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PART I

POLICIES AND PROGRAMMES

This Annual Report of the Securities and Exchange Board of India (SEBI) presents a
review of the policies and programmes of the SEBI, its working and operations during
the financial year, 1999-2000. The Report gives an account of the operations of the SEBI
and describes the manner in which the SEBI has been discharging its functions and
exercising its powers in terms of the Securities and Exchange Board of India Act, 1992;
the Securities Contracts (Regulation) Act, 1956; the Depositories Act, 1996; as well as in
terms of the delegated powers under the Companies Act, 1956.  The Report also provides
details of the developments in Indian securities market and their bearing on and relation
with the work of the SEBI.  The Report has been prepared in accordance with the format
prescribed in the Securities and Exchange Board of India (Annual Report) Rules, 1994,
notified in the Official Gazette on April 7, 1994.

The SEBI envisions a market, which is modern in infrastructure and international best
practices, efficient, safe, investor friendly and globally competitive.  The SEBI has been
continuously directing its efforts to achieve this vision in fulfillment of the twin
objectives of investor protection and market development as mandated by the SEBI Act,
1992. The SEBI as a statutory body, throughout its eight-year existence has sought to
balance these two objectives by constantly reviewing and assessing its policies and
programmes, initiating new guidelines and crafting new regulations to nurture areas
hitherto unregulated and underdeveloped and to ensure growth, integration and
consolidation of market so that they can contribute to the process of capital formation in
the economy.

During 1999-2000, the focus of SEBI’s activities has been on:

Ø increasing market transparency through further improvement of disclosure standards
Ø raising the standards of corporate governance
Ø improving market efficiency by speeding up the process of dematerialisation and

introducing rolling settlement in a phased manner
Ø reducing transaction cost by refining the margin system
Ø enhancing the market safety through an efficient margin system and stepping up

surveillance

The major reforms and developments in the securities market during 1999-2000 are given
in Box 1.1
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Box 1.1: Major Policy Re form s  and De ve lopm e nts  in th e  Se curitie s
Mark e ts  During 19 9 9 -2000

Stre am lining of th e  Dis clos ure  and Inve s tor Prote ction Guide line s
• Th e  e ntry point norm s  for Initial Public Offe r (IPO) w h ich   form  a part of th e  Dis clos ure  and

Inve s tor Prote ction Guide line s  (DIP) re laxe d for com panie s  in th e  Inform ation Te ch nology (IT)
s e ctor to e nable  th e s e  com panie s  to lis t th e ir s h are s  by m ak ing public offe r of 10 pe r ce nt of
pos t is s ue  capital ins te ad of 25 pe r ce nt for oth e r s e ctors , s ubje ct to re q uire m e nts  of m inim um
num be r of 20 lak h  s e curitie s  and m inim um  ne t offe r value  of Rs .30 crore . Th is  w ill e ncourage
IT com panie s  to com e   to th e  m ark e t.

• Th e  re q uire m e nt of "ability to pay divide nd" s ubs titute d for "actual paym e nt of divide nd", in th e
e ntry point norm s  for public offe rs . Th is  w ill furth e r s tre ngth e n th e  guide line s .

• Th e  DIP guide line s  m ade  com m on for all Initial Public Offe rs  (IPOs ) m ade  com m on in th e
w ak e  of abolis h ing of th e  conce pt of fixe d par value . Th is  w ill h e lp s tre am line  th e  guide line s .

Em ploye e   Stock  Options  Sch e m e
• Th e  re vis e d guide line s  for e m ploye e s  s tock s  options  s ch e m e s  bas e d on re com m e ndations  of

com m itte e  appointe d by th e  SEBI unde r  J. R.  Varm a w e re  im ple m e nte d.

Book -Building
• Th e  is s ue rs  give n th e  option to build e ith e r by 9 0 pe r ce nt  of th e  ne t offe r to th e  public or 75

pe r ce nt  of th e  ne t offe r to th e  public. Th e  balance  is s ue  to be  offe re d to th e  public at th e  fixe d
price  de te rm ine d th rough  book -building e xe rcis e . Th is  proce dure  is  in line  w ith  th e  inte rnational
practice s  and  w ill aid price  dis cove ry and s tre am line  th e  proce s s  of book -building.

• Th e  15 pe r ce nt re s e rvation for individual inve s tors  bidding up to 10 m ark e table  lots , m e rge d
w ith  10 pe r ce nt at fixe d price  offe r. Th is  w ill furth e r s tre am line  th e  proce s s  of book -building.

Cre dit Rating Age ncie s  (CRAs )
• Th e  re gulations  for CRAs  notifie d.  Th is  w ill bring th e  CRAs  unde r a re gulatory fram e w ork  for

th e  firs t tim e .

Colle ctive  Inve s tm e nt Sch e m e s  (CIS)
• Th e  Se curitie s  Law  (Am e ndm e nt) Bill, 19 9 9  w as  pas s e d by th e  Parliam e nt facilitating th e

re gulation of Colle ctive  Inve s tm e nt Sch e m e s  (CIS) and e xpanding th e  de finition of s e curitie s  to
include  units  of CIS. Th is  w ill h e lp th e  SEBI to re gulate  th e  CIS and prote ct th e  inte re s t of
inve s tors  in th e s e  s ch e m e s .

• Se ve ral oth e r m e as ure s  e arlie r tak e n by th e  SEBI to prote ct inve s tors  include d  :
3 th e  is s ue  of adve rtis e m e nts  to w arn inve s tors  of dange r of inve s ting in unre gulate d CIS and to

notify all CIS th at th e ir re gis tration of all CIS w ith  th e  SEBI is  m andatory and
3 allow ing th e  launch ing of ne w  CIS s ch e m e s  only afte r obtaining th e  rating from  a CRA.
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(contd. on ne xt page )
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(contd. from  pre vious  page )

Mark e t Mak ing
• Follow ing th e  acce ptance  of th e  re com m e ndations  of th e  Com m itte e  on Mark e t Mak ing

appointe d by th e  SEBI, guide line s  w e re  is s ue d to th e  s tock  e xch ange s  to allow  brok e rs  to tak e
up m ark e t m ak ing activity in s h are s  of a com pany w h e re  th e  ave rage  num be r of trade s  is  m ore
th an 50 and th e  value  of trade  on daily bas is  is  m ore  th an Rs .10 lak h .

Mark e ting Initial Public Offe r (IPO) th rough  Se condary Mark e t
• Th e  facility of m ark e ting IPOs  th rough  th e  us e  of th e  available  infras tructure  of s tock

e xch ange s  pe rm itte d by th e  SEBI to be  introduce d by th e  s tock  e xch ange s . Th is  w ill h e lp
re duce  is s ue  and dis tribution cos ts  for public is s ue s , re duce  de lays  and s pe e d up allotm e nt.

Inte rne t Trading
• Inte rne t trading unde r orde r routing s ys te m  pe rm itte d for th e  firs t tim e  in a lim ite d w ay th rough

re gis te re d s tock  brok e rs  on be h alf of clie nts  for e xe cution of trade s  on re cogniz e d s tock
e xch ange s . Th is  w ill furth e r m ode rniz e  th e  trading s ys te m .

Ne gotiate d De als
• Th e  long pre vale nt s ys te m  of ne gotiate d de als  on th e  s tock  e xch ange s  (i.e . any trans action

w h ich  e ith e r h as  a value  of Rs  25 lak h  / th e  trade d volum e  is  not le s s  th an 10,000 s h are s )
w h ich  w e re  non trans pare nt and h ad be com e  th e  s ource  of m uch  abus e  w as  abolis h e d by th e
SEBI, and guide line s  is s ue d by th e  SEBI pe rm itting s uch  de als  only if th e y are  e xe cute d on th e
on th e  s cre e n on th e  price  and orde r m atch ing s ys te m  of th e  e xch ange s , lik e  any oth e r de al.
Th is  w ill introduce  trans pare ncy and price  dis cove ry in ne gotiate d de als  and prote ct be tte r th e
inve s tors .

Rolling Se ttle m e nt
• Ph as e d program m e  of T+ 5 rolling s e ttle m e nt introduce d for th e  firs t tim e , in 10 s crips  from

January 10, 2000, and anoth e r 34 s crips  from  March  21, 2000 afte r s h ortlis ting th e  s crips  on
th e  bas is  of th e  crite ria th at th e s e  s crips  s h ould be  on th e  lis t for com puls ory de m ate rialis e d
trading and h ave  a daily turn ove r of about Rs  1 crore  and above . Th is  im portant m e as ure  w ill
incre as e  th e  e fficie ncy of m ark e t m icros tructure

Me as ure s  For Safe ty And Stability In Stock  Mark e t
• Th e  e xis ting m argin s ys te m  furth e r re fine d and s tre ngth e ne d to e nh ance  th e  s afe ty of th e

m ark e t.

De m ate rialis ation of Sh are s
• Th e  lis t of s crips  to be  trade d com puls orily in de m ate rialis e d form  by ins titutional inve s tors

incre as e d in ph as e s  to 462 by th e  e nd of th e  financial ye ar and furth e r announce m e nt m ade
for incre as ing th e  lis t to 9 85 by June  26, 2000; a s im ilar lis t of s crips  for all inve s tors  incre as e d
to 260 by th e  e nd of th e  ye ar and announce d to be  incre as e d to 579  by June  26, 2000.
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• Proce dure s  for proce s s ing of de m ate rialis e d re q ue s ts  and ope ning of accounts  for be ne ficial
ow ne rs  by th e  de pos itory participants  s tre am line d and facility of s im ultane ous  trans fe r and
de m ate rialis ation introduce d.

(contd. on ne xt page )
(contd. from  pre vious  page )

• Sh are  trans fe r age nts  allow e d to act as  de pos itory participants .
• Th e  ce iling on th e  value  of th e  portfolio of s e curitie s  h e ld in cus tody by th e  brok e r de pos itory

participants  incre as e d to 100 tim e s  th e  ne t w orth  of th e  brok e r.
• ‘No de live ry pe riod’ for s crips  unde r com puls ory de m ate rialis e d form  by all inve s tors  re duce d to

one  w e e k .
• Additional m e as ure s  tak e n to e nh ance  th e  s afe ty s tandards  of th e  de pos itory s ys te m .
• Trading of ne w  IPOs   com puls orily in de nm ate rialis e d form  by all inve s tors  im m e diate ly upon

lis ting.

Corporate  Gove rnance
• A Com m itte e  w as  appointe d by th e  SEBI unde r th e  ch airm ans h ip of Sh ri Kum ar Mangalam

Birla, m e m be r SEBI Board, to e nh ance  th e  s tandard of corporate  gove rnance . Th e  draft Re port
of th e  Com m itte e  w as  w ide ly circulate d and de libe rate d. Th e  re com m e ndations  w e re  acce pte d
by th e  SEBI Board and im ple m e nte d by th e  SEBI th rough  th e  am e ndm e nt of th e  lis ting
agre e m e nt of th e  s tock  e xch ange s . Th e  re com m e ndations  applicable  firs t to all th e  lis te d
com panie s  w h ich  are  include d e ith e r in group A of th e  BSE and in S& P CNX Nifty inde x as  on
January 1, 2000 to be  com ple te d by March  31, 2001 and in th e  s ubs e q ue nt ye ars  to oth e r
com panie s  in a ph as e d m anne r. Th is  w ill s ubs tantially e nh ance  th e  s tandard of corporate
gove rnance  in India.

Financial Dis clos ure
• Th e  cas h  flow  s tate m e nt as  pe r th e  lis ting agre e m e nt re q uire d to be  m andatorily pre pare d in

accordance  w ith  th e  re le vant accounting s tandard.
• Additional dis clos ure s  to be  m ade  in th e  unaudite d financial q uarte rly re s ults  of th e  com panie s

to m ak e  th e s e  m ore  trans pare nt and m e aningful.
• Lim ite d re vie w  by auditors  for h alf -ye arly re s ults .
• Prior intim ation about Board Me e ting at w h ich  de claration of divide nd is  cons ide re d to be  m ade

at le as t s e ve n days  in advance .
• Announce m e nt by th e  com panie s  on divide nd, righ ts  e tc. to be  m ade  only afte r th e  clos e  of th e

m ark e t h ours  to avoid e xce s s ive  volatility in s tock  price s .

Lis ting of de bt be fore  e q uity
• Lis ting of de bt s e curitie s  re lating to infras tructure  and m unicipal corporation allow e d be fore

e q uity, s ubje ct to th e  condition th at th e  de bt ins trum e nt is  rate d not be low  a m inim um  rating of
‘A’ or e q uivale nt th e re of.

Fore ign Ins titutional Inve s tors  (FIIs )
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• FIIs  allow e d to dire ctly participate  in th e  public offe r in tak e ove r and buy-back  offe r of
com panie s .

•  Fore ign corporate  or h igh  ne tw orth  individual inve s tors  allow e d to inve s t as  s ub-account to
w ide n th e  bas e  of FIIs  provide d provide nt inve s tm e nt doe s  not e xce e d 5 pe r ce nt of total
is s ue d capital of com pany.

(contd. on ne xt page )
(contd. from  pre vious  page )

Mutual Funds
• Inve s tm e nt by Mutual Funds  in th e  e q uity s h are s  or e q uity re late d ins trum e nts  of a s ingle

com pany in a s ingle  s ch e m e  re s tricte d to 10 pe r ce nt of th e  NAV of th e  s ch e m e  and
inve s tm e nt in inde x s ch e m e s  to 15 pe r ce nt of NAV of th e  s ch e m e  to allow  for dive rs ification of
inve s tm e nts  by m utual funds . Th e  lim its  can be  e xte nde d to 25 pe r ce nt of th e  NAV of th e
s ch e m e  w ith  th e  prior approval of th e  board of th e  as s e t m anage m e nt com pany and board of
trus te e s .

• Inve s tm e nt in unlis te d s h are s  by m utual funds  not to e xce e d of 10 pe r ce nt of th e  NAV of a
s ch e m e , in cas e  of clos e  e nde d s ch e m e  and 5 pe r ce nt of th e  NAV of th e  s ch e m e  in cas e  of
ope n-e nde d s ch e m e s .’

• Inve s tm e nts  by m utual funds  in de bt ins trum e nts  is s ue d by a s ingle  is s ue r w h ich  are  rate d not
be low  inve s tm e nt grade  re s tricte d to 15 pe r ce nt of a s ch e m e , but could be  e xte nde d to 20 pe r
ce nt  w ith  th e  prior approval of th e  boards  of th e  as s e t m anage m e nt com pany and trus te e s .
Inve s tm e nt in un-rate d de bt ins trum e nt of a s ingle  is s ue r in a s ch e m e  re s tricte d to 10 pe r ce nt
of th e  NAV of th e  s ch e m e  w h ich  could be  incre as e d to 25 pe r ce nt  of NAV s ubje ct to approval
of th e  boards  of th e  as s e t m anage m e nt com pany and trus te e s

• Follow ing th e  re com m e ndations  of th e  P K  Kaul Com m itte e  w h ich  w e re  acce pte d by th e  SEBI
Board , th e  tus te e s  of m utual funds  re q uire d to file  th e  de tails  of h is  trans action re lating to
buying and s e lling of s e curitie s  w ith  th e  m utual fund on a q uarte rly bas is  and due  dilige nce  is
re q uire d to be  carrie d out by th e  trus te e s  in fulfilm e nt of th e  various  obligations  as  re q uire d
unde r th e  re gulations

Ve nture  Capital Funds
• Th e  re com m e ndations  of th e  Com m itte e  appointe d by SEBI unde r th e  ch airm ans h ip of Sh ri

Ch andras h e k h ar, for de ve loping th e  ve nture  capital indus try, w e re  acce pte d by th e  SEBI
Board. Th e s e  re com m e ndations  w ould go a long w ay in h e lping th e  grow th  ve nture  capital in
India.

The measures enumerated above and also those elaborated later in the report enabled the
SEBI to accomplish and achieve the targets set by it to fulfill its statutory obligations to
develop and regulate the securities market and protect the investors. Besides, with the
maturity of the regulatory framework and stepped up market surveillance, the market has
also become safer and the investor is better protected.  While volatility has become an
endemic feature of all the markets in the world because of increased volumes within the
markets and cross border, complexities, impact of other financial markets like currency,
commodities and property, existence of common players in different markets fleeing
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from one market to the other, thus transmitting the risk, the Indian market has remained
comparatively less volatile.  This has been possible because of the prudential macro-
economic policies of the country, proper management of change and effective regulatory
system.
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In its Annual Report for 1998-99, the SEBI had set certain targets to be achieved in the
short and the medium term.  The achievements of the SEBI during the year under review
measured against the targets set out in the previous Annual Report of the SEBI are
presented in (Table 1.1).

Table 1.1 Targets and Achievements
Targe ts  s e t out in th e  Annual Re port of 19 9 8-9 9 Ach ie ve m e nts

1. To e nh ance  th e  le ve l of corporate  gove rnance Th e  SEBI s e t up a com m itte e  unde r th e
Ch airm ans h ip of Sh ri Kum ar Mangalam  Birla on
corporate  gove rnance . Th e  re port w as  w ide ly
com m e nte d upon and approve d by th e  SEBI
Board.  Th e  SEBI h ad alre ady im ple m e nte d
s om e  of th e  norm s  re late d to corporate
gove rnance  s uch  as  dis clos ure  norm s  for IPOs ,
pre s e ntation of inform ation on utilis ation and
e nd-us e  of funds , s tate m e nt on cas h  flow  in
balance  s h e e t, de claration of unaudite d
q uarte rly re s ults  e tc.

2. To rais e  accounting s tandards  of firm s  and
inte rm e diarie s

Th e  SEBI appointe d a com m itte e  unde r th e
Ch airm ans h ip of Y H  Male gam  to re vie w  th e
continuous  dis clos ure s  on accounting
s tandards .  Th e  re com m e ndations  of th e
com m itte e  are  be ing im ple m e nte d.

3. To incre as e  th e  e ffe ctive ne s s  of m onitoring
and s urve illance  of th e  m ark e ts  by introduction
of various  m e as ure s  including th e  w ide r s tock
w atch  s ys te m  in e xch ange s .

Th is  h as  be e n im ple m e nte d and th e  s tock
w atch  s ys te m  h as  be e n upgrade d in th e  m ajor
s tock  e xch ange s .

4. To furth e r acce le rate  de m ate rialis ation and
de m ate rialis e d trading

Th e  SEBI took  various  m e as ure s  for s pe e ding up
de m ate rialis ation of s crips  and incre as e d th e
s cope  of de m ate rialis e d trading.  Th e  num be r of
s crips  for com puls ory trading for ins titutional
inve s tors  w ould be  462 and  260 for all inve s tors
by March  31, 2000.

5. To introduce  de rivative  trading in a ph as e d
m anne r afte r th e  ne ce s s ary am e ndm e nt in th e
Se curitie s  Contracts  (Re gulation) Act

Th e  Parliam e nt h as  pas s e d th e  SC(R) A
am e ndm e nt bill to include  de rivative s  in th e
de finition of ‘s e curitie s ’.  Th e  oth e r infras tructure
is  alre ady in place  to s tart trading in de rivative s
s oon.

6. To furth e r re duce  th e  “no de live ry” pe riod on
th e  s tock  e xch ange s

Th is  h as  be e n im ple m e nte d and th e  ne ce s s ary
dire ctive  is s ue d to th e  s tock  e xch ange s .

7. To h ave  uniform  by-law s  for s tock  e xch ange s Th e  SEBI h as  appointe d a com m itte e  on
uniform  by-law s  for s tock  e xch ange s .  Th e
re port is  to be  s ubm itte d by e nd-June  2000.
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8. To introduce  rolling s e ttle m e nt in a ph as e d
m anne r

Rolling s e ttle m e nt h as  be e n introduce d in a
ph as e d m anne r for de m ate rialis e d s h are s  w ith
e ffe ct form  January 10, 2000 for 10 s crips . Th e
lis t w as  e xpande d to include  anoth e r 34 s crips
from  March  21, 2000.

9 . To prom ote  s tock  le nding Th e  SEBI h as  give n approval to 6
inte rm e diarie s  to act as  s tock  le nde rs .  Th e
s e curitie s  le nding is  e xpe cte d to pick  up as
m ore  s crips  w ill be  adde d to th e  lis t of rolling
s e ttle m e nt.

10. To introduce  trading in unlis te d s e curitie s  on
th e  OTCEI

Th e  SEBI Board h as  alre ady approve d th e
propos al of OTCEI and it is  be ing im ple m e nte d.

11. To tak e  s te ps  to re duce  trans action cos ts  in
th e  m ark e t

Prom otion of de m ate rialis ation of s crips  and
m ark e t m ak ing are  m e as ure s  tak e n by th e  SEBI
to h e lp re duce  trans action cos t. SEBI is  als o in
th e  proce s s  of rationaliz ation of th e  m argin
s ys te m . w h ich  h e lp in re ducing th e  trans action
cos t.

12. To notify re gulations  for Cre dit Rating
Age ncie s  (CRAs )

Th e  re port on CRAs  w as  approve d and th e
re gulations  fram e d by th e  SEBI h ave  be e n
notifie d to th e  CRAs .

13. To notify re gulations  for colle ctive  inve s tm e nt
s ch e m e s

Th e  re gulations  h ave  be e n notifie d.

14. To tak e  s te ps  for activating trading in de bt
s e curitie s

SEBI h as  abolis h e d ne gotiate d de als  for
corporate  de bt s e curitie s  to e ncourage
s e condary de bt trading. Th e  notification by th e
gove rnm e nt on th e  re gulatory juris dictions  of th e
RBI and SEBI w ill als o h e lp th e  de ve lopm e nt of
de bt m ark e t. Th e  Gove rnm e nt h as  als o
abolis h e d s tam p duty on de m ate rilis e d de bt
ins trum e nts .

15. To introduce  ch ange s  in th e  m utual fund
re gulations  on th e  bas is  of th e
re com m e ndation of P K Kaul Com m itte e  s o
th at th e  trus te e s  could play an e ffe ctive  role  in
prote cting th e  inte re s t of inve s tors  in  m utual
funds

Th e  re com m e ndations  of PK  Kaul Com m itte e
re port w e re  acce pte d by th e  SEBI Board and
notifications  w e re  is s ue d by th e  SEBI.

16. To furth e r e nh ance  th e  dis clos ure
re q uire m e nts  for is s ue  of capital

Th e  SEBI h as  s tre ngth e ne d dis clos ure  norm s
for IPOs  follow ing th e  re com m e ndations  of th e
Male gam  Com m itte e .
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17. To furth e r s tre am line  s ys te m s  and proce dure s
for is s ue  of capital

Th e  SEBI h as  introduce d m ark e ting of IPOs
th rough  th e  s e condary m ark e t by us ing th e
e xis ting infras tructure  of s tock  e xch ange s
pre s e ntly be ing us e d for s e condary m ark e t
trans action. Th e  SEBI h as  dis pe ns e d w ith  th e
re q uire m e nt of fixe d par value  s ys te m  and gave
fre e dom  to com panie s  to is s ue  s h are  in any
de nom ination but not be low  Re .1.

18. To re fine  th e  s ys te m  of book -building Th e  SEBI h as  introduce d re vis e d m e ch anis m
for book -building th rough  100 pe r ce nt route .
Th e  re s e rvation of 15 pe r ce nt of is s ue  s iz e  for
individual inve s tors  now  m ay be  offe re d to th e
public at fixe d price  as  de te rm ine d th rough  book
building.  Th e  allotm e nt in th e  book -built portion
s h all be  in de m ate rilais e d form .

19 . To notify re gulations  for s w e at e q uity Th e  Re port of th e  Com m itte e  aw aite d.

20. To im ple m e nt th e  re port on m ark e t m ak ing and
to prom ote  m ark e t m ak ing

Th e  re com m e ndations  of re port on m ark e t
m ak ing h ave  be e n acce pte d by th e  SEBI and
guide line s  h ave  be e n is s ue d to th e  s tock
e xch ange s .

21. To rationalis e  m argining s ys te m  furth e r Proce s s  of rationalis ation is  unde r progre s s  to
re duce  th e  laye rs  of m argins  and s om e
m e as ure s  h ave  alre ady be e n tak e n. Ris k
m anage m e nt group is  be ing s e t up.

22. To introduce  a s ys te m  for public is s ue s
th rough  s e condary m ark e t route  to s pe e d up
th e  is s ue  proce s s  and re duce  is s ue  cos ts

Th e  Board h as  approve d and it is  be ing
im ple m e nte d.

23. To h e lp de ve lop ve nture  capital in th e  country SEBI h ad appointe d a Ve nture  Capital
Com m itte e  unde r K. B. Ch ndras h e k h ar of
Exodus  Com m unications .  Th e  Com m itte e
re com m e ndations  are  w ide ly acce pte d.
Finance  Minis te r in h is  Budge t Spe e ch  h ad
announce d th at SEBI w ould be  s ingle  point
nodal re gulator for both  dom e s tic and ove rs e as
ve nture  capital funds .  Furth e r, com ple te  tax
pas s  th rough  w ould be  provide d to SEBI
re gis te re d ve nture  capital funds .  Oth e r
re com m e ndations  of th e  Com m itte e  are  unde r
cons ide ration for im ple m e ntation.

24. To im ple m e nt re com m e ndations  of th e
Dh anuk a Com m itte e  in cons ultation w ith  th e
Gove rnm e nt

Th e  Re port w as  s ubm itte d to th e  Gove rnm e nt.

Source  : SEBI
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A] REVIEW OF THE GENERAL ECONOMIC ENVIRONMENT
AND THE INVESTMENT CLIMATE

General Economic Environment

The real GDP growth based on 1993-94 prices, was estimated at 6.4 per cent in 1999-
2000. In 1998-99 it was 6.8 percent. Deterioration in the performance of agriculture
sector largely accounted for the decline in the growth rate of the economy. However the
industrial output emerged out the sluggish trend of the preceding year and recovery
appeared to be underway. An important aspect of the industrial growth, which would
have an impact on the capital market, was the increase in the output of manufacturing
sector by 9.3 per cent which was more than double the growth achieved in the previous
year (4.3 per cent).  A further analysis shows that intermediate and consumer goods
industries accelerated their growth to 15.2 per cent and 5.9 per cent, respectively, from
that of 5.9 per cent and 2.4 per cent during 1998-99.  The decline in growth of production
of capital goods and lower increase in the imports of the capital goods indicate existence
of investment pessimism in the real sector.  A striking feature of growth of GDP is the
continuous increase in the share of services sector which contributed nearly 52 per cent to
it leading to recognition that India has been moving to a services based growth.

 Table 1.2  Saving Rates (as a percent of) GDP at Current Market Prices
19 9 3-9 4 19 9 4-9 5 19 9 5-9 6 19 9 6-9 7 19 9 7-9 8

(P)
19 9 8-9 9

(Q)
Gros s  Dom e s tic Saving 22.5 25.0 25.5 23.3 24.7 22.3
Public 0.6 1.7 2.0 1.7 1.4 0.0
PPrriivvaattee 21.9 23.3 23.4 21.6 23.3 22.3
(i)  H ous e h old s e ctor 18.4 19 .8 18.5 17.1 19 .0 18.5
(a)  Financial s avings 11.0 12.0 8.9 10.4 10.4 10.9
(b)Ph ys ical s avings 7.4 7.8 9 .6 6.7 8.6 7.6
Gros s  Dom e s tic Inve s tm e nt* 23.1 26.1 27.2 24.6 26.2 23.4
Public 8.2 8.8 7.6 7.0 6.7 6.6
Private 13.0 14.8 18.9 14.9 16.7 15.2
Gros s  Dom e s tic Inve s tm e nt* 23.1 26.1 27.2 24.6 26.2 23.4
GFCF 21.4 22.0 24.6 23.0 22.7 21.4
Ch ange  in s tock s -0.2 1.6 1.9 -1.2 0.7 0.4
Saving-Inve s tm e nt Gap @ -0.6 -1.2 -1.8 -1.3 -1.5 -1.0
Public -7.6 -7.1 -5.6 -5.3 -5.3 -6.6
Private 8.9 8.5 4.5 6.7 6.6 7.1
Note : (i) Gros s  dom e s tic inve s tm e nt de note s  gros s  dom e s tic capital form ation (GDCF)

(ii) Figure s  m ay not add up due  to rounding off
*  :  adjus te d for e rrors  and om is s ions ;
@   :  re fe rs  to th e  diffe re nce  be tw e e n th e  rate s  of s avings  and inve s tm e nt
GFCF:  Gros s  fixe d capital form ation;
P  :  Provis ional e s tim ate s ; Q  :  Quick  e s tim ate s

Source :  Econom ic Surve y, 19 9 9 -2000
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In 1998-99 domestic savings deteriorated to 22.3 per cent from 24.7 per cent in the
previous year. This raises concern about the availability of financial resources for
maintaining the investment prospects in the economy. The decline in saving rate has been
on account of deceleration in the saving rate of almost all the sectors viz. households,
private corporate and government. The saving rate of government sector was almost zero.
This has contributed to fall in gross domestic investment from 26.2 per cent in 1997-98 to
23.4 per cent in 1998-99 (Table 1.2).

The distribution of households’ financial savings among various financial instruments
brings out the relative importance of securities market as an investment option for the
households( Table 1.3). The instrument-wise distribution of households financial savings
depicts that the share of households saving in the form of shares and debentures in their
total financial savings, had increased from 2.1 per cent in 1997-98 to 2.4 per cent in
1998-99.  On the other hand, the share of bank deposits decreased from 44.5 per cent to
36.9 per cent.  Investment in the units of UTI did not show any improvement from 0.3 per
cent in 1997-98.  It is interesting to note that there has been a spurt in deposits of
households with non-banking companies’ from 4.4 per cent in 1997-98 to 7.4 per cent in
1998-99. The high growth of funds mobilised by the mutual funds has generated
possibility of increase in investment in shares and debentures pushing up the their share
in households financial savings in 1999-2000 (Table 1.3).

Developments on external front are very important as far as the capital market is
concerned.  According to provisional data, net FIIs inflows showed an increase of US$2.1
billion whereas FDIs inflows stood at US$2.17 billion during 1999-2000.  The balance of
payment data reflected an overall balance surplus of US$ 6.4 billion during 1999-2000.
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Table 1.3:  Savings of the Households Sector in Financial Assets            (Rs. in crore)
Ite m 19 9 2-9 3 19 9 3-9 4 19 9 4-9 5 19 9 5-9 6 19 9 6-9 7 19 9 7-9 8P 19 9 8-9 9 $
Savings (Gros s ) of th e
H ous e h old Se ctor in
Financial
As s e ts  of w h ich

       80,387        109 ,485        145,381        124,9 86        157,424 178,576 207,841

Curre ncy          6,562          13,367          15,9 16          16,525          13,643 12,780 22,131
(8.2) (12.2) (10.9 ) (13.2) (8.7) (7.2) (10.6)

Bank  De pos its  #        29 ,550          36,200          55,834          39 ,9 9 5          57,367 79 ,514 76,59 0
(36.8) (33.1) (38.4) (32.0) (36.4) (44.5) (36.9 )

Non-bank ing De pos its          6,035          11,654          11,547          13,19 8          21,411 7,775 15,376
(7.5) (10.6) (7.9 ) (10.6) (13.6) (4.4) (7.4)

Life  Ins urance  Fund**          7,114            9 ,548          11,370          13,89 4          16,188 19 ,431 22,766
(8.8) (8.7) (7.8) (11.1) (10.3) (10.9 ) (11.0)

Provide nt and Pe ns ion
Fund

       14,814          18,226          21,29 5          22,29 2          26,248 32,808 38,742

(18.4) (16.6) (14.6) (17.8) (16.7) (18.4) (18.6)
Claim s  on Gove rnm e nt +          3,885            6,9 08          13,186            9 ,588          11,701 22,164 27,004

(4.8) (6.3) (9 .1) (7.7) (7.4) (12.4) (13.0)
Sh are s  and De be nture s  + +          8,212          10,067          13,474            8,839            6,69 6 3,777 4,9 35

(10.2) (9 .2) (9 .3) (7.1) (4.3) (2.1) (2.4)
Units  of Unit Trus t of India          5,612          4,705            3,9 08               262            3,776 59 5 565

(7.0) (4.3) (2.7) (0.2) (2.4) (0.3) (0.3)
Due  to Ch ange s  in Cove rage  of non-bank ing de pos its , figure s  prior to 19 9 8-9 9  are  not s trictly com parable  w ith  th os e
of 19 9 8-66
Th e s e  data are  com pile d /re vis e d in De ce m be r 19 9 9  and h e nce , do not tally w ith  th e  Quick  Es tim ate s  of CSO
re le as e d in Fe bruary 19 9 9 .  Cons titue nts  m ay not add up to total due  to rounding off.
Figure s  in brack e ts  indicate  pe rce ntage s  to total Financial As s e ts  of h ous e h olds .
#  Include s  de pos its  w ith  Co-ope rative  non-cre dit s ocie tie s .
** Include s  State  / Ce ntral Gove rnm e nt and pos tal ins urance  fund.  +  Include s  com puls ory de pos its .
+ +  Include s  inve s tm e nt in s h are s  and de be nture s  of cre dit / non-cre dit s ocie tie s , public s e ctor bonds , and inve s tm e nt
in m utual funds  (oth e r th an UTI)
$ Te ntative  Es tim ate s
Source  :  Re port on Curre ncy and Finance  19 9 8-9 9 , RBI

On the other hand inflows on account of FIIs showed positive increases of Rs.1,187 crore
as against decline of Rs.390 crore during the entire year of 1998-99.  The better
performance on account of FIIs inflows was supported by the stability of exchange rate
policy of country and improvement in prospects of capital appreciation in the investment
in Indian stocks. FIIs investment in equity and debt amounted to more than $ 2 billion
during April-March 1999-2000  compared to a negative inflow of $386.1 million during
1998-99.  The healthy outlook for FIIs investment in the Indian stocks is expected to
grow. Some improvement in stability and credibility of East Asian countries and other
financial markets in Asia, relaxation by Government of India in the limit of FIIs
investment to 40 per cent in the Union Budget 2000-01, has created more prospects for
FIIs investment.  The picking up of exports growth and rise in the level of foreign
exchange reserve to US $ 33 billion as on alongwith higher GDP growth during 2000-
2001 is expected to build up and improve the FIIs investment sentiments.
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The decline in external Debt-GDP ratio and debt service ratio from 23.8 per cent and 19.1
per cent in 1998 respectively to 23.7 per cent and 18.1 per cent in 1999 augur well for
prospective FIIs investments in India.

Investment activity in the primary market increased during 1999-2000. The total resource
mobilisation by the primary market which stood at only Rs.5,586 crore during 1998-99
through 58 issues, sharply increased to Rs.7,817 crore through 93 issues during 1999-
2000, thus recording a growth of 40 per cent.  During the previous year, the growth was
22 per cent.  This increased growth in 1999-2000 was contributed by the increases in
public and rights issues, which recorded a growth of 25 per cent and 175 per cent,
respectively.  In absolute terms, the rights issues and public issues contributed an
incremental amount of Rs.1,248 crore and Rs.933 crore respectively each during the year.
It is important to note that there has been a decline in the share of financial institutions
and banks in total resource mobilisation from the primary market, from 85 per cent
during 1998-99 to about 52 per cent in 1999-2000 and an increase in participation by the
manufacturing and other companies. This is an evidence of growing dis-intermediation in
the capital market.  Another important development was floatation of larger number of
issues by new companies (IPOs) increasing their share to 35.0 per cent during 1999-2000
from a meagre share of 7.8 per cent during 1998-99. The issues by information
technology and other knowledge-based companies were on the rise during the year, in
keeping with the worldwide trend. Thus new economy companies mobilised close to 20
per cent of total resources raised during the financial year under review. Health and
entertainment companies also raised resources offering the opportunity of diversification
of investment for investors.

The bullish trend in the secondary market during the year under review was accompanied
by a rise in the market capitalisation. As such, the market capitalisation at NSE increased
from Rs.4,91,175 crore as at end March 1999 to Rs.10,20,426 crore as at end March
2000, a rise of 107.8 per cent. The market capitalisation at BSE increased from
Rs.5,45,361 crore as at end-March 1999 to Rs.9,12,842 crore as at end- March 2000
recording  a growth of 67.4 percent.

FII investments during the year remained positive with  the net investment at US$ 2.4
billion compared to a net outflow of US$ 386.1 million during 1998-99. The cumulative
net investment rose to US$11,253 million at end March 2000 from US$8897 million at
end March 1999.

The performance of mutual funds significantly improved during the year. The aggregate
net mobilisation increased to Rs.18,970 crore during 1999-2000 as against net outflow of
the order of Rs.950 crore during 1998-99. While mutual funds under public sector
continued to perform poorly with a net outflow of the order of Rs.745 crore in the current
financial year, the private sector mutual funds added a net amount of Rs.15,166.48 crore
and UTI another Rs.4548.3 crore.  The spurt in mutual funds resources has been the result
of tax incentives provided by the Union Budget 1999-2000.  Efforts of RBI in lowering
the interest rates structure is also resulting in shift of bank deposits to mutual funds. The
regulatory framework of the mutual funds was also responsible for the improvement in
the performance of this sector.
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B] REVIEW OF POLICIES AND PROGRAMMES

A review of the major policy developments and programmes of SEBI during 1999-2000
is given below:

i.   Primary Securities Market

Rationalisation of guidelines for public issues

Keeping in view the changes in the capital market  emanating from free pricing of shares
and free access to market for funds by the issuers, the SEBI with the objective of
broadening the investors’ base, dispensed with the requirement of standard denomination
of Rs.10 and Rs.100 (in terms of government circulars) and gave freedom to companies
with dematerialised shares, to issue shares at any denomination but not below Re.1/- or
decimal of a Rupee to be determined by them.  This decision is also in conformity with
the recommendation made by the Informal Group on Primary Market. The existing
companies, which have issued shares at Rs.10 and Rs.100, also can avail of this facility
by consolidating/splitting their existing shares.

In order to enable the investors to take informed investment decisions, the stock
exchanges were directed to indicate the denomination value of shares as fixed by the
company alongwith the market quotation.  However, the companies availing of this
facility are required to strictly adhere to disclosures and accounting norms.

As a further measure towards rationalization of existing guidelines, the SEBI decided that
there would be only one set of disclosures and entry norms for all the issues irrespective
of the issue price. Thus, the different requirements for making issues at par and premium
were merged to create a common set of requirements.

Marketing initial public offers through the secondary market

To facilitate the process of public offerings, the SEBI introduced the new system viz.
‘Online Securities Offer System’ which seeks to extend the benefits of on-line trading in
the secondary market to the primary market. The system not only uses the existing
infrastructure of the exchanges (viz.. terminals, brokers and systems) besides making
necessary improvisations in software packages and improved means of connectivity.

• The present primary issue process involves printing of a large number of application
forms and dispatching of refund orders and, therefore, leads to increase in cost and
time required for the public issues. The new system would reduce the cost and time
involved in a public issue process and do away with the blocking of funds of the
investors.
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Compulsory linking of issuer companies with a depository and compulsory trading by
new IPOs

All new IPOs will be compulsorily traded  in dematerilised form and guidelines of public
issues were modified to make admission to a depository for dematerialization of
securities, a pre-requisite for making a public or rights issue or an offer for sale. But the
investors have been allowed to exercise option of either subscribing to securities in
physical form or dematerialised form.

Disclosure of credit rating

On the basis of recommendations of the Committee set up to frame regulations for Credit
Rating Agencies, the following additional requirements for companies issuing debt
securities to public/ on rights basis, have been prescribed:

• All companies making public or rights issue of debt instrument (including convertible
instrument) irrespective of their maturity/conversion period, shall obtain credit rating
by at least one approved credit rating agency and disclose it in the offer document.

• Where credit rating is obtained from more than one approved credit rating agency, all
the credit ratings, including the unaccepted ratings, shall be disclosed.

• The issuer shall give an undertaking in the offer document stating that they would
give necessary co-operation to the credit rating agency (s) in providing true and
adequate information till the debt obligations in respect of the securities are
outstanding

Association of stock exchange personnel in allotment

In order to improve the sanctity of the allotment procedure for public issues it was
decided that Executive Director/Managing Director of the regional stock exchange along
with the post issue lead merchant banker and the registrar to the issue, shall be
responsible to ensure that the basis of allotment is finalized in a fair and proper manner.

Lock in of pre-issue capital

The practice of issuing shares at a price below the public issue price prior to the public
issue, prima facie, gives a price advantage to such allottees.   In order to discourage such
practice, especially in view of high premiums to the issue price at which information
technology stocks were being listed, it was decided to lock the entire pre- issue capital in
case an allotment was made in above manner.
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Disclosure and investor protection guidelines

The Disclosure and Investor Protection Guidelines of SEBI were amended to provide for
enhanced investor protection.

• The appraising agency would bring in the required contribution at least one day
before the opening of the issue.

• The promoters contribution has been made uniform at 20 per cent  irrespective of the
issue size.

• Only such securities have to be offered for promoters contribution for which a
specific written consent has been obtained from the shareholders for lock-in.

• Mandatory provision made for appointment of registrar for  rights issues.

Malegam committee for disclosures in offer documents

A Committee was set up under the Chairmanship of Shri. YH Malegam to review the
prevailing disclosure requirements in offer documents for public and rights issues and to
recommend additions / modifications thereof in pursuance of SEBI’s objectives for
investor protection, promotion and development of transparent securities market.

Modifications in eligibility requirements for information technology companies

Companies in the information technology sectors submitted that in view of the factors
like high valuation enjoyed by these companies coupled with low capital requirements,
importance of employee stock options (as employees are the main asset for these
companies) and attractiveness of ADR route for listing on overseas stock exchange with
capital dilution as low as 10 per cent , they may be granted relaxation from requirement
to offer to the public at least 25 per cent  of the securities issued for the purpose of listing.

In view of the fact that accumulation of excess capital by these companies would result in
unproductive utilization and crowd out the other industries in need of capital, it was
decided to allow these companies to list their shares by making a public offer of 10 per
cent  of the post issue capital instead of 25 per cent , subject to requirements of issue of
minimum number of securities and a specified minimum issue size.

 A concern had arisen about the misuse of high valuation of IT industry by some
unscrupulous promoters who may charge unreasonably high premiums from the
investors. It was, therefore, thought necessary to stop the access to public funds by such
promoters so that the interest of genuine promoters is protected.

Thus, in continuation of efforts to ensure that the offer document contains adequate
disclosures to enable the investors to make an informed investment decision, additional
disclosure requirements were stipulated for companies which changed their names in the
recent past to give an impression of being into information technology.
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To encourage only genuine information technology companies to be eligible to make
initial public offer and to raise capital from public and to protect the interest of investors,
it was stipulated that unlisted companies in the information technology industry should
have a track record of distributable profits in three out of five years from the information
technology activities.   If a company fails to fulfil this criterion, it can access the market
through the alternative route of appraisal and financing by a bank or financial institution.
The same conditions would apply to a listed company also which has changed its name to
reflect the activities in information technology.

Amendments of book building guidelines

Book building is a price discovery mechanism used by the corporates issuing securities,
to discover the price of their securities. The mechanism also helps the small investors to
subscribe to securities at a price, which is arrived at by a transparent process.  The
importance of this mechanism was recognized by the SEBI and book-building guidelines
were introduced in 1995. However, while book building became an accepted practice in
the market for private placement of debt securities, it remained absent in the public issue
market despite the regulatory framework being in place.

This year saw the book building exercise being conducted for the first time for initial
public offering as during the year five initial public offers were made using the book
building route. The practice of book building is comparatively new to the Indian capital
market and  the procedure is still evolving.  On the basis of feed back from the market
intermediaries, some areas of existing framework were identified for modification in
order to improve the existing mechanism. The SEBI Board approved these modifications
in October 1999.  Under the modified guidelines an issuer has been given the option to
book build either 90 per cent  of the net offer to the public or 75  per cent  of the net offer
to the public. The balance issue is offered to the public at the fixed price determined
through book-building exercise. The book-building mechanism is designed keeping in
view the international practices and procedures for book building (Box 1.2).

Box 1.2 :  Modifie d fe ature s  of th e  book  building fram e w ork

ü Additional dis clos ure s  w ith  re s pe ct to th e  s ch e m e  to m ak e  up th e  de ficit th rough  book  building in
financing and th e  patte rn of de ploym e nt of e xce s s  funds , s h all be  m ade  in th e  offe r docum e nt.

ü Allotm e nt in th e  book  built portion m ay tak e  place  be fore  th at in th e  fixe d price  portion
ü Exce s s  s ubs cription in fixe d price  portion can be  s pilt to book  built portion re s e rve d for allocation to

individual inve s tors  bidding for upto 10 tradable  lots , to th e  e xte nt of s h ort fall in th e  latte r
ü In th e  75 pe r ce nt  book  building s ch e m e  th e  allotm e nt in th e  book  built portion s h ould be  in

de m ate rialis e d m ode  only

Accounting standards committee

The Accounting Standards Committee, was set up by the SEBI as Standing Committee
under the Chairmanship of Shri Y H Malegam, to inter-alia review the continuous
disclosures requirements under the listing agreement for the listed companies and provide
inputs to Institute of Chartered Accountant of India (ICAI) for evolving new accounting
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standards and review the existing ones, wherever required in order to make disclosure
standards and accounting practices at par with the international practices.

Major recommendations of the Committee that have been implemented by the SEBI are
given below :

• With a view to make the unaudited financial quarterly results of the companies more
transparent and meaningful, certain additional disclosure norms have been prescribed
and also half yearly results have been subjected to a ‘Limited Review’ by the
Auditors with effect from half year ending March 31, 2000.

• In order to harmonize the disclosure requirements under the Listing Agreement and
the Accounting Standards issued by Institute of Chartered Accountants of India
(ICAI), it has been prescribed that the Cash Flow Statement being disclosed by the
companies in terms of Listing Agreement, be prepared in accordance with the
relevant Accounting Standard.

