SECURITIES AND EXCHANGE BOARD OF INDIA

Proposed framework for Gold Exchange in India and SEBI (Vault Managers)
Regulations, 2021

1. Objective

1.1. This memorandum proposes to seek approval of the following:

1.1.1. framework for operationalizing the regulated Gold Exchange in India;
1.1.2. issuance of SEBI (Vault Managers) Regulations, 2021 for registering the
Vault Managers as a SEBI intermediary;

1.1.3. legal changes required to operationalize the gold exchange

2. Background

2.1.Hon’ble Finance Minister, Ms Nirmala Sitharaman, in her budget speech for FY
2021-22 has announced that SEBI will be the regulator for gold exchange. Para
71 of the budget speech stating the same is as under:

“In the budget of 2018-19, Government had announced its intent to establish a
system of regulated gold exchanges in the country. For the purpose, SEBI will be
notified as the regulator and Warehousing Development and Regulatory Authority
will be strengthened to set up a commodity market eco system arrangement

including vaulting, assaying, logistics etc. in addition to warehousing.”

2.2.Post the budget announcement, following a discussion between the Ministry of
Finance and SEBI, vide email dated March 04, 2021, it has been communicated
by the Ministry of Finance that SEBI would regulate the entire ecosystem of the
proposed gold exchange and SEBI would be the sole regulator for gold exchange

including for vaulting, assaying, gold quality and delivery standards.
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3. Consultation with the stakeholders

3.1.To implement the aforesaid budget announcement, SEBI constituted two working
groups involving various stakeholders in the proposed framework for the Gold
Exchange. The first working group examined and recommended suitable
framework for trading of the “instrument”, representing gold, on the exchange
platform and settlement by the Clearing Corporation. The group comprised of
representatives from the Stock Exchanges, the Clearing Corporations and the
Depositories. The second working group suggested framework for vaulting
services including Regulations for Vault Managers. The group comprised of
representatives from Department of Food and Public Distribution (DFPD),
Warehousing Development and Regulatory Authority (WDRA), Vault Managers,
Depositories, World Gold Council (WGC), Metals and Minerals Trading
Corporation (MMTC), India Bullion and Jewelers Association (IBJA), Bureau of
Indian Standards (BIS), India Gold Policy Centre (IGPC) and HDFC Bank (agency
nominated by the RBI for import of gold in India). The two working groups
submitted their reports to SEBI on April 27, 2021.

3.2.After extensive consultations, discussions with various stakeholders and
considering the recommendations made by the two working groups, SEBI issued
a Consultation Paper on the proposed framework for Gold Exchange in India
along with draft SEBI (Vault Managers) Regulations, 2021, to seek public
comments (Consultation paper placed at Annexure A). The Consultation Paper
was uploaded on the SEBI website on May 17, 2021 and the public comments
were invited on the same till June 18, 2021. The public comments, so received,
were further discussed and deliberated with the members of both the working
groups.

4. Nomenclature of the instrument

4.1.Establishment of regulated gold exchange is a landmark measure and to give due
prominence to the historic step, it is believed that the terminology for the

instrument should be unique and one that carries a global resonance.
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4.2.1t would be appropriate that the instrument is termed as “Electronic Gold Receipt
(hereinafter referred to as “EGR”). The EGR will be required to be notified as
“securities” under Section 2(h)(iia) of Securities Contracts (Regulation) Act, 1956.

5. Framework of the Gold Exchange

5.1.After extensive discussions with various stakeholders, considering the
recommendations made by the two working groups and the public comments, the
entire transaction in the Gold Exchange has been divided into three tranches as

follows:

5.1.1. First Tranche: Conversion of Physical Gold into EGR
5.1.2. Second Tranche: Trading of EGR on stock exchange/s
5.1.3. Third Tranche: Conversion of EGR into Physical Gold

5.2.The pictorial presentation of the three tranches is as follows:
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5.3.Brief details of transactions in first tranche are as follows:

5.3.1.

5.3.2.

5.3.3.

Creation of Common Interface: A common interface will be developed by

one/more entities in the proposed framework, which will be accessible to
all the entities i.e., Vault Managers, Depositories, Stock Exchanges and
Clearing Corporations.

