perceIves value
addition in the quality of intermediatIon

• the test be made a mandatory requirement after a penod of
two years from the date of the first test

SECUIUTIES AND EXCHANfiE BOARD OFINDIA
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1 2 Rules regarding mandatory testing

The CommIttee dIscussed at length about the pos:'lbIhty of makmg all the
staff employed \\ lth mterrnedianes take the test, and consIdered the expected
1esponse from the market, the hardshIp for persons already operatmg m the
mdustry on the date of ImplementatIOn of mandatory testmg and the
admInIstratIve Issues In conductmg a test for a large number of people

The CommIttee also dIscussed the course cUrrIcula of profeSSIonal
exammatIOns and the .skIll reqUIrements of market Intermedmnf's "nth
reference to the knowledge of operatiOns and procedures of the secuntles
market

The COmtnlttee recommends that after the date on winch thiS test
becomes mandatory,

• every person regardless of the qualificatIons they possess shall
be required to pass the certification test prior to seeking
employment WIth a capital market intermediary, subject to
the conditions laid down below

• no person shall be employed by a capital market
mtermediary unless he / she has passed the certification
test or passes the certification test Wlthm a period of 12
months from the date of employment

• two persons or 20% of the eXIstIng staff, whichever IS

higher. employed WIth the capital market Intermemary
shall have to obtain the certificate WIthIn 12 months
from the date on which the test becomes mandatory

• any person who has not been active m the secunties
markets i e who has not been employed WIth a market
Intermediary or who has not been self employed in the
industry, for a period of two years or more, shall be
required to pass the certification test. WIthin a penod of
12 months from the date of reemployment

1 3 ExemptIons

The CommIttee consIdered testing for mterrnedlanes that ha\ e been actIve m
the secuntIes Industry and felt that due to the fast pace of development In
the IndIan capItal markets even these persons need to upgrade theIr skIlls
and the test shall add value to them It was also felt th'lt even though

SECURITIES AND V. CHANGE BOARIJ OFINDIA 7
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certam exemptIOn" mdY be neces'3ary keepmg m VIew the IndIan market
condItIons, these exemptIOns should be II'InImal

The Commlttee recommends that. exemptIon from the requirement
of mandatory testing be granted only to those persons who have
attained the age of 50 years on the date when the test becomes
mandatory and have an experience of at least 10 years in the capital
market at that time. being employed WIth a SEBI registered capital
market intermediary

,...
1 4 Single or Multiple Testing

The CommIttee, In Its dehberauons, felt that the secuntles mdustry has
dIfferent speciahsatJons whIch reqUIre dIfferent levels and nature of slull'3
and knowledge fo.... dIfferent partIcIpants For example, an employee of a
merchant banker reqUIres dIfferent slulls than an employee of a regIstrar or a
broker Each mtermedlary takes deCISIons regardmg sUItabIlIty, whIle
selectmg employees for dIfferent speCIalIsed functIOns However, m the
absence of any nummum cntena test, as IS bemg proposed now, the
mtermedlary does not have an assured mInImUm level of slull or knowledgE'
of the prospectIve employees to choose from In thIS context, therefore, the
CommIttee felt that each of these functIOnal segments, should be tested
separately for theIr respectIve skills and the reqUired levels of knowledge

Hov.ever, the ComIDlttee agreed that such speCIalIsed multIple testmg should
be a long term obJectIve, after the concept of testmg and the attendant
benefits to market players are WIdely accepted

Therefore. the Comnuttee recommends that,

• the certification exam system be mtroduced WIth a Single
common test for all market intermedIaries

specialised tests should be introduced for dIfferent market
participants at a later date as reqUIred by the market
conditions

• the Self Regulatory OrganisatIons. J.f any, of the specific
market segments for which specialised testmg IS to be
introduced, be involved by SEBI in developmg the syllabus at
the time such specialised testing is mtroduced
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1 5 Period ofValidlty

The Committee recommends that the certificate will be valid for lIfe
and the candidate will not be expected to take the test again, as
long as hel she is actIve in the securities industry The term
'active' shall mean that the person after obtaining the certificate at
any time has not been inactive for a period of two years

However, the CommIttee felt that WIth the mtroductIOn of new functIOnal
areas In the secuntles mdustry specIahsed skIlls would need to be developed
by market partICIpants employed m these areas

The Committee recommends that SEBI should prescnbe specialIsed
tests as a precondltion for intermedianes operating m new markets
and in new products such as derivatives, etc. at a later date

1 6 Action in case of non comphance

The CommIttee feels that It IS Important that SEBI form and Implement
penalty measures for non complIance WIth the testmg reqmrements

The Committee recommends, therefore, that the intermediary that
violates the minimum number of certified employees norm shall be
deregistered from the date of the said violation

17 Syllabus

The Ce~tlficatIOn test IS Intended to safeguard the Investmg pubhc b)
ensunng that the mtermedianes they are deahng WIth are competent to
perform theIr fllnctIOns The exammatIOn wIll seek to mea<;ure whether 3.

candIdate possesses the reqmsite knowledge and skIlls to competently
perform the cntlcal functIons

Cntlcal functIOns performed by mtermedianes m theIr deahng WIth the
mvestmg publIc were Identified and delIberated upon by the CommIttee
Proceedmg from Its delIberatIOns, the CommIttee Identified the speCIfic areas,
the knowledge m whIch was conSIdered essentIal to perform each cntical
functIOn competently

The syllabus for the test and the test process have been formulated keepmg
m mmd the educatIOnal level and the functIOns performed by the
mtermedlanes The syllabus therefore, should prove usefUl as a means of
understandmg the purpose and nature of the e:xam and an mtroductIOn and
gmde to the baSIC subjects tested by the exam

SECUIUTIES AND EXCHAN6E BOARD OF INDIA
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The test WIll cover relevant areas so that the mtermedlanes are able to
dbsess the mvestors nsk profile, suggest a menu of mvestment cho_ces, help
the Investor wIth the paper work, appraIse them of theIr nghts and gUIde
them m remedYIng theIr mvestment problems

The committee recommends a syllabus that has seven sections
broadly categorised as Investor Prome. Investment Products.
Investment Math, Investment Procedures, Rules & Regulations.
Investor Protection, Ethics & Codes of Conduct The syllabus is
attached to this document as Appendix A.

1 8 Eligibility

The CommIttee felt that persons should be encouraged to augment and
supplement theIr knowledge through the test wIthout concern for theIr
educational or occupational quahficatIons Therefore, the CommIttee after Its
delIberatIOns proposed that there IS no need to prescnbe any pre qualIficatIOn
ehgIblhty reqUIrements

The Committee recommends that the examination can be taken by
anyone, irrespective of qualifications. age, employment or
experience. However, the syllabus and the examination have been
designed for candidates with at least 12 years of schooling

2.0 Administrative Structure

The CommIttee for CertIficatIon recommends the followmg admmlstrat1\ e
structure for effiCIent Implementation of the proposed exammatlOn babed
certficatIOn system

2 1 Standing Committee

The COIDIDlttee recommends that a Standing Comnuttee may be
formed to take further decisions for enhancing profeSSional
standards in the securities industry

Functwns

The functIOns of the Standmg CommIttee should Include the followmg

• penodlcally revlewmg
• the syllabus,
• testmg standards,
• the exammatIOn patterns

SECURITIES AND EXCHAN6£ BOAfll) OFINDIA
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• the test admInIstratIOn and

• sponsonng and developmg a Self Regulatory body to take over the role
of the CommIttee