• In order to avoid excessive volatility in stock prices due to announcements of
dividends, rights, bonus etc., during the market hour, it has been prescribed that such
announcements be made outside the market hours.

• The Committee has emphasized the need for formulation of accounting standards on
Consolidation of Accounts, Segmental Reporting, Deferred Taxation and Related
Party Disclosures and has urged the ICAI to expedite the issue of Accounting
Standards on the above.

Employee stock options scheme

The SEBI had issued guidelines on employee stock options in 1992 and modified them
further in 1995.  In view of the phenomenal growth in the knowledge-based industries, it
was felt that there is a need to review the guidelines to suit the changed environment. As
such a Committee was set up under the chairmanship of J.R. Varma to make
recommendations and to frame the guidelines for Employee Stock Options and Stock
Purchase Scheme. The guidelines were framed on the basic principles of complete
disclosure and shareholder approval. The framework for employees stock option has been
designed to give maximum flexibility to the corporates to formulate schemes keeping in
mind the objectives of such a scheme subject to their following these basic tenets.
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Box 1.3 : Guide line s  on Em ploye e  Stock  Options  Sch e m e

ü Th e  ESOS/ESPS w ould m e an th e  s ch e m e  unde r w h ich  a com pany grants  option to e m ploye e s  and
offe rs  s h are s  to its  e m ploye e s  as  part of public is s ue  or oth e rw is e .

ü Th e  e m ploye e s  h ave  be e n give n fle xibility of e xe rcis ing th e ir option during th e  e xe rcis e  pe riod and to
e xe rcis e  option in accordance  w ith  th e  ESOS.  Th e  com panie s  can offe r e q uity s h are s  and s e curitie s
conve rtible  into e q uity s h are s .  Th e  s ch e m e  include s  Am e rican De pos itory Re ce ipts  (ADRs ) and Global
De pos itory Re ce ipts  (GDRs ) or oth e r De pos itory Re ce ipts  re pre s e nting unde rlying e q uity s h are s  or
s e curitie s  conve rtible  into e q uity s h are s .

ü Th e  com pany h as  th e  fre e dom  to de te rm ine  th e  e xe rcis e  price  or pricing form ula.
ü Th e  e m ploye e s  h ave  be e n give n option to avail of s uch  righ t but not an obligation to apply for s h are s  of

th e  com pany at a pre de te rm ine d price .
ü Th e  e m ploye e s  can e xe rcis e  th e  tim e  pe riod grante d to th e m  as  a m atte r of th e ir righ t to apply for

s h are s  agains t th e  option ve s te d w ith  th e m  in accordance  w ith  th e  guide line s  unde r ESOS.
ü Th e  righ t of option ve s te d w ith  th e  e m ploye e s  can laps e  in cas e  of te rm ination of e m ploym e nt for

m is conduct.
ü Th e  ESOS can be  offe re d to e m ploye e s  of th e  com pany provide d th e  s h are h olde rs  of th e  com pany

approve  th e  propos al by pas s ing a s pe cial re s olution in ge ne ral m e e ting.
ü Th e re  s h all be  a m inim um  pe riod of one  ye ar be tw e e n th e  grant of option and ve s ting of options .  Th e

com pany s h all h ave  th e  fre e dom  to s pe cify th e  lock -in pe riod for th e  s h are s  is s ue d in accordance  w ith
th e  provis ions  of ESOS.

ü Th e  e m ploye e  s h all not h ave  righ t to re ce ive  any divide nd or to vote  or in any m anne r e njoy th e  be ne fits
of a s h are h olde r in re s pe ct of option grante d to h im  till s h are s  are  is s ue d on e xe rcis e  of option.

ü Option grante d to an e m ploye e  s h all not be  trans fe rable  to any pe rs on.  Th e  option grante d to th e
e m ploye e  s h all not be  ple dge d, h ypoth e cate d or m ortgage d.

ü In re s pe ct of options  grante d unde r ESOS during any accounting pe riod, th e  accounting value  of th e
option s h all be  tre ate d as  anoth e r form  of e m ploye e  com pe ns ation in th e  financial s tate m e nt of th e
com pany.

ü Th e  accounting value  of options  s h all be  e q ual to th e  aggre gate , ove r all e m ploye e  s tock  options
grante d during th e  accounting pe riod, of th e  fair value  of th e  option.

ii.   Secondary Securities Market

 Modernization of market infrastructure improves market transparency standard. The
improvement of market micro-structure increases trading efficiency. Risk containment
measures help in improving market integrity and safety. Rolling settlement enhances
liquidity and also provides for faster settlement. These have been the main focus of the
SEBI’s efforts in the secondary market. The SEBI extends its oversight to 23 stock
exchanges in the country and directs its efforts towards encouraging them to become
more effective and efficient self-regulatory organisations. The measures taken by the
SEBI in 1999-2000 in the secondary market are discussed below.

Depositories and paperless trading and other related issues
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Dematerialisation of securities is one of the major steps for improving and modernizing
market and enhancing the level of investor protection through elimination of bad
deliveries and forgery of shares, and expediting the transfer of shares.  Recognizing the
far reaching benefits that would accrue to the market through the removal of physical
securities, the speeding up of dematerialisation process has been high on the agenda of
the SEBI. During the year 1999-2000, the SEBI continued its policy to enhance the
growth of paperless trading and electronic book entry transfer but in a phased manner so
as to allow time for required infrastructure to develop and to gain acceptance of the
investors and the market.  The following measures have been taken by the SEBI during
the year under review :

• The SEBI issued directive to the companies included in the list of securities for
dematerialisation to effect compulsory dematerialised trading for all investors and
institutional investors on the scheduled dates announced and to sign  agreements and
complete all formalities with both the depositories and establish connectivity on time
so that dematerialisation could proceed on schedule.

• Companies whose shares are being traded compulsorily in dematerialised form by all
investors, are required to compulsorily provide for transfer and dematerialisation of
securities simultaneously. This will help the investors in reducing the time taken for
transfer of shares.

• The SEBI (Depositories and Participants) Regulation, 1996 was amended to include
registrars to an issue or share transfer agents in the eligible category to become a
depository participant.

• Introduction of procedures for interconnectivity between the various segments and
components involved in the process of dematerialisation and its smooth functioning at
various levels of participantion in dematerialised securities.

• In respect of the value of portfolio of securities of the beneficiary accounts, the broker
DPs allowed to maintain client assets in custody to the extent of 100 times of broker’s
networth from  the earlier limit of 35 times upto a networth of Rs.750 lakhs and 50
times above the networth of Rs. 750 lakh .

• The branch offices of DPs that are handling more than 5000 accounts shall either
have direct electronic connectivity with the depository or with office of depository
participant that is connected live to the depository.  This would adequately equip the
infrastructure of the depository participant branches so that the reach of the DPs
could be increased and the branches could serve the investors better, while ensuring
that the branches have adequate control systems.

• Every company is required to appoint the same registrars and share transfer agents
for both the depositories.
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• The registrars and share transfer agents are required to accept partial
dematerialisation requests and will not reject or send back the complete lot of
dematerialisation request to the DPs in cases where only a part of the request was to
be rejected.

• A Standing Committee co-chaired by the Managing Directors of NSDL and CDSL
was formed which will meet at least once a month to resolve issues between DPs,
registrars and depositories which may arise from time to time.  The other members of
the committee are SHCIL, HDFC Bank, Standard Chartered Bank, Integrated
Enterprises (I) Ltd., Karvy Consultants, ICICI Ltd. and three persons from RAIN.

• If a DP has sent information about dematerialisation electronically to a Registrar but
physical shares are not received, the registrar will accept the dematerialisation request
and carry out dematerialization on the indemnity given by the DP and proof of
dispatch of document given by DP.

• CDSL and NSDL shall be required to persuade major DPs to open branches in cities
where DP services are not available.

• The broker DPs who are also registered with SEBI as share transfer agents, shall be
allowed to change their broker DP status to that of share transfer agent/Registrar DP.

• The committee on dematerialisation of shares was also seized of various issues as
mentioned below :

3 Standardization of various procedures related to trading in depository system:
3 Safety features and standards for depository operations:
3 Expansion of depository infrastructure and making the branch offices with 'live"

connectivity:
3 Systemic tracking of delays at the hands of the depository participants, share

transfer/issuer companies and depositories:
3 Adequacy/capability of the depository system and systemic changes necessary to

cope with the workload present as well as future:
3 One stage processing for transfer and dematerialisation:
3 Reductions in the size of batch processing from the present level of 1000 requests

per batch:
3 Good/bad delivery norms to be made mandatory on the registrars:

Strengthening the safety and integrity of the secondary securities market

Intra-day trading and exposure limits

Safety and integrity of the securities trading system is an integral part of a healthy market.
The SEBI has been continuously striving to achieve these objectives.  The SEBI has
introduced capital adequacy norms.  As such both the gross exposure limit of 20 times the
base minimum capital and additional capital deposited by the member brokers and intra-day
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trading limits of 33 1/3 times the base minimum capital and the additional capital as
prescribed by the SEBI have already been implemented by all the stock exchanges. During
1999-2000, most of the major exchanges viz. National, Bombay, Calcutta and Uttar Pradesh
Stock Exchanges monitored the exposure and intra-day trading limits on a real time basis.
Setting up of trade/settlement guarantee fund by stock exchanges

To ensure timely completion of settlements the SEBI had advised all the stock exchanges
to set up a Trade/Settlement Guarantee Fund or Clearing Corporation. During the year
1999-2000, the Settlement Guarantee Fund schemes of Hyderabad, Cochin, Jaipur, Uttar
Pradesh and Pune Stock Exchanges were approved. As at the end of March 2000, 16 out
of the total 23 exchanges (the remaining 7 exchanges have nil/insignificant turnover)
have already set up Trade/Settlement Guarantee Fund.

Table 1.4 :  Stock exchange-wise SGF Details
 S.No.  Nam e  of Stock  Exch ange  SGF Sch e m e s  approve d as  on
 1.  Bom bay  May 12, 19 9 7
 2.  Ludh iana  Fe bruary 27, 19 9 8
 3.  Bangalore  January 23, 19 9 8
 4.  Calcutta  March  10, 19 9 8
 5.  De lh i  April 03, 19 9 8
 6.  Vadodara  Augus t 04, 19 9 8
 7.  Madras  Augus t 21, 19 9 8
 8.  OTCEI  Octobe r 09 , 19 9 8
 9 .  ICSEIL  January 06, 19 9 9
 10.  Ah m e dabad  Fe bruary 02, 19 9 9
 11.  H yde rabad  July 09 , 19 9 9
 12.  Coch in  Augus t 10, 19 9 9
 13.  Jaipur  Augus t 12, 19 9 9
 14.  UPSE  Augus t 12, 19 9 9
 15.  Pune  Augus t 12, 19 9 9
 Source  : SEBI

Rationalisation of margin system/ market safety

Specific margins introduced on March 13, 2000.

Market volatility is a matter of  concern  for the regulator .  High volatility generates
confusion and uncertainty in the mind of investors whereas steady rise or steady fall in
equity prices helps the investors in perception formation for investment or disinvestment.
The SEBI therefore is always keen to minimize or curb the volatility.  The SEBI has
therefore, taken several measures to curb the market volatility.

As such in June 1998, the volatility margins were prescribed to curb excess volatility in
the market and to act as a deterrent to building up of excessive outstanding positions.
This step had a salutary impact and volatility was reduced.  In March 1999 again, the
SEBI introduced following measures to reduce the volatility:
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The brokers-specific measure included:

•  Where the brokers had built up sizeable positions, they were asked to either make
reduction in positions or to make advance pay-in in cases where they had built up
high positions. Such brokers could also be subjected to ad-hoc margins by the stock
exchanges.

• The scrip-specific measures included impositions of special margins on volatile
scrips.

• The SEBI also directed five major exchanges to take incremental additional capital
and margins from their top 25 brokers in the form of cash or FDRs only for next four
weeks, and withdraw the existing facility of accepting additional capital/ margins by
way of bank guarantees or securities. Exchanges were to select top 25 brokers in
terms of the marginable gross exposure at the close of the third day of their trading
cycle. The unutilized portion of bank guarantee and securities deposited by these
brokers were not considered for margin and capital requirements from the next day
and all incremental margin and capital requirements were made payable in cash/FDR
only.

• Again in June 1999,  some decisions were taken by the SEBI .It was decided that
credit for mark to market gain in one scrip would now be given against mark to
market losses in other scrips after completion of the trading cycle, when settlement
dues get determined.

• Margin and exposure limits exemptions were made available only on actual delivery
of securities.

• The volatility in the market declined following the imposition of margins. However, it
was felt that this margin addressed volatility over a very short period of one week
only.

• Volatility margins would be imposed if volatility computed as above exceeds 40 per
cent and will be chargeable in four slabs ranging from 5 per cent to 20 per cent
depending on the level of volatility.

• Volatility margin would not be applicable to scrips priced below Rs.40.

• To bring uniformity in the composition of Base Capital and Additional Capital
amongst exchanges, it was decided that at least 25 per cent of Base Capital would be
maintained in cash and FDRs, out of which 12.5 per cent must be in cash. Not more
than 75 per cent can be in the form of FDR/ BG/ Securities. Additional capital would
be deposited in the form of cash/ BG/ FDR/ securities subject to the condition that
securities shall not exceed 75 per cent of the total additional capital.
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• Only those securities would be accepted as part of Base Capital which are part of the
BSE Sensex/ Nifty/ BSE 100/ Jr. Nifty, BSE 200/ CNX 200. The scrips, which are in
compulsory dematerialised  trading, would be accepted in dematerialised  form only.
Exchanges would be given 3 months time to ensure that no security other than those
specified is given to exchange as Base Capital.

• It was also decided that Additional Capital available with the exchange would get
first adjusted towards requirements for gross exposure limits/ intra-day turnover
limits, and excess additional capital with the exchange in the form of cash/BG/FDR
was allowed to be utilised for meeting margin requirements.

• Incremental carry forward margin was modified and a graded scale was introduced
wherein the margin rate increases from 5 per cent to 30 per cent as against a flat rate
of 10 per cent for every 1 per cent increase of the carry forward position.

• Based on the overall assessment of risk and the rationalized margin system proposed,
concentration margin and 90 day special margin were discontinued.

Rationalization of risk management system for the equity market

The risk containment measures from time to time prescribed by the SEBI served the
market well by ensuring adequate and timely collection of margins. However, as the
margin system has evolved over time, there has been multiplicity of margins, which has
made the system complicated. There was a need to simplify the margin system without
sacrificing the objective of safety. Besides, there has been a view that under the rolling
settlement, the existing margin system would be expensive and may be deficient in the
phase of changing nature of emerging risks. As the market moves on to rolling settlement
progressively, the market would need to have a new risk containment system.

Thus, taking the objectives of simplifying the margining system and to make the structure
of margins the unified one for stock exchanges, the SEBI set up a group on Risk
Management System with following terms of references:

1. Reviewing the entire risk management system comprising the margin system,
exposure norms, circuit filter, capital adequacy, etc. and also to study the risk
management measure in place in the cash markets in the developed and emerging
market countries.

2. Rationalizing and simplifying the present risk management system for the account
period settlement without compromising the present levels of safety and further
strengthening the risk containment measures.

3. Recommending risk containment measures for the securities traded in the rolling
settlement.



Page 26 of 17165

Enhancing efficiency and transparency in the stock exchanges

Weekly settlement cycle and auction

The stock exchanges were required to necessarily complete their settlement within seven
days and to conduct the auction immediately i.e. not later than eight days, after the
completion of the relevant trading period, in those cases where members have failed to
give the delivery, as on date, the exchanges have a weekly settlement cycle.

Modified carry forward system
 
 The SEBI had appointed a committee under the chairmanship of Prof. J R Verma to
review the existing Revised Carry-Forward System recommended earlier by the G S Patel
Committee. In October 1997, the Modified Carry-Forward System (MCFS)
recommended by the J R Verma Committee was approved and all exchanges desirous of
implementing Modified Carry Forward System were advised to approach the SEBI for
prior approval.
 
Till 1998-99, Bombay, Delhi, Ludhiana and Calcutta Stock Exchanges introduced the
facility to carry forward trades under the Modified Carry-Forward System. During the
year 1999-00, Ahmedabad, Madras and Bangalore stock exchanges have introduced the
Modified Carry-Forward System.

Uniform settlement cycle

Uniform settlement cycle for stock exchange can help in reducing the arbitrage across the
country.  The SEBI Committee on uniform settlement discussed the ways and means for
the implementation of one common settlement cycle for the smaller exchanges and one
for the  larger exchanges vis-a-vis the introduction of rolling settlement for all exchanges
in the shares which are being traded in dematerialised form for all investors.  The
Committee discussed the issues relating to one common settlement system and concluded
that introduction of uniform settlement cycle to other stock exchanges has implications in
terms of availability of infrastructure,  particularly with the custodians and the depository
participants.

Rolling settlement

In order to enhance liquidity and to shorten the carry forward cycle and to make feasible
the availability of alternative hedging mechanism in the form of derivatives, the SEBI
introduced rolling settlement in respect of shares wherein compulsory dematerialised
trading for all the investors has been introduced.  Initially, only ten scrips were placed for
trading under rolling settlement system, based on the recommendations of the committee
on Rolling Settlement. Trading was made compulsory in rolling settlement for all
investors in the 10 scrips from  January 10 ,2000 and an addition  of 34 scrips from
March 21, 2000 and in 119 scrips from May 8, 2000.
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Inter-connectivity between NSDL and CDSL

In order to establish inter-connectivity of National Securities Depositories Limited
(NSDL) and Central Depositories Services Limited (CDSL), it was decided that
settlement of market transactions should begin with the clearing members opening
accounts in both depositories and the clearing house or corporations for effecting the
same pay-out of shares of each depository as a pay-in of shares in that depository.
However, CDSL was permitted to adopt an alternate mode suggested by the BSE’s
clearing house which envisaged on-market inter-depository settlement. This model
envisages on-market inter-depository transfer of securities through the segregation of
inter-depository transfers resulting from settlement, at the level of the clearing
corporation/clearing houses. To effect these transfers, each depository would be required
to open an account with the other depository and this account would be debited or
credited based on the net inter-depository transfer instructions from the clearing
houses/clearing corporation. It was agreed that both the depositories will introduce this
model for effecting inter-depository transfers, in addition to the model advised which is
currently in operational. The depositories were advised to speedily make the necessary
software changes for adoption of the new model.  This mode was expected to entail some
changes in the software of NSDL as well. The software experts of the two depositories
were asked to work out the details of the changes to be made and determine the
implementation within three months.  The inter-depository transfer is essential for the
smooth functioning of the market and charges if any, levied by a depository for such
transactions, would have to take into account the interest of the investors. The SEBI
opined that the charges for the services rendered will have to be determined objectively.

Revival of small stock exchanges

Over the recent past years, it has been observed that the regional stock exchanges are
recording very low/insignificant turnover and the majority of their members have become
inactive. The financial health of these exchanges has also been deteriorating.   With a
view to revive these exchanges, a group comprising of NSE, BSE, CSE and some of the
smaller stock exchanges was formed, to discuss means and ways to reinvigorate the weak
exchanges.

The suggestions, which emerged at the meeting, could be grouped into two categories.
One, which deals with ensuring the financial viability of the exchanges and the other
dealing with the issue of increasing the business opportunities for the brokers and
exchanges. For the first category, the suggestions were that the existing infrastructure of
the exchanges could be  used for providing investor services, the exchanges acting as
depository participants for  holding the beneficiary accounts, using the exchange
infrastructure for monitoring and  surveillance on behalf of the larger exchanges, etc. For
the second category, suggestions included mergers or alliances of small exchanges with
larger exchanges or their subsidiaries  becoming members of other exchanges, transfer of
base minimum capital of the brokers  of the regional exchanges to the Inter Connected
Stock Exchange, reviewing of Trade  Guarantee Funds without compromising the safety
requirements.
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After considering the recommendations of the group, the SEBI permitted the stock
exchanges to promote/float a subsidiary company to acquire membership rights of other
stock exchanges to provide the members of the regional exchanges access to the wider
market for improving the trading volume.

As on date, Bangalore, Vadodara, Saurashtra-Kutch, Ludhiana, OTCEI, Cochin and
Inter-connected Stock Exchanges have floated subsidiaries to acquire membership rights
of NSE/BSE.

Trade in securities by qualified participants

The SEBI has been  seized of the issue of viability of OTCEI and small size of trade
being done there.  The Board examined OTCEI’s proposal to provide a trading
mechanism and price discovery for securities of public limited companies which are not
listed or traded as permitted securities on any exchange.  The proposal was made with the
objective of business expansion of the exchange.  Through the discussions, it was decided
that only qualified participants (QPs) such as corporates/companies, banks and
individuals with a net worth of Rs 2.5 crore, will be allowed to trade on the market. The
scrips and the QPs will be selected by the exchange. The exchange will not guarantee the
settlement of trade. The securities of the companies will be listed with suitable
exemptions for which regulatory changes will be made. The above system will provide a
transparent trading platform and exit opportunity for small capital companies, venture
capital and private equity funds.

Negotiated deals

According to earlier guidelines of SEBI, all negotiated deals had to be reported to stock
exchanges within 15 minutes of trade negotiated and information in respect of such trades
was disseminated by the stock exchanges.  A negotiated deal was defined as any
transaction which either has a value of Rs.25 lakh or volume traded not less than 10,000
shares at one price not formed through the stock exchange and order matching
mechanism.

In order to introduce transparency and price discovery in negotiated deals, the SEBI
issued guidelines that such transactions will be permitted only if they are executed on the
screen of exchange following the price and order matching mechanism of the exchanges
just like any other deals on stock exchanges.

Market making

The extensive reforms by the SEBI over the last two years have enhanced the integrity,
transparency and efficiency of operations of the securities market. The introduction of
electronic trading and order matching system on all the 23 stock exchanges in the country
have reduced transaction costs and have enhanced transparency and efficiency in respect
of price discovery.  However, there are still a large number of scrips that are not actively
traded despite the fact that many of them have some intrinsic value. The Committee on
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‘Market Making’ under the Chairmanship of Shri G.P. Gupta studied the various facets of
market making, including the merits and demerits of the two trading systems, viz. the
order-driven system and the quote-driven system. As market makers are  obliged to offer
continuously two-way quotes; they have to carry an inventory of stocks, which implies
commitment to capital and exposure  to market risks.

New products and procedures

The securities lending scheme, 1997

The Securities Lending Scheme was introduced by the SEBI in 1997.  The securities
lending scheme provides for lending of securities through an approved intermediary to a
borrower under an agreement for a specified period.  The scheme facilitates the timely
delivery of securities which improves the efficiency of the settlement system and corrects
the temporary imbalances between demand and supply.  It also provides for the
mobilization of idle stocks in the hands of FIs, FIIs, Mutual Funds and other large
investors leading to additional income to the holder of securities.  The SEBI has already
given approval to six intermediaries to act as Stock Lenders.  The activity is however yet
to pick up and the SEBI is continuously discussing with the market participants to
encourage the use of stock lending.  At present National Securities Clearing Corporation
Limited (NSCCL), registered as Intermediary under Stock Lending Scheme is providing
this facility to the members of National Stock Exchange to reduce auction.  The
securities’ lending is expected to pick-up following the more scrips coming under Rolling
Settlement.

Committee on corporate governance

A committee on corporate governance set up by the SEBI under the chairmanship of Shri
Kumar Mangalam Birla, member SEBI Board with the objective of strengthening and
promoting the standard of corporate governance of listed companies, had made several
recommendations. Corporate governance is an important tool of investor protection. This
would be the first formal code of corporate governance in the country through the listing
agreement.  It is expected that the introduction of these measures will raise the awareness
and make a good beginning for raising standard of functioning of corporate.  The SEBI
board accepted the recommendations of the committee followed by a notification issued
to the concern agencies.  The major recommendations of the committee accepted by the
board are presented in the Box 1.4 below.
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Box 1.4 :  Major re com m e ndations  of Kum ar Mangalam  Birla Com m itte e

• Th e  board of dire ctors  of th e  com pany s h all h ave  an optim um  com bination of e xe cutive  and non-
e xe cutive  dire ctors  w ith  not le s s  th an fifty pe rce nt of th e  board of dire ctors  com pris ing of non-e xe cutive
dire ctors .

• All pe cuniary re lations h ip or trans actions  of th e  non-e xe cutive  dire ctors  viz .-a-viz . th e  com pany, s h ould
be  dis clos e d in th e  Annual Re port.

• Board m e e ting s h all be  h e ld atle as t four tim e s  a ye ar w ith  a m inim um  tim e  gap of atle as t four m onth s
be tw e e n any tw o m e e tings .

• Th e  Com m itte e  re com m e nde d th e  cons titution of Audit Com m itte e  in a lis te d com pany.
• Th e  com m itte e  re com m e nde d th at audit com m itte e  s h all h ave  m inim um  th re e  m e m be rs , all be ing non-

e xe cutive  dire ctors , w ith  th e  m ajority of th e m  be ing inde pe nde nt, and w ith  at le as t one  dire ctor h aving
financial and accounting k now le dge , th e  ch airm an of th e  com m itte e  s h all be  an inde pe nde nt dire ctor.

• Th e  audit com m itte e  s h all m e e t at le as t th rice  a ye ar. One  m e e ting s h all be  h e ld be fore  finaliz ation of
annual accounts  and one  e ve ry s ix m onth s . Th e  audit com m itte e  s h all h ave  pow e rs  w h ich  s h ould
include  to inve s tigate  any activity w ith in its  te rm s  of re fe re nce , to s e e k  inform ation from  any e m ploye e ,
to obtain outs ide  le gal or oth e r profe s s ional advice , to s e cure  atte ndance  of outs ide rs  w ith  re le vant
e xpe rtis e , if it cons ide rs  ne ce s s ary.

• Th e  com m itte e  w ill re vie w  w ith  th e  m anage m e nt, th e  e xte rnal and inte rnal auditors , th e  ade q uacy of
inte rnal control s ys te m s , th e  ade q uacy of inte rnal audit function including th e  s tructure  of th e  inte rnal
audit de partm e nt, s taffing and s e niority of th e  official h e ading th e  de partm e nt, re porting s tructure ,
dis cus s ion w ith  inte rnal auditors , re vie w ing th e  findings  of any inte rnal inve s tigations  by th e  inte rnal
auditors , dis cus s ions  w ith  e xte rnal auditors .

• Th e  audit com m itte e  w ill re vie w  th e  com pany’s  financial and ris k  m anage m e nt policie s  and w ill look  into
th e  re as ons  for s ubs tantial de faults  in th e  paym e nt to th e  de pos itors , de be nture  h olde rs , s h are h olde rs
(in cas e  of non paym e nt of de clare d divide nds ) and cre ditors .

• Th e  com m itte e  h as  re com m e nde d th at re m une ration of dire ctors  including non-e xe cutive  dire ctors  w ill
be  de cide d by th e  board of dire ctors .

• A dire ctor s h all not be  a m e m be r in m ore  th an 10 com panie s  or act as  ch airm an of m ore  th an 5
com panie s  in w h ich  h e  is  a dire ctor.  H e  w ill k e e p inform e d th e  com pany about th e  com m itte e  pos itions
h e  occupie s  in oth e r com panie s .

• As  part of th e  dire ctors ’ re port or as  an addition th e re  to, a Manage m e nt Dis cus s ion and Analys is
Re port s h ould form  part of th e  annual re port to th e  s h are h olde rs . Th e  m anage m e nt dis cus s ion and
analys is  w ill include  indus try s tructure  and de ve lopm e nts ,  opportunitie s  and th re ats , s e gm e nt–w is e  or
product-w is e  pe rform ance , outlook , ris k s  and conce rns , inte rnal control s ys te m s  and th e ir ade q uacy,
dis cus s ion on financial pe rform ance  w ith  re s pe ct to ope rational pe rform ance , m ate rial de ve lopm e nts  in
h um an re s ource s  / indus trial re lations  front, including num be r of pe ople  e m ploye d.

• Dis clos ure s  m us t be  m ade  by th e  m anage m e nt to th e  board re lating to all im portant financial and
com m e rcial trans actions .

• In cas e  of th e  appointm e nt of a ne w  dire ctor or re -appointm e nt of a dire ctor, th e  s h are h olde rs  m us t be
provide d w ith  a brie f re s um e  of th e  dire ctor; nature  of h is  e xpe rtis e  in s pe cific function are as  ; and
nam e s  of com panie s  in w h ich  th e  propos e d dire ctors  h olds  dire ctors h ip and th e  m e m be rs h ip of
com m itte e s  of th e  board.

• Inform ation lik e  q uarte rly re s ults  and pre s e ntation m ade  by com panie s  to analys ts , s h all be  put on
com pany’s  w e b-s ite , or s h all be  s e nt in s uch  a form  s o as  to e nable  th e  s tock  e xch ange  on w h ich  th e
com pany is  lis te d, to put it on its  ow n w e b-s ite .
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(cont. on ne xt page )
(cont. from  pre vious  page )

• A board com m itte e  unde r th e  ch airm ans h ip of a non-e xe cutive  dire ctor s h all be  form e d to s pe cifically
look  into th e  re dre s s ing of s h are h olde rs  and inve s tors ’ com plaints  lik e  trans fe r of s h are s , non-re ce ipt of
balance  s h e e t, non-re ce ipt of de clare d divide nds  e tc.

• To e xpe dite  th e  proce s s  of s h are  trans fe rs , th e  board of th e  com pany s h all de le gate  th e  pow e r of s h are
trans fe r to an office r or a com m itte e  or to th e  re gis trar and s h are  trans fe r age nts .

• A com pany w ill h ave  to include  s e parate  s e ctions  on corporate  gove rnance  in its  annual re port w ith
de tails  on com pliance , non-com pliance  of any m andatory re q uire m e nt.  Th e  com pany w ill h ave  to
obtain a ce rtificate  from  th e  auditors  of th e  com pany re garding com pliance  of conditions  of corporate
gove rnance .

• Alm os t all th e  com panie s  lis te d on s tock  e xch ange s  or s e e k ing lis ting for th e  firs t tim e  w ill h ave  to
com ple te  all m andatory corporate  gove rnance  re q uire m e nts  in a ph as e d m anne r by March  31, 2003.
Th e  com panie s  s e e k ing lis ting for th e  firs t tim e  w ill h ave  to com ple te  corporate  gove rnance  at th e  tim e
of lis ting.

Internet based securities trading

A Committee on internet based securities trading and services was set up by the SEBI to
develop regulatory parameters for use of internet in securities business and effective
enforcement of internet trading.  The report of the Committee was approved by the
Board.

The Board decided that internet trading can take place in India within the existing legal
framework through the use of order-routing systems, which will route orders from clients
to brokers, for trade execution on registered stock exchanges. The Board also took note of
the recommended minimum technical standards for ensuring safety and security of
transactions between clients and brokers which will be enforced by the respective stock
exchanges.

iii. Mutual Funds and Other Schemes

Mutual funds

In consultation with the Association of Mutual Funds of India, a number of policy
decisions were taken during the year and regulations were amended accordingly.  The
necessary guidelines and details issued to the mutual funds are given below:

Prudential investment norms

Prudential investment norms were prescribed to ensure that the investment portfolios of
the mutual funds are diversified to reduce the inherent risk associated with such
investments.   Investments in equity related instruments of a single company have been
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restricted to 10 per cent  of the NAV of a scheme with an exception for index funds and
sector/ industry specific schemes

Investment in investment grade rated debt instruments issued by a single issuer, should
not exceed 15 per cent  of NAV of the scheme. This limit may be extended to 20 per cent
of the NAV of the scheme with the prior approval of the Boards of AMC and trustees. In
case of unrated debt instruments, the investment in a single issuer shall not exceed 10 per
cent  of the NAV of the scheme and in case of such  debt instruments of all the issuers in
a scheme shall not exceed  25 per cent  of NAV subject to approval of Boards of AMC
and trustee company. However, these restrictions for debt instruments will not be
applicable to  government securities and money market instruments.

As investment in unlisted shares is less liquid, such investments have been restricted  to a
maximum of 10 per cent  of the NAV of a scheme in case of close ended scheme. In case
of open-ended schemes the limit is made more stringent to 5 per cent  of the NAV of the
scheme as there is continuous repurchase by investors in such schemes and there is need
of liquidity.

Investment for ADRs /GDRs

With a view to expand the spectrum of investment opportunities available to mutual
funds, measures have been taken to permit mutual funds to enter the global securities
market. In consultation with Reserve Bank of India and the Government of India, the
mutual funds have now been permitted to invest in overseas securities. Initially this
facility has been extended to ADRs/GDRs issued by Indian companies with an overall
cap of US$ 500 million with a sub ceiling of 10 per cent  of the net assets managed by
individual mutual funds and a maximum limit of US$ 50 million for each mutual fund.
The proposals of three mutual funds who showed interest in making such investments,
have been cleared.

Permitting derivatives trading

Mutual funds have been allowed to enter into derivatives transactions for the purpose of
hedging and portfolio balancing. Detailed guidelines on the procedures to be followed
while entering into derivatives trading, have been issued.

Exit option for unit holders

With a purpose to give more flexibility to the mutual funds for the operation of their
schemes and to streamline the procedures, the present requirement of  consent of 3/4th  of
the unitholders for any change in controlling interest of AMC or fundamental attributes
of a scheme has been done away with. Instead, in such cases,  the unitholders shall be
informed by way of individual communication as well as through advertisements in the
newspapers of the proposed modifications and the unitholders shall be given option to
exit at the prevailing NAV without paying any exit load.
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Advertisement code

With a purpose to ensure that the advertisements issued by the mutual funds are not
misleading, the advertisement code has been amended so that the advertisement on
performance is supported by relevant figures and such figures of NAV, yields or returns
are given for the past three years wherever applicable. The practice of selectively
reproducing extracts from the offer document which could be misleading in the
advertisement is not allowed. Celebrities cannot be displayed in advertisements.

Portfolio management activities

As the Asset management companies have expertise in funds management and as they
represented to SEBI, they have been permitted to carry out portfolio management
activities subject to certain conditions.

Improvement of disclosure standards

With a view to make unit holders aware of the securities in which the funds have been
invested by the mutual fund and to enable them to take well informed investment
decisions, it has been made mandatory that the mutual funds should send to all
unitholders a complete statement of the scheme portfolio before the expiry of one month
from the close of each half year.

For easy assessment of the transactions of the mutual funds with the associates of the
sponsor, it has been made mandatory for the mutual funds to disclose at the time of
declaring half-yearly and yearly result (i) any underwriting obligations undertaken by the
schemes of the mutual funds with respect to issue of associate companies, (ii)
devolvement, if any, (iii) subscription by the schemes in the issues lead managed by
associate companies (iv) subscription to any issue of equity or debt on  private placement
basis where the sponsor or its associate companies have acted as arranger/ manager.

Code of conduct

The code of conduct has been elaborated to include certain clauses pertaining to integrity,
due diligence, fairness in dealings etc which should be adhered to by the AMC and the
Trustees.

Implementation of P.K.Kaul committee recommendations

The committee recommended the manner of discharging responsibilities by the trustees.
The views of AMFI (Association of Mutual Funds in India) and the trustees of mutual
funds were taken into consideration before implementing the same.  Board of Directors of
the AMCs  will now have to play more important role in the compliance process and
reporting to trustees periodically in this regard. The manner in which due diligence shall
be carried out by the Trustees in fulfillment of the various obligations as required under
the Regulations, has been specified. Trustees can appoint independent auditors or can
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have separate full fledged administrative set up to give them support in discharging their
duties in accordance with the SEBI Regulations.

Trustees shall now be required to meet more frequently, at least once in every three
months and four such meetings to be held in a year. Also the quorum for such meetings
shall require the presence of at least one independent trustee / director who is not
associated with the sponsor.

Mutual funds advisory committee

During the year 1999-2000, a standing committee chaired by Shri B.G.Deshmukh was set
up to examine the emerging trends in the mutual fund industry and propose suitable
amendments to the Mutual Funds Regulations for promoting healthy growth of the
mutual fund industry. The committee met twice and made various recommendations.

Collective investment schemes (CIS)

The Government of India, vide its press release dated November 18, 1997, directed that
schemes through which instruments like agro-bonds, plantation bonds etc. are issued
would be treated as “Collective Investment Schemes” coming under the provisions of
Sec.11 (2)c of the SEBI Act.

Pursuant to the Government directions, the SEBI vide its press release dated November
26, 1997 and its public notice dated December 18, 1997 directed under the provisions of
Sec. 11B read with Proviso to Section 12(1)(B) of the SEBI Act prohibited the entities
from launching any fresh schemes till such time as the regulations for collective
investment schemes are notified. The existing entities were also directed to file with the
SEBI the details of their schemes. The SEBI had received information from 642 entities
who had reportedly raised about Rs. 2681 crore.  Based on the information received from
investors and government agencies, it had come to the notice of the SEBI that 137 entities
may be operating Collective Investment Schemes without filing information with it.

In order to frame the regulations for collective investment schemes, a committee was
appointed under the Chairmanship of Dr. S.A. Dave. The committee comprised
representations from various ministries like the Ministry of Finance, Ministry of
Agriculture, Ministry of Forestry, Regulatory bodies like Reserve Bank of India and
Department of Company Affairs, Professional representation from Institute of Chartered
Accountants of India, Association of Merchant Bankers and Mutual Funds, Investor
Association and representation from the Industry.

After due deliberations, the Committee submitted its interim report and the draft
Regulations of Collective Investment Schemes alongwith the recommendations of the
accounting sub committee to SEBI on December 31, 1998. These were made available
for public discussion and comments/suggestions of investors and the entities operating
collective investment schemes were invited. The Association of Agri Plantation
Companies of India was also invited to make a presentation before the Committee on the
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Industries’ views on the draft regulations. The Committee considered the suggestions
received from all concerned and thereafter, submitted its final report to SEBI on April 5,
1999.

The SEBI Board approved the Regulations for Collective Investment Schemes in its
meeting held on August 17, 1999.

The SEBI (Collective Investment Schemes) Regulations, 1999 were notified on October
15, 1999.  Henceforth, no person other than a Collective Investment Management
Company which has obtained a certificate of registration under the SEBI (Collective
Investment Schemes) Regulations, 1999, can carry on or sponsor or launch a collective
investment scheme.  Also, no existing collective investment scheme can launch any new
scheme or raise money from the investors even under the existing schemes, unless a
certificate of registration is granted to it under the said regulations.

The Securities Laws (Second Amendment) Act, 1999 had defined “Collective Investment
Scheme” by inserting a new section 11AA in the SEBI Act, 1992.  On January 25, 2000
the SEBI Board approved amendment to the SEBI (Collective Investment Schemes)
Regulations, 1999 by adopting the definition of collective investment scheme as
introduced by the said Securities Amendment Act.  Further, to remove doubt or
technicalities, if any, the Board also adopted the CIS Regulations as the Regulations
made under the Amended Act.  On February 14, 2000 the SEBI (Collective Investment
Schemes) (Amendment) Regulations, 2000 were notified in the Gazette of India.

Venture capital funds

Keeping in view the crucial role played by the venture capital in promoting innovation
research, scientific ideas and knowledge based enterprises, proper focus was given to the
area of venture capital regulation. The SEBI convened a meeting of the key persons and
professionals associated with venture capital industry in India on May 19, 1999. The
deliberation of the meeting was to identify regulatory and other issues hampering the
venture capital industry in India. It was  decided   that a Committee would be set up to
study  in detail all the issues concerning venture capital industry and suggest  policy
formation at the level of Government.

The SEBI set up a committee under the chairmanship of Shri K B Chandrasekhar of
Exodus communication Inc., USA. The committee comprised of industry participants,
professionals,  representatives from financial institutions and RBI. Four working groups
were formed  to look into the following areas :

1. Articulation of vision for venture capital industry in India including creating the
environment, research and industry linkage, support services and awareness.

2. Structuring of venture capital fund and fund raising including regulatory and legal
aspects

3. Investment process and related issues and
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4. Exit related issues including possibility of trading in Unlisted securities, IPO route
and valuation aspects.

The working groups  deliberated the issues  and submitted their recommendations for
consideration of the committee. Overseas participants interacted in the deliberations of
the committee through tele-conferencing and exchange of E-mails. Draft
recommendations of the committee were submitted to SEBI on December 8, 1999 and
were immediately published for public comments. Based on the feedback received, the
report of the committee was finalised in the meeting held on January 8, 2000.

The recommendations of the committee were widely appreciated and found acceptance
by the Government also. A high level meeting consisting of officials from MoF, DCA,
RBI, SEBI was held on January 21,2000 at the Ministry in New Delhi  to discuss the
recommendations of the committee  particularly regarding the   harmonisation of   the
regulatory framework for  the venture capital funds and  the taxation issues.

The Board  of SEBI,  on January 25, 2000, approved in principle the recommendations of
the committee. The main recommendations of the committee are as under:

1. Multiplicity of regulations – need for harmonisation and single regulator:

Presently there are three set of  Regulations dealing with venture capital activity i.e. SEBI
(Venture Capital Regulations) 1996, Guidelines for Overseas Venture Capital
Investments issued by Department of Economic Affairs in the MOF in the year 1995 and
CBDT Guidelines for Venture Capital Companies in 1995 which were modified in 1999.
The need is to consolidate and substitute all these with one single regulation of SEBI to
provide for uniform, hassle free single window clearance.

2. Tax pass through for venture capital funds:

Once registered with SEBI, Venture Capital Funds should be entitled to automatic tax
pass through at the pool level while maintaining taxation at the investor level without any
other requirement under Income Tax Act.

3. Mobilisation of global and domestic resources:

(A) Foreign venture capital investors (FVCIs):
FVCIs should be allowed to register with SEBI and having once registered, they
should have the  facility of hassle free investments and disinvestments without
any requirement for approval from FIPB / RBI.

(B)  Augmenting the domestic pool of resources:
Banks, mutual funds and insurance companies should also be permitted to
invest in Venture Capital Funds upto a prudential limit.
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4. Flexibility in investment and exit:

(A) Allowing multiple flexible structures:
Eligibility for registration as venture capital funds should be neutral to firm
structure. The government should consider creating new structures, such as
limited partnerships, limited liability partnerships and limited liability
corporations.

(B) Flexibility in the matter of investment ceiling and sectoral restrictions:
According to the committee recommendations, 75 per cent of a venture capital
fund’s investible funds must be invested in unlisted equity or equity-linked
instruments, while the rest may be invested in other instruments.  Sectoral
restrictions for investment by VCFs could be put by specifying a negative list
which could include areas such as finance companies, real estate, gold-finance,
activities not legally permitted and any other sectors which could be notified by
the SEBI in consultation with the Government.  Investments by VCFs in
associated companies should also not be permitted.  Further, not more than 25
per cent  of a fund’s corpus may be invested in a single firm.

(C) Changes in buy-back requirements for unlisted securities:
A venture capital fund incorporated as a company/ venture capital undertaking
should  be allowed to buyback upto 100 per cent  of its paid up capital out of
sale proceeds investments and  assets and not necessarily  out of its free reserves
and share premium account or proceed of fresh issue. Such purchases will be
exempt from the SEBI takeover code.   A venture-financed undertaking will be
allowed to make an issue of capital within 6 months of buying back its own
shares instead of 24 months as at present. Further, negotiated deals may be
permitted in Unlisted securities where one of the party to the transaction is
VCF.

(D) Relaxation in IPO norms:
The requirement of a 3 year track record should be relaxed provided the issuer
company has received at least 10 per cent  of its capital as funding from a
registered venture capital fund similar to existing provision of funding by banks
or financial institutions.

(E) QIB market for unlisted securities:
         A market for trading in unlisted securities by QIBs be developed.

(F) NOC requirement :
In the case of transfer of securities by VCF to any other person, the
requirement of obtaining NOC from joint venture partner or other shareholders
should be dispensed with.
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(G) RBI pricing norms:
At present, investment/disinvestment by FVCI is subject to approval of pricing
by RBI  which curtails operational flexibility and needs to be dispensed with.

5. Global integration and opportunities:

(A) Incentives for employees:
The limits for overseas investment  under the Employee Stock Option Scheme
of a foreign company should be raised from present ceilings of  US$10,000 over
5 years, and US$50,000 over 5 years for ADRs/GDRs, to a common ceiling of
US$100,000 over 5 years.    Foreign employees of an Indian company may
invest in the Indian company to a ceiling of US$100,000 over 5 years.

(B) Incentives for shareholders:
The shareholders of an Indian company that has venture capital funding and is
desirous of swapping its shares with that of a foreign company should be
permitted to do so.

(C) Global investment opportunity for domestic venture capital funds
(DVCF):
DVCFs should  be permitted to invest higher of 25 per cent  of the fund’s
corpus or US $10 million or to the extent of foreign contribution in the fund’s
corpus in unlisted equity  or equity-linked investments of a foreign company.
Such investments will fall within the overall ceiling of 70 per cent  of the fund’s
corpus. This will allow DVCFs to invest in synergistic startups offshore and
also provide them with global management exposure.

In the meeting of  High Level Committee  on Capital Markets held at RBI on January 31,
2000 recommendations related to RBI were discussed.

The Hon’ble Finance Minister in his budget speech for the year 2000-2001 announced
that SEBI would be single point nodal regulator for registration and regulation of both
domestic and overseas venture capital fund/company. He also stated that no approval of
Venture Capital Funds by tax authorities would be required and that the principle of “pass
through” would be applied in tax treatment of Venture Capital Funds.

The SEBI is now in the process of amending the Venture Capital Fund regulations in the
light of  K B Chandrasekhar Committee report and also the budget announcements where
some important recommendations have been accepted by the government.

