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Dear Mr Mehta,
Sub SEBI Conference “ Creating a Vision for the 21* Century”

As part of our contract with the USAID, the Price Waterhouse FIRE Project
orgamzed a woikshop for the Securities and Exchange Board of India (SEBI)
from July 31 - August 2 1998 at The Resort, Marve

Background

SEBI 1s mnto 1ts second five yeats ot existence as the regulator It has ganed
credibility as the regulator 1n a capital market of enormous potential for
explosive growth, as an institutton, 1t can take pride 1n 1ts past
accomplishments The capital maikets industry 1s among the most dynamic 1n
the woild Technologv, communications, and 1egulatory environments
worldwide are changing the way business 1s done and will be done 1n the years
ahead SEBI’s success in the next 5 yeais and into the next millennium will
depend critically on 1ts senior management s ability to anticipate and respond
appropuiately to external and internal imperatives to maintain the viability and
mtegrity of the Indian market

Purpose of Activity

The broad goal of this workshop was to bring SEBI’s senior management
together to discuss changes in the industty and tormulate the framework within
which SEBI will operate to meet the challenges ahead
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Contents ot the Repoit

This report 1s a compilation of the various piesentations made at the
confeirence

We would like to thank you and your colleagues at SEBI for the time, courtesy
and cooperation extended to us during the course of this conference

Please contact us at the FIRE project fo1 any clarifications you may requite
Thanking you,
Swncerely yours,

W Nar "M

W DENNIS GRUBB
PRINCIPAL CONSULTANT FIRE PROJECT
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SEBI Creating A Viston for the 21" Century

Background

SEBI 1s into 1ts second five years of cxistence a the regulator 1t has gained credibility as the regulator 1n a caprtal
market of enormous potential for explosive growth as an institution 1t can take pride m its past accomplishments But
the capital markets industry 1s among, the most dynamic in the world Technology communications and regulatory
environments worldwide are changing 1adically the way that business 1s done and will be done in the years ahead
SEBI s success n the next 5 vears and mto the next millennium will depend critically on 1ts senior management s
ability to anticipate and respond ppropriately 10 external and internal imperatives to mamtan the viability and
integrity of the Indian market The broad goal of this workshop 1s to bring SEBI s senior management together to
discuss changes 1n the industry and formulate the framework within which SEBI will operate to meet the challenges
ahead

AGENDA

FRIDAY (July 31) Internal Anilvsis -- Creiting a Common Understanding
09 00-10 30 Arnival and check-1n

10 30-10 50 Opening address Speaker Mr D R Mchta Chairman SEB!

10 50-11 10 Overview of the Workshop Structure and Objectives Speaker Mr Dennis Grubb Principal
Consultant Pvw( FIRE

1110-13 20 Session 1 Establishing a Framework for Action — Presentations by Executive Directors
Session Chairman Mr D R Mchta Chairman SEBI
PwC Facilitator Dr Tessie San Martin FIRE Project

Session objectn s To provide the Executive Directors an opportunity to present an analysis of their
division They will provide their analysis ot the strengths and weahknesses of the current operations
and their vision for the futute of their division including staff development needs

13 20-13 35 Felicitation and Presentation of Project Results Mr Peter Thormman and Mr Ashok Jha USAID
13 35-13 45 Group Photo Gather on tert 1ce outside conference facility

13 45-14 45 Lunch

14 45-16 05 Session 2 The State of the Industry--Stakeholder Perspectives

Session Objective To provide SEBI with a variety of views on the current state of the industry
Session Chairman Mr O P Gahrotra SEBI
PwC Facilitator Mr Dennis Grubb FIRE Project

Panelist 1 The Domestic Perspective
Presenter Ashok Desal Consulting Editor Business Standard
(30 minutes)
Panelist 2 Foreign Investors and India
Presenter P K Advani Chairman Advani and Company
(30 minutes)

Discussion Q& A 20 minutes

16 05-16 25 Tea Break

16 25-17 50 Session 3 Orgamizational Strategy--Issues and Strategy
Session Charrman Alr Ashok Kacker SEBI
PwC Facilitator Di Tessic Sun Martin FIRE Project




Scsston obgecnives To broaden SEBI management s understanding of the patameters they need to
address to c1cite a successiul orgamizition internal communications 1eporting relationships
organizational stiuctures staff preparation and recruitment etc

Panehst 1 Organizational Dovdlopment 4n Agenda for Action for SFBI
Presenter Dr Tessie San M utin FIRE Project
(20 minutes)
Panehist 2 Creating the Learmmng Orgamization
Presenter Col VM Venma Duector HRD and General Administration BSE
(20 minutes)
Panelist 3 Anowlcdge Manascment in SEBI Presentation trom the SLBI groups who participated
in the Baruch College Progrim
{25 minutes)
Discussion Q& A 20 minutes

19 15-20 00 Cocktail Reception
20 00 Dinner
SATURDAY (August 1) External Analysis The Industry Speaks

7 30-8 30 Activities
I Yoga and meditation
2 nature walk
3 low impact aerobics
4  Cardio Curcurt guided cucuit workout using weight machines

830-9 30 Breakfast buffet breakfast will be available from 7 30 onwards Sebi Conteience reserved seating
avatlable from 8 30 onwards

930-12 20 Session 4 Secondary Market Development
Session Chairman Mr Q P Gahrotra Executive Director SEBI
PwC Facilitator Afr Parttosh Sharma FIRE Pioject

Sesston obyectives  To discuss critical 1ssues affecting the development of a stiong secondary market
in India

Panelist | Experience with non-equity Dern atives potential pitfalls facing the Indian Derivatives
Market
Presenter Martin Fish Country Director Standard & Chartered

(20 minutes)
Panehist 2 Stunulating the Indian Debt Market
Presenter N Gopalkrishnan Managing Director SBI Gilts Ltd

(20 minutes)
Panelist 3 The Mutual Fund Industry Valuation, Fund Growth, and Compliance
Presenter Simon Holdsworth Chief Investment Officer ITC Threadneedle

(20 minutes)
10 15 10 45 Tea Break

Panelist 4 The Mutual Fund Industry The Compliance Perspective
Presenter Sandhya Bhate FIRE Project Consultant
(20 minutes)
Panelist 5 Mutual Funds The Credence Report on Guaranteed Products
Presenters
I R NK Prasad FIRE Project
2 Vivek Sinha Partner Credence
(40 minutes)
Discussion Q& A 20 minutes

12 20-12 40 Tea Break



12 40-13 40 Sesston 5 M rket Intermediiries—Challenges and Opportunities
Session Chanman Mr M D Patel Exccurne Director SEBI
PwC Faciltator Mr Dennis Grubb FIRE Projcct

Scssion objecin es Panehsts will discuss various ways in which SEBI can interact more effectively
with market participants Among the issues to be discussed n this session the development and
growth of effective SROs mechanisms for enhancing exchange member accountability the role of
regronal exchanges and the development of sccurities law 1n India

Panehst | The Securities Law SEBID’s Role--Setting and Leading the Legislative Agenda
Presenter M1 C Schroff Partner Amarchand & Mangaldas & Suresh A Shrotf
(20 mmutes)
Panelist 2 Suredlance and Laforcemcnt Stock Exchanges as Effcctive SROs
Presenter M k Kkhanna Managing Duector UTI Securities Exchange
(20 minutes)
Discussion Q& A 20 minutes

13 50-15 00 Lunch
15 00-16 20 Session 5 Market Intermediaries—Challenges and Opportumties--(continued)

Panelist 3 Rctadl Intermediary Survey Prelimnary Results from a FIRE Project Survey
Presenter Ashish Jain Senior Manager PricewaterhouseCoopers India
(20 minutes)
Panelist 4 Price Discovery i Regional and National Stock Exchangcs
Presenter Di Har1 K Nagarajan Indian Institute of Management Bangalore
(20 minutes)
Discussion Q&A 20 minutes

16 20-16 35 Tea Break

16 35-17 50 Session 6 Working Group Sessions and Conclusions--please see group assignments posted
outside conference area
Session Chairman SEBI £D's
Facilitator D¢ Tessie San Mainn FIRE Projcct

Sesston objectives  Participants will review the proceedings trom the last two days and work 1n
teams to summarize a) their assessment of the current situation in their area of responstbility relative
to what the industry requires and b) concrete recommendations for the Chairman regarding what
SEBI must do as an organization to address shortfalls and meet challenges The focus will be on
SEBI s mission and the type of structure staffing communications and professional development
mechanisms required to fulfill it These summaries will provide a framework for future actions to
improve SEBI as an organization PwC FIRE will work with the working groups to pull the output
ot these sessions together into a final working paper from the workshop to be given to every
workshop participant by Fridny August 7

17 50-18 05 Tea Break

18 05-18 50 Final Observ itions and Workshop Summary "The Road Ahead"
e Dr Tessie San Matin FIRE Project
e  Mr Dennmis Grubb FIRE Project
e Mr DR Mehta SEBI

19 15-20 00 Cocktail Reception

20 00 Dinner
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The Securities and Exchange Board of India: A Vision for the 21
Century!

Unlike securities regulators in other countries which have had decades to hone their skills, the
Secutities and Exchange Board of India (SEBI) has come of age in an era of rapid consolidation
and change 1n financial markets worldwide Marked by the political liberalization accompanying
the end of the Cold War and the loosening of foreign exchange barriers worldwide, the last
decade of the 20" century has seen a sea change in the size and composition of the world’s
caprtal markets

SEBI which was founded 1n 1992 under the Securities and Exchange Board of India Act, has
been forced to rapidly develop and mobulize its resources to keep up with the changes in the
industiy Though SEBI has brought a measure of stability and oversight to India’s market, there
are still several steps to be taken to transform SEBI into a world class securities market
regulator

This paper outlines key tssues that SEBI should consider as 1t moves forward nto the 21
century in what 1s potentially one of the largest capital markets in the world

I What Should a Regulator Be?

Throughout the world, each market 1s different and 1s influenced by diverse factors including
location, progress in development, history, and culture However, all securities markets share
certain characteristics that must be addressed by a regulator In particular, the objective of all
securities market regulation 1s to ensure that the market 1s fair and transparent for all investors

In an emerging economy the regulator 1s also confronted with additional challenges not present
in more mature economies including divided or unclear regulatory authority, msufficient power
to discharge responsibilities and insufficient resources The challenge confronting a regulator
such as SEBI 1s to draw upon the lessons of other regulatory agencies throughout the world while
at the same time avoiding the problems that have plagued others

A securities regulator exists to protect investors, ensure that markets are fair, efficient, and
transparent and to reduce systemic risk One of the regulator’s greatest challenges 1s to
determine an appropriate level of intervention in the markets When a regulator imposes
numerous burdensome requirements, time spent to meet the regulator’s demands may outweigh
the benefits brought by the regulations Conversely, too little regulation can decrease market
fairness and transparency and result in slower capital formation

"This 1ssues pper was developed by John Miragha under the supervision of Dr Tessie San Martin both of
PricewatcrhouseCoopers LLP for the Secunities and Exchange Board of India (SEBI) workshop Creating a Vision for the 215¢
Century  This activity was conducted under the Financial Institution Reform and Expansion (FIRE) project sponsored by the
Umited States Agency tor Intcrational Development (USAID) The paper 1s meant to serve as a basis for discussion rather than to
lustrate erther ettective or incttective handling ot a business scenario The authors of the paper wish to thank the Mr Michael
Sommer and Mr Chif kennedy both PwC consultants to SEBI under the FIRE praject without whose mput this paper would not
have been possible Further usc ot the paper 1s prohibited without permission from PricewaterhouseCoopers LLP SEBI and
USAID




In order to function n an efficient and effective manner, a regulator such as SEBI must have the
independent authority to

Establish rules and standards

Administer and enforce provisions of securities law

Control access to the market primartly through licensing

Monitor the behavior of market participants through surveillance inspection and
investigations

Enforce standards and rules by conducting investigations and bringing enforcement actions
e Take prompt corrective action to unmediately end activities that bring harm to the securities
marhets (1 ¢ fraudulent selling of securities) without recerving prior court approval

To successfully carry out these tashs

o The regulator’s responsibilities should be clearly stated

¢ The regulator should apply its judgement clearly and consistently

e The regulator should be independent? both within the government and with respect to the
sector 1t regulates

e The regulator must maintain the highest standards of professionalism and confidentiality

II A Blueprint for Progress

In the six years since 1ts nception in 1992, SEBI has made remarkable progress towards
becoming an effective securities market regulator SEBI has initiated self-regulation at the
various exchanges, assisted in the formation of a depository, and conducted numerous
investigations, inspections and enforcement actions targeted against insider trading and market
manipulation However there are still further steps to be taken to ensure 1t continues its
ascendancy to 1ts rightful position as a top-tier institution Though there are many areas and
avenues for improvement four key steps must be taken to ensure SEBI’s continued
development

e SEBI must work to develop a strategic plan and vision
SEBI must establish minimum standards to cultivate the development of Self-
Regulatory Organizations
SEBI must develop a permanent dedicated staff of civil servants

e SEBI must invest in the development of support units such as the Office of General
Counsel and the Office of Technology Management

e  SEBI must take steps to promote public awareness of how securities markets
function and the role of the regulator

Strategic Planning

SEBI is currently operating without a strategic plan The starting point for the development of
such a plan 1s a vision for the organization Once this vision 1s articulated in the form of a

The notion that a regulator should be operationally independent trom external pofitical or commercial interference 1n the exercise
ot 1ts functions and powers 15 one that his gained great currency i the United States In some nations however the decisions of the
regulator might also require the approvl of other agencies or ministers The hey 1s to clearly 1dentity those circumstances in which
the regulator must submit to outside pproval to ensure the continued transparency and consistency of the regulatory process




mission statement then SEBI can begin to set goals for achieving its vision The strategic plan
then serves as a road map as to how SEBI can reach 1ts destination or goals

In particular the strategic plan should try to address

e SEBI s goals
e The objectives of each goal
e Measurement of progress towards reaching goals

Strategre Planmng at the U S Sceuritics and Exchange Commusston

The Sccurities and Exchange Commussion (SEC) of the Unuted States 1s the secunities marhet regulator responsible tor
administerning U S federal securtties Imws The purpose of these laws 1s 1o protect investors in securitics marhets that operate fairly
and to unsure that mvestors have access to disclosure of all material mformation concerning publicly traded securities The
Commussion also regulates firms engaged 1n the purchase or sale of securities people who provide investment advice and
myestment comparnies

Mission Statement The Sccurities and Exchange Commussion is a law enforcement agency lis mission 1s to admimister and enforce
the fodcral sccurities law in order to protect imestors and mamntain fair honest and efficrent markets

Goals

) Protect Investors

2 Maintain Fair Honest and Etticient Markets
3 Facilitate Capital Formation

Goal 1 Protect Investors

Objectives

A Deter traud and require comphiance with the federal securrties laws

B Promote informed investment decisions by requiring full and fair disclosure of material information to investors
C  Promote the prevention and detection of secunities fraud through the education of investors

D  Promote high professional standards in the securities industry

Performance Measures

1 Number/percent ot entorcement actions in each program area

Number ot requests by the SEC to foreign regulators for assistance in mvestigations and enforcement actions and the number

ot requests trom toreign regulators for assistance by the SEC

3 Percent of iInvestment compames examined since the beginning of the current regulatory ¢ycle

Percent ot SEC registered investment advisors examined since the beginning of the current regulatory cycle

5 Number of initral public offerings and reporting 1ssuers tinancial statements reviewed to maintain a substantial SEC influence
on securities disclosure practices

6  Number ot investor hits on the SEC web site

7 Number of Commission and SRO broker dealer investor protections rules proposed and the percentage of proposed rules
reviewed and adopted

8 Percent of portfolios identified by rish assessments for which tollow up leads to a significant change n disclosure or
aperattons

9 Number and percent of new mutual fund portfolios and separately of new insurance product filings reviewed

tJ
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Cultivating further development of Self-Regulatory Organizations3

Developing well managed and ethical Self-Regulatory Organizations (SROs) can also greatly
facilitate SEBI’s goal of creating an open and efficient market SROs are normally professional
organizations that exercise direct oversight responsibility within their assigned areas of
competence Like the Government Regulator, SROs establish rules and standards for their
membets, examme and license individual market participants, enact and enforce codes of
conduct, and inspect and discipline their members In addition, most SROs typically impose
upon their members the same duty to supervise their employees SROs possess the additional
advantage that they are much closer to the center of action than the regulator and therefore have
better information on the capabilities and tendencies of their members It 1s important to keep 1n
mind however that SROs must still be subject to the oversight of the regulator, by forming SROs
the government 1s merely delegating authority rather than abdicating responsibility

Before authorizing these and other entities to operate as SROs, however, certain requirements
must be met The potential SRO must

Submit to SEBI oversight of its rules and policies

Design a set of rules and standards for its members that protect investor’s interests
Diligently enforce its own rules, as well as those of SEBI

Possess the capacity to monitor, investigate, and sanction members who do not comply with
all applicable laws and regulations

Cooperate with SEBI and other SROs 1n enforcement actions against its members

Treat all members and applicants m a fair and consistent manner

* Pledge not to use 1ts position of trust to enable one participant to gain advantage over any
other

SEBI has already made measurable progress in facilitating the formation of SROs 1n India by
enforcing self-policing and monstoring policies at the stock exchanges, and supporting the
development of organizations such as the Association of Mutual Funds 1n India (AMFI) By
requiring each exchange to designate a comphance officer charged with monitoring members
SEBI has added an extra layer of protection to the lay investor Furthermore, the public
awareness of ‘self-policing’ and accountability can greatly enhance the reputation of the
securities markets and SEBI

Other hkely candidates for SRO status include the Institute of Chartered Accountants of India
(ICAI) and India’s securities dealers

The Institute of Chartered Accountants of India (ICAI) 1s particularly critical, 1n view of the
growth of international business and trade in the 1990s Companies now need to be able to cross
borders to raise capital and nations must compete with each other to attract capital in an
increasingly competitive market Recognizing that uniform mternational accounting standards
would help to achieve a truly global capital market the International Organmization of Securities

* SROs are very important to the effictent regulation of securities markets i the United States the United Kingdom and several
other countries however SROs are not predominant all markets In the United States the Secunties and Exchange Commussion 1s
greatly aided by the efforts of the American Institute of Certified Public Accountants the National Association of Securities Dealers
and the various stoch exchanges Other regulators in emerging markets such as Russia and Poland are slowly developing new SROs
In addition the importance of SROs to the regulator has been recognized by the International Orgarmization of Securities
Commissions m their recent paper on  Objectives and Principles of Securities Regulation  published in May 1998 which listed the
presence of SROs among 1ts 30 Principles of Securities Regulation

\
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Commusstons (I0SCO) has announced that it will seek to establish international accounting
standards by the turn of the century

As India s companies move to adopt recognized international standards the importance of the
accounting profession s cooperatton with SEBI will only grow The ICAI can play a critical role
as the first line of defense ensuring fair and open disclosure of financial information The
financial audit and auditor s optnion serve as a ‘Seal of Approval’ ensuring that all necessary
disclosure requirements have been met 1n accordance with generally accepted accounting
principles