The Constltutwn

The Standmg CommIttee may be appomted by ChaIrman, SeruntIes dnd
Exchange Board of IndIa Persons WIth hIghest standards of profesSIOnal
achIevement m publIc, pnvate, or academIC sector may be appomted

• The Standmg CommIttee should be broad based v,Ith representatIOn
from dIfferent regIOns, stock exchanges and mtermedIanes WIule
constItutmg the CommIttee, faIr representatlOn should be gIven to
mtermedianes, academIC researchers, mvestor representatIves and
profeSSIOnal bodIes

• ImtIally the CommIttee may have 3 members from amongst
mtermedIanes, 2 researchers, one mvestor representatIve and two
representatives from the profeSSIOnal bodIes

• Rules should be created that would allow that the memberc; bp
removed for any profeSSIOnal mIsconduct, wIth t\.. 0 thIrds of th(.
CommIttee approvmg the removal

• A SUItable officer of SEBI should be appomted as Chairman dnd
secretanal aSSIstance be prOVIded by SEBI

• The CommIttee may co-opt any person for speCIfic meetmgs The co
opted members should have no nght to vote, but theIr VIews should be
recorded m the mmutes

2 2 Examination COmmIttee

The Comnrlttee also recommends that an EXaInlllatlOD Committee
be fonned by SEBI

Functwns

The e:x.ammatIOn CommIttee shall be responsIble for the follo\.. mg functlOTlc;

• mamtaIrung an exhauc;tIve questIOn bank,
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• updatmg lIsts of professors of reputpd busmess schools and semor
executIves of reputed mtennedlanp<., ,"-ho WIll partIcIpate m setting
questions,

• decIding the weightage for each sectIOn and reVIev. mg the syllabus,

• revIewmg the performance of the specIalIsed agency appomted to
admmister the test and proposmg changes If necessary

This CommIttee muSt function as an autonomous body and should
not be a sub-commIttee of the Standing COmmIttee

The ConstLtutwn

• The E>..ammatIOn CommIttee may be constItuted out of the Standing
CommIttee WIth some addItIOnal members

• ThIS CommIttee should be appomted for specIfied penods

• The CommIttee may have five members, two professors of prestIgIOus
management schools, two mtennedianes and one reguJator

• The CommIttee should mamtam the highest standards of profeSSIOnal
mtegnty

2 3 Secretariat

Ch<urman, SEBI may appomt a SUItable officer and a secretary to provIde the
secretanal aSSIstance to the CommIttee The Secretanat wdl be responSIble
to process all the admInIstratIve work related to the e>..ammD.tlOn

3.0 Essentialfeatures of the test

3 1 Structure

The CommIttee feels the test should examme the entry Ie\ el knowledge of
selected functIons based on the mimmum cntena reqmred for entenng the
secuntIes mdustry The CommIttee also feels that the emphaSIS m the
proposed test should be on basIc concepts rather than rnemorv testmg

Therefore, the Commtttee recommends that,

• a multiple choice test should be offered
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• the Inlllimum passing score may be kept at 70% However. the
weightage for each section shall be notified In advance for the
benefit of the candidates

• the test can initially be admmistered in cIties WIth stock
exchanges

32 Standard

The CommIttee felt that the standard of the test has to be suffiCIently hIgh
for the applIcants and the employers to fpel that the test adds value At the
same time the test should be based on the mmimum cntena that a person
employed m the mdustry needs to have ThIS balance IS essenhal for the
success of the test

The process of mamtaJ.mng the quahty of the test should be contmued even
after the first test has been admInIstered as expenence IS gathered m the
area

The Committee feels that
formulate the test, taking
sufficiently mgh standards

3 3 Admmistration

the Examination CommIttee should
into account the need to maintain

The test IS best admInIstered by a specIalIsed agency The CommIttee
consIdered the abIlIty of the Institute of Bankmg Per'3onnel Selection,
Mumbal for the purpose of adminIstenng the test In the opmIOn of the
CommIttee the mstItute has the nght mfrastructure to handle all aspects of
test admInIstratIOn They ammllister the lIM entrance eAam as well as the
State Bank of IndIa probatIOnary officers exam They ha\ e several other
publIc and pnvate sector chents In the recent S B I probatIOnary officers
entrance exam, the mstItute handled 35 lakh apphcants The mstItute has
12 faculty members specIahsed m psychometnc analySIS The mstItute has a
capaCIty to handle all aspects of test adnullistratIOn mcludmg co-ordmatIOn
WIth the ExammatIOn CommIttee, mamtammg a questIOn bank, generatmg a
random questIOn paper, pnntmg the test booklets, processmg the
applIcatIOns, conductmg exams all over IndIa, tabulatmg and declanng
results and mamtammg the data base of both a.pplIed and successful
candIdates The mstItute IS WIllIng to partiCIpate m the proposed actiVIty

Though the final decision on the agency hes Wlth the StandIng
CommIttee, thIS Committee recommends that the InstItute of
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Banking Personnel Selection. Mumbai. may be used to conduct the
proposed test

3 4 Frequency

The Committee recommends that.

• the tests should be conducted twIce a year. at an apprOXImate
frequency of six months

....

• the frequency of the test can be increased. dependlng on the
response from the market and the number of apphcant
candidates

3 5 Application form

Informatwn to be collected

The Committee recommends that. the applicatton form should
require applicants to provide all relevant information about
their educational background and experience as well as
information that would confirm the identity of the appbcant

Penalty for false mformatwn

The COIIlIIl1ttee also recommends that. SEBI shall lmpose
penalty of decertification for those persons who prOVIde false
lnformatton in the applicatIon form

36 Fmance

The certificatIon work should eventually pass on to a Self Regulatory body
and therefore the project has to be self financmg The mam source of revenue
would be the exammatJon fee

The fees should be suffiCIent to create and mamtam a hIgh standard of
testmg and admmIstenng the exam

The CommIttee has proposed a system whIch would reqUIre keepmg of
records of successful candIdates on a contmuous baSIS as opposed to the other
tests whIch are one time tests and the records of successful candIdates are
not kept after the process of testmg IS over for the year
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Also, the preparatIOn of a challengmg questIOn bank for thIS test would be d

costly exerCIse The other tests lIke the IIMs, bankmg entrance etc are
aptItude tests where a number of questIons can be offered wIthout much
repetItIOn The certIficatIOn test questIOns are expected to be more dIfficult to
set as the questIOns have to be restncted to the specIalIsed functIOns as
defined by the testmg cntena The servIces of professIOnals from premIer
mstItutes and also of reputed pnvate consultants are reqwred whIch wIll
make the test preparatIOn more expensIve

In view of these reasons the Committee recommends that an
"examination fee of Rs 1500j- be charged from the apphcants

4.0 Issue ofCertificates

The Committee recommends that.