Derivative trading

The Securities Law (Amendment) Act 1999, was passed by the Parliament and
notification was issued on December 16, 1999, 'derivatives' are now included in the
definition of "securities" under SC(R) Act. "Derivatives" has been defined as contracts
which derives value form prices, or index of prices of underlying securities.
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In-principle approval was granted on January 17, 2000 to the Futures & Options segment
of NSE, its clearing house i.e. Futures & Options Segment of NSCCL and the Derivative
Segment of BSE. The in-principle approval was subject to compliance with the
conditions of eligibility recommended by Dr. L.C Gupta Committee.

On February 1, 2000 SEBI issued guidelines for participation by Mutual Funds in trading
in derivative contracts for the purpose of hedging and portfolio balancing.

The Central Government has withdrawn CIRCULAR NO S.O. 2561 DATED JUNE 27,
1969 on forward trading in securities vide its notification dated March 01, 2000. The SEBI
has issued notification dated March 01, 2000 permitting trading in Exchange traded
derivatives.

All the necessary infrastructure to start derivative trading are in place with NSE & BSE.
SEBI has already prescribed regulatory framework for Derivative trading in India.
Derivative trading would therefore start very soon.

iv.   Intermediaries Associated with the Securities Markets

Primary market

Merchant bankers, underwriters  and portfolio managers

In December 1997 Non Banking Finance Companies (NBFCs) registered with RBI were
debarred from seeking registration as merchant bankers.  However merchant bankers
were permitted to carry on activities of primary dealers in government securities.
Accordingly, SEBI Merchant Bankers Regulations were also amended to treat NBFCs
registered with the Reserve Bank of India for the specific purpose of carrying on
activities of primary dealers as eligible for registration as merchant bankers with the
Board.

The existing fee structure for merchant bankers, portfolio managers and underwriters was
rationalised and a mechanism for upfront payment of fees was introduced by amending
the relevant regulations.

Part III gives further details of registration of merchant bankers, underwriters and
portfolio managers during 1999-2000.

Debenture trustees

Debenture Trustees are registered and regulated by the SEBI under the provisions of
SEBI(Debenture Trustees) Rules and Regulations, 1993.  As on 31.3.2000,  38 Debenture
Trustees were registered with SEBI.
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Debenture Trustees are required to submit quarterly reports in the prescribed format to
SEBI.  The SEBI is also conducting inspection of their activities.  On the basis of
quarterly reports and the inspection reports, the SEBI monitors the activities of the
Debenture Trustees and take suitable action against them in case of violation/non-
adherence to rules, regulations, etc. The quarterly report was amended  vide circular
dated April 19, 2000 to make the information called for from the DT comprehensive.

Bankers to an issue

Bankers to an Issue are registered and regulated by the SEBI under the provisions of
SEBI (Bankers to an Issue) Rules and Regulations, 1994.   Under these regulations,
registration commenced in 1994-95. SEBI( Bankers to an Issue) Regulations, 1994 were
amended (vide gazette notification dated September 30, 1999) making it mandatory for
the intermediary to pay the fees up front at the time of grant of certificate of registration
and renewal there after. After amendment the registration fee is Rs.5,00,000/- and the
renewal fee is Rs.2,50,000/-.

All registered bankers to an Issue were directed by way of circular on July 9, 1999 to
submit the annual report as stipulated in our earlier circular dated April 21, 1995.

Registrar to an issue and share transfer agents

Registrars to an Issue (RTI) and Share Transfer Agents (STA) are registered and
regulated by the SEBI under the provisions of SEBI (Registrar to an Issue and Share
Transfer Agents) Rules and Regulations, 1993.  Under these regulations, registration
commenced in the year 1993-94 and is granted under the two categories: Category I to
act as both Registrar to an Issue and Share Transfer Agent and Category II to act as either
Registrar to an Issue or Share Transfer Agents.

Registrar to an Issue and Share Transfer Agents are required to submit quarterly reports
in prescribed format to SEBI.  The SEBI is also conducting inspection of their activities.
On the basis of the quarterly reports and the inspection reports, the SEBI monitors the
activities of the Registrars to an Issue and Share Transfer Agents and take suitable action
against them in case of violation of provisions of Rules, Regulations and Circulars etc.

SEBI ( Registrars to an issue  and Share Transfer Agent) Regulations were amended
(vide gazette notification dated September 30, 1999) making it mandatory for the
intermediary to pay the fees up front at the time of grant of certificate of registration and
renewal there after. The registration fees for Category I – Rs. 50,000/- and Category II–
Rs.30,000/-.  The renewal fees for Category I – Rs.40,000/- and Category II –
Rs.25,000/-

During the year, the SEBI (RTI/STA) Rules and Regulations were amended to provide
that in-house STA need not fulfill the Capital adequacy requirement of having a net
worth of Rs 3 lakh.
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v. Foreign Institutional Investors (FIIs)

The SEBI (Foreign Institutional Investors) Regulations, 1995 presently permit portfolio
investment by FIIs either on their own account or on behalf of broad based funds.
Representations were received indicating willingness of foreign corporate bodies and
foreign individuals to invest in Indian capital market through the FII route. This facility is
available to this category of investors in several emerging markets economies, subject to
prudent regulations, exchange control norms and penal provisions.

Foreign corporates and individuals were permitted to invest in the Indian capital market
through registered FIIs. The total investment made by all investors in this category shall
not exceed 5 per cent  of the total capital of that company within the aggregate limit for
FII portfolio investment of 24/30 per cent . NRIs and OCBs shall be excluded from this
category as they have separate investment limit of 10 per cent . The FIIs shall be required
to undertake due diligence about the legitimacy of source of funds as well as confirm that
the investing entity is registered with the relevant tax authorities and is filing its returns
regularly.

vi. Other Policies and Programmes Having a Bearing on the Working of
the Securities Market

Changes in the regulatory framework for:

A.  Substantial acquisition of shares and takeovers

Standardised formats of the draft Letter of Offer in terms of the SEBI(Substantial
acquisition of shares and Takeovers), Regulations, 1997.

Under the provisions of SEBI (Substantial Acquisition of Shares & Takeovers)
Regulations, 1997, the Merchant Banker is required to make a public announcement for
an ensuing public offer. Further, subsequently, the merchant banker has to  dispatch
Letters of Offer to the shareholders of  the Target Companies.

To ensure uniformity in compliance of these requirements by all concerned and to enable
the concerned persons to furnish all the relevant information in the first instance itself,
SEBI has prepared a standard format of the draft Letter of Offer thus prescribing the
minimum disclosures requirements. This is with a view to strengthen  the disclosure
standards, thereby enabling the investors to take informed investment decisions.

These formats have also been made available on the SEBI website to facilitate easy
access.



Page 42 of 17165

B.  The companies (second amendment) bill, 1999

The Companies (Second Amendment) Bill, 1999 was introduced in the Parliament on
23rd December 1999 and subsequently referred to the department related Parliamentary
Standing committee on home affairs. The salient features of the said Bill are as under:

Dividend to include interim dividend

The definition of 'Dividend' in section 2(14A) to include any interim dividend.

Minimum capital for public companies

Section 3(iv): A public company should have a minimum paid up capital of five lakh
rupees. A private limited company needs to have minimum paid-up capital of Rs.1 lakh.

Deemed public company abolished

Section 43A - The concept of deemed public companies is being abolished with
prospective effect.

Default in repayment of deposit

Section 58 AA - If any default is made by any company in repayment of any deposit or
any interest thereon the company should give intimation of such default to the CLB. CLB
will pass an order within 30 days. The defaulting company will not be able to accept
deposit if the default continues.

Listed companies to be administered by SEBI

A new Section 55A is proposed to be included to provide that the provisions contained in
sections 55 to 58, 59 to 81, 108, 109, 110, 112, 113, 116, 117, 118, 119, 120, 121, 122,
205, 205A, 206, 206A, 207, 209 and 211 shall in case of listed public companies and
those public companies which purport to be listed, be administered by SEBI and in any
other case, be administered by the Central Government.

Deemed public offer

Section 67 is being amended by insertion of a proviso to sub-section (3) to section 67 to
provide that the offer of securities to more than 50 persons in a financial year will be
treated as a public offer.

Guidelines for public issue by PFIs / NBFC to be issued by SEBI

A new sub-section (3B) to section 67 is being inserted to provide that SEBI in
consultation with the RBI by notification specify the guidelines in respect of offer or
invitation made to public by public financial institutions or NBFCs.
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Postal ballot

New section 192A is being inserted to provide that a listed public company can pass a
resolution by postal ballot relating to such business as the Central Government may, by
notification, declare to be conducted only by postal ballot instead of transacting the
business in general meeting of the company.

Appointment of public trustee, etc. abolished

Sections 153A / 153B/ 187B/ 187C being omitted. Thus provisions relating to
appointment of public trustee, declaration of shares held in trust, declaration of beneficial
interest and filing return thereof are being done away with.

Penalty for failure to pay dividend

Section 207 is amended to provide for penalty for failure to distribute dividend within 30
days instead of earlier 42 days. The amendment also proposes to enhance the
imprisonment which may extend to 3 years and the defaulters also liable to pay fine of
one thousand rupees for every day during which such default continues and the company
is also liable to pay simple interest at the rate of 18 per cent .

Inspection of listed companies by SEBI

SEBI is being empowered to carry out inspection of listed companies under section
209A.

Director representing small shareholders

Section 252 - A public company having paid up capital of Rs.5 crores or more and 1000
or more of small shareholders will be required to have atleast one director elected by the
small shareholders. DCA will prescribe the manner of election of such director. The
small shareholder is defined as the shareholder having shares of the nominal value of
Rs.20,000 or less.

Director's responsibility statement

As per the section 217, Director's report under sub-section (2AA) is proposed to include
Board's report and Directors' Responsibility Statement indicating that the applicable
accounting standards have been followed; and explanation for material departures,
application of accounting policies consistently so as to give a true and fair view of the
state of affairs of the company and that the directors have taken sufficient care for the
maintenance of adequate accounting records, safeguarding assets of the company and for
preventing fraud, have been implemented.
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Auditors not to hold security

Section 226(3) is being amended to provide that an auditor shall not hold any security of
the company.

Auditors report on adverse effect

Section 227 is proposed to be amended to provide that auditor's report will state in thick
type or italics and observations or the comments of the auditors which have an adverse
effect on the functioning of the company and whether any director is disqualified under
section 274(1)(g) of the Act.

Disqualification of directors

Section 274 is being amended to provide that a director of a pubic co., which has not filed
annual accounts & annual returns for any continuous three years or has failed to repay its
deposit or interest thereon or redeem its debentures or pay dividend on due dates & such
default continues for one year; shall not be eligible to be appointed as director of a public co.
for a period of 5 years (clause 126 of the Bill)

Reduction in number of directorship a person can hold

The provisions of section 277 is amended so as to reduce the number of companies a
person can be a director to 15 companies from earlier 20.

Audit committee

A new section 292A is to be inserted to provide that every public company having a paid
up capital of not less than five crores of rupees shall constitute a committee of the Board
of Directors known as audit committee. The Audit Committee should have discussions
with the auditors periodically about internal control system, the scope of audit including
the observations of the auditors and review the half-yearly and annual financial
statements before submission to the Board and also ensure compliance of internal control
systems. The Audit Committee shall have authority to investigate into any manner in
relation to the items specified in this section or referred to it by the Board and for this
purpose, shall have full access to information contained in the records of the company
and external professional advice, if necessary. The recommendations of the Audit
Committee on any matter relating to financial management, including the audit report,
shall be binding on the Board.

Secretarial compliance report

As per the Section 383A - every company having a paid up capital of 10 lakhs or more
shall file with Registrar secretarial compliance report certified by the Company Secretary.
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Prosecution power to SEBI

Section 621 has been amended to authorize SEBI to file complaints for sections to be
administered by SEBI in respect of listed companies under section 55A proposed to be
inserted by the Bill.

A. Securities Laws (Amendment) Act, 1999

The definition of securities was enlarged to include derivatives and units or any other
instruments issued by collective investment schemes to the investors of such schemes.

Derivatives have been defined to include -
a. a security derived from a debt instrument, share, loan, risk instrument or contract for

difference or any other form of security.
b. a contract which derives its value from the prices or index of prices of underlying

securities.

• Section 18A was inserted to make those contracts in derivatives legal, which are
traded on recognised stock exchange and settled in the clearinghouse.

• Section 29A was substituted to provide for delegation of power by the Central
Government to the Reserve bank of India in addition to the Securities and Exchange
Board of India.

B. By Securities Laws (Second Amendment) Act, 1999

Amendments were made to

a. The Securities Contracts (Regulation) Act, 1956 to provide for appeal to Securities
Appellate Tribunal against refusal of recognised stock exchange to list the securities
and procedures for such appeal laid down.

b. Amendments to the Securities and Exchange Board of India Act, 1992 were made to
provide that appeal would lie to Securities Appellate Tribunal from any order of SEBI
and procedure for such appeal laid down.

c. Amendments to the Depositories Act, 1996 were made to provide that appeal would
lie to Securities Appellate Tribunal from any order of SEBI and procedure for such
appeal laid down.

C. Securities Appellate Tribunal (Procedure) Rules, 2000

Securities and Exchange Board of India (Appeal to Central Government) Rules, 1993 and
Securities and Exchange Board of India Appellate Tribunal (Procedure) Rules, 1995 were
repealed and substituted by new Securities Appellate Tribunal (Procedure) Rules, 2000.



Page 46 of 17165

Rules provide for appeal to Securities Appellate Tribunal instead of Central Government
from any order of SEBI passed after 16th December 1999 and procedure for the appeal.

D. Depositories (Appeal To Securities Appellate Tribunal) Rules, 2000

The Depositories (Appeal to Central Government) Rules, 1998 was repealed and replaced
by the Depositories (Appeal to Securities Appellate Tribunal) Rules, 2000 providing for
appeal to Securities Appellate Tribunal from the order of SEBI.

E. Securities Contracts (Regulation) (Appeal to Securities Appellate Tribunal) Rules,
2000

Securities Contracts (Regulation) (Appeal to Securities Appellate Tribunal) Rules, 2000
was framed to provide for appeal to Securities Appellate Tribunal from the decisions of
the stock exchanges to refuse listing of securities.

F. Securities And Exchange Board Of India (Credit Rating Agency) Regulations,
1999

The SEBI (Credit Rating Agency) Regulations 1999 were notified on 7th July 1999.

• As per the Regulations "credit rating agency" means a body corporate which is
engaged in, or proposes to be engaged in, the business of rating of securities offered
by way of public or rights issue;

• Credit rating agency can be promoted by a public financial institution, a scheduled
commercial bank, a foreign bank, a foreign credit rating agency or any company or a
body corporate having net worth of Rs. 100 crores.

• A minimum net worth of rupees five crores has been specified for a Credit rating
agency.

• Every credit rating agency shall enter into a written agreement with each client whose
securities it proposes to rate, and every such agreement shall inter-alia include:-
(a) the rights and liabilities of each party shall be defined;
(b) the client shall agree to a periodic review during the tenure of the rated

instrument;
(c) the client shall co-operate with the credit rating agency;
(d) the client shall agree to obtain a rating from at least two different rating agencies

whose size is equal to or exceeds, rupees one hundred crores.
• Credit rating agency shall, continuously monitor the rating of securities.
• If the client does not co-operate, the credit rating shall be carried with the rating

process with the best available information.
• Every credit rating agency –

(a) shall make public the definitions of the concerned rating, along with the symbol;
(b) shall also state that the ratings do not constitute recommendations to buy, hold or

sell any securities; and
(c) every credit rating agency shall make available to the general public information

relating to the rationale of the ratings.
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• Every credit rating agency shall –
(a) specify the rating process;
(b) shall have professional rating committees, comprising members who are

adequately qualified and knowledgeable to assign a rating.
• No credit rating agency shall rate a security issued by its promoter.
• In case promoter is a lending institution, its Chairman, director or employee shall not

be a Chairman, director or employee of credit rating agency or its rating committee.
• No credit rating agency shall, rate a security issued by an entity, which is -

(a) a borrower of its promoter; or
(b) a subsidiary of its promoter; or
(c) an associate of its promoter, if
(d) there are common Chairman, Directors between credit rating agency and these

entities
(e) there are common employees
(f) there are common Chairman, Directors, Employees on the rating committee.

• No credit rating agency shall rate a security issued by its associate or subsidiary, if the
credit rating agency or its rating committee has a Chairman, director or employee
who is also a Chairman, director or employee of any such entity.

• Code of conduct has been specified for Credit Rating Agency which inter alia
include: -
(a) shall render at all times high standards of service, exercise due diligence, ensure

proper care and exercise independent professional judgement.
(b) shall wherever necessary, disclose to the clients, possible sources of conflict of

duties and interests, while providing unbiased services
(c) shall avoid any conflict of interest of any member of its rating committee

participating in the rating analysis
(d) shall not indulge in unfair competition nor shall they wean away client of any

other rating agency on assurance of higher rating
(e) shall not make any exaggerated statement
(f) shall not divulge to other clients, press or any other party any confidential

information about its client

G. Securities And Exchange Board Of India (Collective Investment Scheme)
Regulations, 1999

Securities and Exchange Board of India (Collective Investment Scheme) Regulations,
1999 were notified on 14th October 1999.

• In these regulations, "collective investment scheme" means any scheme or
arrangement with respect to property of any description -
(a) Which enables investors to subscribe or participate in scheme or arrangement and

receive profits or income arising out of such investment or property
(b) Subscriptions are pooled and used for the purpose of scheme or arrangement by

whatever name it is called.
(c) Investors subscribing or participating in the scheme or arrangement do not have

any control in the day today control over the management or operation.
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• The following are specifically excluded from the definition of collective investment
scheme, namely:
(a) deposits by companies and Non-Banking Financial Companies
(b) Chit Funds
(c) companies declared as Nidhi companies
(d) contracts of insurance, etc.

• The applicant shall be:
(a) registered as a company
(b) managing of collective investment scheme as one of its main objects
(c) has a net worth of not less than rupees five crores

• A scheme shall be constituted in the form of a trust and the instrument of trust shall
be in the form of a deed and only persons registered with the Board as Debenture
Trustee are eligible to be appointed as trustees.

• The trustee and the Collective Investment Management Company shall enter into an
agreement for managing the scheme property.

• All the schemes have to be approved by the Trustee.
• Scheme can be launched after obtaining a rating form a credit rating agency.
• Every scheme has to be appraised by an appraising agency
• Collective Investment Management Company can launch only close ended scheme

and the duration of the schemes shall not be less than three calendar years.
• Collective Investment Management Company shall obtain adequate insurance policy

for protection of the scheme property.
• No scheme shall provide guaranteed or assured returns.
• The offer document shall contain

(a) such information as specified in the Sixth Schedule
(b) true and fair view of the scheme and adequate disclosures to enable the

investors to make informed decision
(c) the minimum and the maximum subscription amount it seeks to raise under

the scheme; and
(d) in case of over subscription the process of allotment of the amount

oversubscribed.
• The offer document and advertisement materials shall not be misleading or contain

any statement or opinion, which are incorrect or false.
• No scheme shall be open for subscription for more than 90 days.
• The Collective Investment Management Company shall refund the application money

to the applicants, -
(a) if the scheme fails to receive the minimum subscription
(b) any amount refundable shall be refunded within a period of six weeks from the

date of closure of subscription list
• A scheme shall be wound up on the expiry of duration specified in the scheme or on

the accomplishment of the purpose of the scheme.
• Existing schemes - The existing CIS were required to make application within 2

months from the date of notification. Such scheme would be considered for grant of
provisional registration and given some time to comply with provisions of the
regulations. The procedure for winding up of the existing schemes are also laid down.
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H.  SEBI (Stock Brokers and Sub-Brokers) (Amendment) Regulations, 1999

• A summary procedure for enquiry for cases where broker has failed to pay fee or
where broker has been declared defaulter or insolvent has been specified.

• The requirement of sending a copy of the order to the Central government was
dispensed with.

(2) SEBI (Stock Brokers and Sub-Brokers) (Amendment) Regulations, 2000

• The amendment provides for registration and regulation of trading member and
clearing member of derivative segment of an exchange.

• Code of conduct, payment of fees by such member have been specified.

I. SEBI (Payment of Fees) Regulations, 1999

Regulations relating to merchant bankers, portfolio managers, registrars to an issue /
share transfer agents, underwriters, bankers to an issue, debenture trustees in respect of
payment of fees were amended to provide for revised registration and renewal fee.  The
amendment provides for upfront collection of renewal fees.

J. SEBI (Merchant Bankers) (Amendment) Regulations, 1999

• A merchant banker who has been granted registration by Reserve Bank of India can
act as primary or satellite dealer may carry on such activity but cannot accept or hold
public deposit.

• A  merchant banker who is authorised to act as primary or satellite dealer can do such
business as permitted by RBI.

K. SEBI (Portfolio Managers) (Amendment) Regulations, 2000

• A portfolio manager may manage funds raised from outside India as per SEBI
(Foreign Institutional Investors) Regulations, 1995.

L. SEBI (Registrars to an Issue and Share Transfer Agents) (Second Amendment)
Regulations, 1999

Capital adequacy norms are not applicable for in-house share transfer agent.

M. (1)  SEBI (Foreign Institutional Investors) (Amendment) Regulations, 1999

• Foreign institutional investor may sell securities in a buy back offer.
• Registration fee by foreign institutional investor is payable through appropriate

mode or instrument.
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(2) SEBI (Foreign Institutional Investors) (Second Amendment) Regulations, 1999

The criteria for broad based funds was modified to mean a fund which has atleast 20
investors (instead of 50) and with no single investor holding more than 5 per cent
(instead of 10 per cent ) of the shares or units in the fund.

(3) SEBI (Foreign Institutional Investors) (Amendment) Regulations, 2000

• Domestic Asset Management Company / Domestic Portfolio Manager were
permitted to manage foreign investments through portfolio management route and
are to be deemed foreign institutional investors.

• No fee specified for domestic asset management company or domestic portfolio
manager.

• Foreign corporate or high networth individual investors were allowed to invest as
sub-account.

• Non Resident Indian, Overseas Corporate Body registered with Reserve Bank of
India are not eligible to invest as sub-account.

• Foreign corporate or individuals are not eligible to invest through 100 per cent
debt route

• Investments by foreign corporate or individuals shall not exceed 5 per cent  of
total issued capital of company.

• Additional information and undertakings by foreign corporates or individuals
have been specified.

N. (1) SEBI (Depositories and Participants) (Amendment) Regulations, 1999

• Registrars to an Issue and Share Transfer Agents with networth of Rs.50 lacs can
act as depository participant.

• The stock broker depository participant limit for holding demat securities
enhanced to 35 times for networth upto 50 to 750 lacs and 50 times for networth
above 750 lacs specified.

(2) SEBI (Depositories and Participants) (Second Amendment) Regulations, 1999

• Provision for appointment of outside auditor for inspection of depository,
depository participant and issuer company specified.

• The SEBI to recover expenses of inspection from depository or depository
participant, issuer.

(3) SEBI (Depositories and Participants) (Third Amendment) Regulations, 1999

• A stock broker can hold as Depository Participant demat securities 100 times of
its networth.

• A restriction that Share Transfer Agent cannot act as Depository participants for
companies for which it is acting as Share Transfer Agent was removed.



Page 51 of 17165

O. SEBI (Venture Capital Funds) Regulations, 1999

A body corporate established under the laws of Central or State legislatures was
permitted to carry on activities of Venture Capital Fund. 

P. (1) SEBI (Mutual Funds) (Amendment) Regulations, 1999

• Definition of Trustee was amended to mean a trustee or a company who holds the
property of the Mutual Fund for the benefit of the unitholders.

• Details of transaction in securities to be submitted quarterly by the trustees.
• Consent of unit holder for charge in fundamental attributes and controlling

interest in asset management company not necessary for open ended scheme if
unit holders are sent individual communication and given exit option without any
exit load.

• Trustees to exercise due diligence.
• Trustees are not liable if acted in good faith and exercised due diligence.
• Independent directors or trustees or asset management company to pay specific

attention to certain issues.
• Asset management company were permitted to undertake portfolio management

services.
• Disclosure by Mutual Funds at the time of declaring half yearly and yearly results.
• Mutual Funds are permitted to enter into derivative transactions for hedging and

portfolio balancing.
• Meeting of trustees to be held once every 3 months.
• Quorum for meeting of trustees specified.
• Trustees and asset management company are required to maintain high standards.
• Mutual Fund cannot invest more than 15 per cent  of its NAV in debt instruments

issued by a single issuer which are rated not below investment grade, 10 per cent
of its NAV in un-rated debt instruments of a single issuer and the total investment
in un-rated instruments shall not exceed 25 per cent  of NAV.

(2) SEBI (Mutual Funds) (Amendment) Regulations, 2000

• Asset management company made liable to pay interest on failure to despatch
redemption / repurchase proceeds within time specified.

• Mutual Funds were given option to send half yearly statement of scheme portfolio
to unitholders or publish the same by way of advertisement in leading newspaper.

Q. SEBI (Buy-back of Securities) (Amendment) Regulations, 1999

• Buyback regulation to cover specified securities instead of shares only.
• The maximum price at which buy-back offer shall be made instead of price and Board

of Directors can be authorised by Annual General Meeting to determine specific
price, shall be disclosed in Explanatory Statement to the notice.
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• Extra-ordinary General Meeting may authorize Board of Directors to adopt one of the
methods of buyback under the Regulations.

R. SEBI (Collective Investment Schemes) Regulations, 1999

The words 'Collective Investment Scheme' was assigned the same meaning as defined in
section 11AA of  the Securities an Exchange Board of India Act.

S. SEBI (Appeal to Securities Appellate Tribunal) (Amendment) Regulations, 2000

Regulations such as merchant bankers, portfolio managers, registrars to an issue / share
transfer agents, debenture trustees, credit rating agencies, etc. were amended to provide
that orders passed under the respective regulations can be appealed before the Securities
Appellate Tribunal instead of to the Central Government.

T. Disclosure And Investor Protection Guidelines

Clarification No. XXIV  dated 18th May 1999

• SEBI revised the eligibility norms for public issue in respect of criteria of actual
payment of dividend. It was laid down that the body corporate desirous of getting the
securities listed on any stock exchange shall have a track record of distributable
profits in terms of section 205 of the Companies Act for atleast 3 out of the
immediately preceding five years and a pre-issue networth of not less than Rs.1 crore
in 3 out of preceding five years with a minimum networth to be met during
immediately preceding 2 years.

• In respect of infrastructure company it was specified that the stake of any of the
appraising institution (viz. Development Financial Institution or Infrastructure
Development Finance Corporation or Infrastructure Leasing and Financing Services
Ltd.) jointly or severally irrespective of whether they have apprised the project or not,
can be considered for eligibility criteria.

• SEBI also modified the code of advertisement in respect of public issue stating that
issue advertisement on television in the form of crawlers shall not be allowed.

Guidelines to Development Financial Institutions (DFIs) for Disclosure and Investor
Protection - Clarification I dated 23rd July 1999

It was decided that -
• the DFIs shall disclose in the offer documents their actual debt equity ration vis-à-vis

the desirable debt equity ration 12:1;
• the DFIs shall disclose in the offer document their actual Notional  Debt-Service

Coverage Ratio (NDSCR) vis-à-vis the desirable minimum ratio of 1:2 to be
maintained for each year.
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Clarification no. XXV dated 11th October 1999

• The standard denomination of the securities was limited to Rs.10/- or Rs.100/- in
terms of the Central Government circular. It was decided to give flexibility to
companies to determine the denomination of equity shares. The companies are given
freedom to issue shares at a fixed amount to be determined by them in accordance
with section 13(4) of the Companies Act and subject to the norms specified in the
said clarification.

• One set of disclosure and entry norms for all issues and that the company shall give
the justification for the issue price of the offer document irrespective of the issue
price was specified. Any unlisted company eligible to make public issue was given
freedom to price its equity shares subject to compliance with disclosure norms. The
banks were also given freedom to freely price the issue of equity shares subject to the
approval of the Reserve Bank of India.

• No company shall make the public or right issue for offer for sale of securities unless
it enters into an agreement with a depository for dematerialisation of securities
already issued or proposed to be issued to the public or existing shareholders and has
given an option to the subscribers / shareholders / investors either to receive the
securities certificate or to hold the securities with a depository.

• It is provided that pursuant to the change in denomination, the issuer company shall
make specific disclosures in the offer document in respect of all the financial data
affected by such change, comparison of financial ratios representing value per share
and comparison of stock market data in respect of price and volume of securities and
shall clearly present the capital structure incorporated in the offer document giving all
the relevant details pertaining to change in denomination.

Clarification No. XXVI dated 15th October 1999

• The requirement of offer to the public atleast 25 per cent  of each kind or class of
securities issued by the company incase of information technology sector company
was relaxed subject to the condition that minimum 10 per cent  of the securities
issued of such companies are offered to the public, minimum 20 lakh securities are
offered to the public and the size of the offer to the public is minimum Rs. 50 crores.

• It was specified that in case of offer of companies in the information technology
sector, the track record of distributable profits shall be considered for the eligibility
requirements only if the profits are emanating from the information technology
business or activities.

• It was decided that in case of conversion of a partnership firms into company or
spinning of a division of a company track record of distributable profits of the firm or
said division shall be considered for the eligibility requirements if the financial
statement for the respective years pertaining to the partnership business or division
conform to the revised format identical to that required for companies and adequate
disclosures are made in the financial statements similar to that of the company as
specified in Schedule VI of the Companies Act and the financial statements shall be
duly certified by a Chartered Accountant stating that same are in line with the
provisions of Schedule VI and Accounting Standards of Institute of Chartered
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Accountants of India have been followed and that the financial statements present a
true and fair picture of the accounts.

• It has been specified that a listed company which has changed its name to indicate as
if it is engaged in the business in information technology sector during a period of
three years prior to filing of the offer document with the Board can make a public
issue if it has a track record of distributable profits in terms of section 205 of the
Companies Act for atleast three years out of immediately preceding five years from
the information technology business and it has a pre-issued networth of not less than
rupees one crore in three out of preceding five years with the minimum networth to
be met during immediately preceding two years. Otherwise the company can make a
public issue in compliance with the existing entry norms.

• Credit rating of all debt instruments irrespective of its tenure was made compulsory.
In case of public or right issue of debt instruments greater than or equal to 100 crores
it was made compulsory to have instruments rated by two credit rating agencies and
all the credit ratings shall be disclosed. It was specified that all the credit ratings
obtained in the preceding three years for an unlisted security of the issuer company
shall be disclosed in the offer document. The issuer company also were required to
make necessary the co-operation of the credit rating agency for providing true, fair
and adequate information till the date the application in respect of instruments are
outstanding.

Clarification No. XXVII dated 26th November 1999

The guidelines in respect of book-building was modified as under:

• The company proposing to issue securities to public through book building facility
was given option either to follow the existing guidelines read with modification
effected by the clarification or to issue the securities through book-building facility
with an option to offer 75 per cent  of net public offer for bidding and the balance 25
per cent  at the fixed price determined by the book-building exercise.

• It was provided that the company shall -
(a) disclose either the issue size or the number of securities to be offered to the public

subject to compliance of rule 19(2)(b) of the SC (R) Rules;
(b) make additional disclosure with respect to the arrangements made for meeting the

deficit in financing and the pattern of deployment of excess funds;
(c) fix the minimum bid size for the book building portion;
(d) have option to fix the date of allotment for book building portion which may be

prior to the date of allotment for fixed price portion;
(e) be allowed to spill over the excess subscription from the fixed price portion to the

book built portion reserved for allocation to individual investors bidding upto 10
tradable lots to the extent of shortfall in the latter.

• It was clarified that the reservation in allocation to individual investors applying upto
10 tradable lots through the syndicate members shall be with reference to the issue
size and not post-issued capital.
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• It was stipulated that a company availing the optional facility of offering 75 per cent
of net public offer for bidding shall make the allotment in respect of the book-built
portion in dematerialised form only. However, the allottees shall have the option to
rematerialise the same. Further, such company may graphically display the demand at
the end of each day of the bidding at the terminals, use electronically-linked facility
and fix a minimum bid size or the book-built portion.

Clarification dated 30th November 1999

Through a press release dated 30th November 1999 it was clarified that if an unlisted
company which came up with an Initial Public Offer (IPO) has issued shares to any
person at a price lower than the IPO price within 6 months prior to the date of opening of
the IPO, the entire pre-IPO capital (except shares issued to venture capitalists and
employees of the company) shall be locked in for a period of 6 months from the date of
trading of the IPO on the regional stock exchanges.

SEBI (Disclosure and Investor Protection) Guidelines, 2000

All the guidelines, circulars, instructions in respect of disclosure and investor protection
was consolidated. The consolidated guidelines known as SEBI (Disclosure and Investor
Protection) Guidelines, 2000 consolidating the clarifications upto Clarification No. XXVI
was issued on 19th January 2000.

Clarification dated 16th February 2000

• The SEBI (Disclosure and Investor Protection) Guidelines, 2000 was amended on
16th February 2000.

• It was specified that trading in securities of companies making an initial public
offering shall be in dematerialised form only.

• It was specified to make available the final offer document on SEBI website.
• The practice of associating Resource Personnel (SEBI nominee) while finalizing the

allotment in the public issue in case of over subscription was done away with.
• It was specified that the drawl of lots when required, to finalize the basis of allotment

shall be done in the presence of a public representative on the Governing Board of the
regional stock exchange. The basis of allotment shall be signed as correct by the
Executive Director / Managing Director of the stock exchange and the public
representative in addition to post issue lead manager and the registrar to the issue.
The stock exchange shall invite the public representative on a rotation basis.
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U. SEBI (Employee stock Option Scheme and Employee Stock Purchase scheme)
Guidelines, 1999

These guidelines were issued on 24th June 1999.

• As per these guidelines ESOS means a scheme under which a company grants option
to employees and ESPS means a Scheme under which a company offers shares to
employees as part of public issue or otherwise.

• Promoters of the company and directors and relatives of the company who have
holding of more than 10 per cent  are not eligible under either of the schemes.

• The company will have to constitute a Compensation Committee to formulate
detailed terms and conditions of ESOS and ESPS as the case may be. The said
Committee will have to look into the quantum of option to be granted, conditions,
exercise period within which employees have exercise their option, rights at the time
of termination of employment etc.,

• The Compensation Committee shall see to that SEBI (Insider Trading) Regulations
and SEBI (Prohibition of Fraudulent and Unfair Trade Practices relating to the
securities market) Regulations are complied with.

• The company will have to pass a special resolution in the general meeting approving
the grant of ESOS and ESPS as the case may be. The notice of the meeting in detail
should contain details of the number of options to be granted or shares to be offered
as the case may be, identification of classes of employees and the maximum time
period within which options shall be vested or the shares may be held.

• The terms of ESOS and ESPS as the case may be can only be changed only after
passing a special resolution in the general meeting pertaining to only terms which
were not yet exercised by the employee.

• The shares or the options as the case may be are subjected a lock-in period of one
year and are non-transferable however shares issued or options granted pursuant to
such issue or option are not subject to lock-in period.

• The Board of Director’s either in their report or in the Annexure of the report all the
details regarding to the issue of shares or grant of options as the case may be.

• The company shall comply with the Accounting policies specified in Schedule I.
• The company will have to obtain a certificate from the auditors that the scheme has

been implemented and place it before the shareholders in the general meeting.

V. Amendments to the Listing Agreement

(a) By circular dated 26th April 1999, the exchanges were advised to amend clauses 32
and 41 of the listing agreement to provide that companies who change their names
suggesting any new line of business (including software business) shall disclose
turnover and income, etc. from such new activity separately in the quarterly / annual
results required to be published.

(b) By circular dated 18th May 1999 the exchanges were advised to amend the listing
agreement in order to appoint the Company Secretary of the company as the
compliance officer.
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(c) SEBI vide its circular dated 19th May 1999, clause 32 of the listing agreement was
amended to provide that each shareholder be furnished abridged balance sheet and
full balance sheet could be sent to each household. However, if any investor in the
same household wants a separate balance sheet, the company shall supply on request.

(d) Vide circular dated 1st July 1999, exchanges were advised to amend the listing
agreement that in case the companies prefers to give audited results instead of
unaudited results for the last quarter of the financial year, then the company has to
submit the audited results within three months instead of two months from the end of
the last quarter of the financial year.

(e) Vide circular dated 14th July 1999, the exchanges were advised to amend the listing
agreement to provide that the company should co-operate with the credit rating
agencies for giving the correct and adequate information for periodical  review of
rating during the life-time of rated securities.

(f) Vide circular dated 4th February 2000, exchanges were advised to amend the listing
agreement in respect of accounting standards relating to continuous disclosures
requirements as under:
(i) The cash flow statement shall be prepared in accordance with the accounting

standards on cash flow statement (AS3) issued by ICAI and the cash flow
statement shall be presented only in the indirect method as given in AS3.

(ii) Clause 41 - companies may be permitted to consider unaudited quarterly results
in the meeting of sub-committee of the Board of Directors consisting of not less
than 1/3rd of the total number of directors. The company will make an
announcement to the stock exchange where the company is listed immediately
after the market hours on the date of the Board meeting or the meeting of the
sub-committee or the Board of Directors.

(iii) Clause 19 - Prior intimation of the Board meeting on which declaration of the
dividend is due to be considered must be made atleast 7 days in advance. The
company shall give notice simultaneously to the stock exchanges in case
proposal for declaration of bonus is communicated to the Board of Directors as
per the agenda papers.

(iv) Amendment to clause 20 and 22 - The announcement in respect of declaration
of dividend or rights or bonus shall be made immediately on the date of the
Board meeting only after the close of market hours.

(g) Vide circular dated 21st February 2000 exchanges were advised to amend the listing
agreement in order to promote and raise the standards of corporate governance.

(i) Clause 49 - The Board of Directors of the listed company shall have an optimum
combination of executive and non-executive directors that not less than 50 per cent
of the Board of Directors comprising of non-executive independent directors.

(ii) The company shall appoint qualified and independent audited committee to oversee
company's financial reporting process and disclosure of its financial information,
reviewing with the management the annual financial statement before submission to
the Board.

(iii) Disclosures on the remuneration of directors in the annual report.
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(iv) The Board meeting shall be held atleast 4 times a year with a maximum time gap of
4 months between any 2 meetings.

(v) The management discussions and analysis report should form part of the annual
report to the shareholders.

(vi) Information to the shareholders in respect of appointment of new director.
(vii) A separate section of corporate governance in the annual reports to be published

both in respect of non-compliance of any mandatory requirement and non-
mandatory requirements.

(viii) Auditor to furnish certificate in respect of compliance of conditions of corporate
governance and publish and send annually to the shareholders and to the stock
exchanges.

W. Notifications under section 16 of the SC (R ) ACT -

1969 Notification repealed
(i) The Central Government vide notification no. S.O. 186(E) dated 1st March 2000

rescinded the notification no. S.O. 2561 dated 27th June 1969 prohibiting entering
into contracts in securities otherwise than as per the bye-laws and regulations of
the stock exchanges, etc.

Regulation of debt market by SEBI and RBI - demarcation
(ii) The Central Government vide notification no. 183(E) dated 1st March 2000

amended notification no. S.O. 573(E) dated 30th July 1992 which relates to
delegation of certain powers to SEBI. The Central Government vide notification
dated 1st March 2000 delegated the power exercisable by it under section 16 of the
S C (R ) Act to RBI in relation to any contracts in government securities, money
market securities, gold related securities and any securities derived from these
securities and in relation to ready forward contracts in bonds, debentures,
debenture stock, securitised debt and other debt securities. It is further specified
that such contracts entered into on the recognized stock exchange shall be entered
into in accordance with the rules or regulations or the bye-laws made under the
SC (R) Act, SEBI Act or directions issued by SEBI, directions issued under the
RBI Act or the Banking Regulations Act or the FERA by the RBI.

Notification under section 16(1) by SEBI
(iii) SEBI in exercise of the powers conferred under section 16(1) read with the

Government of India notification no. S.O. 573(E) dated 30th July 1992 and S.O.
183(E) dated 1st March 2000 issued notification no. 183(E) dated 1st March 2000
declaring that no person shall enter into any contracts for sale or purchase of
securities otherwise than spot delivery contracts for cash or hand delivery or
special delivery or contracts in derivatives as is permissible in the said Act or the
Securities and Exchange Board of India Act, 1992 and the rules and regulations
made under such Acts and the rules, regulations and bye-laws of the recognized
stock exchange. It was further specified that the contracts for purchase or sale of
government securities, money market securities, gold related securities, ready
forward contracts, debt securities to be entered into the recognized stock exchange
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shall be entered in accordance with the rules or the regulations or the bye-laws
made under the SC (R) Act or the SEBI Act or the directions issued by SEBI and
the rules made under the RBI Act, Banking Regulation Act and the FER Act by
RBI.

Implementation of objectives and principles of IOSCO by SEBI

The SEBI is an active and a leading member of the International Organization of
Securities Commissions (IOSCO).  India stands committed to the various measures and
efforts undertaken by the IOSCO in order to improve transparency in the functioning of
the international capital markets and increasing the efficiency of the global securities
markets.

The IOSCO has issued a set of 30 principles of securities regulation, which are based
upon three objectives of securities regulation. These objectives are:

• The protection of investors
• Ensuring that markets are fair, efficient and transparent
• The reduction of systemic risk

These 30 principles need to be practically implemented under the relevant legal
framework to achieve the objectives of the regulation described above. The SEBI has
always endeavoured to harmonise the SEBI regulations and guidelines with these
principles in order to conform to global standards. These principles are grouped into
eight categories, which along with their respective implementation status are given in
Table 1.5.
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Table 1.5: Implementation of Principles of Securities Regulations of IOSCO

Sr.No. Principle s Status  Of Im ple m e ntation

A. Principle s  Re lating To Th e  Re gulator

1 Th e  re s pons ibilitie s  of th e  re gulator s h ould
be  cle ar and obje ctive ly s tate d

Partially Im ple m e nte d
Th e  Pre am ble  of th e  SEBI Act provide s  th at th e  re s pons ibility
of SEBI is  to prote ct th e  inte re s t of inve s tors  and to prom ote
th e  de ve lopm e nt of and to re gulate  th e  s e curitie s  m ark e t and
for m atte rs  conne cte d th e re w ith . Ne ce s s ary ch ange s  h ave  to
be  m ade  in oth e r le gis lation  e m pow e ring SEBI to  s upe rvis e
and re gulate  lis te d com panie s .

2 Th e  re gulator s h ould be  ope rationally
inde pe nde nt and accountable  in th e
e xe rcis e  of its  functions  and pow e rs .

Im ple m e nte d
SEBI is  an autonom ous  body cre ate d unde r a s e parate
s tatute  i.e . SEBI Act, 19 9 2. SEBI h as  to s ubm it re turns  ,
re ports   and s tate m e nts  to Ce ntral Gove rnm e nt , w h ich  are
laid be fore  e ach  H ous e  of th e  Parliam e nt by th e  Ce ntral
Gove rnm e nt.

3 Th e  re gulator s h ould h ave  ade q uate
pow e rs , prope r re s ource s  and th e  capacity
to pe rform  its  function and e xe rcis e  its
pow e rs .

Partially Im ple m e nte d
SEBI h as  pow e r of dire ct s urve illance  of th e  s tock  e xch ange s ,
m e m be rs  of s tock  e xch ange s  and oth e r m ark e t inte rm e diarie s
re gis te re d w ith  it. SEBI h as  no pow e rs  ove r  lis te d com panie s
.

4 Th e  re gulator s h ould adopt cle ar and
cons is te nt re gulatory proce s s e s .

Im ple m e nte d
SEBI h as  be e n give n pow e rs  to fram e  re gulations  unde r
Se ction 30 of th e  SEBI Act. Th e  re gulations  are  re q uire d to be
publis h e d in th e  Gaz e tte  of India and als o laid be fore  e ach
H ous e  of th e  Parliam e nt.

5 Th e  s taff of th e  re gulator s h ould obs e rve
th e  h igh e s t profe s s ional s tandards
including appropriate  s tandards  of
confide ntiality.

Im ple m e nte d
Code  of Conduct is  s pe cifie d in th e  Se rvice  re gulations  and
th e  s taff m e m be rs  are   re q uire d to unde rtak e  and de clare
fide lity and s e cre cy in te rm s  of th e  re gulations .

B Principle s  of Se lf - Re gulation

6 Th e  re gulatory re gim e  s h ould m ak e
appropriate  us e  of s e lf – re gulatory
organiz ations  (SROs ) th at e xe rcis e  s om e
dire ct ove rs igh t re s pons ibility for th e
re s pe ctive  are as  of com pe te nce , to th e
e xte nt appropriate  to th e  s iz e  and
com ple xity of th e  Mark e ts .

Im ple m e nte d
Unde r th e  SEBI Act, th e re  is  provis ion  for prom otion and
re gulation of SROs.
Th e s e  SROs  are  als o e m pow e re d to m ak e  rule s  and
re gulations  for th e ir m e m be rs  and for re gulating th e  conduct
of re s pe ctive  m e m be rs .

7 SROs  s h ould be  s ubje ct to th e  ove rs igh t of
th e  re gulator and s h ould obs e rve
s tandards  of fairne s s  and confide ntiality
w h e n e xe rcis ing pow e rs  and de le gate d
re s pons ibilitie s .

Im ple m e nte d
Th e s e  SROs  are  unde r th e  dire ct ove rs igh t of th e  SEBI and
SEBI is s ue s  guide line s  and dire ctions  pe riodically to e ns ure
s afe ty , inte grity and im prove m e nt of th e  m ark e t.

