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(7) Incorrect. No scheme of the angel fund shall have more than 49 angel investors.

(8) Correct. As per Regulation 19H of the SEBI (Alternative Investment Funds) Regulations, 2012, units 
of angel funds shall not be listed on any recognized stock exchange.

(9) Incorrect. No venture capital fund shall be entitled to get its units listed on any recognised stock 
exchange till the expiry of 3 years from the date of issuance of units by the venture capital fund.

Answer to Question C :
(1) Investible funds (2) 2/3rd (3) ? 20 Crore (4) X 1 Crore (5) 1,000 (6) 25% (7) open ended or close ended
(8) ? 1 Crore (9) X 10 Crore (10) ? 25 lakhs (11) 49 (12) 3 years (13) 8 years

Answer to Question D :

1. (d) 7. (d) 13. (a) 19. W 25. (b) 31. (a)

2. (c) 8. (b) 14. (c) 20. (c) 26. (a) 32. (b)

3. (a) 9. (c) 15. (a) 21. (a) 27. (b) 33. (c)

4. W 10. («) 16. (b) 22. (b) 28. (a)

5. (a) 11. (a) 17. (b) 23. (b) 29. (c)

6. (c) 12. (b) 18. (d) 24. (c) 30. (b)
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Introduction: A Collective Investment Scheme (CIS) is an investment scheme wherein several individu
als come together to pool their money for investing in a particular asset(s) and for sharing the returns 
arising from that investment as per the agreement reached between them prior to pooling in the money.

The term has broader connotations and includes even mutual funds. For instance, in UK, the unit trust 
scheme is a collective investment scheme. However, in India, as in US, the definition of CIS excludes 
mutual funds.

In simple words, collective investment scheme combine the money of various individuals and organiza
tions to create a larger, well-diversified portfolio and shares the returns arising out of such portfolio 
investment.

Reality of collective investment schemes: m T.-s * •  »
For the Last few years, the SEBI has been coming down hard on companies running Collective Investment Schemes 
(CIS). These schemes, much in the news since the Saradha Scam, are those in which people invest to create a pool of 
money which is then utilized to realize some income for the investors, or acquire some produce, or some properties 
which are then looked after by a manager on behalf of the investors. In other words a property is owned by an 
individual, but is maintained jointly with the manager. A mutual fund is also called a collective investment scheme. 
SEBI introduced regulations for CISs in 1999. But so far only one company *• Gift Collective Investment Management 
Co. has registered with it as a CIS after complying with the regulations. This is a Gujarat Government PSU which 
is building the International Financial City in the Ahmedabad - Gandhinagar region.
Data presented in Parliament in March this year show 669 companies were probed by SEBI for violating CIS 
regulations. Between them these companies had collected t  7,435 crore. Of these, 552 companies were prosecuted 
and convictions were secured in 124 cases. Another 75 wound up their business and refunded money to their 
investors. »

Students are advised to read the following cases before start to read this chapter in question and answer format. This 
will help them to understand the various provisions relating to collective investment schemes:

Rose Valley Real Estate and Construction Limited Case (2011)

In this matter, SEBI had observed that Rose Valley Real Estate and Construction Ltd. ("Rose Valley") 
was mobilizing funds under CIS without obtaining a certificate of registration as required under Section 
11AA of the Act. Rose Valley in turn moved the High Court challenging the constitutional validity of the 
said Act. The Calcutta High Court dismissed the said Writ Petition filed by Rose Valley challenging the 
constitutional validity of SEBI's power in regulating CIS. Dismissing the Writ Petition, the High Court 
observed that the Section 11AA of the Act is legal and the provisions provided in it were valid. The High 
Court also slapped a fine of ? 10 lakhs on Rose Valley.

SEBI, in its January 2011 order, held that Rose Valley was raising funds through sale of plots of land and 
pooling the same to develop the land and providing investors a return on the amount invested at the end 
of the scheme in the form of credit value. Investors could utilize the credit value to either adjust partly 
against the cost of land or to get refund for the investments made. "These activities were akin to the fea
tures of CISs, specified under the Section 11 AA of the Act". SEBI had further directed Rose Valley not to 
collect any money from investors or to launch any scheme and not to dispose of any of the properties of 
the scheme. SEBI had also in another case imposed a penalty of ? 1 crore on Rose Valley for not providing 
details sought by the market regulator in a case charging the company with issuing debentures illegally.
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SEBI had also barred Rose Valley Hotels and Entertainment from collecting money from investors under 
its 'holiday membership' schemes alleging that such schemes were CIS in nature and required a certificate 
of registration. SEBI had begun the investigation of the case after it received a letter in June, 2012 from 
the Additional Director-General of Police, Guwahati, Assam, alleging that Rose Valley Hotels and Rose 
Valley Real Estates Constructions Ltd. had collectively raised ? 1,006.70 crores until February, 2012. It 
was pointed out that Rose Valley Hotels had launched a scheme called Rose Valley Holiday Membership 
Plan in 2010. Under the scheme, an investor can book a holiday package by paying monthly instalments. 
Upon maturity or the completion of the instalment tenure, the investor can either opt for a holiday, which 
includes hotel accommodation and services, or a return on the investment with annualized interest.

The market regulator had sought various details on the scheme that included the number of individu
als who had subscribed to the plan and the total amount refunded by the Company towards principal 
investment and interest. Rose Valley Hotels, however, contended that it was in the time share business, 
which did not fall under SEBI's purview. S. Raman, whole-time member of SEBI, in his order stated that 
the scheme had all the ingredients of a CIS. He added that the contribution made in the form of monthly 
instalments by investors were pooled and utilised for the purpose of the holiday membership plan. 
Moreover, such contributions are made by the investors with a view to receiving profits or income in the 
form of returns with annualized interest. He had also directed Rose Valley Hotels not to collect any more 
money from investors either through existing schemes or via new ones.
Maitreya Services Pvt. Ltd. case (2013)
SEBI began the probe against Maitreya Services Pvt. Ltd. ("Maitreya") after a reference from the Income 
Tax department in September 2010 alleging violation of SEBI regulations by Maitreya. During the in
quiry, Maitreya submitted that it carries out the business of real estate and its business includes buying 
and selling of land, development of the land, construction and other land related activities. SEBI found 
that Maitreya had launched various schemes under which money was collected from the public. These 
schemes differed on the basis of the periodic payment to be made by the investor, and the time period for 
which such investments were to be made. In the course of its inquiry, the SEBI found that the Company 
had launched and operated CIS without obtaining registration in terms of section 12(1 B) of the Act and 
regulation 3 of the Regulations and an amount of ? 804 crores was outstanding with it was to be repaid 
to investors. In view of the same, a show cause notice was issued to Maitreya and its directors asking 
them to show cause as to why suitable action should not be initiated against them for the violation of 
regulation 3 of the Regulations read with section 11A A of Act.
In reply to the show-cause notice by SEBI, Maitreya denied being in CIS operations and refuted 
all charges leveled against it and requested that the proceedings be terminated and discharged 
from the show-cause notice. In 2012, Maitreya sought to settle the proceedings through a con
sent procedure but that was rejected by SEBI. SEBI's probe found that Maitreya had mobilized 
? 1,332 crores from the public as "advances" as on March 31,2011 and had repaid ? 538 crores as "repay
ment" to investors, resulting in an amount of ? 794 crores as outstanding to be repaid as on that date. 
SEBI also found that the assets were insufficient to meet the liabilities and its repayment obligations were 
almost double the value of its total movable and immovable assets.
In view of the foregoing, SEBI ordered for winding up of CIS being run in the garb of real estate busi
ness, asking the entity concerned to refund the money to investors within three months. SEBI also barred 
Maitreya, and its directors from accessing the securities market till the time all its CIS are wound up and 
decided to initiate prosecution proceedings against them. SEBI also made a reference to the police to 
register a civil/criminal case against Maitreya and their Directors and persons in charge of the CIS busi
ness for "offences of fraud, cheating, and criminal breach of trust and misappropriation of public funds".
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COLLECTIVE INVESTMENT SCHEMES

Question 1] Write a short note on: Collective Investment Schemes

CS (Inter) -  June 2007 (5 Marks) 

CS (Executive) -  June 2011 (2 Marks)

Ans.: A Collective Investment Scheme (CIS) is an investment scheme wherein several individuals come 
together to pool their money for investing in a particular asset(s) and for sharing the returns arising from 
that investment as per the agreement reached between them prior to pooling in the money.
According to Section 2(ba) of the SEBI Act, 1992, "collective investment scheme" means any scheme or 
arrangement which satisfies the conditions specified in Section 11AA.
Collective Investment Scheme [Section 11AA(1) & (2)]: Any scheme or arrangement which satisfies the 
following conditions shall be a collective investment scheme.

Any scheme or arrangement made or offered by any company under which:

(i) The contributions, or payments made by the investors are pooled and utilized solely for the purposes 
of the scheme or arrangement;

(ii) The contributions or payments are made to such scheme or arrangement by the investors with a view 
to receive profits, income, produce or property, whether movable or immovable from such scheme 
or arrangement;

(iii) The property, contribution or investment forming part of scheme or arrangement, whether identifi
able or not, is managed on behalf of the investors;

(iv) The investors do not have day to day control over the management and operation of the scheme or 
arrangement.

Question 2] Discuss the scheme or arrangement which are not included in collective investment 
schemes? CS (Executive) -  Dec 2011 (3 Marks), Dec 2012 (5 Marks)

Ans.: Scheme or arrangement that cannot be regarded as collective investment schemes [Section 
11AA(3)]: Following scheme or arrangement shall not be a collective investment scheme:

(1) Any scheme or arrangement made or offered by a co-operative society

(2) Any scheme or arrangement under which deposits are accepted by non-banking financial compa
nies

(3) Any scheme or arrangement being a contract of insurance

(4) Any scheme or arrangement providing for Pension Scheme or the Insurance Scheme

(5) Any scheme or arrangement under which deposits are accepted u/s 74 of the Companies Act, 2013

(6) Any scheme or arrangement under which deposits are accepted by a company declared as a Nidhi 
or a Mutual Benefit Society

(7) Chit fund business

(8) Mutual fund

SEBI (COLLECTIVE INVESTMENT SCHEMES) REGULATIONS, 1999

Question 3] Define the term : Collective Investment Management Company (CIMC)

Ans.: Collective Investment Management Company [Regulation 2(h)]: Collective Investment Manage
ment Company (CIMC) means a company incorporated under the Companies Act, 2013 and registered 
with the SEBI. Object of CIMC is to organise, operate and manage a collective investment scheme.
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Question 4] Who can launch a collective investment scheme in India?

Ans.: No person other than CIMC to launch CIS [Regulation 3] : Only a CIMC which has obtained a 
certificate from SEBI shall carry on or sponsor or launch a collective investment scheme.

Question 5] State the provisions relating to making application and furnishing information to the 
SEBI for registration of Collective Investment Management Company.

Ans.: Application for grant of certificate [Regulation 4 ] : Any company proposing to carry any activity 
as a CIMC shall make an application to the SEBI for the grant of registration in Form A.

Application fee [Regulation 5] : Every application for registration if CIMC shall be accompanied by a 
non-refundable application fee specified in the Second Schedule.

Requirements [Regulation 7 ] : An application, which is not complete in all respects or does not conform 
to the prescribed requirements, shall be rejected by the SEBI. However, before rejecting application, the 
applicant may be given an opportunity to remove within 1 month objections indicated by the SEBI.

Furnishing information [Regulation 8 ] : The SEBI may direct the applicant to furnish further information 
or clarification as may be required by it.

The SEBI may ask the applicant or its authorized representative to appear before the SEBI for personal 
representation in connection with the grant of a certificate.

Question 6] Briefly discuss the 'eligibility criteria' for registering as collective investment manage
ment company.

"Collective Investment Scheme (CIS) is a popular form of investment and it is accessible to all." In 
the light of this statement, explain the meaning and conditions for eligibility of CIS.

CS (Executive) - June 2016 (5 Marks)

Ans.: Conditions for eligibility [Regulation 9 ] : For registering with SEBI as CIMC following conditions 
are required to be fulfilled:

(i) The applicant is set up and registered as a company under the Companies Act, 2013.
(ii) The MOA has to specify the managing of CIS as one of its main objects.

(iii) The applicant has a net worth of not less than ? 5 Crore. However, applicant having net worth of 
? 3 Crore can also make an application if he agrees to increase net worth of ? 3 Crore to ? 5 Crore 
within 3 years from the date of grant of registration.

(iv) The applicant is a fit and proper person.
(z?) The applicant has adequate infrastructure.

(vi) The directors or key personnel of the applicant shall be persons of honesty and integrity having ad
equate professional experience in related field. They should not have been convicted for an offence 
involving moral turpitude or for any economic offence or for the violation of any securities laws.

(vii) At least 50% of the directors of CIMC shall consist of persons who are independent and are not 
directly or indirectly associated with the persons who have control over the CIMC.

(viii) No person, directly or indirectly connected with the applicant has in the past been refused registra
tion by the SEBI.

Criteria for fit and proper person [Regulation 9A ] : To determining whether an applicant or the CIMC 
is a fit and proper person, the SEBI may take into account the criteria specified in Schedule II of the SEBI 
(Intermediaries) Regulations, 2008.
Grant of Certificate [Regulation 10] : The SEBI call upon the applicant to pay registration fee as specified 
in the Second Schedule.
On receipt of registration fee, the certificate in Form B will be granted by the SEBI on certain terms and 
conditions.
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Procedure where registration is not granted [Regulation 12] : Where an application does not satisfy the 
specified conditions, the SEBI may reject the application after giving the applicant a reasonable opportu
nity of being heard and inform the applicant of the same.

The decision of rejection shall be communicated by the SEBI within 30 days along with the grounds for 
rejection.

Question 7] Certificate granted to collective investment management company is subject to certain 
terms and conditions. Comment.

Ans.: Terms and conditions to be complied with [Regulation 11]: The certificate granted to the CIMC 
shall be subject to the following conditions:

(i) Any director of the CIMC shall not be a director in any other CIMC unless such person is an inde
pendent director.

(ii) The CIMC shall forthwith inform the SEBI of any material change in the information or particulars 
previously furnished, which have a bearing on the certificate granted by it.

(iii) Appointment of a director of a CIMC shall be made with the prior approval of the trustee.
(iv) The CIMC shall comply with provisions of the Act and these Regulations.
(v) No change in the controlling interest of the CIMC shall be made without obtaining prior approval 

of the SEBI, the trustee and the unit holders holding at least one-half of the nominal value of the 
unit capital of the collective investment scheme.

(vi) The CIMC shall take adequate steps to redress the grievances of the investors within 1 month from 
the date of receipt of the complaint from the aggrieved investor.

(vii) The CIMC shall enter into an agreement with a depository for dematerialization of the units of col
lective investment scheme proposed to be issued.

(viii) All monies payable towards subscription of units of collective investment scheme shall be paid 
through cheque or demand draft or through any other banking channel, but not by cash.

(ix) The CIMC shall comply with KYC norms as specified by the SEBI.

Question 8] What are the restrictions imposed on business activities for collective investment man
agement companies? CS (Executive) - Dec 2010 (4 Marks), Dec 2013 (5 Marks)

CS (Executive) - June 2014 (5 Marks), Dec 2016 (7 Marks)

Ans.: Restrictions on business activities [Regulation 1 3 ] : The CIMC shall not:
(a) undertake any activity other than that of managing the collective investment scheme;
(b) act as a trustee of any collective investment scheme;
(c) launch any collective investment scheme for the purpose of investing in securities;
(d) invest in any collective investment scheme floated by it.

However, a CIMC may invest in its own collective investment scheme:
(i) if it makes a disclosure of its intention to invest in the offer document of the collective investment 

scheme, and
(ii) does not charge any fees on its investment in that collective investment scheme.

Question 9] What are the obligations of the Collective Investment Management Company under 
the SEBI (Collective Investment Scheme) Regulations, 1999.

Ans.: Obligations of CIMC [Regulation 14]:

(a) CIMC shall be responsible for managing the funds or properties of the collective investment scheme 
on behalf of the unit holders.
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(b) CIMC shall take all reasonable steps and exercise due diligence to ensure that the collective invest
ment scheme is managed in accordance with the provisions of these regulations, offer document 
and the trust deed.

(c) CIMC shall exercise due diligence and care in managing assets and funds of the collective invest
ment scheme.

(d) CIMC shall be responsible for the acts of commissions and omissions by its employees or the
persons whose services have been availed by it.

(e) CIMC shall remain liable to the unit holders for its acts of commission or omissions, notwithstand
ing anything contained in any contract or agreement.

(/) CIMC shall be incompetent to enter into any transaction with or through its associates, or their 
relatives relating to the collective investment scheme. However, in case the CIMC enters into any 
transactions relating to the collective investment scheme with any of its associates, a report to that 
effect shall immediately be sent to the trustee and to the SEBI.

(g) CIMC shall appoint registrar and share transfer agents.

(h) CIMC shall abide by the Code of Conduct as specified in the Third Schedule.

(0 CIMC shall give receipts for all monies received by it and give a report to the SEBI every month, 
particularly of receipts and payments.

(/) CIMC shall hold a meeting of the board of directors to consider the affairs of collective investment 
scheme at least twice in every three months.

(k) CIMC shall ensure that its officers or employees do not make improper use of their position or 
information to gain, directly or indirectly, an advantage for themselves or for any other person or 
to cause detriment to the collective investment scheme.

(/) CIMC shall obtain adequate insurance against the property of the collective investment scheme.

(m) CIMC shall comply with such guidelines, directives, circulars and instructions as may be issued 
by the SEBI from time to time, on the subject of collective investment schemes.

Question 10] What kind of information and documents are required to be submitted to SEBI, trustee
and investors by the collective investment management company?

Ans.: Submission of information and documents [Regulation 12]:

(1) The CIMC shall prepare quarterly reports on its activities and submit the same to the trustees within 
1 month of the expiry of each quarter.

(2) The CIMC shall file with the trustee and the SEBI -

(a) Particulars of all its directors along with their interest in other companies within 15 days of 
their appointment and

(b) Any change in the interests of directors, within 15 days of such change.

(3) The CIMC shall furnish a copy of the Balance Sheet, P & L A/c and a copy of the summary of the 
yearly appraisal report to the unit holders within 2 months from the closure of financial year.

(4) The CIMC shall furnish to the SEBI and the trustee such information and documents to the SEBI and 
the trustee as may be required by them concerning the affairs of the collective investment scheme.

Question 11] Collective investment scheme to be constituted as trust. Comment.

CS (Executive) -  Dec 2011 (3 Marks)

Ans.: Trust Deed to be registered under the Registration Act, 1908 [Regulation 16(1)] : A collective 
investment scheme shall be constituted in the form of a trust and the instrument of trust shall be in the 
form of a deed duly registered under the provisions of the Indian Registration Act, 1908 executed by the 
CIMC in favour of the trustees named in such an instrument.
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Appointment of trustees [Regulation 16(2)]: A CIMC shall appoint a trustee who shall hold the assets 
of the collective investment scheme for the benefit of unit holders.
Contents of trust deed [Regulation 17] : The trust deed shall contain such clauses as are specified in the 
Fourth Schedule and such other clauses as are necessary for safeguarding the interests of the unit holders.

No trust deed shall contain a clause which has the effect of -  
(z) Limiting or extinguishing the obligations and liabilities of the CIMC in relation to any collective 

investment scheme or the unit holders; or
(ii) Indemnifying the trustee or the CIMC for loss or damage caused to the unit holders by their acts of 

negligence or acts of commissions or omissions.

Question 12] Who can be appointed as trustee for the collective investment scheme? Also state the 
disqualification for appointment of trustee.

Ans.: Eligibility for appointment as trustee [Regulation 1 8 ] : Only persons registered with the SEBI as 
Debenture Trustee under SEBI (Debenture Trustee) Regulations, 1993 shall be eligible to be appointed as 
trustees of collective investment scheme.
No person shall be eligible to be appointed as trustee, if he is directly or indirectly associated with the 
persons who have control over the CIMC.
The CIMC shall furnish to the SEBI particulars as specified in Form C in respect of trustees appointed. 

Appointment of trustee not found guilty [Regulation 1 9 ] : No person shall be appointed as trustee of a 
collective investment scheme if -

(a) He has been found guilty of an offence under the securities laws, or

(b) The SEBI or any authority to which the SEBI has delegated its power has passed against such person, 
an order for violation of any provision of the Act.

Question 13] Who enters into agreement for managing the collective investment scheme property? 
What are the clauses of such agreement?

Ans.: Agreement with CIMC [Regulation 2 0 ] : The trustee and the CIMC shall enter into an agreement 
for managing the collective investment scheme property.
The agreement for managing the collective investment scheme property shall contain such clauses as are 
specified in the Fifth Schedule and such other clauses as are necessary for the purpose of fulfilling the 
objectives of the collective investment scheme.

Question 14] State briefly the rights and obligation of trustee of collective investment scheme.
CS (Executive) -  Dec 2008 (5 Marks)

Ans.: Rights and obligations of the trustee [Regulation 21]:

(1) The trustee shall have a right:
(a) To obtain from the CIMC such information as is considered necessary by the trustee.

(b) To inspect the books of account and other records relating to the collective investment scheme.

(2) The trustee shall ensure that the CIMC has:

(a) the necessary office infrastructure;
(b) appointed all key personnel including managers for the collective investment scheme and 

submitted their bio-data which shall contain the educational qualifications and past experience 
in the areas relevant for fulfilling the objectives of the collective investment scheme;

(c) appointed auditors to audit the accounts of the collective investment scheme from the list of 
auditors approved by the SEBI;
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(d) appointed a compliance officer to comply with the provisions of the Act and these regulations 
and to redress investor grievances;

(e) appointed registrars to an issue and share transfer agent;

(J) prepared a compliance manual and designed internal control mechanisms including internal 
audit systems;

(g) taken adequate insurance for the assets of the collective investment scheme;

(h) not given any undue or unfair advantage to any associates of the company or dealt with any 
of the associates in any manner detrimental to the interest of the unit holders;

(i) operated the collective investment scheme in accordance with the provisions of the trust deed, 
these regulations and the offer document of the collective investment scheme;

(j) undertaken the activity of managing collective investment scheme only;

(k) taken adequate steps to ensure that the interest of investors of one collective investment scheme 
are not compromised with the object of promoting the interest of investors of any other collec
tive investment scheme;

(I) minimum net worth on a continuous basis and shall inform the SEBI immediately of any short
fall;

(m) been diligent in empanelling the marketing agents and in monitoring their activities.

Where the trustee has reason to believe that the conduct of business of the collective investment 
scheme is not in accordance with these regulations, trust deed and the offer document of the collec
tive investment scheme, the trustee shall forthwith take such remedial steps as are necessary and 
shall immediately inform the SEBI of the action taken.

The trustee shall be accountable for, and be the custodian of, the funds and property of the respec
tive collective investment scheme and shall hold the same in trust for the benefit of the unit holders 
in accordance with these regulations and the provisions of trust deed.

The trustee shall be responsible for the calculation of any income due to be paid to the collective 
investment scheme and also for any income received in the collective investment scheme to the unit 
holders.

The trustee shall convene a meeting of the unit holders -

(a) whenever required to do so by the SEBI in the interest of the unit holders; or

(b) whenever required to do so on the requisition made by unit holders holding at least l/10th of 
nominal value of the unit capital of any collective investment scheme; or

(c) when any change in the fundamental attributes of any collective investment scheme. However, 
that no such change shall be carried out unless the consent of unit holders holding at least 3/4th 
of nominal value of the unit capital of the collective investment scheme is obtained.

The trustee shall review:

(a) on  a quarterly basis (i.e., by the end of March, June, September and December) every year all 
activities carried out by the CIMC;

(b) periodically all service contracts relating to registrars to an issue and share transfer agents and 
satisfy itself that such contracts are fair and reasonable in the interest of the unit holders;

(c) investor complaints received and the redressal of the same by the CIMC.
The trustee shall ensure that:

(a) net worth of CIMC is not deployed in a manner which is detrimental to interest of unit holders;
(b) property of each collective investment scheme is clearly identifiable as collective investment 

scheme property and held separately from property of the CIMC and property of any other 
collective investment scheme;
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(c) clearances or no objection certificate is obtained, in respect of transactions relating to property 
of the collective investment scheme from such authority as is competent to grant such clearance 
or no objection certificate.

(9) The trustee shall abide by the Code of Conduct as specified in the Third Schedule.

(10) The trustee shall furnish to the SEBI on a quarterly basis, every year -

(a) a report on the activities of the collective investment scheme;

(b) a certificate stating that the trustee has satisfied himself that affairs of the CIMC and of the 
various collective investment schemes are conducted in accordance with these regulations and 
investment objective of each collective investment scheme.

(11) The trustee shall cause:
(a) the profit and loss account and balance sheet of the collective investment schemes to be audited 

at the end of each financial year by an auditor empanelled with the SEBI.

(b) each collective investment scheme to be appraised at the end of each financial year by an ap
praising agency.

(c) collective investment scheme rated by a credit rating agency.

(12) A meeting of the trustees to discuss the affairs of the collective investment scheme shall be held at 
least twice in every three months in a financial year.

(13) The trustee shall report to the SEBI any breach of these regulations and has had, or is likely to have, a 
materially adverse effect on the interests of unit holders as soon as they become aware of the breach.

g (14) The trustee shall ensure that -
| (a) the fees and expenses of the collective investment scheme are within the limits as specified in
1  Part I of the Ninth Schedule;
£  (b) accounts of the collective investment schemes are drawn up in accordance with the accounting

norms as specified in Part II of the Ninth Schedule;
(c) accounts of the collective investment scheme comply with the format of the balance sheet and 

the profit and loss account as specified in Part III of the Ninth Schedule.

Question 15] Under which circumstances trusteeship of a trustee of collective investment scheme
comes to an end?

Ans.: Termination of trusteeship [Regulation 22]:

(1) The trusteeship of a trustee shall come to an end -
(a) If the trustee ceases to be trustee under the SEBI (Debenture Trustees) Regulations, 1993.

(b) If the trustee is in the course of being wound up.
(c) If unit holders holding at least 3/4th of the nominal value of the unit capital pass a resolution 

for removing the trustee and the SEBI approves it.
(d) If in the interest of the unit holders, the SEBI, for reasons to be recorded in writing decides to 

remove the trustee for any violation of the Act or these regulations committed by them.

(e) If the trustee serves on the CIMC a notice of not less than 3 months expressing its intention not 
to continue as trustee.

(2) On termination of the trusteeship, another trustee shall be appointed by the CIMC.

(3) The appointment of the new trustee shall be completed within 3 months from the date the previous 
trusteeship came to an end.

(4) The SEBI may appoint any person as a trustee if the CIMC fails to appoint a trustee.
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(5) The trustee appointed shall stand substituted as a trustee in all the documents to which the trustee 
so removed was a party.

(6) The person appointed by the SEBI shall apply to the Court for an order directing the CIMC to wind 
up the collective investment scheme.