• each successful candidate should receive a certificate sIgned
by the Chairman of the Examination Committee and the
member secretary

• tWs certificate should have a unIque number that shall be
used by the Committee to maintain the database of certIfied
candidates on a permanent baSIS

Sdj-
Shri AJIt Day

Sdj-
Shn N J Yasaswy

Sdj-
Shn K N Atmaramanl

Sdj-
Shri Uday S Kotak

Sdj-
Shri ViJay Ranjan

SECURITIES AND EXCHAN6E BOARD OF iNDIA

Sdj-
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SUMMARY Of RECOMMENDATIONS

1.0 Essential Features of the Certification Programme

1 1 Certification Voluntary or Mandatory

The CommIttee recommends that,

• the test be offer~d on a voluntary basIs m the ImtIal penod and the
test be so desIgned that the market perceIves value addItion m the
qualIty of mtermediatIOn

• that the test be made a mandatory reqmrement after a penod of h','o

years from the date of the first test

1 2 Rules regarding mandatory testing

The CommIttee recommends that after the date on whIch thIS test become....
mandatory,

• every person regardless of the qualIficatIOns they possess should bt
reqUIred to pass the certificatIOn test pnor to seekmg employment
WIth a capItal market mtennediary, subject to the condItIOns lmd
down below

• n::> person shall be employed by a capItal market mtermedIaJ Y
unless he / she has passed the certification test or passes tht
certIficatlOn test withm a penod of 12 months from the date of
employment

• two persons or 20% of the eXIstmg staff, whIchever IS hIgher
employed WIth the capItal market mtennediary shall have to
obtam the certificate withm 12 mont:1s from the date on v.ruch
the test becomes mandatory

• any person who has not been actIve In the secunties markets 1 L

who has not been employed WIth a market mtermedIary or v.l 10

has not been self employed m the mdustry, for a penod of t\"O

years or more, shall be reqmred to pass the certIficatIOn tt>"t
withm a penod of 12 months from the reemployment

SECURITIES AND EXCHAN6E BOARD OF INDIA
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1 3 ExemptIons

The CommIttee recommends that exemptIOn from the reqUIrement of
mandatory testmg be granted only to those person" who have attamed the
age of 50 years on the date when the test becomes mandatory and have an
expenence of at least 10 years In the capItal market at that time, bemg
employed WIth a SEBI regIstered capItal market mtermediary

1 4 Single or Multiple Testmg

The CommIttee reccmnrends that,

• the certificatIOn exam system be mtroduced, WIth a smgle common test
for all market mtel medianes

• specIalIsed tests should be Introduced for dIfferent market partiCIpants
at a later date, as requIred by the market condItIOns

• the Self Regulatory OrgamsatIons If any of the speCIfic market
segments for wluch specIahsed testmg IS proposed to be mtroduced, be
Involved by SEBI m developmg the syllabus at the tIme such
specIalIsed testIng IS mtroduced

1.5 Penod of Validity

The CommIttee recommends that the certIficate wIll be valId for lIfe and the
candIdate WIll not be expected to take the test agaIn, as long as hel she IS

actIve m the secuntIes mdustry The term 'actIve' shall mean that the person
after obtammg the cer1J.ficate at any tIme has not been mactlve for a penod of
two years

The CommIttee recommends that SEBI should pre~('nbe specialIsed tests as
a precondItIon for mtermedIanes operatmg m ne'" markets and m ne\',
products such as denvatIves, etc, at a later date

1 6 ActIon in case of non comphance

The CommIttee recommends that the IntermedIary that VIolates thL
mInImUm number of certIfied employees norm ~hou]d be deemed to be
automatIcally deregIstered from the date of the saId vlO]atlOn
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1 7 Syllabus

The commIttee recommends a syllabus that has Sc\ en sectIons broadl)
categonsed as In\ estor Profile, Investment ProductE, 1m estment Math
Irn estment Procedure,>, Rules & RegulatIOns, Investor ProtectIon, EthIcs &.­
Codes of Conduct The s) llabus IS attached to thIS document as annexure A

The CommIttee recomIpends that the exammatIOn can be taken by anyone,
IrrespectIve of qualIficatIOns, age, employment or expenence However, the
syllabu1:> and the exammatIOn have been desIgned for candIdates vdth at least
12 years of schoolmg

2.0 Administrative Structure

The CommIttee for CertIficatIOn recommends the fall 0\\ mg admInIstratI\ e
structure for effiCIent ImplementatIOn of the proposed <. xammdtIon based
certIficatIOn system

2 1 Standing Committee

The CommIttee recommends that a Standmg CommItt('e may be formed to
take, further decIsIOns for enhancmg profe~SlOn'11 stand,:n d~ m the secuntlC ....
mdustry

FunctIOns

The fUflctlons of thIS commIttee should mclude the follO\-\ mg

• penodIcally re\ IC\\ mg

• the syllabus,
• testmg standards,
+ the exammatIOn patterns,
+ the test admInIstratIOn, and

sponsor'ng and developmg :1 Self Regulato!) bod\ to take 0\ er the rolL
of the commIttee
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The Const~tutwn

The Standmg CommIttee may be appomted by ChaIrman Secuntle<, and
Exchange Board of IndIa Persons wIth hIghest standards of professIOnal
achIevement m publIc, prIvate, or academIc sector may be appomted

• The Standmg CommIttee should be broad based wIth representatIOn
from dIfferent regIOns, stock exchanges and IntermedIanes

• WhIle constItutmg the commIttee, faIr representatIon should be gIVen
to mtermedIanes, academIc researchers, Investor representatives and
professIOnal bodIes

• ImtIally the CommIttee may have 3 members from amongst
mtermedIanes, 2 researchers, one Investor representatlve and two
representatIves from the professIOnal bodIes

• Rules should be created that would allow that the members could be
removed for any profeSSIOnal mIsconduct, WIth two thIrds of the
commIttee approvmg the removal

• A SUItable officer of SEBI should be appomted <l" Chairman md
becretanal aSSIstance be provIded by SEBI

• The commIttee may co-opt any person for specIfic meetmgs The co­
opted members should have no nght to vote, but theIr views should be
recorded In the mmutes

2 2 Examination Committee

The CommIttee also recommends that an ExammatIOn CommIttee be to! nH d
by SEBI

Funetwns

The ExammatIOn CommIttee shall be responsIble for the followmg functlOns

• mmntmrnng an exhaustIve questIon bank,

• updatmg lIsts of professors of reputed busmess schools and '-,CnIor
executIves of reputed mtermedIanes who wIll participate In ..,( ttmg
questions,

• decIdmg the wmghtagt f01 each sectIOn and revIewmg the '-,\ Illbu,->
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• revIewing the perfonnance of the specIalIsed agency appomted to
admInIster the test and proposmg changes If necessary

ThIs commIttee must functIOn as an autonomous body and should not be a
sub-commIttee of the Standmg CommIttee

The Constltutwn

• The ExammatIWl CommIttee may be constituted out of the Standmg
CommIttee or WIth addItional members

• ThIs commIttee should be appomted for speCIfied penods

• ThIs commIttee may have five members, two professors of prestIgiOUS
management schools, two mtennedianes and one regulator

• The commIttee should mamtam the hIghest standards of professIOnal
mtegnty

2 3 Secretariat

Chmnnan, SEBI may appomt a SUItable officer and a secretary to prOVIde the
secretanal assIstance to the commIttee The Secretandt wIll be re~ponslblc

to process all the admInIstrative work related to the exammatIOn

3.0 Essentialfeatures of the test

3 1 Structure

The CommIttee recommends that a multiple chOIce test should be
otIered

The CommIttee also recommends that the mInImUm passmg score may
be kept at 70% However, the w€lghtage for each sectIOn shall be
notified In advance for the benefit of the candIdates

The test can ImtIally be admInIstered In cItIes WIth stock eAchanges
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32 Standard

The CommIttee feels that the ExammatIOn CommIttee should form the
test takIng mto account the need to mamtam suffiCIently hIgh
standards

3 3 Administration

Though the final decIsIon on the agency lIes wIth the Standmg CommIttee,
thIS CommIttee recommends that the JnstJtute of Bankmg Personnel
SelectIOn, Mumbro. may be used to conduct the proposed test

3 4 Frequency

The CommIttees recommends that the tests shoulJ be conducted bi annually
at an approXImate frequency of SIX months