Working together with ICAlI SEBI can ensure that accounting requirements take into account all
disclosures and reporting necessary to produce comparable financial information Analyzing
those 1n place in other countries around the world and then adapting them to India s unique
environment can develop standards Once nvestors are able to look at the financial information
of two companies and make an informed comparison between them then uncertainties
sutrounding disclosure will be eliminated and capital will begin to flow to the healthier
compantes offering the prospect of higher returns

Internal Tr ciming and Orgamization Development

The most important asset for any services organization is 1ts people In the complex and rapidly
evolving arena of global finance SEBI’s regulators must constantly update their skill sets in
order to keep the organization abreast of the market’s advances Unfortunately, most of SEBI’s
employees follow the traditional route of the Indian Civil Service and rotate among the various
agencies on a periodic basis Though this approach 1s good for producing generalists familiar
with the breadth of the Government’s activities, SEBI must also cultivate specialists who
understand the effects that complex emerging financial 1ssues such as Y2K and derivatives will
have on the securities markets

Under the current system after employees have spent two or three years at SEBI and are
beginning to grasp the intricacies of securities regulation their rotation is completed they go to
another agency or back to their home agency In the process SEBI loses the skills and
experience those employees developed In addition, SEBI loses intangible items such as 1ts
institutional memory One of the most valuable rewards of a trained and professional staff 1s
their knowledge of the ‘SEBI way * By knowing what problems SEBI has faced 1n the past, what
courses of action were taken and what results ensued employees can greatly improve their
operating effectiveness and efficiency Therefore, SEBI must strive to develop a career model to
ensure opportunities for professional development and advancement exist for those employees
who stay there long term

To ease this crisis SEBI must begin to reorganize and develop an intensive in-house traimning
program to bring its employees up to date on the latest strategies and practices used by other
regulators around the world In addition as part of their initiative towards building a full-time
staff SEBI should attempt to recruit experienced market professionals who have private sector
experience and know what will and what will not work

SEBI’s traming programs need to focus on three areas

¢ Introductory training




¢ Continuing education
s Executive education

Entry level or introductory training of staff 1s essential for both new and inexperienced hires
Early traiing should focus on introducing employees to organization culture, regulation theory,
and the operation of securities markets Later training should focus on emerging 1ssues and
organizational management and development Furthermore, top management should also
undertake training courses to keep themselves apprised of new developments in the industry and
to interface with management of market participants to ensure that SEBI 1s prepared to meet the
challenges head-on

The key goal of training however will be to establish an esprit d corps within SEBI Intensive
training will help the organization to build up an institutional 1dentity and teach employees the
‘SEBI-way ’ As training becomes more uniform so will SEBI’s policies and decisions that will
ultimately increase market efficiency, as the possibility of conflicting statements and gestures
from different divisions decreases

Internal Orgamizational Development The Office of Chief Counsel and Information Technology
Management

The Office of Chief Counsel is both an instrument of and an advisor to the regulator One of the
Chief Counsel’s key roles 1s to interpret securities law to lay out the framework for the
regulator’s powers and responsibilities In an emerging market such as India, the regulator’s
powers are often specified in law but largely undefined in practice The Chief Counsel’s
responsibility 1s to review securities laws and aggressively assert the regulator’s authority where
provided 1n the law, and also to provide interpretive advice to the industry and its counsel
regarding securities laws

The Office of the Chief Counsel also often serves as the interface between the regulator and
others who are either market participants themselves, or closely involved 1n the regulatory
process such as lawyers accountants, and the judiciary Creating a Chief Counsel’s office
combining lawyers accountants, and policy analysts, gives the regulator a foothold on the policy
process from which most major initiatives flow A vigorous Chief Counsel creates a strong
framework of rules and responsibilities and provides a front hine defense of that framework from
outside challenges The Chief Counsel will serve as a policy shop to educate the regulator’s
stakeholders as to its roles, goals, and responsibilities as well as an interface with the market
itself to detect developing trends and ensure these are included in the regulator’s policy strategy

The role of the Chief Counsel will be especially important 1n facilitating SEBI’s cooperation
with the Dhanuka Commuttee as it strives to produce and develop a comprehensive securities law
for India As the law undergoes scrutiny in Parhament prior to approval, SEBI and the Chief
Counsel n particular should ensure that at a mimimum the new law

Broadly establishes the functions of SEBI

Establishes the authority of SEBI as an independent regulator
Delineates the relationship between SEBI and the SROs
Grants SEBI strong investigatory powers

Strengthens the penalty provisions of the current securities law
Grants SEBI cease and desist powers




Information Technology Management

Anothet 1990s trend 1s the rapid increase in the flow of information Available technologies such
as the Internet, e-mail, and personal computers have made previously unimaginable amounts and
sources of information available at the press of a button One of the challenges facing SEBI 1n
the comg mullennium is to harness the advances in information technology to increase 1ts

operating efficiency

With more than 5,000 stocks being traded on the Bombay exchange alone and the National Stock
Exchange emerging as a valid competitor, SEBI’s information management requirements will
only rise In order to allocate 1ts scarce resources effectively to target the largest potential
problems, SEBI must develop a system capable of tracking vast amounts of market data and

reporting this information at the touch of a button

Therefore, SEBI’s information management team must coordinate with the various operating
divisions to create a system capable of tracking the vast amount of data produced 1n regulating
securities markets At the mimnimum, SEBI’s system should have the capability to

¢ Track the filing of registration statements and prospectuses and if possible provide
online access to scanned copies

¢ Track the filing of required periodic reports, highlight those firms not 1n comphance
with filing regulations, and refer violators to the enforcement division for investigation
and penalty

¢ Maintain a histing of all officers and directors of public companies to ensure those who
have been banned from participation n the securities markets are not violating their ban

e Track ownership and trading of securities by officers, directors, and other “insiders’
Track the results of licensing and other testing of market professionals and their
employees

e Track the progress of enforcement investigations and cases and their result
Track all securities law violators and violations and reference these violations to other
applicable fields within the database (1e When a query 1s run on an officer of a
company the database would also note that enforcement action had been taken 1n the past

against that individual)

Maintaining and tracking the above information will vastly increase the efficiency of SEBI’s
operations This information should be tracked in a database customized to the unique
requirements of India s securities markets With this information at their fingertips, SEBI’s
compliance officers investigators, and enforcers will have the up to the minute status of
securities regulation compliance of all major market participants By tracking this information
companies and individuals that don’t comply with SEBI’s rules can be monitored and actions can

be taken against them

In addition to facilitating the montoring of the markets, the Information Technology Department
should also conduct an assessment of SEBI’s internal operations to determine areas in which
technology can improve overall operations In this respect, the Department should

» Determine the needs and priorities for office automation and management information
components




e Develop, plan and implement a strategy for ensuring SEBI’s information management
capabilities keep pace with SEBI’s information management requirements
¢ Plan and implement a program to make information filed with the regulator accessible to

the public
e  Tramn SEBI’s staff to use communicatton and hardware systems

Promoting Public Awareness

Every market, from those just emerging to the most mature, needs to develop and mamntan
investor trust and confidence Bringing the work of the regulator to the attention of the public
can trigger rising interest and awareness of the effectiveness of SEBI’s programs

One way to promote awaieness 1s to set up a public reference room at SEBI’s headquarters and
district offices as well through as other information sources such as the Internet These reference
centers should include information on issuer filings, SEBI s interpretations of securities faws,
periodic reports by SEBI and by market participants, summaries of enforcement actions, press
releases and other relevant documentation Among the benefits of providing information to the

public are

¢ Gives members of the investing public reliable information about the activities of 1ssuers
and professional market participants

e Educates the public and creates a familiarity about how securities markets operate

¢ Increases public sensitivity to the markets and SEBI’s role as a regulator

e Deters violations by making market participants aware of the rules of the marketplace

and the consequences of violating them

Increasing public awareness can stimulate market participants to further increase their
comphiance with securities laws and regulations because of the perception that they are in the
public eye In addition providing investors with an independent and impartial source of
information can further the development of India’s securities markets

11 Orgamzation Structure Issues

A Ley for any organization to achieve success 1s to have an organizational structure that matches
its strategy and its functions Securities regulators share many common organizational traits
with SEBI As constituted now, SEBI has operating divisions n place focusing on enforcement,
registration and review, secondary market oversight, oversight of investment funds, and legal
affairs Though other regulators have taken different approaches (see discussion of Regulatory
Examples 1n other counties in Section V) most agencies are formed around a similar core

divistonal format

The divisional format has been proven best to match expertise with required tasks A key
element of this structure 1s to ensure that a division’s responsibilities are neither too broad nor
too narrow A division with broad responsibilities over several market sectors 1s unable to
develop the knowledge base needed to stay abreast of the complex and developing 1ssues that
affect the various aspects of capital and securities markets Giving each division a narrow range
of focus however could muddle the organizational structure by creating numerous divisions with
the concomitant potential for turf wars and differing interpretation of rules and standards




Once an organization structure has been adapted 1t should be adhered to, barring a major shake-
up in the securities markets Constantly shifting responsibilities leads to confusion both within
the regulator and for the investing public as a whole When responstbilities are moved
enforcement and the focus of rule making necessarily shifts as an entirely different group of

peopie 1s then making policy

The responsibulities of each division should be strictly defined to ehiminate any possible overlap
and to increase operating efficiency In addition, each division should formulate its own mission
statement and vision to ensure 1t remains focuses on it core goals

The following 1s a breakout by division, of typical responsibilities and operating authority It 1s
meant to serve as a checklist and guidelines, providing some 1deas for SEBI to consider as 1t
reviews, and 1f necessary restructures, its own organizational structures, to meet the changing

demands of the Indian market

Corporate Finance (Full Disclosure) The Corporate Finance Division (CFD) sets standards and
reviews information provided by 1ssuers which offer or sell securities to the public CFD’s
primary mission 1s to ensure that information 1s complete, adequate, accurate, and current Issues
related to corporate finance are very different from those handled n other divisions, therefore,
personnel needs are also different Most personnel in this division tend to be lawyers,
accountants and financial analysts In addition to its stated responsibilities, CFD should also

¢ Establish disclosure standards for 1ssuers to file registration statements before their

securities can be publicly traded

¢ Review registration statements and periodic reports and make recommendations for
improvement

e Review press releases and other information 5¢ & test basis to ensure 1ssuers do not
nrovide misleading forecast- ¢ ~.< waccurate reports

¢ Deny permission to make public offerings i1f disclosures are incomplete or matenalily
misleading

¢ Track issuer reports and filings to ensure timely compliance. with applicable regulations
and refer discrepancies to the enforcement division
Refer matters to the Division of Enforcement or other appropriate regulators
Review and comment on information about tender offers, mergers, takeovers, and proxy

solicitations
¢ Interpret laws and rules applicable to ssuers

Market Regulation The Division of Market Regulation handles all matters related to exchanges
and persons who intervene 1n the markets, excluding investment funds and investment advisors
In a market where all market participants including sub-brokers must be licensed, v~ # *Cu, anu
accountable to the regulator, this Division woute cstablish cnaance standards for professional
market participants including stock exchanges, brokers, the depository, and their employees The
Division examines qualifications, licenses and monitors market participants and reviews their
operations systems, procedures, and rules with a focus on ensuring efficient, effective, and
timely clearing and settlement As SROs, such as the exchanges and professional associations,
become more developed i a market many of the responsibilities of Market Regulation can be
spun off The division can then become a watchdog over the SROs and focus on conducting
random compliance tests and reviews rather than regulating the market as a whole Other

responsibilities of the Market Regulation Division are to




* Review rules and pronouncement developed by professional market participants and
ensure those meet the mimmum standards established by SEBI

Examine applications under the rules and supervise professional market participants
Oversee market surveillance conducted by exchanges and ensure adequacy

Inspect market participants
Consult with and advise professional market participants including securities exchanges

Investment Management This division regulfates the activities of nvestment companies to ensure
comphiance with the registration, financial responsibility, sales practices, and advertising

regulations

This division monitors comphiance with disclosure requirements of investment companties and
licenses market intermediaries such as investment managers and nvestment advisors The
responstbilities of this division overlap tn some respects with those of the Corporate Finance and
Market Regulation Divisions, however because of the complexity position of trust occupied by
fund managers, and the sheer size of most mvestment funds, this regulatory function should
repose 1n a separate division The Division of Investment Management

Registers, licenses and inspects mvestment funds and investment advisors

Works to strengthen the professionalism of market participants

Provides exchanges with authority to license and monitor their members

Requires exchanges to increase member mspections to unearth possible violations and
bring action 1f necessary

Oversees offers, sales, and redemptions of fund shares

e Proposes rules regarding fund operations and standards of conduct

Enforcement Enforcement 1s separated from other divisions because of its emphasis on
Iitigation The credibility and effectiveness of a securities market regulatory program will
depend, to a large extent, on the regulator’s ability to take effective actions to enforce securities
laws and regulations A successful enforcement program must be able to both deter and detect
violations Therefore, 1t 1s important for this division to have the resources to conduct thorough
investigations and the mechanisms for imposing meaningful and timely sentences The Division
of Enforcement must be able to

¢ Investigate possible violations of securities laws and regulations
Recommend enforcement actions

¢ Take prompt action through injunction 1n cases where the securities markets or the
mnvesting public 1s facing imminent harm

e Institute administrative proceedings and court actions and negotiate settlements
Review cases and with the Chief Counsel’s Office, refer matters to criminal authorities
for prosecution

In addition to setting up specialized divisions to regulate securities market participants SEBI
must also take action to ensure that a sound regulatory framework 1s 1n place To that extent
SEBI must also work to enhance the Office of the Chief Counsel, create a hiaison with the
Institute of Chartered Accountants and develop the in-house Information Technology capability
necessary to track the regulatory compliance of the numerous actors and participants in India’s

security markets
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IV ‘What Could SEBI Do?

Based on the above discussions there are several steps SEBI should consider immediately so
that 1t may achieve its rightful place as a world class securities market regulator

e Facilitate and advise the Dhanuka Committee during 1ts review of securities laws and
ensure the new laws broadly define SEBI’s role as a regulator

o Develop an active and vigorous Office of Chief Counsel As a regulator in an emerging
market, a factor affecting SEBI’s effectiveness 1s a lack of consensus on its mission and
on 1ts powers The Chief Counsel in concert with the Chairman can work to interpret
securities laws consistent with SEBI s mission to ensure that SEBI s goals of developing
a ‘transparent efficient, and competitive market” are met

o Implement structured internal training programs Traimning 1s the key ingredient an
organization needs to develop a sense of unity and pride among 1ts employees By
mstituting a comprehensive training program SEBI can begin to internally build a skilled

and efficient team of regulators

¢ Foster the development of strong and effective SROs SROs can be very effective n
removing much of the regulator’s everyday oversight burden SROs foster the
development of professionalism and accountability 1n market participants and aid 1n
opening the market By making professional organizations stakeholders n ensuring the
transparency of the market the ultimate effectrveness of market regulation 1s
dramatically increased In addition, by encouraging self-policing, market professionals
can enhance their position 1n the eyes of investors

e Fortify the Enforcement Division The above actions will enable SEBI to lay down a
framework and an organizational plan to achieve regulatory success All that progress
will be moot however if SEBI does not have the resource or the power to punish those
who mnsist upon breaking the law Therefore, SEBI must develop a strong enforcement
division with the capacity to impose administrative penalties on rule-breakers In
addition, SEBI must cultivate cooperation with the judicial system to ensure that
prosecutors are famihar with financial terms so that criminal cases can be referred to
them In addition, SEBI might consider dedicating more staff and resources to the
division of enforcement, specifically increase number of investigations conducted and
enforcement actions brought and move to recover investor losses and impose penalties

¢ Develop a strong database and good management information system to tap it SEBI
should only develop a strong internal database of various information including
registration statements, prospectus, periodic reports, list of officers and directors of
public companies, licensing of market participants, investigation progress etc It should
harness the advances 1n information technology to tap external databases like price and
volume movement information at exchanges when required Maintaming and tracking
this information, SEBI’s comphance officers, investigators, and enforcers will be able to
monitor and take actions as needed Finally, technology 1s also a tool for promoting
more effective knowledge transfer within the organization

11



Develop a Public Information Program Bringing the work of the regulator to the
attention of the public promotes trust and confidence, and strengthens the foundations of
the regulatory program SEBI should take steps to ensure information including issuer
filings, SEBI mterpretations of regulation, periodic reports summaries of enforcement
actions, news releases, and other documentation are available to the public

12



Appendix

Almost every country 1n the world has a differing philosophy for securities market regulation In
the United States a vigorous Securities and Exchange Commuission works hand in hand with
several powerful SROs including the Financial Accounting Standards Board, the National
Association of Securities Dealers and the various securities markets mcluding the New York

Stock and American stoch exchanges

This however 1s not the only model In other countries different philosophies have been applied
Following 1s a brief discussion of the organizational structures and management philosophies of
several other regulators from both emerging and developed markets worldwide

United Kingdom

The UK’s securities markets are regulated by the Securities and Futures Authonty (SFA) which
1n turn reports to the Financial Services Authority (www sfa org uk)

SFA s divided into six commiuttees reporting to a Chairman as follows

Authorisation Committee Assesses the suitability of a firm to conduct investment business
Conduct of Business Committee Develops rules governing services given to mvestors
Caprstal Commuttee Assesses risk management policies and available capital to cover risks
Enforcement Commuittee Monitors firms through inspections and analysis of financial
reports, investigates suspected malpractice, and levies punishment against violators
Finance Committee

s Nominating Committee

In the United Kingdom the Financial Services Authority (FSA) will eventually be the sole
regulator over most financial markets Eventually the FSA will take over responsibilities for no
less than eight regulatory agencies spanning securities, real estate, and insurance

South Africa

The Financial Services Board (FSB) 1s an independent statutory body funded solely by levies on
the financial services industry The FSB supervises the exercise of control over such nstitutions
and services as the Registrar of Insurance Pension Funds, Unit Trust Companies, Stock
Exchanges and Financial Markets It also exercises regulatory control over the participation
bonds industry, certamn trust and depository institutions as well as central security depositories
responsible for the safe custody of securities Excluded from thé FSB's responsibilities are some
areas involving listing requirements or public 1ssues, takeovers and mergers, and nsider dealing
investigation and prosecution For further information see the FSB website at

http //www fsb co zashomel htm

The eight divisions that comprise the FSB and their missions are

Actuarial Primarily responsible for supporting the pension department




Financial Markets To ensure sound and efficient markets and related services for the exchange
of relevant securities and financial instruments together with mechanmisms for investor
protection

Long Term Insurance Supervision of the Long Term Insurance Industry

Retirement Funds To ensure retirement funds operate 1n a stable environment so that all
obligations are met when due

Unit Trusts To ensure all collective investment schemes available to the public are conducted 1n
the interest of investor protection

Fmance Provide accounting and financial support to the FSB

Information Technology Provides technology support to other FSB divisions

Legal & Policy Provides legal interpretations and policy analysis to further the objectives of