(7) A trust deed shall be executed by the CIMC in favour of the trustee so appointed and from the date 
of such appointment and trustees shall be subject to all the rights and duties as specified in the 
regulations.

(8) The trustee so removed shall from such date be discharged from complying with the obligations 
under the trust deed but shall remain liable for any action taken by them before such removal.

Question 16] Under which circumstances agreement with the CIMC entered into by the trustee of
collective investment scheme may be terminated? Also state what other formality has to complied
in this regard.

Ans.: Termination of the agreement with the CIMC [Regulation 23]:

(1) The agreement entered into by the trustee with the CIMC may be terminated -

(a) if the CIMC is in the course of being wound-up; or

(b) if unit holders holding 3/4th of the nominal value pass a resolution for terminating the agree
ment with the CIMC and the prior approval of the SEBI has been obtained; or

(c) if in the interest of the unit holders, the trustee may terminate the agreement with the CIMC 
after obtaining prior approval of the SEBI.

(2) Upon termination of agreement, new CIMC shall be appointed by the trustee within 3 months from 
the date of such termination.

(3) The CIMC so removed shall continue to act as CIMC till such time as new CIMC is 
appointed.

(4) New CIMC appointed shall stand substituted as a party in all the documents to which the old CIMC 
so removed was a party.

(5) Old CIMC shall continue to be liable for all acts of omission and commissions prior to termination.

(6) If new CIMC is not appointed within a further period of 3 months, then the trustee may wind-up 
the collective investment scheme.

(7) An agreement for managing collective investment scheme property shall be executed in favour of 
the new CIMC subject to all the rights and duties as specified in the regulations.

Question 17] State the provisions relating to launching of collective investment schemes.

Ans.: Procedure for launching of collective investment schemes [Regulation 2 4 ] : No collective invest
ment scheme shall be launched by the CIMC unless such collective investment scheme is approved by 
the trustee.

Rating : No collective investment scheme shall be launched by the CIMC without obtaining rating from 
a credit rating agency.

Appraisal: No collective investment scheme shall be launched by the CIMC without getting the collective 
investment scheme appraised by an appraising agency.

Close ended collective investment scheme and collective investment scheme duration : CIMC shall:

(a) launch only close ended collective investment schemes;

(b) the duration of the collective investment schemes shall not be of less than 3 calendar years.

Insurance : CIMC shall obtain adequate insurance policy for protection of the collective investment 
scheme property.
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Question 18] Whether collective investment scheme shall provide guarantee of return to its investors?

Ans.: No guaranteed returns [Regulation 25]: No collective investment scheme shall provide guaranteed 
or assured returns. However, return may be indicated in the offer document only, if the same is assessed 
by the appraising agency and expressed in monetary terms.

Question 19] What kind of disclosure is required to be made in offer document by the CIMC before 
launching any collective investment scheme?

Ans.: Disclosures in the offer document [Regulation 26]:
(1) The CIMC shall before launching any collective investment scheme file a copy of the offer document 

of the collective investment scheme with the SEBI and pay filing fees as specified in the Second 
Schedule.

(2) The offer document shall contain information as specified in the Sixth Schedule.

(3) The offer document shall also contain true and fair view of the collective investment scheme and 
adequate disclosures to enable the investors to make informed decision.

(4) SEBI may require the CIMC to carry out modifications in the offer document as it deems fit.

(5) The CIMC may issue the offer document to public if no modifications are suggested by the SEBI in 
the offer document within 21 days from the date of filing.

Question 20] Advertisement of collective investment scheme shall be conformity with certain 
criteria. Comment.

Ans.: Advertisement Material [Regulation 27]: Advertisements in respect of every collective investment 
scheme shall be in conformity with the Advertisement Code as specified in the Seventh Schedule.

The advertisement for each collective investment scheme shall disclose in addition to the investment 
objectives, the method and periodicity of valuation of collective investment scheme property.

Question 21] Whether appraising agency is liable for inclusion of any information contained offer 
document issued by the collective investment scheme?

Ans.: Appraising Agency [Regulation 2 8 ] : The appraising agency has to give a written consent for the 
inclusion of the appraisal report in the offer document. The appraising agency shall be liable for any 
statement in the appraisal report which is misleading, incorrect or false.

Question 22] Offer document and advertisement issued by the collective investment scheme shall 
not be misleading. Comment.

Ans.: Misleading Statements [Regulation 29]:
(1) The offer document and advertisement materials shall not be misleading. I should not contain any 

statement or opinion which is incorrect or false.
(2) Where an offer document or advertisement includes any statement or opinion which are incorrect 

or false or misleading, following persons shall be punishable -

(a) Every person who is a director of the CIMC at the time of issue of the offer document;

(b) Every person who has issued the offer document.

Such persons can escape the liability he proves that:

- The statement or opinion was immaterial or
- He had reasonable ground to believe at the time of the issue of the offer document or advertisement 

that the statement was true.

Question 23] For how many days the subscription to collective investment scheme can remain open?



COLLECTIVE INVESTMENT SCHEMES 251

Ans.: Offer Period [Regulation 3 0 ] : No collective investment scheme shall be open for subscription for 
more than 90 days.

Question 24] Write a short note on : Allotment of units and refunds of moneys by the CIMC 

Ans.: Allotment of units and refunds of moneys [Regulation 31]: CIMC shall specify in the offer document -

(a) Minimum and the maximum subscription it seeks to raise under the collective investment scheme; 
and

(b) In case of oversubscription the process of allotment of oversubscribed amount.

CIMC shall refund the application money to the applicants if the collective investment scheme fails to 
receive the minimum subscription.

Any amount refundable shall be refunded within a period of 6 weeks from the date of closure of sub
scription list, by Registered A.D. and by cheque or demand draft marked "A/c Payee" to the applicants.

In the event of failure to refund the amounts, CIMC shall pay interest to the applicants at a rate of 15% 
p.a. on the expiry of 6 weeks from the date of closure of the subscription list.

Question 25] What is time limit for issuance of unit certificates to the applicants of collective in
vestment scheme?

Ans.: Unit certificates [Regulation 32]: CIMC shall issue unit certificates to the applicant not later than
6 weeks from the date of closure of the subscription list.

If the units are issued through a depository, a receipt in lieu of unit certificate will be issued as per provi
sions of SEBI (Depositories & Participants) Regulations, 1996.

Question 26] Write a short note on: Transfer of units of collective investment scheme

Ans.: Transfer of units [Regulation 3 3 ] : A unit certificate shall be freely transferable.

CIMC shall, on production of instrument of transfer together with relevant unit certificates, register the ® 
transfer and return the unit certificate to the transferee within 30 days from the date of such production. 
However, if the units are held in a depository then units shall be transferable in accordance with the 
provisions of the SEBI (Depositories & Participants) Regulations, 1996.

Question 27] State the manner in which subscription can be received by the collective investment 
scheme? Also the purposes for which such subscription money can be utilized?

Ans.: Money to be kept in separate account and utilisation of money [Regulation 34]:

(1) The subscription amount received shall be kept in a separate bank account. Such subscription money 
can be utilised only for following purpose -

(a) adjustment against allotment of units after receipt of minimum subscription or

(b) for refund of money if minimum subscription amount has not been received or in case of over
subscription.

(2) The minimum subscription amount shall not be less than the minimum amount specified by the ap
praising agency and which is needed for completion of the project of collective investment scheme.

(3) The moneys credited to the account shall be utilised for the purposes of the collective investment 
scheme and as specified in the offer document.

(4) Any unutilised amount shall be invested in the manner as disclosed in the offer document.

Question 28] Discuss briefly the restrictions on investment by the collective investment scheme.

Ans.: Investments and segregation of funds [Regulation 35]: CIMC shall:

(a) not invest the funds of the collective investment scheme for purposes other than the objective of the 
collective investment scheme as disclosed in the offer document.
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(b) segregate the collective investment scheme assets of different collective investment schemes.

(c) not invest corpus of a collective investment scheme in other collective investment schemes.

(d) not transfer funds from one collective investment scheme to another collective investment scheme.

However, inter-scheme transfer of collective investment scheme property may be permitted at the time 
of termination of the collective investment scheme with prior approval of the trustee and the SEBI.

Question 29] Write a short note on: Listing of collective investment schemes

Ans.: Listing of collective investment schemes [Regulation 36]: The units of every collective investment 
scheme shall be listed immediately after the date of allotment of units and not later than 6 weeks from 
the date of closure of the collective investment scheme on each of the stock exchanges as mentioned in 
the offer document.

Question 30] Discuss briefly the provisions relating to the winding-up of collective investment 
scheme.

Ans.: Winding-up of collective investment scheme [Regulation 37]:

(1) Compulsory winding-up: A collective investment scheme shall be wound up on the expiry of speci
fied duration scheme or on the accomplishment of the purpose.

(2) Voluntary winding-up: Collective investment scheme may be wound up -

(a) on the happening of any event which in the opinion of the trustee requires scheme to be wound 
up and the prior approval of SEBI is obtained; or

(b) if unit holders holding at least 3/4th of the nominal value of unit capital pass a resolution that 
the scheme be wound up and the approval of the SEBI is obtained; or

(c) if in the opinion of the SEBI, the continuance of the collective investment scheme is prejudicial 
to the interests of unit holders; or

(d) if in the opinion of CIMC, the purpose of the scheme cannot be accomplished and it obtains 
the approval of the trustees and also of the unit holders holding at least 3/4‘h nominal value of 
the unit capital with a resolution that the scheme be wound up and the approval of the SEBI 
is obtained.

(3) Notice of winding-up : Where scheme is to be wound up, the trustee shall give notice in a daily 
newspaper having nationwide circulation and in the language of the region where CIMC is regis
tered.

(4) Disposal of assets : The trustee shall dispose of assets of the scheme in the best interest of the unit 
holders. The proceeds of assets sold shall be first utilized towards the discharge of liabilities and 
after making appropriate provision for meeting of winding-up expenses, the balance shall be paid 
to the unit holders in proportionate basis.

(5) Filing of report & certificate : On the completion of winding-up, the trustee shall forward to SEBI 
and the unit holders:

(a) a report on the steps taken for realisation of assets, expenses for winding up and net assets 
available for distribution to the unit holders, and

(b) a certificate from the auditors to the effect that all the assets of the collective investment scheme 
are realised and the details of the distribution of the proceeds.

(6) Treatment of unclaimed money: The unclaimed money shall be kept separately in a bank account 
by the trustee for a period of 3 years for the purpose of meeting investors claims and thereafter shall 
be transferred to Investor Protection Fund.
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OBJECTIVE QUESTIONS 

Question A] Expand the following abbreviations:
(1) CIS

(2) CIMC

(3) MOA

(4) KYC

(5) SEBI

Question B] State, with reasons in brief, whether the following statements are correct 
or incorrect:

(1) Collective Investment Scheme includes mutual funds.

(2) Deposits accepted by the non-banking financial companies come under the purview of collective 
investment scheme.

(3) Partnership firms cannot carry out the activities of collective investment scheme.

(4) At least l/ 3rd directors of the CIMC should be independent person.

(5) SEBI has to communicate the decisions of rejecting the application for grant of registration of CIMC.

(6) CIMC cannot invest in its own collective investment scheme.

(7) Unit holders of collective investment scheme can pass a resolution for removing the trustee.

(8) CIMC can launch open ended as well as close ended collective investment schemes.

(9) Collective investment scheme can provide guarantee of return up to 10% of amount invested.

(10) There are certain restrictions as to making advertisement by the collective investment schemes.

(11) Collective investment scheme can be open for subscription up to 120 days.

(12) Listing of collective investment scheme is optional.

Question C] Re-write the following sentences after filling-up the blank spaces with ap 
propriate word(s)/figure(s) :

(1) According to Section 2(ba) of the SEBI Act, 1992, "collective investment scheme" means any scheme 
or arrangement which satisfies the conditions specified in ______

(2) Only a _________ which has obtained a certificate form SEBI shall carry on or sponsor or launch a
collective investment scheme.

(3) The applicant proposing to be registered as CIMC shall have a net worth of not less than______

(4) At least______ of the directors of CIMC shall consist of persons who are independent and are not
directly or indirectly associated with the persons who have control over the CIMC.

(5) No change in the controlling interest of the CIMC shall be made without obtaining prior approval
of the SEBI, the trustee and the unit holders holding at least______ of the nominal value of the unit

capital of the collective investment scheme.

(6) The CIMC shall take adequate steps to redress the grievances of the investors within_________ from
the date of receipt of the complaint from the aggrieved investor.

(7) A meeting of the trustees to discuss the affairs of the collective investment scheme shall be held at 
least_____in every three months in a financial year.

(8) No collective investment scheme shall be launched by the CIMC without getting the collective in
vestment scheme appraised by a n _________

(9) The duration of the collective investment schemes shall not be of less than_________
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(10) Advertisements in respect of every collective investment scheme shall be in conformity with the
______ as specified in the Seventh Schedule to the SEBI (Collective Investment Scheme) Regulation,
1999.

Question D] Select the correct option.

1. According to Section 2(ba) of the SEBI Act, 1992,
"_______ " means any scheme or arrangement which
satisfies the conditions specified in Section 11AA.

(a) Mutual Fund

(b) Alternative Investment Fund

(c) Collective Investment Scheme

(d) Venture Capital Fund
2. Which of the following CANNOT be treated as 
Collective Investment Scheme?

(I) Any scheme offered by a co-operative society

(II) Deposits are accepted by non-banking finan
cial companies

(III) Subscription to a mutual fund

(IV) Pension Scheme or the Insurance Scheme

(«) (I) & (IV)
(b) (II) & (III)

(c) (IV), (I) & (II)

(d) (III), (I), (IV) & (II)

3. The CIMC shall file with the trustee and the 
SEBI particulars of all its directors along with their
interest in other companies within______of their
appointment

(a) 15 days

(b) 2 months

(c) 30 days

(d) 3 months
4. The trustee shall convene a meeting of the unit 
holders whenever required on the requisition made
by unit holders holding at least______of nominal
value of the unit capital of any collective investment 
scheme

(a) l/10th

(b) l / 5 th

(c) 25%

(d) 3/4*
5. Any person proposing to carry any activity as 
a CIMC shall make an application to the SEBI for 
the grant of registration in _______ and shall pay

registration fee as per______ to the SEBI (Collective
Investment Scheme) Regulation, 1999.

(a) Form A; First Schedule

(b) Form I; Second Schedule

(c) Form 1; First Schedule

(d) Form A; Second Schedule

6. The CIMC shall furnish a copy of the Balance 
Sheet, P & L A/c and a copy of the summary of the 
yearly appraisal report to the unit holders within 
 from the closure of financial year.

(a) 45 days

(b) 3 months

(c) 6 weeks

(id) 2 months
7. The CIMC shall have a net worth of not less than

(a) t  10 Crore

(b) ? 5 Crore

(c) ? 50 Crore

(d) ? 15 Crore
8. As per the SEBI (Collective Investment Scheme) 
Regulation, 1999, the agreement for managing the 
collective investment scheme property shall contain
such clauses as are specified in the_______ and such
other clauses as are necessary for the purpose of 
fulfilling the objectives of the collective investment 
scheme.

(a) Sixth Schedule

(b) Fourth Schedule

(c) Eight Schedule

(d) Fifth Schedule
9. As per the SEBI (Collective Investment Scheme) 
Regulation, 1999, the trust deed shall contain such
clauses as are specified in th e _______ and such
other clauses as are necessary for safeguarding the 
interests of the unit holders

(a) Fifth Schedule

(b) Sixth Schedule
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(c) Fourth Schedule 

(id) Third Schedule

10. At least_______ of the directors of CIMC shall
consist of persons who are independent and are not 
directly or indirectly associated with the persons 
who have control over the CIMC.

(a) One-third

(b) 50%

(c) 25%

(d) Two-third

11. Any change in the fundamental attributes of any 
collective investment scheme shall be carried out 
unless the consent of unit holders holding at least
______ of nominal value of the unit capital of the
collective investment scheme is obtained

(a) 2/3rd

(b) l/ 4th

(c) 3/4th

(d) 1 /3rd

12. The trustee shall ensure that the fees and expen
ses of the collective investment scheme are within 
the limits as specified in Part I of the_________

(a) Tenth Schedule

(b) Seventh Schedule

(c) Ninth Schedule

(d) Eight Schedule

13. No change in the controlling interest of the 
CIMC shall be made without obtaining prior ap
proval of the SEBI, the trustee and the unit holders
holding at least_________ of the______ of the unit
capital of the collective investment scheme.

(a) one-half; NAV
(b) two-third; market value
(c) one-half; nominal value
(d) two-third; face value

14. The trusteeship of a trustee of collective invest
ment scheme shall come to an end if unit holders
holding at least_____of the nominal value of the
unit capital pass a resolution for removing the trustee 
and the SEBI approves such resolution

(a) 2/3rd
(b) 3/4lh
(c) l/ 3rd

(d) 3/5th

15. The trusteeship of a trustee of collective invest
ment scheme shall come to an end if the trustee
serves on the CIMC a notice of not less than_______
expressing its intention not to continue as trustee.

(a) 2 months
(b) 45 days
(c) 3 months
(d) 60 days

16. The CIMC shall take adequate steps to redress
the grievances of the investors within_______ from
the date of receipt of the complaint from the ag
grieved investor.

(a) 2 month
(b) 15 days
(c) 45 days
(d) 1 month

17. The appointment of the new trustee of collec
tive investment scheme shall be completed within
_______ from the date the previous trusteeship came
to an end.

(a) 3 months

(b) 45 days

(c) 60 days

(d) 4 months

18. Which of the following statement is correct?
(i) The duration of the collective investment 

schemes shall not be of less than 2 calendar 
years.

(ii) CIMC shall obtain adequate insurance policy 
for protection of the collective investment 
scheme property

(a) (ii) only
(b) Both (i) and (ii)
(c) (i) only
(d) Neither (i) nor (ii)

19. The CIMC shall abide by th e_______ as speci
fied in the Third Schedule to the SEBI (Collective 
Investment Scheme) Regulation, 1999

(a) Eligibility criteria
(b) Code of Conduct
(c) Advertisement code
(d) Fit & proper person criteria

20. The offer document of collective investment 
scheme shall contain information as specified in 
th e  
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(a) Seventh Schedule

(b) Sixth Schedule

(c) Eighth Schedule

(d) Ninth Schedule

21. No collective investment scheme shall be open 
for subscription for more than_____

(a) 90 days

(b) 4 months

(c) 60 days

(d) 12 weeks

22. CIMC shall hold a meeting of the board of direc
tors to consider the affairs of collective investment 
scheme at least twice in every______

(a) three months

(b) four months

(c) six months

(d) two months

23. CIMC shall refund the application money to the 
applicants if the collective investment scheme fails 
to receive the minimum subscription. Any amount 
refundable shall be refunded within a period of 
 from the date of closure of subscription list,

H by_________ and by cheque or demand draft marked
"A/C Payee" to the applicants.

(a) 8 weeks; Registered A.D.

(b) 4 weeks; speed post

(c) 6 weeks; Registered A.D.

(d) 6 weeks; speed post

24. CIMC shall, on production of instrument of 
transfer together with relevant unit certificates, 
register the transfer and return the unit certificate
to the transferee within_____from the date of such
production.

(a) 10 days

(b) 45 days

(c) 30 days

(d) 60 days

25. The CIMC shall prepare quarterly reports on its 
activities and submit the same to the trustees within 
 of the expiry of each quarter.

(a) 45 days

(b) 1 month

(c) 60 days

(d) 3 months

26. The agreement entered into by the trustee with 
the CIMC may be terminated if unit holders holding
at least_____of the nominal value of the unit capital
of the collective investment scheme pass a resolution 
for terminating the agreement with the CIMC and 
the prior approval of the_____has been obtained

(a) 2/3rd; SEBI

(b) 50%; Central Government

(c) 3/4th; SEBI
(d) 25%; State Government

27. Which of the following statement is correct?
(1) Collective investment scheme can be launched 

by the CIMC without obtaining rating from a 
credit rating agency.

(2) CIMC can launch open ended and close ended 
collective investment schemes.

(a) Both (1) and (2)
(b) (2) only
(c) Neither (1) nor (2)
(d) (1) only

28. In the event of failure to refund the amounts of 
oversubscription, CIMC shall pay interest to the
applicants at a rate o f________ on the expiry of 6
weeks from the date of closure of the subscription list.

(a) 10%

(b) 12% p.a.
(c) 15% p.a.
(d) 20%

29. CIMC shall issue unit certificates to the applicant
not later than_____ from the date of closure of the
subscription list.

(a) 3 months
(b) 6 weeks
(c) 2 months
(d) 30 days

30. A unit certificate of collective investment scheme

(a) shall not be freely transferable
(b) shall be transferable subject to approval of SEBI
(c) shall be transferable only to other existing 

member of collective investment scheme
(d) shall be freely transferable
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Answer to Question A:

Abbreviation Long Form „ • - y :
CIS Collective Investment Scheme
CIMC Collective Investment Management Company
MOA Memorandum of Association
KYC Know Your Customer
SEBI Securities Exchange Board of India

Answer to Question B :

(1) Incorrect. The term has broader connotations and includes even mutual funds. For instance, in UK, 
the unit trust scheme is a collective investment scheme. However, in India, as in US, the definition 
of CIS excludes mutual funds.

(2) Incorrect. Any scheme or arrangement under which deposits are accepted by non-banking financial 
companies as defined under section 45-I(f) of the RBI, 1934 have been excluded from the definition 
of collective investment scheme under Section 11AA of the SEBI Act, 1992.

(3) Correct. Applicant proposing to carry out the collective investment scheme is to be set up and reg
istered as a company under the Companies Act, 2013. Thus, partnership firms cannot carry out the 
activities of collective investment scheme.

(4) Incorrect. At least 50% of the directors of CIMC shall consist of persons who are independent and 
are not directly or indirectly associated with the persons who have control over the CIMC.

(5) Correct. The decision of rejecting the application for grant of registration of CIMC shall be commu
nicated to the applicant by the SEBI within 30 days of decision stating therein the grounds on which 
the application has been rejected.

(6) Incorrect. A CIMC may invest in its own collective investment scheme:
(i) if it makes a disclosure of its intention to invest in the offer document of the collective invest- ® 

ment scheme, and

(ii) does not charge any fees on its investment in that collective investment scheme.
(7) Correct. Unit holders of collective investment scheme holding at least 3/4* of the nominal value of 

the unit capital can pass a resolution for removing the trustee.
(8) Incorrect. CIMC shall launch only close ended collective investment schemes. CIMC cannot launch 

open ended schemes.

(9) Incorrect. No collective investment scheme shall provide guaranteed or assured returns. However, 
return may be indicated in the offer document only, if the same is assessed by the appraising agency 
and expressed in monetary terms.

(10) Correct. Advertisements in respect of every collective investment scheme shall be in conformity with 
the Advertisement Code as specified in the Seventh Schedule of the SEBI (Collective Investment 
Scheme) Regulation, 1999.

(11) Incorrect. No collective investment scheme shall be open for subscription for more than 90 days.
(12) Incorrect. The units of every collective investment scheme shall be listed immediately after the date 

of allotment of units and not later than 6 weeks from the date of closure of the collective investment 
scheme on each of the stock exchanges as mentioned in the offer document.

Answer to Question C :
(1) Section 11AA(2) Collective Investment Management Company (3) ? 5 crore (4) 50% (5) one-half (6) 1
month (7) twice (8) appraising agency (9) 3 calendar years (10) Advertisement Code
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Answer to Question D :

1. (c) 6. (<9
2. (d) 7. (&)
3. («) 8. (<*)

4. («) 9. (c)
5. (d) 10. (*)

11. (c) 16. id)

12. (c) 17. («)
13. (C) 18. («)
14. (b) 19. (&)
15. (C) 20. (b)

21. («) 26.

22. («) 27. (0
23. W 28. W
24. W 29. (&)
25. (b) 30. (d)



RESOURCE MOBILIZATION 
IN INTERNATIONAL 
CAPITAL MARKET =

EURO ISSUE - BASIC

Question 1] Discuss briefly the regulatory framework governing Issue of ADR/GDlVFCCBs/FCEBs.

Ans.: Issue of ADR/GDR/FCCBs/FCEBs is regulated by the following regulations in India:
♦  The Foreign Currency Convertible Bonds & Ordinary Shares (Through Depository Receipt Mecha

nism) Scheme, 1993
♦  Foreign Currency Exchangeable Bonds Scheme, 2008
♦  Notifications issued by Ministry of Finance
♦  Circulars issued by Ministry of Finance
♦  Consolidated FDI Policy
♦  RBI Regulations
♦  RBI Circulars
♦  The Companies Act, 2013
♦  Rules made under the Companies Act, 2013
♦  Listing Agreement

Question 2] Define the term: Euro Issue

Ans.: Euro issue means modes of raising funds by an Indian company outside India in foreign currency. 
There are different modes of Euro Issue which is as follows:

Question 3] Explain the term: Depository Receipts

Depository Receipt is negotiable instrument. Comment. CS (Executive) -  Dec 2012 (4 Marks)

A ns.: Depository Receipt (DR) is a negotiable instrument evidencing a fixed number of equity shares of 
the issuing company, denominated in foreign currency and is being traded in foreign exchanges.
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In other words, DRs are type of transferable financial security usually in the form of equity, issued by a 
foreign publicly company.

Question 4] How do Depository Receipts Created?

Ans.: When any company wants raise funds and list its securities on another country's stock exchange, 
it can do so through Depository Receipts (DR) mode.

Thus, if Indian Company, say Reliance Ltd. wants to raise funds from foreign country, it can do so 
through Depository Receipts (DR) mode.

To allow creation of DRs, the shares of the Indian Company are first of all delivered and deposited with 
the Domestic Custodian Bank.

Domestic Custodian Bank establishes link with Overseas Depository Bank.

Overseas Depository Bank, in turn issues Depository Receipts to investors in foreign country.

Process involved in issue of depository receipts :

V * Issuing Com paq (Indian Company)
(Issues rupee denominated Equity Shares to I domestic Custodian)

^ .* .^ .........
-----------------------------------------------------------------------------------------------r - ------------- -------------— ............. ..........................— ------------------- • -,:v

i Domestic Custodian 
(Retains rupee denominated shares and instructs oversen^

. ?  .. Depository to issue Depository Receipts)......... ....r ......... ........—
Overseas Depositor 
:ory Receipts to f* ’reiftn investors)

T
Foreign Investor

1 .....  :
Shares being traded in overseas markets in Depository

* ' Receipts form

Question 5] Write a short note on: Global Depository Receipts (GDR)

CS (Executive) -  Dec 2009 (3 Marks)

Ans.: It is a form of depository receipt created by the Overseas Depository Bank outside India denominated 
in dollar and issued to non-resident investors against the issue of ordinary shares or foreign currency 
convertible bonds of issuing company.

In simple words, GDR is negotiable instrument denominated in US dollars.

It is traded in Europe or the US or both.

After getting approval from the Ministry of Finance and completing other formalities, a company issues 
rupee denominated shares in the name of depository which delivers these shares to its local custodian 
bank, the holder on records, thus depository.