3 5 Application form

InformatlOn to be collected

The CommIttee recommends that the applIcatIOn form should ask for
all relevant mformatIon about the candIdates educatIOnal background
and expenence as well as mformatIOn that would confirm the IdentIty
of the applIcant

Penalty for false mformatlOn

The CommIttee also recommends that SEBI should Impose penalty of
decertIficatIOn for those persons who prOVIde false mformatIOn 1[1 the
applIcatIOn form

36 Finance

The CommIttee recommends that an exammatIOn fee of Rs 1500/- be charged
from the applIcants

4.0 Issue ofCertfficates

The CommIttee recommends that each successful candidate should recen e a
certIficate SIgned by the ChaIrman of the ExammatIOns CommIttee and th('
member secretary
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The CommIttee also recommends that thIS certIficate should have a umque
number that shall be used by the CommIttee to mamtam the database of
certified candIdates on a permdnent basIs

SECURITIES AND EXCHAR6£ BOA/W OFiNDJA



APPEND LX

Draft Syllabus for Certification Test

The Report 0..( the Committee for Certification
ofIntennediaries in the Capital Market

Securities and Exchange Board ofIndi~
Primary Market Department

January, 1998, Mumbat



REPORT OF THESEEI COMMITTEE FOR CERnFICA nON

SECTION I lNYESTOR PROfiLE

The purpose of thIS sectIOn IS to mtroduce elementary techlllques to determme the
mvestors profile The profile would contam the mvestors basIc famIly InfOrmatIOn,
mcome, present portfolIo and nsk tolerance Based on a sImple questIOnnaIre the
mvestors nsk taking abIlIty would be assessed Appropnate class of Investments
would then be recommended to the mvestor The sectIOn prOVIdes detaIls on
obtammg customers, apptopn2te commUnICatIOns, mvestor mformatIOn, nsk profile
m the followmg paragraphs

Obtammg Investors, CommulllcatIOIls to Investors, General standards of
truthfulness and good taste, RecommendatIOns of secuntIes, dIsclosure of current
pnce, market makmg, other relevant mformatIOn, AuthenticatIOn of
commUnICatIOns, EthICS and Code of Conduct that govern solicItatIOns, mvestment
adVIce and advertIsements

Obtammg Investor mformatwn, An adVIsor (Broker, Sub-broker, PortfolJO Manager)
should take reasonable steps to ascertam detaIls covermg the Investor n"k profile,
finanCIal profile, social profile Investor IdentIfication detaIls, famI!) InLOme,
employment, age, mvestments, other assets, finanCIal lIabIlItIes, other
responsIbIlItIes, social standmg, mvestment honzon, nsk takmg abilIty etc

Investment Product RLSk classLficatwn DIfferent products have ddTertnt degrees of
nsks An understandIng of these IS reqUIred for prOVIdIng the best advIce to the
mvestor FIxed Income Investments (Government (PublIc Sector) and Pnvate
Sector), Tax Onented Investments, Growth Investments, Speculatl\ e Imestments

Provldmg Best Advlce to the Investor, In lme \'v Ith Inve~tor necd~ Should not make
any speCIfic recommendatIOn WIthout determmmg SUItabIlIty for the Investor,
should mform relevant facts to mvestor before mvestmg, to be satIsfi€'d that no
otller hptter mvestment Opportulllty IS aVaIlable

Investor agreement

Best Executwn of Orders (best pnce, best advantage to mvestor)

SECTION II INVESTMENT PRODUCTS

The purpose of thIS sectIOn IS to Introduce an array ofmve~tmentprOd\l( \~ that rangt
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from nsk free government secuntIes, corporate debentures, stocks to speculative
mvestments lIke plantatIon schemes The products are pnmanly clasSIfied mto FIxed
Income, Mutual Funds, Shares and Speculatlve Investments The nsk return trade
off of each mvestment IS also explored The mformatIOn presented In thIs sectlon WIll
help the applIcant m recommendmg the nght Investment for an Investor ThIs
recommendatIOn Will of course depend on the mvestors nsK profile whIch was
explored m SectIOn I

FLxed Income Investment products Bank depOSIts, Central Government Se< untIes,
State Government SecuntIes, Bonds Issued by Local AuthontIes, Rehef Bonds, IndIra
Vikas Patra, PublIc sector bonds, CumulatIve Term depOSIts (CTD), Treasury bIlls,
CommercIal Paper, BIll of Exchange (hundI), CertIficates of DepOSIts, NatIOnal
Savmgs CertIficates (NSC), PublIc PrOVIdent Fund, NatIOnal SavIngs Schemes,
Retllement benefit plans, Post office small savmgs scheme, Company Debentures
Company fixed depOSIts, Deep DIscount Bonds, Secured PremIUm Notes, Floatmg
Rate Note (FRN), Zero Coupon Bond, Zero-Coupon ConvertIble Bond, STRIPS

Features of fixed mcome products Amount of Investment, Face Value / Par Value /
Issue Pnce, PenodIcIty, CumulatIve and/or Non-Cumulative, Matunty,
DenommatIOn, Interest Rate / DIscount / YIeld, Safety, CredIt Ratmg, Secured I
Unsecured, ConvertIble I Non-convertIble, Put and Call OptIOns, ConverSIOn Time/s,
ConverSIOn Pnce, PremIUm, Front-end DIscount, Interest Payment Penods,
RedemptIOn / WIthdrawal Terms, Premature WIthdrawal Terms, Loan aVallabilIty,
Taxation, Persons elIgible to Invest etc

Mutual Funds Types and features, Asset Management Company's Offenng Funds
(AMCs), Close-end funds, Open-end funds, Growth funds, Income funds, Balanced
funds, Index funds, Money market mutual funds, Eqwty Lmked Tax Savmg Schemes
(ELSS), Sectoral fund, Off-shore fund/country funds, SpeCIalIty funds, Small
comparues funds, InternatIOnal funds, US 64 etc

Shares Preference shares, EqUIty Shares, Warrants - ExerCIse pnce, tIme lImIt
number of shares / bonds per warrant, pnce of warrant, detachable warrants,
attached warrants, puttable warrants, naked warrants, RLghts on eqUIty shares­
RIghts Railo, RIghts Pnce, Pnce of underlymg Assets, Ex-nghts pnce, Cum-nghts
pnce, Book Closure, Global DeposLtory Recerpts (GDRs), AmerLcan DeposLtory Recelpts
(ADRs)

Speculatwe Investments Tlus sectIOn mtroduces beveral leveraged mstruments
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Readers are expected to know elementary detaIls

Futures FInancIal futures, standarwzed, cash pnce, futures pnce, contract tIme,
delIvery date, Optwns Call optIOn, put optIon, stnke pnce, buyer, optIOn wnter,
Greenfield venture schemes m plantatwns, real estate mvestments

RLSk Secunty speCIfic, busmess, mterest rate, InflatIOn, exchange rate, polItIcal,
hqUldIty and credIt nsk, nsk free rate of return, market rate of return, nsk premIUm,
nsk return trade off of mvestment products, ellementary pnncIples and advantages of
dIverslficatIOn

SECTION III iNVESTMENT MATHEMATICS

TIus sectIOn deals WIth basIC concepts and quantItatIve tools, helpful m the
understandIng and mterpretatIOn of mvestment mfonnatIOn aVaIlable from the
finanCIal press and finanCIal product lIterature

Tenntnology

Bonds and Debentures SImple YIeld, current YIeld, YIeld to matunty, redemptIOn
YIeld, coupon rate, pnnclpal, face value, matunty, dIscount, premIUm, SImple mterest,
compound mterest, quarterly compoundIng, semI annual compoundIng, duratIOn,
conversIOn premIUm