FSB

Russia

The Federal Commuission for the Securities Markets (FCSM) supervises Russia’s capital markets
FCSM works to assist in the development of Russia’s regulatory infrastructure as well as to
ensure fair and transparent operations 1n the capital markets FCSM hists 1ts mam goals and

responsibilities as

e Protecting the rights of investors and other market participants

s Developing a uniquely Russian model of the market based on Russia’s traditions and
international experience

e Avoid excessive intervention in the market by maximizing self-regulation by organizations

of professional market participants

For further information see the FCSM website at http //www/fedcom ru

Poland

The Polish Securities and Exchange Commission (PSEC) 1s generally recognized to be one of the
best securities regulators 1n the transitioning economies of Eastern Europe The main factor that
has contributed to 1ts early success 1s 1ts organization as an independent and powerful
commuission that doesn’t share authority with other government agencies

PSEC 1s divided into the following divisions and functions

e Authonization Division licensing, examination, and inspection of all market intermediaries
including ivestment funds

e Corporate Finance Reviews prospectuses and periodic reports, prepares economic analysis,
and provides public information

¢ Enforcement Division Prepares enforcement actions
Legal Affairs Interprets regulations prepares legislation, interacts with other government
agencies, and provides legal counsel to other divisions

* Secretanat Responds to public inquiries and complaints orgamizes educational activities
both internally and externally, and manages relationship with other government agencies
Adminstration Handles all administrative functions of the Commuission

Further information on the PSEC can be requested from sekr@kpwg gov p!
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Germany

In Germany the securities marhets are regulated by the Bundesaufrichtsamt fuer
Wertpapierhnadel (BAW), a federal regulatory agency within the Ministry of Finance BAW 1s
divided nto three main divisions as follows

e Directorate I Information Technology, Public Relations, Legal Issues Legislative Issues
¢ Directorate Il Insider supervision, Ad hoc disclosure/Major shareholdings Reporting

requirements
e Directorate I1l1 Investor protection Rules of Conduct, Prospectuses

BAW lists 1ts main responsibilities as

Combating msider trading

Monitoring compliance with reporting requirements

Monitoring the rules of conduct of investment services firms
Providing information to the general public on all investment types

Further information on BAW can be found at http //www bawe de/
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SEBI Workshop Vision 2000
31 July to 2 August

Overview of the Workshop Structure and Objectives

Mr Dennis Grubb

Agenda

» Workshop objectives
> Workshop structure

» Workshop outcomes

FIRE Project




Workshop objectives

> Analyze challenges

» Prioritize challenges and develop a vision for SEBI
into the year 2000

» Formulate a strategy for SEBI

FIRE Project

Workshop structure

> Internal analysis

~ Current status and issues

~ Developing an appropriate organizational structure
> External analysis industry perspective on SEBI

- Secondary market development issues denvatives mutual funds
-~ Market Players intermedianes stock exchanges

-~ Market surveillance compliance mechanisms

» Working sessions to develop strategy recommendations

FIRE Project

~ e



Workshop outcomes

> A vision

> Recommendations on concrete steps to implement
the vision

» Management and staff buy-in

FIRE Project
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USAID-FIRE Project

Index of Capital Market Development

BACKGROUND

- Results Review and Resource Request

- Problem with the macro indicators



of

USAID-FIRE Project

Index of Capital Market Development

METHODOLOGY

- Identify critical areas of a developed capital market

- Identify objective in each of these areas

- Stages of development

- Assign score to each stage



USAID-FIRE Project

Index of Capital Market Development

AREAS

I. Market oversight and enforcement

II. Debt Market
III. Information infrastructure
IV. Trade, clearance and settlement infrastructure

V. Self-regulation/licensing and certification

VI. Risk management (Futures and Options)



" USAID-FIRE Project

Index of Capital Market Development

STAGES (Score)

1. Mimmal or no system in place (1-3)
2. Need for improved and efficient system recognized (4-6)
3. Policy and infrastructure issues being addressed (7-9)

4. State-of-the-art system in place (10-12)



USAID-FIRE Project .

Index of Capital Market Development

EXAMPLE

IV. Trade, clearance and settlement infrastructure

Stages
- Existing infrastructure archaic and high on systemic risks
- Need for transparent, efficient and risk free systems recognized
- Policy, legal and regulatory constramts identified and bemg addressed

- State-of-the-art infrastructure operational



USAID-FIRE Project

Index of Capital Market Development

ANALYSIS

- Panel of independent experts

- The simple arithmetic mean of scores - Index number
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USAID - FIRE Project

Index of Capital Market Development

Objective -> | I
Scorer
(A) . 6 4
(B) 7 5
(C) 6 4

Mean 633 433
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SEBI Creating A Vision for the 21 Century

Session 1 Establishing a Framwork for Action — Presentations by Exccutive Directors
Session Chaitman Ay D R Mehta Chairman SEBI
PwC Facilitator D, Tessie Sun Martin - FIRE Project

!
Sesston objectives  To provide the Executive Directors an opportunity to present an
analysis of then division They will provide then analysis of the sticngths and weaknesses

ot the curient operations and their vision for the future of their division including staff
development nceds



SEBI Workshop Vision 2000
31 July to 2 August

Session 1 Establishing a Framework for Action
Presentation by SEBI Executive Directors

Agenda for the session

» Executive Directors’ Presentations
> Mr OP Gahrotra
» Mr Pratip Kar
> Mr Ashok Kacker
> Mr Vijay Ranjan
> Ms DN Raval
> Mr M D Patel

> Q&A

> Summary

FIRE Project




Executive Directors’ Presentations

» State of the orgamization
» Enforcement and surveillance
- Risk containment and investor protection
-~ Pnmary markets
» Secondary markets
~ Professionalizing the industry
~ Self regulation
~ Institutional investment

- Staff development

FIRE Progect

Summary
A Vision for SEBI - Year 2000 and Beyond

» SEBI responding to a rapidly changing environment

> Implies need for flexible structures and processes

> What strategies can public managers use to initiate
change?

> What can you expect from the process?

FIRE Project




Responding to a changing environment

» The market has and continues to change

» Information age, globalization are quickly changing
competitive dynamics in capital markets

» The regulator must respond

» Organizations like SEBI can benefit from past experience
around the world

»Best practice companies and governments have taught us much
about ways to dramatically improve organizational performance

FIRE Project

Responding to a changing environment

-

Y

» Tools to iImplement change )

» Communications, IT and information ‘/
»Networks, Internet
»Knowledge management

> Training
»Best practices

»Access to network of secunties regulators from around the world

FIRE Project

eptf



Imtiating change in the public sector

» Change requires a clear vision
» To whom 1s SEBI accountable?
> Who are its customers?
» How to measure customer satisfaction?
» What are SEBI's “products” and “services”?

» Ultimately what 1s SEBI's mission?

»And how do you sell that vision to every staff member?

FIRE Project

Change in what?

» Customers--revamping the relationship between your
organization and its customers

»Asking customers what they want? Radical deal

»How do you even determine who to ask?

> Consequences—Introduce accountability for
consequences of actions

»Introduction of mechanisms for rewarding success and forcing
weak performers to improve

»Use of budgeting and other rewards enable managers to feel
repercussions of actions

FIRE Project




Change in what? (continued)

» Control-Creating entrepreneurial organization by
devolving control to those in the “front lines” (in direct
contact with agency “customers”)

» Culture--does organizational culture support the work
people do to deliver value?

»Creating culture of empowerment

~Creating a learning organization a culture that rewards and
motivates knowledge sharnng

FIRE Project

10

How to change a public sector agency?
You may have more tools than you think

> Budgeting tools--example from US NPR T

> “Big-bucket” budget or “mission-dnven” budgeting :

P
s

~An expeniment that began at the US Forest Service -
Restructuring the budget reducing hundreds of thousands of ine tems and

eltminating inflexible guidelines for moving monies around providing
managers greater license to move allocations in response to organizational

strategy
» Allow agencies to keep a portion of what 1s not spent that year

> But Must hold managers accountable for results

FIRE Project
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Some tools available (2)

» Procurement guidelines are streamlined

» Introduce competition/deregulation

» HRD and Organizational Restructuring

» The UK system heads of agencies sign performance agreement
detailing objectives and timeframe

» Restructuring staff appraisal/performance review process

» Designate a COO responsible for change

FIRE Preject
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Some tools available (3)

» Performance measurement tools geared to tracking
what matters to your clients

» Make clear the distinction between outcomes and
outputs

> Must get staff involved in determining what matters

>» Must determine the right tools and processes for
measuring (e g surveys)

FIRE Profect




Some tools available (4)

» Technology can play a major role

» Provides new ways to communicate and interact
throughout the organization

» Provides databases of best practices across divisions

> Provides immediate feedback

FIRE Project

14

What can you expect from the process?

> Change will not happen overnight

» You may not get it nght the first time

> Must have freedom to fail

> Is leading change better than following 1t?

» Change will happen

»If you lead it you are in control of the agenda

FIRE Project
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Session 2 The State of the Industry--Stakeholder Perspectives
Session Chairman Mr O P Galiotra SEBI
PwC Facilitator My Denmis Grubb FIRE Project

Session Objcctive  To provide SEBI with a variety of views on the current state of
the industiy

Panelist I The Domestic Perspective
Presenter Ashok Desai Consulting Editor, Business Standard

Panelist 2 Foragn Investors and India
Piesenter P K Advant Chanman, Advani and Company

¢



Session 2 Some relevant Price Waterhouse FIRE Project Dcliverables

Delverable # Author Tutle
27 Mr Tom Keyes & | An Onentation Program on Inteinational Capital Markets
Mr Paul Litteau | for participants fiom the mimistry ot I'nance SEBI &

The Stock Exchange, Mumbai

45 Mr Thomas Keyes | Registration and Regulation of Retail Capital Market
Intermediaties tor SEBI

66 Ms Kate International Approaches to Derivatives Market

Hathaway Regulation Common Global Regulatory Objectives
78 Ms Kate Approaches to Denvatives Market Regulation for

Hathaway

Financial Satcty and Fairness by Vatious Jurisdictions
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advani share brokers pvt. Itd.

52 bhupen chambers,
9, dalal street,
mumbai 400 023.
tel : 267 1533 fax : 262 4369

email ; advani@giasbmO1.vsnl.net in
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The State of the Industry - The

International Perspective by a
Domestic Broker

Date : July 31, 1998

Venue ; The Resort, Marve _

T . 245pm %)
ime . 45 p.m.




A Two Prong Approach...

 Selling India

» Creating a Level Playing Field for all
Brokers - foreign and domestic



Selling India

List GDR’s in India
* NSDL to settle

* [ndian Mutual Funds/Indian clients to be allowed
to take advantage of the arbitrage

Information

* Transparent, timely

« Norms to prevent leakages from RBI,
Custodians, SE’s, SEBI - articles in the
Press come in on a timely basis, with
specific trade information




Rf

Internet |

* Norms to be worked on now

Reqi

Selling India...
radin
ration
Quicken the process

Fees : Manager or fund?
Re-examine fee structure for Fllis




Level Playing Field....

« Reduce Risks

« Insist on Clearing house trades for Flis/Fls
« Reduce Pay-In/Payout time gap - ideally match
them

 Broking business to be given Industry
Status

* Lines of Credit
 Better looking Balance Sheets




Level Playing field.....

* Transparency & Availability of
Information G
+ FII holdings i
« Analysts meetings
* Minimum % of business to be given to

Indian brokers.
« Monitoring by SEBI, publishing the data



In conclusion... |

. Efforts put in by SEBI, FIRE are
commendable.

« Need to continue these with greater
vigour, keeping the lines of
communication open at all times

« Improve the image of the domestic
broking community



Session 3 Organizational Strategy--Issues and Strategy
Session Chairman M) Ashok Kacker SEBI
PwC Faulitator Dr Tessie San Martin FIRE Project

Sesston obyectives To bioaden SEBI management s understanding ot the
paiametets thev need to address to cieate a “successful  o1ganization internal
communications reporting relationships, organizational stiuctures staff preparation
and recruitment ete

Panehist 1 Organizational Development An Agenda for Action for SEBI
Presenter 11 Tessie San Maittin FIRE Project

Panelist 2 Creating the Learning Organization
Presenter Col VM Verma Ducector HRD and General Administration BSE

Panelist 3 Anowledge Management in SEBI Presentation {iom the SEBI groups
who particip ited 1n the Baruch College Program



Session 3 Somc relevant Price Waterhouse FIRE Project Dehverables

et

Deliverable # Author Tutle

17 Ms Susan Hertel Organizational Structure Plan for NSDL

22 Ms Susan Hertel | Work flows and Job Description under the
Organizational Plan for NSDL

28 Ms Susan Hertel | T'ollow up on the organizational stiucture plan for NS

36 Ms Susain Hertel | Review of Org mizational Development of NSDL

48 Ms Suswn Hertel | Management & Statt training thiough development of
procedural mnuals for NSDL

60 Ms Susan Hertel | Development of operating procedurcs manuals for
NSDL - Deputments of Participant Interface Issuer
Interface Registrar Operations and Business Partner
Inspection

68 Ms Susan Hertel | Development ot Operating Procedutes Manuals for
NSDL Deprunents of Clearing Coiporation Interfacc
Corporat. Communications-Marketing & Corporate
Planning and Rish Management

70 Ms Susan Hertel | Establishment ot a Continuing Training Program within
the Human Resources Department of National Securitie s
Depositors Limited

75 Ms Susan Hertel | Development ot Operating Procedures Manuals for
Nation 1l Secuiities Deposttory Limited (NSDL)
Deputments ot Surveillance Compliance and Financd/
Accounts

83 Ms Susan Hertel | Expansion ot the Training Program within the Human
Resources Department of The Stock Exchange Mumba!
(BSE)

86 Ms Susan Hertel | Development ot Operating Procedutes Manuals for

National Secunities Depository Lid - Departments of
Informtion Technology  Systems and Networking

}V&



Session 3
SEBI -- Organizational Development Issues and Strategy

SEBI Workshop 31 July - 2 August 1998

Agenda for the session

> Overview of internal organization priorities

> Suggestions from the FIRE project experience

» Case studies from capital markets organizations in India

> lLessons learned

> Knowledge management at SEBI The view of participants in
US training under FIRE

> Lessons learned

FIRE Profect




Agenda for the presentation

- Presentation objective
-~ Enhancing performance at SEBI--a blueprint for action

> Issue areas covered
» The Mission
~ Functions and Characterstics

~ Action Areas
~Organizational structures
~HRD and Training
~Knowledge management and institutionalization

~ Measures of Success

FIRE Project

The Mission

» Elements of a vision

» Who are our customers?

»who do we serve?
» What our our products and services?

» How do we measure success?

»Qutputs v outcomes

FIRE Project




Mission for SEBI--An Example

» Protect investors
-~ Our customers
» Ensure fair, transparent markets
~ Rule making a product
» Monitoring comphance enforcement services
- These are outputs of the regulatory process
» Reduce systemic nsks

» Outcomes

FIRE Project

Functions

» Common functions of any market regulator Keeping the playing field

level
%

~ Who can play?

rAccess to the market

~ What are the rules?

~Rule making

~ Interpreting the rules Referee

~Monttoring and disclosure @b

~ What happens if the game is not played fairly?

-Compliance and enforcement

FIRE Project




What 1s needed to discharge these functions effectively?
Characteristics of the Regulator

» Independence
» Consistency

> Professionalism, confidentiality

FIRE Project

Organizational structure a tool of strategy

» How I1s SEBI organized?
» What areas can be strengthened?

» Key questions

» Do we have the operating divisions required?
> Are areas of responsibility well defined?

> Is overlap extensive?

FIRE Project




Organizational Structure Example attheUS SEC

Office of the
Office of the Office of the Chamman Office of the Office of the
Commas orer Commss oner Commms aner Commamaoner
| I I ]

A&u\ P or o ar -c- t il cru m ’E o uum
Law Judge Comt m A A oictex Aol g Inip co Generdl Pun mn S crary O wuntyOft
f 1
Of dGumem Dm 10 D thw mest Dm0 fMak pm o e
Cown Eab  ment Ma nag om ent Re pd st Cop o F = o— S o s

R poral&D
of

Of oM or o
S en lnemm o A

I 1 I |
l Of oF wpam | ot o w l l OF o Adu mitnw md J I of oIn mumm

1 mamonS Per el Man agement T chrology

FIRE Project
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Organizational structure Office of General Counsel

> Strong Office of the General Counsel

- Interprets secunties laws and provides framewaork for the regulators powers
and responstbilities

» Defines powers protects regulator against outside challenges to its authonty

~ Provides interface between regulator and market participants and other
stakeholders in the regulatory process

~Policy shop to educate legislators judges and other stakeholders

-~ Particularly important today as SEBI works with Dhanuka Committee and
others to develop a comprehensive legislative framework

FIRE Project




11

Organizational structure Office of Information Management

» Tool to develop SEBI's monitoring capability, including
tracking of

» Fiing of registration statements
> Penodic reports
» Banned players

» Progress of enforcement actions/investigations

» Development of customized databases improves compliance
and enforcement

FIRE Project

12

Organizational Structure Office of Technology Management

» But more than IT, hardware and software

> It 1s about knowledge management

» How does the organization learn and institutionalize knowledge about
the market?