Supply of the physical gold: The supply of the physical gold, to be

converted into EGR, shall be the fresh deposit of gold, coming into the
vaults, either through imports or through stock exchange/s accredited
domestic refineries. The existing deposit of gold lying in the vaults, which
meets the aforesaid criteria and has never been out of the vaulting
infrastructure, may be considered for conversion into EGR. The ‘gold’
which complies either with LBMA Good Delivery Standard or with India
Good Delivery Standard, or any other standard specified by SEBI, will be
eligible for this platform.

Creation of EGR:

5.3.3.1. The Vault Manager on receipt of physical gold shall record the
relevant information and create the EGR. The EGR shall be
created at the behest of the depositor (or owner of the gold)
intending to convert physical gold into EGR and trade on the stock
exchange/s.

5.3.3.2. The Vault Manager shall ensure that no EGR is created without
the presence of corresponding physical gold in the vaults.

5.3.3.3. The EGR shall reflect either in the existing demat account or new
account of the Depositor maintained with the Depository
Participant.

5.3.3.4. The Depository shall take necessary action to make EGR/s

tradeable on the stock exchangel/s.
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5.3.4.

The Vault Manager and the Depository shall regularly reconcile the data
of EGR’s created and the corresponding physical gold lying in the vaults.
Additionally, the Depository shall inspect the physical gold deposited in the
vault/s at periodic intervals.

5.4.Brief details of transactions in second tranche are as follows:

5.4.1.

5.4.2.

5.4.3.

The stock exchanges shall allow trading of the EGR’s on continuous basis.
Further, the Depositories shall share information pertaining to the creation

of EGR/s, with the stock exchanges on a periodic basis.

The Clearing Corporation shall settle the trades executed on the stock
exchange/s, by way of transferring EGR/s and cash to the buyer and seller

of EGR/s, respectively.

The Clearing Corporation shall inform the Depository regarding the change
in beneficial owner of the EGR at the end of the settlement day.

5.5. Brief details of transactions in third tranche are as follows:

5.5.1.

5.5.2.

5.5.3.

Beneficial owner intending to obtain physical gold against the EGR/s shall
request the Depository for the same. The Depository, in turn shall forward
such request/s to the Vault Manager. The Vault Manager after delivering
the gold to the beneficial owner and extinguishing such EGR/s, shall share

the required data with the Depository for reconciliation.

The Depository, in turn, shall send the information about the extinguished
EGR/s, to the stock exchange/s and clearing corporation/s to carry out

necessary revision in the records.

If there are any disputes, related to quality of physical gold, during the

withdrawal of physical gold, the same would be dealt with by obtaining
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guality report from empaneled assayer. The issue is discussed in further

detail in Para 15.

6. The proposals, summary of the public comments received, and

recommendations along with the rationale are summarized in the following

paragraphs.

7. Single Exchange or Multiple Exchange/s

7.1.Background

7.1.1.

7.1.2.

SEBI, in October 2018, allowed the concept of “Universal Exchange”,
wherein stock exchanges were permitted to deal in both equities and
commodity derivatives, which allowed for greater and efficient utilization of
existing infrastructure and resources of securities market. In line with the
said development, the existing stock exchanges may be allowed to deal in
EGR either through a separate segment or as a new asset class in existing

segment.

Setting up a new stock exchange exclusively for EGR has advantages such
as reduced market fragmentation, improved liquidity, single reference price
etc. However, it will be time consuming, will require fresh investments in
setting up new stock exchange, clearing corporations, require fresh
registration of members of stock exchanges, increase compliance cost and
may not be viable being based on a single product i.e., gold available for

trading.

7.2.Summary of Public Comments

7.2.1.

Summary of public comments received is as follows:
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Table 1

Proposal New Existing Neutral | Total
Exchange | Exchange
1. Whether there should be new 12 16 4 32
exchange or existing stock exchanges
be allowed to deal in EGR?
Table 2
Proposal New Existing | Total
Segment | Segment
2. If existing stock exchanges are allowed to deal in | 17 12 29

EGR, whether the contract should be launched in
a new segment or allowed to be added as new

asset class in existing segment?