C Principle s  for th e  Enforce m e nt of
Se curitie s  Re gulation

8 Th e  re gulator s h ould h ave  com pre h e ns ive
ins pe ction inve s tigation and s urve illance

Im ple m e nte d
SEBI Re gulations  re lating to various  m ark e t inte rm e diarie s
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pow e rs . auth oriz e  SEBI to carry out routine  ins pe ctions  of th e ir
functions . SEBI h as  als o s e t up a Mark e t Surve illance
Divis ion to k e e p a pro active  ove rs igh t on th e  s urve illance
activitie s  of th e  s tock  e xch ange s .  SEBI h as  pow e rs  in
re s pe ct of dis cove ry and production of re cords  and
docum e nts , s um m oning and e nforcing th e  atte ndance  of
pe rs ons  and e xam ining th e m  unde r oath .

9 Th e  re gulator s h ould h ave  com pre h e ns ive
e nforce m e nt pow e rs

Partially Im ple m e nte d
Action is  tak e n on th e  bas is  of th e  re port of th e  inve s tigation
and/or of th e  e nq uiry/ adjudication office r w h o is  appointe d in
te rm s  of th e  various  SEBI Re gulations  purs uant to th e
com ple tion of th e  inve s tigation.  In re s pe ct of inte rm e diarie s ,
action is  tak e n by w ay of s us pe ns ion of bus ine s s , cance llation
of re gis tration, and is s ue  of ce ns ure /w arning.

10 Th e  re gulatory s ys te m  s h ould e ns ure  an
e ffe ctive  and cre dible  us e  of ins pe ction,
inve s tigation, s urve illance  and
e nforce m e nt pow e rs  and im ple m e ntation
of an e ffe ctive  com pliance  program .

Partially Im ple m e nte d
Som e  of th e  im portant m e as ure s  tak e n up by SEBI to e ns ure
e ffe ctive  and cre dible  us e  of inve s tigation, s urve illance
e nforce m e nt pow e rs  are  as  follow s  :
• Ris k  containm e nt m e as ure s
• Uniform  s crip s pe cific price  bands
• De ve lopm e nt of s tock  w atch  s ys te m
• Sus pe ns ion of inte rm e diarie s
• Proh ibitive  action tak e n unde r s e c 11 B of SEBI Act.

D Principle s  for Co-ope ration in
Re gulation

11 Th e  re gulator s h ould h ave  auth ority to
s h are  both  public and non-public
inform ation w ith  dom e s tic and fore ign
counte rparts .

Im ple m e nte d
SEBI s h are s  inform ation w ith  th e  Gove rnm e nt of India, Th e
Re s e rve  Bank  of India and oth e r dom e s tic re gulatory bodie s
on a pe riodic bas is  or as  and w h e n re q ue s te d.

SEBI als o s h are s  inform ation w ith  its  fore ign counte r parts  as
and w h e n re q ue s te d.

12 Re gulators  s h ould e s tablis h  inform ation
s h aring m e ch anis m s  th at s e t out w h e n and
h ow  th e y w ill s h are  both  public and non-
public inform ation w ith  th e ir dom e s tic and
fore ign counte rparts .

Partially Im ple m e nte d
A m e ch anis m  h as  be e n s e t up for s h aring inform ation w ith  th e
Gove rnm e nt and th e  Re s e rve  Bank  of India on a pe riodic
bas is .
SEBI h as  e nte re d into a Me m orandum  of Unde rs tanding w ith
Se curitie s  and Exch ange  Com m is s ion, USA for inform ation
s h aring.
SEBI als o inte nds  to s ign s im ilar MOUs  w ith  oth e r re gulatory
bodie s .

13 Th e  re gulatory s ys te m  s h ould allow  for
as s is tance  to be  provide d to fore ign
re gulators  w h o ne e d to m ak e  inq uirie s  in
th e  dis ch arge  of th e ir functions  and
e xe rcis e  of th e ir pow e rs .

Partially Im ple m e nte d
Pow e rs  of th e  re gulator to as s is t fore ign re gulators  or to e nte r
into MOUs  or oth e r co-ope ration arrange m e nts  ne e d to be
e xplicitly provide d in th e  le gis lation and for th is  ne ce s s ary
ch ange s  h ave  to be  m ade  in th e  law .

E Principle s  for Is s ue rs

14 Th e re  s h ould be  full, tim e ly and accurate
dis clos ure  of financial re s ults  and oth e r
inform ation th at is  m ate rial to inve s tors '
de cis ions .

Im ple m e nte d
As  pe r th e  lis ting agre e m e nt w ith  th e  Stock  Exch ange s , all th e
lis te d com panie s  are  re q uire d to publis h  on an annual bas is
financial s tate m e nts  audite d by an e xte rnal auditor .
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15 H olde rs  of s e curitie s  in a com pany s h ould
be  tre ate d in a fair and e q uitable  m anne r

Im ple m e nte d
Minority s h are h olde rs ' prote ction is  facilitate d th rough  SEBI
(Subs tantial Acq uis ition of Sh are s  and Tak e ove rs ),
Re gulations  , 19 9 7-  a s ubordinate  le gis lation unde r th e  SEBI
Act.

16 Accounting and auditing s tandards  s h ould
be  of a h igh  and inte rnationally acce ptable
q uality

Im ple m e nte d
As  pe r th e  lis ting agre e m e nt w ith  th e  Stock  Exch ange s , all th e
lis te d com panie s  are  re q uire d to publis h  on an annual bas is
financial s tate m e nts  audite d by an e xte rnal auditor and als o
publis h  unaudite d q uarte rly re s ults . Lis te d com panie s  are
re q uire d to pre pare  financial s tate m e nts  in accordance  w ith
th e  provis ions  of Se ction 211 of th e  Com panie s  Act, 19 56.

F Principle s  for Colle ctive  Inve s tm e nt
Sch e m e s

17 Th e  re gulatory s ys te m  s h ould s e t
s tandards  for th e  e ligibility and th e
re gulation of th os e  w h o w is h  to m ark e t or
ope rate  a colle ctive  inve s tm e nt s ch e m e .

Im ple m e nte d
Eligibility s tandards  h ave  be e n s pe cifie d in SEBI Mutual Fund
Re gulations , 19 9 6  for s pons ors  of m utual funds  e .g. ne t
w orth , pas t track  re cord

18 Th e  re gulatory s ys te m  s h ould provide  for
rule s  gove rning th e  le gal form  and
s tructure s  of colle ctive  inve s tm e nt
s ch e m e s  and th e  s e gre gation and
prote ction of clie nt as s e ts .

Im ple m e nte d
Structure  of a m utual fund h as  be e n s pe cifie d in SEBI Mutual
Fund Re gulations , 19 9 6.

19 Re gulation s h ould re q uire  dis clos ure , as
s e t forth  unde r th e  principle s  for is s ue rs ,
w h ich  is  ne ce s s ary to e valuate  th e
s uitability  of a colle ctive  inve s tm e nt
s ch e m e  for a particular inve s tor and th e
value  of th e  inve s tors  inte re s t in th e
s ch e m e .

Im ple m e nte d
Dis clos ure  s tandards  including form at of offe r docum e nt h ave
be e n s pe cifie d in SEBI Mutual Fund Re gulations , 19 9 6

20 Re gulation s h ould e ns ure  th at th e re  is  a
prope r and dis clos e d bas is  for as s e ts
valuation and th e  pricing and th e
re de m ption of units  in a colle ctive
inve s tm e nt s ch e m e .

Im ple m e nte d
Spe cific provis ions  in SEBI Mutual Fund Re gulations , 19 9 6
h ave  be e n provide d for as s e t valuation and pricing of units

G Principle s  for Mark e t Inte rm e diarie s

21 Re gulation s h ould provide  for m inim um
e ntry s tandards  for m ark e t inte rm e diarie s .

Im ple m e nte d
Th e  e ligibility crite ria h as  be e n pre s cribe d for th e
inte rm e diarie s  , w h ich  ne e d to be  fulfille d be fore  granting
re gis tration.

22 Th e re  s h ould be  initial and on going capital
and prude ntial re q uire m e nts  for m ark e t
inte rm e diarie s  th at re fle ct th e  ris k s  th at th e
inte rm e diarie s  unde rtak e .

Im ple m e nte d
Th e  e ntry norm s  for th e  inte rm e diarie s  provide  for th e  capital
claus e  as  w e ll as  th e  m ainte nance  of th e  s am e  on a
continuing bas is .

23 Mark e t inte rm e diarie s  s h ould be  re q uire d
to com ply w ith  s tandards  for inte rnal
organiz ations  and ope rational conduct th at
aim  to prote ct th e  inte re s t of clie nts ,
e ns ure  prope r m anage m e nt ris k , and
unde r w h ich  m anage m e nt of th e
inte rm e diary acce pts  prim ary re s pons ibility

Im ple m e nte d
Each  Re gulation contains  a s e parate  ch apte r on Code  of
Conduct w h ich  contains  provis ions  to prote ct th e  inte re s t of
th e  clie nts , and e ns ure  prope r m anage m e nt of ris k .
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for th e s e  m atte rs .
24 Th e re  s h ould be  proce dure s  for de aling

w ith  th e  failure  of a m ark e t inte rm e diary in
orde r to m inim iz e  dam age  and los s  to
inve s tors  and to contain s ys te m ic ris k .

Im ple m e nte d
Th e  prote ction of th e  inte re s t of th e  inve s tors  is  th e  e s s e nce
of th e  re gulation of th e  capital m ark e t by SEBI. Th is  h as  be e n
e ns ure d by th e  trade  guarante e  funds  of th e  e xch ange s  and
Inve s tor/Cus tom e r Prote ction Funds  e s tablis h e d at e ach
Stock  Exch ange s  .

H Principle s  for th e  Se condary Mark e t

25 Th e  e s tablis h m e nt of trading s ys te m s
including s e curitie s  e xch ange s  s h ould be
s ubje ct to re gulatory auth oriz ation and
ove rs igh t.

Im ple m e nte d
Th e  pow e r of juris diction ove r th e  s tock  e xch ange s  is  draw n
from  th e  provis ions  of th e  Se curitie s  Contracts  (Re gulation)
Act 19 56. Th e  e xch ange s  h ave  to s e e k  re cognition from  SEBI
unde r Se ction 4 of th e  Act be fore  th e y can com m e nce  th e ir
ope rations . SEBI h as  be e n de le gate d th e  pow e rs  to
adm inis te r th e  SC(R)A, 19 56.

26 Th e re  s h ould be  ongoing re gulatory
s upe rvis ion of e xch ange s  and trading
s ys te m s  w h ich  s h ould aim  to e ns ure  th at
th e  inte grity is  m aintaine d th rough  fair and
e q uitable  rule s  th at s trik e  an appropriate
balance  be tw e e n th e  de m ands  of diffe re nt
m ark e t participants .

Im ple m e nte d
Th e  re gulation of th e  s tock  e xch ange s  is  unde r dire ct
juris diction of SEBI. More  ove r e xch ange s  be ing an SRO,
e xe rcis e  dire ct control ove r its  m e m be r. Ove r and above
th e s e  controls , SEBI als o m anage s  th e  re gulation of th e s e
brok e rs  on th e  principle  of th e  re gulation by e xce ption.

27 Re gulation s h ould prom ote  trans pare ncy
of trading

Im ple m e nte d
All th e  s tock  e xch ange s  h ave  online  s cre e n bas e d trading.
Th is  h as  be e n m ade  as  one  of th e  e ntry norm s  for th e  s tock
e xch ange s  as  pe r th e  provis ion in th e  s e ction 4 of th e
SC(R)A, 19 56. All th e  de als  h ave  to be  e xe cute d in th e  on-
line  autom ate d price  and orde r m atch ing m e ch anis m s  of th e
s tock  e xch ange s .

28 Re gulation s h ould be  de s igne d to de te ct
and de te r m anipulation and oth e r unfair
trading practice s .

Partially Im ple m e nte d
Th is  h as  be e n im ple m e nte d th rough  SEBI (Proh ibition of
Fraudule nt and Unfair Trade  Practice s  re lating to s e curitie s
m ark e t) Re gulations  19 9 5. SEBI h as  advis e d s tock
e xch ange s  to s e t up a s oph is ticate d Stock  W atch  s ys te m ,
w h ich  ge ne rate s  on-line  re al tim e  ale rts  on s pe cifie d
param e te rs .

29 Re gulation s h ould aim  to e ns ure  th e
prope r m anage m e nt of large  e xpos ure s ,
de fault ris k  and m ark e t dis ruption.

Im ple m e nte d
Th e  am ount of e xpos ure  a m e m be r can tak e  is  dire ctly link e d
to th e  up front capital . In cas e  of e ros ion in capital, th e  s am e
is  re ple nis h e d in 24 h rs . Th e  e xpos ure  of th e  m e m be r brok e rs
of th e  e xch ange s  is  als o m onitore d by th e  e xch ange s  on a
re al tim e  bas is . Th e  e xch ange s  als o h ave  in place  s ys te m s
w h e re  th e  brok e r is  re s tricte d from  conce ntrating h is  pos ition
in a fe w  s crips .

Th e  Trade  Guarante e  Fund  of th e  e xch ange  inte rpos e s
be tw e e n th e  partie s  of th e  trans actions  and th us  e lim inate s
ris k  of counte r party failure .

30 Sys te m s  of cle aring and s e ttle m e nt of
s e curitie s  trans actions  s h ould be  s ubje ct to
re gulatory ove rs igh t, and de s igne d to
e ns ure  th at th e y are  fair, e ffe ctive  and

Im ple m e nte d
As  pe r th e  law  th e  cle aring and th e  s e ttle m e nt of trans actions
is  one  of th e  functions  of th e  e xch ange .
Th e  cle aring corporations  and th e  trade  guarante e  funds  of
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e fficie nt and th at th e y re duce  s ys te m ic
ris k .

th e  e xch ange s  guarante e  th e  ne t obligations  of th e  m e m be rs ,
re ducing counte rparty ris k . Th e  introduction of rolling
s e ttle m e nt h as  als o re duce d s ys te m ic ris k .

A constant effort is being made to strengthen the regulations and bring them on par with
the international standards.

vii. Assessment and Prospects

The capital market in India has undergone a rapid transformation.  The introduction of
internet trading, rolling settlement, abolition of par value system and entry of information
technology companies would further help the expansion of securities market.  The
reforms already introduced by the SEBI encompass a wide range of issues in the
securities market.  But there is a need for continuous efforts to bring about further
transformation and improvement in its infrastructure and microstructure so that the
market becomes safer, fair, efficient, competitive and attractive for investors, issuers and
institutions.
The SEBI’s efforts in the future will be directed to:

i. achieve complete and full implementation of corporate governance framework
ii. further strengthen the rolling settlement system
iii. further strengthen the clearing and settlement system and speed up the process of

dematerialisation and dematerialised trading
iv. set up a risk management group to further refine the existing margining system

with a view to reducing the transaction cost without affecting the safety and
addressing the risk arising from market volatility

v. encourage wider use of internet for trading and other activities in the securities
market

vi. continue efforts for bringing uniform by-laws for stock exchanges
vii. increase the role of venture capital funds
viii. strengthen the process of book-building
ix. enhance the role of market making
x. implement derivative trading on the exchanges
xi. continue upgrading and widening the disclosure norms for the protection of the

investors
xii. strengthen the surveillance and monitoring system at the exchanges
xiii. develop programme for investor education to enhance the awareness of securities

market
xiv. measures to strengthen links with stock exchanges and regulatory authorities in

foreign countries
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PART II

REVIEW OF THE TRENDS AND WORKING OF THE SECURITIES
MARKETS

A] PRIMARY SECURITIES MARKET

Capital raised during 1999-2000

During the financial year 1999-2000, investment activity in the primary market acquired
fresh momentum as the total funds mobilised increased by about 40 per cent during this
year as compared to a rise of 22 per cent during 1998-99. In absolute terms, the total
funds mobilised through 93 issues rose to Rs.7,817 crore during 1999-2000 from
Rs.5,586 crore through 58 issues during the previous year.  There was a significant rise of
the share of rights isssues compared with the previous year. While during 1998-99, rights
issues reported a decline over the previous year by 67 per cent, in 1999-2000, they
recorded an exponential growth nearly 175 per cent over the previous year. The public
and rights issues contributed 80 per cent and 20 per cent, respectively, of the total capital
raised as against 90 per cent and 10 per cent, respectively in 1998-99.  There was
therefore a higher resource mobilisation by the companies from their existing
shareholders largely on the basis of their quality of results and profit performance and
market capitalisation.  There has been a decline in average size of an issue in the year
under review due to issues of small size by engineering, textiles, food processing and
information technology companies.  The share of banks and financial institutions in total
resources raised declined to about 52 per cent during 1999-2000 from 84.8 per cent
during the previous year, indicating an increase in direct intermediation between the users
and savers and fall in intermediation of banks and financial institutions. An equally
important development was the mobilisation of resources by the new economy stocks,
especially by the information technology sector, which alone had a share of more than 20
per cent in the total funds mobilised.  Several factors enumerated below have contributed
and accelerated the growth of primary investment.

1. Real economic variables have impact on the investment activity in the primary
market.  The recovery in industrial growth during 1999-2000 and exhausting
production capacities in the industry have been necessitating further expansion of
industrial capacities thereby inducing the companies to mobilise resources for further
investment in future.  Thus, the year of 2000-01 may see the impact of this trend on
demand for capital goods.

2. The buoyancy of the secondary market leading to all-round rise  in share prices,
induced the investors to put higher amount of their saving in investment in the
primary market.

3. The fiscal incentives given to investors in schemes of mutual funds and reduction in
capital gains tax attracted investors in the primary market.  The mutual funds have
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been the bulk investor in equity shares during 1999-2000.  Relaxation in the
requirement of 25 per cent of issue of a company to the public to 10 per cent for
knowledge based companies, fiscal incentives by the Government resulted in spurt in
issue activity of these companies sharing more than 20 per cent of capital compared
to just 3 per cent during the previous year.

4. On-going process of improving the quality of issues and tightening of norms relating
to merchant bankers and CRAs probably created more confidence in the investors.

Table 2.1: Capital Raised During 1999-2000  (Rs Crore)
 No. of Is s ue s  and Am ount Pe rce ntage  Incre as e /De cre as e

Ove r th e  Pre vious  Ye ar
19 9 7-9 8 19 9 8-9 9 19 9 9 -2000 19 9 7-9 8 19 9 8-9 9 19 9 9 -2000

No. Am ount No. Am ount No. Am ount
Public 62 2,861.9 5

(62.63)
32 5,018.9 0

(89 .84)
65 6,256.51

(80.04)
-75.2 75.4 24.66

Righ ts 49 1,708.01
(37.37)

26 567.56
(10.16)

28 1,560.24
(19 .9 6)

-37.2 -66.8 174.9 0

Total 111 4,569 .9 6
(100.00)

58 5,586.46
(100.00)

9 3 7,816.75
(100.00)

-67.9 22.2 39 .9 2

Figure s  in brack e ts  are  pe rce ntage  s h are  to total capital rais e d
Source : SEBI

Of the 93 issues during 1999-2000, 28 were rights issues which entered the market for
raising Rs.1,560 crore while during 1998-99, 26 issues out of 58 issues were rights issues
for Rs.567crore.  In all, 65 public issues entered the market for raising Rs.6,256 crore
during 1999-2000 while during 1998-99, 32 public issues raised Rs.5,019 crore.  In terms
of percentage increase, public issues were higher by about 25 per cent whereas rights
issues nearly tripled from Rs.567 crore during 1998-99 to Rs.1560 crore (an increase of
175 per cent) during the year under review.  Exponential growth in the amount raised
through rights issues thus resulted in a rise of the share of rights issues from 10per cent to
20 per cent reflecting that the issuers are increasingly relying on their existing
shareholders to meet requirement of additional capital for growth or diversification of
their business activities (Table 2.1).

Graph 2.1: Capital raised through public & right issues
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Month-wise trends in capital mobilisation

Analysis of monthly data on capital mobilisation through offer documents filed with the
SEBI, during 1999-2000 reveals that more than half of the capital was raised during the
second half of the year.  The bulk of the capital was raised during July, September and
October-1999 and February-2000 (Table 2.2).

Table 2.2 : Month-wise Capital Raised during 1999-2000   (Rs. crore)
19 9 9 -2000 19 9 8-9 9

Month No. of
Is s ue s

Am ount Avg. Am t.
Pe r Is s ue

No. of
Is s ue s

Am ount Avg. Am t.
Pe r Is s ue

April 2 9 0.18 45.09 4 409 .33 102.33
May 1 300.00 300.00 4 9 7.10 24.28
June 8 146.78 18.35 5 100.39 20.08
July 6 1,274.52 212.42 6 365.52 60.9 2
Augus t 6 381.68 63.61 4 333.08 83.27
Se pte m be r 11 9 28.71 84.43 9 9 73.51 108.17
Octobe r 8 615.17 76.9 0 2 409 .84 204.9 2
Nove m be r 6 1,353.19 225.53 1 2.00 2.00
De ce m be r 12 632.41 52.70 6 1,237.83 206.31
January 8 132.36 16.55 3 346.9 8 115.66
Fe bruary 14 1,433.9 8 102.43 7 870.9 3 124.42
March 11 527.76 47.9 8 7 439 .9 5 62.85
Total 9 3 7,816.75 84.05 58 5,586.46 9 6.32
* Month ly Ave rage
Source : SEBI

Trends in clearance of offer documents

While offer documents indicate the intentions for future investment and outlook for
growth, the actual amount and number of issues cleared by the SEBI would reveal the
likelihood and possibility of actual investment in future by the corporates.  Even the
mobilisation of resources by the financial institutions, though not direct users of
resources, indicate future prospects of investment demand projected by them.   Thus
during 1999-2000, 165 offer documents were received for raising Rs.8,967 crore and 125
documents were cleared for Rs.12,025 crore as compared to 60 documents received for
Rs.4,802 crore and 55 offer documents cleared for Rs.1,803 crore, respectively, during
1998-99. The high increase in the amount cleared by the SEBI for issues indicates that
investment activity in the primary market would further improve during the year 2000-
2001 (Table 2.3)
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Table No.2.3 : Status of Offer Documents  (Rs Crore)
Offe r Docum e nts No. of Is s ue s  and Am ount Pe rce ntage  Incre as e /De cre as e

ove r th e  Pre vious  Ye ar
19 9 7 – 9 8 19 9 8 – 9 9 19 9 9 -2000 19 9 8 - 9 9 19 9 9 -2000

No. Am ount No. Am ount No. Am ount
Re ce ive d 114 12,500.56 60 4,802.17 165 8,9 67.01 -61.59 86.73
Cle are d 103 11,706.71 55 1,802.75 125 12,025.58 -84.41 567.06
*  Docum e nts  re ce ive d but not com ple te d m andatory filing pe riod h ave  be e n e xclude d unde r th e  colum n

docum e nts  cle are d.
Source  :  SEBI

Trends in size and composition of issues

The year of 1999-2000 showed divergent trends in size of issues entering the market as
compared to the last year.  The number of large issues during the current year under
review was higher at 19 for mobilising Rs.6,034 crore as compared to 11 issues during
the previous year for Rs.4,611crore.  The FI’s which were major issuers in this segment
accounted for 65 per cent during the current financial year as compared to a higher share
of 96 per cent during the previous year.  This decline was possible due to entry of 7
corporate issues mobilising nearly 35 per cent of the total capital during 1999-2000. Of
the 19 mega issues, 8 were equity issues for Rs.2,884 crore or 48 per cent of the total
amount raised during the year under review as compared to 1 equity issue of Rs.161 crore
or just 3.5 per cent during the previous year.  It is noticed that on an average, the size of
amount per issue declined from Rs.419 crore during 1998-99 to Rs.317 crore during the
current year under review due to issues of relatively lower size by corporates than those
by the financial institutions.

Of the FIs, ICICI collected Rs.2,375 crore followed by the IDBI at Rs.1,050 crore.
Among the banks, only Syndicate Bank issued one mega issue and mobilised Rs.125
crore (Table 2.4).
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Table 2.4 : Large Issues during 1999-2000  (Rs Crore)
Nam e  of th e  Com pany Type  of

Is s ue
Type  of
Ins tru.

Is s ue
Opng. Date

Offe r Size

ICICI Ltd. Public Bonds 14/05/9 9 300.00
ICICI Ltd. Public Bonds 19 /07/9 9 300.00
Th e  As s ociate d Ce m e nt Com panie s  Ltd. Righ ts Eq uity 07/07/9 9 187.86
IDBI Ltd. Public Bonds 27/07/9 9 750.00
ICICI Ltd. Public Bonds 14/08/9 9 200.00
ICICI Ltd. Public Eq uity 09 /09 /9 9 275.21
H ugh e s  Softw are  Sys te m s  Ltd Public Eq uity 22/09 /9 9 275.63
Sie m e ns  Lim ite d Righ ts Eq uity 30/09 /9 9 141.9 9
ICICI Ltd. Public Bonds 15/10/9 9 300.00
Syndicate  Bank Public Eq uity 25/10/9 9 125.00
ICICI Ltd. Public Bonds 15/11/9 9 300.00
H CL Cons ulting Ltd Public Eq uity 16/11/9 9 823.60
H e nk e l Spic India Ltd Righ ts Eq uity 22/11/9 9 166.12
IFCI Ltd Righ ts Eq uity 23/12/9 9 352.30
Sh re e  Ram a Multi-te ch Public Eq uity 4/2/2000 163.77
ICICI Ltd. Public Bonds 7/2/2000 300.00
Cadila H e alth care  Ltd. Public Eq uity 28/2/2000 372.15
IDBI Ltd. Public Bonds 25/2/2000 300.00
ICICI  Ltd. Public Bonds   17/3/2000     400.00
Total 6,033.64
Source :  SEBI

Table 2.5: Size-wise Distribution of Issues
   (Rs. crore)

No. of Is s ue s  and Am ount Pe rce ntage  Sh are  in Total
19 9 9 -2000 19 9 8-9 9 19 9 9 -2000 19 9 8-9 9

No. Am t. No. Am t.
<5 cr. 19 52.52 15 34.87 0.67 0.62
=>5cr.<10cr. 15 105.11 9 63.05 1.34 1.13
=>10cr<50cr. 26 629 .02 14 29 6.46 8.05 5.31
=>50cr. <100cr. 14 9 9 6.46 9 581.24 12.75 10.40
=>100cr.  <500cr. 17 4,460.04 8 2,360.84 57.06 42.26
=>500 crore . 2 1,573.60 3 2,250.00 20.13 40.28
Total 9 3 7816.75 58 5586.46 100.00 100.00
Source  : SEBI
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Table 2.6 : Type of Issues and Amount
Raised:  Month-wise (Rs. Crore)
Month  / Type  of
Is s ue s 19 9 8-9 9 19 9 9 -2000

No. Am ount No. Am ount
April 04 409 .33 2 9 0.19
Pub. 02 335.84 0 0.00
Rig. 02 73.49 2 9 0.19
May 04 9 7.10 1 300.00
Pub. 03 9 5.58 1 300.00
Rig. 01 1.52 0 0.00
June 05 100.39 8 146.78
Pub. 05 100.39 4 56.17
Rig. 00 0.00 4 9 0.61
July 06 365.52 6 1,274.52
Pub. 01 300.00 4 1,064.16
Rig. 05 65.52 2 210.36
Augus t 04 333.08 6 381.68
Pub. 01 300.00 4 29 7.67
Rig. 03 33.08 2 84.01
Se pte m be r 09 9 73.51 11 9 28.71
Pub. 06 9 11.9 5 8 746.77
Rig. 03 61.56 3 181.9 4
Octobe r 02 409 .84 8 615.17
Pub. 01 400.00 6 540.89
Rig. 01 9 .84 2 74.28
Nove m be r 01 02.00 6 1,353.19
Pub. 00 0.00 4 1,140.10
Rig. 01 2.00 2 213.09
De ce m be r 06 1,237.83 12 632.41
Pub. 04 1,075.05 7 19 3.71
Rig. 02 162.78 5 438.70
January 03 346.9 8 8 132.36
Pub. 02 306.18 5 73.37
Rig. 01 40.80 3 59 .00
Fe bruary 07 870.9 3 14 1,433.9 8
Pub. 04 837.13 12 1,320.27
Rig. 03 33.80 2 113.71
March 07 439 .9 5 11 527.76
Pub. 03 356.78 10 523.41
Rig. 04 83.17 1 4.35
Total 58 5,586.46 9 3 7,816.75
Source  : SEBI
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Trends in listed and IPO issues

During 1999-2000, the listed companies mobilised Rs.5,098 crore through 42 issues as
compared with Rs.5,182 crore mobilised through 40 issues during 1998-99 registering a
marginal decline of nearly 2 per cent. However, there was a marked increase in the
number of IPOs during 1999-2000 to 51 from 18 IPOs issues during 1998-99.  In terms
of amount, IPOs mobilised Rs.2,719 crore during 1999-2000 as compared to an amount
of Rs.404 crore during 1998-99.

The rapid increase in IPOs and their successful subscription indicate the restored
willingness and confidence of investors to invest in new companies especially in the
knowledge based industries particularly in information technology and healthcare
companies which came to the market in a big way. This is also a world wide trend. As
expected, the average size of an issue of IPO was Rs.53 crore, smaller than the average
size of Rs.121 crore for listed companies during 1999-2000 because of a larger number of
small size new companies entering the market. In terms of percentage, IPOs accounted
for 35 per cent during 1999-2000 as compared to a share of 7 per cent during 1998-99.
Rise in the share of IPOs is a testimony to the fact that investment pattern is changing
towards young entrepreneurs with new concepts and latest technology.  The entry of new
companies with IPOs on an accelerated rate would provide fresh equity for trading in the
secondary market (Table 2.7).

Table 2.7: Listed and IPO Issues (Rs Crore)
No. and Am ount Pe rce ntage  Incre as e  /

De cre as e  O ve r Pre vious  Ye ar
19 9 9 -2000 19 9 8-19 9 9 19 9 7-9 8 19 9 9 -2000 19 9 8-19 9 9

No. Am t. No. Am t. No. Am t.
Lis te d 42 5,09 7.71

(65.22)
40 5,182.25

(9 2.76)
59 3,522.43

(77.08)
-1.63 47.12

IPOs 51 2,719 .04
(34.78)

18 404.21
(7.24)

52 1,047.52
(22.9 2)

572.68 -61.41

Total 9 3 7,816.75
(100.00)

58 5,586.46
(100.00)

111 4,569 .9 5
(100)

Source  : SEBI



Page 72 of 17165

Graph 2.2: Listed and IPO Issues during 1999-2000

Sector-wise analysis of capital mobilisation

As observed in the last year’s Report, during 1999-2000 also, private sector companies
were on top in mobilising the resources. A total amount of Rs.7,603 crore through 90
issues was mobilised by the companies in the private sector during 1990-2000 which
formed 97 per cent of total capital mobilised as compared to Rs.5,483 crore through 55
issues accounting for 98 per cent during 1998-99.  Joint sector floated only one issue of
Rs.14 crore, whereas public sector raised Rs.200 crore through 2 issues during 1999-2000
as against 2 issues for Rs.33 crore by the joint sector and 1 issue for Rs.70 crore by the
public sector during 1998-99. The resource mobilisation was primarily dominated by the
private sector (Table 2.8).

Table 2.8: Sector-wise Break-up Capital raised       (Rs Crore)
Se ctor No. of Is s ue s  and Am ount Pe rce ntage  Sh are  in Total

19 9 9 -2000 19 9 8-19 9 9 19 9 9 -2000 19 9 8-19 9 9
No. Am t. No. Am t.

Private 9 0 7,602.69 55 5,483.14 9 7.26 9 8.15
Joint 1 14.06 2 33.02 0.18 0.59
Public 2 200.00 1 70.30 2.56 1.26
Total 9 3 7816.75 58 5586.46 100.00 100.00
Source :  SEBI
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Graph 2.3 :  Sector-wise Capital Raised

Appraisal of issues and their trends

Issue appraising business has shown declining trend over the recent years.  During 1997-
98, 34 out of 111 issues forming 30 per cent of total issues were appraised and 77 were
not appraised.  In 1998-99, the share of number of appraised issues declined to 26 per
cent.  In terms of numbers only 15 issues were appraised out of 58 issues and 43 issues
were not appraised.  During 1999-2000, in terms of numbers of issues only 16.1 per cent
of issues were appraised and 84 percent issues were unappraised or they did not require
any appraisal.  Thus less and less number of issues need appraisal possibly due to
improvement in their disclosures, transparency and performance.  The lesser need for
appraisal is the result of efforts, which have been taken by the SEBI in continuously
introducing disclosure norms.  It is expected that application of corporate governance
guidelines issued by the SEBI and accounting norms prescribed by the SEBI as per the
international standard, will further improve the quality of issues (Table 2.9).

Table 2.9: Classification of Issues into Appraised/Unappraised  (Rs Crore)
Se ctor Pe rce ntage  Sh are  in

Total Am ount
19 9 9 -2000 19 9 8-19 9 9 19 9 9 -2000 19 9 8-9 9

No. Am t No. Am t
Apprais e d 15 315.32 15 369 .9 7 4.03 6.62
Unapprais e d 78 7,501.43 43 5,216.49 9 5.9 7 9 3.38
Total 9 3 7,816.75 58 5,586.46 100.00 100.00
Source :  SEBI
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Firm allotment of institutional investors

The amounts allotted on the basis of firm allotment / reservation totaled Rs.202 crore
during 1999-2000 compared with Rs.142 crore during the previous year.  Of the total
capital raised through firm allotment, during 1999-2000, NRIs got the highest share of
Rs.75 crore followed by promoters with Rs.48 crore, employees with Rs.34 crore, others
with Rs.16 crore, FIs with Rs.16 crore and mutual funds with Rs.11 crore.  The FIIs
raised only about Rs.1crore, whereas money market funds could not mobilise any
amount.  During 1998-99, on the other hand, the highest share went to promoters with
Rs.58 crore, followed by the NRIs with Rs.33.83 crore and FIIs with Rs.22.86 crore
(Table 2.10).

Table 2.10:  Details of Firm Allotment (Rs. Crore)
19 9 9 -2000 19 9 8-9 9

 No. Cate gory No. Am ount Pe rce ntage  to
Total

No. Am ount Pe rce ntage  to
Total

1 NRIs 9 75.51 37.36 7 33.83 23.72
2 MFs 8 11.14 5.51 4 9 .01 6.32
3 Fis 7 15.71 7.77 4 22.86 16.03
4 FIIs 3 1.28 0.63 1 0.75 0.53
5 MM 0 0.00 0.00 1 0.13 0.09
6 Oth e rs 6 16.11 7.9 7 1 7.20 5.05
7 Em ploye e s 17 34.42 17.03 6 10.22 7.17
8 Prom ote rs 24 47.9 3 23.72 9 58.60 41.09

Total 202.10 100.00 142.60 100.00
Source  :  SEBI

Industry-wise analysis of resource mobilisation

Industry-wise breakup of capital raised in 1999-2000 reveals directional change in the
industrial diversification and its growth in the country and perceptions of the
entrepreneurs of future challenges. It is of utmost importance to see that global
development has impacted the structure of industry.  Global demand for Indian software
technology has brought change in investment pattern in the country.   It also indicates the
priorities and allocation of resources on the basis of market forces and efficiency
consideration. As during the past few years and during 1999-2000 also, the banks and FIs
continued to lead in resource mobilisation at Rs.4,038 crore through 15 issues or 52 per
cent of the total capital raised compared to a share of 84.8 per cent during the previous
year. It is further observed that the top five industries namely banking/FIs, information
technology, health care, cement and construction and electronics together mobilised
Rs.6,710 crore during 1999-2000.  A feature of resource mobilisation among them is that
share of banks and FIs declined and that of companies relating to real sector increased in
comparison to the position in 1998-99.  This change reflects higher level of
disintermediation in financing the industry, which in turn implies reduction in cost of
finance and better performance of industry to qualify for higher level of resources from
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the market based on assessment of investors and market forces.  Industry-wise details
provide that following banks/FI, information and technology industry was on top
mobilising Rs.1,547crore (20 per cent) followed by health care with Rs.575 crore (7per
cent), cement and construction Rs.337 crore (4per cent), electronics Rs.213 crore (3 per
cent), chemicals Rs.181crore (2 per cent), entertainment industry Rs.129 crore (2 per
cent) and packaging Rs164 crore (2 per cent).  Telecom and power also entered market
each with 1 issue of Rs.15 crore and Rs.75 crore, respectively.  Other industries shared
less than 1 per cent. The knowledge based industries have made their presence felt
effectively and could dominate the primary market during the forthcoming years.  The
mushrooming growth of issues by new economy companies however, warrants
continuous watch on their transactions and functions.  Similarly, venture capital
companies which are likely to enter the market in future, will need to be closely watched
by the SEBI (Table 2.11).

Table 2.11: Industry-wise Capital Raised     (Rs. Crore)
No. of Is s ue s  and Am ount Pe rce ntage  Sh are  in

Total
Indus try 19 9 9 -2000 19 9 8-9 9 19 9 9 -2000 19 9 8-9 9

No. Am ountNo. Am ount
Bank ing/FIs 15 4,038.55 15 4,738.00 51.67 84.81
Ce m e nt &
Cons t.

3 336.87 4 19 9 .02 4.31 3.56

Ch e m ical 4 181.33 2 36.50 2.32 0.65
Ele ctronic 3 212.66 4 203.77 2.72 3.65
Engine e ring 2 10.13 6 26.54 0.13 0.48
Ente rtainm e nt 2 128.85 0 0.00 1.65 0.00
Finance 3 124.28 8 75.29 1.59 1.35
Food
Proce s s ing

3 70.58 2 21.10 0.9 0 0.38

H e alth  Care 7 575.36 0 0.00 7.36 0.00
Info. Te ch . 36 1,547.01 5 46.9 2 19 .79 0.84
Me tal 0 0.00 2 3.51 0.00 0.06
Mining 0 0.00 1 20.40 0.00 0.37
Mis c. 6 223.61 3 27.02 2.86 0.48
Pack aging 1 163.77 0 0.0 2.10 0.00
Pape r &  Pulp 1 14.06 0 0.00 0.18 0.00
Plas tic 1 7.00 0 0.00 0.09 0.00
Pow e r 1 15.00 1 13.10 0.19 0.23
Te le com . 1 75.00 0 0.00 0.9 6 0.00
Te xtile 4 9 2.69 4 121.54 1.19 2.18
Trans port 0 0.00 1 53.75 0.00 0.9 6
Total 9 3 7,816.75 58 5,586.46 100.00 100.00
Source  :  SEBI
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Graph 2.4    : Industry-wise capital raised

In all, 4 banks and 3 FIs mobilised Rs.261 crore and Rs.3,778 crore respectively.  While
4 banks namely Centurion Bank Ltd., Bank of Rajasthan, Syndicate Bank and Times
Bank came out with equity issues probably to meet their equity capital requirement,
ICICI came out with 6 bond issue and one equity issue.  The IFCI made one rights issue
(Table 2.12).

Table 2.12 :  Details of Funds Mobilised by the Banks and FIs (Rs. Crore)
Nam e  of th e  Bank /FI Ins tr. Type  of Is s ue Offe r s iz e
Ce nturion Bank  Lim ite d Eq uity Public 33.75
IFCI Lim ite d Eq uity Righ ts 352.31
IDBI Bond Public 750.00
IDBI Bond Public 300.00
ICICI Bond Public 300.00
ICICI Bond Public 200.00
ICICI Bond Public 300.00
ICICI Bond Public 300.00
ICICI Bond Public 300.00
ICICI Bond Public 300.00
ICICI Bond Public 400.00
ICICI Eq uity Public 275.21
Syndicate  Bank Eq uity Public 125.00
Th e  Bank  of Rajas th an Lim ite d Eq uity Righ ts 67.28
Tim e s  Bank  Lim ite d Eq uity Public 35.00
Total 4,038.55
Source : SEBI
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Region-wise analysis of capital mobilisation

As regards region-wise mobilisation of capital, the Western region raised the highest
amount (Rs.5,234 crore or 67 per cent) followed by Northern region (Rs.1,900 crore or
24 per cent), Southern region (Rs.577 crore or 7 per cent) and the Eastern region (Rs.105
crore or 1per cent).   The region-wise distribution is determined by the extent of industrial
development (Table 2.13).

Table 2.13: Region-wise Distribution of Capital Raised (Rs. Crore)
Se ctor No. of Is s ue s  and Am ount Pe rce ntage  Sh are

19 9 9 -2000 19 9 8-19 9 9 19 9 9 -2000 19 9 8-19 9 9
No. Am t. No. Am t.

North e rn 13 1,89 9 .9 6 10 171.25 24.31 3.07
Eas te rn 7 105.55 10 265.52 1.35 4.75
W e s te rn 46 5,234.58 29 4,856.27 66.9 7 86.9 3
South e rn 27 576.66 9 29 3.42 7.38 5.25
Total 9 3 7,816.75 58 5,586.46 100.00 100.00
Source :  SEBI

Graph 2.5 : Region-wise Distribution of Capital Raised

Instrument-wise analysis of capital raised

Instrument-wise breakup shows investors’ preference for different types of instruments
available in the primary market.  During 1999-2000, the equity issues were on top at
Rs.4,566 crore  (58 per cent) as compared to Rs.857 crore (15 per cent) during 1998-99.
Details of equity issues reveal that premium issues have been receiving attention of
investors accounting for nearly half (48 per cent) of the total amount as compared to par
issues amounting to Rs.786 crore (about 10 per cent) during the year under review.
During 1998-99, while equity premium was Rs. 660 crore (12 per cent), the equity
without premium at Rs. 197.04 crore contributed only 4 per cent.  Meanwhile bonds too
contributed a substantial share at 41 per cent during 1999-2000 as against a share of
around 80 per cent in 1998-99.  There was only one fully convertible debenture and one
partially convertible debenture issued for Rs.21 crore, and Rs.30 crore, respectively
during 1999-2000.  During 1998-99, the corporate issued 5 fully convertible debentures
for Rs 187 crore.  The analysis thus suggests that corporate financing is going through
structural change.  Financing through debt is substituting the equity financing probably
encouraged by the comparative cost advantage (Table 2.14).
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Table 2.14: Instrument-wise Break-up of Capital Raised  (Rs.Crore)
Ins trum e nts No. of is s ue s  &  Am ount Pe rce ntage  s h are  in total

19 9 9 -2000 19 9 8-19 9 9 19 9 9 -2000 19 9 8-19 9 9
No. Am t. No. Am t.

Eq uity – par 30 786.18 20 19 7.04 10.06 3.53
          - pre m ium 52 3,779 .79 20 659 .80 48.36 11.81
CCPS 0 0.00 3 78.01 0.00 1.40
OCCPS 0 0.00 1 14.87 0.00 0.27
F CD s 1 20.78 5 186.74 0.27 3.34
P CD s 1 30.00 0 0.00 0.38 0.00
Bonds 10 3,200.00 10 4,450.00 40.9 4 79 .66
Oth e rs 0 0.00 0 0.00 0.00 0.00
Total 9 4 7,816.75 59 5,586.46 100.00 100.00
Source :  SEBI

Underwriting of issues

During the year under review, underwriting activity increased substantially probably due
to large number of issues of IPOs.   Thus in 1999-2000, 18 issues were underwritten for
Rs.2,257crore and 47 issues for Rs.4,000 crore were not underwritten as compared to 7
issues underwritten for Rs.227 crore and 25 issues not underwritten for Rs.4,791crore,
respectively, during 1998-99.  Of the total amount of Rs.6,257 crore, the underwritten
amount constituted 36 per cent in 1999-2000 as compared to a meagre 5 per cent in the
previous financial year (Table 2.15).

Table 2.15 : Amounts Underwritten / Not Underwritten (Rs. crore)
Public Is s ue s No. of Is s ue s  and Am ount Pe rce ntage  Sh are  in Total

 19 9 9 -2000 19 9 8-19 9 9  19 9 9 -2000 19 9 8-19 9 9
No. Am t. No. Am t.

Unde rw ritte n 18 2,257.01 7 227.53 36.07 4.53
Not unde rw ritte n 47 3,9 9 9 .50 25 4,79 1.37 63.9 3 9 5.47
Total 65 6,256.51 32 5,018.9 0 100.00 100.00
Source :  SEBI

Subscription of primary issues

During 1999-2000 of 65 public issues for which data are available, 12 issues were
subscribed less than twice and 12 issues were subscribed more than twice and less
than 5 times.  It is interesting to note that 7 issues were subscribed more than 100
times and 10 issues were subscribed more than 50 times and less than 100 times.
Thus over subscription was on the high side during 1999-2000 than that during 1998-
99 (Table 2.16).
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Table 2.16: Subscription of Issues During 1999-2000
and 1998-99

19 9 9 -2000 19 9 8-19 9 9
<=2 Tim e s : 12 <=2 Tim e s  : 24
>2 <=5 Tim e s : 12 >2 <=5 Tim e s : 05
>5  <=10 Tim e s : 07 >5  <=10 Tim e s : 00
>10 <=20 Tim e s : 05 >10 <=20 Tim e s : 00
>20 <=50 Tim e s : 12 >20 <=50 Tim e s : 02
>50 <=100 Tim e s : 10 >50 <=100 Tim e s : 00
>100 Tim e s : 07 >100 Tim e s : 00
Source  :  SEBI

B] SECONDARY SECURITIES MARKET

Price behaviour in the secondary securities market during 1999-2000

The year 1999-2000 was marked by a smart recovery and strong spurt in equity prices.
During the larger part of the year, the equity market registered upward movement.  The
BSE Sensex on point to point basis recorded a growth of 34 per cent from 3739 as on
March 31, 1999 to 5001 as on March 31, 2000.  The BSE-100 (Natex) also shot up by 76
per cent from 1651 to 2902 during the same period.  On the other hand, S&PCNX Nifty
increased by 42 per cent. During 1997-98 and 1998-99 BSE Sensex, BSE 100 and NSE
50 all had shown downward trend for most of the part of these two years.  The rise in the
equity prices did not confine only to blue chip companies but the scrips in Group B also
participated in the rally on number of occasions. The industries, which were the top
performer included information technology and pharmaceuticals (Table 2.17).