Eqwty Shares Share pnce quotatIOn, return on eqwty mvestment, earnmg per share,
dIvIdend YIeld, cash earrung per share, pnce to earnmg ratIO (earrungs multIple),
dIluted PIE, adjusted EPS, fully dIluted EPS, book value, market pnce, mtnnsIC
value, dIVIdend YIeld, capItal gam, value of a 'nght', value of 'bonus', capItalIzatIOn
rate, cost of eqwty, cum dIVIdend pnce, ex dIVIdend pnce, IrutIal publIc offenng, offer
pnce, beta

Tlme Value Present vaIt..e, future value, compound value, annwtIes, amortIzatIOn,
dIscount rate, Internal rate ofreturn, equal monthly Instalments

Stock Exchange Indzces Names of Important IndIces, compOSItIon of IndICeS,
dIfferences between vanous mdIces, baSIC applIcatIOn of IndICeS

Mutual Funds AmortizatIOn of front end fees, net asset value, dIscountJ premIUm to
NAV, Impact ofloadmg on returns
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Warrants, Futures, Optwns, Swaps, GDRs, ADRs, ECBs, Rlghts ExerCIse pnce of a
warrant, time Inmt, naked warrants, puttable warrants, cash pnce of a future,
futures pnce, cost of carry, contract tIme, delIvery date, call optIOn, put opbon,
exerCIse pnce of an optIon, optiOn premmm, mtnnsIcvalue of an optiOn, m the money
option, out of the money optiOn, optIOn wnter, opbon holder, mterest rate swaps,
currency swaps, fixed rate, floatmg rate, matunty of a swap, swap payment, ISsue
pnce of a GDRlADR, GDR RatiO, premmm/ dIscount of a GDRlADR, underlymg asset
m a GDRJ ADRI denvatIve, nghts ratIO, nghts pnce, ex nghts pnce, cum nghts pnce,
nghts closure, bonus closure

Fmancwl Statements Net worth, current assets, current lIabIlIty, debt to eqUIty ratlO,
current ratio, margin, turnover ratios, cost of capItal

Taxatwn Personal Income Tax, Tax planrung mvestments, pre tax return, post tax
return

General IIbor, baSIS pomts, credIt ratIng, InflatIOn rate, real rate of mterest, capItal
adequacy

Baste Investment calculatIons

Bonds, term loans and Debentures SlInple and compound mterest rate calculatlOn~,

bond YIeld calculatiOns, annilltIes and amortizatlon, YIeld calculatiOns, nskmee,,~

(credIt nsk, hqillmty nsk, mterest rate nsk, InflatiOn nsk), readmg financIal tables

Mutual Funds Total market value, net asset value, offer pnce, sales charge

Data Sources Annual reports of compames, stock exchange publIcatIOns, C\IIE

Investme'1t declswn makmg Pay back penod, mternal rate of return, net present
value, return on Investment

Calculatwns that help m mterpretatwn of financwl mformatwn RatIOS In finanual
statements, SImple finanCIal analySIS (tIme senes, cross sectIOnal), Du Pont chart
common SIze Income statement and balance sheet

APP£NDiX PA6E A 4
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pubhcatlOns, RBI economIC statIstIcs, financIal daIlIes, financwl magazmes,
brochures, brokerage research publIcatIOns, financIal teleVISIOn programmes, data
banks, newsletters, credIt ratmg agency mfonnatIOn, on lme data sources (e g
Reuters, Bloomberg)

Data mterpretatwn
Readmg, understandmg and mterpretmg financwl statements brochures on new
ISSUes, newsletters to mvestors, mterpretatIOn of credIt ratmgs, DefiCIenCIes m usmg
documented m{ormatwn on standardIzatIon of data and defirntIOns, non adjustments
for nghts, dIVIdends, bonus, non representatIve samples m data reportmg,
mappropnate compansons ( ansmg out of SIze effect, dIfferences due to dIffenng
accountmg pohcIes, nature of busmess, non - comcIdence of accountmg penods,
speCIal conSIderatIons due to geograplucalloc&tIons of the finns, etc)

Mlsunderstandmg of some financwl mdlcators An IllustratIve list EconomIC worth
of book value, Investment at cost, Valuation of fixed assets, DepreCIatIon as a source
of funds, Pnce Earmngs ratio, Accountmg earrnngs per share, DIVIdend YIeld as cost
of capItal, AudItor's qualIfymg remarks and the notes to accounts, estimates or
projectIons m the probpectus have to be Judged carefully

SECTION 1'/ INVEsTMENT PROCEDURES

ThIS sectIon deals WIth procedures and processes mvolved m secuntIes mvestment
WhIle openmg a bank account IS SImple, pnmary market Issues and secondary

market tradIng reqUIre an overall understandmg of market practices ThIS sectIOn
descnbes m bnef the market players and the InstItutIonal arrangements that go
mto the mvestment process

Pnmary market procedures Pnmary market procedures related to publIc Issues and
nghts Issues Instruments such as eqUIty shares, preference shares, cumulatIve
convertIble preference shares, debentures, floatmg rate notes, warrants and so on
arE' sold through the pnmary market mecharnsm

ThIS Involves understandmg procedures hke ObtaIrnng the share applicatIOn fonn
and prospectus, contents of applIcatIOn, understandIng the prospectus (short term,
hIghlIghts, nsk factors, prOJectIOns, EPS, PIE ratIo, promIse vs performance,
htIgatlOns, contmgent lIabIlItIes etc ), applIcatIOn money, stock mvest, receIpt of
allotment adVIce! refunds, proportIOnate allotment, lIstmg
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The role ofmtermedwnes lIke regIstrars, banker to an Issue, lead manger,
merchant banker, mvestment advIser, custodIan etc and understandmg related
terms lIke book bwldmg, net offer to publIc, promoters contnbutIOn, lock m shares,
pnvate placement, road show, grey market, IPOs, composIte ISsue, credIt ratlllg,
asset backed secuntles etc

Secondary market Procedures Stock Exchanges Role and FunctIOnmg,
MembershIp, Brokers ana sub brokers, Jobbers and market makers

Tradmg on own account, on behalf of lllvestors, Tradmg hours, margIns, Screen­
based Tradmg Quote Handlmg, Order Handhng, Order ExecutIOn, etc Bombay
Stock Exchange (BOLT) Negotiable Deals, Crossed Deals, Openmg pnce
determmatIon, Closmg Pnce ComputatIOn, Touch lme etc, NatIOnal Stock
Exchange (NEAT) Order Matchmg, Counter party exposure hmIts, Order typf'S,
Types of CondItions, TIme CondItIons, Pnce CondItions, OTCEI market maklllg,
quotatIOns etc, Issue of Contract note

Settlement ClassIficatIOn of scnps (Group A, Group B, PermItted Secuntle£),
Tradmg Cycle & Settlement (rollmg settlement, fixed penod settlement), Cleanng
house, Pay-m and Pay-out, Types of contracts, Types of Dehvenes (Hand DelIvery,
Spot DelIvery, SpeCIal DelIvery, DelIvery for Cleanng), FaIlure to dehver, Bad
DelIvenes and Redressal, what constitutes bad dehvery (defects m certIficates and
transfer deed), Defaults and Redressal Procedure, AuctIOn procedures

Share Transfers Procedures, transfer deed, stamp duty, Book Closure, record date,
Ex-DIVIdend I Ex-Bonus I Ex-RIghts I Cum-DIVIdend I Cum-Bonus I Cum-RIghts
ObJectIons, exchange procedures related to obJection, RevalIdatIOn of Transfer Deed,
blank transfers, role of transfer agent