71.2.2.

7.2.3.

Comments in favor of new exchange/s dealing in EGR, stated that “new
exchange” or “single exchange” with dedicated management will be more
successful proposition with one spot price of gold for the country. Single
exchange would ensure centered liquidity and participation of players, and

hence, price discovery on such platform will be more robust.

Comments in favor of existing exchange/s dealing in EGR, agreed with the
view stated in Para 7.1.1 above that the concept of “Universal Exchange”
should be utilized, thereby, making efficient utilization of existing
infrastructure and resources. The comments stated that trading in EGR’s
can commence much sooner and easily with the existing exchanges and it
would be more viable business proposition. Also, it would lead to more
efficient price discovery as both EGR trading and derivatives trading would

be available on a single platform.
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7.2.4.

7.2.5.

Comments in favor of launching EGR in new segment, stated that such
bifurcation would make EGRs distinct from existing derivative products,
make it easier for investors to identify with EGRs and emphasize focused
attention from the stock exchanges to develop this market.

Comments in favor of launching EGR as a new asset class in existing
segment, stated that it would be easier to implement and onboard the
participants as it would not require fresh registration of members with the
stock exchanges, no separate Settlement Guarantee Fund or no separate

compliance requirements and benefit of composite monitoring of the risk.

7.3.Recommendation

7.3.1.

7.3.2.

It is recommended that “all exchanges” are allowed to launch and deal in

EGRs i.e., existing exchanges as well as any new exchange.

It is recommended that EGRs are launched in the new segment by the
existing exchanges. The new exchange, if any, would naturally have to

launch EGR in a new segment.

7.4.Rationale for the recommendation at Para 7.3

7.4.1.

7.4.2.

There is merit in utilizing the existing infrastructure, resources and
experience of the stock exchanges, for launching EGR’s and thus, saving
upon huge costs, resources and time. Also, to promote the concept of free
market and competition, the market infrastructure institutions need to be

given opportunity of evaluating both the options, as stated at para 7.3.1.

Launching EGR as a new asset class in existing segment, may dilute the
risk management framework and may make it difficult for investors to

identify and differentiate EGR from existing derivative products.
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8. Product denomination for trading and conversion of EGR into gold

8.1.Background

8.1.1. Generally, it would be presumed that the denomination, for trading and
conversion of the EGR into gold, is the same. However, in order to attract
more players to this market, EGR’s with smaller denominations such as 10
grams and 5 grams may also be allowed, only for trading purposes. If stock
exchanges and market participants, find cost of withdrawal of smaller
denomination of gold to be workable and sustainable, they may keep
smaller denomination of EGR for conversion into gold also. However, if the
aforesaid cost is not workable, then conversion of such smaller
denomination of EGR’s into gold, may be permitted only when the beneficial

owner has accumulated, say, at least 50 grams (or multiples thereof) of

physical gold in the form of EGR/s.

8.2.Summary of Public Comments

8.2.1. Summary of public comments received is as follows:

Table 3
Proposal Yes No | Total
1. Should smaller denominations, say 10 grams or 5 31 4 35
grams (or even lower) be considered for only trading?
Table 4
Proposal Less than | Equal to and More | Total
50 gms than 50 gms
2. What should be the smallest 22 10 32

denomination to be considered for

conversion of EGR into physical gold?
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8.2.2. The comments in favor of availability of smaller denomination of EGR for
trading, have stated that it will attract larger participation, bring more liquidity
to the market, encourage investment and accumulation of gold in the form
of EGR’s.

8.2.3. The comments not in favor of the proposed concept, have stated that there
are other instruments available such as Gold ETF and Gold Bonds for
investments in smaller denomination and the concept may not be simpler to

implement.

8.2.4. For the smallest denomination to be considered for conversion of EGR into
gold, the public comments stated that there should not be any minimum
denomination and smallest denomination like 1 gram, 5grams and 10grams

should also be considered.