Table 2.17: Movement of Various Share Indices
Inde x 31-Mar-9 9 31-Mar-00 19 9 8-9 9 * 19 9 9 -2000*
BSE Se ns e x 3739 .9 6 5001.28 -3.9 2 33.7
BSE 100 1651.37 29 02.20 -2.69 75.7
NSE 50 1078.05 1528.45 -3.47 41.8
S& P CNX 500 758.25 1322.9 0 5.9 7 74.46
BSE Dolle x 149 .11 237.86 6.07 59 .50
*  Pe rce ntage  incre as e /de cre as e  ove r th e  pre vious  ye ar.
Source :  SEBI

The performance of stocks prices was not linear during the year as shown by the
movement of daily indices.  In the beginning of year under review, the BSE Sensex was
in the grip of bearish phase following the presentation of the Union Budget 1999-2000
presented at the end of February 1999.  The BSE Sensex which stood at 3686 as on April
1, 1999 gradually dipped to 3272 by April 28, 1999 on account of massive selling
pressure by the market operators due to the neutrality of Union Budget to stock market,
followed by a pickup which continued till May 1999 and closed at  4123 on May 19,
2000.  The market came under pressure, which was reflected in deceleration of the share
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prices and somewhat erratic movement.  It was only from the middle of June 1999 the
stocks market regained appreciation. The BSE Sensex moved northward from 4125 as on
June 17, 1999 to 4728 on July 22, 1999 possibly due to increase in net investment by
FIIs.  The stock prices though reflected firming up trends thereafter but were in the high
phase of bullishness only from January 2000 when the BSE Sensex touched 5375 as on
January 3, 2000.   The Sensex continued to push upwards and touched the highest level of
the year at 5933 as on February 11, 2000 and thereafter it started sliding down slowly and
reached  5000 as on March 31, 2000.  The spurt in stock prices was to some extent
assisted by massive inflow of funds by FIIs and mutual funds.  FIIs’ net investment in
January and February, 2000 was of the order of US $ 750 million. Downward movement
of Sensex which ruled through the month of March was because of poor market
sentiments following the Union Budget 2000-01 bearing a neutrality to market.  The
S&PCNX Nifty movement also reflected the same pattern during the year.

Graph 2.6  :   Movement of BSE  Sensex

Analysis of shares indices on monthly average basis shows gains in the first seven
months of the year rising from 3449 in April 1999 to 4835in October 1999 at the rate of
40 per cent and a dip in November 2000 to 4588.  The fall in November 1999 was
reversed with robust growth to 4802 in December 1999.  The equity market since then
did not look back for the remaining part of the financial year and continued to gain new
heights till it reached 5650 by February 2000 before sliding to 5261.77 in March 2000.
The monthly index movement of the S&P CNX Nifty almost presented the same
behaviour.  During the month of November 1999, the fall in Sensex as well as S&P CNX
Nifty and other indices occurred inspite of large net purchases by FIIs.  The net
investment of FIIs during November was US$ 299 million as against a disinvestment of
US$ 140 million in October 1999.  In March 2000, also there was a deceleration in the
equity prices as Sensex fell from 5650 in February 2000 to 5261in March 2000. Similarly
S&PCNX Nifty also dipped from 1686 to 1605.  The analysis of monthly averages of
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of FIIs and mutual funds, equity prices suffered decline indicating that there are other
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players who also influence the trend in the equity prices.  It would be interesting to note
that often stock prices exhibit unpredictable movement due to entry and exit of new
individual investors and small institutions in the market.  The population of small
investors has shown marked increase during the recent past.  These investors after having
reversal during 1996-97 to 1998-99, are again returning to the market to invest on short-
term basis most probably to book profits and avoid risk on medium term investment
(Table 2.18).

Table 2.18: Stock Market Indicators During 1999-2000 : Monthly Trends
(Rs. Crore)

Month
/Ye ar

Inde x* Price  to
Book  Ratio*

Price  to
Earnings
Ratio *

Ave rage  Daily
Turnove r

(Rs . Crore  )

Mark e t-
capitalis ation
**(Rs .Crore )

Se ns e x Nifty Nate x Se ns e x Nate x Se ns e x Nate x NSE BSE NSE BSE+
19 9 9
April 3449 .77 9 9 4.27 1506.84 2.55 1.79 13.77 12.9 9 1,79 7 1,421.20 4,45,380 4,88,229
May 3880.37 1109 .55 1682.65 2.9 1 2.03 15.76 14.70 2,39 3 1,725.48 5,03,9 11 5,60,9 65
June 4066.84 1165.01 1755.07 3.06 2.10 16.53 15.35 1,840 1,510.88 5,29 ,468 5,84,788
July 4526.25 129 5.3 19 60.83 3.40 2.36 18.40 17.15 2,521 2,119 .9 6 5,9 3,651 6,48,9 32
Augus t 4662.84 1343.73 2075.59 3.47 2.57 19 .87 20.88 2,441 2,272.59 6,68,187 7,10,9 56
Se pte m be r 4724.9 6 1384.80 2156.82 3.48 2.67 20.41 22.63 2,660 2,217.9 8 6,86,740 7,04,568
Octobe r 4835.47 1434.26 2272.13 3.56 2.74 21.01 24.12 3,439 2,884.9 4 6,70,062 6,73,462
Nove m be r 4588.53 1364.81 2161.39 3.32 2.67 19 .9 9 23.35 3,159 2,455.9 5 7,26,419 7,09 ,613
De ce m be r 4802.02 1480.45 2429 .71 3.45 3.05 20.9 1 26.80 4,481 3,565.79 8,52,9 85 8,03,353
2000
January 5407.14 1607.80 2822.05 3.83 3.53 23.34 31.56 4,29 7 3,658.21 9 ,51,712 9 ,27,383
Fe bruary 5650.66 1686.58 339 4.88 3.9 8 4.23 24.32 38.47 5,652 4,849 .62 10,69 ,770 10,29 ,257
March 5261.77 1605.66 3109 .03 3.71 3.88 22.69 34.9 4 5,028 4,050.64 10,20,426 9 ,12,842
* Month ly Ave rage s  of clos ing value s   ** As  on th e  las t trading day of th e  m onth .    +  Es tim ate d(A+ B1+ B2)
Source : Com pile d on th e  bas is  of data from  BSE and NSEIL

Graph 2.7 : Monthly Averages of Closing Indices
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The Table below sums up the daily movement of indices for BSE Sensex and Nifty in
1999-2000. During 245 trading days for BSE Sensex it recorded increase for 132 days
and decrease for 113 days.  Similarly, Nifty reported increase for 135 days and decrease
for 118 days out of 253 days.  Thus stock price in India demonstrated resistance during
1999-2000 (Table 2.19).

Table 2.19: Distribution of Trading Days During 1999-2000
%  ch ange Se ns e x Nifty

Incre as e De cre as e Incre as e De cre as e
≤  2.5 110 9 5 112 100
>  2.5 ≤ 5 16 16 20 16
>  5 ≤ 7.5 6 2 2 2
>  7.5  ≤ 10.0 1 00
Total 132 113 135 118
Source  :  SEBI

Relative strength index

The analysis of movement of share index can also be made on the basis of Relative
Strength Index (RSI) which studies the relative strength of stocks prices in relation to
their previous positions.  RSI of Sensex for the period 1999-2000 (April-March) mostly
hovered within the equilibrium territory of  30 to 70. The standard parameters in RSI
analysis are:
overbought territory = above 70
equilibrium territory = 30 to 70 and
oversold territory = below 30

Over the financial year 1999-2000, the RSI of both the Sensex and S&P CNX Nifty
witnessed sharp upturns as well as downward movements but remained largely inside the
equilibrium territory ( range 30 – 70). A case in point is the movement of RSI during
March 2000 for Sensex and Nifty as well. During this month RSI for both the indices
continuously manifested to and fro movements mostly forming new tops and bottoms.
Despite such swings the RSI remained contained within the equilibrium territory.
Extreme movements during the period into overbought /oversold territories have been
few and far between. This portends well for the Indian markets as it possibly indicates
more of secular trends ruling the market in the long run allaying fears of any persisting
excessive volatility. (Annexures 3 & 4)

A number of factors have influenced the stock prices. The robust trend in stock prices
during 1999-2000 interalia includes various incentives given in the Union Budget 1999-
2000, large investment by FIIs of the order of US$ 2.34 billion and heavy net purchases
by mutual funds following their massive resource mobilisation.  The downward
movement of interest rate structure on bank deposits and low returns on short-term
government securities also shifted investment resources towards equity market. In other
countries also fall in deposit rates has diverted funds towards equity investment. As a
result, the proportion of household savings invested in equities particularly has risen to
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around 2.4 percent in 1998-99 from 2.0 percent in 1997-98. The sentiments of the
investors and traders were also boosted by information technology industry.  The boom
on NASDAQ also, has been on a number of occasion instrumental through the Indian
companies listed on it, to boost the sentiments of Indian domestic players in the market.
As regards macro economic fundamentals, exchange rate stability, high level of foreign
exchange reserves and increase in growth of exports have strengthened the confidence of
FIIs in the Indian domestic market. On top of all factors, increased in liquidity (M3 or
Broad Money Supply) in 1998-99 might have also contributed to overall firming up trend
in stocks prices through time lag.  It has been established in various studies that broad
money (M3) has impact on economic variables up-to 1 year (Table 2.20).

Table 2.20:  Interest Rate Structure
Ye ar

(April-March )
 Call Mone y Rate s

Mum bai (i)
Com m e rcial

Bank  De pos it
Rate s

Above  5 yrs

UTI Yie ld Rate
(July-June )

Long te rm
s e curitie s

19 9 0-9 1 11.49 11.00 14.03 10.86-12.04

19 9 1-9 2 19 .57 13.00 16.40 9 .9 1-12.38
19 9 2-9 3 14.42 11.00 19 .06 8.82-12.47
19 9 3-9 4 6.9 9 10.00 17.68 12.85-13.43
19 9 4-9 5 9 .40 11.00 16.33 11.77-13.47
19 9 5-9 6 17.73 13.00 12.66 11.84-13.02
19 9 6-9 7 7.84 12.00-13.00* 13.9 5 9 .00-14.20
19 9 7-9 8 8.69 11.50-12.00* 13.85 9 .00-13.17
19 9 8-9 9 7.83 10.50-11.50* 9 .46 10.00-13.46
* Re fe rs  to de pos it rate s  of five  m ajor public s e ctor bank s  as  at e nd March .
Source  : RBI

Graph 2.8: Movement in Interest Rates on Savings
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Trends in turnover and market capitalisation

Equity market turnover which includes not only price variation but also the volume
traded, is an important component in the measurement of the stock market size and
liquidity.  The liquidity allows investors to alter their portfolios quickly and cheaply and
make investment less risky.  The secondary market continued to grow vigorously as the
average daily turnover at BSE and NSE rose from Rs.2,071 crore and Rs.2,606 crore in
March 1999 to Rs.4,050 crore and Rs.5,028 crore in March 2000.  In terms of percentage,
the rise was 195 per cent and 193 per cent, respectively. On the BSE percentage of
turnover to market capitalisation was 7.2 per cent at end-March 1999 which, increased to
9.3 per cent at end-March 2000. However, the turnover as a percentage of market
capitalisation at NSE declined from 11.7 per cent at end-March 1999 to 10.3 per cent at
end-March 2000.

Trends in market capitalisation

The market capitalisation which is an indicator of generation of wealth of the investors,
sharply increased at both the major stock exchanges namely NSE and BSE from Rs.
4,45,380 crore and Rs. 4,88,229 crore in April 1999 to Rs.10,20,426 crore and
Rs.9,12,842 crore in March 2000 respectively showing a growth of more than 100 per
cent.  The market capitalisation as a ratio of GDP worked out to 73 per cent for NSE and
65 per cent for BSE.  However it would be seen that market capitalisation shows high
concentration.  For instance market capitalisation of Sensex scrips was about 49 per cent
of total market capitalisation at BSE whereas for S&P CNX Nifty scrips the ratio was
about 38 per cent.  The high concentration of the turnover as well as market capitalisation
shows that there are large number of companies which are traded or not traded for less
than 10 days in a year.

Market capitalisation and turnover of new economy stocks

The new economy stocks have shown rapid increase in their market capitalisation and
turnover during the recent past. The contribution of new economy sector to market
capitalisation of Sensex increased from 8 per cent in January 1998 (through one stock-
MTNL) to 29 per cent in March 2000 (through 3 stocks-MTNL, Infosys Technologies,
NIIT).

Infosys and NIIT some of the actively traded new economy stocks were included in the
Sensex in November 1998.  The increase in relative importance of these stocks in market
capitalisation has been seen from October 1999 when technology and media /
entertainment sectors were on a bullish trend.

Similarly in the BSE 500 which is more broadbased, new economy stocks contributed to
as high as 49 percentage share of the market capitalisation of BSE 500 in March 2000 as
compared to 18 – 21 per cent during the first few months after construction of the BSE
500 in February 1999.
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The effect of the recent bullish trend for the technology sector stocks is more pronounced
on BSE 500 than the Sensex.  On an average this sector contributes 50 per cent of the
average daily turnover of the BSE 500; as its peak this had reached 75 per cent in March
2000.  For the Sensex the contribution of turnover of this sector to total Sensex turnover
meandered from 2 per cent with only one stock MTNL to 18 in October 1999 and then to
a high of 27 per cent in January 2000.

Trading pattern of listed companies

Though, market capitalisation of listed companies in India has shown exponential growth
during the current year under review, very few companies are traded on the stock
exchanges.  Alternatively, trading in stocks in India concentrate on a limited number of
companies.  Trading pattern of companies listed at BSE provides interesting reading
(Table 2.21).

Table 2.21 : Listed Companies Traded/ Not traded at Mumbai
Stock Exchange (April 1999 to March 2000)
Month  &  Ye ar Lis te d Trade d Not-Trade d Pe rce nt  of

Trade d to
Lis te d Cos .

19 9 9
Apr 7,383 2,719 4,664 36.83
May 7,438 2,631 4,807 35.37
Jun 7,472 2,642 4,830 35.36
Jul 7,506 2,855 4,651 38.04
Aug 7,549 2,9 64 4,585 39 .26
Se p 7,584 2,9 9 2 4,59 2 39 .45
Oct 7,650 3,171 4,479 41.45
Nov 7,725 3,030 4,69 5 39 .22
De c 7,845 3,347 4,49 8 42.66
2000
Jan 7,845 3,376 4,469 43.03
Fe b 7,9 66 3,285 4,681 41.24
Mar 8,027 3,318 4709 41.34
Source  :  BSE,

The percentage of companies traded on the stock exchange, Mumbai was very low at 37
per cent in April 1999.  It is observed that of 7383 listed companies only 2719 companies
were traded. Though the number of traded companies increased to 3318 but it amounted
to only 41 per cent of the total listed companies in March 2000.  The detailed analysis is
more still revealing.  Trading is only on nominal basis in quite a large number of
companies which is reflected from the fact that companies in which trading took place for
1 to 10 trade days during 1999-2000, constituted nearly 56 per cent of 8020 companies or
nearly 65 per cent of companies were traded for 1 to 40 days. Only 23 per cent were
traded for 100 days and above. Thus, it would be seen that during the year under review a
major portion of the companies was hardly traded. The SEBI had appointed a Committee
on Market Making with the objective to revive the less traded companies. The
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recommendation of the Committee have been accepted and the guidelines have been
issued to that effect (Table 2.22).

Table 2.22: Frequency Distribution of Listed Companies
According to Number of Trading Days
No. of Days  Trade d No. of Com panie s  Trade d*

19 9 9 -2000 % age  to Total
Above  100 days 2,210 27.56
9 1 to 100 days 110 1.37
81 - 9 0 days 9 5 1.18
71 - 80 days 110 1.37
61 - 70 days 121 1.51
51 - 60 days 108 1.35
41 - 50 days 167 2.08
31 - 40 days 160 2.00
21- 30 days 214 2.67
11 - 20 days 262 3.27
1 -10 days 4463 55.65
Total 8020 100.00
Com panie s  lis te d at Mum bai Stock  Exch ange
Source  :  BSE

Movement in volatility

SEBI continued to minimise and contain the volatility in the prices of equity shares
during the year under review.  It took number of measures by imposing volatility margins
and applying circuit filters to keep the market in orderly movement.  These measures had
salutary impact on the volatile behaviour of the shares prices. The BSE Sensex which
exhibited a volatile movement in April 1999 with a volatility of 3 per cent improved its
performance as its volatility declined over the year to 1.72 per cent in March 2000.
Natex more or less reflected the downward trend as the volatility in this case slid down
from 3.09 per cent in April 1999 to 2.23 per cent in March 2000.  It is interesting to note
that Sensex volatility during 1999-2000 was lower than that observed during 1998-99.
Whereas, Natex volatility showed rising trend during February 2000 but declined in
March 2000.  Table 2.24 also presents volatility movement of S&P CNX Nifty and CNX
Junior Nifty indices which though exhibited falling trend in their volatility from 3.35 per
cent in April 1999 to 1.8 per cent in March 2000 their level was much lower in the
current year than that in the past year.  CNX Junior Nifty also depicted the same
behaviour (Table 2.23 and 2.24).
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Table 2.23: Sensex and Natex Volatility During 1999-2000 (in per cent)
MMoonntthh Se ns e x Volatility Nate x Volatility

19 9 6-9 7 19 9 7-9 8 19 9 8-9 9 19 9 9 -
2000

19 9 6-9 7 19 9 7-9 8 19 9 8-9 9 19 9 9 -
2000

April 4.54 3.57 2.17 3.17 4.12 3.06 2.36 3.09
May 1.58 0.85 3.24 2.17 1.43 0.81 2.9 3 2.14
June 2.35 3.24 5.26 1.43 2.19 3.29 5.9 2 1.27
July 2.62 1.74 3.45 1.60 2.32 1.46 3.25 1.61
Augus t 2.02 4.72 2.66 1.33 1.82 4.56 2.26 1.40
Se pte m be r 2.67 2.15 3.21 1.16 2.88 2.21 2.9 1 1.20
Octobe r 2.75 2.51 1.9 3 2.11 2.56 2.30 1.89 2.30
Nove m be r 3.08 3.49 2.60 1.52 3.08 3.37 2.48 1.45
De ce m be r 4.01 3.27 2.85 1.45 3.77 3.10 2.9 3 1.30
January 3.50 4.83 2.87 1.9 0 3.18 4.74 2.84 1.9 2
Fe bruary 2.45 2.62 1.70 2.51 2.22 2.70 1.87 2.78
March 3.24 2.30 1.83 1.72 3.25 2.60 1.67 2.23
Note  :  Volatility is  calculate d as  s tandard de viation of daily re turns  of th e  indice s  for th e  re s pe ctive
m onth s
Source :  SEBI

Graph 2.9 :  Sensex Volatility
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Graph 2.10 : Natex Volatility

Table 2.24 : S&P CNX Nifty and CNX Jr. Volatility
During 1999-2000                                 ( Per cent)
Month S& P CNX Nifty CNX Junior Nifty
19 9 9
April 3.35 3.58
May 2.19 2.08
June 1.36 1.25
July 1.60 1.85
Augus t 1.35 1.61
Se pte m be r 1.33 1.60
Octobe r 2.09 3.31
Nove m be r 1.73 2.42
De ce m be r 1.45 2.07
2000
January 1.9 5 2.9 7
Fe bruary 1.89 2.62
March 1.82 3.06
Source  : SEBI
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Graph 2.11 : S&P CNX Nifty and CNX Jr. Volatility

Primary listing of companies on stock exchanges

A total of 9871 companies were listed on various stock exchanges in India as on March
31, 2000 compared to 9877 companies listed at the end of 1998-99.  Of this Calcutta
Stock Exchange accounted for more than 19 per cent of companies primarily listed on it
followed by Mumbai Stock Exchange sharing more than 18.3 per cent.  Delhi Stock
Exchange shared 17.2 per cent of the listed companies followed by Madras and
Hyderabad Stock Exchange by 6.5 per cent each.  The number of companies listed at
Magadh Stock Exchange was only 33 (Table 2.25).

Graph 2.12: Distribution of Companies According to Primary Listing on Stock Exchanges
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Table 2.25 : Distribution of Companies According to
Primary Listing on Stock Exchanges

No. Stock  Exch ange s No. of Com panie s
19 9 7-9 8 19 9 8-9 9 19 9 9 -2000

1 Mum bai 1,811 1,808 1,810
2 Calcutta 1,89 2 1,9 07 1,9 03
3 De lh i 1,669 1,672 1,69 8
4 Madras 649 665 643
5 H yde rabad 624 629 632
6 Bangalore 255 253 256
7 Pune 176 181 187
8 Ludh iana 29 6 29 5 29 6
9 Vadodara 329 330 335

10 Ah m e dabad 69 2 69 3 687
11 Coch in 9 4 9 5 9 5
12 NSEIL 11 11 16
13 Uttar Prade s h 346 352 352
14 Mangalore 23 23 26
15 Madh ya Prade s h 248 249 251
16 Jaipur 186 181 188
17 Sauras h tra Kutch 46 46 46
18 Bh ubane s h w ar 46 46 46
19 Gauh ati 19 6 19 6 161
20 Coim batore 9 5 9 5 9 5
21 OTCEI 115 116 115
22 Magadh 34 34 33

Total 9 ,833 9 ,877 9 ,871
Note  :  Th e  prim ary lis ting of com pany re pre s e nts  th e  com pany in th e  re gion of
s tock  e xch ange  w h e re  it is  lis te d
Source :  SEBI

Stock exchange-wise trends in volume of business

During 1999-2000, total turnover of all the 23 exchanges was Rs 20,67,031 crore as
compared to Rs 10,23,382 crore in 1998-99.  In percentage term the combined turnover
of all the stock exchanges increased significantly by more than double (102 per cent) in
1999-2000 over the previous year.  Meanwhile, the performance of the stock exchanges
varied widely during the year with the NSEI recording the highest share of 40 per cent of
the combined turnover of all stock exchanges followed by BSE at 33 per cent.
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Table 2.26: Turnover on Stock Exchanges in India
(Rs. Crore)

Stock  Exch ange s Turnove r Pe rce ntage  Sh are
in Total Turnove r

19 9 8-9 9 19 9 9 -2000 19 9 8-9 9 19 9 9 -2000
1 NSEIL 4,14,383.00 8,39 ,052.00 40.49 40.59
2 Mum bai 3,11,9 9 9 .03 6,85,028.21 30.49 33.14
3 Calcutta 1,71,780.42 3,57,165.51 16.79 17.28
4 De lh i 51,759 .27 9 3,288.89 5.06 4.51
5 Ah m e dabad 29 ,734.20 37,565.61 2.9 1 1.82
6 Uttar Prade s h 18,626.65 24,047.75 1.82 1.16
7 Pune 7,452.84 6,086.81 0.73 0.29
9 Bangalore 6,778.9 5 11,147.35 0.66 0.54
8 Ludh iana 5,9 77.86 7,740.50 0.58 0.37
10 Vadodara 1,749 .10 159 .25 0.17 0.01
11 H yde rabad 1,275.89 1,236.51 0.12 0.06
12 Coch in 773.03 0.00 0.08 0.00
13 Coim batore 39 4.71 38.84 0.04 0.00
14 Madras 369 .64 250.24 0.04 0.01
15 OTCEI 142.21 3,587.9 1 0.01 0.17
16 Bh ubane s h w ar 77.04 70.05 0.01 0.00
17 Jaipur 64.78 2.11 0.01 0.00
18 Gauh ati 30.16 0.02 0.00 0.00
19 Mangalore 11.22 0.10 0.00 0.00
20 Madh ya Prade s h 0.9 02 9 .73 0.00 0.00
21 ICSEIL 0.676 545.16 0.00 0.03
22 Magadh 0.04 8.01 0.00 0.00
23 SKSE 0 0.00 0.00 0.00

Total 10,23,381.62 20,67,030.56 100.00 100.00
Source :  SEBI

Graph 2.13 :  Percentage Share in Total All India Turnover in Re. Terms
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Delivery pattern in stock exchanges

Stock exchange wise data on delivery ratio and turnover in physical form as well as in
value terms are provided in the Table No. 2.27.  At aggregate level, the delivery ratio in
terms of value of shares declined to 11.0per cent in 1999-2000 from 13.0 per cent in
1998-99.  However, the delivery ratio in terms of number of shares also increased to 19.0
per cent from 21.0 per cent during the same period. Stock exchange-wise delivery ratio
showed a divergent trend and it declined considerably both in terms of value and number
of shares during the year as compared to 1998-99.  In case of both the major stock
exchanges, BSE and NSEIL, the delivery ratio in value terms declined to 16 per cent and
10 per cent in 1999-2000 from 20 per cent and 15 per cent respectively, in 1998-99.  The
small stock exchanges faired well in terms of delivery ratio both in respect of value as
well as in physical terms during the year 1999-2000 as compared to the previous year.
Specifically, the stock exchanges like Ahmedabad, Calcutta, Delhi, and Madras showed
remarkable improvement in achieving higher delivery ratio during the year.  Madras
Stock Exchange reported a higher delivery ratio of 42 per cent in 1999-2000 in physical
terms than 21 per cent in 1998-99.  Similarly, the Calcutta Stock Exchange and Delhi
Stock Exchange improved delivery ratio to 7.0 per cent and 17.0 per cent, respectively, in
1999-2000 from a level of 4.0 per cent and 7.0 per cent in 1998-99.  The delivery ratio
remained at a low level for Vadodara, Bhubaneswar, Coimbatore and Uttar Pradesh Stock
Exchanges (Table 2.27).
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Table 2.27: Delivery Pattern in Stock Exchanges
Sr.
No.

Exch ange Turnove r
(Rs .

Crore )

Value  of
Sh are s

De live re d
 (Rs . Crore )

De live ry
Ratio *

De live ry
Ratio *

Turnove r
(No. of

Sh are s -
Lak h )

Num be r of
Sh are s

De live re d
(Lak h )

De live ry
Ratio *

De live ry
Ratio *

19 9 9 -2000 19 9 9 -2000 19 9 9 -2000 19 9 8-9 9 19 9 9 -2000 19 9 9 -2000 19 9 9 -2000 19 9 8-9 9
1 NSEI 8,39 ,052 84,49 2 10 15 2,42,551 48,200 20 16
2 Mum bai 6,85,028 1,10,022 16 20 2,07,29 7 49 ,809 24 39
3 Calcutta 3,57,165 16,400 5 2 67,9 55 5,09 4 7 4
4 De lh i 9 3,288 8,771 9 3 25,549 4,359 17 7
5 Ah m e dabad 37,565 1,738 5 1 16,9 25 9 03 5 1
6 Uttar Prade s h 24,047 552 2 2 8,710 208 2 25
7 Bangalore 11,147 69 6 6 3 2,509 329 13 4
8 Ludh iana 7,740 237 3 3 3,719 19 2 5 5
9 Pune 6,086 212 3 2 2,782 109 4 3
10 OTCEI 3,587 51 1 12 678 37 5 15
11 H yde rabad 1,236 405 33 9 1,448 658 45 28
12 ICSE 545 10 2 1 153 5 3 3
13 Madras 250 76 30 10 310 131 42 21
14 Vadodara 159 5 3 1 9 1 5 6 2
15 Bh ubane s h w ar 70 0 0 0 72 0 0 0
16 Coim batore 38 1 3 2 35 0 0 2
17 MPSE 9 0 0 6 0 0 0 52
18 Magadh 8 0 0 0 0 0 0 2
19 Jaipur 2 1 50 2 1 0 4 3
20 Mangalore 0 0 0 48 0 0 0 65
21 Gauh ati 0 0 0 0 0 0 0 0
22 SKSE 0 0 0 0 0 0 0 0
23 Coch in 0 0 0 5 0 0 0 7

Total 20,67,022 2,23,669 11 13 5,80,785 1,10,039 19 21
* De live ry Ratio re pre s e nts  pe rce ntage  of de live ry to turnove r of a s tock  e xch ange .
Source  :  SEBI

Bad Deliveries on Indian Stock Exchanges

The percentage of bad deliveries to net deliveries in case of BSE and NSE fluctuated
widely during the year of 1999-2000 as shown in the Table 2.28.  The bad delivery ratio
declined from a level of 0.57 per cent in May 1999 to 0.11 per cent in March 2000 in case
of BSE, whereas, the same remained quite stable for NSE from April 1999 to January
2000 thereafter declining to 0.15 per cent in March 2000.  This was the result of increase
in the share of dematerilised stock in the delivery of the stock exchanges (Table 2.28).
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Table 2.28 Bad Deliveries*
 1999-2000
Month BSE NSE
April 0.17 0.24
May 0.57 0.20
June 0.48 0.29
July 0.21 0.24
Augus t 0.36 0.24
Se pte m be r 0.22 0.29
Octobe r 0.10 0.27
Nove m be r 0.24 0.26
De ce m be r 0.11 0.22
January 0.25 0.24
Fe bruary 0.19 0.11
March 0.11 0.15
* Pe r ce ntage   s h are  of bad de live rie s  in
ne t de live rie s
Source : BSE &  NSEIL

Performance of dematerialisation

Dematerialisation of shares has been becoming popular with the investors as well as the
companies as technological progress has become a part of stocks market in India.  Based
on the recommendation of SEBI’s Working Group on dematerialisation, the number of
scrips for compulsory settlement of trades in dematerialised form for institutional
investors has been increased in phases to 462 as at the end of the financial year under
review.  This number would be increased to 985 by June 26, 2000.  These scrips
comprise of all shares forming the part of A Group scrips of BSE sensitive index, CNX
S&P Nifty, BSE 500 and CNX S&P 500 and most of the highly traded B1 Group scrips
of BSE.  The number of scrips for compulsory settlement of trades in dematerialised form
for all investors was also increased in phases to 260 as at end of the financial year under
review.  This number would be increased to 579 by June 26, 2000.

Number of dematerialised shares increased from 1,763 million as on end March 1998 to
6,970 million as on end March 1999 and further to 15,500 million shares as at end March
2000.  The increase in number of dematerialised scrips reflects fast pace in
institutionalisation of paperless trading in equities. Total market capitalisation of
companies at NSDL amounted to Rs.4,006 billion at end March 1999 as compared to
Rs.2,883 billion as at end March 1998. It increased further to Rs.7,658 billion as at end
March 2000. Depositary participants also increased from 49 to 124 and a total of 621
companies were trading in dematerialised form as on end March  2000.

According to the data furnished by National Securities Depository Ltd. and Central
Depository Services (I) Limited, dematerialised securities and volume substantially
increased during the year 1999-2000.    As on March 31, 2000, 1013 companies with a
market capitalisation of over Rs. 7,00,000 crore had signed agreement with the
depositories.  The number of depository participant offering depository services have
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grown from 84 as on March 31, 1999 to 150 as on March 31, 2000.  The depository
services were available in 1000 centres covering 200 cities across the country as on
March 31, 2000.  The value of dematerialised shares increased from Rs. 1,10,600 crore as
on  March 31, 1999 to Rs. 4,00,000 crore as at end March 2000.  The number of shares
dematerialised also increased from 697 crore to 1500 crore.  There has been a steep
increase in the beneficiary  accounts opened with the depository participants from
4,35,960 as on March 31, 1999 to 25,00,000 as on March 31, 2000.

The volume of dematerialised securities constitute around 80 to 90 percent of the total
delivery of securities at the NSE and BSE together. 10 Stock Exchanges viz. NSE, BSE,
CSE, DSE, MSE, OTCEI, BgSE, LSE, ASE and ICSEIL have established connectivity
with NSDL for settlement and clearing of dematerialised trading.

International comparison of developments in stock markets

Globalisation of stocks markets has its own merits and demerits. There appears to be a
relationship between the movements of NASDAQ and the Indian share price indices
although only a few of information technology companies are listed at NASDAQ as well
as at National Stock Exchange and Mumbai Stock Exchange.

Stocks prices in different countries have demonstrated varying pattern. On point to point
basis, during 1999-2000 Malaysia, KLSE Index had the highest increase of 93.7 per cent
followed by NASDAQ Composite Index during 1999-2000 at 83.4 per cent, Hang Sang
with an increase of 59.7  per cent , China with an increase of 55.45 per cent.  India ranked
next to Taiwan as S&P CNX Nifty rose by 41.7  per cent and Sensex by 33.7 per cent
(Table 2.29).

Table 2.29: Month-end Closing Prices of Different Indices
Indice s Mar-9 9 Mar-00 Pe rce ntage

Ch ange

Nik k e i 15836.59 20337.32 28.41
Dow jone s 9 786.16 109 21.9 2 11.60
H ang Se ng 109 42.20 17406.54 59 .07
NASDAQ 249 3.00 4572.83 83.42
South  Kore a 618.9 8 860.9 4 39 .09
Taiw an 6881.72 9 854.9 5 43.20
Malays ia 502.82 9 74.38 9 3.78
Singapore 1518.31 2132.59 40.45
Th ailand 352.01 400.32 13.72
Ch ina 1158.05 1800.22 55.45
Se ns e x 3739 .9 6 5001.28 33.72
S& P CNX Nifty 1078.05 1528.45 41.77
Source  :  SEBI



Page 96 of 17165

Graph 2.14  : Percentage increases in Indices of various countries

P/E ratio analysis : an international comparison

As regards P/E  Ratio in other countries, China Se Sang(42.20 per cent), Korea
Composite Index (27.30 per cent), Kuala Lumpur Composite Index(38.03 per cent),
Taiwan Weighted Index (36.70 per cent) recorded higher  P/E Ratios than that of
India(BSE Sensex) whereas Hang Seng Stock Index(12.67 per cent), Jakarta Composite
Index (7.60 per cent), Philippines Composite Index (17.70 per cent) and Thai Stock(13.50
per cent) showed a lower P/E  Ratio (Table 2.30).

Table 2.30 : P/E Ratio of SEA  Countries,  Dow Jones and
India-  March 2000
Country Indice s End  Aug-9 8

(in pe r ce nt)
End  Mar-2000

(in pe r ce nt)
Ch ina Se   Sang 28.6 42.2
Kuala Lum pur Com p. Inde x 10.1 38.0
Taiw an: W e igh te d Inde x 18.3 36.7
Kore a Com pos ite  Inde x - 27.3
Dow  Jone s  Indus . Avg. - 25.4
India BSE Se ns e x 11.3 21.9
Sing Straits  Tim e s  Indx. - 21.4
Ph ilippine s  Com pos ite  Ix. - 17.7
Th ai Stock  O f Exch g. Of Th ai 47.3 13.5
H ang Se ng Stock  Inde x 9 .7 12.7
Jak arta Com pos ite  Inde x 10.7 7.6
Source :  Bloom be rg
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Graph 2.15  : P/E Ratio of SEA  Countries

Table below presents data on correlation co-efficient between NASDAQ and BSE
Sensex, Dowjones and BSE Sensex, on the one side and Nifty of NSE and NASDAQ and
Nifty and Dowjones on the other side.   The analysis provides interesting results.  The
correlation between Sensex and NASDAQ has shown positive relationship for the
months of June, July, September, November and December 1999 and negative
relationship for the remaining six months.  As regards Nifty, there has been a correlation
of larger magnitude for nearly seven months namely for May, June, October, November
and December 1999, February and March 2000. The negative correlation, at times,
between NASDAQ and Indian indices suggests that stocks prices in India have taken
independent movement and were not influenced by the movement in NASDAQ.
Moreover, the magnitude of the coefficient of correlation except in March has been very
low (Table 2.31).

Table 2.31 :   Correlation Matrix Between Indian and Foreign Stocks Prices *
Se ns e x  ---
Dow  Jone s

Se ns e x  ---
NASDAQ

S& P CNX Nifty  ---
Dow  Jone s

S& P CNX Nifty  ---
NASDAQ

Apr-9 9 -0.09 -0.23 -0.12 -0.23
May-9 9 0.09 -0.28 0.31 0.28
Jun-9 9 0.31 0.24 0.26 0.41
Jul-9 9 0.26 0.13 -0.27 -0.40
Aug-9 9 -0.19 -0.27 -0.23 -0.07
Se p-9 9 -0.06 0.01 -0.22 -0.43
Oct-9 9 -0.04 -0.11 -0.02 0.06
Nov-9 9 0.13 0.30 0.04 0.34
De c-9 9 -0.06 0.43 0.21 0.15
Jan-00 -0.14 0.01 -0.34 -0.02
Fe b-00 0.06 -0.03 -0.02 0.01
Mar-00 -0.44 -0.15 0.21 0.52
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* Th e   corre lation is  th e  covariance  of tw o variable s  divide d by th e  product of th e ir s tandard
de viations  Corre lation   is   calculate d  be tw e e n  th e  tw o  conce rne d daily  indice s  during  th e
re s pe ctive   m onth s .
Source :  SEBI
 Graph 2.16  : Correlation between Indian and Foreign Countries’ Indices

Market volatility in major securities markets in the Asian countries and USA

During 1999-2000 the securities market across the world witnessed a high volatile
situation. The month-wise volatility ratios of major indices in percentage term are given
in the table below for the period 1999-2000.

During the month of April 1999, the volatility was on a higher side for NASDAQ, South
Korea, Thailand and India.  Thereafter it continued on a declining phase from May 1999
onwards till December 1999, with an exception to some indices which witnessed the
highest volatility like 3.04 per cent in case of China and 3.51 per cent in South Korea in
the month of July 1999.  Since January 2000 upto March 2000, the intensity of volatility
increased in all the securities markets and especially the technology indices experienced
more volatility than the indices of economy stocks, e.g. Dow Jones index.  The securities
market of Asian countries moved in tandem with the market in the European countries
and specially the trading activities on NASDAQ and New York stock exchange.
Similarly, the volatility in share prices traded in NASDAQ and NYSE affected the
trading in stocks of Asian countries, which shows integration of the stock markets across
the globe (Table 2.32).

Table 2.32 : Trends in Volatility of Indices of East Asian Countries, USA and India 
                    ( Per cent)

Apr-9 9 May-9 9 Jun-9 9 Jul-9 9 Aug-9 9 Se p-9 9 Oct-9 9 Nov-9 9 De c-9 9 Jan-00 Fe b-00 Mar-00
Dow  Jone s 0.74 1.09 0.9 8 0.73 0.9 5 0.9 9 1.47 0.80 0.78 1.49 1.34 1.9 0
NASDAQ 2.24 1.71 1.84 1.59 1.57 1.68 1.72 1.22 1.19 2.9 7 1.89 2.51
S Kore a 2.37 2.27 3.00 3.51 2.11 2.33 2.32 2.25 1.80 2.66 2.47 2.29
Taiw an 1.39 1.07 1.52 2.39 2.08 1.28 1.13 1.82 1.09 1.55 1.11 2.50
Malays ia 1.64 2.02 1.28 1.56 2.68 1.56 1.48 0.9 3 0.9 2 1.82 0.9 8 1.40
Singapore 1.62 1.45 1.00 1.9 2 1.50 1.14 1.39 0.9 8 1.11 2.27 1.15 1.58
Th ailand 2.51 2.9 0 1.65 1.78 2.29 1.9 6 2.06 1.73 1.30 2.42 2.23 2.13
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Ch ina 1.19 2.21 2.42 3.04 1.15 1.68 1.76 0.87 0.87 2.01 2.47 2.24
Se ns e x 2.50 1.9 5 1.49 1.64 1.34 1.18 2.06 1.83 1.49 2.52 2.53 1.9 1
S& P CNX
Nifty

3.26 2.19 1.42 1.57 1.40 1.31 1.9 4 2.04 1.44 2.46 1.82 1.85

Source  :  SEBI

Graph 2.17 : Trends in Volatility of Indices of East Asian Countries, USA and India

Graph  2.18: Annualized average volatility in Asian Countries and USA in 1999-200
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Developments in government-debt market

Activity in the wholesale debt market

There was massive increase in the trading activity of Wholesale Debt Market (WDM)
during 1999-2000 as the net traded value was Rs.19,449.4 in March 2000 as compared to
Rs.18,524.6 crore in April 1999.  The net traded amount stood at Rs.15,206.2 in March
1999. The trend in net traded value has not been linear as the investors by and large, sell
these securities during the liquidity crunch period.  There was also increase in average
daily value traded from Rs.661 crore in March 1999 to Rs.810 crore in March 2000.
Over the year under review there have been large fluctuations.  The average daily
turnover was as high as Rs.1,799 crore in February 2000 (Table 2.33).

Table 2.33 : Business Growth on the WDM Segment (Rs. Crore)
19 9 8-9 9 19 9 9 -2000

Month Ne t Trade d
Value

Ave rage  Daily
Value

Num be r of
Trade s

Ne t Trade d
Value

Ave rage  Daily
Value

Num be r of
Trade s

April 13,035.89 59 2.54 1,9 35 18,524.64 882.13 2,59 5
May 9 ,131.83 39 7.04 1,350 21,680.80 867.23 3,356
June 6,787.81 261.07 1,081 17,025.9 3 654.84 2,478
July 7,287.15 280.28 1,101 25,9 44.37 9 60.9 0 4,072
Augus t 8,751.64 380.51 1,371 26,9 57.09 1,036.81 4,188
Se pte m be r 5,475.36 210.59 835 16,524.11 688.50 2,545
Octobe r 5,500.77 250.04 820 19 ,321.23 772.85 2,9 85
Nove m be r 8,454.16 352.26 1,315 29 ,285.23 1201.00 4,665
De ce m be r 8,704.56 334.79 1,310 30,023.51 1,305.37 4,79 7
January 10,023.44 417.64 1,589 36,29 4.04 1,451.76 5,685
Fe bruary 7,110.35 29 6.26 1,,167 43,185.86 1,79 9 .41 6,661
March 15,206.16 661.14 2,218 19 ,449 .43 810.39 2,9 60
Source : NSEIL

The pattern of trading in government securities revealed minor changes  in March 2000
over March 1999, while trading members’ share in total trading increased from 18 per
cent to 27 per cent as Indian banks share declined from 44 per cent to 32 per cent and that
of foreign banks from 22 per cent to 17 per cent.
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Table 2.34: Instrument wise distribution of Securities Traded in WDM Segment
(in per cent)

19 9 8-9 9 19 9 9 -2000
Month Gove rnm e nt

Date d
Se curitie s

T-Bills PSU Oth e rs Gove rnm e nt
Date d

Se curitie s

T-Bills PSU Oth e rs

April 88.00 9 .00 1.00 2.00 9 0.47 5.64 0.26 3.63
May 83.00 6.00 1.00 10.00 9 4.06 2.59 0.41 2.9 4
June 84.00 11.00 1.00 4.00 88.35 5.88 0.77 4.9 9
July 72.65 15.58 2.19 9 .58 9 4.08 2.09 0.55 3.28
Augus t 82.00 6.00 2.00 10.00 9 2.89 4.45 0.67 1.9 9
Se pte m be r 82.00 5.00 3.00 10.00 9 0.28 4.55 0.78 4.39
Octobe r 67.00 20.00 2.00 11.00 9 6.67 1.59 0.39 1.35
Nove m be r 65.00 2.57 9 .08 2.00 9 5.19 1.70 0.34 2.77
De ce m be r 74.00 12.00 3.00 11.00 9 3.75 3.37 0.29 2.59
January 84.00 9 .00 2.00 5.00 9 2.61 4.33 0.23 2.83
Fe bruary 77.55 11.55 1.9 5 8.9 5 9 4.01 3.72 0.53 1.74
March 87.16 6.54 1.04 5.27 9 0.42 4.64 1.21 3.73
Source : NSEIL

Instrument-wise trading has shown marked changes. The share of Government dated
securities which ranged between 65 per cent and 88 per cent during 1998-99, oscillated at
a high level namely 88.35 per cent and 96.67 per cent during 1999-2000.  treasury bill
trade also registered some lower volume in 1999-2000.  The trading pattern thus reflected
that the investors are more favourable to trade in dated securities which carry higher rate
of return in the secondary market from 11 per cent to 20 per cent.  However, in between
there were fluctuation in their respective share (Table 2.34).

Table 2.35 : Participant in Trade (in  percentage)
19 9 8-9 9 19 9 9 -2000

Trading
Me m be rs

FIs /MFs Prim ary
De ale rs

Indian
Bank s

Fore ign
Bank s

Trading
Me m be rs

FIs /MFs Prim ary
De ale rs

Indian
Bank s

Fore ign
Bank s

April 16 3 15 40 26 15 7 11 49 18
May 19 4 11 42 24 19 4 15 48 15
June 15 3 21 41 20 21 5 16 45 13
July 17 2 17 41 23 21 3 18 42 16
Aug 16 3 14 45 21 18 2 18 48 15
Se pte m be r 19 3 16 37 24 15 5 19 44 17
Octobe r 12 3 23 40 22 13 5 23 42 17
Nove m be r 13 6 16 41 25 18 3 24 43 12
De ce m be r 14 7 16 42 20 23 5 20 41 12
January 12 7 14 46 21 20 4 20 41 14
Fe bruary 16 7 10 43 24 16 3 23 41 17
March 18 5 11 44 22 27 5 20 32 17
Source : NSEIL
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C] MUTUAL FUNDS

Resources mobilised by mutual funds

The mutual funds during 1998-99 suffered a serious set back by reporting a sharp decline
in net resource mobilisation.  There was a net outflow of Rs.950 crore during the entire
year. The concern for this situation got reflected in the incentives offered to mutual funds
scheme in the Union Budget for 1999-2000.

