Role of Sub-Broker vis-a-vis Authorized Person

1. Objective
1.1. This memorandum seeks the approval of the Board to discontinue with

the category of sub-brokers as market intermediary.

2. Background
2.1.Sub-broker is required to seek registration with SEBI in accordance with
SEBI (Stock Broker and Sub-Brokers) Regulations, 1992 under SEBI Act,
1992.

2.2.As per Regulation 2(1)(gc) of SEBI (Stock-Brokers and Sub-Brokers)
Regulations, 1992 a “sub-broker” (SB) means any person not being a
member of stock exchange who acts on behalf of a stock broker as an
agent or otherwise for assisting the investors in buying, selling or dealing

in securities through such stock brokers.

2.3.As per the said Regulations, no SB shall act as such unless he holds a
certificate granted by SEBI.As per present procedure specified under
Regulations, the SB is required to make application under Regulation 11
along with a recommendation letter in Form C from a stock broker of a
recognised Stock Exchange with whom he is to be affiliated. The Stock
Exchange under the regulation 11 shall forward the application to SEBI in
Form B along with the recognition letter in Form CA issued by the Stock
Exchange. The Stock Exchange under the Regulation 11A (4) is required
to verify the information contained in the application and also certify that
the applicant SB meet the eligibility criteria as specified in the
Regulations, before forwarding the application to SEBI.

2.4.As per SEBI Circular MIRSD/Dr-1/Cir-16/09 dated November 06, 2009 an
"Authorised Person” (AP) means any person — Individual, partnership

firm, LLP or body corporate — who is appointed as such by a stock broker
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(including trading member) and who provides access to trading platform
of a stock exchange as an agent of the stock broker.

2.5. A stock broker may appoint one or more APs after obtaining specific prior

approval from the stock exchange concerned for each such person. The
procedure of appointment of an AP is specified under SEBI Circular
MIRSD/Dr-1/Cir-16/09 dated November 06, 2009.Stock broker shall
select a person in compliance with the criteria laid down by the Exchange
for appointment as an AP and forward the application of the
person to stock exchange for approval. On receipt of the aforesaid
application, the stock exchange
may accord approval on satisfying itself that the person is
eligible for appointment as AP, or
. may refuse approval on satisfying itself that the person is not

eligible for appointment as AP

3. Sub-Broker (SB) vs. Authorised Persons (AP)-

Based on the above, under the current regulations and the procedure
prescribed by the Stock Exchanges, there is no difference between role
and functioning of a Sub-Broker and that of an Authorised Person. Both
SB and AP are not authorized to handle client’'s money and securities,

and the broker is responsible for all actions of SB/AP.

The following table depicts the comparison:

Table-l
Sub-broker Authorized Impact of
Person Proposal

Registration | SBs are registered by | SEBI does not|No fees to SEBI
and Fees SEBI. SBs registration | register or charge | from AP.

is per exchange only. [any fees from an | Refund of fees to
AP. SB by SEBI on
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pro-rata basis
estimated at
SEBI charges a fee of | AP is approved by | approx Rs 14
Rs. 20,000/- for the | stock exchange. crore.
first block of five
financial years and Rs. | One time
10,000/- for every | registration fee of
subsequent block of | Rs 2000/- payable
five financial vyears, | to Stock Exchange.
from the SBs.
Market Allowed to trade in | Allowed to trade in | Accessibility to
access cash market only cash, F&O and | more trading
currency segments to AP
derivatives than SB
segments
Regulatory | Under the regulatory | Under the | Compliance
framework [ supervision of SEBI | regulatory monitored by Stock
and exchanges. | supervision of [ Exchanges
Multiple  compliance | Broker and Stock
processes involved | Exchange.
viz., Stock Exchange
and SEBI
Handling of | Not allowed Not allowed No difference in
client’s regulation
money and
securities
Access to | Allowed Allowed Same role