8.3.Recommendation

8.3.1. Itis recommended that smaller unit of EGR may be allowed for trading, with
higher unit of EGR for conversion into gold. The exact denomination for

trading and/or delivery may be decided by the stock exchange(s).

8.4.Rationale for the recommendation at Para 8.3

8.4.1. Gold is a high value product and a prized asset. To have an enabling
framework, the stock exchanges should be allowed to launch innovative
products with different denomination for trading and conversion of EGR into
gold. Further, it is felt that traders and investors, especially the retalil
participants, may have appetite for such product and the recommendation

will aid in inculcating the culture of saving gold in the form of EGR’s.
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9. Trading and validity period of EGR/s
9.1.Background

9.1.1. Since EGR will be notified as “securities”, all the features of trading as

applicable to other securities may be made applicable to the EGR as well.

9.1.2. Also, considering the EGR as equivalent to “securities” traded on the stock
exchange/s, a perpetual life period of the EGR may be considered. Such
perpetual life period of the EGR may also promote the instrument for

investment purpose.

9.2. Summary of Public Comments

9.2.1. Summary of public comments received is as follows:

Table 5

Proposal Yes No | Total

1. Whether all trading features generally ascribed to 23 2 25
“securities” traded on the stock exchange/s be also
applied to EGRs?

2. Considering the storage charges of the physical gold, | 26 4 30

whether there should be a perpetual validity of EGR?

9.2.2. The public comments in favor of having all trading features of “securities”
applicable to the EGR’s, have agreed with the proposed concept. The public
comments not in favor of the proposed concept, have stated that EGR may

be kept as trade-to-trade contract for specific buyer-seller requirements.

9.2.3. The public comments in favor of perpetual life period of EGR’s, have agreed
with the proposed concept. The public comments not in favor of the

proposed concept, have cited higher vault charges, as the main reason.
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9.3.Recommendation

9.3.1. It is recommended that the EGRs have same trading features as available
to “securities” as defined under the SCRA, 1956.

9.3.2. It is recommended that the EGRs have perpetual life period.
9.4.Rationale for the recommendation at Para 9.3

9.4.1. EGR trading is akin to trading of equity shares, hence, there should not be
distinction in trading features, such as margin requirements, netting of trade

obligations etc.

9.4.2. Gold does not have quality loss even if stored for a long period of time.
EGR’s with limited life period of some years will create logistic hassles, as
an investor will be forced to convert EGR/s into gold due to expiry of the

EGR/s, thereby discouraging the investors to invest in the EGR.
10.Fungibility of the EGR and inter-operability between the Vault Managers

10.1. Background

10.1.1. EGR’s may be made “fungible” and “inter-operability between Vault

Managers” may be allowed.

10.1.2. Fungibility means that the EGR, so created by the Vault Manager/s,
shall not be linked with the unique bar reference number of the physical
gold, i.e., gold deposited against EGR1 can be delivered against
conversion of EGR2 into gold (for the same contract specifications).

10.1.3. “Inter-operability between Vault Managers” means that physical gold

deposited at one location and with one Vault Manager, can be
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withdrawn from different location of same or different Vault Manager

(depending on the availability of physical gold).

10.2. Summary of Public Comments

10.2.1. Summary of public comments received is as follows:
Table 6

Proposal Yes No | Total

1. Whether there should be fungibility of EGR and 32 7 39

inter-operability between Vault Managers?

2. What can be the possible safety features that may | Subjective response
be built in the system to facilitate fungibility and
inter-operability between Vault Managers?

10.2.2. The public comments in favor of fungibility of EGR and inter-operability
between Vault Managers, have agreed with the proposed concept. The
public comments not in favor of the proposed concept stated that
responsibility of EGR should be specific to the firm/vault that has issued
the EGR and each EGR should correspond with unique gold bar to

address quality issues, if any, that may arise.

10.2.3. With regard to the possible safety features, the public comments have
stated that safety features of global markets, advanced and proven

technology may be adopted.
10.3. Recommendation

10.3.1. Itis recommended that there should be fungibility of the EGR and inter-

operability between the Vault Managers.
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10.3.2. Itis recommended that, after considering the global best practices and
consultation with the stakeholders, SEBI may issue Standard Operating

Procedure, if required.