GDR as defined in Section 2(44) of the Companies Act, 2013 : Global Depository Receipt means any 
instrument in the form of a depository receipt, by whatever name called, created by a foreign depository 
outside India and authorized by a company making an issue of such depository receipts.

As per Section 41 of the Companies Act, 2013, a company may, after passing a special resolution in its 
general meeting, issue depository receipts in any foreign country in prescribed manner, and subject to 
prescribed conditions.
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Listing of GDR : Listing of GDR may take place in international stock exchanges such as London Stock 
Exchange, New Y ork Stock Exchange, American Stock Exchange, NASDAQ, Luxembourg Stock Exchange 
etc.

Question 6] Write a short note on: American Depository Receipts (ADR)

Ans.: An American depository receipt (ADR) is a stock that trades in the United States but represents a 
specified number of shares in a foreign corporation.

Shares of many Non-US companies trade on US stock exchanges through ADRs, which are denominated 
and pay dividends in US dollars and may be traded like regular shares of stock.

The first ADR was introduced by J.P. Morgan in 1927 for the British retailer Selfridges on the New York 
Curb Exchange.

Some Major ADRs issued by Indian Companies : Among the Indian ADRs listed on the US markets, 
are Infosys ADR, Wipro ADR, Dr Reddy's Lab ADR & Satyam ADR etc.

Question 7] Distinguish between: Global Depository Receipts & American Depositories Receipts

Ans.: Following are the main points of difference between GDR & ADR:

Points Global Depository Receipts American Depository Receipts
Meaning GDR is a form of depository receipt created by 

the Overseas Depository Bank outside India de
nominated in dollar and issued to non-resident 
investors against the issue of ordinary shares or 
foreign currency convertible bonds of issuing 
company.

An American depository receipt (ADR) is a 
stock that trades in the United States but repre
sents a specified number of shares in a foreign 
corporation.

Which com
pany can issue

GDR is compulsory for foreign company to 
access in any other country's share market for 
dealing in stock.

ADR is compulsory for non-US companies to 
trade in stock market of USA.

Negotiability GDR is negotiable instrument all over the world. ADR is only negotiable in USA.

Investors Investors of UK can buy GDRs from London 
stock exchange & Luxembourg stock exchange 
and invest in Indian companies without any 
extra responsibilities.

Investors of USA can buy ADRs from New York 
stock exchange or NASDAQ (National Associa
tion of Securities Dealers Automated Quotation).

Example

:fB$

Many Indian Companies listed foreign stock 
market through foreign bank's GDR. (a) Bajaj 
Auto (b) Hindalco (c) ITC (d) L&T (e) Ranbaxy 
Laboratories (f) SBI

Some of Indian Companies are listed in USA 
stock exchange only through ADRs: (a) Infosys 
(b) Wipro (c) Dr Reddy's Lab (d) Satyam etc.

Question 8] State the conditions for issuance of ADRs/GDRs by listed company.

A ns.: Indian companies can raise foreign currency resources abroad through the issue of ADRs/GDRs, 
in accordance with the Scheme for Issue of Foreign Currency Convertible Bonds & Ordinary Shares 
(Through Depository Receipt Mechanism) Scheme, 1993 and guidelines issued by the Government of 
India thereunder from time to time.

Eligibility : A company can issue ADRs/GDRs, if it is eligible to issue shares to person resident outside 
India under the FDI Scheme. However, an Indian listed company, which is not eligible to raise funds from 
the Indian Capital Market including a company which has been restrained from accessing the securities 
market by the SEBI will not be eligible to issue ADRs/GDRs.

Question 9] State the conditions for issuance of ADRs/GDRs by unlisted company.

A ns.: Unlisted Indian companies issuing GDR/FCCB may raise capital abroad subject to the following 
conditions:
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♦  The companies will be permitted to list on exchanges in IOSCO/FATF compliant jurisdictions or 
those jurisdictions with which SEBI has signed bilateral agreements.

♦  The companies will have to comply with SEBI's disclosure requirements in addition to that of the 
exchange where it is to be listed.

♦  A copy of return filed with the offshore exchange will also have to be filed with SEBI for the purposes 
of the Prevention of Money Laundering Act, 2002.

♦  The raising of capital abroad shall be in accordance with the extant FDI Policy, including the sectoral 
caps, entry route, minimum capitalization norms and pricing norms.

♦  The number of underlying equity shares offered for issuance of ADRs/GDRs to be kept with the local 
custodian shall be determined upfront and ratio of ADRs/GDRs to equity shares shall be decided 
upfront based on applicable FDI pricing norms of equity shares of unlisted company.

♦  The unlisted Indian company shall comply with the instructions on downstream investment as noti
fied by the RBI from time to time.

♦  The funds raised may be used for paying off overseas debt or for operations abroad, including for 
the funding of acquisitions.

♦  The criteria for eligibility of unlisted companies raising funds through ADR/ GDR shall be prescribed 
by the Government of India.

♦  In case the money raised in the offshore listing is not utilized overseas as described, 
it shall be remitted back to India within 15 days for domestic use and parked in AD 
category banks.

♦  The listing company shall report to RBI.

♦  Voting rights on shares issued under the Scheme shall be as per the provisions of Companies Act, 
2013 and in a manner in which restrictions on voting rights imposed on ADR/GDR issues shall be 
consistent with the Company Law provisions. Voting rights in the case of banking companies will 
continue to be in terms of the provisions of the Banking Regulation Act, 1949 and the instructions 
issued by the RBI from time to time, as applicable to all shareholders exercising voting rights.

♦  Erstwhile OCBs which are not eligible to invest in India and entities prohibited to buy/sell or deal 
in securities by SEBI will not be eligible to subscribe to ADRs/GDRs issued by Indian companies.

♦  The pricing of ADR/GDR issues including sponsored ADRs/GDRs should be made at a price de
termined under the provisions of the Scheme of issue of Foreign Currency Convertible Bonds and 
Ordinary Shares (Through Depository Receipt Mechanism) Scheme, 1993 and guidelines issued by 
the Government of India and directions issued by the RBI, from time to time.

Question 10] Write a short note on: Sponsored ADR/GDR issue

Ans.: An Indian company can also sponsor an issue of ADR/GDR. Under this mechanism, the company 
offers its resident shareholders a choice to submit their shares back to the company so that on the basis 
of such shares, ADRs/GDRs can be issued abroad. The proceeds of the ADR/GDR issue are remitted 
back to India and distributed among the resident investors who had offered their Rupee denominated 
shares for conversion.

These proceeds can be kept in Resident Foreign Currency (RFC) accounts in India by the resident share
holders who have tendered such shares for conversion into ADRs/GDRs.

There are three levels of sponsored depository receipts.

(1) Level I sponsored ADR can only be traded over-the-counter (OTC) and cannot be listed on a US 
Exchange, but is easier to set-up for foreign companies, does not require the same disclosures and 
does not require the company to abide by GAAP.

(2) Level II sponsored ADRs can be listed on an exchange and are thus visible to a wider market, but 
require the company to comply with the Security Exchange Commission (SEC).
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(3) Level III sponsored ADRs permit the company to issue shares to raise capital, but require the high
est level of compliance and disclosure.

Question 11] Explain briefly : Two way fungibility CS (Executive) -  Dec 2014 (3 Marks)

Ans.: One way fungibility : In one way fungibility, investors could cancel their depository receipt and 
recover the proceeds by selling the underlying shares in the Indian market. Thus, DRs once redeemed 
could not be converted into shares.

Two way fungibility : Two way fungibility means that the shares released can be reconverted by the 
company into DRs for purchase by the overseas investors. It implies that the re-issuance of DRs would be 
permitted to the extent of DRs that have been redeemed and underlying shares are sold in domestic market.

Fungibility -  Meaning: Asset's interchangeability with other assets of the same type.

A limited two-way Fungibility scheme has been put in place by the Government of India for ADR/GDR. 
Thus a stock broker can purchase shares of an Indian company from the market for conversion into 
ADR/GDR based on instructions received from overseas investors. Re-issuance of ADR/GDR would be 
permitted to the extent of ADR/GDR which have been redeemed into underlying shares and sold in the 
Indian market.

PROVISIONS OF THE COMPANIES ACT, 2013 RELATING TO ISSUE OF GDR

Question 12] Define the term 'GDR' as defined in Companies Act, 2013.

Ans.: Global Depository Receipt [Section 2(44)] : Global Depository Receipt means any instrument in 
the form of a depository receipt, by whatever name called, created by a foreign depository outside India 
and authorized by a company making an issue of such depository receipts.

As per Section 41, a company may issue depository receipts in any foreign country after passing a special 
resolution in its general meeting.

Question 13] What are the conditions for issue of depository receipts under the Companies (Issue
of Global Depository Receipts) Rules, 2014.

Ans.: Conditions for issue of depository receipts [Rule 4]:
(a) Board Resolution : The Board of Directors of the company intending to issue depository receipts 

shall pass a resolution authorizing the company to do so.
(b) Special Resolution : Company shall take prior approval of its shareholders by a special resolution 

to be passed at a general meeting or by postal ballot.
(c) Issue of shares to ODB : Depository receipts shall be issued by an Overseas Depository Bank ap

pointed by the company and the underlying shares shall be kept in the custody of a domestic cus
todian bank.

(d) Compliance with Rules & Regulations : Company shall ensure that all the applicable provisions 
of the Scheme and the Rules or Regulations or Guidelines are issued by the RBI are complied with 
before and after the issue of depository receipts.

(e) Compliance by Merchant Banker or practicing CS/CA/CWA: The company shall appoint a Merchant 
Banker or practicing CS/CA/CWA to oversee all the compliances relating to issue of depository 
receipts and the compliance report taken from such Merchant Banker or practicing CS/ CA/CWA 
shall be placed at the meeting of the Board to be held immediately after closure of all formalities of 
the issue of depository receipts.

The committee of the Board shall have at least one independent director if the company is required to 
have independent directors.

Question 14] Depository receipts can be issued by way of public offering or private placement.
Comment.
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Ans.: Manner and form of depository receipts [Rule 5 ]:

(a) Depository receipts can be issued by way of public offering or private placement or in any other manner 
prevalent abroad. DRs may be listed or traded in an overseas listing or trading platform.

(ib) The depository receipts may be :

- issued against issue of new shares or

- sponsored against shares held by shareholders of the company.

(c) The underlying shares shall be allotted in the name of the Overseas Depository Bank. Against such 
underlying shares, the DRs shall be issued by the overseas depository bank abroad.

Question 15] Holder of depository receipts are entitled to exercise voting rights. Comment.

Ans.: Voting Rights [Rule 6 ]:

(a) A holder of DR may become a member of the company and shall be entitled to vote only on conver
sion of the DR into underlying shares.

(b) Until the conversion of DR, the overseas depository shall be entitled to vote on behalf of the holders 
of depository receipts.

Question 16] In which bank proceeds of depository receipts are required to be kept?

Ans.: Proceeds of issue [Rule 7 ] : The proceeds of issues of depository receipts shall either be:

- Remitted to a bank account in India or

- Deposited in an Indian bank operating abroad or

- Any foreign bank which is a Scheduled Bank under the RBI Act, 1934 and having operations in India

However, the foreign bank having operations in India shall take responsibility for furnishing all the in
formation which may be required. In the event of a sponsored issue of DRs, the proceeds of the sale shall 
be credited to the respective bank account of the shareholders.

PROCEDURE FOR ISSUANCE OF GDR/FCCB

Question 17] List out the various approvals required for issuance of 'Global Depository Receipts' 
and the documentation required therefor. CS (Inter) -  June 2007 (4 Marks)

CS (Executive) -  Dec 2008 (5 Marks), June 2009 (5 Marks)

CS (Executive) -  June 2011 (7 Marks), Dec 2012 (5 Marks)

Ans.: The issue of GDRs/FCCBs requires the following approvals:

(1) Approval of Board of Directors :

- A board resolution is to be passed to approve the raising of finance by issue of GDRs/FCCBs.

- The resolution should indicate therein specific purposes for which funds are required, quantum 
of the issue, country in which issue is to be launched, time of the issue etc.

- Committee of Board of Directors has to be authorised for seeking Government approval in 
connection with Euro Issue and signing agreements with depository, organising road shows 
for fixation of price of GDRs.

- The Board meeting shall also decide and approve the notice of EOGM of shareholders at which 
special resolution is to be considered.

(2) Approval of Shareholders :

- A special resolution as per Sections 41 & 62 of the Companies Act, 2013 is required to be passed 
at a duly convened general meeting of the shareholders of the company.
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- Form MGT-14 along with requisite filing fee is to be filed with ROC of the State in which the 
registered office of the company is situated.

(3) Approval of Ministry of Finance :

- In case of FCCB issue exceeding US $ 100 Million, the company needs to apply to Ministry of 
Finance for approval.

- With respect to ADR/GDR, approval of Ministry of Finance, Department of Economic Affairs 
has been taken.

- Private placement of ADR/GDR will not require prior approval if the issue is managed by 
investment banker.

(4) Approval of Ministry of Company Affairs (MCA): The issuer company is required to take approval 
from MCA, where the convertible bonds are being issued if after such conversion subscribed capital 
of the company is likely to be increased.

(5) Approval of R B I:

- The issuer company has to obtain approvals from RBI under the guidelines specified issued by 
the concerned authorities from time to time.

- FCCB covered under the automatic route requires no RBI approval.

- FCCB issue which exceeds US $ 50 Million but does not exceed US $ 100 Million need to apply 
to RBI.

(6) Approval of Stock Exchanges : The issuing company has to make a request to the domestic stock 
exchange for in-principle consent for listing of underlying shares which shall be lying in the custody 
of domestic custodian. These shares, when released by the custodian after cancellation of GDR, are 
traded on Indian stock exchanges like any other equity shares.

(7) In-principle consent of Financial Institutions : Company also has to take approval from financial 
institutions if the company has taken term loans from the financial institutions and loan agreement 
contains clause to take prior approval.

Question 18] Prepare a brief note about procedure for getting approval from the Ministry of Finance
in relation to issue DR/FCCB for your Managing Director.

Ans.: Following procedure is required to be followed for getting approval from the Ministry of Finance
in relation to issue DR/FCCB:

Application: The Company shall make an application to the Government of India, Ministry of Finance,
Department of Economic Affairs, New Delhi, for obtaining 'In-principle' approval.

Details in application : The application should set out the following points:

(z) Details about proposed project or expansion or diversification programme with cost of project and 
means of financing.

(ii) Details about proposed security viz. GDRs/ADRs/FCCB.

(iii) In the case of Bonds, details about redemption period, rate of interest, time of conversion of bonds 
to equity shares of the company, price at which such conversion will take place.

(iv) In the case of GDRs/ ADRs, the price at which the equity shares will be issued.

(v) Justification for the foreign issue.

(vi) Other details about the company such as management, financial capacity and its utilisation, financial 
results and management ratios, statutory liabilities, default in respect of interest/instalments of loans 
from Banks/Financial Institutions.

(vii) Details about exports and imports and salient features of the prospective corporate plans and diver
sification proposals with special reference to foreign exchange requirements.
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Granting of in principle approval: The Government of India will issue an approval in principle granting 
permission to the company to mobilise foreign currency resources for a specified amount if Government 
is satisfied with the company's proposals,

Final approval: On completion of finalisation of issue structure in consultation with the Lead Manager 
to the issue, the company should obtain the final approval from the Government.

Clearance from FIPB : In some cases Foreign Investment Promotion Board (FIPB) clearance is necessary 
before final approval is given by the Finance Ministry.

Validity of approvals : Both 'in principle and final' approvals are valid for 3 months respectively from 
the date of issue.

Question 19] State briefly the role of the following agencies involved in the Euro Issue:

(i) Lead Manager

(ii) Overseas Depository Bank

(iii) Domestic Custodian Bank

(iv) Legal Advisors

(v) Auditors CS (Inter) -  Dec 2006 (5 * 1 = 5 Marks)

Explain the term: Overseas Depository Bank

CS (Executive) -  Dec 2008 (3 Marks), Dec 2009 (3 Marks) 

Explain the term: Domestic Depository Bank CS (Executive) -  Dec 2009 (3 Marks)

® Ans.: The following agencies are normally involved in the Euro Issue i.e. issue of ADR/ GDR/ FCCB:

(1) Lead Manager : Company has to choose a competent lead manager to structure the issue and ar
range for the marketing. Lead managers usually charge a fee as a per cent of the issue. The issues 
related to public or private placement, nature of investment, coupon rate on bonds and conversion 
price are to be decided in consultation with the lead manager.

(2) Co-Manager: In consultation with the lead manager, the company has to appoint co-manager to co
ordinate with the issuing company/lead manager to make the smooth launching of the Euro Issue.

(3) Overseas Depository Bank (ODB): It is the bank which is authorised by the issuing company to 
issue DRs against issue of ordinary shares or FCCB of issuing company. The main function of ODB 
is to issue DRs or FCCB and to obtain necessary approval in foreign country. It acts in co-ordination 
with Domestic Custodian Bank.

(4) Domestic Custodian Bank (DCB): This is a banking company which acts as custodian for the ordi
nary shares or FCCB of an Indian company. The domestic custodian bank functions in co-ordination 
with the depository bank. When the shares are issued by a company the same are registered in the 
name of depository and physical possession is handed over to the custodian. The beneficial interest 
in respect of such shares rests with the investors.

(5) Listing Agent: One of the conditions of Euro Issue is that it should be listed at one or more Overseas 
Stock Exchanges (OSE). The appointment of listing agent is> necessary to coordinate with issuing 
company for listing the securities on Overseas Stock Exchanges.

(6) Legal Advisors : The issuing company should appoint legal advisors who will guide the company 
and the lead manager to prepare offer document, depository agreement, indemnity agreement and 
subscription agreement.

(7) Printers : The issuing company should appoint printers of international repute for printing Offer 
Circular.

(8) Auditors : The role of issuer company's auditors is to prepare the auditor's report for inclusion in 
the offer document, provide requisite comfort letters and reconciliation of the issuer company's ac-



RESOURCE MOBILIZATION IN INTERNATIONAL CAPITAL MARKET 267

counts between Indian GAAP/UK GAAP/US-GAAP and significant differences between Indian 
GAAP/UK GAAP/US GAAP.

(9) Underwriters : It is desirable to get the Euro Issue underwritten by banks and syndicates. Usually, 
the underwriters subscribe for a portion of the issue with arrangements for tie-up for the balance 
with their clients. In addition, they will interact with the influential investors and assist the lead 
manager to complete the issue successfully. |

Question 20] Briefly explain the principal documents involved in Euro Issue i.e. GDR & FCCB? j

CS (Executive) -  June 2010 (5 Marks) j

Write a short note on: Subscription Agreement CS (Executive) -  Dec 2010 (4 Marks)

Ans.: The following principal documents are involved:

(1) Subscription Agreement: Subscription agreement provides that Lead Managers and other man
agers agree to subscribe for GDRs at the offering price set forth. It may provide that obligations of 
managers are subject to certain conditions precedent.

(2) Depository Agreement: Depository agreement lays down the detailed arrangements entered into 
by the company with the Depository. It also sets forth the rights and duties of the depository.

In deposit agreement, the company agrees to indemnify the depository, the custodian and their 
affiliates against any loss, liability, tax or expense of any kind which may arise out of or in connec
tion with any offer, issuance, sale, resale, transfer, deposit or withdrawal of GDRs, or any offering 
document.

Copies of deposit agreement are to be kept at the principal office of Depository.

The Depository is required to make available for inspection during its normal business hours, the 
copies of deposit agreement and any notices, reports or communications received from the company.

(3) Custodian Agreement: Custodian works in co-ordination with the depository and has to observe 
all obligations imposed on it including those mentioned in the depository agreement. The custodian 
is responsible solely to the depository. In the case of the depository and the custodian being same 
legal entity, references to them separately in the depository agreement or otherwise may be made 
for convenience and the legal entity will be responsible for discharging both functions directly to 
the holders and the company.

(4) Agency Agreement: In case of FCCBs, the company has to enter into an agency agreement with 
certain persons known as conversion agents. In terms of this agreement, these agents are required 
to make the principal and interest payments to the holders of FCCBs from the funds provided by 
the company. They will also liaise with the company at the time of conversion/redemption option 
to be exercised by the investor at maturity.

(5) Trust Deed : In respect of FCCBs the company has to enter into Trust Deed with the Trustee for the 
holders of FCCBs, guaranteeing payment of principal and interest amount on such FCCBs and to 
comply with the obligations in respect of such FCCBs.

Question 21] In order to ensure the timely compliance of various work in Euro Issue Constitution j 
of a Board Sub-Committee has great importance. Comment.

Ans.: To launch a Euro-issue, the issuing company has to take a large number of decisions in time. These 
decisions normally fall within the power of Board of Directors. It is usually difficult to call Board Meetings 
frequently and to ensure presence of adequate Board Members. Thus, it is normally advisable to constitute 
a sub-committee of the Board with full delegation of powers with regard to Euro-issue.

................. ... ......................................................... . ... ---------- ——--- ------ -— --- -------------------------------------- ---- - I
Question 22] Success of any Euro-issue depends upon efforts of the syndicate members. Comment.

Ans.: The success of any Euro Issue depends upon the well planned and coordinated efforts of the syn
dicate members and the company.
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The selection of the Syndicate members should be made depending upon the strength and capabilities 
of each member in different areas of specialisation such as marketing, financial research, distribution etc.

The lead manager may be entrusted with the work of selection of syndicate members. The lead manager 
while selecting the above members, in addition to their strength and capability, should also evaluate their 
standing, image, reputation, infrastructure, past experience in handling Indian Euro Issue, etc.

Question 23] Write a short note on: Listing of Euro Issue

Ans.: One of the conditions of Euro Issues is that the securities are to be listed on one or more Overseas 
Stock Exchanges (OSE). The issuing company has to fulfil all the requirements particularly disclosure and 
documentation as prescribed by the OSE. The company shall take the help of the listing agent in getting 
its Euro Issue instruments listed on the OSE.

The issuing company shall prepare the requisite documents as prescribed by the OSE authorities and 
submit the same along with application to it after scrutinizing the application and obtain the formal list
ing approval shall be issued by the OSE.

The underlying shares against GDRs are to be listed on one or more Indian Stock Exchange on which 
the company's existing shares are already listed. For this purpose, the company has to apply to the stock 
exchange authorities to get the shares represented by GDRs listed on the Indian Stock Exchanges. Trading 
of such shares on Indian Stock Exchanges will not commence until the period specified in the guidelines 
after the date of issue of the GDRs.

Question 24] What do you understand by 'Offering Circular' for Euro Issue? Mention any major 
aspects which should be covered in the offering circular.

CS (Inter) - Dec 2005 (5 Marks), June 2006 (4 Marks)

CS (Executive) - June 2009 (5 Marks), Dec 2010 (10 Marks)

"Offering circular is a mirror through which the prospective investors can access vital information 
of the company in order to form their investment strategies." Explain the statement and list out the 
contents included in the offering circular. CS (Executive) - June 2016 (2 Marks)

Ans.: An offering circular allows investors to access information regarding a new issue. It is a mirror 
through which the prospective investors can access vital information regarding the company in order to 
form their investment strategies.

It is to be prepared very carefully giving true and complete information regarding the financial strength 
of the company, its past performance, past and envisaged research and business promotion activities, 
track record of promoters and the company, ability to trade the securities on Euro capital market.

The Offering Circular should be very comprehensive to take care of overall interests of the prospective 
investor.

The Offering Circular covers the following contents:

♦  Background of the company and its promoters including date of incorporation and 
objects, past performance, production, sales and distribution network, future plans, etc.

♦  Capital structure of the company -  existing, proposed and consolidated.

♦  Deployment of issue proceeds.

♦  Financial data indicating track record of consistent profitability of the company.

♦  Group investments and their performance including subsidiaries, joint venture in India and abroad.

♦  Investment considerations.

♦  Description of shares.

♦  Terms and conditions of global depository receipt and any other instrument issued along with it.
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♦  Economic and regulatory policies of the Government of India.

♦  Details of Indian securities market indicating stock exchange, listing requirements, foreign invest
ments in Indian securities.

♦  Market price of securities.

♦  Dividend and capitalisation.

♦  Securities regulations and exchange control.

♦  Tax aspects indicating analysis of tax consequences under Indian law of acquisition, membership 
and sale of shares, treatment of capital gains tax, etc.

♦  Status of approvals required to be obtained from Government of India.

♦  Summary of significant differences in Indian GAAP, UK GAAP and US GAAP and expert's opinion.

♦  Report of statutory auditor.

♦  Subscription and sale.

♦  Transfer restrictions in respect of instruments.

♦  Legal matters etc.

♦  Other general information not forming part of any of the above.

A copy of the Offering Circular is required to be sent to the ROC, the SEBI and the Indian Stock Exchanges 
for record purposes.

Question 25] Write a short note on: Roadshows in Euro Issue

CS (Executive) -  Dec 2010 (4 Marks), Dec 2011 (4 Marks)

Roadshows are in fact, a conference by the issuer company with the potential/future/ prospective 
investor. Elucidate. CS (Executive) -  Dec 2013 (5 Marks)

®
Ans.: Roadshow is a presentation by an issuer of securities to potential buyers. Road shows refer to when 
the management of issuing company gives presentations to analysts, fund managers and potential inves
tors. The road show is intended to generate excitement and interest in the issue and is often critical to the 
success of the offering.

Thus, roadshows represent meetings of issuers, analysts and potential investors. Details about the com
pany are presented in the roadshows and such details include the following information about the issuing 
company:

♦  History

♦  Organisational structure

♦  Principal objects

♦  Business lines

♦  Position of the company in Indian and international market

♦  Past performance of the company

♦  Future plans of the company

♦  Competition - domestic as well as foreign

♦  Financial results and operating performance

♦  Valuation of shares

♦  Review of Indian stock market and economic situations.
Thus, at road shows, series of information presentations are organised in selected cities around the world 
with analysts and potential institutional investors.
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Road show is arranged by the lead manager by sending invitation to all prospective investors.
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Question 26] Write a short note on: Investor relation programme in Euro Issue

Ans.: The international investors expect that the issuing company maintains contact with them after the 
issue. These investors always like to be informed by the company about the latest developments, the 
performance of the company, the factors affecting performance and the company's plans. It is, therefore, 
essential for the GDR issuing company to set up an investor relation programme. Good investor relation 
ensures goodwill towards the company and it would help the company in future fund raising efforts.

Question 27] Write a short note on: Taxation on shares issued under GDR mechanism

Ans.: Under the provisions of Section 115AC of the Income-tax Act, 1961 taxation on shares issued under 
GDR mechanism is as follows:

(1) Income by way of dividend on shares is taxed at the rate of 10%. The holders of the DRs may take 
credit of the TDS, if permitted by the country of their residence.

(2) All transactions of trading of the GDRs outside India, among non-resident investors, are free from 
any Capital Gains in India.