» How does it keep in touch with evolving “customer” needs?
~OTM can create and maintain databases of best practices
~OTM can facilitate access to deliverables from projects such as FIRE

~OTM can facilitate public education process (e g development of
interactive websites)

FIRE Project

Y
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Knowledge management

» More than technology .
» Coaching and mentonng

» Career models and paths (generalists, specialists and McKinsey's “T”
professionals)

» Organizational culture that values and rewards knowledge
management and knowledge sharing

~Through performance expectations placed on management
~Special incentives

~Training/professional development

FIRE Project

Organizational Structure The HRD Function

> Developing HRD policy
> A tool to mplement vision and strategy
~More than training
> Includes
~Recrutment/selection at all levels

~Skills development program per department (generalists vs specialists)

~Staff evaluation/measurement

FIRE Project




Evolution of the
Human Resources Function

» Traditional approach hiring and administrative functions
(payroll, etc )

» Current approach broader and more complex fung

responsibilities

1€

-~ emphasis on staff development and retention

» closer interaction with ine managers and sentor executives

FIRE Project

Example U S SEC HRD Functions

» _Employment Relations and Development

» counsels ment and employ on rights requirements and actions

» admnisters and monitors leave alternatve work schedule program annual awards
~ recommends polictes and procedures for career development, inciuding training

» carnes out training needs assessments

> «dentfies and procure appropriate traning programs as well as evaluates all training
» Oversees development and mai 1ce of performance standards

~  Classffication and staffing
» classffies positions and develops and implement grading
~ helps management develop and maintain org charts and functional statements
~ 1mplements federal pay regulations/canducts pay studies
~ helps identify recruit and process new employees
~ Processing and Benefits Branch
» manages federal employee benefts programs (e g health Iife insurance retirement program)

» mantains all employee personnel data

FIRE Project

16
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Example HRDU S SEC

> Performance standards ¢

- Each department/division works with the Employee Relations and
Development Branch to establish descriptions for each job

- Based on the job description each department/division supervisor writes a
performance standard to meet that function

~ Performance standards for each employee must be wrtten at least 30 days
before the formal annual appraisal penod

~ supervisor must communicate standard to the employee
- both supervisor and employee agree on the performance standards

» Performance standards must be measurable

FIRE Project
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Example US SEC

» Staff appraisal process
» Goal of Staff Appraisals

~ Assess employee performance against measurable standards
» recognize outstanding performance
- |dentify employee development skills

» Process

~ management assesses employee s performance through the
Performance Management Record

-~ management discusses alt the information going into the PMR with the
employee

FIRE Project

N
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The Role of Training Within Human Resources Development

> Training can impact job performarice by
» preparing new hires to perform their work
» improving technical/industry knowledge

> improving productivity/management/career skills

—!lo

1

FIRE Prcject
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Three Levels of Learning Activities

» Training: learning directed toward the present job
of the learner

> Education: learning directed toward a future
identified job of the learner

> Development- learning that i1s not job-related

FIRE Project
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Example Training at the SEC
Sample Offerings by Office of Compliance Inspection and Examination

Toptcs covered under the Broker/Dealer training program

AR |

%

AT T R Y

inciude

Phase |
explanation of structure of the SEC n
the exammunation process
registrabon broker/dealers
report wnting
NASDvs NYSE
books records and brokerage accounts
trachng i the equities market
customer account review
other statutes and regulations of the Federal Reserve and
ather federal agency requrements
secuniies 1nvestor protection corporation
net capital computation
customer protection comptitatton
ethics

FIRE Project

Phase 11
review of Phase [
»  explenation of 33/34X .
»  small issues/corporate finance
»  transfer agents
mumucipel secunties
different Acts that apply
- lation end g facets

Phase Il

»  current developments in secunities market regulation
- review of examination cases

»  ather ot topics

21

Example Training at the SEC
Sample Offerings by Office of Compliance Inspection and Examination

Topics in the Investment Advisory training
Phase 1 (an introduchon) and Phase 2 (in-depth)

Y YY VY Y N Y Y Yy

v

what 15 an investment advisor
how to register schemes and mechamsm for regastering
who 1s registenng where
differences between federal and state registration
records that advisors create and are requured to maintain
paper-based Vs computer generated stored documents
custody possession of secunties and ciient fund secunty
advertisements
brochure rules
marketing
wmnterrelation between advisor and porifolio management
function
interviewing skails

CS

FIRE Project

Phase 3 cavers

»  current devel

.~ other hot topics




Example Training at the SEC
Sample Offerings by Division of Enforcement

1 Basics of Conducting an Investigation (1 week 2 Basics of Accounting (3 4 days)
workshop for newly hired attorneys within the »  basic concepts and apphcations of GAAS and
Division) GAAP L]

» ntroduction to msider trading and financial » how to investigate using financial statements
disclosure

how 1o organize investigations
how to present and take tesumony

Y vy

hands on exercise on presenuing and taking 3 Current 1ssues on enforcement
testimony ~  Supreme Court senes (focuses on secunties cases
~  how to 1ssue subpoenas addressed by the Supreme Court )
FIRE Project

23

Organizational devefopment institutionalization

» Development of procedures

» Clear definition of each department’s and division’s
responsibility

> Systematization of key processes

> Development and maintenance of manuals

FIRE Project -




A Word about SRO’s

» No amount of databases can address fundamental information
asymmetries between the regulators and the players

~ SROs are tools used by SEBI and other regulators to correct these
asymmetries

~ SRO concept relies in increasing professionalization of market partcipants
~ SROs must be developed and the nght earned
> Key issue to address in SEBI
- Professionalization of market participants through testing and licensing
- Role of accountancy profession

» Schedule for devolving increasing authonty to selected SROs

FIRE Project
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Measuring success

- OUTPUTS--some examples ~ OUTCOMES--some examples

» Number of enforcement actions in » Number of violations

each program area
~ Increase 1n number of small and

»~ Percent of iInvestment companies medium nvestors active in the

examined market
-~ Percent of SEC registered » Growth in volume and vaiue of
investment advisors examined since securities traded

the beginning of the current
regulatory cycles

~ Number of investor hits in SEC
website

~ Number of new mutual fund
portfolios and new Insurance
products reviewed

FIRE Project

o

=



27

Presentations

» Strengthening HRD Function The Case of the BSE

» development of an effective HRD function in a.capltal
markets organization

» Participant training at SEBI Observations from the
field

» a case of knowledge management and institutionalization

FIRE Profect
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CREATING A LEARNING ORGANISATION -

The concept of learning organisation is not new, many authors have talked about
organisations learning from others and their own past experiences Probably Garratt
was the first to publish a book on the subject in 1987 followed by another in 1990 But
the term was popularised by Senge when his famous book ‘The Fifth Discipline’ was
released in 1990 Senge's book triggered a great deal of interest in the subject of
learning organisations He emphasised that all learning organisations have five
common characteristics They include

Developing personal mastery, using mental models, building shared

vision, understanding the power of team learning and using systems

thinking According to him the fifth (systems thinking) in the most critical

one, and therefore he titled his famous book ‘The Fifth Discipline’

The concept

In 1970s Argyns proposed the concept of a different qualitative learning Contrasted
with traditional learning, or the ‘single-loop’ learning (involving incremental change
within an existing framework), ‘double-loop’ learning emphasized testing of the
underlying assumptions and achieving transformational change Senge Contrasted
adaptive learning (solving problems in the present without examining appropriateness
of current learning behaviours) with generative learning (emphasising continuous

expenmentation and feedback in an ongoing examination of the way organisations

define and solve problems)

pto
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Organisational learning has been defined in various ways My definition of the concept

1s “ the process by which an organisation acquires, retains and uses inputs for its

development , resulting in an enhanced capacity for self learning and self renewal "
Organisational learning has been proposed as a development process, from individual
to group to organisations However, there are certain Hindering and Facilitating factors

in the organisation requining attention of the HRD and the management

HINDERING FACTORS

e Frequent changes at the top leading to loss of continuity and absence of long-term

orientation

¢ Culture of complacency arnsing from past successes Inadequate efforts for

improvement leading to process of slow decline

» Excessively bureaucratic and centralised methods of working leading to delays

With a community of functional specialists having little appreciation of each others

area, learning gets fragmented and this leads to functional myopia The tunnel vision

of information sharing blocks learning

Due to Preoccupation with day-to-day fire fighting, time and attention do not get

allocated to Issues of change and innovation As a result changes are not backed up

with visible support and energetic action

FACILITATING FACTORS

There are five key conditions that are essential for organisational learning

o Clanty of purpose and mission  Employees need to understand the goals they

are striving for
pto
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Leadership commitment and empowerment Leaders play a vital role in fostering a

learning chmate by being committed to goals, promoting openness and trust, identifying
performance gaps and empowering their employees

Experimentation and rewards  Employees must have the freedom to take nisks

and innovate and, in fact, should be rewarded for t This is by far the most
consistent managenal practice that 1s observed in learning organisations

Transfer of knowledge Communication needs to be clear, fast and focussed

to enable employees to learn from each other, from past failures and from other
organisations

Teamwork and group problem solving By working in teams knowledge can be

shared by members Interaction generates new ideas and solutions

BSE - A LEARNING ORGANISATION

We in the BSE have had our own share of expenencing the advantages of being a
learning organisation A silent HR revolution is taking place in the BSE for the past two
years Taking clue from the environment, both internal and external as also the deep
set cultural background of the organisation, we conducted an Organisation Climate
Survey and wdentified the strength and weaknesses Thereafter the needs of the
organisation were  ascertained and dentified as ORGANISATIONAL
RESTRUCTURING, COMMUNICATION and TRAINING as key intervention areas
BSE started off with all the three and several other HR interventions simultaneously two
years back and have since been learning organisationally through its own
exeperiences Our focussed areas of interventions which have given us tremendous

learning experience which are also under constant review and revision are as under -

pto
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¢ Organmisational Climate Survey

¢ Beginning to develop a database of skills among employees

o Implementing a new employee appraisal system, main focus being
PERFORMANCE REVIEW FOR REWARD and PERFORMANCE REVEIW FOR
DEVELOPMENT

¢ Initiating an internal training programme based on need assessment, Impact &
evaluation of training Behavioural, Functional, Technical and General
Management Training needs are being addressed

e Communication Process, both Inter Personal and Intra Personal

e Automation & Human Resources Information System (HRIS)

¢ Induction & Mentoring at entry levels

e BSE Mission Statement (Review)

¢ Empowerment & Job Rotation

e Effective Internal Support Systems
With the above interventions and several more to follow in the subsequent training year,

we are expecting a total transformation through self renewal and constant reveiw of

internal learning process

dekdedededekdodehekdok
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The process by which an organisation ACQUIRES, RETAINS and USES
INPUTS for its development, resulting in an enhanced capacity for self learning

and self renewal
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2. HINDERING FACTORS

Frequent changes at the top

Culture of complacency arising from past successes
Excessively bureaucratic and centralised methods

The tunnel vision of information sharing blocks learning
Hierarchial Organisations

Preoccupation with day-to-day fire fighting
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3. FACILITATING FACTORS

Clarity of purpose and mission

Leadership commitment and empowerment
Expenmentation and rewards

Transfer of knowledge

Teamwork and group problem solving
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4. BSE - A LEARNING ORGANISATION

Organisational Climate Survey

Beginning to develop a database of skills among employees
Implementing a new employee appraisal system

Initiating an internal training programme based on need assessment, Impact
& evaluation of training

Communication Process

Automation & HRIS

Induction & Mentoring

BSE Mission Statement (Review)

Empowerment & Job Rotation

Effective Internal Support Systems
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PARTICIPANTS TRAINING AT

BARUCH COLLEGE
NEW YORK



BACKGROUND

e Participants visited US for a training
programme organised by USAID under
FIRE Project during October -
November, 1997

¢ An overview of US capital markets

e Class room lectures

e Visits to various Institutions and
Intermediaries viz NYSE, AMEX, Meryll
Lynch, Coffee, Cocoa and Sugar
Exchange

e Visits to regulatory bodies viz. SEC,
CFTC

&



REGULATORY FRAMEWORK/CAPITAL MARKETS
IN USA

¢ Single Regulatory Authority for public held companies ( No
ROC)

e Strong Legal Framework and Enforcement

e Contmuous Disclosure and Compliance Requirement for
listed Companies with US SEC

¢ Issue Management Process

¢ Auditors’ Involvement in Public held Companies

e Importance of NASDAQ 1n US Markets

e Settlement of Trade (majority) through depositories and
supportive clearing corporations

o Strong Self-Regulatory Organisation for Mutual Fund
Industry viz , ICI

e Large Spectrum of Investment Products Offered

e Domimnant presence of Mutual Funds in Capital Markets to
channelise Retails Investments

e On-Limne Surveillance and Monitoring, Stock Watch

Y st
s



INTERMEDIARY TRAINING

e Improved Compliance by Intermediaries
due to Training and Development

o Securities Training Corporation ( STC )

e National Association of Securities
Dealers (NASD )

e Investors’ Education



TRAINING HIGHLIGHTS

e Supportive Legal System - Effective Enforcement
of Securities Laws

e Specialised professional Skills of Securities
Industry Professionals

e Back office Operations of Brokers

e Clearing Issues in Derivatives Markets

e Self discipline seen among intermediaries viz,
brokers, Investment Banks and Issuer Companies
ensuring better compliance

e Entry norms/restrictions for securities industry
personnel

» Effective Time Management



SUGGESTIONS

e Continuation of Training programmes under
USAID and other Global/Foreign Training
Programmes

¢ Focused Training Programmes for future
requirements of SEBI like

¢ Derivatives

¢ Depositories and clearing systems

e Surveillance systems and Enforcement

e Regulatory measures through legal recourses

e Strengthening the self-regulatory
organisations/Stock-Exchanges for effective
compliance

e In-House Trainings



Session 4 Secondary Maiket Development

Session Chanman Mr O P Gahrotra Executive Directon SEBI
PwC Facilitator Mr Parutosh Sharma FIRE Project

Session objectives  To discuss cuitical 1ssues affecting the development of a strong
secondary market 1n India

Panelist | Lypertence with non-equity Dervatives potential pitfalls facing the
Indian Dervatives Market
Piesenter Martin Iish Countiy Diector Standaird & Chaitared

Panchist 2 Stunulating the Indian Debt Market
Piesenter N Gopalknishnan Managing Director, SBI Gilts Ltd

Panelist 3 The Mutual Fund Industry Valuation, Fund Growth, and Compliance
Piesenter Simon Holdsworth Chief Investment Officer 1TC Threadneedle

Panelist4 The Mutual Fund Industiy The Compliatice Perspective
Presenter Sandhya Bhate FIRE Project Consultant

Panelist 5 Mutual Funds The Credence Report on Guaranteed Products
Piesenters

I R NK Prasad FIRE Project

2 Vivek Sinha Partner, Credence



Session 4 Somc 1 ddevant Price Waterhouse FIRE Project Dehiverables

Delverable # Author Tutle
8 Mr Stephen A review of the Operational Impediments of the Debt
Brown Market 1n India - NSE T O # 003
11 D1 Wilham Feasibility Study of a Denivatives Exchange in India -
Barclay NSETO #003
15 Mt Rajat Saxena | Research paper on Retail Debt Maiketing 1in India
21 Mr Lewis | A Comprehensive Stuategic
Mendelson Plan for AMFI
31 Mr Bill Goiman Inter -connected Market System ['easibility Report
32 Mr Lewis I Assistance to Mutual Funds - Review of comprehensive
Mendelson Strategic Plan and Investor Awareness campaign
33 Mr Joseph Schenk | Woild Securities market Clearing/ Settlement Proposal
for Stock Exchange, Mumbat
37 Mr Lews | Assistance to Mutual Funds
Mendelson
38 Mr Paul Litteau | Review of Regulations for Derivatives Exchange 1n India
43 Mr Dawvid Silver | Assistance to Mutual Funds - Improving Products and
Seivices, Strengthening the regulatory Framework and
AMFI
49 Mr Kush Chokshy | Proposal for the establishment of a Debt Dealers
& M1 A Association n India
Devasuiendia
50 Mr Lews] Assistance to Mutual Funds - Review of comprehensive
Mendelson strategic plan & Investor Awareness campaign
51 Dr Wilham Index Derivatives Trading and the Indian Equity Market
Barclay Impact, Regulation and Control Design
57 Mr Lewis ] Association of Mutual Funds 1n India (AMFI) Model
Mendelson Compliance Manual
61 Ms Susan Hertel Review of the Cash Settlement Process and proposed
securities depository for the Stock Exchange, Mumbai
(BSE)
62 Mr Joseph Schenk | Review of Clearing and settlement Procedures at the
Delh1 Stock Exchange
63 Mr Petet Stiategy for Development of the Secondary Debt market

Giennough
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71 Ms Susan Hertel | Assistance to Secutities Settlement and Clearance to The
Stock Exchange Mumbai
Ms Kate A review of the SEBI Derivatives Commuttee Report A
72 Hathaway Regulator Flamewotk For Derivatives Trading
74 Ms Anjali Kamat | Wotkshop AMFI Mutual Fund Comphance Workshop
“Mccting out Professional Responsibilities”
76 Ms Kate A T'rimework of Derivatives Matket Regulations for the
Hathaway Exchange Sclt Regulator in India Draft Futures Market
Regulations {or the National Stoch | xchange of India
Lid
77 Ms Anjali Kamat | SEBI Mutual Fund Inspection Woikshop “Quality
Contiol and Consistency in Mutual I und Inspections
Insights fiom the US SEC Inspection Process”
79 PW/ FIRE Assistance to Registrars Association of India - Manual of
Standard Operating Procedures
80 Mr Michael Repott on Stock Index Futuies tor the National Stock
Gorham Exchange ot India Linmted
81 Ms Kate Paragraph Review of the December 1997 Gupta
Hathaway Derivatives Committee Report
85 Mr Lewis | Assistance to Mutual Funds - Review of Comprehensive
Mendelson Strategic Plan & Investor Awareness Campaign
88 Mr Kush Choksy | Fixcd Income Biokers Association (FIBA) Business Plan




Market
Issues and Role for SEBI/
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i Govt borrowing at market rates

=M Greater absorption of securnities by market
f”%ﬂ / se in trad I
72 M Increase In trading volumes

m Greater transparency

m /ncreased focus on treasury management and
interest rate nsk management

m /ncreased interest in debt market
m Large amounts being raised by corporate sector
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olution of Debt Markets
tures of a developed Bond Market
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ndary Market Development

§ Reasons for low secondary market activity
» Uni-Directional Markets

f’;% 5 ~ Views based on call rates
— No benchmark interest rates
B —No hedge mechanism
» Herd Mentality
“ * Investors holding paper to maturity
& » Low retail and corporate interest
’ + Existence of stamp duty

gestzons to actzvate debt market

§ /nvestor education

‘M Move towards 100% mark to market for
___ securtties

"'m Setting up of dedicated gilt funds

7 m Marketing debt to corporates/high networth
4, individuals

m Strengthen system of PDs

m Development of satellite dealers

m Establishment of when-issued market
m /ntroduction of derivatives




gestions to actzvate debt market (contd)

Regulatory issues

» Rationalisation of stamp duty
-~ uniformity across states
- one time stamp duty at the time of 1ssuance

— encourages dematenalization and facilitates securitrzation and
hence improves liquidity

j . + Regulation of Private Placement market
@ - ensure uniform and adequate disclosure requirements

- Mimimise delay between letter of allotment & issue of scrip

— U S market, 1ssuers use Rule 144A to pnvately place with
QIBs( Qualified Institutional Buyers)

RN

gestlons to actzvate debt market (contd)

Regulatory i1ssues (contd )

» Need to ensure consistent requlations
— {oo many bodies regulating the same segment

77 — Govt secs subject to regulations hke Public Debt Act, SCRA
elc
* Repos

3
N
RSN

— standardisation of repo agreements

— broadbasing the market by increasing the number of players
and instruments
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gestzons to actzvate debt market (contd )

Regulatory 1ssues (contd )

“ < Allow short-selling/stock lending which would
: lead to greater depth in the market

» Widening the investor base

2 — permit Provident/Gratuity funds to purchase
: corporate debt and secuntised paper

M —allow insurance companies to invest a larger portion
- of their funds in non-govt paper

— blanket permission to be given to Public Trusts to
invest in highly rated paper

AN

...............................................................................................................................................................................

gestzons to activate debt market (contd)

Regulatory i1ssues (contd )

» Withdrawal of withholding tax on interest
income on Flis

« Clanfication of ambiguity in taxation of interest
under Section 10 (23(g))

. * Introduce multiple credit ratings system

{



losophy of Regulatzon

Partnership between SEBI and industry
Mutual Responsibility

Should not shackle industry and prevent
innovation

a

three steps of regulatzon

8 Work with industry to facilitate market
*" innovation but protect investors

,,,z: Constantly reappraise regulation and
discard what doesn’t work

7w Don’t reinvent the wheel

-]



“and corresponding loss for the firms Most of us

e i e e e S b b ol

hat’s good for the investor 1s good for the market
EC Regulation i1s not a zero sum game in which
very new advance for investors brings an equal

recognise that it 1s quite the opposite Every new
improvement for investors makes a better
marketplace, one that's likely to attract more
investors and more capital ”

- Arthur Levitt, Chairman SEC

§ & Wk



Valuation and Its Importance
in Mutual Fund Growth

1st August 1998

SEBI Senior Management Conference



&"“&’;}

The Importance of Valuation

Supporting Professionalism

Mamtaiming Confidence

Effect upon Liquidity

Reducing Pricing Flexibility



Supporting Professionalism

It 1s taken as read that for the Indian Mutual Fund Industry to
have sustained growth 1t must attract and retamn professional
operators

These operators must provide adequate mvestment returns not
only to mvestors within the funds they manage but also their
own shareholders

One requirement of the valuation process 18 therefore that 1t
must promote the success of professional operators, and 1t must
actively hinder the growth of those who do not mamtain the
highest standards
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Discrepancies 1 price movements, as occurred on January 19th 1998, between ‘similar’ open
ended 1ncome mutual funds, serve as a clear signal that inconsistent, and therefore potentially
dangerous, pricing polices are being followed within the industry
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The lines represent the PUBLISHED NAV
of 5 major open ended income mutual funds
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Satisfying User Expectations

Satisfying expectations on a sustained basis implies, amongst
others, that confidence must be maintained This confidence
must be mamtained even during periods of net redemption
from the industry, or individual funds

This need implies that a gap must not be allowed to appear
between the actual realisable value of a fund’s assets and 1ts
stated valuation



Corporate Investors

Whilst corporate mvestment mto Mutual Funds 1s likely
to increase over the next few years, this growth will
reverse at some point due to.-

o Shareholder pressure to return under utihsed cash
o Deregulation allowing more responsive Capex

« More competitive bank deposit returns

Any movement by corporates to redeem units in funds will
expose NAV mispricings. Perversely those funds with the
greatest corporate exposure may be those with the greatest
NAY mispricings



The Effect of Pricing Flexibility on Fund
Manager Behaviour and Market Liquidity

* Pricing flexibility allows fund mangers to immunise their fund’s
reported NAV’s from changes 1n the traded value of the assets within
the fund

* This reduces the incentive for the fund manager to react to investment
views that are expected to increase value for the unit holders E g The
fund manager expects interest rates to rise/bond prices to fall If the
fund 1s being fairly valued everyday the manager can improve the
reported NAV by reducing exposure to those assets expected to fall
However, 1f the reported NAV will be unaffected by market
movements why bother?