The performance has been extremely good during 1999-2000 as the gross amount
mobilised by them increased to Rs. 61,241.23 from Rs. 22,710.73 crore during 1998-99
showing an increase of around 170 per cent in 1999-2000.  The Government exempted
the income of unit holders received from UTI or from mutual fund.  The Government
further exempted income distributed under the US-64 scheme and other open-ended
equity oriented schemes of UTI and mutual funds from the 10 per cent flat rate of tax.
These fiscal incentives have favourably impacted the resource mobilisation by the mutual
funds industry.  However, redemption  had been very heavy which form nearly more than
100 per cent in 1998-99 and 69 per cent during the current financial year.

As regards the net resource mobilisation, there has been a massive inflow of
Rs.18,969.88 crore during the current financial year under review as against a net outflow
of Rs.949.67 crore during the entire financial year of 1998-99.

Details of funds mobilised, repurchase/redemption amount and the net inflow/outflow of
funds  for the financial year 1999–2000 are given in Table 2.36.

Table 2.36: Resources Mobilised by the Mutual Funds      (Rs.crore)
Private  Se ctor MFs Public Se ctor

MFs
UTI Grand

Total
Ope n
-e nd

Clos e
-e nd

Total Ope n
-e nd

Clos e
-e nd

Total Ope n
-e nd

Clos e
-e nd

Total

Mobiliz ation
of Funds
(gros s )

43,563.26 162.40 43,725.66 3,817.13 0.00 3,817.13 8,29 3.04 5,405.40 13,69 8.44 61,241.23

Re purch as
e /
Re de m ptio
n  Am ount

28,136.49 422.69 28,559 .18 3,276.47 1,285.58 4,562.05 7,259 .68 1,89 0.44 9 ,150.12   42,271.35

Ne t In/
Outflow  of
funds

15,426.77 260.29 15,166.48 540.66 -1,285.58 -744.9 2 1,033.36 3,514.9 6 4,548.32 18,9 69 .88

Source  : SEBI

As regards sector-wise performance, there was a net inflow of Rs.15,426.77 crore in case
of private sector mutual funds (net inflow of Rs.1,452.70 crore during 1998-99) followed
by UTI with a net inflow of Rs.4,548.32 crore (net outflow of Rs.2,737.53 crore during
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1998-99). On the contrary there was a net outflow of Rs.744.92 crore in case of public
sector mutual funds (net inflow of Rs.335.16 crore during 1998-99) due to massive
redemption / repurchase of close ended schemes. Thus it is found that probably
organisational and ownership structure have been influencing the performance of mutual
funds.

It is observed that in case of private and public sector mutual funds, the entire net inflow
of fund has been from open-ended schemes and there was net outflow in respect of close
ended schemes.  However, incase of UTI, 77.28 per cent of net inflow has been from the
close ended schemes.

Comparative performance of mutual funds and bank deposits

In resource mobilisation, mutual funds outperformed the bank deposits during the year
under review.  While mutual funds on net basis increased their resources by Rs.18,516
crore, there was a decline in accretion to bank deposits from Rs.1,08,615 crore in 1998-
99 to Rs.9,175 crore in 1999-2000.  Thus there has been a shift of savings from bank
deposits to mutual funds units (Table 2.37).

Table 2.37: Amount Mobilised by Commercial Banks & MFs          ( Rs. Crore)
Ye ar Mutual Funds Bank

De pos its
Public Pvt. UTI Total

19 9 6-9 7 151 346 9 ,600 10,09 7 71,780
19 9 7-9 8 332 1,9 74 9 ,100 11,406 9 9 ,811
19 9 8-9 9 335 1,453 -2,738 -9 50 1,08,615
19 9 9 -00 -701 14,669 4,548 18,516 9 1,075
Source  :  SEBI

Number of schemes and net assets

During 1999-2000, 330 schemes were in operation, out of which 188 schemes were open-
ended schemes.  In terms of investment objective, the details of  these 330 schemes are as
follows:-

Income (Debt oriented)Schemes - 122
(including 13 gilt schemes)
Growth (Equity oriented)Scheme - 173
(including  64 ELSS Schemes)
Balanced (Equity and Debt) Schemes-  35  

The combined outstanding net assets of all domestic schemes of mutual funds stood at
Rs.1,07,946.10 crore as on March 31, 2000. The details of which are given in Table 2.38.
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Table 2.38: Outstanding Position of Mutual Funds Assets
at end-March (Rs. Crore)

Cate gory of Mutual
Funds

Am ount Pe rce ntage  Sh are  ( pe r ce nt )

19 9 9 -00 19 9 8-9 9
UTI 72,333.43 67.00 77.9 0
Public Se ctor 10,444.78 9 .68 12.09
Private  Se ctor 25,167.89 23.32 9 .9 7
Total 1,07,9 46.1 100 100
Source  :  SEBI

During the year, there was an increase of 58 per cent in the net assets of the mutual funds
industry from Rs.68193 crore as on March 31, 1999 to Rs.107946 crore as on March 31,
2000.

The share of UTI in the total assets of the  mutual funds industry has declined to 67 per
cent as at end March 2000 from 77.9 per cent as at end March 1999.  Net assets of other
public sector mutual funds have also shown a decline from 12.09 per cent in 1998-99 to
9.68 per cent. However, net assets of private sector mutual funds increased from 9.97 per
cent as at end March 1999 to 23.32 per cent as at end March 2000.

Offer documents received and cleared by SEBI

During the year under review, there was a sharp increase in the number of offer
documents received and cleared by the SEBI for launching new schemes by mutual
funds.  Thus the SEBI received 96 offer documents during 1999-2000 as against 60 offer
documents during 1998-99. SEBI cleared 86 offer documents (18 offer documents
cleared for conversion of close ended schemes into open ended schemes), as against 47
offer documents cleared in the entire year 1998-99.  All offer documents were cleared in
21 working days in accordance with the Regulations. In remaining cases, the mutual
funds have been advised to incorporate the preliminary observations.

Pattern of offer documents received

In all 45 offer documents were received for launching income schemes, out of which 15
offer documents were  for launching gilt schemes investing in government securities, 29
offer documents were for launching schemes investing predominantly in corporate debt
securities, 1 offer document was for investing in  money market instruments, 23 offer
documents were for growth schemes investing predominantly in equities which also
include sector specific schemes and tax saving schemes, 13 offer documents were  for
balanced schemes investing in equities as well as debt securities, 13 offer documents
were received for conversion of old close ended schemes into open ended schemes and 2
offer documents were received for investments in securitised debts.
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Schemes launched

During 1999-2000, 58 new schemes were launched by the mutual funds. In addition, 21
schemes were converted from close ended schemes to open ended schemes. (In the
financial year 1998-99, 52 schemes were launched by the mutual funds including 10
schemes which were converted from close to open ended schemes).

Graph 2.19: Resources (Gross) Mobilised by the Mutual Funds
during 1999-2000

Assured return schemes of mutual funds

The SEBI pursuing its objective to protect the interest of the investors has been directing,
sponsors/AMCs of mutual funds to honour their commitment of assured returns. Several
investors have received income from their investment due to efforts of SEBI. According
to data available, 7 mutual funds have so far contributed Rs.1,979.35 crore to meet the
shortfalls in 19 assured return scheme. The details of these contributions are below in the
table 2.38.

During the year, SEBI directed Indian Bank and Indian Bank Mutual Fund u/s 11B of the
SEBI Act, 1992 to meet the shortfall in the returns committed in the offer documents of
Ind Prakash and Ind Jyothi schemes. It may be mentioned that earlier Indbank Mutual
Fund had paid assured return to the unitholders of Ind Jyothi scheme as directed by the
SEBI. However, some of the investors who had opted for redemption before the SEBIs’
directive could not get assured returns. They preferred an appeal before the appellate
authority. The appellate authority upheld the stand taken by the SEBI and directed Indian
Bank and Indbank Mutual Fund to pay the returns to the investors as committed in the

43725.66

28559.18

15166.48

3817.13 4562.05

-744.92

13698.44

9150.12

4548.32

-5000

0

5000

10000

15000

20000

25000

30000

35000

40000

45000

 Private Sector M Fs Public Sector M utual Funds UTI

M obiliz ation of Funds

R e purch as e / R e de m ption  Am ount

Ne t In/ Outflow  of funds



Page 107 of 17165

offer document. Subsequently, an appeal against the decision of the appellate authority
has been filed with the Delhi High Court.

It may be recalled that Canbank Mutual Fund had been directed to honour its
commitments in case of Canstar scheme. Though most of the investors opted for
redemption in the year 1997 some of the investors could do so in the subsequent years.
As a result, the amount contributed by Canara Bank has increased to Rs. 1,237 Crore.  In
case of Cantriple scheme, the matter pertaining to assured returns is sub-judice.

In case of Magnum Triple Scheme of SBI Mutual Fund, SEBI insisted that the investors
of the schemes must be paid three times the face value of units as indicated in the offer
document. Accordingly, SBI Mutual Fund paid Rs.300 to the investors at the time of
redemption and the shortfall was met by the sponsors i.e State Bank of India, who
contributed Rs. 125.97 Crores (Table 2.39).

Table 2.39: Assured Return Schemes: Contributions Made to Honour the
Commitments                                                                                          (Rs. Crore)
Nam e  of th e  Fund Nam e  of th e  Sch e m e Contribution Made  by Spons or/

AMC

BOI Mutual Fund Double  s q uare  plus 31.58
Fe s tival Boinanz a Grow th
Sch e m e  *

1.38

RMI 3.69
Canbank  Mutual Fund Cans tar 1,237.83
GIC Mutual Fund GIC Big Value 46.88

GIC Ris e  II 170.00
PNB Mutual Fund Pre m ium  Plus  9 1 26.15

Ris ing Incom e  Plus  9 0 3.9 2
Indian Bank  Mutual Fund Ind Jyoth i 43.59

Sw arnapus h pa 0.42
SBI Mutual Fund Magnum  Bond Fund 12.29

MMIS 9 1 42.27
Magnum  Triple  Plus   Sch e m e 125.9 7

MMIS 9 7 4.55
MMIS 89 18.67

LIC Mutual Fund Dh anvars h a (3) 12.40
Dh anvars h a (4) 136.9 2
Dh anvars h a (5) 53.34
Dh ans h re e  89 7.50

Total 19 ,79 .35
* Th e  am ount h as  s ince  be e n re im burs e d back  to th e  AMC s ubs e q ue ntly
Source  :  SEBI
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Development with respect to collective investment schemes

The Board reviewed the current status of entities having Collective Investment Schemes.
It was noted that upto January 24, 2000, 29 applications for grant of registration were
received from entities which had reportedly mobilised about Rs.292.29 crores. Another
26 entities, which had reportedly mobilised about Rs.185.24 crores, have sought time for
submitting application for registration. The Board also noted that 43 entities which had
reportedly collected about Rs.332.42 crores have intimated SEBI about their intention to
repay and wind up their schemes in terms of provisions of SEBI (Collective Investment
Schemes) Regulations, 1999. Besides, in some cases proceedings are going on in various
Courts wherein the companies, which had launched CIS, have proposed to make the
payment to investors.

The Board took note of various steps taken by the SEBI, such as individual letters to
entities asking them to apply for registration or wind up and repay the investors; public
notices in newspapers, inter-alia, cautioning investors about risks associated with the
investments of such nature; public notices in newspapers reminding entities who have not
applied for registration by December 14, 1999 to wind up their existing schemes to repay
the investors.

D] FOREIGN INSTITUTIONAL INVESTMENT

On December 8, 1999, the cumulative net investment made by the Foreign Institutional
Investors (FIIs) in the Indian Capital Market  since September 1992, crossed the 10
billion-dollar mark. Though there was an outflow of funds during the period August-
October 1999, the underlying sentiment towards the Indian markets was  bullish. During
the year 1999-2000, FIIs had made a net  investment of  Rs. 10,121.93 crore, as
compared to the outflow of Rs. 1,584.5 crore during 1998-99. Apart from market
considerations, this reversal in trend is also reflective of the confidence of FIIs in the
structural reforms introduced by the SEBI to make the Indian markets more investor
friendly, transparent and efficient. The net investment made by the FIIs as on March 31,
2000 stood at US $11.23 billion. The yearly cumulative net investment made by the FIIs
is given Table 2.40
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Table: 2.40 Yearly Trends in FII Investment
Total Gros s

Purch as e s
Rs . Crore

Gros s  Sale s
Rs . Cr

Ne t Inve s tm e nt
Rs . Cr

Ne t Inve s tm e nt
in US$ Million

Cum ulative  Ne t
Inve s tm e nt US$ m
at Month ly
Exch ange   Rate

 19 9 2-9 3 17.4 4.0 13.4 4.2 4.2
 19 9 3-9 4 5,59 2.5 466.3 5,126.2 1,634.0 1,638.3
 19 9 4-9 5 7,631.0 2,834.8 4,79 6.3 1,528.3 3,166.6
 19 9 5-9 6 9 ,69 3.5 2,751.6 6,9 42.0 2,035.7 5,202.3
 19 9 6-9 7 15,553.9 6,9 79 .4 8,574.5 2,431.9 7,634.2
 19 9 7-9 8 18,69 4.7 12,737.2 5,9 57.4 1,650.1 9 ,284.3
 19 9 8-9 9 16,115.0 17,69 9 .4 (1,584.4) (386.1) 8,89 8.2
 19 9 9 -00 56,855.5 46,733.5 10,121.9 2,339 .1 11,237.3
Total 1,30,153.4 9 0,206.2 39 ,9 47.3
Figure s  in brack e t are  not outflow s .
Figure s  m ay not add e xactly due  to rounding.
Source : SEBI

Another noteworthy feature is the increase in the FII turnover at the exchanges as
compared to previous years. The gross purchases and sales by the FIIs during the year
1999-2000 were Rs. 56,855.46 crore (Rs.16,115 crore)∗ and Rs. 46,733.52 crore (Rs.
17,699.4 crore)*. This is reflective of the increasing depth of the Indian markets.

Graph 2.20 : Monthly investment trends since 1993

A detailed break up of monthly trend in investments during 1999-2000 is furnished in
Table 2.41.
                                               
∗  figures in parentheses pertain to previous year
* figures in parentheses pertain to previous year
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Table: 2.41 :Monthly Trends in FII Investment
Month Gros s

Purch as e s
Rs . Cr

Gros s
Sale s

Rs . Cr

Ne t Inve s tm e nt
Rs . Cr

Ne t Inve s tm e nt
US$ Million at

Month ly
Exch ange  Rate

Cum ulative  Ne t
Inve s tm e nt US$

Million at Month ly
Exch ange   Rate

19 9 9 -2000
A 9 9 2,519 .32 1,565.83 9 53.49 223.17 9 ,121.41
M 9 9 4,108.29 2,388.9 9 1,719 .30 401.9 8 9 ,523.39
J 9 9 2,669 .9 6 2,581.32 88.64 20.55 9 ,543.9 4
JL 9 9 4,310.74 2,807.01 1,503.73 348.61 9 ,89 2.54
A 9 9 2,714.13 2,836.08 (121.9 5) (28.06) 9 ,864.48
S 9 9 2,725.63 3,466.01 (740.38) (170.08) 9 ,69 4.40
O 9 9 3,535.35 4,142.40 (607.05) (139 .71) 9 ,554.69
N 9 9 3,9 34.47 2,705.44 1,229 .03 283.19 9 ,837.87
D 9 9 4,556.19 2,9 38.57 1,617.62 372.04 10,209 .9 1
J 00 6,129 .73 5,9 33.16 19 6.57 45.14 10,255.05
F 00 9 ,761.57 6,677.47 3,084.10 707.20 10,9 62.25
M 00 9 ,89 0.07 8,69 1.24 1,19 8.83 275.02 11,237.27
Total 56,855.46 46,733.52 10,121.9 3 2,339 .03
Figure s  m ay not add e xactly due  to rounding.
Source : SEBI

The increase in the gross FII purchases and sales since January 1993 has been shown in
the Graph 2.21

Graph 2.21: Monthly trends in Purchases and sales by FIIs

During the year (1999-2000) 56 FIIs were registered. As on March 31, 2000, 506 FIIs
were registered with SEBI.The Asian financial crisis did have an impact in the FII
investment in 1998-99 but the low volatility of the Indian markets as compared to other
emerging market economies and an efficient market structure were some of the factors
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responsible for continued confidence of FIIs in Indian capital market. The figure below
exhibits the movement of the BSE Sensex  and the corresponding FII monthly net
investment.

Graph 2.22: Sensex Movement and corresponding monthly net FII investments

The South East Asian crisis of 1997-98 had resulted in a review of investment strategy by
the global investors in respect of emerging market economies. However, the Indian
markets bucked the trend and gained considerably from April 1, 1998 to March 31, 2000.
Low volatility, attractive valuations and a stable currency were some of the factors which
led to surge in the FIIs investment.

E] SUBSTANTIAL AQCUSITION OF SHARES AND TAKEOVERS
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the SEBI. Under the SEBI (Substantial acquisition of shares and Takeovers), Regulations,
1997, a category of non applicability of open offer obligations was introduced to
automatically exempt certain transactions from open offer which may become necessary
in the overall commercial and business interest of the company. During the year, 246
reports were filed under this category. The transactions, which are not covered under the
said category, are to be submitted to the Takeover Panel for exemption from open offer.
During the year, 15 such applications were submitted out of which exemption from
making open offer was granted in respect of 11 cases (Table 2.42).
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Table 2.42 Offers and Exemptions 
Le tte rs  of Offe r file d Exe m ptions  grante d

19 9 7-9 8 19 9 8 - 9 9 19 9 9 -2000 19 9 7-9 8 19 9 8 - 9 9 19 9 9 -2000
41 63 83 5 4 11

Source  : SEBI

F]  INVESTIGATION, ENFORCEMENT AND SURVEILLANCE

Market Surveillance

Market Surveillance plays a key role in ensuring safety and integrity of the markets.
Market Surveillance Division was set up in SEBI in July 1995, with a view to keep a
proactive oversight on the surveillance activities of the stock exchanges.

SEBI’s market surveillance essentially focuses on:

• policy formulation for introduction of surveillance systems and risk containment
measures at the stock exchanges to bring integrity, safety and stability in the Indian
securities markets;

• overseeing the surveillance activities of the stock exchanges including the monitoring
of market movements by them;

• inspection of the surveillance cells of the stock exchanges;
• initiating investigations; and
• preparation of reports and studies on market movements, which SEBI circulates,

periodically to the Ministry of Finance in the Government of India and to securities
markets regulators from other countries.

The primary responsibility of market surveillance has been entrusted to the stock
exchanges.  However, SEBI keeps a proactive oversight on market movements and trends
and in exceptional circumstances it analyses the same. When appropriate, on the basis of
reports received from the stock exchanges or specific complaints or sometimes suo-moto
also (on exception basis only), preliminary enquiries are conducted to determine whether
the trading raises suspicion of market manipulation and/or insider dealing. In case an
analysis of the trading information for the stock exchanges leads to a suspicion of market
abuse, then, client details and records are obtained from the stock brokers. If further
analysis of these records suggests the possibility of occurrence of market manipulation or
insider dealing or other misconduct, investigations are initiated.

The Market Surveillance systems are developed and consolidated on a continuous basis.
Some of the surveillance systems and risk containment measures that have been put in
place are briefly given below:

â  Risk containment measures in the form of elaborate margining system and linking of
intra-day trading limits and exposure limits to capital adequacy;
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â  Daily price bands to curb abnormal price behaviour and volatility;
â  Reporting by stock exchanges through periodic and event driven reports;
â  Establishment of independent surveillance cells in stock exchanges;
â  Inspection of intermediaries;
â  Suspension of trading in scrips to prevent market manpulation;
â  Formation of Inter Exchange Market Surveillance Group for prompt, interactive and

effective decision making on surveillance issues and co-ordination between stock
exchanges;

â  Suspension of trading in scrips to prevent market manipulation;
â  Implementation of On-line automated surveillance system (Stock Watch System) at

stock exchanges.

♦  Mechanisms for risk containment

An essential tool for ensuring the safety of market is the risk containment system.  To
ensure safety of the market, all the stock exchanges have an elaborate margining system
including mark to market margins and daily margins and exposure and intra-day trading
limits.

Review of margining system
Different margins were prescribed by the SEBI in consultation with the stock exchanges
at different points of time keeping in view the requirements and exigencies of the
prevailing situations. Though, largely the existing margining system had worked well.
However, it was felt that there was lack of uniformity in the implementation of various
margins by the exchanges. The SEBI has constituted a group to review, rationalize and
streamline the margining system. As per the recommendations  of the group the following
changes were made in the margining system during the year 1999-2000 to bring
uniformity in implementation of mark to market margin  across stock exchanges and
remove undue burden on investors who sell for delivery.

A. Mark-to market margin
The mark to market margin is calculated by marking each transaction in a scrip to the
closing price of the scrip at the end of trading.  It has now been directed/clarified  that
1. transactions for sale for delivery would be exempt from payment of this margin

after delivery  is  given to the clearing house / clearing corporation.
2. the margin  shall be calculated separately for two trading cycles(the current

trading cycle and the closed trading cycle whose settlement is yet to take place)
and credit for mark to market of the closed trading cycle may not be given against
mark to market losses of the current trading cycle

These provisions would bring uniformity in implementation of mark to market
margin across stock exchanges and remove undue burden on investors who sell for
delivery.
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B. Concentration margin, margin on net exposure and 90 day special margin
Based on the overall assessment of risk it was decided to do away with these three types
of margins.

C. Base capital and additional capital
The base capital and additional capital is accepted in cash /FDR/Bank
Guarantee/Securities in prescribed proportion.  It was decided that for the securities
component, while accepting shares, only those scrips would be accepted which are part of
BSE Sensex/S&P CNX Nifty/BSE 100/ CNX Nifty Junior/BSE 200/ CNX Midcap 200.
Further, the scrips which are in compulsory dematerialised trading for all investors are to
be accepted in dematerialised form only.  This would improve the quality of the securities
component held by the stock exchanges as capital and also guarantee the requisite level
of liquidity for these deposits.

It was also decided to increase the frequency of valuation of securities deposited as
capital.  The valuation would be done at haircut of 15 per cent when it is done more
frequently i.e. atleast once a week as compared to haircut of 30 per cent if the valuation is
done once a month.

It was also decided to allow the excess additional capital, i.e. the unused capital after
meeting the requirements of exposure, lying with the exchanges in the form of cash/bank
guarantee/FDR to be utilised for meeting margin requirements.

D. Incremental carry forward margin
The system  of incremental carry forward margin was implemented in 1998 to control
excessive built up of carry forward positions.  The system was modified and it was
provided that  instead of a flat rate of 10 per cent for every additional 1 per cent increase
in carry forward positions the incidence of this margin would be low  at  low levels of
carry forward position in a scrip and high at higher levels. For carry forward positions
exceeding 3 per cent a graded structure  of  rate of margin varying from 5 per cent to 30
per cent  was prescribed.

E. Payment of margin by clients
Collection of margins by brokers from their clients was made mandatory.  However,
exemption from this has been granted when the margin liability on the client is less than
Rs.1 lac.

Containing volatility
The system of volatility margin was introduced in June, 1998 to curb excessive volatility
in the markets. However, it was felt that this margin addressed volatility over a short
period of one week only.  Therefore, with a view to address volatility over short term as
well as longer period of six weeks, it was decided that the margin would be levied on the
basis of volatility computed on a rolling basis over a period of preceding six weeks.  For
volatility  {defined as (6 week high – 6 week low)/ 6 week low} more than 40 per cent
graded margin rates from 5 per cent to 20 per cent were prescribed.  This system was
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further modified and the threshold volatility was increased from 40 per cent to 60 per
cent and the margin rates were increased to 5 per cent to 30  per cent.

Uniform scrip specific price bands
To contain abnormal price variations, the SEBI had introduced the system of scrip specific
daily price bands. In January, 2000 it was decided in principle to allow a further variation of
4 per cent in the scrip prices beyond the existing limit of 8 per cent after a cooling off period
of 30 minutes.  This is expected to provide additional exit route to investors. This modified
system would be implemented shortly after necessary software changes are carried out by
the exchanges. To start with, this modification will be applicable in the case of top 100
scrips.

Increase in cash component of total cover available with exchanges to 30 per cent
In order to enhance the safety of the markets, it was decided to increase the cash component
of additional capital and margins deposited by brokers with exchanges to 30 per cent of the
total deposits.

Margining of institutional trades
Institutional trades form a large part of the trading volumes on major exchanges. These
trades are at present not subjected to margin; it has bee decided to examine the issue of
margining these trades.

Risk containment – overall responsibility of exchanges
Though the minimum measures for risk containment have been specified by the SEBI,
the overall responsibility for risk containment lies with the exchanges. Exchanges have
been directed to take further measures as required. Some additional measures taken by
the exchanges for risk containment, are intra-settlement and inter-settlement scrip-wise
limits on broker positions in addition to the overall limits specified by the SEBI,
enforcement of early pay-ins by members with large positions and member-wise adhoc
margins.

♦  Mechanisms for a fair and transparent securities market

In order to make the securities markets fair and transparent and for enhanced investor
protection, SEBI had taken initiatives, which are given below:

Dissemination of price sensitive information to public
It is necessary to have a proper method for dissemination of price sensitive and other
important information relating to companies and market to the public so that they can make
informed investment decisions. The stock exchanges have been advised to display such
information on their terminals in the quickest possible manner.

Dealing with market rumours
Market rumours can do considerable damage to the normal functioning and behaviour of the
securities market. It is therefore essential to have quick verification of such rumours from
the corporates as well as from other entities whenever necessary. On being asked by the
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SEBI, companies have designated compliance officers who would be contacted by the stock
exchanges whenever such verification is needed. Exchanges have been asked to take up
quick verification of rumours and proper dissemination of the same. Exchanges have started
verifying rumours and since October ’99 the same are getting reported to SEBI also.

Public disclosure of information relating to actions taken against stockbrokers
The stock exchanges are required to make public the actions taken by the Disciplinary
Action Committee of the stock exchanges against their member brokers. The stock
exchanges have also been asked to issue press releases when such actions are of serious
nature.

Strengthening of insider trading regulations
While insider-trading regulations were framed in 1992, it was felt that there was no
framework for prevention of insider trading. A group was set up under the Chairmanship of
Shri Kumar Mangalam Birla, member, SEBI, to suggest measures to be taken for
strengthening the regulations as well as requirements of procedures, code of conduct and
reporting about the entities in the capital market which may have access to non-public
information. The group is in the process of coming up with suitable recommendations in this
regard.

Surveillance in internet environment
Internet based securities trading was permitted in Indian capital markets in Jan 2000.
Internet is a versatile medium and apart from proliferating genuine applications, it has
also provided new avenues for market manipulators and fraudsters. The SEBI Committee
on Internet based trading and services has set up a working group to look into
surveillance and monitoring related issues arising due to Internet based securities trading.

♦  Greater responsibility and accountability of the surveillance cells of the stock
exchanges

The surveillance cells of the stock exchanges have been advised to devise an internal
system of documentation of their surveillance activities and follow-up actions, in order to
bring about greater responsibility and accountability in discharging the surveillance
functions.

Inspection of surveillance cells of stock exchanges
The surveillance cells of stock exchanges have been strengthened in terms of manpower and
systems as directed by the SEBI. During 1999-2000, the SEBI inspected surveillance cells
of 7 stock exchanges and shortcomings and suggestions have been communicated to them
for improvement of the functioning of surveillance cells.

Reporting by stock exchanges
The SEBI had put in place a system of reporting by the stock exchanges on surveillance
related matters.  With a view to bring emphasis on oversight and exception reporting,  it
was decided to modify the reporting requirements on the lines as below:
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1. The daily report in the existing format has been done away with and it has been
prescribed that daily report will be sent only on exceptional basis if there has been
happening / event / trading pattern which have a bearing on the safety /integrity of the
market.

2. The settlement report includes details about overall safety level at the exchange,
member deactivations, scrip suspension, instances of rumor verifications and working
of stock watch system.

3. The monthly report gives details about analysis/investigations taken up by the
exchanges following the reference from SEBI or otherwise, outcome of the same and
actions taken by the exchange against members/ issuers.

Indefinite suspension of scrips
Earlier, the exchanges had to seek prior approval from SEBI for suspending scrips for
more than three days. As all the information required for taking such decisions is
available with the exchanges, it was decided that the decision for suspension of trading of
scrips including for more than 3 days should be taken at the exchange level itself.

Surveillance staff strength at exchanges
To improve the functioning of the surveillance cells of stock exchanges, it has been
decided that exchanges will take steps to assess manpower requirements and deploy
adequate staff for surveillance and monitoring. Exchanges are also required to provide
appropriate training and certification to surveillance staff and facilitate process of
certification.

Development of the stock exchanges as self-regulatory organisations
SEBI has been trying to strengthen the role of exchanges as effective self-regulatory
organisations. Setting up of independent surveillance cells directly reporting to the
exchange executive directors was a step in this direction. Development of exchange level
surveillance capabilities like stock watch system, directing exchanges to augment their
surveillance staff strength and devising a training and certification module for the
exchange surveillance staff are further initiatives taken by SEBI in this direction. Self-
regulatory steps taken by exchanges under the oversight of SEBI have improved market
safety and integrity.

In line with their self-regulatory role, the primary responsibility of market surveillance
and monitoring, detection of abnormal trading patterns, analysis and initiation of
investigations has been entrusted to exchanges. Exchanges are required to make reference
to SEBI, in appropriate cases, for further investigations by the SEBI. In the year 1999-
2000, in 12 cases, further investigations were taken up by the SEBI on reference from
exchanges. Major exchanges conducted suo-moto investigations in more than 100 other
cases. As part of its oversight of surveillance activity, SEBI also takes up cases for
investigations, but this is done on exceptional basis only. In the year, in 24 cases,
exchanges were asked by the SEBI to conduct investigations/ send details to the SEBI. In
some of these cases, exchanges had already initiated investigations on their own.
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Inter exchange market surveillance group
There are 23 stock exchanges having different trading and settlement cycles and at the same
time scrips have multiple listing on these stock exchanges. For effective and meaningful co-
ordination between these stock exchanges for healthy functioning of the market, an Inter
Exchange Market Surveillance Group was set up by the SEBI.  The group meets at regular
intervals. Six meetings of the Group were convened by the SEBI during 1999-2000. In
these meetings, the Group reviewed the prevailing market conditions and several
measures, such as increase in the cash component of margin and additional capital to 30
per cent, imposition of special/ad-hoc margins in scrips with low floating stock and
specific measures such as exposure reduction, etc. were initiated to enhance the safety
and integrity of the market.

Development and implementation of stock watch system – an on-line automated
surveillance system

As trading in the Indian securities markets has become on-line, a sophisticated on-line
surveillance system was called for to have effective market surveillance in line with
international standards.  Development of the Stock Watch System at the exchange level
was initiated by the SEBI with this objective. All major exchanges have put in place the
basic structure of the stock watch system. The system is fully functional in NSE. In BSE,
the system was formally inaugurated in July 1999, and is operational. However, BSE and
some other exchanges are now in the process of prioritisation and benchmarking of the
alerts generated by the system. Further refinements of the stock watch system will be
taken up after the basic system becomes fully functional in all major stock exchanges.

♦  Regulatory role in the context of market volatility

Excessive volatility in the securities markets is a cause of concern for regulators,
corporates and investors. When prices swing at extreme levels, they can have a number of
adverse consequences:
1. such volatility increases trading risks and requires market intermediaries to charge

more for their liquidity services, thereby reducing the liquidity of the market as a
whole.

2. if such volatility persists, securities firms are less able to use their available capital
efficiently because of the need to reserve a larger percentage of cash-equivalent
investments in order to reassure lenders and regulators.

3. greater volatility can reduce investor confidence in investing in stocks.

As a result of these effects, increased price volatility could in the long run, impact the
securities markets adversely. The regulators across the world remain concerned about
excessive price volatility.

The movement of the BSE Sensex and the Index Volatility are shown in Graph 2.25
below. The intra-day and inter-day price fluctuations of the BSE Sensex are shown in
Graph 2.26.
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Graph 2.25: BSE Sensex and Index Volatility
BSE Sensex and Index volatility (30-Days Rolling Window)
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Graph 2.26 : Intra-Day and Inter-Day Price Fluctuations of BSE Sensex

The BSE Sensex had bottomed out in April 1999 and closed at 3245.27 on April 26,
1999.  Thereafter the index has shown steady rise till October 1999. From October 27,
1999, the Sensex witnessed a correction and fell continuously from a level of 4756.2 to
4270.74 on November 1999.  The fall in the index was attributed to FII sales due to the
redemption pressure at the year end. The Sensex rose substantially from then to reach a
level of 5924.31 on February 2000.  During this period, sensex crossed 6000 level on
February 11, 2000 at 6005.85 and February 14, 2000 at 6150.69 which was also all time
high for the index.  This rally could not be sustained and Sensex closed at 5001.28 on 31st

March, 2000.  The fall was attributed to the profit taking in the software scrips after a
meteoric rise.

Intra-Day and Inter-Day Price Fluctuation
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-8.00%

-6.00%

-4.00%

-2.00%

0.00%

2.00%

4.00%

6.00%

8.00%

10.00%

0.00%

2.00%

4.00%

6.00%

8.00%

10.00%

12.00%

14.00%

Inter-Day Price Fluctuation
Intra-Day Price Fluctuation



Page 120 of 17165

Excessive volatility has been observed in world markets as well, mainly on account of the
popularity of telecom, media and technology stocks. These stocks are inherently volatile
because of “uncertainty element” associated with them, absence of any clear cut method
of valuation and fast pace of change in technology. These stocks have also been
favourites in the Indian markets, and contributed a major portion of trading volumes in
this period.

A lot of activity was observed in the case of companies which have changed their names
to suggest software / Infotech activity. SEBI brought the phenomenon of change in names
by companies to reflect software / it activity to the notice of Department of Company
Affairs, Govt. of India. With a view to protect the interest of investors, SEBI has also
taken the following steps:-

1. alerted the investors by issuing press release advising them to be cautious in trading
in such scrips.

2. asked exchanges to closely monitor the trading and other developments in respect of
shares of such companies.

3. made it mandatory for such companies to separately show the performance and
results of software activity in quarterly / annual report.

4. further tightened entry norms for public / rights issues by such companies by way of
requirement of profitability track record of 3 years in the sector of information
technology.

It was also observed that the activity in the area of restructuring of companies including
mergers, acquisitions, strategic stakes and brand acquisitions had increased in 1999-2000.
The exchanges were advised to ensure that news and information with respect to such
corporate developments is properly disseminated in a timely and effective manner.
Exchanges were also asked to be watchful and alert and verify rumours to ensure fairness
in the securities market. In the wake of such events, reported or rumoured, exchanges
were also advised to analyse trading patterns quickly.

In view of sharp and sudden variations in scrip prices of certain sectors, it was suggested
to exchanges in  December 1999 to take possible proactive actions such as
1. putting the scrips on spot or 100 per cent margin.
2. also warning the investors appropriately along with other actions.
3. suspension of the trading in the scrip for shorter or longer period when there is

reasonable belief on the part of the exchange of manipulative activity.

SEBI held discussions with major stock exchanges in January 2000 on increased
volatility and sharp up trend in the market and on further measures being taken /to be
taken for ensuring safety and stability in the market. Some of the measures taken to
enhance market safety and described earlier also, are as follows:

• Slabs of volatility margin were increased from 5 per cent to 20 per cent to a range of
5 per cent to 30 per cent

• Cash component of margin and additional capital was increased to 30 per cent
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• Imposition of higher special / ad-hoc margins in respect of scrips which have
relatively low floating stock.

• In respect of brokers, which according to exchanges have taken large and
concentrated positions, specific measures by way of exposure reduction/ additional
margins/early pay-in etc.

In addition to these measures, press releases were issued on two occasions for the benefit
of small investors, cautioning investors to exercise due diligence while transacting in
securities.

Implementation of the measures described above have resulted into margin cover to the
tune of around 45 per cent in the Indian capital markets. This along with SEBI’s
proactive and consultative approach has helped in containing volatility and ensuring
safety of the markets. This is borne out by the fact that despite sharp fluctuation in market
prices and several instances of high market volatility, the Indian markets have remained
safe and stable.

INVESTIGATIONS

Investigations are carried out with a view to gather evidence of alleged violations of
securities market such as price rigging, creation of artificial market,  insider trading,
public issue related irregularities and other misconduct, as well as to find out
persons/entities behind these irregularities and violations. SEBI has been strengthening
its investigation activities over the years and these activities were further strengthened
during 1999-2000.

Investigations carried out by SEBI during the last few years have produced salutary
impact the capital market.  The investigations coupled with proactive surveillance
measures have resulted in reduction in number of instances of alleged market
manipulations and price rigging.  Pursuant to completion of investigation, a number of
actions like administrative directions and penal actions under the SEBI Act and the various
SEBI Rules and Regulations were effected. These actions include monetary penalties,
warning, suspension of activities and cancellation of registration, refund of issue proceeds,
prohibiting dealing in securities and access to the capital market, asking trustees and key
persons of mutual fund to step down for their failure to protect the interest of the investors,
etc.

Investigation proceedings

During 1999-2000, investigations were taken up in several cases alleging market
manipulations and price rigging, issues related to manipulations, insider trading and non-
compliance of regulations of mutual funds and take-over of companies. The details of these
are given in Table 2.43 and the corresponding Graph 2.27.
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Table 2.43: Investigations by SEBI
Particulars 19 9 2-9 3 19 9 3-9 4 19 9 4-9 5 19 9 5-9 6 19 9 6-9 7 19 9 7-9 8 19 9 8-9 9 19 9 9 -00 Total
Cas e s  tak e n up
for inve s tigation

2 3 2 60 122 53 55 56 353

Cas e s  com ple te d 2 3 2 18 55 46 60 57 243
Source  :  SEBI

Graph 2.27: Investigations by SEBI
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As can be seen from table, SEBI took up investigations in 56 cases in 1999-2000 bringing
the total cases taking up the cumulative total to 353 cases. Out of these, 57 cases were
completed during 1999-2000 bringing the total cases completed till 31/3/2000 to 243 cases.
The break up of 56 cases in respect to nature of violations alleged, taken up during 1999-
2000 is given in table 2.44 and Graph 2.28 below.  Likewise, the break up of 57 cases in
respect to nature of violations completed during 1999-2000 is given in Table 2.45 and
Graph 2.29 below.

Table 2.44 : Nature of Investigations Taken up by the SEBI in 1999-2000
Particulars Num be r of Cas e s  Tak e n up for Inve s tigation
Mark e t m anipulation and price  rigging 47
"Is s ue " re late d m anipulation 2
Ins ide r trading 3
Tak e -ove rs 1
Mis ce llane ous 3
Total 56
Source  : SEBI
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Graph 2.28: Nature of Investigations taken up by SEBI in 1999-2000

Table 2.45 : Nature of Investigations Completed by SEBI in 1999-2000
Particulars Num be r of Cas e s  Com ple te d
Mark e t m anipulation and price  rigging 37
"Is s ue " re late d m anipulation 8
Ins ide r trading 5
Mis ce llane ous 7
Total 57
Source  :  SEBI

Graph 2.29: Nature of investigations completed by SEBI in 1999-2000

On completion of investigations, SEBI Regulations provide procedure of enquiry
proceedings in respect of intermediaries for their prima facie violations of SEBI Act and
its Regulations.  Show cause notices have been issued during this year to 52
intermediaries by the Enquiry Officer pursuant to enquiry proceedings.  Likewise, show
cause notices have also been issued in this year to 98 non-intermediaries, pursuant to the
completion of the investigation, asking them to show-cause as to why suitable directions
including directions prohibiting them from dealing in securities and accessing the capital
market, for an appropriate period, should not be issued, for creation of artificial market,

M a r k e t  m a n i p u l a t i o n  
a n d  p r i c e  r i g g i n g

8 2 %

M i s c e l l a n e o u s
7%

I n s i d e r  t r a d i n g
5%

T a k e - o v e r s
2%

" I s s u e "  r e l a t e d  
m a n i p u l a t i o n

4%

M a r k e t  m a n i p u l a t i o n  
a n d  p r i c e  r i g g i n g

82%

M i s c e l l a n e o u s
7%

I n s i d e r  t r a d i n g
5%

T a k e - o v e r s
2 %

" I s s u e "  r e l a t e d  
m a n i p u l a t i o n

4%



Page 124 of 17165

price manipulations, insider trading, non-compliance of takeover codes etc.  These non-
intermediaries include individuals, firms as well as corporates. In addition to the above,
show cause notices have also been issued for initiating prosecution proceedings against
the intermediaries and the non-intermediaries for mis-statement in prospectus, market
manipulations, delay in transfer of shares, substantial acquisition without following
procedure of open offer in violation of takeover code, etc.

Enquiry and adjudication proceedings

During 1999-2000, on completion of investigations, enquiry proceedings were initiated in
respect of 52 intermediaries i.e. stock brokers, merchant bankers, registrars to an issue
and share transfer agents, bankers to an issue, etc. under the provisions of the relevant
SEBI Regulations. The break up of these 52 intermediaries is given in Table 2.46.  In
1999-2000 enquiry proceedings have been completed against 81 intermediaries, the
details of which is given in Table 2.47.

During 1999-2000, adjudication proceedings have been initiated in 16 cases and out of
these, adjudication proceedings were completed in one case.

Table 2.46 : Details of Cases Where Enquiry Officer has been Appointed in 1999-2000
Inte rm e diarie s Num be r of Cas e s
Stock  brok e rs 39
Me rch ant bank e rs 6
Re gis trars  to an is s ue  and s h are  trans fe r age nts 4
Bank e rs  to an is s ue 2
Sub-brok e rs 1
Total 52
Source  :  SEBI

Table 2.47 : Details of Cases Where Enquiry Proceedings Have
Been Completed in 1999-2000
Inte rm e diarie s Num be r of cas e s
Stock  brok e rs 65
Me rch ant bank e rs 2
Re gis trars  to an is s ue  and s h are  trans fe r age nts 6
Bank e rs  to an is s ue 8
Total 81
Source  :  SEBI

Action taken

On completion of investigations and after following the procedure of enquiry proceedings
in respect of intermediaries, i.e. stock brokers and sub-brokers, merchant bankers,
registrars to an issue and share transfer agents and bankers to an issue, orders were passed
for cancellation of registration in 4 cases, suspension in 30 cases, warning issued in 28
cases and refund of issue proceeds in one case.
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Apart from action against the intermediaries, prohibitive directions were issued under
section 11B of the SEBI Act against 58 non-intermediaries, i.e. individuals, firms,
companies, etc. for their involvement in creation of artificial market, price manipulations,
irregularities in public issue process, failure to protect interest of the unit holders of the
Mutual Fund, non-compliance of SEBI Directives by the Exchange officials etc.  Action
taken during 1999-2000 is given in Table 2.48 and Graph 2.30.

Table 2.48: Action taken in 1999-2000
Particulars No. of Cas e s
Re fund of Is s ue  proce e ds 1
Cance llation 4
Sus pe ns ion 30
W arning is s ue d 28
Proh ibitive  dire ctions  is s ue d unde r s e ction 11B of SEBI Act 58
Total 121
Source  :  SEBI

Graph 2.30 : Action taken
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Summary of representative investigation cases

During the year 1999-2000, 56 cases were taken up for investigation.  These cases
pertained to allegations of market manipulations and price rigging, issue related
manipulations, insider trading, non-compliance with Takeover Regulations, mis-
statement in the prospectus, etc.  Out of these 56 cases,  investigations were taken up in
47 cases of alleged market manipulation and price rigging, 2 cases of issue related
manipulations, 3 fresh cases of alleged insider trading, etc.  Such investigations coupled
with effective market surveillance under the oversight of SEBI have resulted in
significant reduction in cases of market manipulation and price rigging.
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During 1999-2000, investigations in 37 cases of market manipulation and price rigging, 8
cases of issue related manipulations, 5 cases of insider trading, 3 cases of takeover code
violations were completed.  The investigations into market manipulation cases have
brought out that certain persons / entities created artificial market and manipulated the
prices of certain scrips.  Likewise, investigations into issue related manipulations showed
that there was mis-use of stock invests, arrangement of subscription to circumvent
requirement of minimum subscription, buy-back of shares by the company in
contravention of provisions of the Companies Act, acceptance of applications after the
closure of the issue, grey market operations, mis-statement in prospectus etc.  After
completion of investigations, SEBI has ordered refund of the issue proceeds in one case.
Investigations into alleged insider trading cases revealed that in one instance insider
trading had taken place.

Apart from price manipulations, issues related to irregularities, takeover code violations
and insider trading.  During this year investigations into irregularities by Mutual Fund
were also conducted for the first time. Further, investigations were also made into attempt
of certain entities to trigger fall in the market and defraud the settlement guarantee
scheme of NSE.

The cases where investigations were completed during 1999-2000 are discussed below :-

Shriram Mutual Fund

In the wake of sudden payment crisis in the month of June 1998, on The Stock Exchange,
Mumbai (BSE) and National Stock Exchange (NSE) and allegations of manipulation in
the scrips of BPL Ltd., Videocon International Ltd. (Videocon) Sterlite Industries Ltd.,
investigations were undertaken by SEBI.  It was also alleged that Shriram Mutual Fund
(SRMF) had helped certain brokers of BSE who were having payment problems and
purchased shares of Videocon in pursuance to buy-back arrangement.  Investigations by
SEBI revealed that a company belonging to Shriram group, purchased large quantities of
shares of Videocon to help out brokers of BSE who were having payment problems.  Out
of these purchases, part of the shares  were sold to SRMF as cross deal at a price which
was much higher than the market price prevailing on the date of purchase.  Investigations
also revealed that the purchase of these shares by SRMF, in a falling market, was for
extraneous considerations rather than a normal investment decision and pursuant to buy-
back arrangement.  It was also seen that Shriram Group (who is the promoter of Shriram
Mutual Fund) and Videocon Group of Companies were close associates of each other.
An attempt was made to create record to show that purchase price was not higher than the
market price by ante-dating the purchase i.e. showing that the purchase was made on a
date prior to the  actual date of purchase.