(3) If any capital gains arise on the transfer of the aforesaid shares in India to the non-resident investor, 
he will be liable to income-tax as follows:

♦  If the aforesaid shares are held by the non-resident investor for a period of more than 12 months 
from the date of advice of their redemption by the Overseas Depository Bank, the capital gains 
arising on the sale thereof will be treated as LTCG and will be subject to income-tax at the rate 
of 10%.

♦  If such shares are held for a period of less than 12 months from the date of redemption advice, 
the capital gains arising on the sale thereof will be treated as STCG and will be subject to tax 
at the normal rates of income-tax applicable to non-residents.

(4) After redemption of the DRs into underlying shares, if these shares are held by the non-resident 
foreign investor who has paid for these shares in foreign exchange at the time of purchase of the 
GDR, the rate of taxation of income by way of dividends on these shares would continue to be at 
the rate of 10%. The LTCG on the sale of these redeemed underlying shares held by non-resident 
investors in the domestic market shall also be charged to tax at the rate of 10%.

(5) When the redeemed shares are sold on the Indian Stock Exchanges against payment in rupees, 
these shares shall go out of the purview of the Section 115AC and income there from shall not be 
eligible for the concessional tax treatment provided there under. After the transfer of shares where 
consideration is in terms of rupees payment, the normal tax rates would apply to the income arising 
or accruing on these shares.

(6) Deduction of tax at source on the amount of capital gains accruing on transfer of the shares would 
be made in accordance with Sections 195 & 196C.

FOREIGN CURRENCY EXCHANGEABLE BONDS (FCEB)

Question 28] What do you understand by Foreign Currency Exchangeable Bonds (FCEB)?

Distinguish between: FCCB & FCEB CS (Executive) - Dec 2015 (2 Marks)

A ns.: Foreign Currency Exchangeable Bonds (FCEB) as defined includes the following:

♦  A bond expressed in foreign currency.

♦  The principal and the interest of which is payable in foreign currency.

♦  The issuer of the bond is an Indian company.

♦  The bonds are subscribed by a person resident outside India.
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♦  The bonds are exchangeable into equity shares of another company which is also called the offered 
company.

An FCEB involves three parties:

- Issuer Company

- Offered Company (OC) and

- An Investor

Under this option, an issuer company may issue FCEBs in foreign currency, and these FCEBs are con
vertible into shares of another company (offered company) that forms part of the same promoter group 
as the issuer company.

Example: ABC Ltd. issues FCEBs, then these FCEBs will be convertible into shares of company XYZ Ltd. that are 
held by company ABC Ltd. and where companies ABC Ltd. and XYZ Ltd. form part of the same promoter group.

Foreign Currency Exchangeable Bonds (FCEB) vs. Foreign Currency Convertible Bonds (FCCB):

FCCBs are issued by a company to non-residents giving them the option to convert them into shares of 
the same company at a predetermined price. On the other hand, FCCBs are issued by the investment 
or holding company of a group to non-residents which are exchangeable for the shares of the specified 
group company at a predetermined price.

The key difference, therefore, is while FCCB involves just one company, FCEB involves at least two 
companies -  the bonds are usually of the parent company while the shares are of the operating company 
which must be a listed company.

Question 29] Which entities are eligible to issue or subscribe Foreign Currency Exchangeable Bonds 
(FCEB)?

Ans.: Entities not eligible to issue FCEB : An Indian company, which is not eligible to raise funds from 
the Indian securities market, including a company which has been restrained from accessing the securities 
market by the SEBI shall not be eligible to issue FCEB.

Entities not eligible to subscribe to FCEB : Entities prohibited to buy, sell or deal in securities by the 
SEBI will not be eligible to subscribe to FCEB.

Question 30] Write a short note on: Eligibility Conditions and subscription of FCEBs

A ns.: Eligibility Conditions and subscription of FCEBs:

(1) The Issuing Company shall be part of the promoter group of the Offered Company and shall hold 
the equity shares being offered at the time of issuance of FCEB.

(2) The Offered Company shall be a listed company which is engaged in a sector eligible to receive FDI 
and eligible to issue or avail of FCEBs or ECBs.

(3) An Indian Company, which is not eligible to raise funds from the Indian securities market, including 
a company which has been restrained from accessing the securities market by the SEBI shall not be 
eligible to issue FCEB.

(4) The subscriber to the FCEB shall comply with the FDI Policy and adhere to the sectoral caps at the 
time of issuance of FCEB. Prior approval of FIPB, wherever required under the FDI Policy, should be 
obtained. Entities prohibited to buy, sell or deal in securities by SEBI will not be eligible to subscribe 
to FCEB.

Prior approval of the RBI shall be required for issuance of FCEB.

Question 31] Write a short note on: End-use of FCEB proceeds

Ans.: End-use of FCEB proceeds :
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Issuing Company:

(a) The proceeds of FCEB may be invested by the issuing company overseas by way of 
direct investment including in Joint Ventures (JV) or Wholly Owned Subsidiaries (WOS) abroad, 
subject to the existing guidelines on overseas investment in JV/WOS.

(,b) The proceeds of FCEB may be invested by the issuing company in the promoter group companies. 

Promoter Group Companies:ta>
Promoter Group Companies receiving investments out of the FCEB proceeds may utilize the amount in 
accordance with end-uses prescribed under the ECB policy.

End-uses not permitted: The promoter group company receiving such investments will not be permitted 
to utilize the proceeds for investments in the capital market or in real estate in India.

Question 32] What is the ceiling on rate of interest for FCEB?

Ans.: The rate of interest payable on FCEB and the issue expenses incurred in foreign currency shall be 
within the all in cost ceiling as specified by RBI under the ECB policy.

Question 33] What is restriction in relation to ECEB on the exchange price of the offered listed
equity shares?

Ans.: At the time of issuance of FCEB the exchange price of the offered listed equity shares shall not be 
less than the higher of the following two:

(z) the average of the weekly high and low of the closing prices of the shares of the offered company 
quoted on the stock exchange during the 6 months preceding the relevant date; and

(ii) the average of the weekly high and low of the closing prices of the shares of the offered company 
quoted on a stock exchange during the 2 week preceding the relevant date.

Question 34] Write a short note on: Maturity of the FCEB

Ans.: The minimum maturity of the FCEB shall be 5 years for purposes of redemption. The exchange 
option can be exercised at any time before redemption. While exercising the exchange option, the holder 
of the FCEB shall take delivery of the offered shares. Cash settlement of FCEBs shall not be permissible.

Question 35] Write a short note on: Mandatory Requirements for issuance of FCEB 

Ans.: Mandatory requirements for issuance of FCEB are as follows:

(1) The Issuing Company shall comply with the provisions of the Companies Act, 2013 and obtain 
necessary approvals of its Board of Directors and shareholders if applicable. The Offered Company 
shall also obtain the approval of its Board of Directors in favour of the FCEB proposal of the issuing 
company.

(2) The Issuing Company intending to offer shares of the offered company under FCEB shall comply 
with all the applicable provisions of the SEBI Act, Rules, Regulations or Guidelines with respect to 
disclosures of their shareholding in the Offered Company.

(3) The Issuing Company shall not transfer, mortgage or offer as collateral or trade in the offered shares 
under FCEB from the date of issuance of the FCEB till the date of exchange or redemption. Further, 
the Issuing Company shall keep the offered shares under FCEB free from all encumbrances from 
the date of issuance of the FCEB till the date of exchange or redemption.

Question 36] Write a short note on: Taxation of FCEB

Ans.: Taxation of FCEB :

(1) Interest payments on the bonds, until the exchange option is exercised, shall be subject to TDS as 
per Section 115AC(1) of the Income-tax Act, 1961.
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(2) Tax on dividend on the exchanged portion of the bond shall be as per Section 115AC(1) of the Income- 
tax Act, 1961.

(3) Exchange of FCEB into shares shall not give rise to any capital gains.

(4) Transfers of FCEB outside India by a person resident outside India to another person who is also 
resident outside India shall not be liable to capital gains tax in India.

Question 37] "Both foreign currency exchangeable bonds (FCEBs) and foreign currency convertible 
bonds (FCCBs) are convertible into equity shares." Since both are convertible into equity shares, 
you are required to highlight the advantages of FCEBs over FCCBs.

CS (Executive) -  Dec 2014 (4 Marks) 

Ans.: Foreign Currency Exchangeable Bonds (FCEB) as defined includes the following:

♦  A bond expressed in foreign currency.

♦  The principal and the interest of which is payable in foreign currency.

♦  The issuer of the bond is an Indian company.

♦  The bonds are subscribed by a person resident outside India.

♦  The bonds are exchangeable into equity shares of another company which is also called the offered 
company.

Foreign Currency Convertible Bond (FCCB) means a bond issued by an Indian company expressed in 
foreign currency, and the principal and interest in respect of which is payable in foreign currency.

The launch of the FCEB scheme affords a unique opportunity for Indian promoters to unlock value in 
group companies. FCEBs are another arrow in the quiver of Indian promoters to raise money overseas to 
fund their new projects and acquisitions, both Indian and global, by leveraging a part their shareholding 
in listed group entities.

FCEB involves three parties: The issuer company, offered company (OC) and an investor.

Under this option, an issuer company may issue FCEBs in foreign currency, and these FCEBs are con
vertible into shares of another company (offered company) that forms part of the same promoter group 
as the issuer company.

Thus, FCEBs are exchangeable into shares of offered company. They have an inherent advantage that it 
does not result in dilution of shareholding at the offered company level.

FOREIGN CURRENCY CONVERTIBLE BONDS

Question 38] Write a short note on: Foreign Currency Convertible Bond (FCCB)

CS (Inter) -  Dec 2007 (4 Marks) 

CS (Executive) -  Dec 2008 (3 Marks)

Ans.: Foreign Currency Convertible Bond (FCCB) means a bond issued by an Indian company expressed 
in foreign currency, and the principal and interest in respect of which is payable in foreign currency.

Peculiarities of FCCB :
♦  FCCB is hybrid instrument. It is issued as bond but later it is converted into shares.

♦  FCCB carry a fixed rate of interest until bond is converted into shares.

♦  FCCB can be secured as well as unsecured. Mostly the FCCB issued by the Indian 
companies are unsecured.

♦  FCCBs are denominated foreign currency.
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♦  Interest is payable in foreign currency.

♦  Redemption price is payable in foreign currency (if option of conversion is not exercised). 

Question 39] Briefly discuss the benefits of FCCB to the issuer company and investor.

What do you mean by FCCB? State the benefits of FCCBs to investors and the issuer.

CS (Executive) - Dec 2016 (5 Marks)

Ans.: Benefits of FCCB to the issuer company:

♦  FCCB generally has low rate of interest as compared to pure debt instrument. Thus, it reduces the 
debt financing cost.

♦  FCCB does not require credit rating.

♦  FCCB saves risks of immediate equity dilution as in the case of public shares.

♦  FCCB can be raised within a month while pure debt takes a longer period to raise.

Benefits of FCCB to investors :

♦  FCCB has advantage of both equity and debt.

♦  FCCB gives the investor much of the upside of investment in equity, and the debt portion protects 
the downside.

♦  Assured return on bond in the form of fixed interest payments.

♦  Ability to take advantage of price appreciation in the stock by means of warrants attached to the 
bonds, which are activated when price of a stock reaches a certain point.

♦  Significant Yield to Maturity (YTM) is guaranteed at maturity.

♦  Lower tax liability as compared to pure debt instruments due to lower interest rate.

Question 40] Which companies are eligible to issue FCCB?

Ans.: Eligibility for issuance of FCCBs : An issuing company desirous of raising funds by issuing FC
CBs is required to obtain prior permission of the Department of Economic Affairs, Ministry of Finance, 
Government of India.

Who are not eligible to issue FCCBs : An Indian company, which is not eligible to raise funds from the 
Indian capital market including a company which has been restrained from accessing the securities market 
by the SEBI is not eligible to issue FCCBs under the Foreign Currency Convertible Bonds and Ordinary 
Shares (Through Depository Receipt Mechanism) Scheme, 1993.

Question 41] Write a short note on: Conversion price for FCCB

Ans.: For the purposes of conversions of FCCBs, the cost of acquisition in the hands of the non-resident 
investors would be the conversion price determined on the basis of the price of the shares at the BSE, or 
the NSE, on the date of conversion of FCCBs.

Question 42] Write a short note on: Taxation on Foreign Currency Convertible Bonds

Ans.:

(1) Interest payments on the bonds, until the conversion are subject to TDS at 10%.

(2) Tax on dividend on the converted portion of the bond is subject to TDS at 10%.

(3) Conversion of FCCBs into shares does not give rise to any capital gains liable to income-tax in India.

(4) Transfers of FCCBs made outside India by a non-resident investor to another non-resident investor 
does not give rise to any capital gains liable to tax in India.
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Question 43] Write a short note on: External Commercial Borrowings

CS (Executive) -  Dec 2010 (4 Marks), Dec 2012 (4 Marks) 

What do you understand by 'External commercial borrowings' (ECBs)? Discuss the type of ECB?

CS (Executive) -  June 2012 (5 Marks)

Ans.: External Commercial Borrowings: ECBs refer to commercial loans in the form of bank loans, secu
ritized instruments, buyer's credit, supplier's credit availed of from non-resident lenders with a minimum 
average maturity of 3 years.

Securitized instruments include floating rate notes, fixed rate bonds, non-convertible or convertible 
preference shares.

ECB can be accessed under two routes:

(i) Automatic Route

(ii) Approval Route

Regulation of ECB: The Department of Economic Affairs (DEA), Ministry of Finance, Government of 
India along with RBI, monitors and regulates ECB guidelines and policies.

Question 44] Distinguish between: External Commercial Borrowings and Foreign Currency Con
vertible Bonds

FCCB and ECB are different modes for raising foreign capital.

CS (Executive) -  Dec 2011 (3 Marks)

Ans.: Following are the main points of difference between ECB and FCCB:

Points External Commercial Borrowings 
(ECBs)

Foreign Currency Convertible Bonds 
(FCCBs)

Mean
ing

ECBs refer to commercial loans in the form of bank 
loans, securitized instruments, buyer's credit, sup
plier's credit availed of from non-resident lenders 
with a minimum average maturity of 3 years.

FCCBs mean a bond issued by an Indian company 
expressed in foreign currency, and the principal and 
interest in respect of which is payable in foreign 
currency.

Nature ECB is borrowing and is thus purely debt finance. FCCB is hybrid instrument. It is issued as bond but 
later it is converted into equity.

ECBs are to be availed as per the relevant guideline, 
notification and circulars issued by the RBI from 
time to time.

FCCBs are required to be issued in accordance 
with the scheme viz., Issue of Foreign Currency 
Convertible Bonds and Ordinary Shares (Through 
Depositary Receipt Mechanism) Scheme, 1993.

Listing Since ECB is borrowing/loan it can be listed at all 
in stock exchange.

FCCBs can be listed in stock exchange after their 
conversion into shares.

Question 45] Who can access external commercial borrowings (ECB) under the 'Automatic Route' 
as per Reserve Bank of India? CS (Executive) -  Dec 2009 (5 Marks)

Ans.: Eligible Borrowers for ECB through Automatic Route :

(a) Corporates, including those in the hotel, hospital, software sectors (registered under the Companies 
Act, 2013), Non-Banking Finance Companies (NBFCs) - Infrastructure Finance Companies (IFCs), 
NBFCs - Asset Finance Companies (AFCs), Small Industries Development Bank of India (SIDBI) ex
cept financial intermediaries, such as banks, financial institutions (FIs), Housing Finance Companies 
(HFCs) and Non-Banking Financial Companies (NBFCs), other than those specifically allowed by 
RBI, are eligible to raise ECB. Individuals, Trusts (other than those engaged in micro-finance activi
ties) and Non-Profit making organizations are not eligible to raise ECB.
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(ib) Units in Special Economic Zones (SEZ) are allowed to raise ECB for their own requirement. However, 
they cannot transfer or on-lend ECB funds to sister concerns or any unit in the Domestic Tariff Area 
(DTA).

(c) NBFCs-IFCs are permitted to avail of ECBs for on-lending to the infrastructure sector as defined 
under the ECB policy.

(d) NBFCs-AFCs are permitted to avail of ECBs for financing the import of infrastructure equipment 
for leasing to infrastructure projects.

(e) Non-Government Organizations (NGOs) engaged in micro finance activities are eligible to avail of 
ECB.

if) Micro Finance Institutions (MFIs) engaged in micro finance activities are eligible to avail of ECBs. 
MFIs registered under the Societies Registration Act, 1860, MFIs registered under Indian Trust Act, 
1882, MFIs registered either under the conventional state-level cooperative acts, the national level 
multi-state cooperative legislation or under the new state-level mutually aided cooperative acts (MACS 
Act) and not being a co-operative bank, Non-Banking Financial Companies (NBFCs) categorized as 
'Non Banking Financial Company-Micro Finance Institutions' (NBFC-MFIs) and complying with 
the norms prescribed as per Circular DNBS. CC. PD. No. 250/03.10.01/2011-12 dated December 02, 
2011 and Companies registered u/s 8 of the Companies Act, 2013 and are involved in micro finance 
activities.

(g) NGOs engaged in micro finance and MFIs registered as societies, trusts and co-operatives and en
gaged in micro finance (i) should have a satisfactory borrowing relationship for at least 3 years with 
a scheduled commercial bank authorized to deal in foreign exchange in India and (ii) would require

® a certificate of due diligence on 'fit and proper' status of the Board/Committee of management of
the borrowing entity from the designated AD bank.

(h) Small Industries Development Bank of India (SIDBI) can avail of ECB for on-lending to MSME sec
tor, as defined under the Micro, Small and Medium Enterprises Development (MSMED) Act, 2006.

(/) Corporates in the services sector viz. hotels, hospitals and software sector.

(j) Companies in miscellaneous services sector (only from direct/indirect equity holders and group 
companies). Companies in miscellaneous services mean companies engaged in training activities 
(but not educational institutes), research and development activities and companies.

(k) H olding com panies/Core Investm ent Com panies (CICs) com ing under the regula
tory framework of the RBI are permitted to raise ECB for project use in Special Purpose 
Vehicles (SPVs) provided that project use in SPVs established extensively for implementing the 
project in infrastructure sector. In case of CICs with asset size below ? 100 crore, the ECB availed of 
should be on fully hedged basis.

Question 46] Write a short note on: Amount and Maturity of ECB under Automatic Route

Ans.: Amount and Maturity of ECB under Automatic Route :

(a) The maximum amount of ECB which can be raised by a corporate other than those in the hotel, 
hospital and software sectors is US $ 750 Million or its equivalent during a financial year.

(b) Corporates in the services sector viz. hotels, hospitals and software sector are allowed to avail of 
ECB up to US $ 200 Million or its equivalent in a financial year for meeting foreign currency and/ 
or Rupee capital expenditure for permissible end-uses. The proceeds o f the ECBs should not be used for  
acquisition o f land.

(c) NGOs engaged in micro finance activities and Micro Finance Institutions (MFIs) can raise ECB up 
to US $ 10 million or its equivalent during a financial year. Designated AD bank has to ensure that 
at the time of drawdown the forex exposure of the borrower is fully hedged.
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(id) NBFC-IFCs can avail of ECB up to 75% of their owned funds (ECB including outstanding ECBs) and 
must hedge 75 per cent of their currency risk exposure.

(e) NBFC-AFCs can avail of ECBs up to 75%of their owned funds (ECB including outstanding ECBs) 
subject to a maximum of US $ 200 million or its equivalent per financial year with a minimum ma
turity of 5 years and must hedge the currency risk exposure in full.

(J) SIDBI can avail of ECB to the extent of 50 per cent of their owned funds including the outstanding 
ECB, subject to a ceiling of US $ 500 million per financial year.

(?) ECB up to US $ 20 million or its equivalent in a financial year with minimum average maturity of 3 
years.

(h) ECB above US $ 20 million or equivalent and up to US $ 750 million or its equivalent with a minimum 
average maturity of 5 years.

(i) ECB up to US $ 20 million or equivalent can have call/put option provided the minimum average 
maturity of three years is complied with before exercising call/put option.

(j) All eligible borrowers can avail of ECBs designated in INR from 'foreign equity holders' as per the 
extant ECB guidelines.

(k) NGOs engaged in micro finance activities can avail of ECBs designated in INR, from overseas orga
nizations and individuals as per the extant guidelines.

Question 47] Write a short note on: Cost ceilings for ECBs

Ans.: All-in-cost ceilings for ECBs under Automatic Route : All-in-cost includes rate of interest, other 
fees and expenses in foreign currency except commitment fee, pre-payment fee, and fees payable in Indian 
Rupees. The existing all-in-cost ceilings for ECB are as under:

Average Maturity Period All-in-cost Ceilings over 6 month LIBOR
Three years and up to 5 years 
More than 5 years

350 basis points 
500 basis points

In the case of fixed rate loans, the swap cost plus margin should be the equivalent of the floating rate plus 
the applicable margin. The rate of penal interest should not be more than 2% of the all-in-cost of ECB.
Same provisions are applicable for  'Approval Route’ also.

Question 48] How the proceeds of external commercial borrowings (ECB) can be utilized as per 
norms?______________ CS (Inter) -  June 2007 (5 Marks)

Ans.: End use of External Commercial Borrowings through Automatic Route is permitted in following:

(a) ECB can be raised for investment such as import of capital goods (as classified by DGFT in the 
Foreign Trade Policy), new projects, modernization/ expansion of existing production units in real 
sector - industrial sector including small and medium enterprises (SME), infrastructure sector and 
specified service sectors, viz. hotel, hospital and software and miscellaneous services sector.

(b) Overseas Direct Investment in Joint Ventures (JV)/Wholly Owned Subsidiaries (WOS) subject to 
the existing guidelines on Indian Direct Investment in JV/WOS abroad.

(c) Utilization of ECB proceeds is permitted for first stage as well as subsequent stages of acquisition of 
shares in the disinvestment process to the public under the Government's disinvestment programme 
of PSU shares.

(d) Interest during construction (IDC) for Indian companies which are in the infrastructure sector.

(e) For lending to self-help groups or for micro-credit or for bona fide micro finance activity including 
capacity building by NGOs engaged in micro finance activities.

(f) NBFC-IFCs can avail of ECBs only for on-lending to the infrastructure sector as defined under the 
ECB policy.
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(g) NBFC-AFCs can avail of ECBs only for financing the import of infrastructure equipment for leasing 
to infrastructure projects.

(h) Maintenance and operations of toll systems for roads and highways for capital expenditure provided 
they form part of the original project.

(i) SIDBI can on lend to the borrowers in the MSME sector for permissible end uses, having natural 
hedge by way of foreign exchange earnings. SIDBI may on-lend either in INR or in foreign currency 
(FCY). In case of on-lending in INR, the foreign currency risk shall be fully hedged by SIDBI.

(j) Refinancing of Bridge Finance (including buyers/suppliers credit) availed of for import of capital 
goods by companies in Infrastructure Sector.

(k) ECB is allowed for Import of services, technical know-how and payment of license fees. The com
panies in the manufacturing and infrastructure sectors may import services, technical know-how 
and payment of license fees as part of import of capital goods subject to certain conditions.

(/) ECB for general corporate purposes from direct foreign equity holders by companies in manufac
turing, infrastructure, hotels, hospitals and software sector: Eligible borrowers can avail ECB from 
their direct foreign equity holder company with a minimum average maturity of 7 years for general 
corporate purposes (which includes working capital) subject to the following conditions:

(i) Minimum paid-up equity of 25% should be held directly by the lender;

(ii) Such ECBs would not be used for any purpose not permitted under extant the ECB guidelines 
(including on-lending to their group companies/step-down subsidiaries in India); and Repay
ment of the principal shall commence only after completion of minimum average maturity of
7 years.

(iii) No pre-payment will be allowed before maturity.

Question 49] There are certain restrictions on the use of External Commercial Borrowings availed 
under Automatic Route. Comment.

Ans.: End-use of ECBs not permitted: External Commercial Borrowings shall not be utilized for follow
ing purposes:

(1) For on-lending or investment in capital market or acquiring a company in India by a corporate. 
[Investment in Special Purpose Vehicles (SPVs), Money Market Mutual Funds (MMMFs), etc., are also 
considered as investment in capital markets]

(2) For real estate sector.
(3) For general corporate purpose which includes working capital and repayment of existing rupee 

loans.
Note: The proceeds of ECBs should not be used for acquisition of land.

Question 50] What is parking of external commercial borrowings (ECB) proceeds?
CS (Executive) -  June 2011 (5 Marks)

Ans.: Borrowers are permitted:
- To either keep ECB proceeds abroad or
- To remit these funds to India, pending utilization for permissible end-uses.

ECB proceeds parked overseas can be invested in the following liquid assets

♦  Deposits or Certificate of Deposit or other products offered by banks rated not less than AA (-) by 
Standard and Poor or Aa3 by Moody's.

♦  Treasury bills and other monetary instruments of 1 year maturity having minimum rating as indi
cated above.
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♦  Deposits with overseas branches/ subsidiaries of Indian banks abroad. The funds should be invested 
in such a way that the investments can be liquidated as and when funds are required by the borrower 
in India.

Question 51] Existing ECB may be refinanced by raising a fresh ECB. Comment.

Ans.: Refinancing of an existing ECB : The existing ECB may be refinanced by raising a fresh ECB sub
ject to the condition that the fresh ECB is raised at a lower all-in-cost and the outstanding maturity of the 
original ECB is maintained.

An existing ECB may, however, be refinanced by raising a fresh ECB at a higher all-in-cost under the 
approval route.

Question 52] Who are eligible to access ECBs through 'Approval Route'?

Ans.:

The following types of proposals for ECB are covered under the Approval Route:

(a) On lending by the EXIM Bank for specific purposes will be considered on a case by case basis.

(b) Banks and financial institutions which had participated in the textile or steel sector restructuring 
package as approved by the Government are also permitted to the extent of their investment in the 
package and assessment by the RBI based on prudential norms. Any ECB availed for this purpose 
so far will be deducted from their entitlement.

(c) ECB with minimum average maturity of 5 years by NBFCs from multilateral financial institutions, 
reputable regional financial institutions, official export credit agencies and international banks to 
finance import of infrastructure equipment for leasing to infrastructure projects.

(d) NBFCs-IFCs are permitted to avail of ECB, beyond 75% of their owned funds (including the out
standing ECBs) for on-lending to the infrastructure sector as defined under the ECB policy.

(e) NBFCs-AFCs are permitted to avail of ECB, beyond 75% of their owned funds (including outstand- ® 
ing ECBs) to finance the import of infrastructure equipment for leasing to infrastructure projects.

(j) FCCBs by Housing Finance Companies satisfying the following minimum criteria:

(i) the minimum net worth of the financial intermediary during the previous 3 years shall not be 
less than ? 500 Crore,

(ii) a listing on the BSE or NSE,

(iii) minimum size of FCCB is US $ 100 million and

(iv) the applicant should submit the purpose/plan of utilization of funds.