10.4. Rationale for the recommendation at Para 10.3

10.4.1. Fungibility of the EGR and inter-operability between the Vault Managers
would allow the Depository to facilitate withdrawal of physical gold from
the preferred vault location of the buyer, to the extent possible, and
hugely save upon the cost of withdrawal of gold from the vaults. If the
proposed concept is not allowed, it can happen that buyer of EGR in
Mumbai has corresponding gold lying in specific vault in Ahmedabad
and vice-versa, which shall entail extra cost for the buyers. It is
apprehended, that absence of the proposed concept, can severely limit

the liquidity in the market due to higher costs of withdrawal of gold.

10.4.2. Since fungibility of the EGR and inter-operability between the Vault
Managers, is a new concept, the best practices across the world may
be studied and suitable SOP may be developed for the same, in

consultation with the stakeholders.

11.Delivery Center

11.1. Background

11.1.1. It may be considered that similar model, as applicable in commodity
derivatives market, of base delivery center and additional delivery
center/s may be adopted for the delivery location of physical gold in the

proposed framework.

11.2. Summary of Public Comments

11.2.1. Summary of public comments received is as follows:
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Table 7

Proposal Yes | No | Total

1. Whether the model of base delivery center and 27 9 |36
additionally delivery center/s, as applicable to
commodity derivatives market, is appropriate to be

considered in the proposed framework?

2. Considering the fungibility of EGR and inter- Subjective

operability between Vault Managers, is there a better | response

mechanism of deciding on the delivery location?

11.2.2. The public comments in favor of implementing similar model, as
applicable to commodity derivatives market, have agreed with the
proposed concept. The public comments not in favor of the proposed
concept have stated that the issue of premium/discount at the additional
delivery center vis-a-vis the base delivery center may become an issue
of concern and that proposed concept of inter-operability between vault

managers would not require the base and additional delivery center.

11.3. Recommendation

11.3.1. Itis recommended that all the existing branches of vault managers may
be allowed as ‘collection and/or delivery center’, which meets the safety

standards, as specified by the SEBI.

11.4. Rationale for the recommendation at Para 11.3

11.4.1. The existing concept of base and additional delivery center, as
applicable in commodity derivatives market, may be limited in its reach
and may link price of EGR/gold with the base center and issue of
premium/discount for additional delivery centers may arise. To avoid
this issue and to increase the number of ‘collection and/or delivery
center/s’ in the Gold Exchange, it would be prudent to utilize the existing
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infrastructure and utilize the branches of vault managers as ‘collection
and/or delivery center’. This may keep the cost of deposit and
withdrawal of gold from the vaults on the lower side. Also, the proposed
concept of inter-operability between vault managers will work much
better if more branches of vault managers are utilized as ‘collection

and/or delivery center/s’.

12.Storage (vaulting) and Withdrawal Charges — Levy and collection

12.1. Background

12.1.1. The storage or vaulting charges, as levied by the Vault Managers, shall
be paid by the beneficial owner of the EGR at the end of the settlement
day, whereas the Delivery Charges shall be borne by the beneficial
owner of EGR opting for withdrawal of the physical gold.

12.1.2. It may be considered that the storage and withdrawal charges shall be
collected by the depository from the beneficial owner of EGR/s, for

onward payment to the Vault Managers.

12.2. Summary of Public Comments

12.2.1. Summary of public comments received is as follows:

Table 8

Proposal Yes | No | Total

1. Is the above mentioned mechanism (as stated in 27 1 28
Para 12.1.2) for levy and collection of storage and

delivery charges appropriate?

2. Is there a better mechanism for levy and collection of | Subjective response

storage and delivery charges?
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12.2.2. The public comments in favor of depository participant collecting the
storage and withdrawal charges, have agreed with the proposed
concept. The public comment not in favor of the proposed concept,
has stated that vault manager should collect such charges from each

beneficial owner as it would be more buyer friendly.

12.3. Recommendation

12.3.1. It is recommended that storage and withdrawal charges may be
collected by the depository from the beneficial owner of EGR’s, for

onward payment to the Vault Managers.