* In addition, if assets are mis-priced, any open market transaction will
immediately cause this mis-pricing to be recognised in the NAV Mis-
pricing traps the manager into mactivity - Inactivity results in Low
Market LIQUIDITY and further mis-pricing temptations



Proposals to Deter Pricing Flexibility

* There needs to be minimal discretion 1n the pricing process -
if the structure allows rope some fund managers will hang
themselves (and the industry)

* NAV’s should always represent, on everyday, the realisable
NAYV on that day Only 1n this way can the industry avoid the
development of a crisis of confidence at some pomt 1n the
future

* Funds should be forced to disclose quarterly, asset by asset,
and as a total %, those assets where some non recently traded
price 1s being used

* Funds should publish quarterly a list of all transactions 1n non
rated assets, and details of any non rated assets held



£ 0\

In Summary

A clear and consistent valuation environment will
support professional investment managers, reduce
the risk of a loss in consumer confidence, and
improve market liquidity
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5% Brokerage Allocation

25(7)(a) An AMC shall not through any broker associated with the sponsor,
purchase or sell securities, which 1s average of 5% or more of the aggregate
P&S of securities of the MF 1n all 1ts schemes

provided further that the aforesaid limit of 5% shall apply for any block
of three months

25(7)(b) An AMC shall not purchase or sell securities through any broker
(other than  25(7)(a)) which is an average of 5% or more of the aggregate
P&S of securities made by the fund 1n all 1ts schemes, unless the AMC has
recorded 1n writing the justification for exceeding the limut of 5% and reports
of all such investments are sent to the trustees on a quarterly basis

Provided that the aforesaid limit shall apply for a block of three months

‘40Act Diversification Definition

» Sec 5(b)(1) “Diversified company”means a management
company which meets the following requirements At least
75 per cent of the value of its total assets 1s represented by
cash and cash items (including receivables), Government
securities, securities of other investment companies, and
other securities for the purposes of this limited 1n respect of
any one 1ssuer to an amount not greater in value than 5 per
cent of the value of total assets of such management
company and to not more than 10 percent of the outstanding
voting securities of such 1ssuer
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SEBI Semior Management Conference -
Guaranteed Return Schemes

PW FIRE PROJECT TEAM
& CREDENCE
August1, 1998
PW FIRE/ CREDENCE Page 1

} The FIRE Project Brief

“Does the continuation of GR schemes under
current conditions present

# Risks to unitholders and guarantors
¢ Embarrassment of the regulators
& A drain on the credibility of the fund industry?”

GR schemes do present several problems

PW FIRE/ CREDENCE Page 2
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Regulatory Objectives

¢ Sustainable growth and development

- MFs develop into vibrant and efficient
investment vehicles, and

- provide the benefits of secunties markets to
millions of investors

+ Smooth crisis-free functioning of market

- Contractual obligations honoured 1n the
normal course of business

PW FIRE/ CREDENCE Page 3
g Magnitude
Rs Crores
Net Assets of Industry >70,000
Net assets of GR schemes ~25,000
Number of GR schemes >50
Past Shortfalls ~950
Possible Shortfalls 2.000-3.000
As on 31 March 1998 except for UTI (31 Dec 1997)
Shortfalls exclude open-ended schemes
PW FIRE/ CREDENCE Page 4
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MF Industry Net Assests

Total GR Share 35%

MNan AR G Eyuiay

£3% AR W i
W hs

Predominantly closed end 77%

Bal bt
3%

Ax oy 33 Mateh 1DO¥ xaeepy for BIFLIE P2 J9¥7
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WLarge Shortfalls : Impact

Implications for Stakeholders

¢ Investors Loss of Trust

¢ MF Industry Loss of Credibility

+ Regulator Loss of Credibility

¢ Sponsor/Shareholders Losses

¢ Taxpayers Recapitalisahon of Sponsor Banks
¢ Insurance- policy holders Loss of Profits

¢ Economy Sub-optimal Utilisation of Assets

PW FIRE/ CREDENCE Page 6




b Significance for Issuers-1

0 GR’s high share of current corpus
Net Assets of the MFs (Rs crores)

GR Total |GR Share
Pvt Sector MFs 10 3629 03%
UTI 20,516 59,5931 34 4%
Other PSU MFs 4318 7,689 | 56 2%
TOTAL 24,843] 71,179| 34 9%

As on 31 March 1998 Data for UTI as on 31 Dec 1997

PW FIRE/ CREDENCE Page 7
¥ Significance for Issuers-2
A Sharp rise in GR Fund Mobilisation
GR Initial Collections (Rs Crores)
FY92| FY93| FY94| FY95 | FY96 | FY97 | FY98
UTI 205 |2,449| 2,094 941 - 910 | 7,864*
Other MFs 1,742| 391 0 130 | 76 | 225 | 555
TOTAL 1,947 (2,840(2,094|1,071| 76 |1135]8,419*
Note FY is@iscal year ending March 31 except for UTI (30 June)
Data excludes ongoing sales by open- ended schemes
PW FIRE/ CREDENCE Page 8




wSzgmﬁcance for Issuers-3

O FY 98 New Money in MF  80% via GR
GR share 1n Total IPO Collections

108 -t
et T} weweo NEDH+ 3FFT LAY

* - E UTI 99%
%
40 - o]
20 A 1
-3 i

;992 1994 $996 1998

FY end March for UTI end June

PW FIRE/ CREDENCE Page 9

} Need for GR Schemes-1

Investor’s Viewpomt

# Safety aspects vis-a-vis
- IPOs, Secondary market, Regular MF schemes
- Gold, Real Estate, Corporate Bonds

¢ Rational choice
- Low Failure Rate of GR schemes

PW FIRE/ CREDENCE Page 10




» Need for GR Schemes-2

Investor’s Viewpomnt Comparatives

Criterion Bank F Ds! F1 Bonds GR

Return Lowest | High High,Upside

Risk i

Secured No | Yes No
Payment mechamism|  Clear | Clear Flawed
Insurance Yes | No No
Credit rating Optional | Mandatory No
Capital adequacy Yes | Yes No
Statutory funding | CRR, SLR? Sp Reserves None

PW FIRE/ CREDENCE

Page 11

International Experience

0 Simular, but not identical products exist

UK

- Issuers do not take on Credit Risk
-+ Hedge Prinapal Loss via Denivatives

= Returns mn sync with Market

USA GIGCs

- Offered by Assurance Industry
= Sold to Authornised Pension Plans

¢ Higher Guarantee Cover , Lower Assured Return

PW FIRE/ CREDENCE

Page 12




) Past Shortfalls (tll 31/3/98)

Shortfall Earliest
Bol MF 1 FY1996
Canbank MF 600+ FY1994
GIC MF 58 FY1997
Indian Bank MF 61 FY1998
LIC MF 145 FY1997
PNB MF 24 FY1998
SBI MF 58 FY1997
UTI 27 27
TOTAL 947+

PW FIRE/ CREDENCE Page 13

wWhy Shortfalls ?

+ Environmental Discontinuity

Upsets Issuers’ Risk estimates

- Equity-oriented GR Losses

¢ Bear market

+ Severe eroston 1n IPO and small-cap stocks
- Debt-oriented GR Losses

+ Risks Tenor mismatch, default, reinvestment,

volatility

+ Constraints Pauaty of quality paper, thin trading,
poor asset recovery, no hedging tools

PW FIRE/ CREDENCE

Page 14




‘ ) Envrronment.. Then and Now

Pre-1991 Post-1991

Real economy
Level of Govt control
Competition

|

|

|

| High Reduced

|
Financial markets |

|

|

|

|

Limited | Significantly higher

Level of Govt control High Reduced
Interest rate volatility Limited | Significantly higher
Credit risk Low High

Trading volumes Thin Thin

¢ Then, suitable Now, needs restructuring

PW FIRE/ CREDENCE Page 15

} Potental Shortfalls-1

Assumptions/Limitations

- Excludes Special purpose, Open-ended schemes

- Starting Point - Net Assets Sensitive to Valuation
norms

- Multiple Options estimated Unut Capital Sphit
- Put options, Repurchase by Fund Ignored

- Rate Volatility, Winding- up Costs Ignored

- Costs and Asset Quality Stable

PW FIRE/ CREDENCE Page 16




Potential Shortfalls-2

Methodology

¢ Start from adjusted Net Assets

+ Estimate Guaranteed Outflows Assumptions

¢ Find Required IRR Net of Costs

¢ Does Required IRR appear Difficult ?

¢ Estimate Shortfall for Range of Net Earnings Rate

PW FIRE/ CREDENCE Page 17

Potental Shortfalls-3

Investment- wise

MF / Scheme Shortfall at Earmings Rate
5% 15% 20%
(Rs Crores)
Equity GR 1,234 892 709
Debt + Balanced GR 3,671 1,179 447
Total GR 4,905 2,072 1,156

Scheme earns at the given steady rate from 1 April 1998 until maturity net basts

-+ Avg Returns
+ Equity (BSE 100, historical)
23% (10yrs ), 11% (S yrs)
+ Debt Prevailing AAA yields <13%
PW FIRE/ CREDENCE Page 18




A/,
O Potential Shortfalls-4

Fund- level Aggregates

MF Shortfall at Earnings Rate
5% 15% 20%
(Rs Crores)

Bol MT 617 384 256
Canbank MF 459 388 152
GIC MF 209 143 107
Indian Bank MTI 60 44 36
LIC MF 32 26 23
SBI MF 179 136 115
uTt 3350 950 268
TOTAL MF INDUSTRY 4,905 2,072 1,156

Note Scheme earns at the given steady rate from 1 April 1998 until mat  net basis

- Payment Crisis ?

PW FIRE/ CREDENCE Page 19

} Risk-Reward for Issuer

+ Key Risks

Credit risk default/downgrade

Market nisk ilhquidity, volatility
No fungtbility

¢ Supply/ Market Constraints Increase Risk

- This Increases the Required Rate of Return

# Reward 1s capped at1 25% Is it adequate?

PW FIRE/ CREDENCE Page 20
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Safeguards: Control ?..

Restiicting Risk- taking

# Product Controls
-+ Guarantee Returns One Year at a time
- Limit Tenor
+ Investment controls
- At least 85% debt
- Only AA- or Higher Grade, Listed, Reasonably
Liquid, Paper
Severe Constramts m Offermmg GR

PW FIRE/ CREDENCE Page 21

Safeguards: ..or Regulate
Capital Adequacy

+ Reserve Creation
¢ Linked to net assets/ guaranteed outflows
+ Norms to be defined by Regulator

Creates Up- front, Transparent, Payment
Mechanism, Level Playing Field

PW FIRE/ CREDENCE Page 22
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B Safequards-3
3 Plus Pro- Active Reserve Managment

¢ SF to invest in Risk free, Liquid Assets
¢ Quarterly / Semi-annual Review

¢ Projected Shortfalls Automatic Top- up
via special Sinking Fund (SF)

Alternate
- Earmark Specific Assets, at Market Value

PW FIRE/ CREDENCE Page 23

”Safeguards-él

Improving the payment mechanusm

Presently
Guarantors’ funds insufficient to support obligations

+ Explicit Contingent Liability Disclosure on
Guarantor/Sponsor Balance Sheet

+ Regular disclosure of Cap Adequacy/ SF
¢ Credit Rating for GR Schemes ?

PW FIRE/ CREDENCE Page 24
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Wme Up

Do these recommendations meet these criteria?
> Investors ‘Real’ guarantees, adequate disclosure
-» Market Smooth payment mecharuism, no crises
- MFs Transparent regulations, level playing field

» Sponsors Upfront cost of GR schemes

- Fairness to all stake-holders

PW FIRE/ CREDENCE Page 25

-

mDeﬁnztwn of Net Assets

| LIABILITIES ASSETS

| Unit Capatal Investments

l Reserves Current Assets

1 Loans Deferred Revenue Exp
Current Liabilities c/f Losses

Net Assets = Investments + Current Assets
- Loans - Current Liabilities
= Unit Capital + Reserves

- Losses - Deferred Revenue Exp
PW FIRE/ CREDENCE Page 26




0 E g Closed-ended, 5 yr, income scheme
Between 270-600bps p a

Varies with si1ze of scheme, costs and nsk

What a GR scheme must earn

Guaranteed return 135% 13 5% 135%
Add-on costs Mimimum |Reasonable | Maximum
-Initial Issue Expenses 04% 06% 12%
-Recurring Expenses 08% 15% 25%
-Credit risk 10% 10% 15%
-Market risk/liquidation| 05% 10% 10%
TOTAL of all items 16 2% 17 6% 197%
PW FIRE/ CREDENCE Page 27
GR . Dervatives Perspective
+ Stock + Put Option
Time O Index after 1 Year
100 90 110 120
Stock 98 0 882 1078 117 6
Buy 97 Put 36 70 00 00
Sell 115 Call -16 00 00 -50
Net Income 24 24 24
Total 1000 976 1102 1150
PW FIRE/ CREDENCE Page 28




¥ GR . Derwatives Perspective

¢ Cash + Call Option

| TimeO | Index after 3 Months
100 95 105 110
Deposit 983 983 983 98 3
Interest 17 17 17
100 Call Part 48% 17 00 24 48

Total 1000 1000 1024 104 8

PW FIRE/ CREDENCE Page 29




Sesston S Mai ket Intar mediaries—Challenges and Opportunities

Session Chairman Mr M D Patel Exccutive Director SEBI
PwC Facilitator Mr Denns Grubb FIRE Project

Sesston objectives Panelists will discuss vatious ways in which SEBI can interact
mote eftectinvely with market participants Among the 1ssucs to be discussed 1n this
sesston the development and growth of etfectine SROs mechamisms for enhancing
exchange member accountability the role of regional exchanges and the
development of secutities law in India

Panelist | The Securtties Law  SEBI’s Role--Setting and Leading the Legislative
Agenda
Presentet Nt C Schiott Partner Amuchand & Mangaldas & Suresh A Shroff

Panelist 2 Survelltance and Enforcement Stock Exchanges as Effective SROs
Presenter M K Khanna, Managing Durector UTI Securities Exchange

Panelist 3 Retadd Intermediary Survey Preliminary Results from a FIRE Project
Survey
Presentet Ashish fam Senior Manager  PricewaterhouseCoopers India

Panelist 4 Piice Discovery in Regronal and National Stock Exchanges
Presenter D1 Har1 K Nagarajan, Indian Institute of Management, Bangalore



Session 5 Somd rcdevant Pricc Watcthouse FIRE Project Dchiverables

Delwverable # Author Tutle
9 Mt Thomas Keves | Design and Implementation of Licensing, Certification
and Testing Program for persons joining capital market
intermediaries
10 Mr Thomas Keyes | Dcsign and Implementation ot Licensing Certification
and Testing Program for persons joining capital market
intermediarices
13 Mt Thomas Kceves | Certification and Testing ot Markcet Intermediaries
23 Mt Thomas Keyes | An Onentation Programme on the US Model for
& Regulation And Registration of Retail Capital Market
Mr Paul Litteau Intetmediaries for SEBI
25 Mr Thomas Keves | Registation and Regulation of Retail Capital Market
Intetmediaries the Sub-brokers for SEBI
39 M1 Thomas Keves | Registration and Regulation of Retail capital market
Intetmedianes for Securities and Exchange Board of
India - Apnil 1997
42 Mr Hauv Assistance to Securities and Exchange Board of India -
Melamed Report on Financial Responsibility Framework
45 Mr Thomas Keyes | Registiation and Regulation of Retail capital market
Intetmediaries tor Securities and Exchange Board of
India - May 1997
46 Mt Thomas Keves | Cerutication and Testing of Capital Market
Inteimediaries for Securities and Cxchange Board of
India - May 1997
69 Mr Chff Kennedy | India Securities Law Strategy
82 PW FIRE Project | Assistance to Secunities and Exchange Board of India of ]
Certification, Licensing and Testing of Capital Market
Intermediaries
89 Mr Thomas Keyes | Distribution ot Financial Products Registration and

Regulation of Retail Capital Market Intermediaries




SURVEY OF
. RETAIL FINANCIAL INTERMEDIARIES:
" PRELIMINARY FINDINGS

I August, 1998

Price Waterhouse ([l’

Ll

Survey of RFIs - 1998

An Introduction

Study objectives
Study coverage

Key findings
+ Market Structure
+ Profile
+ Relationships with other Intermediaries
+ Relationships with Clients

Issues for discussion

2 Price Waterhouse “
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Survey of RFIs - 1998

Study Objectives

« “To promote an understanding of the Retail Financial
Intermediary (RF1)”

+ To characterise the different segments of intermedianes and
linkages between segments