RISks In the phySIcal dehvery settlement system, DepOSItory ( concept, book
transfers, dematenahsatIon), Cleanng CorporatIOn

Non-Tradeable Secuntz,es Procedures for bank depOSIts, Post Office (NSC, NSS)
Comparues (PSU or Pnvate Sector Comparues fixed depOSIts), obtammg and
completmg applIcatIOn form, WIthdrawal, Premature WIthdrawal, Interest
Accounting, Taxation etc
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SECTION V RULES AND REGULATIONS

Tlus sectIOn deals wIth the rules and regulatIOns that govern secunties Issuance,
tradmg and mvestor protectIOn m IndIa Market mtermedIarIes dealmg wIth clIents
are expected to have a thorough knowledge of these regulations The sectIon co"ers
legislatIOn lIke the Comparues Act, MRTP Act, COPRA, SEBI Act etc and covers
SEBI s regulatIons and cIrculars regardIng VarIOUS segments of the market

The CompanIes Act (1956) and rules (1957)

Prospectus, DIsclosures, AdvertIsmg and other commurucatIOn ~SectIOns 55 to 68 and
Schedule II ), Allotment (SectIOns 69 to 75), Transfer of shares (SectIOn 108 to 112),
ReqUIrements for lIstmg of secuntIes, LIstmg Agreement! LIstmg cntena, NSEI
OTCEII BSEI Regional Exchanges

Secunties Contracts (Regulation) Act, 1956 and Rules, 1957

RecogrutIOn of Stock Exchanges, Recogruzed Exchanges to submIt penodical retUTIIS
to SEBI, Power of SEEI to call upon exchanges or any member for any InformatIon or
explanatIOns relatmg to the affaIrs of the stock exchange or the member In relatIOn to
the stock exchange, Power of SEBI to make or amend Exchange Rules and By- laws,
Power to supersede goverrung board of exchanges, Power to suspend bUSIness of
recogruzed stock exchanges (SectIOns 3 to 12 ), Contracts In secuntles, Contracts In
notified areas Illegal or VOId In certaIn CIrcumstances, Members may not act as
pnnclpals In certam CIrcumstances, Power to prohIbIt contracts In certaIn cases
(SectIOns 13 to 16),

QuaUfil.atIOns for membershIp of recogruzed stock exchanges, Books of '1ccount and
other documents to be preserved by the recogruzed stock exchange::, dnd by theIr
members, No member to act as a pnncIpal, m respect of any secuntIes WIth any
person other than a member of a recogruzed stock exchange, unless he ha::, secured
the consent or authonty of such person and dIscloses tills fact In the note,
memorandum or agreement ofsale or purchase

Indian Contract Act. 1872

DefirutIons and InterpretatIOns, proposal, promIse, promIsor, promIsee, conSIderation,
VOId agreement, contract, VOIdable contract, VOId contract, CommUnICatIOn,
acceptance and revocatIOn of proposals, CommUnICatIOn when complete Re\OcatIOn of
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proposals and acceptances, RevocatIon how made, Acceptance must be absolute, Wnat
agreements are contracts, Who are competent to contract, Consent, Free Consent,
CoerclOn, Undue Influence, Fraud, MIsrepresentatIOn, Breach of contract and
RemedIes, PnncIpal, Agent and sub-agent,

Consumer Protectlon Act, 1986 (COPRA)

Extent of Coverage (applIes to all goods and servIces unless specIfically exempted by
the Central Government~ covers all sectors whether pnvate, pubLc or cooperatIve),
ProVIsIOns of the Act are compensatory m nature, DefirutIons (Consumer, Goods and
SerVIces, UnfaIr Trade PractIces), Defects and deficIency, Procedures for fihng
complaInts, DIstnct Forum, State CommIsSIOn, NatIOnal CommISSIon, Rehef
aVaIlable to consumers (removal of defects from goods, replacement of goods, refund of
the pnce paId, award of compensatIOn for the loss or mJury suffered)

MonopolIes and Restncnve Trade Practices Act, 1969

DefirutlOns, SectIOn 2(e) {Goods}, SectIOn 2 (0) {RestnctIve Trade practIcel, SectIOn 2(r)
-ServIce, SectIOn 36 A - UnfaIr Tradmg PractIces - DefimtIOn, SectIon 36 B - InqUlry
mto UnfaIr Trade PractIces by the CommlsslOn, SectIOn 36 D - Powers exercIsdble by
the commISSlOn mqUlnng mto an UnfaIr Trade PractIce

CompanIes (Acceptance ofDeposit) Rules, 1975 as amended

These rules regulate the depOSIts accepted by compames from the pubhc SectIOn 3( 1)
(a), Penod of depOSIt, SectIon 3(1) (c), Rate of Interest, SectIon 3(1)(d), Brokerage
SectIOn 3(2), Aggregate amount of depOSIts m relatIOn to net owned funds ,SeetlOn 3
(A), Mamtenance of Llqwd Assets, SectIon 4, Fonn and PartIculars of the
AdvertIsement

RBI GUIdelInes for Non Banktng Ftnance CompanIes - MIScellaneous Non
BankIng CompanIes (Reserve Bank ofIndta) DIrecttons, 1977

RegIstratIon ReqUlrements WIth RBI, CapItal Adequacy, Penomc Reportmg to RBI
CredIt Ratmg

Secunttes and Exchange Board ofIndia Act, 1992 as amended

Role and FunctlOns - General powers, Regulatmg the busmess In stoch. exchanges and
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any other secuntIes market, regIstenng and regulatmg the workmg of stock bl akers
sub brokers, share transfer agents, bankers to Issue, trustee::: of trust deedb,
regIstrars to an Issue, merchant bankers, underwnter"', portfolio managers,
mvestment advIsors and such other mtermemanes who may be assocIated WIth the
secuntles markets m any manner,

SEBI to regulate all mtermemanes In the secuntles busmess, Penalties for faIlure to
follow rules and regu41tlons under the Act, Power to adJudIcate, Powers of
Adjumcatmg Officer, Appellate Procedure Secuntles Appellate Tnbunal, HIgh Court,
Central Government

SEBI Regulations and Guidelines

SEBI Gutdelmes on Dlsclosures and Investor Protectwn Pncmg of Pnmary Public
Issues, New comparues to Issue stock to publIc at par, New compames promoted by
eXIstmg profitable comparues can freely pnce issues, EXisting profitable cornparues
can freely pnce Issues

SEBI anszder Tradmg) Regulatwns The DefirutlOn of 'InsIder', 'Person dLemed to Lc
a connected person" ,'UnpublIshed Pnce SenSItive InfonnatlOn' , ResponSIbIlIties of
InSIder

SEBI Substantwl Acqwsztwn of Shares and Takeovers Regulatzons 1994
DIsclosures Iegardmg substantial acqUlsltlOn of shares, Contmual dIsclosure... ,
Takeovers

SEBI Regulatzons on prohzbztwn offraudulent and unfmr trade practlces relatlng to
secuntzes markets ProhIbItion agaInst Market MampulatlOn, ProlubItIon of
rnIsleadmg statements to mduce sale or purchase of secuntIes, ProhIbItIon on unfaIr
trade practIce relatmg to secuntIes, Power of the Board to order mvestIgatIOn,
Procedure for mvestIgatIon, Duty to produce records, Power of the Board to Issue
dIrectIOns, Purpose of mrectIOn, SuspenSIOn or cancellatIOn of regIstratIOn of an
mtermedlary holdmg a certIficate of regIstratIOn