0?) Special Purpose Vehicles, or any other entity notified by the RBI, set up to finance infrastructure 
companies/projects exclusively, will be treated as Financial Institutions and ECB by such entities 
will be considered under the Approval Route.

(h) Multi-State Co-operative Societies engaged in manufacturing activity and satisfying the following 
criteria:

(i) the Co-operative Society is financially solvent and

(ii) the Co-operative Society submits its up-to-date audited balance sheet.

(i) SEZ developers can avail of ECBs for providing infrastructure facilities within SEZ, as defined in 
the extant ECB policy.

(j) Developers of National Manufacturing Investment Zones (NMIZs) can avail of ECB for providing 
infrastructure facilities within SEZ, as defined in the extant ECB policy.

(k) Eligible borrowers under the automatic route other than corporates in the services sector viz. hotel, 
hospital and software can avail of ECB beyond USD 750 million or equivalent per financial year.
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(/) Corporates in the services sector viz. hotels, hospitals, and software sectors and in miscellaneous 
services can avail of ECB beyond US $ 200 million or equivalent per financial year. ECB for cor
porates in miscellaneous services is permitted only from direct/indirect equity holders and group 
companies, SIDBI is eligible to avail of ECB for on-lending to MSME sector, as defined under the 
Micro, Small and Medium Enterprises Development Act, 2006, beyond 50% of their owned funds, 
subject to a ceiling of US $ 500 Million per financial year provided such on-lending by SIDBI shall 
be to the borrowers' for permissible end-use and having natural hedge by way of foreign exchange 
earnings. SIDBI may on-lend either in INR or in foreign currency. In case of on-lending in INR, the 
foreign currency risk shall be fully hedged by SIDBI.

(m) Low Cost Affordable Housing Projects: Developers/ builders/ Housing Finance Companies (HFCs)/ 
National Housing Bank (NHB) may avail of ECB for low cost affordable housing projects. Corporates 
under Investigation: All entities against which investigations/adjudications/appeals by the law 
enforcing agencies are pending, may avail of ECBs as per the current norms, if they are otherwise 
eligible, notwithstanding the pending investigations/adjudications/appeals, without prejudice to 
the outcome of such investigations/adjudications/ appeals. Accordingly, in case of all applications 
where the borrowing entity has indicated about the pending investigations/ adjudications/appeals, 
the RBI while approving the proposal shall intimate the concerned agencies by endorsing the copy 
of the approval letter.

(n) Holding Companies/ Core Investment Companies (CICs) coming under the regulatory framework of 
the RBI are permitted to raise ECB for project use in Special Purpose Vehicles provided the business 
activity of the SPV is in the infrastructure sector where "infrastructure" is defined as per the extant 
ECB guidelines. The infrastructure project is required to be implemented by the SPV established 

9 exclusively for implementing the project and is subject to conditions In case of Holding Companies
1  that come under the Core Investment Company (CIC) regulatory framework of the RBI, the ECB
g availed should be within the ceiling of leverage stipulated for CICs and in case of CICs with asset 
| size below t  100 crore, the ECB availed of should be on fully hedged basis.

(0) Cases falling outside the purview of the automatic route limits.

Question 53] Write a short note on: Amount and Maturity for ECB under 'Automatic Route'

Ans.: Amount and Maturity for ECB under 'Automatic R oute': Eligible borrowers under the automatic 
route other than corporates in the services sector viz. hotel, hospital, software and miscellaneous services 
can avail of ECB beyond US $ 750 million or equivalent per financial year.

Corporates in the services sector viz. hotels, hospitals, software sector and miscellaneous services are 
allowed to avail of ECB upto US $ 200 million or its equivalent in a financial year for meeting foreign 
currency and/or Rupee capital expenditure for permissible end-uses. The proceeds of the ECBs should 
not be used for acquisition of land.

Question 54] Discuss the end use of external commercial borrowings under the approval route.

CS (Executive) -  June 2009 (5 Marks), June 2014 (5 Marks)

Ans.: End use of External Commercial Borrowings through Approval Route is permitted in following:

(1) ECB can be raised only for investment such as import of capital goods (as classified by DGFT in 
the Foreign Trade Policy), implementation of new projects, modernization/expansion of existing 
production units in the real sector - industrial sector including small and medium enterprises (SME) 
and infrastructure sector - in India.

(2) Overseas Direct Investment in JV/WOS subject to the existing guidelines on Indian Direct Invest
ment in JV/WOS abroad.

(3) Interest during construction (IDC) for Indian companies which are in the infrastructure sector, as 
defined under the extant ECB guidelines subject to IDC being capitalized and forming part of the 
project cost.
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(4) The payment by eligible borrowers in the Telecom sector, for spectrum allocation may, initially, be 
met out of Rupee resources by the successful bidders, to be refinanced with a long-term ECB, under 
the approval route, subject to the following conditions:

(i) The ECB should be raised within 12 months from the date of payment of the final instalment 
to the Government;

(ii) The designated AD - Category I bank should monitor the end-use of funds;
(iii) Banks in India will not be permitted to provide any form of guarantees;

(iv) All other conditions of ECB, such as eligible borrower, recognized lender, all-in-cost, average 
maturity, etc. should be complied with; and

(v) ECB should not be raised from overseas branches/subsidiaries of Indian banks.
(5) The first stage as well as subsequent stages of acquisition of shares in the disinvestment process to 

the public under the Government's disinvestment programme of PSU shares.
(6) Repayment of Rupee loans availed of from domestic banking system: Indian companies which are 

in the infrastructure sector (except companies in the power sector), as defined under the extant ECB 
guidelines, are permitted to utilise 25% of the fresh ECB raised by them towards refinancing of the 
Rupee loans availed by them from the domestic banking system, subject to the following conditions:

(i) at least 75% of the fresh ECB proposed to be raised should be utilised for capital expenditure 
towards a 'new infrastructure' project;

(ii) in respect of remaining 25%, the refinance shall only be utilized for repayment of the Rupee 
loan availed of for 'capital expenditure' of earlier completed infrastructure project;

(iii) the refinance shall be utilized only for the Rupee loans which are outstanding in the books of 
the financing bank concerned; and

(iv) ECB should not be raised from overseas branches/subsidiaries of Indian banks. Companies in 
the power sector are permitted to utilize up to 40% of the fresh ECB raised by them towards 
refinancing of the Rupee loan availed by them from the domestic banking system subject to the 
condition that at least 60% of the fresh ECB proposed to be raised should be utilized for fresh 
capital expenditure for infrastructure project(s).

(7) ECB is allowed for Import of services, technical know-how and payment of license fees. The com
panies in the manufacturing and infrastructure sectors may import services, technical know-how 
and payment of license fees as part of import of capital goods subject to certain conditions.

Question 55] There are certain restrictions on the use of External Commercial Borrowings availed 
under Approval Route. Comment.

Ans.: End-use of ECBs not permitted: External Commercial Borrowings shall not be utilized for follow
ing purposes:

(a) For on-lending or investment in capital market or acquiring a company in India by a corporate except 
Infrastructure Finance Companies (IFCs), banks and financial institutions eligible.

(b) For real estate.

(c) For and general corporate purpose which includes working capital.

Question 56] State the conditions required to be fulfilled for conversion of external commercial 
borrowings (ECBs) into equity. CS (Executive) -  June 2010 (4 Marks)

Ans.: Conversion of ECB into equity is permitted subject to the following conditions:

(a) The activity of the company is covered under the Automatic Route for Foreign Direct Investment 
or Government (FIPB) approval for foreign equity participation has been obtained by the company, 
wherever applicable.

(b) The foreign equity holding after such conversion of debt into equity is within the sectoral cap, if any.
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(c) Pricing of shares is as per the pricing guidelines issued under FEMA, 1999 in the case of listed/ 
unlisted companies.

(d) Conversion of ECB and Lump sum Fee/Royality into Equity: In case the ECB liability, denominated 
in foreign currency and/or import of capital goods, etc. is sought to be converted by the company, 
it will be in order to apply the exchange rate prevailing on the date of the agreement between the 
parties concerned for such conversion. Reserve Bank will have no objection if the borrower company 
wishes to issue equity shares for a rupee amount less than that arrived at as mentioned above by a 
mutual agreement with the ECB lender. It may be noted that the fair value of the equity shares to be 
issued shall be worked out with reference to the date of conversion only. The principle of calculation 
of INR equivalent for a liability denominated in foreign currency as mentioned above shall apply, 
mutatis mutandis, to all cases where any payables/liability by an Indian company such as, lump sum 
fees/royalties, etc. are permitted to be converted to equity shares or other securities to be issued to 
a non-resident subject to the conditions stipulated under the respective Regulations.

Report to RBI on conversion of ECB :
(1) Borrowers are required to report full conversion of outstanding ECB into equity in the Form FC-GPR 

to the Regional Office concerned of the RBI as well as in Form ECB-2 submitted to the Department 
of Statistics and Information (DSIM), RBI within 7 working days from the close of month to which 
it relates. The words "ECB wholly converted to equity" should be clearly indicated on top of the 
ECB-2 form. Once reported, filing of ECB-2 in the subsequent months is not necessary.

(2) In case of partial conversion of outstanding ECB into equity, borrowers are required to report the 
converted portion in Form FC-GPR to the Regional Office concerned as well as in form ECB-2 clearly 
differentiating the converted portion from the unconverted portion. The words "ECB partially 
converted to equity" should be indicated on top of the ECB-2 form. In subsequent months, the out
standing portion of ECB should be reported in ECB-2 form to DSIM.

Question 57] Distinguish between: Foreign Direct Investment & Foreign Institutional Investment

CS (Inter) -  Dec 2005 (2 Marks)

Ans.: Following are the main points of difference between Foreign Direct Investment & Foreign Institu
tional Investment:

■Ipinftjj 1 V fcc0tl»€8teieii|: {FDI) Foreign Institutional Investment (FII)
A Foreign Direct Investment (FDI) is an investment 

,, "v” made by a company or entity based in one country, 
into a company or entity based in another country.

Foreign Institutional Investment (FII) means an 
institution established or incorporated outside 
India proposes to make investment in securities 
in India.

■ Foreign investment is reckoned as FDI only if the 
investment is made in equity shares, fully and 
mandatorily convertible preference shares and 

■ -L fully and mandatorily convertible debentures.

Foreign Institutional Investment may in shares, 
debentures, mutual funds or other approved 
category of capital and money market instruments.

Mgfket Foreign direct investment (FDI) flows into the 
primary market.

Foreign institutional investment (FII) flows into 
the secondary market, that is, into the stock market.

■ RegfelVaHaB. An Indian company may receive FDI need not to 
. ;:t ■ register but they can receive funds under the two 

/iVl' routes i.e. Automatic Route & Government Route

Foreign Institutional Investors has to register 
with SEBI under SEBI (FII) Regulations, 1995 for 
making investment in India.

The foreign party invest through FDI for making 
. ■* long lasting relations.

Foreign Institutional Investors invest in stock 
market to make profit by dealing in stock market.

Question 58] Indian companies unlisted in India can go for listing in a foreign stock exchange. 
Comment. CS (Executive) - Dec 2016 (2 Marks)
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Ans.: The Indian Government, on 5th September 2005, amended FCCB Scheme whereby it prohibited the 
Indian companies from overseas listing unless prior or simultaneous listing in the Indian stock exchange 
is made. Essentially, this was done to give equal opportunities to the Indian investors.

In the end of year 2013, the Indian government has again allowed Indian companies, for an initial period 
of 2 years, to raise capital abroad through ADR/ GDR, without the requirement of prior or subsequent 
listing in India.

The permission to list overseas without listing in the Indian stock exchange has been granted subject to 
the following conditions:

(a) Unlisted Indian companies shall list abroad only on exchanges in IOSCO/FATF compliant jurisdic
tions or those jurisdictions with which SEBI has signed bilateral agreements. Notably, global markets 
such as USA, Luxembourg, Singapore, Netherlands and London are covered by these bodies.

(b) The ADRs/GDRs shall be issued subject to sectoral cap, entry route, minimum capitalization norms, 
pricing norms, etc. as applicable as per FDI Policy from time to time.

(c) The pricing of such ADRs/GDRs to be issued to a person resident outside India shall be determined 
in consultation with lead manager to the issue (if public offer is made) and in other case the price 
shall be as per discounted cash flow method.

(d) The number of underlying equity shares offered for issuance of ADRs/ GDRs to be kept with the local 
custodian shall be determined upfront and ratio of ADRs/GDRs to equity shares shall be decided 
upfront based on applicable FDI pricing norms of equity shares of unlisted company.

(e) The unlisted Indian company shall comply with the instructions on downstream investment as noti
fied by the RBI from time to time.

(/) The criteria of eligibility of unlisted company raising funds through ADRs/GDRs shall be as pre
scribed by Government of India.

(g) The capital raised abroad may be utilized for retiring outstanding overseas debt or for bona fide 
operations abroad including for acquisitions.

(h) In case the funds raised are not utilized abroad as stipulated above, the Indian company shall re
patriate the funds to India within 15 days and such money shall be parked with authorized Indian 
banks only and shall be used for eligible purposes.

(z) The unlisted Indian company shall also comply with SEBI's disclosure requirements.

(j) A copy of return filed with the offshore exchange shall be filed with SEBI to ensure compliance with 
the Prevention of Money Laundering Act, 2002.

OBJECTIVE QUESTIONS 

Question A] Expand the following abbreviations :

(1) DR (8) FDI (15) OSE (22) OC (29) SIDBI (36) SPV

(2) DCB (9) RFC (16) TDS (23) YTM (30) HFC (37) LIBOR

(3) ODB (10) OTC (17) LTCG (24) ECB (31) SEZ (38) SME

(4) GDR (11) SEC (18) STCG (25) DEA (32) DTA (39) IDC

(5) ADR (12) GAAP (19) FCEB (26) NBFC (33) NGO (40) NMIZ

(6) IOSCO (13) FCCB (20) JV (27) IFC (34) MFI (41) NHB

(7) FATF (14) EOGM (21) WOS (28) AFC (35) CIC (42) FIPB

Question B] State, with reasons in brief, whether the following statements are correct 
or incorrect:

(1) Euro issue means raising funds from European countries only.

(2) Board resolution is sufficient to issue GDRs.
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(3) Depository Receipts are negotiable.

(4) Unlisted Indian companies cannot issue GDR or FCCB.

(5) Depository receipts can be issued by way of private placement.

(6) The depository receipts can be issued against issue of new shares only.

(7) A holder of Depository Receipts shall be entitled to vote.

(8) Every company issuing FCCB needs to apply to Ministry of Finance for approval.

(9) An offering circular in Euro Issue is like Prospectus in IPO.

(10) Roadshow means advertising the company's products in road.

(11) FCEBs are issued by a company to non-residents giving them the option to convert them into shares 
of the same company at a predetermined price.

(12) The proceeds of FCEB cannot be invested by the issuing company overseas in Joint Ventures or 
Wholly Owned Subsidiaries abroad.

(13) Exchange of FCEB into shares is liable to tax in India.

(14) FCCB is pure capital market instrument.

(15) NGOs can raise ECB in India.
Question C] Re-write the following sentences after filling-up the blank spaces with ap
propriate word(s)/figure(s):

(1) Depository Receipt (DR) is a _______ evidencing a fixed number of equity shares of the issuing
company, denominated in foreign currency and is being traded in foreign exchanges.

(2) The first ADR was introduced by________ in 1927 for the British retailer Selfridges on the New York
Curb Exchange.

(3) In case of FCCB issue exceeding US $ _______ , the company needs to apply to Ministry of Finance
for approval.

(4) FCCB issue which exceeds US $ ________ but does not exceed US $ ________ need to apply to RBI.

(5)  provides that Lead Managers and other managers agree to subscribe for GDRs at the of
fering price set forth.

(6) In case of FCCBs, the company has to enter into an agency agreement with certain persons known 
a s_________

(7)  is a presentation by an issuer of securities to potential buyers. It refers to when the manage
ment of issuing company gives presentations to analysts, fund managers and potential investors.

(8) The minimum maturity of the FCEB shall b e________ for purposes of redemption.

(9) ECBs refer to commercial loans in the form of bank loans, securitized instruments, buyer's credit, 
supplier's credit availed of from non-resident lenders with a minimum average maturity of________

(10) Under the Automatic Route, the maximum amount of ECB which can be raised by a corporate
other than those in the hotel, hospital and software sectors is US $ _______ or its equivalent during
a financial year.

Question D] Select the correct option.

1. Foreign direct investment (FDI) flows into the (a) (2) & (3) but not (1)

----------- (b) (1) & (2) but not (3)
(1) primary market (c) (1) Qnly

(2) secondary market

(3) foreign market
(d) (2 ) o n ly



RESOURCE MOBILIZATION IN INTERNATIONAL CAPITAL MARKET 285

2. Depository Receipt (DR) i s ........

1. denominated in foreign currency

2. traded in foreign exchanges

(a) 1 but not 2

(b) 2 but not 1

(c) 1 and 2

(d) Neither 1 nor 2

3. In case of ECBs, borrowers are required to report 
full conversion of outstanding ECB into equity in
Form ______to the Regional Office concerned of
the RBI as well as in Form ______ submitted to the
Department of Statistics & Information (DSIM), RBI
within_______ from the close of month to which it
relates.

(a) FC-PGR; ECB-1; 1 month

(b) FC-GPR; ECB-2; 7 working days

(c) EC-GPR; ECB-2; 10 working days

(d) AC-RGP; ECB-1; 7 working days

4. Which of the following company cannot issue 
FCEB?

A. An Indian company, which is not eligible to 
raise funds from the Indian securities market.

B. An Indian company which has been restrained 
from accessing the securities market by the 
SEBI.

(a) B only

(b) Neither A nor B

(c) A only

(d) Both A and B

5. In which of the following, end-use of ECBs is not 
permitted under Approval Route?

(I) use of ECB for working capital

(II) general corporate purpose

(III) real estate

(IV) investment in capital market

(a) (III) & (IV)

(b) (IV), (I) & (II)

(c) (II), (IV) & (III)

(d) (I), (III), (IV) & (II)

6. Which of the following statement is/are correct?

(i) Cash settlement of FCEBs is permissible.

(ii) Proceeds of FCEB cannot be invested by the 
issuing company in the promoter group com
panies.

(a) Neither (i) nor (ii)

(b) (i) only

(c) Both (i) and (ii)

(d) (ii) only

7. In which of the following, end-use of ECBs is 
permitted under Approval Route?

(i) Overseas Direct Investment in JV/WOS

(ii) Acquiring a company in India

(iii) Import of services

(iv) Payment of license fees

(a) (i), (ii) & (iii)

(b) (ii), (iii) & (iv)

(c) (i), (iii) & (iv)

(d) (ii) only

8. Which of the following statement is/ are INCOR
RECT?

I. Exchange of FCEB into shares shall not give 
rise to any capital gain tax in India.

II. FCEB can be subscribed by person resident in 
India.

(a) I only

(b) Both I and II

(c) II only

(d) Neither I nor II

9. Eligible borrowers under the automatic route 
other than corporates in the services sector viz. ho
tel, hospital, software and miscellaneous services
can avail of ECB beyond_______ or equivalent per
financial year.

(a) US $ 750 Million

(b) US $ 500 Million

(c) US $ 1,250 Million

(d) US $ 200 Million

10. Which of the following statement is/ are correct?

1. FCCB does not require credit rating.

2. Interest payments on the FCCBs, until the 
conversion are subject to TDS at 15%.

3. Units in Special Economic Zones (SEZ) are not 
allowed to raise ECB.
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4. Under Automatic Route, the rate of penal inter
est should not be more than 2 % of the all-in-cost 
of ECB.

(a) 1 & 4

(b) 2 & 3

(c) 4 ,1  & 3

(d) 2, 3 & 4

11. Corporates in the services sector viz. hotels, 
hospitals, software sector and miscellaneous services
are allowed to avail of ECB beyond________ or its
equivalent in a financial year for meeting foreign 
currency and/or Rupee capital expenditure for 
permissible end-uses.

(a) US $ 500 Million

(b) US $ 200 Million

(c) US $ 100 Million

(d) US $ 250 Million

12. The proceeds of the ECBs should not be used for 
acquisition of land.

(a) False

(b) True

(c) Partly correct

(d) None of the above
13. NGOs engaged in micro finance activities and 
Micro Finance Institutions (MFIs) can raise ECB up 
to  or its equivalent during a financial year.

(a) US $ 100 Million

(b) US $ 200 Million

(c) US $ 750 Million

(d) US $10 Million
14. ECBs refer to commercial loans in the form of 
bank loans, securitized instruments, buyer's credit, 
supplier's credit availed of from non-resident lend
ers with a minimum average maturity o f_______

(a) 2 years

(ib) 3 years

(c) 5 years

(d) 10 years

15. In case of FCCB, interest payments on the bonds, 
until the conversion are subject to TDS a t______

(a) 10%

(b) 5%

(c) 15%

(d) 20%

16. The minimum maturity of the FCEB shall be 
 for purposes of redemption.

(a) 5 years

(b) 8 years

(c) 10 years

(d) 15 years
17 .  lays down the detailed arrangements
entered into by the company with the Depository.

(a) Custodian Agreement

(b) Subscription Agreement

(c) Depository Agreement

(d) Agency Agreement

18. In case of Euro Issue, 'in-principle and final'
approvals are valid fo r_______ respectively from
the date of issue.

(a) 6 months

(b) 3 months

(c) 9 months

(d) 12 months

19. In case of FCCB issue exceeding_______ , the
company needs to apply to Ministry of Finance for 
approval.

(a) US $ 750 Million

(b) US $ 200 Million

(c) US $ 100 Million

(d) US $ 400 Million

20. FCCB issue which exceeds______ but does not
exceed_______ need to apply to RBI.

(a) US $ 100 Million; US $ 500 Million

(b) US $ 200 Million; US $ 750 Million

(c) US $ 50 Million; US $ 100 Million

(d) US $ 10 Million; US $ 50 Million

21. Depository receipts can be issued by way of

(A) public offering

(B) private placement

(a) (B) only

(b) (A) only
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(c) Either (A) or (B)

(d) Neither (A) nor (B)

22. As per Section 41 of the Companies Act, 2013, 
a company may issue depository receipts in any 
foreign country after passing a ______

(a) special resolution in its board meeting

(b) ordinary resolution in its specially called gen
eral meeting

Answer to Question A:

(c) board resolution in its board meeting
(d) special resolution in its general meeting

23.  means modes of raising funds by an
Indian company outside India in foreign currency.

(a) American issue

(ib) Swiss issue

(c) Euro issue

(d) Any of the above

Abbreviation
— ..... .

LongForm
DR Depository Receipt
DCB Domestic Custodian Bank
ODB Overseas Depository Bank
GDR Global Depository Receipt
ADR American Depository Receipt
IOSCO International Organization of Securities Commissions
FATF Financial Action Task Force
FDI Foreign Direct Investment

RFC Resident Foreign Currency

OTC Over-the-counter
SEC Security Exchange Commission
GAAP Generally Accepted Accounting Principles
FCCB Foreign Currency Convertible Bonds
EOGM Extra Ordinary General Meetings
OSE Overseas Stock Exchange
TDS Tax Deducted at Source

LTCG Long Term Capital Gain

STCG Short Term Capital Gain

FCEB Foreign Currency Exchangeable Bond

JV Joint Ventures

WOS Wholly Owned Subsidiaries
OC Offered Company

YTM Yield to maturity

ECB External Commercial Borrowing
DEA Department of Economic Affairs
NBFC Non-Banking Finance Company

IFC Infrastructure Finance Company
AFC Asset Finance Companies

SIDBI Small Industries Development Bank of India
HFC Housing Finance Company
SEZ Special Economic Zone

DTA Domestic Tariff Area

NGO Non-Government Organization
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MFI Micro Finance Institution

CIC Core Investment Companies

SPV Special Purpose Vehicles
LIBOR London Inter Bank Offered Rate

SME Small & Medium Enterprises

IDC Interest During Construction

NMIZ National Manufacturing Investment Zone

NHB National Housing Bank
FIPB Foreign Investment Promotion Board

Answer to Question B :
(1) Incorrect. Euro issue means modes of raising funds by an Indian company outside India in foreign

currency.
(2) Incorrect. As per Section 41 of the Companies Act, 2013, a company may, after passing a special 

resolution in its general meeting, issue depository receipts in any foreign country in prescribed 
manner, and subject to prescribed conditions.

(3) Correct. Depository Receipt (DR) is a negotiable instrument evidencing a fixed number of equity 
shares of the issuing company, denominated in foreign currency and is being traded in foreign ex
changes. GDR is negotiable instrument all over the world while ADR is only negotiable in USA.

(4) Incorrect. U nlisted Indian com panies can issue GDR or FCCB subject fulfilm ent of 
prescribed conditions. The criteria for eligibility of unlisted companies raising funds through ADR/ 
GDR shall be prescribed by the Government of India.

(5) Correct. Depository receipts can be issued by way of public offering or private placement or in any other 
manner prevalent abroad.

(6) Incorrect. The depository receipts may be:

- issued against issue of new shares or

- sponsored against shares held by shareholders of the company.

(7) Incorrect. A holder of DR may become a member of the company and shall be entitled to vote only 
on conversion of the DR into underlying shares. Until the conversion of DR, the overseas depository 
shall be entitled to vote on behalf of the holders of depository receipts.

(8) Incorrect. In case of FCCB issue exceeding US $ 100 Million, the company needs to apply to Ministry 
of Finance for approval.

(9) Correct. An offering circular allows investors to access information regarding a new 
issue. It is a mirror through which the prospective investors can access vital information regarding 
the company in order to form their investment strategies. It is not exactly like Prospectus but more 
or less similar to Prospectus.

(10) Incorrect. Roadshow is a presentation by an issuer of securities to potential buyers. Roadshows refer 
to when the management of issuing company gives presentations to analysts, fund managers and 
potential investors. The road show is intended to generate excitement and interest in the issue and 
is often critical to the success of the offering in Euro Issue.

(11) Incorrect. It is FCCBs (not FEEBs) that are issued by a company to non-residents giving them the 
option to convert them into shares of the same company at a predetermined price.

(12) Incorrect. The proceeds of FCEB may be invested by the issuing company overseas by way of direct 
investment including in Joint Ventures (JV) or Wholly Owned Subsidiaries (WOS) abroad, subject 
to the existing guidelines on overseas investment in JV/WOS.



(13) Incorrect. Exchange of FCEB into shares shall not give rise to any capital gains in India as per 
Income- tax Act, 1961.

(14) Incorrect. FCCB is hybrid instrument. It is issued as bond but later it is converted into shares.

(15) Correct. NGOs engaged in micro finance activities and Micro Finance Institutions (MFIs) can raise 
ECB up to US $ 10 million or its equivalent during a financial year.