+ To profile the Retail Intermediary

+ To determine the nature of the Relationship between
A Brokers - Sub-brokers
A RFI - Clients

3 Price Materhouse ”
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Survey of RFIs - 1998

L

Study Coverage

» 1198 RFIs were covered

* 35 cities across Regions, covening 20 stock exchange towns
» Retail Focus - at least 25% of business from retail segment
» Brokers - Primary (139) and Secondary (332)

s Sub-brokers - Pnmary (239), Secondary (427) and Fixed
Deposit Agents (472)

+ Instrument - Structured Questionnaire
« Study Period - 2 weeks 1n June 1998 - Lean phase

4 Price Waterhouse 'd’
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Survey of RFIs - 1998

*>

Market Structure
» High degree of fluidity 1n the market

A Intermedianes identify themselves as active in multiple roles 1n
different markets

A Intermedianes deal m a wide range of products - Pnmary, Secondary
Fixed Depostts Mutual Funds, Life Insurance, Tax Saving Products

+ Multiplicity of relationships

A Brokers work on multiple stock exchanges - As brokers as well as
sub-brokers

A More than 50% of Sub-brokers met work with more than a single
Broker

A Even in the Primary Markets, Sub-brokers may work with other Sub-
Brokers with Brokers, or even with Merchant Banks

5 Price Waterhouse ﬂ’
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Survey of RFIs - 1998

Profile of Brokers

A Skills are mostly expertence based
+ Lack of formal traiming - only 24% claimed to have undergone formal train
¢ Education level - Vast majonty were Graduates / Post Graduates
A Less than half the brokers read or prepare Research Reports and depend prnimanly on
business newspapers (91%) and Annual Reports of Companes (76%)
A More than half of them also rely sigmificantly on ‘market buzz”
A Only 26% of brokers met were corporatised (Pvt Ltd Cos)
A Brokers are well equipped with telephones, faxes, computers, etc

A Overall around 60% of Brokers reported having reduced their Delivery based
business on account of Bad Dehveries

A On an average around 60% of a Broker s business was reported to be  Square-off’

° 6 Price Waterhouse ﬁ
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) Survey of RFIs 1998

Profile of Sub-brokers

& Around 20% of sub brokers reported earning less than 50% of their total income from their financial
business

+ Around 25% of Sub brokers reported that they operated from their Brokers office while 20% claimed
to operate from home

+ Lack of formal traiming  only 19% claimed to have undergone formal training

+ Education level Vast majonty claimed to be Graduates / Post Graduates

+ Around 35% of sub brokers read Research Reports and depend pnimanly on business newspapers
(87%) and Annual Reports of Compames (67%)

¢ More than half rely on Broker recommendations
+ Less than 10% of sub brokers met were corporatised (Pvt Ltd Cos)
+ Sub brokers are well equipped with telephones 40% claimed to have access to computers

¢ Overall 45% of Sub-brokers reported having reduced their ‘Delivery based business on account of
Bad Delivenies

# On an average around 50% of a Sub-Brokers business was reported to be ‘Square-off’

? Price Waterhouse '[»
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Survey of RFIs - 1998

Relationships with other Intermediaries

+ Only around 40% of the Brokers met admitted to having Sub-brokers

+ Venficantion
A Around 70% of these Brokers reported that they venfy the sub-brokers
background (Primanly References Financial Assets and Past track record) before
appomnting hm Correspondingly, 60% of sub-brokers reported being asked to
provide verification

+ Documentation

A About 65% of these Brokers reported having formal contractual documentation
with their sub-brokers and half of them used a standard format as suggested by
the stock-exchange Correspondingly only around half the sub-brokers reported
having formal contractual documentation with their brokers

8 Price Waterhouse ﬁ
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Survey of RFIs 1998

Relationships with other Intermediaries

Registration Issues

A Of the brokers who admitted having sub-brokers less than 40% of Brokers reported
having registered sub-brokers
A Amongst those brokers who have not registered therr sub-brokers with SEBI the primary
reason provided 1s  Sub-brokers do not want to get registered and that they did not want
to take responsibility for the actions of their sub-brokers”
A From the perspective of Sub-brokers
+ Only around 70% were aware of the SEBI registration requirement
+ Of those aware 55% were actually registered with SEBI (38% of all Sub brokers met)
¢ Again of those aware another 13% had attempted to get registered directly with SEBI (around
9% of all Sub-brokers met)
A All Brokers who had Registered their sub-brokers reported that they take secunty deposits
from their Registered sub-brokers whereas only 40% of the Other Brokers reported that
they took a security deposit from their Unregistered sub-brokers

9 Price Waterhouse m
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. Survey of RFIs - 1998

Relationships with Clients

+ Whereas the vast majonty of Brokers (around 80%) venfy client background
(Pnimanly References and Financial Assets are venfied), a significantly lower
percentage of Sub-brokers (15%) reported doing the same

+ Marketing focus ?

* Very few Secondary Market Intermedianes (around 30%) report canvassing for
new clients and business
They pnimanly deal with their clients on the phone and that too mostly when the
client calls up

¢ Less than 30% reported providing any research analysis to their clients and even fewer
(around 15%) provided Portfolio management Services to clients

+ However around 35% of Brokers and 63% of Sub brokers reported that clients mostly
or always consult them before taking an investment decision

+ The vast majonty of Brokers and Sub brokers reported that they provide receipts to
therr clients

10 Price Waterhouse ﬁ
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Survey of RFIs - 1998

Key Findings

+ High degree of fluidity 1n the market, with a multiplicity of roles

+ The number of active intermedianies have decreased significantly since 1994-95

+ Few Intermedianes have formal training and most do not read / prepare
research reports

+ The majority of sub-brokers are unregistered, and a sigmficant percentage of
brokers deal with unregistered sub-brokers 30% of sub-brokers met reported
that they were not aware of the SEBI Registration requirement

+ Intermed:anes reported a significant lack of marketing focus, both n
canvassing for new business, as well as in dealing with existing clients

1 Price Waterhouse ”

- - ® 3 » - - -

Survey of RFIs 1998

Issues for discussion

* Ambiguity in roles and Fluidity 1n the distribution
chamn '

* Professionalism ?

» Accountability ?

» Level playing field ?
* Adequacy of Reach ?

12 Price Waterhouse ”
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Integration and Price Discovery in Indian Stock Markets

Objectives

Major objectives of the study were

=¥ Are the stock markets in India integrated?
Market integration 1s a condition, where prices of the same stock across various markets
exhibit long-term relationship Under 1deal conditions, these prices should adjust towards

each other

& Is there a concept of a Central market that produces prices, which are then fed to the

other markets?
= Is price discovery taking place n the various regional markets?
1% Are the regional exchanges important for the national exchanges?

M We wish to examine whether the regional exchanges provide any type of stabilizing

influence on the process of price discovery in the market place

™" Finally, the evolution of prices of stocks 1n the various exchanges to a random
macroeconomic shock 1s examined Given this, we test whether the response depends on the

structure of the market or, on the nature of the stock.



Matched data sets were constructed for the most actively traded stocks in NSE, BSE

Ludhiana, Delhi, Madras, and, Bangalore The stocks taken up for consideration were, SBI,

Telco, Rehance, Tisco, ACC, ICICI, and, Rehiance Capital Time stamped data was used

Consequently, three data sets were constructed The first one was for the period Apnl 1996
to Apnil 1997 (that did not include Delhi), the second data set was for the period April 1997
to January 1998 (this included Delh1) and third data set was for the period April 1997 to

November 1997 (without NSE)

Summary of the Data

Data Set 1

1 April 1996 to 30 March1997
Stocks SBI, Rehance, Tisco, Telco, ACC, ICICI, Rehiance Capital
Markets NSE, BSE, LSE, BgSE, MSE

Data Set 2

1 April 1997 to 30 January 1998

Stocks SBI, Rehance, Tisco, Telco, ACC, ICICL, Rehance Capital
Markets NSE, BSE, LSE, BgSE, MSE, DSE

Data Set 3

1 August 1997 to 30 November 1997
Stocks SBI, Rehance, Tisco
Markets BSE, BgSE, MSE, DSE




Methodology

To examine the long run relationship between prices of a given stock across exchanges, the
method of cointegration was used This 1s done for the following reasons As shown in
figures (1) and (2), the variance of the prices by themselves are increasing without bounds
The prices are also seemingly related over the entire horizon Under these circumstances
simple correlation pattern yield at best spurnious results Hence, cointegration 1s used to
unearth long run relationship between prices across various markets

A cointegrating vector describes how prices adjust in the long run For example, if
the cointegrating vector 1s

-1 pmse + 68pbgse =0

1
= — pmse = pbgse
68p Pog.

We can say that a one percent increase in the price of this stock 1n Bangalore will bring
about a 1/ 68% increase 1n the price in Madras Thus 1s over the long run

Price Discovery 1s a short run phenomenon This 1s examined through the Error
Correction Mechamsm (ECM) This can detect whether prices in most exchanges are
moving mdependently of each other in the short run or, influence each other If prices in
exchanges influence each other in the short run we have price discovery taking place in the
various markets

A third method examining market efficiency 1s the impulse response model where
the system 1s exposed to a random shock Hence, given the data and the coimntegrating

vectors, we can examine the evolution of prices in various markets




Results

®  Markets are integrated
Implications
> In the long run prices across markets move together There 1s no undue long

run arbitrage

> This does not imply that there 1s lack of arbitrage We find that there 1s

absence of arbitrage at the margin

> Not much evidence that the current regulatory atmosphere 1s unduly stifling

as has been claimed 1n certain quarters

&  Prices are discovered n all the markets
Implications

> All exchanges seem to be independently contributing to the price discovery

process

“> Independent traders exist who act on information It 1s not as if any time new

information 1s released nto the market, BSE or NSE 1s the leader Regional markets provide

a posttive role

v
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® The short run adjustments are not stable
Implications
“> The short run price movements are not adjusting toward the long run
relationship 1n some markets for some stocks This imphes that some markets are randomly

volatile for certain stocks

> A stock can be stable in some markets while being unstable n the others
But, given that there 1s a long run relationshup between markets, price movements 1n the
stable markets are ultimately prevailing upon the price movements 1n the other markets This
implies that 1t 1s advisable to list the active stocks on more regional exchanges and provide

optimal avenues for healthy trading

> Markets are not independently volatile We find that 2 or 3 markets are
simultaneously volatile for any given stock This could mply that if one market 1s exhibiting

short run volatility then 1t 1s being transmitted through short run arbitrage to other markets

®  Impulse response functions show that the response to shocks on the various

markets 1s not ssmufar

Implications

> In the very short run, these stocks are behaving as though they are different

commodities One of the reasons 1s the differences in the settlement cycles The differences

in the responses does not imply arbitrage, instead, merely reflect the differences in the




> To implement umiform settlement cycles we need a consolidated quotation

system Here, instead of each exchange putting up its own best quote to the market
participants, 1n integrated exchanges, all market participants 1n all exchanges will observe
only one quote This will enable the impulse response across markets to be similar At
present, the difference in the impulsc response 1s not necessarlly damning Instead 1t 1s a

result of the stocks behaving as though they are different products

0



Table 1
Summary of Empirical Results

a) Without Delhy

1) Long run relationship

Stocks

Number of
Cointegraung Vectors

Contegrating vectors

SB1 3 -1 pmse - 3 621 plse + 4 232 pbgse - 075 pbse +
434 pnsc =0
-1 pmse + 849 plse + 071 pbgse - (6~ pbse +
141 pnse =0
-1 mse+ 534 plse - 077 pbgse + 15 876 pbsc -
15028 pnse = 0

Telco 2 -1 pmse - 318 pnse - 1 296 pbse =0
-1 pmse + 1 112 pnse - 077 pbse =0

Reliance 4 -1 pmse - 1 821 plse + 1 589 pbgse - 1 779 pbse +
299 pnse=0
-1 pmse + 7 137 plse - 6 459 pbgse + 208 pbse +
135 pnse =0
-1 pmse - 531 plse - 325 pbgse + 1 145 pbse +
045 pnse =0
-1 pmse + 870 plse + 410 pbgse - 242 pbse -
0371 pnse =0

Tisco 3 -1 pmse ~ 3 480 pbgse + 3 869 pbse - 6 633 pnse =0
-1 pmse + 1 878 pbgse - 914 pbse + 0058 pnse =0
-1 pmse + 238 pbgse + 762 pbse + 015 pnse =0

ACC 3 -1 pbgse- 1131 pmse - 049 pnse+2 18 pbse =0
-1 pbgse - 098 pmse + 2 14 pnse — 1 026 pbse =0
-1 pbgse + 1 098 pmse - 188 pnse + 072 pbse =0

ICICI 1 -1 pbgse +3 116 pmse + 1 469 pnse —~3 421 pbse =0

Reliance Capital 1 -1 plse+ 971 pnse=0

1) Endogenity

Stocks Endogenous center(s) | Exogenous center(s)

SBI bgse, bse, mse, nse Ise

Telco bse, nse mse

Reliance bgse, bse, Ise, mse, nse

Tisco bgse, bse, mse, nse

ACC bgse, bse, nse mse

ICICI bgse bse, mse nse

Rehance Capital Ise, nse




Table 1 cntd

b) With Delln

1) Long run relationship

Stocks

Number of
Comntegrating Vectors

Cointegrating \ectors

SBI 4 -1 pmse + 3 199 pbgse - 102 pdse - 076 pbse -
2421 plse+ 371 puse =0
-1 pmse - 013 pbgse ~ 158 pdse - 097 pbse +
1098 plse + 162 pnse =0
-1 pmse - 02 pbgse - 1 pdse + 2 029 pbse +
1 717 pise — 1 694 pnse = 0
-1 pmse + 244 pbgse + 12 252 pdse + 035 pbse -
1163 plse + 142 pnse =0

Telco 3 -1 pmse +3 973 pbse - 409 puse -2 429 pdse = 0
-1 pmse + 029 pbse + 862 pnse + 104 pdse =0
-1 pmse + 197 pbse — 2 726 pnse + 3 519 pdse =0

Reliance 4 -1 pmse + 921 pbgse - 529 pdse - 1 184 pbse -
603 plse + 2 403 pnse =0
-1 pmse - 5 09 pbgse + 351 pdse + 208 pbse +
5567 plse - 006 pnse =0
-1 pmse + 1 576 pbgse - 3 048 pdse - 891 pbse +
1592 plse - 031 pnse =0
-1 pmse + 111 pbgse + 1922 pdse + 569 pbse -
1592 plse - 024 pnse =0

Thisco 3 -1 pmse - 799 pdse + 671 pbgse - 1216 pbse +
2360 pnse=0
-1 pmse - 067 pdse + 1 219 pbgse - 106 pbse -
049 pnse =0
-1 pmse + 2 363 pdse — 2 156 pbgse + 894 pbse -
031 pnse =0

ACC 2 -1 pmse ~11 358 pbse + 1 85 pdse + 10 517 pnse =0
-1 pmse + 138 pbse - 1193 pdse + 982 pnse =0

ICICI 3 -1 pmse + 1 747 pdse - 1 68 pbse + 906 pnse =0
-1 pmse +2 78 pdse + 3 043 pbse -4 788 pnse =0
-1 pmse - 877 pdse + 1 361 pbse + 462 pnse =0

Reliance Capatal 2 -1 pdse -4 374 plse + 5452 pnse =0
-1 pdse + 938 plse + 064 pnse=0

1) Endogemity

Stocks Endogenous center(s) | Exogenous center(s)

SBI bgse, bse, Ise mse, nse | dse

Telco bse dse mse nse

Reliance bgse, bse, dse mse,

nse lse

Tisco bgse, bse, dse, mse nse

ACC bse nse mse dse

ICICI bse, mse, dse, nse

Reliance Capital dse Ise nse

{4



Table 1 cntd

c) Without NSE

1) Long Run Relationship
Stocks Number of Comntegrating \cctors
Comntegraung Vectors
SBI 3 -1 pmse + 33 563 pbgse + 4 198 pdsc - 37 26 pbsc =
0
-1 pmse + 1 028 pbgse - 167 pdse + 123 pbse =0
-1 pmse — 3 791 pbgse + 4 841 pdse - 13 pbse =0
Reliance 2 -1 pmse + 1 003 pbgse - 03 pdse + 021 pbse =0
-1 pmse + 74 pbgse + 6272 pdse ~ 6 12 pbse =0
Tisco 3 -1 pmse + 059 pdse + 94 pbgse - 003 pbse =0
-1 pmse + 5 872 pdse - 6 584 pbgse + 1 754 pbse = 0
-1 pbse - 4 098 pdse - 2 93 pbgse + 8 119 pbse = 0
1) Endogenity
Stocks Endogenous center(s) | Exogenous center(s)
SBI bgse, bse, dse mse
Reliance bse, dse mse, bgse
Tisco bgse bse mse dse
d) Stocks Specific to Regions
1) Long run relationship
Stocks Number of Countegrating vectors
Comtegrating Vectors
Ashok Leyland 2 -1 pmse + 28 pnse + 705 pbse =0
-1 pmse - 7424 pnse + 12 378 pbse =0
IFCI 2 -1 pdse - 951 pnse + 1 882 pbse =0
-1 pdse + 1 048 pnse - 04 pbse =0
u) Endogemty
Stocks Endogenous center(s) | Exogenous center(s)
Ashok Leyland mse, nse bse
IFCI bse, dse, nse

10

W7



Table 2
Profile of Short Run Behavior of Prices

a) Without Delln

Stocks Stabilising market(s) Destabilisimng market(s) Random

SBI bgsc Ise mse bse nse

Telco nse bse, mse

Reliance bgse nsc bsc mse lIse

Thsco nse bsc bgse mse

ACC bgse, mse bse nse

ICICI bgse bsc msec nse

Relhance Capital Ise nse

b)) With Dellu
Stocks Stabihising market(s) Destabilising market(s) Random

SBI bgse dse mse bse, lse, nse

Telco bse dse mse nse

Reliance nse bse, mse bgse, dse lse

Tisco dse, mse nse bgse, bse

ACC mse nse bse dse

ICICIL bse, mse dse, nse

Reliance Capital dse, Ise, nse

¢) Without NSE
Stocks Stabilising market(s) Destabilising market(s Random

SBI bse, dse, mse bgse

Reliance dse bgse bse, mise

Tisco bse, dse, mse bgse

d) Stocks specific to Regions
Stocks Stabilising market(s) Destabilising market(s) Random