SEBI (Stock Brokers and Sub brokers) Regulatzons, 1992 and SEBI (StOCk Bropen
and Sub brokers) Ru!es, 1992 No stock broker or sub broker shall buy sell or de.}l
III secuntIes, unless he holds a certIficate granted by the board under the
regulatIOns Stock Brokers CondItIOns for grant of certIficate to stock broker
Procedure for stock oroker certIficatIon, EhgIbIlIty Cntena, Sub Broker Generdl

S£CUPJTIES A.VlJ £.XCHAN6£ B04:/?IJ OFINDIA APP£NDLl.: PAGE A 9



REPORTOF THES£BI COMMI1TEE FOR CERT/FlCA nON

defimtIOn of a sub broker, CondItIOns for grant of certIficate to sub broker,
Procedure for sub broker certificatIOn, ElIgIbIlIty Cntena, General OblIgatlon<.., and
ResponsIbIlIties To mamtam proper books of accounts, records etc In addItIon,
brokers must comply wIth record-keepmg requllements establIshed by exchange~

Brokers are subject to these reqUIrements as a condItIOn ofbemg an exchange
member, Books of accounts and other records shall be preserved for a mInImUm
penod of five years

Regl"tratzon ofdealers zn seCUTlt~es outs~de the stock exchanges (SEEI Press Note
dated 10/5/92)

Need to show transactwn pnce and brokerage separately m contract notes (SEE]
C~rcularNo SE /7566, dated 6/8/92)

Regulatzon oftransactwns between chents and brokers (SEBI Press Release
18/11/93 and SEBl C~rcularSMD / SED /2913/93) Chents' moneys to be kept m '1

separate account, WIth 'ClIent' m the account title, No money to be paId mto clIents
account other than for speCIfic purposes, No money to be WIthdrawn from chents
account other than for speCIfic purposes, compulsory for all member broker<'" to keep
separate accounts for clIents' secunties and to keep accounts to dIstmgUIsh clIents'
secuntIes from own secunties

Contract notes Mandatory for a broker to Issue contract note to a clIent wIthm 24
hours of executIOn of the contract

Payment / Delwery oblzgatzons from and to clwnts 20% margIn reqUIrement
mandatory paymenUdehvery by clIent m full withm 48 hours from the Issue of
contract note for cash shares and 7 days for speCIfied shares, Payments! dehven to
be made to clIents wIthm 48 hours of stock exchange payout

Precautzons to be exerclsed by member brokers ofstock exchanges whlle dealwg Oll

behalfofclzents (SEBlletter SMD 1/23341 dated 18/11/93)

Mandatory Precautwns ClIent personally known or mtroduced by a known pel son,
record of mtroductIon of all clIents, data on chents to be mamtamed ( Name
address, telephone number and age, employment status, nature of busmess and
address, banker and bank account number, mtroducer's name and address, names
of all persons on whose behalf the clIent IS operatmg and m case of company detaIls
of company and relevant resolutIOns, bank reference), Due care to be exercl<.,ed
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when broker IS dehvenng broker, (Transferor SIgnature should be wItnessed by
broker or authonzed sub broker, only cheque payment should be made m the name
of the shareholder), If selhng chent name and shareholder name on certIficate are
dIfferent, proper enqUlnes should be made and a record should be mamtaIned,
Names of clIents frequently dehvenng c:;hares wluch are receIved under obJectIOn, to
be Informed to the stock exchange Names of frequently defaultmg chents to be
Informed to the stock exchange, Brokers should InsIst that chents return duphcates
of contract notes duly SIgned, No adjustment should be made between one clIent
account and other WIthout expru:>s authonty

Gutdelme:: Chent to provIde full partIculars m wntmg about current! preVIOUS
deahngs, opmIOn about clIents should be taken from these other member brokers,
AddItIonal detaIls should be InSIsted upon hke the Income Tax PAN /GR number for
chents placmg large orders, Caution should be exercIsed whIle executmg large
orders for new chents, CautIOn should be exercIsed when the chents are dealIng
WIth more than one broker, If a chent habItually delays payment the broker should
mSIst on advance payment or larger cash margm before executIOn, Member­
brokers should not accept cash or gwe cash agamst secuntIes Only Account Payee
Cheques should be used

SEBI Portfolzo Manager Rules and Regulatwns, 1993 DefimtlOns Portfolw
manager, DLscretzonary portfolzo manager, CapItal Adequacy, agreement WIth the
chent, what should the contract contam, Fees charged WIthout guaranteemg or
assunng any return, fees mdependent of return to clIent, Each clIent's funds to be
managed m accordance to the needs of each clIent

Delwery - Regulatzons and practLces or"good delwery"

SerULce Tax ApphcabilIty, procedures

Capttal Adequacy norms for brokers Base MInImum CapItal, AddItIonal CapItal
ReqUIrements related to the volume of busmess, Forms m whIch capItal reqUIred to
be maIntamed, ReportIng reqUlrement

Self-regulatory orgamzatzons (SROs) The concept of self regulatIOn IS based on the
behefthat the protectIOn of pubhe mterest IS m the mterest of the mdustry
Members of the mdustry set standards for the conduct of theIr busmess \\ nh the
objective of enhancmg theIr prOfeSSIO'1ahsm and theIr stature m the eyes of the
pubhc The Self Regulatory OrgamzatIOn then develops mechamsms fOI
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enforcement of these standards on Its member s The rules, regulatIOns, ethIcal
standards and norms are created and enforced by mdustry professIOnals
knowledgeable about the busmess and therefore are lIkely to be WIdely accepted m
the mdustry

Functwns ofSROs EstablIsh cntena for membershIp, Set etlucal rules, Set rules
for marketplace, EstablIsh faCIlIties for the pUnIshment ofvlOlatIOns ofmdustry
rules and regulations, Trammg and ContmUIng Education ofmembers

Enforcement Procedures for rule vwlatwns (By laws of the BSE, NSE etc J,
tenmnatIOn of Membersrup, Defaulters CommIttee and procedure dunng default

SECTION VI INVESTOR PROTECTION

Investors have a nght to demand dIsclosure of adequate InfOrmatIOn on Investraent
products and satisfactory service from both the Issuer and the mtermedIary sellIng
the financIal product Several statutory and non statutory Investor protectIon
measures are In place for the benefit of mvestor Statutory measures mvolve
approachmg the appropnate regulator The most Important regulators that
mvestors should be aware are Mmlstry of Fmance, the SEBI. the Department of
Company Affairs, the Company Law Board, the Stock Exchange, the MonopolIes &
RestnctIve Trade Practices CommIssIon and the Consumer forums In addJtIon, the
nnn statutory avenues for mvestor protectIOn are avaIlable through the professIOnal
aSSOCIatIOns - the ICAl, ICWAI, ICSI, AMBI, AMFI, the brokers aSSOCIatIOns etc

ThIS sectIon mtroduces an Illustrative lIst of a few common Investor grIevances and
pOSSIble remedIes WhIle the ultImate remedy m approachmg the competent CIVIl or
cnmmal courts IS always aVaIlable, the mvestor mIght save tIme and mane) from
the mtermediatIOn of other forums The reader IS adVIsed to be famIlIar wIth the
sectIOns, rules, regulations that appear m the followmg paragraphs