Answer to Question C :

(1) negotiable instrument (2) J.P. Morgan (3) 100 Million (4) 50 Million; 100 Million (5) Subscription agree
ment (6) conversion agents (7) Roadshow (8) 5 years (9) 3 years (10) 750 Million

Answer to Question D :
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1. (c) 5. (d) 9. (a) 13. (d) 17. (c) 21. (c)
2. (C) 6. («) 10. (a) 14. (b) 18. (b) 22. (d)
3. (b) 7. (c) 11. (b) 15. («) 19. (c) 23. (c)
4. (d) 8. (c) 12. (b) 16. (fl) 20. (c)
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MEANING, PROCESS OF ISSUE & REGULATORY FRAMEWORK FOR IDR

Question 1] Write a short note on: Indian Depository Receipts (IDRs)

CS (Inter) - Dec 2007 (4 Marks), CS (Executive) - June 2012 (4 Marks) 

Briefly explain: Indian Depository Receipt (IDR) CS (Executive) - Dec 2015 (2 Marks)

Ans.: Indian Depository Receipt (IDR) means any instrument in the form of a depository receipt created 
by Domestic Depository in India against the underlying equity shares of a company incorporated outside 
India.

Peculiarities of ID R :

- IDR is an instrument denominated in Indian Rupees.

- IDR is a depository receipt created by a Domestic Depository.

- IDR is issued against the underlying equity of foreign companies.

- IDR helps foreign companies to raise funds from the Indian securities markets.

Global banking giant Standard Chartered PLC was came out with the first issue of IDR and listed on the 
Indian stock exchanges in the year 2010.
Process involved in issue of India Depository Receipts (IDRs): The following flowchart describes the 
IDRs process -

Issuing Company ' . • ^

(Company incorporated outside India delivers equity shares to Overseas Custodian).

1f
(  *  W  ■ > '

1 f" *. Overseas Custodian Bank
, f  (It instructs Domestic Depository to issue IDRs in respect of shares held)

i. ' >  »% T- ~ J

' f
^  ■ .. .  ■

> Domestic; 
(It issues IDRs to Indians againstthjJ'eq 

-  : ■ outsfcif

Depository - j  

illty shares ol the company incorporated 
India) 1

r
f  ' f  ■' J 1 j Indians Investors ^
v ■ ■ . • -................... — '

\f

For«ign shared being traded in Indian Exchanges m IDR fi -i ni
I  .. .......................................... . J
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Question 2] Write a short note on : Overseas Custodian Bank

CS (Executive) -  June 2012 (4 Marks)

Ans.: Overseas Custodian Bank (OCB):

- A banking company which is established in a country outside India

- Such bank has a place of business in India

- Such bank acts as custodian for the equity shares of issuing company against IDRs issue

- It makes a custodial arrangement with the Domestic Depository.

Note: Students are advised not to confuse with Overseas Depository Bank (ODB) & Overseas Custodian 
Bank (OCB). '•

ODB is appointed to issue ADR/GDR against underlying shares held h\ Domestic Custodian Bank 
while Overseas Custodian Bank held the underlying shares of IDR issued by the Domestic Depository.

Question 3] What are the various benefits that are available from IDRs to 'Issuing Company' & 
'Investors'?

Investment in Indian depository receipts (IDRs) is an opportunity for the Indian investors to invest 
funds in foreign equity. CS (Executive) - June 2016 (2 Marks)

Ans.: Benefits of IDRs to the Issuing Company :

♦  It provides access to a large pool of capital to the issuing company.

♦  It gives brand recognition in India to the issuing company.

♦  It facilitates acquisitions in India.

♦  Provides an exit route for existing shareholders.

Benefits of IDRs to Investors :

♦  It provides portfolio diversification to the investor.

♦  It gives the facility of ease of investment.

♦  There is no need to know your customer norms.

♦  No resident Indian individual can hold more than $ 2,00,000 worth of foreign securities purchased 
per year as per Indian foreign exchange regulations. However, this will not be applicable for IDRs 
which gives Indian residents the chance to invest in an Indian listed foreign entity.

Question 4] Discuss briefly the regulatory framework governing Issue IDRs.

Ans.: Issue of IDRs is regulated by the following:

♦  The Securities and Exchange Board of India (SEBI)

♦  The Ministry of Corporate Affairs (MCA)

♦  The Reserve Bank of India (RBI)

Statutes Governing ID Rs:

♦  Section 390 of the Companies Act, 2013

♦  Companies (Issue of Indian Depository Receipts) Rules, 2004

♦  Chapters X & XA of SEBI (Issue of Capital & Disclosure Requirements) Regulations, 2009

Question 5] Distinguish between: Global Depository Receipts (GDR) & Indian Depository Receipts 
(IDR)

IDR and GDR have distinct features. Comment. CS (Executive) -  Dec 2011 (3 Marks)
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Ans.: Following are the main points of difference between GDR & IDR:

Points . . G ™ IDR
Meaning Global Depository Receipt (GDR) means any 

instrument in the form of a depository receipt, 
created by a foreign depository outside India 
and authorized by a company making an issue 
of such depository receipts.

Indian Depository Receipt (IDR) means any 
instrument in the form of a depository receipt 
created by Domestic Depository in India against 
the underlying equity shares of a company in
corporated outside India.

Denomination GDR is denominated in foreign currency. IDR is denominated Indian currency.
Underlying
shares

In case of GDR underlying shares are held by 
Domestic Custodian Bank (DCB).

In case of IDR, underlying shares are held by 
Overseas Custodian Bank (OCB).

b rat Of DRs GDR is issued by Overseas Custodian Bank to 
foreign investors.

IDR is issued by Domestic Depository to Indian 
investors.

Rules GDR is regulated by the Companies (Issue of 
Global Depository Receipts) Rules, 2014.

IDR is regulated by the Companies (Issue of 
Indian Depository Receipts) Rules, 2004.

listing GDR are listed in foreign countries. IDR is listed in Indian Stock Exchanges.

COMPANIES (ISSUE OF INDIAN DEPOSITORY RECEIPTS) RULES, 2004

Question 6] What is the eligibility criteria for issue of IDRs? CS (Inter) -  June 2006 (4 Marks)

CS (Executive) -  June 2009 (5 Marks)

Ans.: Eligibility under the Companies (Issue of Indian Depository Receipts) Rules, 2004: As per Rule
4, a company incorporated outside India may issue IDRs only if it satisfies the following conditions:

(a) Its pre-issue paid-up capital and free reserves is at least US $ 100 Million and it has had an average 
turnover of US $ 500 Million during last 3 financial years.

(b) It has been making profits for at last 5 years and has been declaring dividend of not less than 10% 
in last 5 years.

(c) Its pre-issue debt equity ratio is not more than 2:1.

(d) It shall fulfil the eligibility criteria laid down by SEBI from time to time in this behalf.

Eligibility under SEBI (Issue of Capital & Disclosure Requirements) Regulations, 2009: As per Regu
lation 97, an issuing company making an issue of IDR shall satisfy the following:

(a) The issuing company is listed in its home country.

(b) The issuing company is not prohibited to issue securities by any regulatory body.

(c) The issuing company has track record of compliance with securities market regulations in its home 
country.

Question 7] State the provisions relating to 'procedure for issuing IDRs' under the Companies 
(Issue of IDRs) Rules, 2004.

Ans.: Procedure for issuing IDRs [Rule 5] : The issuing foreign company shall follow the following 
procedure for making an issue of IDRs:

(a) The foreign issuing company shall obtain the necessary approvals or exemptions from the appropri
ate authorities from the home country under the relevant laws relating to issue of capital and IDRs.

(b) The foreign issuing company shall obtain prior written approval from the SEBI.

(c) An application in prescribed form shall be made to the SEBI at least 90 days prior to the opening date 
of the IDRs issue along with prescribed fee. The issuing company shall also file through Merchant 
Banker, a due diligence report along with the application.



(d) Within a period of 30 days of receipt of an application, the SEBI may call further information and 
explanations for disposal of application. The application will be disposed within a period of 30 days 
from the date of receipt of further information or explanation.

Issuing company shall incorporate changes as specified by the SEBI. Final Prospectus can be filed 
with the SEBI or ROC after incorporation of changes specified by the SEBI.

(e) The issuing company shall pay issue fee as may be prescribed by the SEBI.

(/) The issuing company shall file a prospectus, certified by

- whole-time director and

- Chief Financial Officer

At the time of filing of said prospectus with the ROC, New Delhi, a copy of approval granted by the 
SEBI and the statement of fees paid by the Issuing Company shall also be attached.

(g) The issuing company shall appoint an Overseas Custodian Bank (OCB), Domestic Depository and 
Merchant Banker for the purpose of IDR issue.

(h) The issuing company may appoint registered underwriters to underwrite the issue of IDRs.

(i) The issuing company shall deliver the underlying equity shares to an OCB and the said OCB shall 
authorize the Domestic Depository to issue IDRs.

(j) The issuing company shall obtain in-principle listing permission from one or more stock exchanges 
having nationwide trading terminals in India.

Question 8] Which document or information shall be delivered to SEBI by the Merchant Banker
in case of IDR issue?

Ans.: Registration of documents [Rule 6]: Merchant Banker to the issue of IDRs shall deliver for registra
tion the following documents or information to the SEBI and ROC at New Delhi:

(1) Copy of the constitution or MOA of the issuing company.

(2) Copy of Law under which issuing company was incorporated in foreign country. A copy of relevant 
provisions of such law should be attested by an officer of the company.

(3) Address of its principal office in India, if the issuing company has established place of business in 
India.

(4) If the issuing company does not establish a principal place of business in India, an address in India 
where the said instrument, enactments or provision or copies are available for public inspection. If 
not in English, a certified translation of above documents shall be kept for public inspection.

(5) A certified copy of the certificate of incorporation of the issuing company in the country in which it 
is incorporated.

(6) The copies of the agreements entered into between the issuing company, the OCB, the Domestic 
Depository.

(7) If any document is required to be filed with the SEBI or the ROC is not in English language, a trans
lation of that document and attested by an authorized officer of the Embassy or Consulate of that 
country in India, shall be attached to each copy of the document.

Question 9] What are the conditions for issue of prospectus and application form in case of IDRs
issue?

Ans.: Conditions for the issue of prospectus and application [Rule 8 ]:
(z) Application form of IDRs shall be accompanied by a memorandum containing the salient features 

of prospectus.
(ii) An application form can be issued without the memorandum containing the salient features of 

prospectus if it is issued to underwriters.
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(iii) If the prospectus for subscription of IDRs includes a statement by an expert then prospectus shall 
also include a statement that expert has given his written consent to the issue such statement and 
he has not withdrawn consent before the delivery of a copy of the prospectus to the SEBI and ROC, 
New Delhi.

(iv) The person responsible for issue of the prospectus shall not incur any liability by reason of any 
non-compliance with or contravention, if—

(a) As regards any matter not disclosed, he proves that he had no knowledge or

(b) The contravention arose in respect of such matters which in the opinion of the Central Govern
ment were not material.

Question 10] Write a short note on: Listing of Indian Depository Receipts (IDRs)

CS (Executive) -  Dec 2012 (4 Marks)

Ans.: Listing of IDRs [Rule 9 ] : The IDRs shall be listed on the recognized Stock Exchange in India and 
such IDRs may be purchased, possessed and freely transferred by a person resident in India as defined 
in Section 2(v) of FEMA, subject to the provisions of the said Act.

Question 11] Write a short note on: Procedure for transfer and redemption of IDRs

Ans.: Procedure for transfer and redemption [Rule 10]:

(i) A resident holder of IDRs may transfer the IDRs or may ask the Domestic Depository to redeem 
these IDRs, subject to the provisions of the FEMA and other applicable laws.

(ii) In case of redemption, Domestic Depository shall request the Overseas Custodian Bank to get the 
corresponding underlying equity shares released in favour of the Indian resident for being sold 
directly or being transferred in the books of issuing company in the name of Indian resident.

(iii) A holder of IDRs may, at any time, nominate a person to whom his IDRs shall vest in the event of 
his death and Form FC-5 may be used for this purpose.

SEBI (ISSUE OF CAPITAL & DISCLOSURE REQUIREMENTS) REGULATIONS, 2009

Question 12] Discuss the eligibility criteria and conditions for issue of India Depository Receipts 
(IDRs). CS (Executive) -  Dec 2010 (5 Marks)

What are the conditions for issue of India Depository Receipts (IDRs)?

CS (Executive) -  June 2011 (5 Marks)

Ans.: Eligibility Criteria: For eligibility criteria, please refer to Question No. 6 of this Chapter. 

Conditions for issue of IDRs [Regulation 9 8 ] : An issue of IDR shall be subject to the following conditions:

(a) Issue size of IDR shall not be less than X 50 Crore.

(b) Procedure for applying IDR by each class of applicant shall be mentioned in the prospectus.

(c) Minimum amount for IDR subscription shall be ? 20,000.

(d) At least 50% of the IDR issued shall be allotted to qualified institutional buyers (QIB) on proportion
ate basis.

(e) Of the balance, 50% may be allocated to the non-institutional investors (Nil) and retail individual 
investors (RII) including employees. Allotment to investors within a category shall be on proportion
ate basis.
However, at least 30% of the IDRs being offered in the public issue shall be available for allocation 
to retail individual investors. In case of under subscription in retail individual investor category, 
spill over to other categories to the extent of under subscription may be permitted.

(/) At any given time, there shall be only one denomination of IDR of the issuing company.
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Question 13] What are the requirements for making investment in Indian Depository Receipts 
(IDRs)? CS (Executive) -  Dec 2008 (5 Marks

Ans.: Following are the requirements for making investment in IDRs:

(1) NRIs & FIIs cannot purchase or posses IDRs, unless special permission of RBI is taken.

(2) IDRs can be purchased by any person who is resident in India as defined under FEMA.

(3) Minimum amount for IDR subscription shall be ? 20,000.

(4) Investments by Indian companies in IDRs shall not exceed the investment limits, if any, prescribed 
for them under applicable laws.

(5) In every issue of IDR -

(i) At least 50% of the IDRs issued shall be subscribed to by QIBs;

(ii) The balance 50% shall be available for subscription by non-institutional investors.

Question 14] What are the provisions as to 'Minimum Subscription' of IDRs under the SEBI (Issue 
of Capital & Disclosure Requirements) Regulations, 2009.

Ans.: Minimum subscription [Regulation 99]:

For Non-underwritten Issues:

(a) If the issuing company does not receive the minimum subscription of 90% of the offer on the date 
of closure of the issue, the issuing company shall forthwith refund the entire subscription amount 
received.

(b) If the issuing company fails to refund the entire subscription amount within 15 days from the date 
of the closure of the issue, it is liable to pay the amount with interest to the subscribers at the rate of 
15% p.a. for the period of delay.

For Underwritten Issues : If the issuing company does not receive the minimum subscription of

90% of the offer including devolvement of underwriters within 60 days from the date of closure of the 
issue, the issuing company shall forthwith refund the entire subscription amount received with interest 
to the subscribers at the rate of 15% p.a. for the period of delay beyond 60 days.

Question 15] Write a short note on: Fungibility of IDRs

Ans.: Fungibility [Regulation 100] : The Indian depository Receipts shall not be automatically fungible 
into underlying equity shares of issuing company.

Partial fungibility of IDRs (i.e. redemption/ conversion of IDRs into underlying equity shares) in a financial 
year to the extent of 25% of the IDRs originally issued is allowed.

Further, SEBI has decided in its Board Meeting held on January 18, 2013 to enable partial two-way fun
gibility of IDRs.

Question 16] What disclosures are required to be made in prospectus and abridged prospectus in 
case of IDRs issue under the SEBI (Issue of Capital & Disclosure Requirements) Regulations, 2009?

Ans.: Disclosures in prospectus and abridged prospectus [Regulation 103]:

(1) The prospectus shall contain all material disclosures which are true, correct and adequate so as to 
enable the applicants to take an informed investment decision.

(2) The prospectus shall contain:
(a) The disclosures specified in Schedule to the Companies (Issue of Indian Depository Receipts) 

Rules, 2004 and
(b) The disclosures in the manner as specified in Part A of Schedule XIX of this Regulation.
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(3) The abridged prospectus for issue of Indian Depository Receipts shall contain the disclosures as 
specified in Part B of Schedule XIX.

Question 17] Briefly discuss the provisions relating to post issue work in relation to IDRs issue 
under the SEBI (Issue of Capital & Disclosure Requirements) Regulations, 2009.

Ans.: Post-issue reports [Regulation 104] : The merchant banker shall submit post-issue reports to the 
SEBI as follows:

(a) Initial post issue report on the lines of Parts A & B of Schedule XVI, within 3 days of closure of the 
issue.

(b) Final post issue report on the lines of Parts C & D of Schedule XVI, within 15 days of the date of 
finalisation of basis of allotment or within fifteen days of refund of money in case of failure of issue.

Undersubscribed issue [Regulation 105]: In case of undersubscribed issue of IDR, the merchant banker 
shall furnish information in respect of underwriters who have failed to meet their underwriting devolve- 
ment to the SEBI in a format specified in Schedule XVII.

Finalisation of basis of allotment [Regulation 106]: The executive director or managing director of the 
stock exchange, where the IDR are proposed to be listed, along with the post issue lead merchant bankers 
and registrars to the issue shall ensure that the basis of allotment is finalised in a fair and proper manner 
in accordance with the allotment procedure as specified in Schedule XV.

Question 18] Briefly discuss the provisions "right issue of IDR" under the SEBI (Issue of Capital 
& Disclosure Requirements) Regulations, 2009.

Ans.: In the light of the Standard Chartered Rights, SEBI amended the ICDR Regulations, 2009 by insert
ing a new chapter viz. Chapter XA in the existing Regulations.

Applicability: Every listed issuer offering IDRs through a rights issue shall prepare the offer document 
in accordance with the home country requirements along with an addendum containing disclosures as 
specified in Part A of Schedule XXI and regulation 106F and file the same with the SEBI and the stock 
exchanges on which the IDRs of the issuer are listed.

Eligibility:

- Issuer should not be in breach of any ongoing material obligations under the IDR Listing Agreement.

- Application to all recognised stock exchanges, where such IDRs are listed, must have been made, 
for listing of IDRs to be issued by way of rights, before such issue.

Disclosures : Following disclosures shall be made:

♦  Disclosures as required in the home country of the issuer.

♦  An additional wrap (addendum to offer document) attached to the offer document.

♦  The Regulations further provide for:

- Disclosures in Abridged Prospectus

- Disclosures in Addendum to Offer

- Disclosures in Abridger Letter of offer

- Dispatch of abridged letter of offer and application form

- Pre-Issue Advertisement for rights issue.

Fast Track Issue :

♦  The issuer is in compliance with the provisions of deposit agreement and listing agreement for a 
period of at least 3 years immediately preceding the date of filing of the offer document.

♦  The offer document has been filled and reviewed by the securities regulator in the home country of 
the issuer.
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♦  There are no pending show-cause notices or prosecutions proceedings against the issuer or its pro
moter, or whole time directors on the reference date by SEBI or the regulatory authorities in its home 
country restricting them from accessing the capital markets.

♦  Issuer has redressed at least 95% of the complaints received from the IDR holders before the end of 
3 months period preceding the filing of letter of offer.

Other Relevant Provisions : The Regulations further provide that:

♦  The rights offering must include a right exercisable by the person concerned to renounce the IDRs 
offered in favour of any other person subject to applicable laws.

♦  If an issuer withdraws the rights issue after announcing the record date, he is restricted from making 
an application for offering of IDRs on a rights basis for a period of 12 months from the said record 
date.

♦  A rights issue shall be open for subscription for a period as applicable under the laws of its home 
country but in no case less than 10 days.

♦  Issuer shall utilize funds raised in relation to the IDRs pursuant to the rights offering only upon 
completion of the allotment process.

COMPLIANCES UNDER LISTING AGREEMENT FOR IDRs

Question 19] What are the compliances under the SEBI (Listing Obligations & Disclosure Require
ments) Regulations, 2015 for Indian Depository Receipts (IDRs) relating to appointment of Company 
Secretary? CS (Executive) - June 2010 (4 Marks)

Ans.: Every issuer of an IDR has to comply with the conditions stipulated in the listing agreement for 
IDRs issued under SEBI (Listing Obligations & Disclosure Requirements) Regulations, 2015.

Compliance Officer [Regulation 6]:

(1) A listed entity shall appoint a qualified Company Secretary as the Compliance Officer.

(2) The Compliance Officer of the listed entity shall be responsible for -

(a) Ensuring conformity with the regulatory provisions applicable to the listed entity in letter and 
spirit.

(b) Co-ordination with and reporting to SEBI, recognized stock exchanges and depositories with 
respect to compliance with rules, regulations and other directives of these authorities in man
ner as specified from time to time.

(c) Ensuring that the correct procedures have been followed that would result in the correctness, 
authenticity and comprehensiveness of the information, statements and reports filed by the 
listed entity under these regulations.

(id) Monitoring email address of grievance redressal division as designated by the listed entity for 
the purpose of registering complaints by investors:

However, requirements of this regulation shall not be applicable in the case of units issued by mutual 
funds which are listed on recognized stock exchange but shall be governed by the provisions of the SEBI 
(Mutual Funds) Regulations, 1996.

Question 20] State the various compliances to be made by companies issuing Indian Depository 
Receipts (IDRs) under the SEBI (Listing Obligations & Disclosure Requirements) Regulations, 2015?

Ans.: Regulations 67 to 80 makes the provisions relating to compliances to be made by companies issuing 
IDRs under the SEBI (Listing Obligations & Disclosure Requirements) Regulations, 2015.

General Obligations of listed entity [Regulation 67]:

(1) All correspondences filed with the stock exchange and those sent to the IDR Holders shall be in 
English.
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(2) The listed entity shall comply, at all times, with the rules/regulations/laws of the country of origin.

(3) The listed entity shall undertake that the competent Courts, Tribunals and regulatory authorities 
in India shall have jurisdiction in the event of any dispute, either with the stock exchange or any 
investor, concerning the IDRs offered or subscribed or bought in India.

(4) The listed entity shall forward, on a continuous basis, any information requested by the stock ex
change, in the interest of investors from time to time.

(5) In case of any claim, difference or dispute under the provisions of this chapter and other provisions 
of these regulations applicable to the listed entity, the same shall be referred to and decided by ar
bitration as provided in the bye-laws and regulations of the stock exchanges.

Disclosure of material events or information [Regulation 68]:

(1) The listed entity shall promptly inform to the stock exchanges of all events which are material, all 
information which is price sensitive or have bearing on performance/operation of the listed entity.

(2) The listed entity shall make the disclosures as specified in Part C of Schedule III.

IDR holding pattern & Shareholding details [Regulation 69]:

(1) The listed entity shall file with the stock exchange the IDR holding pattern on a quarterly basis within 
15 days of end of the quarter in the format specified by the SEBI.

(2) The listed entity shall file the following details with the stock exchange as is required to be filed in 
compliance with the disclosure requirements of the listing authority or stock exchange in its home 
country or any other jurisdiction where the securities of the listed entity are listed:

(a) Shareholding Pattern;

(b) Pre and post arrangement share holding pattern and Capital Structure in case of any corporate 
restructuring like mergers/amalgamations

Periodical Financial Results [Regulation 70]:

(1) The listed entity shall file periodical financial results with the stock exchange in such manner and 
within such time and to the extent that it is required to file as per the listing requirements of the 
home country.

(2) The listed entity shall comply with the requirements with respect to preparation and disclosures in 
financial results as specified in Part B of Schedule IV.

Annual Report [Regulation 71]:

(1) The listed entity shall submit to stock exchange an annual report at the same time as it is disclosed 
to the security holder in its home country or in other jurisdictions where such securities are listed.

(2) The annual report shall contain the following:

- Report of SEBI of directors

- Balance Sheet

- Profit and Loss Account

- Auditors Report

- All periodical and special reports (if applicable)

- Any such other report which is required to be sent to security holders annually.

(3) The listed entity shall comply with the requirements with respect to preparation and disclosures in 
financial results in annual report as specified in Part B of Schedule IV.

Corporate Governance [Regulation 72]:
(1) The listed entity shall comply with the corporate governance provisions as applicable in its home 

country and other jurisdictions in which its equity shares are listed.
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(2) The listed entity shall submit to stock exchange a comparative analysis of the corporate governance 
provisions that are applicable in its home country and in the other jurisdictions in which its equity 
shares are listed along with the compliance of the same vis-a-vis the corporate governance require
ments applicable under Regulations 17 to 27, to other listed entities.

Documents and Information to IDR Holder [Regulation 73]: The listed entity shall disclose/send the 
following documents to IDR Holders, at the same time and to the extent that it discloses to security holders 
in its home country or in other jurisdictions where its securities are listed:

(a) Soft copies of the annual report to all the IDR holders who have registered their email addresses for 
the purpose

(b) Hard copy of the annual report to those IDR holders who request for the same either through do
mestic depository or Compliance Officer

(c) The pre and post arrangement capital structure and share holding pattern in case of any corporate 
restructuring like mergers/amalgamations and other schemes

Equitable Treatment to IDR Holders [Regulation 74]:

(1) If the listed entity's equity shares or other securities representing equity shares are also listed on 
the stock exchanges in countries other than its home country, it shall ensure that IDR Holders are 
treated in a manner equitable with security holders in home country.

(2) The listed entity shall ensure that for all corporate actions, except those which are not permitted 
by Indian laws, it shall treat IDR holders in a manner equitable with security holders in the home 
country.

(3) In case of take-over or delisting or buy-back of its equity shares, the listed entity shall, while follow
ing the laws applicable in its home country, give equitable treatment to IDR holders vis-a-vis security 
holder in home country.

(4) The listed entity shall ensure protection of interests of IDR holders particularly with respect to all 
corporate benefits permissible under Indian laws and the laws of its home country and shall address 
all investor grievances adequately.

Advertisements in Newspapers [Regulation 75]: The listed entity shall publish the following information 
in the newspaper:

(a) periodical financial results required to be disclosed

(b) Notices given to its IDR Holders by advertisement.

The above information shall be issued in at one English national daily newspaper circulating in the whole 
or substantially the whole of India and in one Hindi national daily newspaper in India.

Terms of Indian Depository Receipts [Regulation 76]:

(1) The listed entity shall pay the dividend as per the timeframe applicable in its home country or other 
jurisdictions where its securities are listed, whichever is earlier, so as to reach the IDR Holders on 
or before the date fixed for payment of dividend to holders of its equity share or other securities.

(2) The listed entity shall not forfeit unclaimed dividends before the claim becomes barred by law in 
the home country of the listed entity, as may be applicable, and that such forfeiture, when effected, 
shall be annulled in appropriate cases.

(3) The Indian Depository Receipts shall have two-way fungibility in the manner specified by the SEBI 
from time to time.

Structure of Indian Depository Receipts [Regulation 77]:

(1) The listed entity shall ensure that the underlying shares of IDRs shall rank pari passu with the existing 
shares of the same class and the fact of having different classes of shares based on different criteria, 
if any, shall be disclosed by the listed entity in the annual report.
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(2) The listed entity shall not exercise a lien on the fully paid underlying shares, against which the IDRs 
are issued, and that in respect of partly paid underlying shares, against which the IDRs are issued 
and shall also not exercise any lien except in respect of moneys called or payable at a fixed time in 
respect of such underlying shares.