Ashok Leyland mse bse nse

IFCI dse, nse bse

11



Table 3
Error Correction Model for SBI

Dependent Variable

Regressor Apmse Aplse Apbgse Apbse Apnse
Intercept 194453( 1703) 033687( 74171) ~1 3452(~-9 7838) 44405(2 5055) 019975( 43853)
Trend - 1683E-4(~ B3052) ~ 3171E-5(~ 21133) - 1433B~3(~3 1557) - 1649E-4 (- 28B17) - 1446E-4(~ 96123)
Amse (t-1) -~ 43595(-16 5917) 016734 ( 86006) 041296( 70109) 070385( %2718) 026424 (1 3541)
Alse(t-1) 27044 (7 1416) -~ 085090(~3 0345) 032115( 37832) 18273(1 6700) 16192(5 7576)
Abgse (t-1) 0059675 ( 32576) - 020930(~-1 5429) - 21612(~-5 2628) 044736 ( 84514) - 020332(-1 4945)
Abse(t-1) 012314(1 5715) - 0045945 (- 79184) - 016111 (-~ 91720) - 74099 (-32 727) ~ 013768(-2 3659)
Anse({t-~1) 24457(7 7538) 075122(3 2163) 18792(2 €577) 28669 (3 1455) - 055330(~-2 3620)
Amse (t-2) - 45091(-16 5777) - 5483Eg-3(~- 0272) - 00372(~ 061) 024612( 31315) 0074171 ( 36718)
Alse({t-2) 19779(5 1527) 0048144 ( 16538) 12210(1 4130) 10648( 95997) 12539 (4 3987)
Abgse(t-2) 005413(5 31638) - 015824 (-1 2489) - 17256 (~4 4985) 037166( 75170) - 0229505(-1 8025)
Abse(t-2) 011720(1 3255) - 0035485(~ 54195) - 012864 (- 64896) - 54905(-21 4893) - 013974(-2 1280)
Anse(t-2) 17933(5 5854) - 0046568 (- 19587) - 00563(~- 0782) 18978 (2 0456) - 0738867(~3 3495)
Amse (t-3) - 26096(-9 6057) 010284 (¢ 51118) 16539(2 7156) - 014582(~ 13576) 0070278( 34832)
Alse(t-3) 25723(6 8064) 017184( 61403) 046482 ( 54864) 26515(2 42&1) 085492(3 0460)
Abgse (t~3) 0084785( 54050) - 013524(~1 1643) - 12926(~-3 6757) 034783( 76739) - 0198257(-1 6530)
Abse (t-3) 010314(1 1434) -~ B600E~-3(~ 12897) - 00965583(~- 47829) - 45480(~17 4784) - 011667 (-1 7446)
Anse (t-3) 049876 (1 5424) ~ 012349 (- 51572) - 020801 (- 28695) 055651 ( 595859) - 057337(~-2 3876)
Amse (t-4) - 27929(-10 6800) 013981 ( 72199) 13914 (2 3735) ~ 040746 (~ 53923) 021782(1 1216)
Alse(t-4) 20891 (5 6379) - 010415(~ 37957) - 037765(- 45462) 25770(2 4067) 013242( 48118)
Abgse(t-4) 010297( 74086) - 0080767 (~ 78474) - 082296(~-2 6412) 016575( 41271) - 014238(-1 3794)
Abse(t~-4) 013339(1 5204) 0060563 ( 93223) - 0043262 (~ 21997) - 37155(-14 6562) - 0048561 (- 74531)
Anse(t-4) 0034929( 10817) 028600(1 1961) 097561 (1 3478) 16765(1 7968) 0038090( 15884)
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Table 3 cntd
Amse (t~-5) -~ 13858(-5 B427) - 0458591 (~2 5957) 097580(1 8351) ~ 012663(~ 18475) - 032310(-1 8342)
Alse(t-5) 11820(3 2945) 054446(2 0493) - 081703(~-1 0158) 28024 (2 7031) 054137(2 0317)
Abgse (t-5) 010305( B886689) - 00845589 (~ 98260) ~ 060661 (~2 3284) 0072584 ( 21615) - 013677(~1 5847)
Abse (t-5) 012725¢(1 5667) 0072815(1 2107) -~ 00141 (- 0775) - 26410(-11 2531) ~ 0051200(~ 84880)
Anse (t-5) 014570( 45481) - 038892(-1 63%%) - 069901 (- 97334) 033615( 36314) - 013796 (~ 57990)
Amse (£-6) - 17883(-8 5186) - 010895(~ 73380) 12811 (2 8500) ~ 037373(- 64505) 0018683( 12547)
Alse(t-6) 11874(3 572%5) 015200( 61244) - 13266(-1 7656) 14274(1 4739) 0365221 4673
Abgse(t-6) 0028730( 34150) - 0029013(~ 46571) - 037591(~1 9932) 0020612 ( 084788) - 0060115(~- 96216)
Abse (t-6) 3391B-4{ 0053062) - 4751R~3(~ 10039) 0023358 ( 16304) - 13440(-7 2780) - 00268 (~ 5648)
Anse (t-6) 0053517( 17154) - 010815(- 46813) - 00397 (- 0567) - 092247(-1 0233) - 045977(-1 8844)
ecml(-i)1 31278( 33483) 1 3940(2 0152) -35 15(~-16 7851) -2 6211(- 97105) 59089 ( 85173)
ecm2(-1)’ -6 9413(~7 4306) 29339( 42442) 036932( 017636) -3 2720(-1 2122) -2 6102(-3 7624)
ecm3(-1)’ 28808( 30839) - 92635(~1 3392) -1 4777(~ 70562) 13 2802(4 9199) -2 4897(~-3 5887)
r? 29582 02014 46279 40534 046447
o1 § 2 0307 1 9992 2 0083 2 0328 1 9994
F-stat 36 5481 ( 000) 1 7882( 003) 74 9470( 000) 59 3011( 000) 4 2377( 000)

! ecml = - 0048(pmse) - O0176(plse) + 0206{pbgse) - 0003(pbse] + 0021{pnecr)

ecm2 = 0213 (pmse) - 0181(plse} - 00l5(pbgse) + 0013(pbser) - 003(pn ¢)

Tamd = 0003 {pm=e¢) -~ O0001{plse) + O00CQO0Z(pba-e} 0055 (phi=e) + 005> ({pn )

—
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Table 4

Error Correction Model for Reliance

Dependent Variable

Regressor

Apmse

Aplse

Apbgse

Apbse

Apnse

Intercept
Trend
Apmse(t-1)
Aplse(t-1)
Apbgse (t-1)
Apbse (t-1)
Apnse(t-1)
Apmse(t-2)
Aplse(t-2)
Apbgse (£-2)
Apbse(t-2)
Apnse(t-2)
Apmse (£-3)
Aplse(t-3)
Apbgse (t-3)
Apbse(t-3)
Apnse (t-3)

087366 (1 1554)
- 52432-4 (-1 051)
- 49482(-13 032)

27964(4 5275)

17247(3 7199)

- 072783(=3 6530)
0013308( 1298)

- 27657(-6 562)
12025(1 909)
17632(3 7907)

- 046749 (-2 2265)

- 0022350 (- 23896)

- 17836(-4 1785)
0755141 2277)
17571(3 951)

- 08716(-4 190)
7340E-3( 0883)

013725( 20139)

- 2605B-4(- 57784)
030442( 88651)

- 16817(-3 0106)
10415 (2 4846)

- 052124(-2 B926)
00666( 71824)
038813 (1 018)

~ 20337(-3 5709)
15458(3 6746)

- 028294 (-1 4899)
4052E-3( 04790)
016622( 4305)

- 094528(~1 699)
16399(4 077)

- 08065(-4 287)
0031793 ( 42290)

- 05751(- 70708)

- 1489E~3(-2 767)
10568 (2 578)
26663(3 999)

- 40955(-8 183)

- 073055(-3 396)
019226(1 737)
10190(2 2402)
16548(2 4934)

- 25113(-5 0018)
~ 052681 (-2 3244)
0099355( 9841)
080231 (1 7413)

15289 (2 3028)

- 13795(~2 8744)

~ 10894 (-4 8517)
011061 (1 2327)

001286( 011223)
- 2598R~-3(~3 3992)
020664 ( 35499)
40060(4 2305)
20126(2 8314)
~ 66895(-21 8993)
- 028906 (-1 8389)
033518( 51877)
30674(3 177)
22297(3 126)

- 54017(-16 780)
- 031797¢-2 217)
090916 (1 3893)

17148(1 8184)
26165 (3 8388)
- 45115(-14 1464)
- 01658 (-1 3010)

- 58876(-2 2717)

- 3332B-3(-1 943)

- 48442(-3 709)
31999 (1 506)
37787(2 369)

- 31396(-4 581)

- 049567 (~1 405)

- 27107(-1 B70)
10223( 47203)
39464 (2 466)

~ 23937(-3 314)

- 069469 (-2 159)
- 063161(- 43021)
008256( 03902)

36600(2 393)
- 25138(-3 513)
- 042413(-1 483)
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059403(1 3381)
27169 (4 4522)

- 22708(~5 2741)
- 07541 (-3 6927)
0062624 ( 82479)
033043( 86355)
079744 (1 5218)

- 086894 (-2 5725)
- 027989(-1 7083)
0034998 ( 58724)
-3 5144(-1 7325)
14 2919(7 0455)
3 8170(1 8817)
1 5609( 76850)

17216
2 006
20 54( 000)

080738(1 2805)
18214 (2 1014)
11150 (1 8233)

- 30423(-10 487)
- 00851(- 78997)
033950( 6246)
002294 ( 03082)
12264 (2 5563)

- 13147(~5 649)
- 3331B-3(~ 03935)

8 4096(2 918)

1 2416( 4309)

18 3304(6 362)
-5 4503(-1 891)
32073

2 0241

46 6348( 000)

~ 10039(- 7097)
11061 ( 5688)
14973(1 091)

- 16328(-2 509)

- 026870(-1 110)
068323 ( 56036)

- 18422(-1 103)
097085( 90212)

- 10792(-2 067)

- 0074651 (- 3%31)

~-126 051(-19 501)

-6 6877(-1 034)

9 7837(1 513)

-4 B8113(~ 74436)
38317

2 0053

61 3535( 000)

Apmse(t-4) | - 0686(-1 6681) 025808 ( 6938)
Aplse(t-4) 16670(2 9486) 061035(1 153)
Apbgse(t-4) | = 031695(~ 7946) - 013437(- 3724)
Apbse (t-4) - 051221(~-2 7072) - 053167(-3 107)
Apnse (£-4) 3401E-3( 04948) 0030811 ( 4843)
Apmae(t-5) [ - 051001(-1 438) 8677E-3( 02706)
Aplse(t-5) 084025(1 730) 008934 ( 2034)
Apbgse(t-5) | - 01502(~ 4802) 013003¢ 4594)
Apbse(t-5) | - 0238233(-1 570) - 026237(-1 9112)
Apnse (£-5) 1433E-4 (002595) 0026476 ( 53020)
ecml (-1)* 47478( 25264) ~ 63892(~ 37592)
ecm2 (~1)° 7 4011(3 938) 1 8329( 0784)
ecm3(-1)* -2 1963(-1 1687) 1 0345( 60864)
ecmd (-1) -3 690(-1 9635) 10828( 063709)

r 11003 037995

DW 1 9999 2 0003

F-stat 12 2106( 000) 3 8966( 000)

Y pcml = - 0019(pmse) - 0035(plse) + 0030(pbgse) -
Y acm2 = - 0034 (pmse) + 0243(plse) - 027°0(pbgse) +
¢ ecm3 = 0006(pmse) + 0035(plse) = 0021 (pbgse) -
’ gcmd = 0065 (pmse) - 0056(plse) - 00Z6(pbgse) +

0034 (pbse} + 0057 (pnse)
0007 {pbse) + 0004 {pn )
0076 (pbse) - 0003(pnse)
0015{pb.e) + 0002(pnse)
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Table 5
Error Correction Model for SBI

Dependent Variable

Regressor

Apmse

Apbgse

Apdse

Apbse

Aplse

Apnse

Intercept
Trend

Apmse(t-1)
Apbgse (t-1)
Apdse({t-1)
Apbse(t-1)
Aplse(t-1)
Apnse(t-1)
Apmse{t-2)
Apbgse (t-2)
Apdse(t-2)
Apbse (t-2)
Aplse(t-2)
Apnse(t-2)
Apmse (t-3)
Apbgse (t-3)
Apdse(t-3)
Apbse (t~3)
Aplse(t-3)
Apnse (t-3)

32892(3 518)

- 11852-4(- 5597)

- 48395(-18 624)

~- 3230B-3(~ 0193)
22609(4 346)
00725¢ 9309)
078980(1 351)
20149(6 404)

- 47125(-17 72)

- 00215(- 1458)
27237(4 861)
0085199(1 019)

- 027181 (- 4421)
18625(5 7977)

~ 18961 (~7 676)

~ 00378(~ 3056)
046212( 8385)
00127¢ 1596)
11858(1 986)
077376(2 396)

-1 9329(-9 767)
- 1761B-3(-3 929)
- 0307(- 5599)

- 15506(-4 395)
20942(1 901)

- 0222(-1 349)

- 17726(-1 433)
16161(2 426)

- 0762(-1 353)

- 11526(-3 683)
16653 (1 404)

- 0159 (- B986)

- 01547(~ 1188)
009355 ( 1375)
066698 (1 275)

- 07357(-2 808)
001142( 009794)

- 01728(-1 019)
05717 ( 4525)
01795( 2626)

062459( 8783)

- B878E~5(~ 3463)
031283(1 582)

- 027354(-2 158)
- 099485(-2 514)
- 008352(-1 409)
052458(1 180)
-~ 0032679(~ 1365)
011465( 5668)
- 02351(-2 051)

- 07186(-1 €86)

- 01066(~1 676)
083077({1 950)
- 04655(~1 9505)
001047( 05576)
~ 01689(-1 794)
- 01518(- 3621)

- 007394 (-1 213)
017247( 3799)
0043293( 1763)

71308(2 7150)
4391E-5( 07381)
099138(1 358)
021055( 4496)
21558(1 475)

- 63996(~-29 230)

- 0725(~ 4419%)
19424(2 197)
041580 ( 5565)
019114 ( 4602)
39283 (2 496)

- 41870(-17 82)

- 30581(-1 770)
10994 (1 218)

- 033744 (- 4863)
018906 ( 4575)
50998 (3 293)

- 29742(-13 214)

- 27282(-1 627)
022637 ( 2495)

- 13526 (-1 959)

- 2236E-5(- 1430)
3639E-3( 0189)

- 012597(-1 023)
38279(9 965)

- 00831(-1 619)

- 43638(-10 114)
032513(1 399)

- 00670(- 3415)

- 00935(~ 8569)
25421 (6 145)

- 00536(- 8688)

- 23531(-5 183)

- 029003(-1 222)
- 0027441(- 1504)
- 00738(- 8077)
16759 (4 118)

- 00493(- 8346)

- 14682(-3 331)

- 00114(- 04786)

- 059072(- 8207)

- 1311%-4 (- 8042)
005697( 2848)

- 00797(~ 6215)
36920(9 218)

- 01258(~2 097)

- 14722(-3 272)

- 14133(-5 835)

- 00891(~ 4355)
01138(-1 0002)

28544 (6 618)

- 00907(-1 409)

- 1625(-3 434)

- 11247(-4 547)

- 01685(- 8866)

- 0086(~ 9121)
21749(5 125)

- 00951(-1 542)

- 13012(-2 831)

- 04511(-1 815)
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Apnse (t~4)
Apbgse (t-4)
Apdse (t-4)
Apbse (t-4)
Aplse (t-4)
Apnse (t-4)
ecml (-1)°
ecm2 (-1)°
ecm3 (-1)*°
ecmd (-1) u

- 06122(-3 011)
0023336( 2597)
080594 (1 629)
5718B-3( 0876)
032965( 6269)

- 0162(~ 5195)

1 2080(1 235)

8 6901(8 B885)

1 2397(1 267)

-2 0389(-2 084)

03665( 8518)
- 032275-1 6975
- 18473-1 7645
- 00976 (-~ 7078)
15497(1 392)
089405(1 351)
=42 196(-20 384)
78388 ( 3786)
1 3284 ( 6417)

-1 1623(~ 5614)

~ 1913E-3(- 0123)
- 00538(- 7878)
00641 ( 1703)

- Q053(~-1 071)
007779 1945)
003572( 1502)

1 3887(1 866)

31384 ( 4219)
11 7488(2 351)
12270( 1649)

- 02597 (-~ 4549)
013761 ( 5452)
35545(2 557)

- 16301(-8 898)
- 18111(-1 226)
15599(1 776)
=1 2485(- 4544)

7 56732 7542

=19 87(-7 235)

-1 126(- 4100)

005501 ( 3665)

- 7803E-3(- 1176)
12485(3 418)

- 00277(~- 5772)

- 11824 (-3 045)
031696(1 373)
84840(1 174)

- 82002(-1 135)

1 0730(1 485)

-2 237(-3 097)

01440( 9207)

- 0022(~ 3238)
16274 (4 273)

~ 00605(~1 206)
- 12395(-3 062)
- 0014 (- 059%03)
0642 ( 08536)

2 2715(3 016)

2 7398(3 638)
-2 171(-2 884)

R 32176 45646 012015 37362 06794 079883

W 2 0075 1 9988 1 9984 2 0523 2 0052 2 0074
F-stat 48 4882( 000) 85 8311 ( 000) 1 2430( 174) 60 9639 ( 000) 7 4517( 000) 8 B8734( 000)
8 ecml = - 0058(pmse) + O0185(pbgse) - 0005(pdse) - 0004(pbse) - 0140(plse} + 0OO.l{pn e}

® ecm2 = - 0196{pmse} - 0002(pbgse) - 0030(pdse) - 0019(pbse) + 0125(plse) + 0031 (pnse)

% arm3 = - 0026(pmse) - 00005(pbgse) - 0026(pdse) + 0053(pbse} + 0045(pl<e) + 0751 (pnse)

! ecmd = 0021(pmse) - 0005(pbgse} - 0265(pdse} - 00007 (pbse) - 291 {plse) = OU0O3{} not)

=




Table 6

Error Correction Model for Reliance

Dependent Variable

Regressor

Apmse

Apbgse

Apdse

Apbse

Aplse

Apnse

Intercept
Trend
Amse(t-1)
Abgse (t-1)
Adae(t-1)
Abse(t-1)
Alse(t~-1)
Anse (t-1)
Amse (t-2)
Abgse (t-2)
Adse(t-2)
Abse(t-2)
Alse(t-2)
Anae (t-2)
Amse (t~3)
Abgse (t-3)
Adse (t-~3)
Abse (t-3)
Alse{t-~3)
Anse (t-3)

- 073846(- 6968)
1090%-4( 151)
-~ 52927(-15 S0)

1B695(3 4504)
28425(4 3182)
026518 (1 0695)
14426(1 88)

- 0084(- 79454)
- 2910(-7 7538)
029302( 51056)
29621(4 2897)
0568664 (1 9864)
- 09926(-1 2524)
- 01098(-1 1376)
- 17257(-4 5269)
045933 ( 82008)
21307(3 0134)

- 06981 (-2 2657)
00188( 0238)
- 00497( 582)

- 24304(~-2 3653}
2033R-5( 0291)
017580( 5457)

~ 851443(-9 808)
32817(5 1502)
0293854 (1 223)
25332(3 4265)
002674( 26124)
018625( 5126)

~ 37822(-6 808)
42683(6 3857)
043089(1 5072)

~ 10365(~1 3510)

- 00174(~ 1869)
071776(1 945)

- 26244(-4 8406)
26916(3 9351)

- 12893(~4 322)
0240%0( 31579)
B8180R-3( 093%07)