12.4. Rationale for the recommendation at Para 12.3

12.4.1. Vault Managers, currently in commaodity derivatives market, charge the
stock exchanges, on a periodic basis, for payment of vaulting charges
and do not engage in collecting the charges from each beneficial
owner. The Depository maintaining the data of ownership and change
of beneficial owner/s of EGR, is better poised to collect storage and
withdrawal charges. Hence, the Vault manager may collect such
charges, periodically, from the Depository.

13.Regulating assaying and logistics service providers

13.1. Background

13.1.1. Itis understood from the commodity derivatives market that assaying
is mostly not resorted to, however, the buyer may demand / require
the same at the time of withdrawal of gold from the vaults (upon
conversion of EGR into gold). Therefore, considering that assaying
may not be a regular activity in case of physical delivery of gold, it may
not be considered to register “assaying agencies” as SEBI

intermediaries. Such “assaying agencies” may be empaneled by the
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13.1.2.

stock exchanges / Vault Managers or any other suitable entity in the

proposed framework.

Presently, in commodity derivatives market, the physical movement of
gold is the responsibility of the owner of the gold for which the services
of vault service provider are availed for safe and secure transportation.
As far as the choice of vault service provider or the choice of vehicle
used for such transportation is concerned, SEBI or the Clearing
Corporations do not have any role to play in the same. It is being
considered that the same may be followed in Gold Exchange also with

SEBI not having jurisdiction over logistic services.

13.2. Summary of Public Comments

13.2.1. Summary of public comments received is as follows:
Table 9

Issue Yes No Total
1. Is it adequate that assaying agencies are 24 7 31

empaneled by stock exchange / vault

managers?
2. Is it adequate that choice of vehicle or logistics | 24 5 29

for physical movement of gold be left to the

discretion of owner of such gold?

13.2.2.

The public comments in favor of empanelment of assaying agencies
by stock exchange/vault managers, have agreed with the proposed
concept. The public comment not in favor of the proposed concept,
have stated that SEBI should specify protocols to be followed to
ensure independence of assayers from the vault managers and that

SEBI should exercise oversight on the assayers.
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13.2.3.

The public comments in favor of leaving discretion of vehicle or
logistics for physical movement of gold with the owner of such gold,
have stated that typically buyers and suppliers have their own trusted
means of transportation and they should be allowed to utilize those.
The public comments not in favor of the proposed concept, have stated
that any exchange related activity, whether deposit or withdrawal of
gold from the vaults, should happen through registered logistics

service providers.

13.3. Recommendation

13.3.1.

13.3.2.

13.3.3.

It is recommended that assaying agencies and logistic service

providers may not be brought under the regulatory purview of SEBI.

It is recommended that “assaying agencies” are empaneled by the
stock exchanges or any other suitable entity in the proposed

framework.

It is recommended that the stock exchanges / Vault Managers, may,
provide list of logistic service providers, which the buyers would have
the option to engage for deposit or withdrawal of gold in/from the

vaults.

13.4. Rationale for the recommendation at Para 13.3

13.4.1.

13.4.2.

Assaying may not be a regular activity and the empanelment of these
agencies by the Stock Exchanges would serve the purpose of
assaying of the gold deposited with the vaults, if required.

Buyers have their own trusted means of transportation of high valued
items, hence, there does not seem to be any reason for SEBI to

regulate the logistic service providers.
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14.Taxation and incentives to create liquidity in trading of EGR

14.1. Background

14.1.1. Securities Transaction Tax (STT) will be applicable to trading of EGR
on stock exchange platform as it is applicable to trading of any other

“securities”.

14.1.2. Additionally, Goods & Services Tax (GST) may also be applicable
during the conversion of EGR to physical gold i.e., at the time of

withdrawal of physical gold from the vaults.

14.2. Summary of Public Comments

14.2.1. Public comments were sought as to what kind of incentive/s and/or
exemption/s / modification/s in tax structure would require to be built-in
or may be requested from the Government of India, to make the EGR

market liquid.