(3) The listed entity, subject to the requirements under the laws and regulations of its home country, 
if any amount be paid up in advance of calls on any underlying shares against which the IDRs are 
issued, shall stipulate that such amount may carry interest but shall not in respect thereof confer a 
right to dividend or to participate in profits.

Record Date [Regulation 78]:

(1) The listed entity, where it is required so to do in its home country or other jurisdictions where its 
securities may be listed, shall fix the record date for the purpose of payment of dividends or distri
bution of any other corporate benefits to IDR Holders.

(2) The listed entity shall give notice in advance of at least four working days to the recognized stock 
exchanges of record date specifying the purpose of the record date.

Voting [Regulation 79]:

(1) The listed entity shall, either directly or through an agent, send out proxy forms to IDR Holders in 
all cases mentioning that a security holder may vote either for or against each resolution.

(2) Voting rights of the IDR Holders shall be exercised in accordance with the depository agreement.

Delisting of Indian Depository Receipt [Regulation 80]:

(1) The listed entity shall, if it decides to delist IDR, give fair and reasonable treatment to IDR holders.

(2) The listed entity shall comply with such norms and conditions for delisting IDR as specified by the 
SEBI or stock exchange in this regard.

(3) The listed entity shall, in case underlying equity shares are delisted, shall delist and cancel the IDR.

OBJECTIVE QUESTIONS 

Question A] Expand the following abbreviations :

(1) IDR (5) FEMA (9) CEO

(2) OCB (6) QIB (10) CFO

(3) MCA (7) Nil (11) PLC

(4) ICDR (8) RII

Question B] Re-write the following sentences after filling-up the blank spaces with ap
propriate word(s)/figure(s):

(1) A company incorporated outside India may issue IDRs if its pre-issue paid-up capital and free
reserves is at least US $ _______ and it has had an average turnover of US $ ________during last 3

financial years.
(2) A company incorporated outside India may issue IDRs if has been making profits for at last________

(3) A company incorporated outside India may issue IDRs if its pre-issue_______ ratio is not more than
2:1.

(4) No resident Indian individual can hold more than__________ worth of foreign securities purchased
per year as per FEMA Regulations.

(5) Issue size of IDR shall not be less than ? . _______
(6) If the issuing company does not receive the minimum subscription for IDRs issue, it shall forthwith

refund the entire subscription amount received with interest to the subscribers at the rate o f________
p.a.



INDIAN DEPOSITORY RECEIPTS 301

(7) Partial fungibility of IDRs in a financial year to the extent o f_____ of the IDRs originally issued is
allowed.

(8) If an issuer withdraws the rights issue after announcing the record date, he is restricted from making
an application for offering of IDRs on a rights basis for a period o f________ from the said record

date.

Question C] Select the correct option.

1 .  means any instrument in the form of a
depository receipt created by Domestic Depository 
in India against the underlying equity shares of a 
company incorporated outside India.

(a) Global Depository Receipt (GDR)

(b) American Depository Receipt (ADR)

(c) Indian Depository Receipt (IDR)

(id) Any of the above

2. As per Regulation 98 of the SEBI (Issue of Capital 
& Disclosure Requirements) Regulations, 2009, issue 
size of IDR shall not be less than_____

(a) ?  100 Crore

(b) US $50 Million

(c) US $ 100 Million

(d) ?  50 Crore

3. IDR is an instrument denominated in ______

(a) Foreign currency

(b) Indian Rupees

(c) Partly in (a) and partly in (b)

(id) Either (a) or (b)

4. At least 50% of the IDR issued shall be allotted to 
 on proportionate basis.

(a) Mutual funds

(b) QIB

(c) FII

(d) PSU

5. Which PLC listed first IDR in India?
(a) Swiss Bank Ltd.
(b) Microsoft Ltd.
(c) Standard Chartered 
(id) IBM

6. As per Regulation 98 of the SEBI (Issue of Capital 
& Disclosure Requirements) Regulations, 2009, mini
mum amount for IDR subscription shall be_________

(a) ? 50,000

(b) U S$5,000

(c) t  20,000

(d) U S$10,000

7. Overseas Custodian Bank_____

I. acts as custodian for the equity shares of issu
ing company against IDRs issue

II. issue Depository Receipts against underlying 
shares held by Domestic Custodian Bank

(a) Both I and II

(b) I only

(c) Neither I nor II

(d) II only

8. What is the minimum subscription specified for 
IDR issue under the SEBI (Issue of Capital & Dis
closure Requirements) Regulations, 2009?

(a) 90%

(b) 75%

(c) 80%

(d) 95%

9. A company incorporated outside India having
pre-issue paid-up capital and free reserves of_______
can issue IDRs.

{a) US $ 100 Million

(b) t  500 Crores

(c) t  250 Crores
(d) US $50 Million

10. In IDR issue, if the issuing company fails to re
fund the entire subscription amount w ithin_____
from the date of the closure of the issue, it is liable 
to pay the amount with interest to the subscribers 
at the rate of 15% p.a. for the period of delay.

(a) 30 days
(b) 15 days
(c) 45 days
(d) 20 days

11. A company incorporated outside India having
average turnover o f______ during last 3 financial
years can issue IDRs.
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(a) ? 500 Crores

(b) US $ 250 Million

(c) ? 1,000 Crores

(d) US $ 500 Million

12. The abridged prospectus for issue of Indian 
Depository Receipts shall contain the disclosures
as specified in _______ o f______ of the SEBI (Issue
of Capital & Disclosure Requirements) Regulations, 
2009.

(a) Part A; Schedule XVII

(b) Part B; Schedule XIX

(c) Part B; Schedule XVII

(d) Part B; Schedule XIX

13. Which of the following statement is correct (•/) 
or incorrect (x)?

A. In order to issue IDRs, a company incorporated 
outside India must have been making profits 
for last 5 years.

B. In order to issue IDRs, a company incorporated 
outside India must have declaring dividend of 
not less than 15% in last 10 years.

A B

(«) X

(b) ✓

(c) X X

(d) X V

14. In case of IDRs issue, Merchant Banker has to
file Initial post issue report within______ of closure
of the issue.

(a) 3 days
(b) 7 days
(c) 10 days
(d) 15 days

15. Which of the following is/are eligible criteria for 
issuance of IDRs?

(i) Pre-issue debt equity ratio of issuing company 
is not more than 1:2.

(ii) Issuing company may be listed or unlisted in 
its home country.

(a) (i) only

(b) (ii) only

(c) Both (i) and (ii)

(d) Neither (i) nor (ii)

16. Allotment of IDRs has to be made as per______
of the SEBI (Issue of Capital & Disclosure Require
ments) Regulations, 2009.

(a) Schedule XV

(b) Schedule XX

(c) Schedule XVI

(d) Schedule XIV

17. Issuing company has to make an application in
prescribed form to the SEBI at least_______ prior
to the opening date of the IDRs issue along with 
prescribed fee.

(a) 30 days

(b) 60 days

(c) 90 days

(d) 120 days

18. A rights issue of IDRs shall be open for subscrip
tion for a period as applicable under the laws of its 
home country but in no case less than_______

(a) 5 days

(b) 10 days

(c) 3 days

(d) 21 days

19. A holder of IDRs may, at any time, nominate a 
person to whom his IDRs shall vest in the event of 
his death and______ may be used for this purpose.

(a) FormFC-5

(b) Form FC-II

(c) FormFC-C

(d) FormFC-2

Answer to Question A:

&bhreviflfl LStlff rOlUl .
IDR Indian Depository Receipt
OCB Overseas Custodian Bank
MCA Ministry of Corporate Affairs
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ICDR Issue of Capital & Disclosure Requirements
FEMA Foreign Exchange Management Act
QIB Qualified Institutional Buyers
Nil Non-Institutional Investors -

RII Retail Individual Investors
CEO Chief Executive Officer
CFO Chief Financial Officer
PLC Public Limited Company

Answer to Question B:

(1) 100 Million; 500 Million (2) 5 years (3) debt equity (4) US $ 2,00,000 (5) 50 Crore (6) 15% (7) 25% (8) 
12 months

Answer to Question C:

1. (c) 5. (0 8. (a) 11. (d) 14. (a) 17. (0
2. (d) 6. (c) 9. (a) 12. (d) 15. (d) 18. (b)
3. (b) 7. iP) 10. (b) 13. (a) 16. (a) 19. (a)
4. (b)
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C H A P T E R

FOREfGlH’ ORTFOLIO
INVESTORS

Question 1] What do you understand by Foreign Portfolio Investor (FPI)?

Ans.: Foreign Portfolio Investment (FPI) is investment by non-residents in Indian securities including shares, 
government bonds, corporate bonds, convertible securities, infrastructure securities etc. The classes o f  investors 
who make investment in these securities are known as Foreign Portfolio Investors.

FPI is induced by differences in equity price scenario, bond yield, growth prospects, interest rate, dividends 
or rate of return on capital in India's financial assets.

Foreign Portfolio Investors includes investment groups of Foreign Institutional Investors (FIIs), Qualified 
Foreign Investors (QFIs) and sub-accounts etc. NRI's doesn't come under FPI.

After the new SEBI guidelines, the RBI stipulated that Foreign Portfolio Investors include Asset Management 
Companies, Banks, Pension Funds, Mutual Funds, and Investment Trusts as Nominee Companies, 
University Funds, Endowment Foundations, Charitable Trusts and Charitable Societies etc.

Question 2] State the provisions relating to registration of Foreign Portfolio Investor as per the SEBI 
(Foreign Portfolio Investors) Regulations, 2014.

Ans.: Application for grant of certificate as foreign portfolio investor [Regulation 3]: No person shall 
buy, sell or otherwise deal in securities as a foreign portfolio investor unless it has obtained a certificate 
granted by the designated depository participant on behalf of the SEBI.

However, foreign institutional investor or sub-account may, subject to payment of conversion fees as 
specified in Part A of the Second Schedule, continue to buy, sell or otherwise deal in securities subject to 
the provisions of these regulations, till the expiry of its registration as a foreign institutional investor or 
sub-account, or until he obtains a certificate of registration as foreign portfolio investor, whichever is earlier.

A qualified foreign investor may continue to buy, sell or otherwise deal in securities for a period of 1 
year from the date of commencement of these regulations, or until he obtains a certificate of registration 
as foreign portfolio investor, whichever is earlier.

An application for the grant of certificate as foreign portfolio investor shall be made to the designated 
depository participant in Form A of the First Schedule and shall be accompanied by the fee specified in 
Part A of the Second Schedule.
Eligibility criteria of Foreign Portfolio Investor [Regulation 4]: The designated depository participant 
shall not consider an application for grant of certificate of registration as a foreign portfolio investor unless 
the applicant satisfies the following conditions namely, —

(a) the applicant is a person not resident in India;

(b) the applicant is resident of a country whose securities market regulator is a signatory to International 
Organization of Securities Commission's (IOSC) Multilateral Memorandum of Understanding or a 
signatory to bilateral Memorandum of Understanding with the SEBI;

(c) the applicant being a bank, is a resident of a country whose central bank is a member of Bank for 
International Settlements;

(d) the applicant is not resident in a country identified in the public statement of Financial Action Task 
Force as:

304
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- a jurisdiction having a strategic Anti-Money Laundering or Combating the Financing of Ter
rorism deficiencies to which counter measures apply; or

- a jurisdiction that has not made sufficient progress in addressing the deficiencies or has not 
committed to an action plan developed with the Financial Action Task Force to address the 
deficiencies;

(e) the applicant is not a non-resident Indian;

(J) the applicant is legally permitted to invest in securities outside the country of its incorporation or 
establishment or place of business;

(g) the applicant is authorized by its MOA and AOA or equivalent documents or the agreement to invest 
on its own behalf or on behalf of its clients;

(h) the applicant has sufficient experience, good track record, is professionally competent, financially 
sound and has a generally good reputation of fairness and integrity;

(;i) the grant of certificate to the applicant is in the interest of the development of the securities market;

(/') the applicant is a fit and proper person based on the criteria specified in Schedule II of the Securities 
and Exchange Board of India (Intermediaries) Regulations, 2008; and

(k) any other criteria specified by the SEBI from time to time.

Categories of Foreign Portfolio Investor (FPI) [Regulation 5]: An applicant shall seek registration as a 
foreign portfolio investor in one of the categories mentioned below:

(1) Category I FPI: It shall include Government and Government related investors such as central banks, 
Governmental agencies, sovereign wealth funds and international or multilateral organizations or 
agencies;

(2) Category II FPI: It shall include:

(a) Appropriately regulated broad based funds such as mutual funds, investment trusts, insur
ance/ reinsurance companies;

(b) Appropriately regulated persons such as banks, asset management companies, investment 
managers/advisors, portfolio managers;

(c) broad based funds that are not appropriately regulated but whose investment manager is ap
propriately regulated. However, the investment manager of such broad based fund is itself 
registered as Category II FPI. The investment manager undertakes that it shall be responsible 
and liable for all acts of commission and omission of all its underlying broad based funds and 
other deeds and things done by such broad based funds under these regulations.

(d) University funds and pension funds; and

(e) University related endowments already registered with the SEBI as foreign institutional inves
tors or sub-accounts.

Explanation 1: An applicant seeking registration as a foreign portfolio investor shall be con
sidered to be "appropriately regulated" if it is regulated or supervised by the securities market 
regulator or the banking regulator of the concerned foreign jurisdiction, in the same capacity 
in which it proposes to make investments in India.

Explanation 2: "Broad based fund" shall mean a fund, established or incorporated outside 
India, which has at least 20 investors with no investor holding more than 49% of the shares 
or units of the fund. However, if the broad based fund has an institutional investor who holds 
more than 49% of the shares or units in the fund, then such institutional investor must itself be 
a broad based fund.

For ascertaining the number of investors in a fund, direct investors as well as underlying inves
tors shall be considered.
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Only investors of entities which have been set up for the sole purpose of pooling funds and 
making investments, shall be considered for the purpose of determining underlying investors.

(3) Category III FPI: It shall include all others not eligible under Category I and II foreign portfolio 
investors such as endowments, charitable societies, charitable trusts, foundations, corporate bodies, 
trusts, individuals and family offices.

Furnishing of information, clarification and personal representation [Regulation 6]: The SEBI or the 
designated depository participant may require the applicant to furnish further information or clarification 
to grant certificate of registration as a foreign portfolio investor.

The applicant or his authorized representative can appear before them for personal representation in 
connection with the grant of a certificate.

Procedure and grant of certificate [Regulation 7]: The designated depository participant may grant 
certificate of registration as prescribed in Form B of First Schedule to an applicant if it is satisfied that 
the applicant is eligible and fulfils the requirements as specified in these regulations.

The designated depository participant shall endeavor to dispose of the application for grant of certificate 
of registration as soon as possible but not later than 30 days after receipt of application by the designated 
depository participant or, after the information called for has been furnished, whichever is later.

Upon grant of certificate of registration, the designated depository participant shall forthwith collect the 
fees from foreign portfolio investor on behalf of the SEBI and shall remit fees to the SEBI.

If an applicant has any grievance with respect to its application or if the designated depository participant 
has any question in respect of interpretation of any provision of the regulation, it may approach the SEBI 
for appropriate instructions.

Application to conform to the requirements [Regulation 8]: An application for grant of certificate of 
registration which is not complete in all respects or is false or misleading in any material particular shall 
be deemed to be deficient and liable to be rejected.

However, before rejecting any application, the applicant shall be given a reasonable opportunity to remove 
the deficiency, within the time as specified by the designated depository participant.

Procedure where certificate is not granted [Regulation 9]: Where an application for grant of a certificate 
does not satisfy the requirements, the designated depository participant may reject the application after 
giving the applicant a reasonable opportunity of being heard.

The decision to reject the application shall be communicated by the designated depository participant to 
the applicant in writing stating the grounds on which the application has been rejected.

Appeal to SEBI: The applicant, who is aggrieved by the decision of the designated depository participant may, 
within a period of 30 days from the date of receipt of communication apply to the SEBI for reconsideration 
of the decision of the designated depository participant.

The SEBI shall, as soon as possible, in the light of the submissions made in the application for reconsidera
tion and after giving a reasonable opportunity of being heard, convey its decision in writing to the applicant.

Suspension, cancellation or surrender of certificate [Regulation 10]: The registration granted by the 
designated depository participant on behalf of the SEBI shall be permanent unless suspended or cancelled 
by the SEBI or surrendered by the foreign portfolio investor.

Suspension and cancellation of registration granted by the SEBI shall be dealt with in the manner as 
provided in Chapter V of the SEBI (Intermediaries) Regulations, 2008.

Any foreign portfolio investor desirous of giving up its activity and surrendering the certificate of 
registration may make a request for such surrender to the designated depository participant who shall 
accept the surrender of registration after obtaining approval from the SEBI to do so. While accepting the 
surrender of registration, the designated depository participant may impose conditions specified by the 
SEBI and such person shall comply with such conditions.
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Question 3] State the provisions relating to registration of Designated Depository Participant (DDP) 
as per the SEBI (Foreign Portfolio Investors) Regulations, 2014.

Ans.: Application for approval to act as designated depository participant [Regulation 11]: No person 
shall act as designated depository participant unless it has obtained the approval of the SEBI.

However, a custodian of securities registered with SEBI shall be deemed to have been granted approval as 
designated depository participant subject to the payment of fees as specified in Part B of Second Schedule.

A qualified depository participant which has been granted approval by the SEBI, having opened qualified 
foreign investor account, shall be deemed to have been granted approval as designated depository 
participant subject to the payment of fees.

An application for approval to act as designated depository participant shall be made to SEBI through 
depository in which the applicant is a participant and shall be accompanied by the application fee.

The depository shall forward to the SEBI the application, as early as possible, but not later than 30 days from 
the date of receipt by the depository, along with its recommendations and certifying that the participant 
complies with the eligibility criteria as provided for in these regulations.

Eligibility criteria of designated depository participant [Regulation 12]: The SEBI shall not consider an 
application for the grant of approval as designated depository participant unless the applicant satisfies 
the following conditions, namely:

(a) The applicant is a participant registered with the SEBI.

(b) The applicant is a custodian of securities registered with the SEBI.

(c) The applicant is an Authorized Dealer Category-1 bank authorized by RBI.

(d) The applicant has multinational presence either through its branches or through agency relationships 
with intermediaries regulated in their respective home jurisdictions.

(e) The applicant has systems and procedures to comply with the requirements of Financial Action Task 
Force Standards, Prevention of Money Laundering Act, 2002, Rules prescribed thereunder and the 
circulars issued from time to time by the SEBI.

(/) The applicant is a fit and proper person based on the criteria specified in Schedule II of the SEBI 
(Intermediaries) Regulations, 2008.

(g) Any other criteria specified by the SEBI from time to time.

The SEBI may consider an application from a global bank, regulated in its home jurisdiction, for grant 
of approval to act as designated depository participant, if it is satisfied that it has sufficient experience 
in providing custodial services and the grant of such approval is in the interest of the development of 
the securities market. Such global bank shall be registered with the SEBI as a participant, custodian of 
securities, and shall have tie up with Authorized Dealer Category-1 bank.

Furnishing of information, clarification and personal representation [Regulation 13]: The SEBI may 
require the applicant or the depository of which the applicant is a participant to furnish such further 
information or clarification as may be considered necessary for grant of approval to act as designated 
depository participant.

Applicant or his authorized representative may appear before SEBI for personal representation in 
connection with the grant of approval.

Procedure and grant of approval to designated depository participant [Regulation 14]: After considering 
an application, the SEBI may grant approval to the applicant, if it is satisfied that the applicant is eligible 
and fulfils the requirements as specified in the regulations including payment of fees.

The SEBI shall dispose of the application for grant of approval as soon as possible but not later than one 
month after receipt of application by the SEBI or, after the information called for has been furnished, 
whichever is later.
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Application to conform to the requirements [Regulation 15]: An application for grant of approval to 
act as designated depository participant which is not complete in all respects or is false or misleading 
in any material particular, shall be deemed to be deficient and shall be liable to be rejected by the SEBI.

Before rejecting any such application, the applicant shall be given a reasonable opportunity to remove 
the deficiency, within the time as specified by the SEBI.

Procedure where approval is not granted [Regulation 16]: Where an application for grant of an approval 
does not satisfy the requirements specified in these regulations, the SEBI may reject the application after 
giving the applicant a reasonable opportunity of being heard.

The decision to reject the application shall be communicated by the SEBI to the applicant in writing stating 
therein the grounds on which the application has been rejected.

The applicant, who is aggrieved by the decision of the SEBI may, within a period of 30 days from the date 
of receipt of communication, apply to the SEBI for reconsideration of its decision. The SEBI shall, as soon 
as possible, in the light of the submissions made in the application for reconsideration made and after 
giving a reasonable opportunity of being heard, convey its decision in writing to the applicant.

Validity of approval [Regulation 17]: The approval granted by the SEBI shall be permanent unless 
suspended or withdrawn by the SEBI or surrendered by the designated depository participant.

Suspension or withdrawal of approval [Regulation 18]: After providing the designated depository 
participant a reasonable opportunity of being heard, SEBI may by order suspend or withdraw approval 
if any designated depository participant who has been granted approval -

(a) fails to comply with any conditions subject to which an approval has been granted;

(b) contravenes any of the provisions of the securities laws or directions, instructions or circulars.

Surrender of approval [Regulation 19]: Any designated depository participant, who has been granted 
approval, desirous of giving up its activity and surrendering the approval granted, may make a request 
for such surrender to the SEBI.

While accepting the surrender, the SEBI may impose such conditions as it deems fit for protection of 
investors or the clients of designated depository participants or the securities market and such person 
shall comply with such conditions.

Some of the recognized Designated Depository Participants (DDP) by the SEBI are as follows:

1. Axis Bank Ltd. v . ' . f
2. BNP Paribas - r'. - ' *  *v ^
3. Citibank N.A. ' *  -  ‘ \ ‘ '

6. Edelweiss Custodial Services L td

4. DBS Bank Ltd. J .  ' .  '  *
5. Deutsche Bank AG f.' . ;

7. Geojit BNP Paribas Financial Services Ltd.

8. HDFC Bank Ltd.
9. HSBC Ltd.

10. ICICI Bank Ltd.
i

11. IL & FS Securities Seuices Ltd
12. India Infoline Ltd.
13. JPMorgan Chase Bank
14. Kotak Mahindra Bank Ltd.
15. Orbis Financial Corporation I .td.
16. SBI-SG Global Securities Services Pvt. Ltd.

/ices

mm
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.17. Standard Chartered Bank' , *
18. Stock Holding Corporation of India Ltd.

HSBC Securities Services becomes one o f the first designated depository participant in India to register a new Foreign 
Portfolio Investor (FPI) on the first day o f implementation of the FPI framework notified by market regulator SEBI._______

Question 4] State the provisions relating to Investment restrictions on foreign portfolio investor as 
per the SEBI (Foreign Portfolio Investors) Regulations, 2014.

Ans.: Investment restrictions [Regulation 21]:

(1) A foreign portfolio investor shall invest only in the following securities, namely —

(a) Shares, debentures and warrants of companies, listed or to be listed on a recognized stock 
exchange in India, through primary and secondary markets;

(b) Units of schemes floated by domestic mutual funds, whether listed on a recognized stock ex
change or not;

(c) Units of schemes floated by a collective investment scheme;

(d) Derivatives traded on a recognized stock exchange;

(e) Treasury bills and dated government securities;

(/) Commercial papers issued by an Indian company;

(g ) Rupee denominated credit enhanced bonds;

(h) Security receipts issued by asset reconstruction companies;

(i) Perpetual debt instruments and debt capital instruments, as specified by the RBI from time to 
time;

(j) Listed and unlisted non-convertible debentures/bonds issued by an Indian company in the 
infrastructure sector, where 'infrastructure' is defined in terms of the extant External Com
mercial Borrowings (ECB) guidelines;

(k) Non-convertible debentures or bonds issued by Non-Banking Financial Companies categorized 
as Infrastructure Finance Companies (IFCs) by the RBI;

(I) Rupee denominated bonds or units issued by infrastructure debt funds;
(m) Indian depository receipts; and

(n) Such other instruments specified by the SEBI from time to time.

(2) In respect of investments in the secondary market, the following additional conditions shall apply:

(a) A foreign portfolio investor shall transact in the securities in India only on the basis of taking 
and giving delivery of securities purchased or sold.

(b) Nothing contained in clause (a) shall apply to:

i. any transactions in derivatives on a recognized stock exchange;

ii. short selling transactions in accordance with the framework specified by the SEBI;

iii. any transaction in securities pursuant to an agreement entered into with the merchant 
banker in the process of market making or subscribing to unsubscribed portion of the 
issue in accordance with SEBI (Issue of Capital & Disclosure Requirements) Regulations, 
2009;

iv. any other transaction specified by the SEBI.

(c) No transaction on the stock exchange shall be carried forward.

(d) The transaction of business in securities by a foreign portfolio investor shall be only through 
stock brokers registered by the SEBI.
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(e) Nothing contained in clause (d) shall apply to:
- transactions in Government securities and such other securities falling under the purview 

of the RBI which shall be carried out in the manner specified by the RBI;

- sale of securities in response to a letter of offer sent by an acquirer in accordance with the 
Securities and Exchange Board of India (Substantial Acquisition of Shares and Takeovers) 
Regulations, 2011;

- sale of securities in response to an offer made by any promoter or acquirer in accordance 
with the SEBI (Delisting of Equity shares) Regulations, 2009;

- sale of securities, in accordance with the SEBI (Buy-back of securities) Regulations, 1998;

- divestment of securities in response to an offer by Indian Companies in accordance with 
Operative Guidelines for Disinvestment of Shares by Indian Companies in the overseas 
market through issue of American Depository Receipts or Global Depository Receipts as 
notified by the Government of India and directions issued by Reserve Bank of India from 
time to time;

- any bid for, or acquisition of, securities in response to an offer for disinvestment of shares 
made by the Central Government or any State Government;

- any transaction in securities pursuant to an agreement entered into with merchant banker 
in the process of market making or subscribing to unsubscribed portion of the issue in 
accordance with SEBI (Issue of Capital and Disclosure Requirements) Regulations, 2009;

- transactions by Category I and II foreign portfolio investors, in corporate bonds, as may 
be specified by the SEBI;

- transactions on the electronic book provider platform of recognized stock exchanges;

- any other transaction specified by the SEBI.

(j) A foreign portfolio investor shall hold, deliver or cause to be delivered securities only in de
materialized form.

(3) In respect of investments in the debt securities, the foreign portfolio investors shall also comply with 
terms, conditions or directions, specified or issued by the SEBI or RBI, from time to time, in addition 
to other conditions specified in the regulations.

(4) Unless otherwise approved by the SEBI, securities shall be registered in the name of the foreign 
portfolio investor as a beneficial owner for the purposes of the Depositories Act, 1996.

(5) The purchase of equity shares of each company by a single foreign portfolio investor or an investor 
group shall be below ten per cent of the total issued capital of the company.