037909 ( 39305)
2746R-4( 4187)
015918( 52554)

036588( 74194)

- 19407(-3 239)
0014876 (0659)
24888(3 5604)
9076B~3( 09428)
032375( 9478)
031068( 5947)

- 11202(~1 7824)
04010(1 4919)
004171 ( 0578)

- 00201 (- 229)
030975( 8927)
080937(1 587)

- 073628(-1 1449)

- 10772(~3 8413)
070858( 9837)

- 2773E-3(- 0357)

- 18018(~1 437)
3325E-4( 3901)
11292(2 868)

14523(2 266)
12284(1 577)

- 7156 (~24 40)
48942(5 4179)

- 0137(-1 0955)
10709(2 4126)
16187(2 3847)
10325(1 2643)

- 51747(-14 814)
17774(1 896)

- 01329(~1 1638)
091830(2 036)
18160(2 7413)

- 00452(~- 05419)
- 51109(-14 024)
29215(3 1343)

- 00710(~ 70448)

- 04418(~ 46588)
TO71E-41( 086)
013914 ( 46726)

076267(1 5731)
14901(2 5299)
026365(1 1884)

- 15608 (-2 283)

- 00128(~ 136)
020471 ( 6095)
05972(1 1630)
17929(2 901)
060578 (2 292)

- 32772(-4 6211)
- 00285(- 33004)
020645 ( 60528)
050493(1 8057)

14985(2 3702)

~ 089326 (-3 2401)

- 17156 (-2 4330)

- 4944EB-3(~ 0647)

76436(1 943)
1013B~3( 378)
- 23331(-1 888)

36575(1 818)
20215 ( 8272)

- 14253(-1 548)
05039 ( 3188)

- 1875(-4 775)

~ 1390(~ 997)
15545( 7295)
11678( 4555)
0075%( 0689)
04383( 1489)

- 15272(-4 259)
- 09708(~ 6860)
- 0794 (~ 3823)
1073¢ 4092)
18218(1 592)

- 16002(- 5469)
- 10758(-3 3577)

\
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Table 6 cntd

014868 ( 44052)
049449 (1 0496)
- 10617(-1 7048)
- 10594(~-3 9924)
15463(2 2619)
7684E~-3( 1189)
- 00247 (-~ 0849)
010976 ( 28772)
062003(1 0774)
- 05304(~-2 4589)
- 00864(~ 14076)
0010588 ( 22723)
62918 ( 41156)

- 24732(- 16151)
60117( 38279)

- 0B8516(- 74430)

038961
2 0035
3 3209 ( 000)

060021(1 368)
15108(2 467)
00630( 07787)

- 37746(-10 946)
19267(2 168)

- 00444(- 52924)
005140 ( 13596)
10824 (2 183)
077055(1 030)

- 2094(-7 4707)
02959( 3710)

- 00217(~ 35965)

3 856(1 9412)
85344 ( 4288)

-4 7050(-2 3053)

- 12894 (- 86714)
21847

2 0216

22 8987 ( 000)

01182 ( 35636)
071579 (1 545)
04994 ( 81570)

- 08886(-3 4063)
- 03032(- 4511)

- 3184E-3(~ 0501)
- 0041659(- 14563)
021063( 56160)
15215(2 6893)

- 04798(-2 262)

- 10743(-1 7804)
- 5127E-3(- 1119)
1 0247( 68180)

1 7415(1 1568)

-1 B8024(-1 1674)
- 14650(-1 3024)
045282

2 0039
3 8852 ( 000)

- 0826(~ 6000)
- 3232(~1 682)
15015( 5910)
36648(3 385)

- 03455(- 1239)
- 07066(-2 681)
- 16651 (-1 403)
14015( 90063)
0037(¢ 01589)

636(7 228)

- 5998(-2 396)

- 03647(-1 919)
-113 04(-18 12)
-1 444 (- 2312)

~3 734(~ 5830)

- 66971 (-1 435)
21847

2 0216
22 8987 ( 000)

Amse (£-4) ~ 06812(~1 837) 03654 (1 0179)
Abgse (t-4) | 02543( 49135) ~ 16245(-3 2420)
Adse (t-4) 10594 (1 5482) 12034 (1 8167)
Abse (£-4) - 07537(-2 5853) - 10449(-3 7023)
Alse(t-4) 00652(6 0869) 12311 (1 6932)
Anse (t-4) - 00272(- 38389) 001199( 17457)
Amse (£-5) - 05515(-1 7252) - 00350(- 1132)
Abgse (t-5) 007031 ( 1677) -~ 10418(~2 5675)
Adse (t-5) 17349(2 7437) 22934 (3 7470)
Abse (t-5) - 05089(-2 1471) - 05607(~2 443)
Alse(t-5) - 06938 (-1 0288) ~ 05134 (- 7865)
Anse(t-5) - 00162(~ 31765) 2491E-3( 0502)
ecml (-1)*? 3 031(1 8044) 26630( 16378)
ecm2 (1) ¥ ~4 958(-2 9472) -4 888(~3 0019)
ecm3 (-1) ™ 70382( 40787) -4 2664(-2 5542)
ecmd (-1)** - 1727(-1 3741) - 22238(-1 8274)
R 12962 12565

DW 2 0054 2 0046

F-stat 12 1988 ( 000) 11 7712 ( 000)

' euml = - 0028(pmse} + 0025(pbgse) - 001l4(pdse)
13 gcm2 = 0046(pmse) + 0236(pbgse) ~ 0016(pdse)
4 gem3 = - 0051(pmse) + 008l(pbgse) - 0157(pdse)
1 gemd = 0073(pmse) - 0008(pbgse) - 0141({pdse)

25

0033 (pbse) - 00l6(plse) + 0674 (pnse)
0009 (pbse) - 0258(plse) + 0000l({pnse)
0046 (pbse) - 0082(plse) - 0001({pnse)

0418 (pbse) +

0117 (plse) +

oul2{pnse)
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Table 7

Error Correction Model for SBI

Dependent Variable

Regressor

Apmse

Apbgse

Apdse

Apbse

Intercept
Trend

Apmse (£-1)
Apbgse (£~1)
Apdse(t-1)
Apbse(t-1)
Apmse (t~2)
Apbgse (t~2)
Apdse (t-2)
Apbse (t~2)
Apmse(t~3)
Apbgse (t-3)
Apdse (t-3)
Apbae (t-~3)
Apmse (t-4)
Apbgse (t-4)
Apdse (t-4)
Apbse(t-4)
Apmse (t-5)
Apbgse (t-5)
Apdse (t-5)
Apbse (t-5)

1 6037(7 763)

- 1181%-3(-4 B852)
- 33936(~10 662)
0073022( 1582)

32105(9 131)
035608(1 361)
=- 23170(-7 054)
~ 06479(-1 376)
26421(7 026)
036065(1 461)
- 15969 (-4 869)
- 057503(-1 231)
15695(4 057)
028248(1 221)
- 11839(~3 674)
- 051661(~1 143)
10453(2 701)
029690¢1 392)
- 10870(~3 476)
- 06221 (-1 466)
13585(3 617)
022926(1 225)

47334 (2 526)

- 7567K-4(-3 419)
034538(1 193)

- 42861(-10 212)
39849 (12 466)
011617( 4886)

~ 00526 (=~ 1762)

- 35501(-8 292)
33930(9 924)
014695( 6550)
002056 ( 06895)

- 27848(-6 557)
26909 (7 6503)
026225(1 2476)
0033164 ( 11321)

- 22041(-5 3652)
18183(5 1676)
025314 (1 30585)

- 020742(~ 72958)

- 13778(-3 5721)
15615(4 5703)
019409 (1 1413)

53966(2 6345)

- 4585%-4 (-1 8948)
063599 (2 0099)
0042828 ( 093332)

~ 095604 (-2 7353)
041722(1 6051)
018372 ( 56265)

- 053547(-1 1440)
- 044063(-1 1788)
049386 (2 0135)

1974E-3( 0060533)

- 063947(-1 3771)

- 034108 (- 88687)
049525 (2 1548)
0081485 ( 25441)

- 045724(-1 0179)

~ 028362(~ 73720)
050511 (2 3825)

- 019175(- 61684)
~ 051851 (-1 2295)
011761 ( 31481)
043307(2 3295)

3 $552(10 1713)

- 1634E-3(-3 8504)
13143(2 3676)

- 26455(-3 2863)
31392(5 217S)

- 18097(~3 9685)
041901( 73149)

- 14560(-1 7731)
31130 (4 7471)

- 15467(-3 5945)
028866( 50469)

- 071187(~ 87387)
16525(2 4492)

- 12286(~3 0472)
016324 ( 29051)

- 13226(-1 6783)
13889 (2 0578)

- 017020(- 45761)
053368( 97861)

- 12926(~1 7471)
091826 (1 4011)

- 015199(- 46602)
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Table 7 cntd

- 0047482(~ 16155)

- 017367(- 45233)

- 011386(~ 32507)
035741 (2 3290)
063176(2 4562)

~ 011535(~ 36057)

- 039759(~1 2885)
0071381 ( 64563)

1 9276(2 1406)
75299( B83619)

1 8253(2 0270)
1390

2 0023

1 03035 ( 119)

0066965( 12587)
- 06395B(~ 94955)
047058 ( 76581)
0063595( 23622)
031881 ( 70653)

- 043187(~ 76953)
059522(1 0996)
~ 0096850 (~ 49933)
25 6981(16 2671)
-1 4751(- 93375)
3 7921 (2 4005)

4480
2 0012
75 0337 ( 000)

Apmse (£~6) - 095157(-3 218) - 041458(~1 5423)
Apbgse (t-6) - 0189238(~ 4903) - 066038(-1 8806)
Apdse (£-6) 09641 (2 736) 096315 (3 0065)
Apbse (t-6) 019784 (1 281) 020289(1 4456)
Apmse (£=7) ~ 01644 (- 6355) 0074876( 31829)
Apbgse (t-7) - 01731(- 5382) - 018352(- 62727)
Apdse (t~7) 04666 (1 503) 041053(1 4548)
Apbse (t-7) 4694E-3( 0422) - 0073209(- 72400)
eeml (-1) ¢ 2 2488(2 482) 42043( 51049)
ecm2(-1)*’ 5 8287(6 435) -1 0969 (-1 3318)
ecm3(-1)* 4 5281(4 999) 5 3226(6 4628)

R* 16585 16736

DW 2 0004 2 0006

F-stat 18 3855 ( 000) 18 5866 ( 000)

16 ocml = - 0008 (pmse) + 0271(pbgse) + 0034(pdse)

7 gem2 = - 0255(pmse) + 0262(pbgce) ~ 0043(pdse)

% oem3 = - 0051 (pmse) - 0194(pbgse) + 0248(pdse)

+

0301 (pksc)
0031 {pbse)
0007 (Lbse)
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Table 8

Error Correction Model for Reliance

Dependent Variable

Regressor Apmse Apbgse Apdse Apbse
Intercept 14371 (1 137) ~ 06302(~ 5426) - 052933(- 4375) 15479( 8745)
Trend - 1376E-3(-1 887) - 4826B-4(~ 6755) - 2450B-4(- 3511) - 1409B-3(-1 37)
Apmse(t-1) - 0077001(~ 4011) - 033551(-1 901) 10377(5 646) 051077(1 899)
Arbgse (t-1) - 003808(~ 1899) - 014397(~- 7810) 11962(6 231) 06831(2 432)
Apdse(t-1) - 00303(~ 1561) 0064892 ( 3636) 11200(¢(6 0254) 03868(1 422)
Apbse (t-1) - 00110(- 08104) 007897( 6274) - 05004(-3 817) - 19959(-10 406)
Apmse(t-2) 4268E-~3( 02209) - 04737(~2 668) - 00111 (- 06033) 013820( 510)
Apbgse (t-2) - 003918(~ 1940) - 00352 (- 1896) ~ 01135(- 5870) 003465( 1225)
Apdse(t-2) 0024954 1277) 018317(1 020) - 70278-3(~ 03757) - 001094 (- 04000)
Apbse (t-2) 0024439( 1750) 0046317( 3608) - 015000(-1 122) - 03131(-1 601)
Apmse (t-3) - 00597(~ 3093) - 039405(~2 218) 00412( 2232) 004874 ( 1801)
Apbgse (t-3) - 00798 (~ 3954) - 00715(~- 3855) 005739( 2968) 169E~-4 ( 0004)
Apdse (t-~3) - 00583(~ 2988) - 00299(- 1665) - 5761E-3(- 0308) - 3947E-4(~ 0014)
Apbse (t-3) 0076531 ( 5482) 00966 ( 7535) - 01700(~1 272) - 0135(~ 6939)
Apmse (t-4) - 00976(~ 5058) - 041902(-2 359) 010799(¢ 5839) - 00579(- 2141)
Apbgse (t-4) 015381 ( 7616) 0092687 ( 4992) 0024242( 1253) 00544 ( 1926)
Apdse (t-4) 011581 ( 5928) 009266( 5159) 00933( 4992) 004941 ( 1805)
Apbse (t-4) - 005143(- 3683) - 341BE~3(~ 0266) - 02232(-1 670) 001361 ( 06961)
Apmse (t-~5) - 00433(- 2246} - 040625(~-2 288) - 001508 (-~ 0B15) 312121 ( 4481)
Apbgse (t-~5) 003381 ( 1674) 0031099¢( 1675) - 00193(~ 09997) - 00107(~ 0381)
Apdse (t-5) 005053( 2587) 013319(¢ 7417) 002563( 1370) 009434 ( 3447)
Apbse (t-5) 6207B-3( 04444) - 5293g-3(~ 0412) - 01556(-1 164) 00752( 3844)
Apmse (£-6) - 002547(~ 1320) - 038234(-2 154) - 6388E~3(~ 0345) 003111 ( 1150)
Apbgse (t~6) ~ 2909E~3(~- 01440) 006501 ( 3502) 2097E-4( 00108) 002394 ( 08466)
Apdse (£-6) - 006392(- 3272) - 5160E-3(- 0287) - 00642(~ 3437) - 0142(- 5216)
Apbse (£-6) 0029073( 2082) 012077( 9411) - 00611 (- 4573) - 01087(~- 5563)
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- 03208(-1 808)
0021867( 1178)

- 00217(~ 1212)
0066731 (¢ 5207)

- 039922 (-2 253)

- 5272E-3(-~ 0284)
- 00198(~ 1126)
0022421 ( 1788)

32 7708(10 684)
4 0068(1 306)
0406

2 0039

3 5697 ( 000)

002183( 1181)

- 00107(- 05548)
- 00500(- 2678)
- 015147(~1 134)
0032651 ( 1771)
0025819 ( 1336)
7360E-3( 04016)
- 011607(- 888)
-5 25(-1 645)

23 3802(7 31)
0606

2 0007

5 4446 ( 000)

004808( 1778)
002704 ( 09563)
- 01113(~ 406)
021441(1 097)
0073079( 2706)
- 00605(- 2141)
006829( 2547)
- 00441 (- 2312)
-3 7281 (- 7976)
-1 5132(~ 3237)
0398

2 0001

3 4993 ( 000)

Apmse (t-7) 014884 ( 7712)
Apbgse (£-7) -~ 002532(-~ 1254)
Apdse(t-T) - 001324 (- 06781)
Apbse (t~7) 0028883 ( 2071)
Apmse(t-8) - 00844 (- 4381)
Apbgse (t-8) 0088189( 4371)
Apdse (t-8) -~ 006441 (-~ 3366)
Apbse (t-8) 0091691 ( 6722)
ecmi (-1) ? -1 0040(- 3009)
ecm2 (-1) 2° 73571 ( 2208)

r? 0027

DW 2 000

F-stat 2315 {1 000)

¥ ecml = 0014 (pmse) - 0014 (pbgse}
® ecm2 = 0001 (pmse) - 00009(pbgse)

+

00004 {pdse)
0008 (pdse)

+

00003 (pbrr)
0008 (| bse)
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Session 6 Woiking Group Scssions and Condlusions

Session Chauman SEBI ED's
Facilitator D1 Tessee San Mairtin TIRE Project

Sesston objectives  Patticipants will 1cview the procecdings from the last two days
and wotk n tcams to summanize a) then assessment of the current situation 1n therr
area of tesponsibility relative to what the industry requires and b) concicte
tecommendtions for the Channman regrding what SEBI must do as an organization
to address shortfalls and meet challenges  The tocus will be on SEBI s mission and
the type of sttucture statfing communications and professtonal development
mechanisms requied to tulfill it These summaries will provide a ramework for
future actions to improve SEBI as an organization PwC 1 IRE will work with the
wotking groups to pull the output ot these sessions together into a final working
paper trom the wotkshop to be given to every workshop p uticipant by Friday
August 7



Session 6
Working Group Sessions and Workshop Conclusions

SEB! Workshop
31 July 2 August

Session objective

» What have we learned/heard?

» What does it mean?

» Recommendations
»Concrete

>»Short-term and longer-term

> How do we follow-up?




What have we learned/heard?

» Recommendations/suggestions fall into three broad categories
- Customer/stakehoiders

~Managing stakeholder relations more effectively
Communications with investors press/media interactions with intermedianes

- Orgamization/operations

~organizational structure and infrastructure (including 1T)

~Processes and procedures (systematization knowledge management)
- People

»Skills development

~Staff deployment

~Stafl motivation

~Staff retention

Summary to Date Chient/Stakeholders (1)

» Clarfy SEBI's Role in the market
- To key stakeholder groups
rIncluding judiciary
~Outreach beyond Bombay
» Management and communications of the media/press
- lLeakage
~ Communications strategy/program
» Publc education

-~ Investor relations

=5



Recommendations Organization/Systems (2)

» Planning and strategy
» Procedures and paper flow
» Written procedures and processes

» Organizational structure
» Flat organization vs hierarchy

» Empowerment/delegation of authority

Recommendations Organization/Systems (2)

» Employee communications
» Improve inter-departmental communications

» Knowledge sharnng mechanisms--e g staff working papers,
newsletter

> Penodic staff meetings and retreats

> Employee oversight--Maintaining integnty and confidentiality

~» Vigllance mechanisms




Recommendations People (3)

» Employee motivation and incentives
~ Improving retention and motivation
~ Remuneration policy

rbased on grade and performance
» Empowerment
» Clear duties and responsibilities
~ Selection Into assignments
~Survey of workload

~Distnbution of workioad

Recommendations People (3)

» Training and skills development
» Rotations vs depth of knowledge
» Deputation
> Induction and management training

> Skills inventory

> ldentification of priority areas, such as depository,
clearing systems, derivatives, etc




Group discusston agenda (For each working group)

» What do you want to achieve? Identify 1-2 key objectives In
» Client/customers
» Organization
~ People
» How will you do it?
» Define actions required to achieve objectivesitargets
~ How will you follow-up?
» Performance measures (how are we doing?)
- Time frames
 Monitonng/review processes

- Responsibilities

10

Session structure

» Divide plenary into working groups (6 groups + 1)
» FIRE staff to serve as group “reporter”
> Report to plenary in 60 minutes

» Presentation of working group session recommeéndations
» Comments from senior management
> Final Q&A

» Summary and Conclustons