14.2.2. The public comments have requested for exemption from GST, STT,

Stamp duty and incentives under Income Tax Act, 1961.

14.2.3. SEBI has submitted representation to the Ministry of Finance for
proposals for incentives under various taxation laws for the Gold

Exchange.

14.2.4. Further, SEBI has submitted representation to the Reserve Bank of

India for participation of Banks in the Gold Exchange.
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15.Disputes over quality or quantity of Gold

15.1. Background

15.1.1. A concern pertaining to mis-match of quality and / or quantity of gold at
the time of conversion of EGR into gold, has been expressed in the

public comments.

15.2. Discussions by SEBI: The matter was discussed by SEBI with the
stakeholders and following is given to understand with regard to the same:

15.2.1. With regard to India Good Delivery Standard gold, it has been explained
by the stock exchanges and clearing corporations that quality disputes
may be resolved by obtaining report from the empaneled assaying
agency and the loss, if any, will be made good by the concerned
domestic refinery. Further, as a caution, while accrediting the domestic
refineries for delivery of India Good Delivery standard gold, the stock
exchanges, may obtain security deposit (by whatever name called) from
the refineries to compensate the loss, if any, that may arise in the future.

15.2.2. The stakeholders have stated that, in commodity derivatives market,
there are almost nil disputes / complaints on quality of gold coming from
LBMA approved list of refineries. Further, a purity report along with such
gold is relied upon by the market participants for the quality of the gold.
Hence, there may not be reason of concern for quality of LBMA gold.

15.2.3. The Vault managers can be well-equipped to check the weight of the
gold, both at the time of deposit and withdrawal. Disputes, with regard

to weight of the gold, may be resolved by the concerned vault manager.

15.3. Recommendation

15.3.1. It is recommended that disputes with regard to the quality of the gold
coming from domestic refinery, may be resolved by obtaining report

from an empaneled assaying agency and the loss, if any, will be made
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15.3.2.

good by the concerned domestic refinery. Further as a caution, the stock
exchanges may obtain necessary deposits from the concerned
domestic refiners to make good of the loss, if any, that may arise in the

future.

It is recommended that disputes with regard to the weight of the gold

may be resolved by the concerned Vault Manager.

15.4. Rationale for recommendation at para 15.3

15.4.1.

15.4.2.

15.4.3.

The domestic refineries complying with India Good Delivery standard,
are accredited by the stock exchanges. Since, the aforementioned
standards have been notified recently in 2020, the concerned domestic
refinery may make good of the loss, if any, and further as a caution, the
stock exchanges may obtain necessary deposits from the concerned
domestic refiners to make good of the loss, if any, that may arise in the

future.

As far as quality disputes, if any, for LBMA gold is concerned it is learnt
that purity report along with such gold is relied upon by the market
participants and there are almost nil disputes on quality of LBLA gold.

The Vault Managers may already have or may install appropriate
weighing scales / machines to weigh the gold which is being deposited
and withdrawn, with regard to the EGRs. Hence, any mismatch in the
weight of the gold, should come to their notice at the time of deposit of
such gold. Ideally, situation of mismatch in the weight of the gold should
not arise at the time of withdrawal of the gold. However, any disputes

regarding the same, may be dealt in by the Vault Manager.
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16.Regulation of Vault Managers

16.1. Background

16.1.1.

16.1.2.

In the present commodity derivatives ecosystem, Vaults are not directly
regulated by SEBI and are accredited by the stock exchanges for
providing storage and security of gold traded on commodity derivatives

segment.

However, with the mandate to regulate gold exchange including
vaulting, it is required to regulate Vault Managers, as SEBI registered
intermediary. Vault Manager will provide vaulting services i.e. storage,
safekeeping and delivery of gold meant for Gold Exchange. For this
purpose, draft SEBI (Vault Managers) Regulations, 2021 have been
prepared to register them and regulate by defining their roles and
responsibilities in the Gold Exchange.

16.2. Salient features of the SEBI (Vault Managers) Regulations, 2021

16.2.1.

16.2.2.

16.2.3.