Mlsleadmg Advertisements DCA CIrcular 5 (13)-CL-VI/62 dated 21/5/62, MOF
No F No 1/28/SE/86 dated June 24,1987, SEBI Clanficabon No IX dated 11th
October 1993, RBI Non-Bankmg Fmancial Compames and MIscellaneous Non­
Bankmg Comparnes (AdvertIsement) Rules, 1977, SectIOn 68 & 6210fthe
Compames Act, 1956, SectIOn 36 (A) ofMRTP Act, SectIOn 9 of COPRA and Stock
Exchanges WIth reference to MoF letter Nos F 1/1/SEl74 dated 9/10175,
F 14/3/SEl76 dated 12/3/76 and No F 1/23/SE/86 dated 22nd May 1986

SECUP.m£S AND EXCHAN(jE BOARD OF /RDlA APPENDIX PA(jEA 12



REPORTOF THE SERf COMMI1TE£ FOR C£RTlFlC,'f. nON

Dlsclosures zn Prospectus The mvestors nght to true and adequate dIsclosures IS
remforced by several regulatory authontles Schedule II under SectIOn 56 & SectIOn
62 of the Comparues Act 1956, SEBI guIdehnes for DIsclosure and Investor
ProtectIOn, RMB(DIP Senes) cIrcular No 1 (1993-94) dated Apnl 7, 1993 and SEBI
clanficatIOns I to IX

Delay zn LlSttng ofSecuntLes SectIon 73 & 621 of the Compames Act 1956, Rule 19
of SecuntIes Contracts (RegulatIon) Rules 1957, Complamt to DCA, SEBI & MOF

Delay zn Despatch ofSecuntLes Under SectIOn 53, 113,621 of Comparues Act 1956,
Ccmplam to DCA, CLB, SEBI & MOF

Delay m Transfer ofSecuntLes SectIOn 53,111 of the Comparues Act 1956, SectIon
22(A) of the SCAR, 1956, SectIon 9,11, 17 ~nd 21 of COPRA

Tradzng m Odd Lots MoF cIrcular No F 14/7/SE/85 dated 14th Apn11986, Even
the financIalmstItutIOns lIke GIC, Canara Bank, UTI and few compames mtroduce
schemes whIch provIde added hqmdIty to odd lot tradmg

Stock Market Transactwns The complamts could relate to non-receIpt of secuntIes
even after payments, excess brokerage, short or delayed payments, non-furmshlllg
of contract notes, shares sWItchIng, duphcate shares etc ArbItratIOn Procedures of
stock exchanges allow for recovery of monetary losses Heanng & Appeals
Member- Non member ArbItratIOn (DeCISIon may be appealed to courts) and the
Investor ProtectIOn Fund at the stock exchanges FIle a CIVIl smt or file a cnmmal
complamt under the IndIan Penal Code and complam to SEBI

Default m Re-Payment ofDeposLts SectIOn 58(A) of the Compames Act and the
Comparues (Acceptance of DepOSIts) Rules, 1975, CompanIes under the BIFR, Rehef
Undertakmgs, SectIon 12 of COPRA

Delay zn Payment of Interest on Debentures Copy of the Trust Deed from the
company under SectIOn 118 of the Compames Act, 1956, Meetmg of debenture
holders and SectIOn 12 of COPRA

Non-Payment ofDWLdends SectIon 205A, 207 and 621 of the Compames Act, 1956
and SectIon 12 of COPRA

InsLder Tradmg and Unfatr Trade PractLces SEBI (InSIder Tradmg) RegulatIons

S£CURmES AND £.XCHAN6£ BOAIW OFINOlA APPENDIX PA6£ A 13



REPORTOF THESEEl COMMITTEE FOR C£RTJFlCA nON

1992 & CheatIng under IndIan Penal Code

Complamts Agamst Commercwl Banks Investors haVIng complaInts agamst
commercial banks can approach the local customer servIce commIttees They can
also approach the regIOnal zonal and head office of that bank In addItion, they can
approach the regIOnal offices or central office of the RBI Recently they have an
optIOn to approach the bank ombudsmen for any specIfic corruptIon complaInts
agaInst the bank staff The readIng hst may have to be prescnbed m consultation
WIth the RBI who have Issued several cIrculars on the Issue The most Important
one IS DBOD No ROC GC 22/C 408C(P)-83 dated Apn122, 1983

Non bankmg Fmancz.al Compames The NBFCs mclude the hIre purchase finance
compames, equIpment leasmg compames, housmg companIes and other loan
comparues These are pnmanly regulated by the Reserve Bank of India under Non
Bankmg FInancIal Compames DIrections

Code of Conduct Vwlatwns All profeSSIOnals adVISIng on and sellIng Investment
products are subject to code of conduct A few mtermedianes lIke merchant bankers,
brokers, sub brokers, registrars, bankers to an Issue, debenture trustees, mutual
funds, FIls are subject to statutory codes of conduct prescnbed by SEBI Other
profeSSIOnals hke chartered accountants, company secretanes, cost and work
accountants have theIr code of conduct enforced by the respective SRO Most of
these codes prescnbe satisfactory servIce, truthful dIsclosure of conflIcts and faIr
market practIces for theIr members Investors hurt by the mtermedianes or
profeSSIOnal conduct could complam to the respectIve statutory body or the SRO
SectIOn VlI enumerates the codes of conduct prescnbed for dIfferent class of
profeSSIOnals

SECTION VII ETHICS AND CODES OF CONDUCT

Intermedlanes In the market are expected to adhere to and maIntaIn a hIgh
standard of faIrness and Integnty In theIr dealIngs WIth other market partICIpants
and theIr chents Market mtermedIanes should exerCIse due dIlIgence, dIsclose any
conflIcts, maIntaIn confidentialIty, and prOVIde the best adVIce to clIents
ComplIance WIth statutory reqUIrements, adherence to tradmg practIces, havmg
capab1htIes to servIce customers etc are mandated by the mdustry's codes of
conduct Adherence to these codes of conduct IS essentIal to bmld a hIgher level of
Investor confidence In the Inman secuntIes markets
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Code of Conduct under SEBI {Merchant Bankers} Regulatwns, 1992,
Code of Conduct under SEBI (Underwnters}Regulatwns, 1993,
Code of Conduct under SEBI (Regzstrars to an Issue and Share Transfer Agents)
Regulatwns, 1993,
Code of Conduct for Brokers (Regulatwn 7) and Code of Conduct for Sub-brokers
(Regulatwn 15) under &cuntles and Exchange Board ofIndm (Stock Brokers and
Sub-brokers) Regulatwns 1992,
Code ofEthlcs for Agents-and Representatwes of Umt Tru<;t of Indm

Self-regulatory orgamzatwns (SROs) lIke stock exchanges, profeSSIOnal aSSocIatIOns
etc have codes of conducts for theIr members

Code of Conduct for NSE tradmg members
Code of Conduct for OTCEI members and dealers

BSE By laws also define mIsconduct, unbusmesshke conduct and unprofessIOnal
conduct

MIsconduct ( SectIOn 356), Unbusmesshke conduct ( SectIOn 357), UnprofessIOnal
conduct (Secbon 358)

Codes of Conduct ofProfessLOnal Assocmtwns LLke the Instltute ofChartered
Accountants of Indm, Instltute ofCost and Works Accountants of Indza, InstLtute of
Company Secretanes ofIndza etc are appLLcable for the members of these
assocwtlOn~

ProfessIOnal MIsconduct IS defined m the FIrst and Second Schedule of the
Chartered Accountants Act, 1949, Cost and Works Accountants Act, 1959 and
Company Secretanes Act , 1980

Current Developments:

The readers are adVlsed to refer to current developments In the above subject area
from tlme to tzme The reader lS also adVlsed to refer to latest gwdehnes, regulatwns,
procedures, products etc related to the above areas
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