As a result of investigations, enquiry proceedings were initiated against the brokers
involved for falsifying the records.  Adjudication proceedings were initiated against
Shriram Asset Management Co. Ltd. (SAMC) and on completion of the proceedings a
fine of Rs. 5 lacs was imposed on SAMC. Further, directions were given under Section
11B of the SEBI Act, to the Sponsors of SRMF to pay with interest towards the loss
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caused  to the unit-holders for making purchases at a price higher than the market price.
Consequent to initiation of proceedings, the Managing Director of SAMC, resigned from
the office.  Directions have been issued making him ineligible to hold any public position
in any capital related public institution for a period of three years.  It was also directed
that 2 other key persons who assisted the Managing Director in these operations and were
still with SAMC should resign with immediate effect.  The trustees were also asked to
step down and Board of Trustees be reconstituted.

Kamal Overseas Limited

Investigations were conducted by SEBI into the alleged creation of a false market and
price rigging in the scrip of Kamal Overseas Limited. Investigations brought out various
irregularities in the preferential issue of the company and it was observed that money
shown towards application / allotment was not actually received by the company and
only a fraction of the amount received was circulated between various group entities time
and again for the purpose of showing payment towards allotment money.  The allotment
money was shown as brought in by means of fictitious book entries without infusion of
genuine funds and the shares were issued without receipt of consideration.  It was also
seen that preferential shares were issued much after the expiry of validity of
shareholders’ resolution and without marking these shares for lock-in period.
Investigations further revealed that certain entities tried to create a false market for the
shares through circular trading i.e. by making simultaneous sales and purchases, through
the counters of various brokers.  Investigations brought out that there was an attempt to
defraud the Clearing Corporation of National Stock Exchange (settlement guarantee
scheme), as sellers connived with the buyers and created large buy positions, when
purchasers had no intention to honour the purchase obligation. Pursuant to the findings of
the investigations, enquiry proceedings were initiated against the brokers and sub-brokers
and actions are being undertaken against the promoters and their abettors.  Trades were
annulled by the stock exchange

Maruti Organics Ltd

SEBI initiated investigation on the receipt of a reference from NSE alleging that there
was an attempt to defraud the clearing corporation of NSE by certain clients who built up
large purchase positions and then vanished without paying to the brokers for the
purchases made by them.  It was also alleged that sellers and buyers connived in this
operation.  The buying position was built up across the country i.e. at Ahmedabad,
Bangalore, Mumbai, Hyderabad, Chennai, etc.  Investigations revealed that brokers at
whose terminal buying positions were built up, were not acting diligently and failed to
obtain basic details such as address, reference, bank account of the client, etc.  It was also
seen that clients were allowed to trade without obtaining margins as prescribed by the
SEBI and the NSE.  Enquiry proceedings have been initiated against these brokers.
Police authorities are looking for absconding clients and proceedings would be initiated
on tracing them.
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ABS Industries Ltd.

Investigations were conducted by the SEBI into the alleged insider trading in the scrip of
ABS Industries Ltd.  It was seen that ABS Industries was taken over by the Bayer
Industries Ltd. (BIL) with 51 per cent  holding.  In order to achieve this objective,
preferential allotment was made to BIL and in addition, an open offer was given by BIL
to the shareholders of ABS Industries for acquiring 20 per cent  holding.  Investigations
revealed that there were large purchases by a close relative of the Managing Director of
the company, prior to this public offer.  Investigations revealed that these purchases were
financed by the Managing Director.  The shares acquired from the open market were also
offered in the public offer by this relative alongwith companies of the Managing Director.
Investigations brought out that purchase of shares were made with the prior knowledge of
the impending tie-up/takeover by Bayer Industries.  Show-cause notice was issued for
violation of the Insider Trading Regulations and proceedings are in progress.

Bestavision Electronics

Investigations revealed that company purchased large quantities of shares through its
front entities prior to coming out with the right issue at premium.  Investigations brought
out that these purchases were made with a view to create artificial market in the scrip of
the company and to increase the price of its shares.  This was done so that public is
induced to invest in the rights issue, which was being brought out at premium.  Pursuant
to investigations, show cause notices were issued to the promoters and their front entities
asking them to show cause why suitable directions including prohibiting them from
accessing the capital market, should not be issued.  Enquiry proceedings have been
initiated against the concerned brokers, merchant bankers, etc.
Baroda Agro  Industries Ltd.

Investigations were undertaken by the SEBI on the basis of complaints alleging that
shares allotted during the public issue on being sold, were declared by exchanges as bad
deliveries.  Investigations revealed that the company  had allotted shares in promoters’
quota which were actually under lock-in provision, without informing the investors and
without endorsing “subject to lock-in” on the shares. These shares on being sold by the
allottees, were declared as bad deliveries.

Further, investigations revealed that the issue was not fully subscribed and the prices of
this scrip were manipulated by some stock brokers. Pursuant to investigations, enquiry
proceedings initiated against the brokers and merchant bankers to the issue involved in
the price rigging.  Prosecution proceedings initiated against the company and its directors
u/s 68 of the Companies Act, 1956.
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Trident Steels Limited

Investigations revealed that company had made false claims of dividend payment for
previous years in the prospectus to meet the requirement of dividend paying track record
for companies coming out with the public issue.  Further, there were other material of
misstatements in the prospectus such as pledge of large quantity of shares of the
promoters to the bank.  Action was initiated against merchant banker for not acting
diligently.  Suitable proceedings were initiated against the company / its directors etc.

Karwa Salt Refinery and Industries Ltd.

Investigations were undertaken by SEBI into the alleged irregularities in the public issue
and price manipulations in the scrip of Karwa Salt Refinery and Industries Ltd,
Hyderabad.  Investigations prima facie revealed that the issue did not receive the required
minimum subscription and promoters entered into a financing arrangement for
circumventing this requirement.  The subscription was arranged with the understanding
that shares would be purchased back by the company from the allottees immediately after
completion of allotment process.  This also led to cornering of large quantity of shares in
the hand of promoters, which facilitated price rigging.

Investigations also brought out that the promoters did not bring the contribution as
required under the SEBI guidelines. It was noticed that almost the entire promoters’
contribution was shown as brought in by means of “fictitious book entry” without
genuine infusion of funds. Later, on listing of the scrip on the exchanges, promoters
manipulated the prices of the scrip by continuous buying on the exchange.  Pursuant to
investigations, enquiry proceedings have been initiated against the registrars to the issue
and also the stock brokers etc.  Show cause notices have also been issued to the
promoters and also other related entities.

Investigations brought out that promoters of Rajesh Exports, Elvis India Ltd., Ma-Leafin
& Capital Ltd., VR Mathur Mass Communications Ltd. also resorted to similar issue
related manipulations i.e. getting the issue financed through ante-dated stock invests,
accepting applications after closure of the issue, buy-back of shares after the completion
of allotment process by the company with public issue funds.  Likewise, it was observed
that prices were manipulated in the case of Ideal Hotels & Industries Ltd., Hitek
Industries (Bihar) Ltd., Karwa Salt Refinery & Industries Ltd., Chabbra Land & Housing
Ltd., Barasia Holdings Ltd.

Prosecutions

The SEBI initiated prosecution proceedings in 19 cases in 1999-2000 bringing the total
prosecution proceedings initiated so far to 63 in the last six years. Out of these, 42
prosecution proceedings were initiated under the powers delegated to SEBI under the
Companies Act.  Likewise, 8 prosecution proceedings were initiated for violations of the
SEBI (Substantial Acquisitions of Shares and Take-overs) Regulations, 1997. Similarly,
seven prosecution proceedings were initiated for violations of the SEBI (Prohibition of
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Fraudulent and Unfair Trade Practices relating to the securities market) Regulations,
1995, one for violations of the SEBI (Insider Trading) Regulations, 1992 and other one
was initiated for non-cooperation during the investigation proceedings. Further during the
year 1999-2000, SEBI for the first time also initiated two prosecution proceedings each
against Portfolio Managers and unregistered entities.  The details of the above
prosecution cases filed in the Court of Law till the end of 1999-2000 are given in Table
2.49 and Graph 2.31.  Prosecution proceedings were initiated in nineteen cases in the
financial year 1999-2000, which involved 121 persons. The persons against whom
prosecution proceedings have been initiated by SEBI till the end of 1999-2000 numbered
457.  The breakup of the cases and the number of persons involved which is given in
Table 2.50. (The prosecution proceedings initiated in 9 cases during the year 1995-96 as
was shown in the last years annual report was cumulative figure till March 31, 1996.)

Table2.49: Nature of Prosecution Initiated
Particulars 19 9 4-9 5 19 9 5-9 6 19 9 6-9 7 19 9 7-9 8 19 9 8-9 9 19 9 9 -00
Unde r pow e rs  de le gate d unde r th e
Com panie s  Act
De lay in re fund of e xce s s  application m one y,
de lay trans fe r of s h are s  and non-paym e nt of
divide nd

4 3 4 6 4 10

Mis -s tate m e nt in offe r docum e nt and
fraudule nt induce m e nt

0 2 3 2 1 3

Unde r pow e rs  give n by th e  SEBI Act
Violation of SEBI (Subs tantial Acq uis ition of
Sh are s  and Tak e -ove rs ) Re gulations , 19 9 7

0 0 2 1 4 1

Violation of SEBI (Proh ibition of Fraudule nt
and Unfair Trade  Practice s  re lating to th e
s e curitie s  m ark e t) Re gulations , 19 9 5

0 0 0 2 4 1

Violation of SEBI (Ins ide r Trading)
Re gulations , 19 9 2

0 0 0 0 1 0

Violation of SEBI (Portfolio Manage rs ) Rule s ,
19 9 3

0 0 0 0 0 2

Unre gis te re d e ntitie s 0 0 0 0 0 2
Oth e rs : non-coope ration during inve s tigation
proce e dings

0 0 0 0 1 0

Total 4 5 9 11 15 19
Source  :  SEBI
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Table 2.50: Number of Persons Prosecuted
Particulars 19 9 4-9 5 19 9 5-9 6 19 9 6-9 7 19 9 7-9 8 19 9 8-9 9 19 9 9 -00
Unde r pow e rs  de le gate d unde r th e
Com panie s  Act
De lay in re fund of e xce s s  application
m one y, de lay trans fe r of s h are s  and non-
paym e nt of divide nd

27 14 22 34 33 29

Mis -s tate m e nt in offe r docum e nt and
fraudule nt induce m e nt

0 17 20 23 5 13

Unde r pow e rs  give n by th e  SEBI Act
Violation of SEBI (Subs tantial Acq uis ition
of Sh are s  and Tak e -ove rs ) Re gulations ,
19 9 7

0 0 10 4 52 31

Violation of SEBI (Proh ibition of Fraudule nt
and Unfair Trade  Practice s  re lating to th e
s e curitie s  m ark e t) Re gulations , 19 9 5

0 0 0 20 38 30

Violation of SEBI (Ins ide r Trading)
Re gulations , 19 9 2

0 0 0 0 6 0

Violation of SEBI (Portfolio Manage rs )
Rule s , 19 9 3

0 0 0 0 0 10

Unre gis te re d e ntitie s 0 0 0 0 0 8
Oth e rs : non-coope ration during
inve s tigation proce e dings

0 0 0 0 11 0

Total 27 31 52 81 145 121
Source : SEBI

Graph 2.31: Nature of prosecution initiated
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Under the delegated powers
ofthe Companies
Act

Under the SEBI
Act

SEBI issued 60 Show Cause Notices and 24 warning letters to them for
violation/contravention of various Rules and Regulations.  A total of 13 Registrars to an
Issue and Share Transfer Agents were suspended for non-payment of  fees. One Registrar
has been referred to adjudication as it had not entered into valid agreement with their
clients. 15 applications for registration were rejected on account of non – fulfillment of
the requirements prescribed under the SEBI (Registrar to an Issue and Share Transfer
Agents) Rules and Regulations.

Action taken – bankers to an issue

During the year 5 Banks were Show-Caused and  2 Warning Letters were issued to them
for non compliance with SEBI directives and various rules and regulations.

In the public issue of M/s Jaltarang Motels, the bankers to the Issue, Union Bank of India
and Bank of Baroda, the banks had allowed the company in withdrawing the funds and
also transferred the funds to third party before the listing permission was granted by the
Bombay stock Exchange. In view of this, as a remedial measure, the Chairman issued
direction under section 11 B of the SEBI Act, 1992 directing the banks to refund a sum of
Rs 353.32 lakhs and Rs 40.31 lakhs respectively  to the investors together with 15  per
cent  interest p.a.

Action taken - registrar to an issue and share transfer agents

Chairman, SEBI has issued a direction on April 6, 2000 under section 11 B of the SEBI
Act, 1992 debarring Shri Rajesh Gupta, a director of M/s Sungrow datasoft Pvt. Ltd.  (
formerly known as Elite Computer Technics Pvt. Ltd. who were registered with SEBI as
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category I RTI and STA) from associating with the capital market related activities ,
dealing in securities , accessing the capital market and associating  with any of the
intermediaries in the capital market for a period of 5 years . Shri Rajesh Gupta was
instrumental in committing irregularities in the public issues of M/s Karan Finance Ltd.,
M/s Mahanivesh (India) Ltd., M/s Geefcee Finance Ltd. and M/s Kalyani Finance Ltd.,
the irregularities interalia fraudulent incorporation of the company, mis -statements in the
prospectus, non existence of registered office of the company and fabricated auditors
reports and financial projections. Facts on record indicate that Shri Rajesh Gupta
apparently colluded with Shri Traun Goyal and made Elite Computer Technics Pvt. Ltd a
party to the aforesaid public issues.. No due diligence was exercised by Shri Rajesh
Gupta while accepting the assignments and he had acted recklessly in collusion with Shri
Tarun Goyal in becoming a party in committing the above said irregularities.
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Prosecutions

Table 2.51: Nature of Prosecution Initiated
Total no. of Com plaints  File d 19
Total no. of pe rs ons  pros e cute d 124
Pros e cutions  unde r SEBI Act 6
Pe rs ons  pros e cute d for violation of th e  provis ions  of SEBI
Act and Rule s  and Re gulations  m ade  th e re unde r

84

Pros e cutions  unde r Com panie s  Act, 19 56 13
Pe rs ons  pros e cute d for violation of th e  provis ions  of
Com panie s  Act, 19 56

40

Source  :  SEBI

G]  LITIGATIONS APPEALS AND COURT PRONOUNCEMENTS

Civil litigation

The details of cases that were filed in the Courts during 1999-2000 where the SEBI was a
party are given in Table 2.52.

Table 2.52 : Status of Litigation where SEBI was a Party
Sr.No. Subje ct Matte r 19 9 9 -2000

Cas e s  File d Cas e s  Dis m is s e d Cas e s  Allow e d
1. Prim ary Mark e t De partm e nt 36 37 0
2. Se condary Mark e t De partm e nt (batch

m atte rs  not include d)
53 18 0

3. Inve s tigations , Enforce m e nt and
Surve illance  De partm e nt

13 07 0

4. Mutual Funds  De partm e nt 10 05 0
5. Tak e ove rs 05 02 0
6. Colle ctive  Inve s tm e nt Sch e m e 06 16 0
7. Cons um e r Forum  Cas e s * 38 16 0
8. GSD 03 0 0

Total 164 9 1 0

*  Only th os e  cas e s  w h e re  SEBI h as  re ce ive d notice  h as  be e n include d. Th e re  m ay be  oth e r
cas e s  w h e re  notice s  from  th e  forum  h ave  not be e n re ce ive d. Som e  cas e s  m igh t h ave  be e n
dis pos e d off w ith out SEBI's  k now le dge .
Source : SEBI
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Graph 2.32: Status of Litigation where SEBI was a Party

Appeals

Persons aggrieved by an order of the SEBI passed under the SEBI Act, 1992 can prefer
an appeal to the Central Government under Section 20 of the SEBI Act, 1992. Table 2.53
gives status of appeals that were filed before the Appellate Authority in the financial year
1999-2000.

Table 2.53: Appeals Filed under Section 20 to the Central
Government for the year 1999-2000

Status  of Appe als No. of Appe als
Appe als  file d 9
Appe als  dis m is s e d 4
Appe als  allow e d 1 (Re m ande d back

for re cons ide ration)
Source  :  SEBI

Appeals before the Securities Appellate Tribunal (SAT)

Persons aggrieved by an order of the Adjudicating Officer passed under Chapter VIA of
the SEBI Act, 1992 can prefer an appeal to the Securities Appellate Tribunal under
section 15T of the SEBI Act, 1992. Table 2.54 gives the status of the appeal pending
before the Tribunal.
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Table2.54: Appeals filed under section 15T Before
the Securities Appellate Tribunal (SAT) for the year 1999-2000

Appe als  file d 8
Appe als  dis m is s e d 2
Appe als  allow e d 3
Source  :  SEBI

Important  court  pronouncements relating to securities laws

High Court of Gujarat - SEBI & Rich paints Ltd. vs. Kamlesh Jain & others
The Gujarat High Court held that the subscription money does not belong to the company
and hence neither the Directors of the company can handle it the way they want nor can
the Income Tax department attach the same.

High Court of Mumbai - The Stock Exchange, Mumbai vs. Vinay Bubna
The Supreme Court held that once a defaulting member ceases to be member, no interest
remains in the card and hence can not be considered as an asset. With regard to Rule 16
of BSE, the Supreme Court held that Rule 16 makes a provision for clearing the debts
etc., of erstwhile members which gives a hope to the credits. Hence Rule 16 of BSE is not
illegal or arbitrary.
High Court of Mumbai - Krishna H. Bajaj Vs, Sesa Industries & others
The petitioner was not allotted shares in a public issue. The Court in this case held that
the SEBI does not have any such statutory duty to direct any company to issue shares.

The Securities Appellate Tribunal, Mumbai - Sailesh Thakkar & others Vs. SEBI
The Appellants and others in this case rigged, large quantities of shares were shown to
have been sold and purchased which resulted in the Appellants have bulk of floating
stock with them. This resulted in the increase of the price. The Securities and Exchange
Board of India (SEBI) had suspended the Appellants from the market for a year. The
Ministry of Finance upheld the order of the SEBI and rejected the appeal.

The Securities Appellate Tribunal, Mumbai - Dhanalakshmi Bank Lt. Vs. SEBI,
Karnataka Bank Ltd Vs. SEBI & Punjab & Sind Bank Vs. SEBI
The SAT held that the letters exchanged between the banker to an issue and the bodies
corporates on behalf of whom the banker is going to act as banker, which contained offer
and acceptance, amounted to an agreement.

The Securities Appellate Tribunal, Mumbai - State Bank of Indore Vs. SEBI
The SAT in this case did not find enough evidence to constitute an agreement between
the Appellant and the bodies corporates, dismissed the appeal.

The Securities Appellate Tribunal, Mumbai - R.R. Mohta Vs. SEBI
Impugned order issued by SEBI suspending the broker for 3 years, held not in violation
of Section 13 of SEBI (Prohibition of Fraudulent and Unfair Trade Practices Relating to
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Securities Markets) 1995- Factors like increase in price, cornering of stocks, movement
of index are all relevant factors in establishing price rigging - suspension of appellant for
a period of 3 years not unduly harsh - Order by SEBI upheld by Central Government.

The Securities Appellate Tribunal, Mumbai - M/s. Indian Bank Mutual Fund &
Indian Bank Vs. SEBI
Wordings indicated in the offer document involved assured return-trustee bank liable to
make good the losses made by the Fund – proceedings before MRTP Commission no bar
to proceedings with SEBI as the provisions of law as well as nature of obligations are
different - Directions of SEBI under Section 11B of SEBI Act, 1992 are in order.

High Court of Mumbai - M/s. Universal Incast Ltd. Vs. SEBI
The High Court of Punjab and Haryana in this case held that a company cannot be
permitted to list its shares on a stock exchange unless the minimum subscription clause is
complied with and the subscription amount shall be deposited with the banker to an issue
only and no one else.
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PART III

FUNCTIONS OF SEBI IN RESPECT OF MATTERS SPECIFIED IN
SECTION 11 OF THE SECURITIES AND EXCHANGE BOARD OF
INDIA ACT, 1992

A] REGULATION OF BUSINESS IN THE STOCK EXCHANGES

 Under the SEBI Act, 1992, SEBI has been empowered to conduct inspection of stock
exchanges. The SEBI has been inspecting all the stock exchanges once every year since
1995-96. However, in view of the low/insignificant turnover recorded at the OTCEI,
Saurashtra-Kutch, MadhyaPradesh, Jaipur, Mangalore, Magadh, Bhubaneswar and
Gauhati Stock Exchanges, these exchanges were not inspected during 1999-2000.
 
 During these inspections, a review of the market operations, organisational structure and
administrative control of the exchange is made to ascertain whether:
 
• the exchange provides a fair, equitable and growing market to investors
• the exchange’s organisation, systems and practices are in accordance with the

Securities Contracts (Regulation) Act (SC(R) Act), 1956 and rules framed thereunder
• the exchange has implemented the directions, guidelines and instructions issued by the

SEBI from time to time
• the exchange has complied with the conditions, if any, imposed on it at the time of

renewal/ grant of its recognition under section 4 of the SC(R) Act, 1956.
 
 Based on the observations/suggestions made in the inspection reports, the exchanges are
advised to send a compliance report to the SEBI within one month of the receipt of the
inspection report by the exchange and thereafter quarterly reports indicating the progress
made by them in implementing the suggestions contained in the inspection report. The
SEBI nominee directors and public representatives on the governing board/council of
management of the stock exchanges also pursue the matters in the meetings of the
governing board/council of management. If the performance of the exchanges whose
renewal of recognition is due, is not found satisfactory, SEBI grants further recognition
for a short period only, subject to fulfillment of certain conditions. Further, the
functioning of the exchanges are also being monitored through a Monthly Development
Report which the exchanges are required to submit to the SEBI every month.

 It was observed in the inspections conducted during 1998-99 and 1999-2000 that there
has been considerable improvement in the functioning of the exchanges relating to timely
settlement of trades, compulsory auction at the end of a settlement, adherence to Capital
Adequacy Norms, better monitoring of payment of margins by brokers, etc.



Page 139 of 17165

B] REGISTRATION AND REGULATION OF WORKING OF
INTERMEDIARIES

Primary Market

Merchant bankers

During 1999-2000, 11 Merchant Bankers were granted registration in Category I.
Registration of 68 Category I merchant bankers expired during the year and they did not
apply for renewal of registration. Category-wise details of registration of merchant
bankers are given in the Table 3.1 below.

Table 3.1: Details of Registration of Merchant Bankers During 1999-2000
Cate gory No. Re gis te re d as

on March  31, 19 9 9
Re gis tration Give n
during  19 9 9 - 2000

*De le tions  During
19 9 9  –  2000

No. Re gis te re d as
on March  31, 2000

I 243 11 80 174
II 31 NIL 31 NIL
III 14 NIL 14 NIL
IV 127 NIL 115 12
Total 415 11 240 186
*Th is  figure  is  th e  s um  of re gis trations  e xpire d, re ne w als  re je cte d/ w ith draw n and applications  clos e d due  to
non s ubm is s ion of inform ation during 19 9 9 -2000.
Source  : SEBI

Underwriters

The number of underwriters registered with SEBI in terms of SEBI (Underwriters) Rules
and Regulations, 1993 as on March 31, 2000 is 42.  24 underwriters were granted
registration during the year 1999-2000.

Portfolio managers

The number of  Portfolio Managers as on March 31, 2000 is 23.  During the year 1999-
2000, 13 Portfolio Manager were granted registration.

Bankers to an issue

As on March 31, 2000 68 Banks were registered with SEBI as Bankers to an Issue.

Registrars to an issue and share transfer agents

As on March 31, 2000, a total of 242 Registrar to an Issue and/or Share Transfer Agents
were registered with SEBI.  Out of the above 128 were registered in Category I and the
remaining 114 in Category II.
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Secondary Market

Stock brokers

Stock brokers services form integral part of stocks market expansion and growth which is
an indication of deepening of the market.  The year of 1999-2000 has witnessed large
expansion in the number of brokers.  As such during the year, 400 new brokers were
registered and 277 registrations were cancelled or were surrendered.  As a result total
number of registered expanded from 9069 as on March 31, 1999 to 9192 as on March 31,
2000.  It may be noted that this figure includes multiple registration also.  The details of
registrations are given in Table 3.2

Table 3.2 :  Details of Registered Brokers
Total no. of Re gis te re d
Brok e rs  as  on 31.03.9 9

Addition During th e
Ye ar 19 9 9 -2000

Re conciliation/
Cance llation/
Surre nde r of
Me m be rs h ips

Total no. of Re gis te re d
Brok e rs  as  on
31.03.2000

9 069 400 277 *9 ,19 2
*Inclus ive  of 1231 m ultiple  re gis trations .
Source  :SEBI

Stock exchange-wise break-up of stock brokers classified into corporate brokers and
others is presented in table below.  It would be observed that NSEIL accounted for 10.8
per cent of the total brokers followed by CSE with 10.3 per cent, Mumbai with 6.8 per
cent, OTCEI with 9.7 per cent, Jaipur with 6.4 per cent, Uttar Pradesh with 6.4 per cent
and Cochin with 5.3 per cent.  Stock exchanges like Mangalore, Magadh and Coimbatore
have less than 200 brokers (Table 3.3).
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Table 3.3 :  Exchange-wise Brokers Registered with SEBI
No. Stock  Exch ange 19 9 8-9 9 19 9 9 -2000

Total
Re gd.

Brok e rs

Corporate
Re gd.

Brok e rs

Corporate
brok e rs

as  %  of total

Total
Re gd.

Brok e rs

Corporate
Re gd.

Brok e rs

Corporate
 Brok e rs

as  %  of total
1 Mum bai 637 352 55.26 631 385 61.01
2 Ah m e dabad 29 7 105 35.35 301 118 39 .20
3 Calcutta 9 35 155 16.58 9 49 159 16.75
4 Madras 201 67 33.33 200 67 33.50
5 De lh i 39 2 187 47.07 39 2 201 51.28
6 H yde rabad 310 9 1 29 .35 310 102 32.9 0
7 Madh ya Prade s h 187 24 12.83 187 28 14.9 7
8 Bangalore 241 9 6 39 .83 241 103 42.74
9 Coch in 49 1 67 13.65 49 1 67 13.65
10 Uttar Prade s h 513 80 15.59 514 86 16.73
11 Pune 200 42 21.00 200 45 22.50
12 Ludh iana 280 67 23.9 3 284 70 24.65
13 Gauh ati 206 5 2.43 206 5 2.43
14 Mangalore 149 14 9 .40 146 14 9 .59
15 Magadh 19 6 15 7.65 19 9 15 7.54
16 Jaipur 59 4 17 2.86 59 3 16 2.70
17 Bh ubane s h w ar 234 15 6.41 234 15 6.41
18 Sauras h tra 445 60 13.48 445 64 14.38
19 Vadodara 321 65 20.25 321 65 20.25
20 OTCEI 885 678 76.61 89 0 668 75.06
21 Coim batore 19 8 61 30.81 19 8 62 31.31
22 NSEIL 9 9 0 856 86.46 9 9 1 861 86.88
23 ICSEIL 167 54 32.34 269 100 37.17

Total 9 ,069 3,173 34.9 9 9 ,19 2 3,316 36.07
Source  :  SEBI

An important development in the broking services is the diversified ownership structure
which has emerged recently.  It is observed that out of more than 9,192 brokers, 3,316
brokers were corporate and 19 brokers were FIs.  Of the new 400 brokers registered
during 1999-2000, 225 were corporate, 10 brokers were composite corporate and 164
were proprietors.  This stratification of broker services can be expected to increase
healthier functioning of broker houses.  The corporatisation and institutionalisation of the
brokers should result in more organized and efficient services leading to healthier trading
and accounting standards (Table 3.4).
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Table 3.4 :  Classification of Registered Brokers According to Nature of Ownership
as March 31, 2000

No. Stock
Exch ange

Proprie tor Partne rs h ip Corporate Financial
Ins titution

Com pos ite
Corporate

S.E.
Total

1 Mum bai 185 49 385 12 631
2 Ah m e dabad 157 26 118 301
3 Calcutta 738 51 159 1 9 49
4 Madras 112 20 67 200
5 De lh i 150 40 201 1 39 2
6 H yde rabad 202 6 102 310
7 Madh ya

Prade s h
155 4 28 187

8 Bangalore 134 4 103 241
9 Coch in 412 12 67 49 1
10 Uttar Prade s h 422 6 86 514
11 Pune 147 8 45 200
12 Ludh iana 212 2 70 284
13 Gauh ati 200 1 5 206
14 Mangalore 125 7 14 146
15 Magadh 183 1 15 19 9
16 Jaipur 570 7 16 59 3
17 Bh ubane s h w ar 219 15 234
18 Sauras h tra 379 2 64 445
19 Vadodara 253 3 65 321
20 OTCEI 184 22 668 16 89 0
21 Coim batore 136 62 19 8
22 NSE 66 63 861 1 9 9 1
23 ICSEIL 168 1 100 269

Total 5,510 335 3,316 19 12 9 ,19 2
Source  :  SEBI

It may be stated that brokers in many cases get registered at more than one stock
exchanges. It would be seen from table below that 493 brokers had membership at two
stock exchanges as on March 31, 2000 as compared to 444 brokers with double
memberships as on March 31, 1999.  It is seen that 61 members had membership at three
stock exchanges as on March 31, 2000 (Table 3.5 and 3.6).

Table 3.5 :  Multiple Membership of Brokers
No. of
Me m be rs h ip
h e ld

Total no. of Me m be rs
as  on 31.03.19 9 9

Total no. of
Me m be rs h ip

(IxII)

Total no. of Me m be rs
as  on 31.03.2000

Total no. of
Me m be rs h ip

(IxIV)
I II III IV V
1 7,9 83 7,9 83 7,9 61 7,9 61
2 444 888 49 3 9 86
3 46 138 61 183
4 12 48 10 40
5 0 0 2 10
6 02 12 2 12
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Total 9 ,069 9 ,19 2
Source : SEBI

Sub-Brokers

There were 5675 sub-brokers registered as on March 31, 2000, as compared with 4589
sub-brokers in the previous year.  It would be seen from table below that 90 per cent of
the total sub-brokers registered with the SEBI during the current year were from the
Stock Exchange, Mumbai and NSEIL.  The high concentration of sub-brokers at Mumbai
and NSEIL indicates skewed availability of brokers’ services at smaller stock exchanges
like MadhyaPradesh, Guwahati, Managalore, Magadh, Coimbatore, Ludhiana etc.
probably due to non-availability of adequate business.  In these areas lack of sufficient
business discourages the brokers / sub-brokers to take up thinly available broking
services. Sub-broker services are very crucial in educating the potential investors in the
primary as well as secondary market.

Table 3.6 :  Stock Exchange-wise Registered Sub-Brokers
Nam e  of Stock No. of Sub-brok e rs  re gis te re d

w ith  SEBI during th e  financial
ye ar 19 9 9 -2000

Total No. of Sub-brok e rs
Re gis te re d as  on March  31, 2000

Mum bai 642 3,363
Ah m e dabad 13 66
Calcutta 6 46
Madras 3 125
De lh i 111 379
H yde rabad 0 19 8
Madh ya Prade s h 1 5
Bangalore 2 160
Coch in 1 32
UPSE 1 30
Pune 0 169
Ludh iana 2 23
Gauh ati 0 4
Mangalore 0 4
Magadh 0 2
Jaipur 0 32
Bh ubane s h w ar 0 17
Sauras h tra-k utch 0 0
Vadodara 0 85
OTCEI 1 35
Coim batore 0 26
NSEIL 303 874
Total 1,086* 5,675
*Include s  m ultiple  re gis tration of 360 s ub-brok e rs .
Source  : SEBI



Page 144 of 17165

C] REGISTRATION AND REGULATION OF MUTUAL FUNDS

Registration of mutual funds

During the year under review registration was granted to 3 new mutual funds in the
private sector out of which one is sponsored by a foreign entity. These mutual funds are -
KJMC Mutual Fund, ANZ Grindlays Mutual Fund and  ICICI Securities Fund. The GE
Mutual Fund (formerly known as SRF Mutual Fund) has surrendered the certificate of
registration on the advice of SEBI.  They have not launched any scheme and no funds
were collected from the public.

In accordance with the provisions of the SEBI (Mutual Funds) Regulations, 1996, the
SEBI has also cancelled the certificate of registration of 2 mutual funds viz. GFC Mutual
Fund and Asia Pacific Mutual Fund and approval granted to their asset management
companies have been withdrawn. These mutual funds  had not launched any schemes and
no funds were collected from the public.

During 1999-2000 the schemes of 3 mutual funds, viz.  ITC Threadneedle Mutual Fund,
Apple Mutual Fund and HB Mutual Fund migrated to Zurich India Mutual Fund, Birla
Mutual Fund and Taurus Mutual Fund respectively. ITC Threadneedle Mutual Fund,
Apple Mutual Fund and HB Mutual Fund surrendered their certificates of registration. In
case of HB Mutual Fund and Taurus Mutual Fund, there was merger of their asset
management companies and trustee companies

With these registrations and after the withdrawal/merger of some mutual funds,  there
were a total of 37 mutual funds, (excluding UTI) operating in India as on March 31,
2000. Though UTI is not registered with SEBI, there is an arrangement of voluntary
compliance of regulations with the UTI. The details of mutual funds registered with SEBI
are given in Table 3.7.

Table 3.7:  Mutual Funds Registered with SEBI
Se ctor As  on 31-03-19 9 9 As  on 31-03-2000

Public Se ctor 9 9
Private  Se ctor 31 28
Total 40 37
Source  :  SEBI

Registration of mutual funds under SEBI (Collective Investment Schemes)
Regulations, 1999

Upto March 31, 2000, which was the extended last date for making an application by
existing collective investment entities, the SEBI has received applications for grant of
certificate of registration from 35 existing entities, who had earlier filed information with
the Board.  In addition, 2 entities who had earlier not filed information with the Board
have also applied for registration (Table 3.8).
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Table 3.8 : Analysis of Filing of Applications for Grant of Registration
Re gion-w is e No. of Exis ting Entitie s  w h o

h ave  file d Application
No. of Oth e r Entitie s  w h o
h ave  file d Application

North e rn Re gional Office 11 1
South e rn Re gional Office 8
Eas te rn Re gional Office 4 1
H e ad Office 12
Total 35 2
Source  :  SEBI

D] FRAUDULENT AND UNFAIR TRADE PRACTICES

After enacting the SEBI (Prohibition of Fraudulent and Unfair Trade Practices relating to
the securities market) Regulations, which enabled SEBI to investigate into market
manipulations and fraudulent and unfair trade practices, vigorous efforts were undertaken
to  unearth these manipulations and practices and take action against the
manipulators/violators.   During 1999-2000, 47 cases were taken up for alleged market
manipulation and price rigging; 2 cases were taken up for alleged “issue” related
manipulation, etc.  The details of the same have been elaborated in Part II of the report.

E] PROHIBITION OF INSIDER TRADING

During 1999-2000, 3 new cases were taken up. Inquiries/Investigations were completed
in five cases of insider trading during the year under review.  Show cause notices were
issued to the insiders pursuant to successful investigations in one case.  On full working
of the Stock Watch System, which was put in place, surveillance over insider trading
would be further strengthened.

F] SUBSTANTIAL ACQUISITION OF SHARES AND
TAKE-OVERS

SEBI has taken up one case of alleged violation of the SEBI (Substantial Acquisition of
Shares and Take-overs) Regulations, 1997.  Inquiries/Investigations were completed in
four other cases and pursuant to investigations, adjudication proceedings were initiated in
16 cases and further proceedings under the regulations are in progress.
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G] INVESTOR EDUCATION AND THE TRAINING OF
INTERMEDIARIES

Investors’ education

During the year 1999-2000, the following steps were taken by SEBI for educating
investors:

• An advertisement educating the investors, inter-alia, about their rights,
responsibilities and key terms  used in Capital Market was issued by the SEBI during
the period September 28, 1999 to October 30, 1999 in various editions of 13 national
newspapers both in Hindi and English.

• The SEBI also issued a series of advertisement /public notices in national as well as
regional newspapers to educate and caution the investors about the risks associated
with the investment in collective investment schemes.

• The SEBI distributed the booklet titled “A Quick Reference Guide For Investors” to
the investors visiting the SEBI offices.

Access to final prospectus on SEBI website

In addition to the draft offer document submitted to the SEBI, final prospectus filed with
Registrar of companies can also be accessed on the SEBI web site. This step was taken to
offer easier and faster dissemination of information regarding the issue to the investing
public all over the country.

H] INSPECTION AND INQUIRIES

Merchant bankers:

Merchant bankers and underwriters

An inspection of Systematics Corporate Services Ltd., Chennai, was conducted in terms
of Regulation 29 (1) of SEBI (Merchant Bankers ) Regulations., 1992 with particular
reference to due diligence exercised in respect of the issues lead managed by them.  The
Report is under consideration of the Board.

Inspection and enquries – stock brokers and sub brokers

Section 11(2) of Securities and Exchange Board of India Act, 1992 provides that SEBI
shall register and regulate the working of stock brokers and sub brokers. In fulfillment of
the above objective, the SEBI carries out inspections of the books and records of stock
brokers to verify whether:
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• Books of accounts, records and other documents are being maintained in a manner
specified by the Securities Contracts (Regulation) Rules, 1957 and SEBI
(StockBrokers and Sub Brokers) Regulations, 1992.

•  The provisions of the SEBI Act, the Securities Contracts (Regulation) Act and the
provisions made thereunder are being complied with by the broker.

• Adequate steps for redressal of grievances of the investors are being taken and the
conditions of registration as a stock broker are complied with.

As 9192 brokers and 5283 sub-brokers are registered with SEBI, it is difficult for SEBI to
inspect all the brokers with its limited resources.  Brokers are therefore selected for
inspection on sample basis by the SEBI.  Apart from SEBI, stock exchanges as self-
regulatory organizations are also expected to carry out inspection of 10 per cent  of their
respective active member-brokers.

During 1999-2000, 80 brokers from the 14 exchanges across the country were inspected
by the SEBI.   The SEBI inspected the brokers of fewer exchanges this year, as most of
the smaller exchanges had very little trading activities and very few active trading
members.  A sample of brokers was selected for the inspection from the medium to big
exchanges.

For inspection of brokers of BSE and NSE, the services of Chartered Accountants were
availed, whereas officers of SEBI undertook inspection of brokers of other stock
exchanges.  During the inspection, following features were observed:

i. Brokers of regional stock exchanges were hit hard by sharp slump in their
business.  Many of them were either out of business or working for the brokers of
bigger Stock Exchanges or have taken the terminals of BSE and NSE members.

ii. Due to boom in the latter part of the year, clientele business in general had picked
up .

iii. Brokers and investors were trading mainly to avail of the benefit of arbitrage.
iv. Most of the brokers computerised their books of accounts and other relevant

records
v. Subsequent to dematerialisation of most actively traded scrips, the problem of bad

delivery faced by the brokers has gone down substantially.
vi. Most of the large stock broking houses are providing the services as DP.
vii. Equity research has started to gain prominence again.

Common irregularities noticed in certain cases during inspection were the following:

i. Non-issuance of Contract notes.
ii. Non segregation of clients and own funds.
iii. Client database and agreement with clients not maintained/entered.
iv. Dealing with unregistered sub brokers.
v. Non reporting of ‘off the floor transactions’ to the Exchange.
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Inspections of brokers conducted by the SEBI from time to time have resulted in better
compliance to SEBI Rules/Regulations/Circulars by them.

A comparative statement of inspection of brokers carried out during the year, enquiries
ordered and their outcomes for the year 1998-99 and 1999-2000 are given in the Table
3.9.

Table 3.9 :  Inspection of Brokers Carried Out During 1999-2000
Particulars 19 9 8-19 9 9 19 9 9 -2000

Ins pe ctions 103 80
Enq uirie s  orde re d 307 38
W arne d 109 115
Sus pe nde d 64 31
Re gis tration cance lle d 6 7
Adjudication 9 3
No Action 16 43
Source  :  SEBI

From the table it may be noticed that a number of enquiries ordered during 1999-2000
showed a significant fall over the previous year’s level.  This was mainly on account of
199 enquiry orders in the previous year initiated against brokers who had failed to fulfil
the underwriting devolvement in various issues.

The number of cases where no action has been taken stands at 43, out of which 35 relates
to enquiry against brokers who had failed to fulfil the underwriting devolvement in
various issues.

Inspection of mutual funds

Since mutual funds have become important mobilser of savings from the markte and they
invest in wide range of instruments in the securities, their continuous monitoring is
important for the protection of investors.  Hence the SEBI took disciplinary action against
a number of mutual funds in the year 1999-2000, the details of which are given in the
following table 3.10.

Inspections of 33 active mutual funds (including UTI) was ordered during the year to be
carried out by independent chartered accountancy firms covering the period till March
1999.
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Table 3.10 :  Action Taken During 1999-2000
Sr. No. De s cription No. of Mutual Funds

1. Adjudication Orde re d 5
2. Enq uiry Orde re d 1
3. Financial Pe nalty and action agains t trus te e s  and

Ke y Pe rs onne l.
1

4. W arning/De ficie ncy Le tte rs 26
5. Cance llation of Re gis tration 2
6. Adve rtis e m e nts  W ith draw n 4
7. Paym e nt of Inte re s t 4

Source  :  SEBI

Two separate adjudication proceedings were ordered against Taurus Mutual Fund. The
Fund’s investments in unrated fixed income securities were not in accordance with the
disclosures made in the offer document and also the redemption/ repurchase proceeds
were not dispatched within the statutory time limit and there were inadequate disclosures
in the abridged audited balanced sheet. Adjudication cases were referred against Canbank
Mutual Fund and Kothari Pioneer Mutual Fund for inadequate disclosures in offer
documents and against Shriram Mutual Fund for delay in despatch of repurchase
proceeds for which it was also advised to pay interest to the investors.

In the case relating to irregularities in the dealings of Shriram Mutual Fund in the scrip of
Videocon International Ltd. during June 1998, the Adjudicating & Enquiry Officer
imposed a penalty of Rs.5 lakh on Shriram Asset Management Company Ltd. under
section 15 I of the SEBI Act for having violated the SEBI (Mutual Funds) Regulations.
The SEBI also ordered the sponsors of Shriram Mutual Fund, under the provisions of
SEBI Act, 1992, to pay towards the corpus of the concerned schemes of mutual fund a
sum of Rs. 25,62,750 with 15 per cent interest per annum, being the loss caused to the
unitholders. The SEBI also directed two officials of the Asset Management Company
(AMC) of the mutual fund to resign from the AMC. The SEBI further directed that its
managing director shall not be eligible to hold any public position in any capital market
related public institution for a period of 3 years w.e.f. February 1, 2000. The SEBI also
directed to change the composition of the board of trustees. According to which, at least
three trustees out of existing four trustees had to step down within a month of receipt of
the order. The remaining one trustee would continue to hold office for a year to ensure
smooth takeover by the new board and for the sake of continuity of operations and would
have to step down after the expiry of one year from the date of constitution of the new
board of trustees.

Warning/deficiency letters were issued to 26 mutual funds on the basis of findings of
inspection reports, delay in submission of periodical reports, non-exercise of due
diligence in drafting the offer document, not providing factually correct information to
SEBI on the status of directors of trustee company – “independent” or “associates, delay
in the despatch of redemption proceeds (i.e. beyond time stipulated in the Regulations),
misleading advertisements, exceeding 5 per cent  limit with respect to transactions
through associate brokers during a quarter and non-disclosure of amount of brokerage
paid to associate brokers in the annual accounts.
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The SEBI had prohibited GFC Mutual Fund and Asia Pacific Mutual Fund  from
launching any scheme under Section 11B of the SEBI Act  in June 1997 and October
1997 respectively after RBI prohibited their sponsors which were NBFCs from accepting
any deposits and disposing off any of their assets. Both the mutual funds have not
launched any scheme since registration. In accordance with the Regulations, their
certificates of registration were cancelled.

In all Four mutual funds viz. Prudential ICICI Mutual Fund, Sun F&C Mutual Fund, SBI
Mutual Fund and Alliance Capital Mutual Fund were advised to withdraw advertisements
as these were misleading or the disclosures were not in accordance with the
Advertisement Code.

The SEBI directed the AMCs of Taurus Mutual Fund, IDBI Mutual Fund, Reliance
Capital Mutual Fund and Shriram Mutual Fund were directed to pay interest to the
unitholders at the rate of 15 per cent  for the delay in despatch of redemption/repurchase
proceeds. A total interest of Rs.17.24 lakh was paid to 14686 investors. The details of
amount paid and the number of investors who benefited are given in Table 3.11.