The Vault Managers seeking registration with SEBI should be a body
corporate incorporated in India. The registration for providing vaulting

services will be for the gold deposited pertaining to the EGR.

The Vault Manager should have net worth of Rs. 50 crores and will be
required to furnish refundable financial security deposit. The application

fees is Rs. 1 lakh and registration fees is Rs. 10 lakh.

The obligations of Vault Managers include accepting deposits, storage
and safekeeping of gold, withdrawal of gold, weighing the gold bars,
record keeping, periodic reconciliation of physical gold with the records
of depository, data recovery system to prevent loss or damage of

electronic data, etc.

Page 23 of 29



16.2.4. The EGR will be created by the Vault Manager. The Vault Manager will

accept the quality of gold as specified by the stock exchanges.

16.2.5. The Vault Manager should clearly segregate its business related to

EGR from its other businesses or activities. In case of loss or damage
to the deposited gold corresponding to EGR/s, the liability of

indemnification lies with the vault manager.

16.2.6. The Vault Manager should have a grievance redressal mechanism in

16.2.7.

16.2.8.

16.3. Summ

16.3.1.

16.3.2.

place to deal with grievances related to deposit, storage, safekeeping

and withdrawal of gold and creation of EGR.

The Vault Manager should have a Standard Operating Procedure
(SOP) for its vaults specifying procedures for deposit, storage and
withdrawal of gold, safekeeping of gold, creation of EGR, grievance

redressal, maintenance of infrastructure and record maintenance.

The Vault Manager while seeking registration should mention the
names and addresses of only those vaults which will provide services

for deposit, storage and withdrawal of gold corresponding to EGR/s.

ary of Public Comments

It has been stated in the public comments that the net worth criteria of
Rs. 50 crores and registration fee of Rs. 10 lakhs is high as the
investment in business asset by Vault Managers is minimum, for it being

a service oriented company.

It has been stated in the public comments that security deposit may not

be required as insurance coverage is already there.
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16.4. Recommendation

16.4.1.

It is recommended that the proposed SEBI (Vault Managers)

Regulations, 2021, may be approved.

16.5. Rationale for recommendation at Para 16.4

16.5.1.

16.5.2.

16.5.3.

Net worth: Since gold is a valuable commodity and the Vault Managers

are entrusted with the responsibility of its storage and security, the role
of the Vault Managers is very crucial and thus, it is felt that the Net-Worth
of Rs. 50 crores is justified. The same would aid in creating trust and

provide safety assurance to the industry participants.

Reaqistration fees: The registration fees of Rs. 10 lakhs is in line with the

fees applicable to other regulated entities.

Security Deposit: The intent of the Regulations is to require the Vault

Manager to maintain security deposit, in the manner and in quantum, as
specified by SEBI. The manner and quantum of security deposit to be
maintained by the Vault Manager, will be specified by SEBI after

consultation with the stakeholders.

17. Legal changes required

17.1. Following are the legal changes required to operationalize the Gold Exchange:

17.1.1.

17.1.2.

It is required that “Electronic Gold Receipt” is to be notified as “security”
under Section 2(h)(iia) of Securities Contracts (Regulation) Act, 1956.

The proposed notification is placed at Annexure B.

Issuance of SEBI (Vault Managers) Regulations, 2021 as placed at

Annexure C.
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17.1.3. Issuance of various Circulars for operational issues in the Gold

Exchange.

17.2. Prior to the legal changes stated at Para 17.1.2 and Para 17.1.3 above, it is

required that EGR is notified as “securities” as stated in Para 17.1.1 above.

18. Proposals for consideration

18.1. The Board is requested to consider and approve the framework of the Gold
Exchange and the recommendations mentioned at para 4, 5, 7.3, 8.3, 9.3, 10.3,
11.3, 12.3, 13.3, 14.3, 15.3 and 17 above.

18.2. The Board is requested to authorize the Chairman to issue necessary
Circulars/guidelines/notifications as may be deemed appropriate, to give effect
to the decision of the Board.
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Annexure A

Consultation Paper is available at www.sebi.gov.in.
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Annexure B

This has been excised.
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Annexure C

This has been excised.
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