Trading
terminal

4. Comparison of Change in Number of APs and SBs over the years

Apart from the similarity in the role and functioning of SB and AP, it is seen

that APs are larger in number compared to SBs and the number of registered

SBs have come down over a period of time. The data is shown in the

following table:
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Table-ll

BSE NSE Total BSE NSE Total
Year Sub Sub Authorised | Authorised
brokers brokers Person Person
Registered | Registered Registered | Registered
31-Mar- 28,654 29,167 57,821 25,878 1,63,858 1,89,736
14
31-Mar- 20,368 25,643 46,011 30,603 1,29,049 1,59,652
15
31-Mar- 15,967 21,875 37,842 41,325 1,44,690 1,86,015
16
31-Mar- 13,065 18,780 31,845 47,045 1,63,710 2,10,755
17
31-Mar- 12,340 13,786 26,126 53,833 1,87,308 2,41,141
18

5. Over a period of time, role of SBs has converged to the role of APs. Further,

SB is registered for trading in cash segment only whereas AP can trade both
in cash and derivative segment. Most of the SBs are also acting as APs for
trading in F&O segment. Over a period of time the number of SBs registered
with SEBI has been falling year after year. Further, both SB and AP are not
authorized to handle client securities and funds and are not doing any
intermediation work with clients as they are only agents of the brokers who
are liable for all actions of SBs and APs. Therefore, like APs, registration of
SBs by SEBI may not be necessary and need for the category of SB as a
market intermediary may no longer be required. Thus, no fresh registration
shall be granted as SB and for past registered SBs, the migration path is

given as under:

5.1.In case of registered SBs who are not approved by Stock Exchanges to
act as AP, Exchanges may automatically recognize them as AP. In case
of a registered SB who is already approved to act as AP in F&O segment
of the Exchanges, he may continue his activities of SB as AP in cash

segment also.
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5.2.The existing SB may also become a trading member if SB meets the
eligibility criteria prescribed under Stock Exchange Bye-laws and SEBI

Regulations.

5.3. A time period of 6 months may be given for the registered SBs to migrate
themselves into an AP and/ or Trading member (TM). The SBs who do
not choose to migrate into AP and /or TM, shall be deemed to have

surrendered their registration as SB.

5.4.The registration fees paid by the registered SB for block of five years,

shall be refunded on pro-rata basis.

5.5.The relevant provisions of SEBI (Stock Broker and Sub-Brokers)
Regulations, 1992 as per Annexure- | shall be amended to give effect to

the proposal.

. Proposal

The Board is requested to consider the proposals to discontinue the category
of sub-broker as a market intermediary for approval as per para 5 above.
Further, the Board may authorize the Chairman to make consequential or
incidental amendments to the SEBI (Stock-Brokers and Sub-Brokers)

Regulations, 1992 to give effect to the proposals.
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Annexure |

Clauses and provisions with respect to Sub-brokers in SEBI (Stock Broker and
Sub-brokers) Regulations, 1992 —
(1) References in SEBI (Stock Broker and Sub-brokers) Regulations, 1992 —

a.
b.

Regulation 2(1)(gc) definition of sub-broker

Chapter Il of Regulations provides for sections pertaining to
registration of sub-brokers.

Regulation 16 under Chapter Il provides for application of
provisions of Chapter IV (General obligations and responsibilities),
Chapter V (Procedure for inspection) and Chapter VI (Procedure for
action in case of default) of Regulations as they shall apply to a
sub—broker as they apply in case of Stock Brokers.

Form B under Schedule | provides for application form for
Registration as a Sub-broker with Securities and Exchange Board
of India

Form C under Schedule | provides for recommendation letter to be
given by the Member with whom the Sub-broker is affiliated

Form CA under Schedule | provides for recommendation letter to
be issued by the Stock Exchange with respect to the sub-broker
Schedule Il provides for Code of Conduct for Sub-brokers.

Part Il of Schedule Il stipulates fees to be paid by sub-brokers
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