Table 3.11 :Details of Refund by Mutual Funds
Nam e  of th e  Mutual Fund Am ount Paid

(Rs . Lak h )
No. of Inve s tors

Taurus  Mutual Fund 9 .9 4 4,9 45
IDBI Mutual Fund 4.9 5 6,182
Re liance  Capital Mutual Fund 0.05 82
Sh riram  Mutual Fund  2.30 3,477
Total 17.24 14,686
Source  : SEBI
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I] FEES AND OTHER CHARGES

Table 3.12: Fees and Other Charges Received Rs. In Lakh)
Ite m Fe e s  Re ce ive d Fe e s  Re ce ive d

19 9 9 -2000 19 9 8-19 9 9
(Unaudite d)

(1) (2) (3)

Offe r Docum e nts  and pros pe ctus e s  file d  156.9 5  9 2.80
Me rch ant Bank e rs  277.9 5  151.87
Unde rw rite rs  136.40  29 .20
Portfolio Manage rs  61.75  25.00
Re gis trars  to an Is s ue  and Sh are  Trans fe r Age nts  35.9 0  34.78
Bank e rs  to an Is s ue  58.30  9 9 .50
De be nture  Trus te e s  47.20  33.52
Tak e ove r offe r docum e nts  file d  71.25  57.20
Mutual Funds  169 .50  150.75
Stock  Brok e rs  and Sub-Brok e rs  757.88  530.31
Fore ign Ins titutional Inve s tors  263.72  263.20
Sub Account - Fore ign Ins titutional Inve s tors  9 8.48  34.60
De pos itory  23.84  41.66
De pos itory Participants  106.07  47.81
Ve nture  Capital Funds  66.75  25.75
Cus todian of Se curitie s  115.00  230.20
Approve d Inte rm e diarie s  unde r Se curitie s  Le nding Sch e m e  8.20  17.37
Pe naltie s  29 .00  1.65
Colle ctive  Inve s tm e nt Sch e m e  13.25  -
Cre dit Rating Age ncie s  21.00  -

Total  2,518.39  1,867.17
Note s :
Figure s  for 19 9 9 -2000 are  ye t to be  ch e ck e d by th e  Inte rnal Auditors .
Figure s  in colum ns  2 &  3 are  as  pe r th e  Re ce ipt and Paym e nt account i.e . on actual re ce ipt bas is .
Source  :  SEBI

Merchant bankers, underwriters and portfolio managers

Brokers and sub-brokers fees

Total fees received for brokers & sub brokers were Rs.7,31,82,813/- and 15,42,500/-
respectively in 1999-2000.
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J] RESEARCH AND OTHER STUDIES

The research department took a number of initiatives for completing studies / research
reports in 1999-2000. A tie-up was done with IIM, Ahmedabad and National Council of
Applied Economic Research (NCAER) for taking up research studies/projects in capital
market .

The SEBI had undertaken an Investors’ Survey in collaboration with the NCAER. The
report based on the results/data available from the survey, has already been prepared by
the research department of SEBI. The Department also completed a few studies which
were published.  The department prepared Annual Report of SEBI. The chapter on
‘Capital Market’ pertaining to the Economic Survey of Government of India and material
for Annual Report of Ministry of Finance, Government of India and Reserve Bank of
India were prepared by the department. The Department provides research inputs to the
SEBI Management for formulating its policies besides offering faculty assistance to
outside institutions. The SEBI Monthly Bulletin is being prepared regularly which is
available on SEBI website.

K] OTHER FUNCTIONS

Rollover to year 2000

The SEBI had initiated steps in 1998 to co-ordinate and synchronize the efforts made by
the various agencies operating in the capital market to combat the Y2K problem in order
to ensure a smooth and unhampered transition into the next millennium. A time bound
schedule for implementation of a comprehensive plan to combat the Y2K problem was
drawn up by the SEBI and circulated to all the intermediaries functioning in the capital
market either directly or through SROs.  A detailed list of complaint and non-compliant
market intermediaries was also posted on SEBI's website.

The SEBI coordinated the Y2K efforts with Government, other domestic and
international regulatory agencies. In order to mitigate global concerns over capital
market's preparedness on the Year 2000 problem, the SEBI was also in touch with the
Joint Year 2000 Council and the IOSCO. The measures taken by the SEBI in this regard
were appreciated by the IOSCO.  Shri D.R. Mehta, Chairman, SEBI, was designated as
the representative of IOSCO to the Joint Year 2000 Council.

In order to mitigate the Y2K crisis, SEBI took the following pre-emptive measures:

• All the stock exchanges were asked to prepare a detailed contingency plans for
themselves and the member brokers and forward it to SEBI .

• It was also decided that December 30, 1999 should be the last trading day of the last
trading cycle in the calendar year 1999 for all stock exchanges. This implied  that  all
outstanding  positions at the close of business on December 30, 1999, on all Stock
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Exchanges  which did  not have carry forward trading facilities, would result in
delivery. In the  Exchanges having  carry forward facilities;  outstanding positions,  as
determined  at the end of business on December 30, 1999, were allowed to be carried
forward to the next  settlement i.e. the first settlement in January 2000;

• All the exchanges were directed to conduct mock trading sessions on January 1 and
January 2, 2000 to test all the systems including connectivity with depositories and
submit a report to the SEBI.

• The exchanges were also asked to submit daily reports to the SEBI on actual trading
indicating  software problems if any, at the end of each day for the first trading cycle
commencing in the year 2000.

• It was made mandatory for all intermediaries registered with the SEBI to keep hard
copies of all the current records pertaining to their own and their client's operations as
on December 30, 1999.

• It was made mandatory for all the listed companies to disclose their Y2K
preparedness status in their quarterly reports.

• In order to ensure a smooth rollover to the year 2000, the SEBI instructed all the
stock exchanges to conduct a mock trading session and test connectivity with clearing
houses and depositories.  Similarly other market players viz. mutual funds, registrars,
custodians etc. were also asked to test their systems and confirm smooth transition to
the year 2000.

• In the light of these instructions, the market players had reported a smooth and
disruption free roll over to the year 2000.  Brief details of the status of roll over to
year 2000 in respect of various capital market players are given below;

A. Stock exchanges

All the stock exchanges reported that Mock Trading and Settlement Session on January
1, 2000 covering trading system, settlement system, etc., was completed successfully.

The following stock exchanges viz. Saurashtra Kutch Stock Exchange, Coimbatore Stock
Exchange which are Y2K compliant did not conduct mock trading as there were no
trading activities in these exchanges. Gauhati Stock Exchange did not conduct mock
trading as the systems at the exchange had been reported as damaged due to fire.

B.  Depositories
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Tests were undertaken by the two depositories- National Securities Depository Limited
(NSDL) and the Central Depository Services (India) Limited (CDSL)- to test for any
potential Y2K related problems in the over all depository set-up. The roll over from year
1999 to year 2000 passed off smoothly for the depository system in India.

C. Custodians

After testing their internal system, all custodians reported that  the Year 2000 roll over
had proceeded satisfactorily to allow the normal conduct of business.  The external
linkages and connectivity with their clients and global custodians was found to be
functioning smoothly.

D. Merchant bankers and registrars

Merchant Bankers and Share Registrars reported that the year 2000 roll over proceeded
successfully without any  operational problems.

E. Mutual funds

The mutual funds reported to SEBI that the year 2000 roll over proceeded satisfactorily
to allow the normal conduct of business.  They did not face any difficulty in conducting
their core business.  They did not  come across any external factor affecting the ability to
conduct their business.

F. SEBI

All the Database Servers, Internet/Mail Servers and the Workstations together with
application software packages installed at SEBI  made a smooth transition to the
millennium year 2000.  A review was also conducted on January 1, 2000 and it was
found that all the information technology related equipment functioned normally.

Trading at all exchanges was conducted normally on January 3, 2000 and none of the
market intermediaries reported any disruption due to the Y2K problem.

Government of India, the Reserve Bank of India, IOSCO, Joint Year 2000 Council were
also apprised of these results.  Besides, these results were also posted on SEBI's website
www.sebi.gov.in.
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Co-ordination with overseas regulators

India is an active and a leading member of The International Organisation of Securities
Commissions (IOSCO). Shri D.R. Mehta, Chairman SEBI is the Chairman of the Asia
Pacific Regional Committee (APRC), a regional committee of IOSCO. SEBI is also
member of the Executive Committee of IOSCO-the apex policy making body of IOSCO.
Shri D.R. Mehta was also IOSCO's nominee on the Joint Year 2000 Council .

India also hosted the IOSCO Emerging Markets Committee meeting in New Delhi in
November 1999.  The EMC's membership is composed of 67 securities regulatory
agencies and of the International Finance Corporation. It endeavors to promote the
development and improvement of efficiency of emerging securities and futures markets
by establishing principles and minimum standards, preparing training programs for the
personnel of members and facilitating exchange of information  and transfer of
technology and expertise. The meeting was inaugurated by Finance Minister
Shri.Yashwant Sinha.

The EMC reviewed the ongoing works undertaken by its five functional areas :
disclosure and accounting, regulation of secondary markets, regulation of market
intermediaries, enforcement and exchange of information, and investment management.

A decision was taken to initiate new work on the following regulatory issues :
• Corporate governance;
• Framework for the development of domestic secondary markets in emerging markets

debt securities;
• Internet trading;
• Demutualization of  Stock Exchanges;
• Regulatory implications of cross-border activities of market intermediaries;
• Rules of conduct for market intermediaries with their clients;
• Investor education

During this meeting, the EMC approved and authorised the public release of the Report
entitled 'Causes, Effects and  Regulatory Implications of Financial and Economic
Turbulence in Emerging Markets'. The purpose of this report is to provide an update of
current views on the likely causes and effects of the period of financial and economic
turbulence during 1997-99.

India continued its efforts to foster the spirit of co-operation amongst the international
bodies and regulatory bodies in the Asia Pacific region. Some of the issues which were
raised by India  during the APRC meeting were:
• Effective implementation of IOSCO principles and objectives of Securities

Regulation.
• Enhancement of corporate governance for ensuring transparency.
• Effective co-ordination and information sharing amongst the regulators in the region.
•  The role of regulatory agencies in the new millennium
• The impact of technology on the market structure
• The role of credit rating agencies in the international markets
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Grievances redressal – mutual funds

SEBI follows up the complaints of investors with mutual funds on a constant basis. Out
of a total of 35,008  complaints which were received by the SEBI against 20 mutual
funds till March 31, 2000, 33,371 complaints were redressed. The rate of redressal of
investors’ grievances by mutual funds as a whole is 95.32 per cent .  UTI, which
accounted for 67.15 per cent  of the total complaints, showed a redressal rate of 97.05 per
cent .

Investors’ grievances redressal – securities market

The SEBI has established a comprehensive investor grievances redressal mechanism. The
Investor Grievances Redressal and Guidance Division of SEBI assists investors who
prefer to make complaints to SEBI against companies. A standardized complaint format
is available at all SEBI offices and on the SEBI Website for the convenience of investors.
Each complaint received by the SEBI from the investors is acknowledged and a reference
number is sent to the complainant. Each complaint is taken up with the company and if
the complaint is not resolved within a reasonable time, a periodical follow up is also
made with the company. The SEBI officers also hold meetings with the company
officials to impress upon them their obligation to redress the grievances of investors.
Errant companies are warned of stern action for their failure to redress grievances.
Recalcitrant companies are referred for prosecution. The SEBI also issues fortnightly
press release for public information on the status of redressal of investor grievances
highlighting the companies against whom more than 1000 complaints are outstanding.

During the period 1991-92 to 1999-2000, the SEBI received 25,32,969 grievances from
investors against companies and the same were taken up by the SEBI with the concerned
companies for redressal. Of this a total of 24,16,218 grievances were redressed by the
companies, which indicates a redressal rate of 95.39 per cent . Further, during the year
1999-2000, SEBI received 98,605 grievances from the investors as against 99,132
grievances received during the year 1998-99.  During the year 1999-2000, 1,46,553
complaints were redressed by the companies as against 1,27,227 grievances redressed
during the year 1998-99.  These redressed grievances include grievances pending from
the previous period.   The cumulative status of investor grievances received by the SEBI,
resolved by companies and the redressal rate in this regard from the year 1991-92 to
1999-2000 is furnished in the Table 3.13.
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Table 3.13:  Investors Grievances – Cumulative
  Financial Ye ar
  (End March )

   Re ce ive d Re s olve d     Re dre s s al Rate
      (Pe r ce nt)

    19 9 1-9 2 18, 79 4 4, 061 21.61
    19 9 2-9 3 1, 29 , 111 27, 007 20.9 2
    19 9 3-9 4 7, 13, 773 3, 66, 524 51.35
    19 9 4-9 5 12, 29 , 853 7, 18, 366 58.41
    19 9 5-9 6 16, 06, 331 10, 34, 018 64.37
    19 9 6-9 7 18, 23, 725 14, 65, 883 80.38
    19 9 7-9 8 23, 35, 232 21, 42, 438 9 1.74
    19 9 8-9 9 24, 34, 364 22, 69 , 665 9 3.24
    19 9 9 -2000 25, 32, 9 69 24, 16, 218 9 5.39
Source  :  SEBI

The data furnished above, reveal that there has been a sustained increase in the number of
investor grievances resolved through SEBI’s intervention, over the period of time.

In order to ascertain correct status of redressal of grievances, the SEBI has been
conducting an exercise of sending reply paid post cards to investors requesting them to
reply as to whether their complaint has been resolved by the companies or not.   During
the year 1999-2000, the SEBI sent 78,239 reply paid post cards to investors whose
grievances were pending with SEBI head office as on March 31, 1999.  A total of 49,513
postcards were received back of which 3451 replied that the complaints were resolved
and 45044 replied that the complaints were not resolved.

Activities of vigilance division

The ever increasing role of SEBI as regulator and supervisor in the Securities Markets
has necessitated a proactive role to be played by Vigilance division.  The Vigilance
division is required to put a system with proper checks and balances for ensuring a
transparent decision making mechanism and also for ensuring that all the decisions are
fair, transparent and in consonance with the rules and regulations laid down from time to
time.

The vigilance set up in SEBI at present is small.  It is gearing up to strengthen the
preventive vigilance activities. The foremost objective is to set up a proper vigilance
system and procedures in place. It acts in close coordination with the Personnel
Department to prevent instances of financial irregularities, misconduct and impropriety
by putting certain systems into place. The procedures for handling complaints are being
standardised.  The division is also coordinating for one departmental inquiry which is
being conducted against one officer.  The vigilance set up in SEBI ensures that all the
guidelines, rules, regulations issued by Central Vigilance Commission and other
competent authorities are followed and implemented. The division coordinates and
cooperates with other governmental agencies for ensuring fair and transparent policies in
the capital market.
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Defaulting companies

During 1999-2000 also, periodic meetings were held by the SEBI officials with the CEOs
/ Compliance Officers of the companies which did not register satisfactory investor
grievance redressal position. During such meetings, the SEBI impressed on the
companies the need to redress the investor grievances with greater urgency.  The impact
of these meetings on the redressal rate of grievances has been found to be very good and
therefore SEBI has been undertaking this exercise on an on-going basis.

Investors’ associations

With a view to create a greater degree of awareness among the investors leading to a
more healthy, transparent and efficient securities market in India, the SEBI has been
registering Investors’ Associations.  During 1999-2000, under the revised criteria for
registration which was finalized by the SEBI in consultation with the representatives of
Investors’ Associations, SEBI has renewed the registration of 6 Investors’ Associations
for a period of 3 years and has granted provisional Registration to 1 Investors’
Association for a period of 1 year. Accordingly, as on March 31, 2000, the following
Investors’ Associations were registered with SEBI:

(a) All Body Corporate Shareholders’ Forum, Secunderabad.
(b) Consumer Education and Research Society, Ahmedabad.
(c) Jagrut Grahak Mandal, Patan (Gujarat)
(d) Kovai Investors’ Association, Coimbatore
(e) Tamil Nadu Investors’ Association, Chennai
(f) The Gujarat Investors’ and Shareholders’ Association, Ahmedabad
(g) Investors’ Grievances Forum, Mumbai (Provisional registration for 1 year)

The recognized Investor’ Associations are eligible to draw a sum upto Rs. 1 Lac each per
year from SEBI to meet their expenses on conducting seminars related to securities
market, publication and circulation of investor education material, one time capital
expenditure towards setting up  computer  terminals  and  installation  of  database  on
companies  and  internet  services.

Appointment of auditor

The Board approved amendments to provide for appointment of professional auditors for
inspection or investigation of books of accounts, documents, infrastructure systems of a
depository, participant, beneficial owner and issuer or its agent. The expenses including
fees paid to the auditors would be recovered from such entities.

Y2K preparedness project

During the year, which saw the change over to the year 2000, the SEBI had taken up the
task of ensuring that the intermediaries were Y2K compliant. The  SEBI had collected
information through questionnaires in a phased manner.  The Registrars who were not
Y2K complaint before 30/9/99 were advised not to undertake fresh assignments. The
SEBI had also obtained confirmation from RTI as to smooth transition to the year 2000.
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PART IV

ORGANISATIONAL MATTERS OF THE SECURITIES AND
EXCHANGE BOARD OF INDIA

Board

During the year 1999-2000 (April to March), four Board Meetings were held.

Human resources

As on March 31, 2000, SEBI had 196 Officers and 161 Staff Members (Total 357) in
various other cadres.  During the year, the Board recruited 34 candidates in various
cadres.  Of the total staff 357, 18 persons belong to SC, 44 to OBC and 2 to ST
categories.

Parliamentary committee

A Study Group of the Standing Committee on Subordinate Legislation, Rajya Sabha
under the Chairpersonship of Ms Saroj Khaparde held a meeting with the Chairman and
other Senior Officials of the Board at Mumbai on November 20, 1999.

Promotion of official language

While regulating the capital market, the SEBI is also putting in vigorous efforts to
implement the Official Language Policy of the Government of India.    Thus, SEBI has
been paying due attention to ensure proper implementation of the Official Language
Policy of the Government of India, as applicable to the capital market and various related
institutions.   Development of capital market and implementation of the official language,
both are equally important for SEBI and thus the Board is making continuous efforts for
accomplishment of these objectives.

The SEBI has also been making available its various publications, regulations,
notifications and other useful material in bilingual form.   In order to educate and guide
the investors, the relevant material is also being made available in bilingual form.  Efforts
are also being made to get this material published in regional languages.

In a short span of its existence, the SEBI has been making available material of quality
for implementation of the official language in its offices and the capital market.   In this
direction, five publications viz. “Capital Market Guide”,  “SEBI – Rajbhasha Sahayika”,
“Rajbhasha Sandarshika”,  “Hindi Aashu-Tankan Sandarshika” and “Vidhi Karya
Sahayika – Vol.-I” have been made available in diglot form (Hindi and English), which is
one of the major achievements of the official language division of the Board.    These
publications spell out the Official Language Policy of the Government of India and
provide information regarding various aspects of the capital market in Hindi and English
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too.   In these publications, efforts have also been made to standardize capital market
glossary as well as to establish clear and well-organized systems, so that uniformity may
be maintained in the usage of various words, terms and phrases used in the Capital
Market.   SEBI has taken a lead in providing computer package based Hindi material
which is useful in imparting Hindi typewriting and shorthand training.  “Vidhi Karya
Sahayika” is also useful in discharging the legal work relating to various activities of the
capital market in Hindi.    The work of standardization and preparation of the technical
terminology of the capital market is in progress.

Efforts are also being made for further progress of the official language in day to day
activities in various offices of the Board.   The Board is making valuable contribution in
various programmes organized by other institutions for implementation of the Official
Language.   The SEBI is also providing expertise to various institutions, which are
facilitating the preparation of educative material related to capital market in Hindi.   In
future also, the Board’s endeavour would always be to implement the Official Language
more effectively.

Premises

During the year 1999-2000, the SEBI incurred capital expenditure amounting to Rs.6.20
crore towards purchase of 30 flats from Maharashtra Housing And Area Development
Authority, for its officers posted at Mumbai.  The SEBI continued its efforts in acquiring
residential accommodation for officers to allot residential accommodation to all eligible
officers posted at Head Office in Mumbai.

The SEBI was also in the process of acquiring suitable office space in Mumbai which can
meet its present and future requirements.  The SEBI provided office space to Securities
Appellate Tribunal (SAT) to start its functioning from its office premises in Mumbai.

Status of information technology in SEBI

The SEBI has continuously been in the process of adopting emerging technologies to
maintain the status of advanced users of the modern techniques.  During 1999-2000, the
SEBI initiated the process of consolidation of databases to implement effective
Management Information Systems on the securities market, enhancement of Network
Communication and implementation of workflow applications.

SEBI’s databases

With the installation of state-of-the-art database servers, during the year 1999-2000, the
emphasis was given to migration and re-engineering of SEBI’s internal databases from
legacy systems to Relational Database Management Systems (RDBMS).

The internal database primarily comprises of information pertaining to initial public
offers, securities market intermediaries, Investments by Foreign Institutional Investors
(FII), investigations/action taken, legislation matters, Investor Grievances and Internal
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Administration.  Consequently the application software packages have been developed
and deployed for up-to-date maintenance of these databases.  A suitable security and
audit mechanism has also been implemented to protect the data from unauthorized
access.

With the strengthening of the team of IT Professionals at SEBI, the application software
development is being done in-house, with an aim to provide Executive Information
System and to provide quick response to the departmental needs.

Networking

During the year 1999-2000, the Network Communication Systems were enhanced.  The
local area network (LAN) was established at all the regional offices for implementing the
basic infrastructure for client-server computing.  With the installation of LAN at the
Regional Offices, Database applications, E-mail, Internet and Intranet were all configured
in tandem with the head-office.

As part of the Wide Area Network (WAN) between SEBI offices and the offices in
Mumbai have been inter-connected by Integrated Services Digital Network (ISDN) link
for the unified Database Applications and Web access.  A feasibility study has also been
initiated to form a SEBI-Net linking Head-Office and the Regional Offices.

SEBI web site

As part of our constant endeavour in promoting the development of the securities market
by providing the latest information, the official web site of SEBI http://www.sebi.gov.in
was enhanced during the year 1999-2000.  The enhancements included Daily Market
Trends pertaining to FII and Mutual Funds, Hosting Draft Prospectus, SEBI Bulletin,
Department-Wise Classification of Contents, etc.

Electronic office

Pursuing the philosophy of “Less Paper” office, Intranet and workflow applications have
been implemented, featuring hosting of internal circulars, various application formats etc.
and enhancement of the correspondence tracking system. The Work has been initiated to
foster the knowledge base management, by way of electronic hosting of internal bulletin
and discussion forums.

During 1999-2000 state-of-the-art multimedia notebook computers equipped with latest
office automation tools for presentations and mobile computing were procured.

Year 2000 initiative
  

The SEBI has taken all necessary steps to ensure that all the workstations, Database
Servers, Databases and Communication equipment installed at SEBI are Year 2000
compliant and also ensured that the roll over to the Millennium year was smooth.

************
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Annexure 1

Action Taken Against the Brokers During the Period 01-04-1999 to 31-3-2000
Sr.
No.

Nam e Exch ange Punis h m e nt Pe riod From To Orde r Date

1 Sh aile ndra Kum ar Tandon UPSE Sus pe nde d 2 m onth s 27-Apr-9 9 26-Jun-9 9 16-Apr-9 9
2 Bh arat Kum ar UPSE Sus pe nde d 2 m onth s 27-Apr-9 9 26-Jun-9 9 16-Apr-9 9
3 Sure s h  Bh ardw aj Magadh Re g. Cance lle d 23-Apr-9 9 23-Apr-9 9
4 Ch h anganlal Jain CoSE Sus pe nde d 6 m onth s 10-May-9 9 9 -Nov-9 9 23-Apr-9 9
5 A. K. Ah ilan CSX Re g. Cance lle d 17-May-9 9 17-May-9 9
6 Bh arti Sh arm a Magadh Sus pe nde d 6 m onth s  * 27-May-9 9 19 -May-9 9
7 Yoge ndra Sh arm a UPSE Sus pe nde d 6 m onth s 1-Jun-9 9 30-Nov-9 9 19 -May-9 9
8 Dine s h  G. Ve d SKSE Sus pe nde d 6 m onth s 11-Jun-9 9 10-De c-9 9 3-Jun-9 9
9 Moti Lal Agraw al Magadh Sus pe nde d 6 m onth s  * 17-Jun-9 9 4-Jun-9 9

10 P. S. Se curitie s  Ltd. NSE Re g. Cance lle d 4-Jun-9 9 4-Jun-9 9
11 Sure ndra Kum ar Rungta Magadh Sus pe nde d 6 m onth s 10-Jun-9 9 9 -De c-9 9 4-Jun-9 9
12 Sh e k h ar Agraw al Magadh Sus pe nde d 6 m onth s  * 17-Jun-9 9 8-Jun-9 9
13 Vipin Ah uja UPSE Sus pe nde d 6 m onth s 22-Jun-9 9 21-De c-9 9 11-Jun-9 9
14 Manoj H arlalk a GSE Sus pe nde d 6 m onth s  * 29 -Jun-9 9 28-Jun-9 9
15 Rajan Mah e s h w ari JSE Sus pe nde d 1 m onth 2-Jul-9 9 1-Aug-9 9 2-Jul-9 9
16 Singh ania Broth e rs  Pvt. Ltd. CSE Sus pe nde d 1 m onth 23-Jul-9 9 22-Aug-9 9 16-Jul-9 9
17 Prade e p Bah e ti JSE Sus pe nde d 2 m onth s 5-Aug-9 9 4-Oct-9 9 23-Jul-9 9
18 Edas s e ry Stock  &

Inve s tm e nts  Pvt Ltd
CoSE Sus pe nde d 2 m onth s 9 -Aug-9 9 8-Oct-9 9 4-Aug-9 9

19 P. N. Boda SKSE Sus pe nde d 3 m onth s 13-Aug-9 9 12-Nov-9 9 4-Aug-9 9
20 Trim iti Inve s tm e nts  &

Financial Se rvice s  Pvt. Ltd.
PSE Sus pe nde d 2 m onth s 13-Aug-9 9 12-Oct-9 9 4-Aug-9 9

21 De val Sh e th ASE Sus pe nde d 2 m onth s 16-Aug-9 9 15-Oct-9 9 5-Aug-9 9
22 Rabindra Bajoria Bh SE Sus pe nde d 6 m onth s 10-Aug-9 9 9 -Fe b-00 6-Aug-9 9
23 Kunve rji Fins tock  Ltd.

( Nayan K. Th ak k ar)
ASE Sus pe nde d 2 m onth s 16-Aug-9 9 15-Oct-9 9 10-Aug-9 9

24 Anil Sh ah  Se curitie s  &
Finance  Ltd.

ASE Sus pe nde d 2 m onth s 27-Aug-9 9 26-Oct-9 9 23-Aug-9 9

25 Apurva Ram anlal Sh ah ASE Sus pe nde d 2 m onth s 3-Se p-9 9 2-Nov-9 9 25-Aug-9 9
26 H offland Finance  Ltd. BgSE &  JSE Re g. Cance lle d 25-Aug-9 9 25-Aug-9 9
27 H offland Sh are  Sh oppe  Ltd. DSE &  MSE Re g. Cance lle d 25-Aug-9 9 25-Aug-9 9
28 Bh upe ndra Talak ch and Me h ta BSE Sus pe nde d ** 6-Se p-9 9 31-Aug-9 9
29 Atul Ch h abildas  Dos h i ASE Sus pe nde d 2 m onth s 27-Se p-9 9 26-Nov-9 9 22-Se p-9 9
30 Kirit Sh ah  Se curitie s  Pvt. Ltd. ASE Sus pe nde d 3 m onth s 11-Oct-9 9 10-Jan-00 30-Se p-9 9
31 Dine s h  Babulal Jain ASE Sus pe nde d 3 m onth s 5-Nov-9 9 4-Fe b-00 25-Oct-9 9
32 Pois e  Se curitie s  &

Exch ange  Ltd.
NSE Sus pe nde d 12 m onth s 1-De c-9 9 30-Nov-00 19 -Nov-9 9

33 Mid Eas t Inve s tm e nts
Se rvice s  Ltd.

OTCEI Sus pe nde d 3 m onth s  # 24-De c-9 9 23-Mar-00 15-De c-9 9

34 Ram e s h  Kum ar P. BgSE Re g. Cance lle d 29 -De c-9 9 29 -De c-9 9
35 Sum ith ra Muth uk um ar MSE Sus pe nde d 4 m onth s  ## 6-Jan-00 29 -De c-9 9
36 Bim al Kum ar Jalan UPSE Sus pe nde d 2 m onth s 8-Fe b-00 7-Apr-00 31-Jan-00
37 Sw arn Munjal DSE Re g. Cance lle d 2-Fe b-00 2-Fe b-00
38 Jagdis h  Pannalal Gandh i BSE Sus pe nde d ** 14-Fe b-00 9 -Fe b-00
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* or till th e  brok e r produce s  h is  book s  for ins pe ction.
**  Till SEBI fe e s  are  paid
#  till th e  brok e r re dre s s e s  th e  com plaints .
## or till th e  s us pe ns ion is  re vok e d by MSE, w h ich e ve r is  late r
.
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Annexure 2

Action Taken by SEBI Pursuant to Investigations
A) Sus pe ns ion

Stock  Brok e rs

1 Me fcom  Se curitie s  Ltd.: Sus pe nde d for 18 m onth s  till 9 /12/9 9  w .e .f. 10/6/9 8
2 P R Sh ah  &  Stock  Brok e r Pvt. Ltd.: Sus pe nde d for 24 m onth s  till 14/6/2000 w .e .f. 15/6/9 8
3 Lalk ar Se curitie s  Pvt. Ltd.: Sus pe nde d for 16 m onth s  till 4/12/9 9  w .e .f. 15/6/9 8
4 Sony Se curitie s  Ltd.: Sus pe nde d for a pe riod of 2 ye ars  from  11/6/9 8 till 10/6/2000
5 Sh ri As h ok  Kum ar Kayan : Sus pe nde d for 3 m onth s  w .e .f. 27/8/9 9 .
6 Sh ri As h ok  Kum ar Kayan: Sus pe nde d for 3 m onth s  w .e .f. 27/8/9 9 .
7 Sh ri As h ok  Kum ar Kayan: Sus pe nde d for 3 m onth s  w .e .f. 27/8/9 9 .
8 GNH  Global Se curitie s  Ltd.: Sus pe nde d for 36 m onth s  from  15/6/9 8 till 14/6/2000
9 Mah ico Pvt. Ltd. : Sus pe nde d for 13 m onth s  from  22/6/9 8 to 3/8/9 8 and from  14/1/9 9  till

31/12/9 9 .
10 Star Sh are  &  Stock  Brok e rs  Ltd.: Sus pe nde d for12 m onth s  from  5/12/9 8 till 16/9 /9 9 .
11 Satyanarayan Nangalia : Sus pe nde d for a pe riod of 3 ye ars  from  June  15, 19 9 8 till June  14,

2001.
12 Satyanarayan Nangalia : Sus pe nde d for a pe riod of 3 ye ars  from  June  15, 19 9 8 till June  14,

2001.
13 Valfin Financial Se rvice s  Pvt. Ltd. : Sus pe nde d for a pe riod of 18 m onth s  from  June  17, 19 9 9 8

till De c 16, 19 9 9 .
14 As ian Se curitie s  and Stock s  Ltd.: Sus pe nde d for a pe riod of 18 m onth s  from  Aug 17, 19 9 8 till

Fe b 16, 2000.
15 Mah ico Pvt. Ltd.: Sus pe nde d for 13 m onth s  from  22/6/9 8 to 3/8/9 8 and from  14/1/9 9  till

31/12/9 9 .
16 Rajratan R Moh ta: Sus pe nde d for th e  pe riod of 3 ye ars  from  June  12, 19 9 8 till June  11, 2001.
17 Ram rak h  R Boh ra: Sus pe nde d for th e  pe riod of 18 m onth s  from  Jan 4, 19 9 9  till July 3, 2000.
18 Ram rak h  R Boh ra : Sus pe nde d for th e  pe riod of 18 m onth s  from  Jan 4, 19 9 9  till July 3, 2000.
19 Digital Le as ing &  Finance  Ltd. : Sus pe nde d for th e  pe riod of 3 ye ars  from  June  10, 19 9 8 till

June  9 , 2001.
20 M/s . Bh arat J Pate l : Sus pe nde d for th e  pe riod of 18 m onth s  from  Nove m be r 2, 19 9 8 till May 1,

2000.
21 Mans i inve s tm e nts  : Sus pe nde d for one  m onth
22 Am gis  H oldings  Pvt. Ltd. : Sus pe nde d for 18 m onth s .

Bank e rs  to an Is s ue

23 State  Bank  of Sauras h tra, Sh ah ibaugh  branch  : Sus pe nde d for th e  pe riod of 3 m onth s
(31.1.2000)

24 Punjab National Bank  (ne w  cloth  m ark e t branch ): Sus pe nde d for one  m onth  (22.02.2000)
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25 Punjab National Bank  (Raopur Branch ) : Proh ibite d from  acting as  a BTI for a pe riod of th re e
m onth s

26 Canara Bank  (Bh adra Branch ) : Proh ibite d from  acting as  a BTI for a pe riod of th re e  m onth s
27 Canara Bank  (Th ous and Ligh ts  Branch ): Proh ibite d from  acting as  BTI for a pe riod of th re e

m onth s .

Sub-Brok e rs

28 Malar Sh are s h oppe  Ltd. : Sus pe nde d for th e  pe riod of 18 m onth s  from  Nov 2, 19 9 8 till May 1,
2000.

Re gis trars  and Sh are  Trans fe r Age nts

29 Vibra Financial Se rvice s  Ltd. : Sus pe nde d for a pe riod of one  m onth .
30 M/s . Ch ok s h  Se curitie s  Ltd. (pre s e ntly Ch ok s h  Infote ch  Ltd. ) : Sus pe nde d for th e  pe riod of 3

m onth s  (Fe b, 2000)

B) W arning is s ue d

Stock  Brok e rs

1. Sh ri Mangal Ke s h av 
2. M/s . Libord Se curitie s  Ltd.
3. Mr.M K Poladia
4. M/s . Sauras h tra Capital &  Se rvice s  Ltd.
5. M/s . W ide angle  Financial Se rvice s  Ltd.
6. M/s . Arih ant Fincap Ltd.
7. M/s . Pum arth  Cre dit and Capital Ltd.
8. M/s . Nouve au Sh are s  and Se curitie s  Ltd., m e m be r NSE.
9 . M/s . D S Sanch e ti Se curitie s  &  Finance  Ltd.
10. M/s . Indo Th ai Se curitie s  Ltd.
11. M/s . Sh re yas  Se curitie s  &  Finance  Ltd.
12. M/s . K  K Jalan Se curitie s  P Ltd.
13. M/s . Babubh ai Purs h ottam das  Stock  Brok e rs  P Ltd.
14. M/s . Parth iv Pare k h  &  Co.
15. M/s . Ce ntury Cons ultants  Ltd.
16. M/s . Saurabh  Dani - Brok e r BSE
17. M/s . Sk ye s  &  Ray Eq uitie s  Pvt. Ltd. (form e rly M/s . Yoge s h  R Gupta)
18. M/s . C R Koth ari &  Sons  Sh are  &  Stock  Brok e rs  Pvt. Ltd.
19 . N C Jain
20. B R Jalan Se curitie s  Pvt. Ltd.
21. SVS Se curitie s  Pvt. Ltd.
22. M/s . Raje s h  Me gh ani
23. M/s . Goldcre s t Capital Mark e ts  Ltd.
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24. Sh alibh adra Se curitie s  Ltd.
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Bank e rs
25. State  Bank  of H yde rabad

Me rch ant Bank e r
26. S B &  T Inte rnational Ltd. (pre s e ntly k now n as  Nigam  Finve s t Ltd.)
27. M/s . SMIFS Capital Mark e ts  Ltd.,

Re gis trars  and Sh are  Trans fe r Age nts
28. M/s . M N Das tur &  Co. Ltd.,

C) Re fund of Is s ue  Proce e ds

1 H indus tan Fins tock  Ltd.

D) Cance llation
1 Sh ah ruk h  N Tara, m e m be r (in re s pe ct to involve m e nt in tw o cas e s )
2 Pank aj Sh ah , m e m be r
3 Kis h ore  Janani, m e m be r

E) Dire ctions  is s ue d unde r s e ction 11 B

1. . Loggar Finance  &  Trading Ltd: Proh ibite d from  de aling in s e curitie s  for a pe riod of one  ye ar
w e f 19 /4/9 9

2. Sh ri Kum ar Sh ah : -do-
3. Kirtibh ai Sh ah : -do-
4. Yoge s h  Rupare l: Proh ibite d from  de aling in Se curitie s  for 2 ye ars  w .e .f. April 6, 19 9 9 .
5. Mih ir Gh e lani: -do-
6. De pak  Dalal: -do-
7. Soh anlal Binjrajk a &  M/s . Binjrajk a Portfolio Pvt. Ltd.: Proh ibite d from  de aling in Se curitie s

Mark e t for th e  pe riod of 5 ye ars  w e f 28/5/9 9
8. Dim ple  Sh ah  &  M/s . Muk ut Stock  Brok e rs  Pvt. Ltd: -do-
9 . Raje s h  R Sh e th  &  M/s . Anubh av Inve s tm e nts : -do-
10. M K Rupare l &  M/s . Sh re e ji Inve s tm e nts : -do-
11. Kam le s h  Crore s  Bh arw ada &  M/s . Virajk a As s ociate s : -do-
12. Dr. Am it Sh ah : Proh ibite d from  de aling in s e curitie s  for th e  pe riod of 3 ye ars  w e f 30/6/9 9
13. M/s . S R Inve s t: -do-
14. Sh ri Kis h ore  Barot: -do-
15. Sh ri Arvind K Sh ah : -do-
16. M/s . Ak as h  Sh e lte rs  and Fins tock  Ltd.: -do-
17. Sh ri Satis h  Pach aria, Ah m e dabad: Proh ibite d from  de aling in th e  s e curitie s  m ark e ts  for a

pe riod of 2 ye ars  w e f 30/7/9 9
18. Sh ri Sh am ji Kanji Gala, Mum bai: -do-
19 . Alk a Synth e tics  Ltd., Ah m e dabad: -do-
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20. Alk a Spinne rs  Ltd., Ah m e dabad: -do-
21. Karnavati Fincap Ltd., Ah m e dabad: -do-
22. Sh ri Moh indra Patodia, Mum bai: -do-
23. Patodia Te xtile s  Indus trie s  Ltd., Mum bai: -do-
24. Patodia Se curitie s  Ltd., Mum bai: -do-
25. Patodia Polys te r Ltd., Mum bai: -do-
26. Sh ri Lalit Th ak k ar / M/s . Stock  Finance , Mum bai: -do-
27. M/s . Stock  Stre e t Se rvice s , Mum bai: -do-
28. Dr. Am it Sh ah : Proh ibite d from  de aling in s e curitie s  including NSGIL and acce s s ing capital

m ark e t for a pe riod of 5 ye ars  w e f 30/8/9 9
29 . Dr. Piyus h  Me h ta: Proh ibite d from  de aling in s e curitie s  including NSGIL and acce s s ing capital

m ark e t for public s ubs cription for a pe riod of 3 ye ars  w e f 30/8/9 9
30. Sh ri Dipak  Dalal: Proh ibite d from  de aling in s e curitie s  including NSGIL and acce s s ing capital

m ark e t for public s ubs cription for a pe riod of 5 ye ars  w e f 30/8/9 9
31. Sh ri Giris h  Sh ah : Proh ibite d from  de aling in s e curitie s  for a pe riod of 3 ye ars  w e f 30/8/9 9
32. Sh ri Mih ir Gh e lani: Proh ibite d from  de aling in s e curitie s  for a pe riod of 5 ye ars  w e f 30/8/9 9
33. Sh ri Gaurav Sh ah : Proh ibite d from  de aling in s e curitie s  for a pe riod of 2 ye ars  w e f 30/8/9 9
34. Ms . Alk a Sh ah : Proh ibite d from  de aling in s e curitie s  for a pe riod of 2 ye ars  w e f 30/8/9 9
35. Sh ri Dh arm e ndra Barot: Proh ibite d from  de aling in s e curitie s  for a pe riod of 2 ye ars  w e f

30/8/9 9
36. M/s . Yas h as w i Engg. Pvt. Ltd. and its  dire ctors  nam e ly, Dh am is th a K. Panch al, Me e na N.

Panch al, Raju Panch al and Prak as h  P Bh at: Proh ibite d from  de aling in s e curitie s  for a pe riod
of 3 ye ars  w e f 30/8/9 9

37. M/s . Ek ta Ce ram ics  Ltd. and its  dire ctors  nam e ly, Raje ndra V Panch al, Saile s h  Bh att and
Nile s h  N Barot: Proh ibite d from  de aling in s e curitie s  for a pe riod of 3 ye ars  w e f 30/8/9 9

38. Sh ri Kanta Das : Proh ibite d from  de aling in s e curitie s  for one  ye ar w e f 16/9 /9 9

39 . Sh ri Sanjay Kum ar Kh e m k a: Proh ibite d from  de aling in s e curitie s  for one  ye ar w e f 16/9 /9 9

40. Sh ri Sanjay Dutta: Proh ibite d from  de aling in s e curitie s  for one  ye ar w e f 16/9 /9 9

41. R C Math ur, ED BSE: Sh all not be  e ligible  to be com e  an office  be are r of any e xch ange  and to
h old any public pos ition in any capital m ark e t re late d public ins titution for a furth e r pe riod of 3
ye ars .

42. Jain Corporation Se rvice s .: Proh ibite d from  acce s s ing th e  capital m ark e t and als o re s traine d
from  de aling in s e curitie s  unde r 11B of SEBI Act 19 9 2, w .e .f. 8/12/9 9  for a pe riod of 5 ye ars .

43. Vipul R Ke dia.: Proh ibite d from  acce s s ing th e  capital m ark e t and als o re s traine d from  de aling
in s e curitie s  unde r 11B of SEBI Act 19 9 2, w .e .f. 8/12/9 9  for a pe riod of 5 ye ars .

44. Vruddh i Se curitie s  Ltd.: Proh ibite d from  acce s s ing th e  capital m ark e t and als o re s traine d from
de aling in s e curitie s  unde r 11B of SEBI Act 19 9 2, w .e .f. 8/12/9 9  for a pe riod of 5 ye ars .

45. M/s . Me fcom  Se curitie s  Ltd., NSE &  BSE: SEBI h as  orde re d s us pe ns ion of re gis tration, for a
furth e r pe riod of nine  m onth s  w .e .f De c 9 , 19 9 9  till Se pt.8, 2000.

46. M/s . H e m e ndra Sh ah : Proh ibite d from  de aling in s e curitie s  for a pe riod of five  ye ars  w .e .f. 16th

Fe b 2000 unde r Re g 11 of (Fraudule nt &  Unfair Trade  Practice )
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47.  Sh ri Bajrang Lal Agarw al, Prom ote r Dire ctor: Proh ibite d from  acce s s ing capital m ark e t for a
pe riod of five  ye ars  w .e .f.16th  Fe b 2000.

48. R C Be tala: Proh ibite d from  acce s s ing capital m ark e t for a pe riod of 5 ye ars  w ith  im m e diate
e ffe ct (22.2.00). H e  s h all purch as e  s h are s  at face  volum e  from  any s ubs cribe r or e xis ting
s h are h olde r w h o e xe rcis e  an option to s e ll th e s e  s h are s  in re s pons e  to offe r m ade  by th e
com pany.

49 . M/s . Be tala Global Se curitie s  Ltd.: Th e  com pany to w rite  to al th e  applicants  / e xis ting
s h are h olde rs  giving th e m  an option – to claim  re fund for th e  s ubs cription m ade  in th e  public
is s ue  of BGSL or s e ll th e ir s h are s  at th e  face  value  to Mr. R C Be tala and oth e r prom ote rs . On
re ce ipt of s uch  re q ue s t from  th e  applicants  / e xis ting s h are h olde rs  th e  com pany s h all re fund
th e  s ubs cription am ount to th e  applicants  / Mr. R C Be tala s h all buy th e  s h are s  from  th e
s h are h olde rs  at th e  face  value  of th e  s h are s  w ith in th re e  m onth s  of th is  orde r.

50. Janak  Dos h i: Proh ibite d from  acce s s ing capital m ark e t &  de aling in th e  s e curitie s  for 2 ye ars
w .e .f 28.2.00

51. Soh anlal Binjrajk a: Proh ibite d from  acce s s ing capital m ark e t &  de aling in th e  s e curitie s  for 2
ye ars  w .e .f 28.2.00

52. Raje s h  Bh anus h ali: Proh ibite d from  de aling in s e curitie s  for a pe riod of one  ye ar w .e .f. 28.2.00

53. Rajiv Me h ta: Proh ibite d from  de aling in s e curitie s  for a pe riod of 3 ye ars  w .e .f. 28.2.00

54. Mr. R Ram ak ris h nan: Com pos ition of Board of Trus te e s , w h e re  h e  is  one  of th e  Trus te e s ,
s h ould be  ch ange d. At le as t th re e  trus te e s  out of e xis ting four trus te e s  s h ould s te p dow n
w ith in a m onth  of re ce ipt of th is  orde r. Th e  re m aining trus te e  m ay continue  to h old office  for a
ye ar to e ns ure  s m ooth  tak e ove r by th e  ne w  Board and for th e  s ak e  of continuity of th e
ope rations . Th e  fourth  Trus te e  s h ould th e n s te p dw on afte r th e  e xpiry of one  ye ar from  th e
date  of cons titution of th e  ne w  Board of Trus te e s .

55. Mr. P A Se s h an : -do-

56. Mr. G V Ram an: -do-

57. Mr. R Th yagarajan: -do-

58. Mr. Sh e noy and Mr. Prak as h  w h o as s is te d Sh ri Gadgil s h ould be  as k e d to re s ign w ith
im m e diate  e ffe ct. Sh ri Gadgil w h o h ad alre ady re s igne d s h all not be  e ligible  to h old any public
pos ition in any capital m ark e t re late d public ins titution for a furth e r pe riod of 3 ye ars  w ith
im m e diate  e ffe ct. Furth e r, s pons ors  to pay w ith  inte re s t, tow ards  th e  los s  caus e d to unit
h olde rs  of Sh riram  Mutual Fund
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Annexure 3

Relative Strength Index(RSI) for Sensex (April '99 - March 2000)
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Annexure 4

Relative Strength Index (RSI) for S&P CNX Nifty (April '99-March,2000)
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