(6) The investment by the foreign portfolio investor shall also be subject to such other conditions and 
restrictions as may be specified by the Government of India from time to time.

(7) In cases where the Government of India enters into agreements or treaties with other sovereign 
Governments and where such agreements or treaties specifically recognize certain entities to be 
distinct and separate, the SEBI may, during the validity of such agreements or treaties, recognize 
them as such, subject to conditions as may be specified by it.

(8) A foreign portfolio investor may lend or borrow securities in accordance with the framework speci
fied by the SEBI in this regard.

Explanation.-For the purposes of this regulation, the words 'security receipts', 'asset reconstruction', 'secu
ritization company' and 'reconstruction company' shall have the meanings respectively assigned to them 
under the Securitization & Reconstruction of Financial Assets & Enforcement of Security Interest Act, 2002.

Question 5] State the conditions for issuance of Offshore Derivative Instruments (ODI) by foreign 
portfolio investor under the SEBI (Foreign Portfolio Investors) Regulations, 2014.



FOREIGN PORTFOLIO INVESTORS 3 1 1

Ans.: Conditions for issuance of offshore derivative instruments [Regulation 22]:

(1) No foreign portfolio investor may issue, subscribe to or otherwise deal in offshore derivative instru
ments, directly or indirectly, unless the following conditions are satisfied:

(a) such offshore derivative instruments are issued only to persons who are regulated by an ap
propriate foreign regulatory authority;

(b) such offshore derivative instruments are issued after compliance with 'know your client' norms.

However, those unregulated broad based funds, which are classified as Category II FPI by virtue of 
their investment manager being appropriately regulated shall not issue, subscribe or otherwise deal 
in offshore derivatives instruments directly or indirectly. No Category III FPI shall issue, subscribe 
to or otherwise deal in offshore derivatives instruments directly or indirectly.

(2) A foreign portfolio investor shall ensure that any transfer of offshore derivative instruments issued 
by or on behalf of it, is made subject to the following conditions:

(a) Such offshore derivative instruments are transferred to persons subject to fulfilment of; and

(b) prior consent of the foreign portfolio investor is obtained for such transfer, except when the 
persons to whom the offshore derivative instruments are to be transferred to are pre-approved 
by the foreign portfolio investor.

(3) Foreign portfolio investors shall fully disclose to the SEBI any information concerning the terms of 
and parties to offshore derivative instruments such as participatory notes, equity linked notes or 
any other such instruments, by whatever names they are called, entered into by it relating to any 
securities listed or proposed to be listed in any stock exchange in India, as and when and in such 
form as the Board may specify.

(4) Any offshore derivative instruments issued under the SEBI (Foreign Institutional Investors) Regula
tions, 1995 shall be deemed to have been issued under the corresponding provision of these regula
tions.

Question 6] What are the general obligations and responsibilities of foreign portfolio investors 
under the SEBI (Foreign Portfolio Investors) Regulations, 2014?

Ans.: General obligations and responsibilities of foreign portfolio investors [Regulation 23]:

(1) The foreign portfolio investor shall —

(a) Comply with the provisions of these regulations, circulars and any other terms and conditions 
specified by the SEBI from time to time.

(b) Forthwith inform the SEBI and designated depository participant in writing, if any information 
or particulars previously submitted to the SEBI or designated depository participant are found 
to be false or misleading, in any material respect.

(c) Forthwith inform the SEBI and designated depository participant in writing, if there is any 
material change in the information previously furnished by him to the SEBI or designated 
depository participant.

(d) As and when required by the SEBI or any other government agency in India, submit any in
formation, record or documents in relation to its activities as a foreign portfolio investor.

(e) Forthwith inform the SEBI and the designated depository participant, in case of any penalty, 
pending litigations or proceedings, findings of inspections or investigations for which action 
may have been taken or is in the process of being taken by an overseas regulator against it.

(/) Obtain PAN from the Income-tax Department.

(g) In relation to its activities as foreign portfolio investor, at all times, subject itself to the extant 
Indian laws, rules, regulations and circulars issued from time to time and provide an express 
undertaking to this effect to the designated depository participant.
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(h) Provide such declarations and undertakings as required by the designated depository partici
pant.

(z) Provide any additional information or documents as may be required by the designated de
pository participant to ensure compliance with the Prevention of Money Laundering Act, 2002 
and rules and regulations prescribed thereunder, Financial Action Task Force standards and 
circulars issued from time to time by the SEBI.

(2) In case of jointly held depository accounts, each of the joint holders shall meet the requirements 
specified for foreign portfolio investor and each shall be deemed to be holding a depository account 
as a foreign portfolio investor.

(3) In case the same set of ultimate beneficial owners invest through multiple entities, such entities 
shall be treated as part of same investor group and the investment limits of all such entities shall be 
clubbed at the investment limit as applicable to a single foreign portfolio investor.

(4) In case of any direct or indirect change in structure or beneficial ownership of the foreign portfolio 
investor, it shall bring the same to the notice of its designated depository participant forthwith.

Code of conduct [Regulation 24]: A foreign portfolio investor shall, at all times, abide by the code of 
conduct as specified in Third Schedule.

Question 7] Write a short note on: KYC norms for ODI Subscribers

Ans.: Offshore Derivative Instruments (ODI) issuers shall now be required to identify and verify the 
Beneficial Owners (BO) in the subscriber entities, who hold in excess of the 25% in case of a company 
and 15% in case of partnership firms/trusts/unincorporated bodies under Rule 9 of the Prevention of 

® Money-laundering (Maintenance of Records) Rules, 2005.

1  ODI issuers shall also be required to identify and verify the persons who control the operations, when no 
3  beneficial owner is identified based on the aforesaid materiality threshold. SEBI clarified the following 
p in respect of ODIs.

(1) The KYC documentation shall be obtained by ODI Issuers from each of such ODI subscribers in 
respect of beneficial owner who holds above the threshold limits in such ODI subscriber.

(2) The materiality threshold referred above, to identify the beneficial owner should be first applied at 
the ODI subscriber level and look through principle shall be applied to identify the beneficial owner 
of the material shareholder/owner entity.

(3) Only beneficial owner with holdings equal & above the materiality thresholds in the subscriber need 
to be identified through the aforesaid look through principle. In such cases, identity and address 
proof should be obtained.

(4) Where no material shareholder/owner entity is identified in the ODI subscriber using the material
ity threshold, the identity and address proof of the relevant natural person who holds the position 
of senior managing official of the material shareholder/owner entity should be obtained.

(5) Any transfer of ODIs issued by or on its behalf is carried out subject to the following conditions:
(a) such ODIs are transferred only to persons in accordance with this regulation and
(b) Prior consent of the FPI must be obtained for such transfer.

(6) The ODI issuers shall be required to maintain with them, the KYC documents as prescribed above 
at all times and should be made available to SEBI on demand.

Question 8] State the provisions relating to following under the SEBI (Foreign Portfolio Investors)
Regulations, 2014:

(a) Appointment of custodian of securities

(b) Appointment of designated bank

(c) Appointment of compliance officer
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Ans.: Appointment of custodian of securities [Regulation 26]: A foreign portfolio investor or a global 
custodian who is acting on behalf of the foreign portfolio investor, shall enter into an agreement with the 
designated depository participant engaged by it to act as a custodian of securities, before making any 
investment under these regulations.

In addition to the obligation of custodian of securities under any other regulations, the custodian of 
securities shall:

(a) report to the depositories and the SEBI on a daily basis the transactions entered into by the foreign 
portfolio investor in the form and manner prescribed by the SEBI and/or depositories from time to 
time;

(b) monitor investment of the foreign portfolio investors;

(c) maintain the relevant true and fair records, books of account, and documents including the records 
relating to transactions of foreign portfolio investors;

(d) report the holdings of foreign portfolio investors who form part of investor group to the depositories 
and the depositories shall club the investment limits to ensure that combined holdings of all these 
foreign portfolio investors remains below ten per cent of the issued capital of the investee company 
at any time.

Appointment of designated bank [Regulation 27]: A foreign portfolio investor shall appoint a branch 
of a bank authorized by the Reserve Bank of India for opening of foreign currency denominated account 
and special non-resident rupee account before making any investments in India.

Appointment of Compliance Officer [Regulation 28]: Every foreign portfolio investor shall appoint a 
compliance officer who shall be responsible for monitoring the compliance of the SEBI Act, 1992, rules 
and regulations, notifications, guidelines and instructions issued by the designated depository participant 
or the SEBI or the Central Government.

In case of a foreign portfolio investor who is an individual, such individual shall be responsible for 
monitoring the compliance of the SEBI Act, rules and regulations, notifications, guidelines and instruc
tions issued by the designated depository participant or the SEBI or the Central Government.

The compliance officer shall immediately and independently report to the SEBI and the designated 
depository participant regarding any non-compliance observed by him.

Question 9] Can foreign portfolio investor advice about any security in the publicly accessible media?

Ans.: Investment advice in publicly accessible media [Regulation 29]: A foreign portfolio investor, or 
any of its employees shall not render directly or indirectly any investment advice about any security in the 
publicly accessible media, whether real-time or non-real-time, unless a disclosure of his interest including 
long or short position in the said security has been made, while rendering such advice.

In case, an employee of the foreign portfolio investor is rendering such advice, he shall also disclose the 
interest of his dependent family members and his employer including their long or short position in the 
said security, while rendering such advice.

Question 10] Write a short note on: Maintenance of books of account by foreign portfolio investor

Ans.: Maintenance of proper books of account, records and documents [Regulation 30]: Every foreign 
portfolio investor shall keep or maintain following books of account, records and documents, namely:

(a) True and fair accounts relating to remittance of initial corpus for buying, selling and realizing capital 
gains of investment made from the corpus

(b) Accounts of remittances to India for investments in India and realizing capital gains on investments 
made from such remittances

(c) Bank statement of accounts

(id) Contract notes relating to purchase and sale of securities and
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(e) Communication from and to the designated depository participants, stock brokers and depository 
participants regarding investments in securities.

The foreign portfolio investor shall intimate to its designated depository participants, in writing, the 
location where such books, records and documents will be kept or maintained.

Preservation of books of account [Regulation 31]: Every foreign portfolio investor shall preserve the 
books of account, records and documents for a minimum period of 5 years.

Question 11] Discuss the general obligations and responsibilities of designated depository partici
pants under the SEBI (Foreign Portfolio Investors) Regulations, 2014.

Ans.: Obligations and responsibilities of designated depository participants [Regulation 31]: All
designated depository participants who have been granted approval by the SEBI shall -

(a) Comply with the provisions of these regulations, circulars issued and any other terms and conditions 
specified by the SEBI from time to time.

(b) Forthwith inform the SEBI in writing, if any information or particulars previously submitted to the 
SEBI are found to be false or misleading, in any material respect.

(c) Forthwith inform the SEBI in writing, if there is any material change in the information previously 
furnished by him to the SEBI.

(d) Furnish such information, record or documents to the SEBI and RBI, as may be required, in relation 
to his activities as a designated depository participant.

(e) Ensure that only registered foreign portfolio investors are allowed to invest in securities market.

(j) Ensure that foreign portfolio investor does not have opaque structure.
Explanation: "Opaque structure" shall mean any structure such as protected cell company, 
segregated cell company or equivalent, where the details of the ultimate beneficial owners are not 
accessible or where the beneficial owners are ring fenced from each other or where the beneficial 
owners are ring fenced with regard to enforcement. However, the foreign portfolio investor satisfy
ing the following criteria shall not be treated as having opaque structure:

- the applicant is regulated in its home jurisdiction,

- each fund or sub-fund in the applicant satisfies broad based criteria, and

- the applicant gives an undertaking to provide information regarding its beneficial owners as 
and when SEBI seeks this information.

(g) Have adequate systems to ensure that in case of jointly held depository accounts, each of the joint 
holders meet the requirements specified for foreign portfolio investors and shall perform KYC due 
diligence for each of the joint holders.

(h) In case of any penalty, pending litigations or proceedings, findings of inspections or investigations 
for which action may have been taken or is in the process of being taken by any regulator against a 
designated depository participant, the designated depository participant shall bring such informa
tion forthwith, to the attention of the SEBI, depositories and stock exchanges.

(?) Be guided by the relevant circular on Anti-Money Laundering or Combating the Financing of Ter
rorism specified by the SEBI from time to time.

The designated depository participant engaged by an applicant seeking registration as foreign portfolio
investor shall:

(a) Ascertain at the time of granting registration and whenever applicable, whether the applicant forms 
part of any investor group;

(b) Open a dematerialized account for the applicant only after ensuring compliance with all the re
quirements under Prevention of Money Laundering Act, 2002 and rules and regulations prescribed 
thereunder, Financial Action Task Force standards and circulars issued by the SEBI in this regard,
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from time to time and shall also ensure that foreign portfolio investors comply with all these require
ments on an ongoing basis;

(c) Carry out necessary due diligence and obtain appropriate declarations and undertakings from ap
plicant to ensure that no other depository account is held by any of the concerned applicant as a 
foreign portfolio investor or as a non-resident Indian, before opening a depository account;

(d) Ensure that equity shares held by foreign portfolio investors are free from all encumbrances;

(e) Collect and remit fees to the SEBI, in the manner as specified in Part A of Second Schedule; and

(J) In case of change in structure or constitution or direct or indirect change in beneficial ownership 
reported by the foreign portfolio investor, re-assess the eligibility of such foreign portfolio investor.

Question 12] Discuss the provisions relating to inspection and investigation under the SEBI (Foreign
Portfolio Investors) Regulations, 2014.

Ans.: SEBI's right to inspect [Regulation 37]: The SEBI may suo motu or upon receipt of information or 
complaint appoint one or more persons as inspecting authority to undertake inspection of the books of 
account, records and documents relating to a designated depository participant for following purposes —

(a) To ensure that the books of account, records including telephone records and electronic records and 
documents are being maintained by the designated depository participants;

(b) To ascertain whether any circumstances exist which would render the designated depository par
ticipants unfit or ineligible;

(c) To inquire into the complaints received from investors, clients, other market participants or any other 
person on any matter having a bearing on the activities of the designated depository participants;

(d) To ascertain whether the provisions of the securities laws and the directions or circulars issued 
thereunder are being complied with by the designated depository participants;

(e) To ascertain whether the systems, procedures and safeguards which have been established and are 0 
being followed by the designated depository participants are adequate; and

(j) To investigate suo motu into the affairs of the designated depository participants in the interest of 
the securities market or in the interest of investors.

Notice before inspection [Regulation 38]: Before undertaking an inspection, the SEBI shall give not less 
than 10 days notice to the designated depository participants.

However, if SEBI is satisfied that no such notice should be given in the interest of the investors, it may, 
by an order in writing direct that such inspection be taken up without such notice. During the course of 
an inspection, the designated depository participants against whom the inspection is being carried out 
shall be bound to discharge its obligation as provided in regulation.

Obligations of designated depository participants in connection with inspection by the SEBI 
[Regulation 39]: It shall be the duty of the designated depository participants whose affairs are being 
inspected, and of every director, officer and employee thereof to produce to the inspecting officer such 
books, securities, accounts, records and other documents in its custody or control and furnish him with 
such statements and information relating to its activities, as the inspecting officer may require, within 
such reasonable period as the inspecting officer may specify.

The designated depository participants shall allow the inspecting officer to have reasonable access to 
the premises occupied by such designated depository participant or by any other person on its behalf 
and also extend reasonable facility for examining any books, records, documents and. computer data in 
the possession of the designated depository participants or such other person and also provide copies of 
documents or other materials which in the opinion of the inspecting officer are relevant for the purposes 
of the inspection.
The inspecting officer, in the course of inspection, shall be entitled to examine or to record the statements 
of any director, officer or employee of the designated depository participants.
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It shall be the duty of every director, officer or employee of the designated depository participants to 
give to the inspecting officer all assistance in connection with the inspection, which the inspecting officer 
may reasonably require.
Submission of report to the SEBI [Regulation 40]: On completion of the inspection or investigation, the 
inspecting officer shall submit a report to the SEBI.
However, if directed to do so by the SEBI, he may submit interim report.
Action on inspection report [Regulation 41]: The SEBI shall after consideration of inspection report take 
such action as the SEBI may deem fit and appropriate including action under Chapter V of the SEBI 
(Intermediaries) Regulations, 2008.
Appointment of auditor [Regulation 42]: The SEBI shall have the power to appoint an auditor to inspect 
or investigate, as the case may be, into the books of account, records, documents, infrastructures, systems 
and procedures or affairs of the applicant or the designated depository participants, as the case may be.
The auditors so appointed shall have the same powers as vested in the inspecting officer and the applicant 
or designated depository participants and its directors, officers and employees shall be under the same 
obligations, towards the auditor so appointed.
SEBI to recover the expenses [Regulation 43]: The SEBI shall be entitled to recover from the designated 
depository participants or applicant, such expenses including fees paid to the auditors as may be incurred 
by it for the purposes of inspection or investigation.
Liability for action in case of default [Regulation 44]: A foreign portfolio investor, designated depository 
participant, depository or any other person who contravenes any of the provisions of these regulations 
shall be liable for action under the SEBI (Intermediaries) Regulations, 2008 and/or the relevant provisions 
of the SEBI Act, 1992 or the Depositories Act, 1996.

OBJECTIVE QUESTIONS 

‘Question A] Expand the following abbreviations:

(1) FPI (3) IFC

(2) DDP (4) ODI

Question B] State, with reasons in brief, whether the following statements are correct 
or incorrect:

(1) Foreign Portfolio Investment (FPI) is investment by residents in foreign securities.
(2) There are four categories of Foreign Portfolio Investors recognized in India by SEBI under the SEBI 

(Foreign Portfolio Investors) Regulations, 2014
(3) Insurance funds are included in Category I FPI.
(4) Foreign portfolio investor can invest only in the securities of unlisted companies.
(5) No Category III FPI shall issue, subscribe to or otherwise deal in offshore derivatives instruments.
(6) A foreign portfolio investor can render investment advice about any security in the publicly acces

sible media.
Question C] Select the correct option.

1. As per Regulation 3 of the SEBI (Foreign Portfolio (b) Form B; Second Schedule; Part A; First 
Investors) Regulations, 2014, an application for the Schedule
grant of certificate as foreign portfolio investor shall (c) Form A; First Schedule; Part B; Second 
be made to the designated depository participant in Schedule

. of the________ and shall be accompanied

3 1 6  FOREIGN PORTFOLIO INVESTORS

by the fee specified in _______ of the__________ ^  Form B; First Schedule; Part A; Second
Schedule

(a) Form A; First Schedule; Part A; Second 
Schedule
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2. As per Regulation 5 of the SEBI (Foreign Portfolio
Investors) Regulations, 2 0 1 4 ,______ covers
appropriately regulated broad based funds such 
as mutual funds, investment trusts, insurance/ 
reinsurance companies.

(a) Category I FPI

(b) Category II FPI

(c) Category III FPI

(d) Category IV FPI

3. Which of the following entity/or ganization comes 
under the Category I FPI as per the SEBI (Foreign 
Portfolio Investors) Regulations, 2014?

I. Governmental agencies

II. Mutual funds

III. Sovereign wealth funds

IV. Multilateral organizations

V. University funds

(a) I, II, III

(b) II ,IV & V

(c) IV, III & I

(d) I & IV only

4. "Broad based fund" shall mean a fund, established 
or incorporated outside India, which has at least
______ with no investor holding more than______
of the shares or units of the fund.

(a) 10 investors; 26%

(b) 20 investors; 51 %

(c) 50 investors; 51 %

(d) 20 investors; 49%

5. Which of the following comes under the Category 
III FPI as per the SEBI (Foreign Portfolio Investors) 
Regulations, 2014?

(1) University related endowments

(2) Charitable societies

(3) Insurance companies

(4) Individuals and family offices

(a) (2) & (3)

(b) (1) & (4)

(c) (2) & (4)

(d) (1) & (3)

6. As per Regulation 7 of the SEBI (Foreign Portfolio 
Investors) Regulations, 2014, the designated

depository participant may grant certificate of
registration as prescribed i n ______of th e ____  _
to an applicant if it is satisfied that the applicant is 
eligible and fulfils the requirements as specified in 
these regulations.

(a) Form A; Second Schedule

(b) Form B; First Schedule

(c) Form C; First Schedule

(d) Form D; Third Schedule

7. As per Regulation 7 of the SEBI (Foreign Portfolio 
Investors) Regulations, 2014, the designated 
depository participant shall endeavor to dispose of 
the application for grant of certificate of registration
as soon as possible but not later than______ after
receipt of application by the designated depository 
participant or, after the information called for has 
been furnished, whichever is later.

(a) 30 days

(b) 60 days

(c) 15 days

(d) 90 days

8. Which of the following does not come under the 
eligibility criteria under the Regulation 22 of the 
SEBI (Foreign Portfolio Investors) Regulations, 2014? ®

(a) Participant registered with the SEBI

(b) Custodian of securities

(c) Authorized Dealer Category-II bank

(d) None of the above

9. After providing the designated depository 
participant a reasonable opportunity of being heard, 
SEBI may by order suspend or withdraw approval 
if any designated depository participant who has 
been granted approval —

(a) fails to comply with any conditions subject to 
which an approval has been granted

(b) contravenes any of the provisions of the securi
ties laws or directions, instructions or circulars

(c) (a)or(b)

(d) None the above

10 .  becomes one of the first designated
depository participant in India to register a new 
Foreign Portfolio Investor (FPI) on the first day of 
implementation of the FPI framework notified by 
market regulator SEBI.
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(a) Axis Bank Ltd.

(b) Edelweiss Custodial Services Ltd.

(c) Standard Chartered

(d) HSBC Securities Services

11. In which of the following a foreign portfolio 
investor can invest?

A. Schemes floated by a collective investment 
scheme

B. Warrants of listed companies

C. Commercial papers issued by an Indian com
pany

D. Treasury bills and dated government securities

(a) C, A & D

(b) D & B

(c) B, C & A

(d) D, B, A & C

12. Which of the following does come under the 
general obligations and responsibilities of foreign 
portfolio investors as per the SEBI (Foreign Port
folio Investors) Regulations, 2014?

(a) Obtain PAN from the Income-tax Department

(b) Submit any information, record or documents 
in relation to its activities as a foreign portfolio 
investor

(c) Inform the SEBI and designated depository 
participant in writing, if there is any material 
change in the information

(d) All of the above

13. As per Regulation 24 of the SEBI (Foreign Port
folio Investors) Regulations, 2014, a foreign portfolio 
investor shall, at all times, abide by the code of 
conduct as specified in ________

(a) Third Schedule

(b) Fourth Schedule

(c) Fifth Schedule

(d) Sixth Schedule

14. Offshore Derivative Instruments (ODI) issuers 
shall now be required to identify and verify the 
Beneficial Owners (BO) in the subscriber entities,
who hold in excess of the ______  in case of a
company and______ in case of partnership firms/
trusts/unincorporated bodies under Rule 9 of the 
Prevention of Money-laundering (Maintenance of 
Records) Rules, 2005.

(a) 15%; 25%

(b) 25%; 15%

(c) 25%; 49%

(d) 49%; 25%

15. Every foreign portfolio investor shall preserve 
the books of account, records and documents for a 
minimum period o f________

(a) 8 years

(b) 10 years

(c) 5 years

(d) 12 years

16. SEBI may appoint one or more persons as 
inspecting authority to undertake inspection of the 
books of account, records and documents relating 
to a designated depository participant —

1. suomotu

2. upon receipt of complaint

(a) 1 only

(b) 2 only

(c) Both 1 and 2

(d) Neither 1 nor 2

17. As per Regulation 38 of the SEBI (Foreign Port
folio Investors) Regulations, Before undertaking an
inspection, the SEBI shall give not less than_____
notice to the designated depository participants.

(a) 7 days

(b) 2 weeks

(c) 1 month

(d) 10 days

18. A foreign portfolio investor, designated 
depository participant, depository or any other 
person who contravenes any of the provisions of 
these regulations shall be liable for action under —

I. The SEBI (Intermediaries) Regulations, 2008

II. The SEBI Act, 1992

III. Depositories Act, 1996

Select the correct answer from the options given 
below —

(a) II only

(ib) I only

(c) III only

(d) All of the above
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Answer to Question A:

Abbreviation Long Form . .
FPI Foreign Portfolio Investor
DDP Designated Depository Participant
IFC Infrastructure Finance Companies
ODI Offshore Derivative Instruments

Answer to Question B:

(1) Incorrect. Foreign Portfolio Investment is investment by non-residents in Indian securities including 
shares, government bonds, corporate bonds, convertible securities, infrastructure securities etc.

(2) Incorrect. There are three categories of Foreign Portfolio Investors recognized in India i.e. Category I 
FPI, Category II FPI & Category III FPI by SEBI under the SEBI (Foreign Portfolio Investors) Regula
tions, 2014.

(3) Incorrect. Regulation 5 of the SEBI (Foreign Portfolio Investors) Regulations, 2014 deals with the 
categories of Foreign Portfolio Investor (FPI). It includes University Funds and Pension Funds but 
not Insurance Funds.

(4) Incorrect. Regulation 21 of the SEBI (Foreign Portfolio Investors) Regulations, 2014 deals with the 
investment restrictions. As per said regulation foreign portfolio investor shall invest in shares, de
bentures and warrants of companies, listed or to be listed on a recognized stock exchange in India, 
through primary and secondary markets. It does not cover investment in unlisted companies.

(5) Correct. As per Regulation 22 of the SEBI (Foreign Portfolio Investors) Regulations, 2014. Foreign 
portfolio investor may issue, subscribe to or otherwise deal in offshore derivative instruments, di
rectly or indirectly subject to fulfilment of certain conditions. Such investment is allowed to Category
I & II FPL Regulation 22 specifically provides that no Category III FPI shall issue, subscribe to or 
otherwise deal in offshore derivatives instruments directly or indirectly.

(6) Incorrect. As per Regulation 29 of the SEBI (Foreign Portfolio Investors) Regulations, 2014, a foreign 
portfolio investor, or any of its employees shall not render directly or indirectly any investment ad
vice about any security in the publicly accessible media, whether real-time or non-real-time, unless 
a disclosure of his interest including long or short position in the said security has been made, while 
rendering such advice.

Answer to Question C:

1. (a) 4. (d) 7. (a) 10. (d) 13. (a) 16. (c)
2. (b) 5. (c) 8. (0 11. (d) 14. (b) 17. (d)
3. (c) 6. (b) 9. (c) 12. (d) 15. (c) 18. (d)



lN
N

14
C H A P T E R

N ON-CONVERTIBLE
REB£EMABLE PREFERENCE

SHARES
Question 1] Write a short note on: Cumulative Preference Shares (CPS)

Ans.: A preference share is said to be cumulative when the arrears of dividend are cumulative and such 
arrears are paid before paying any dividend to equity shareholders. Suppose a company has 10,000 8% 
Preference Shares of ? 100 each. The dividends for 2013 and 2014 have not been paid so far. The directors, 
before they can pay the dividend to equity shareholders for the year 2015, must pay the preference dividends 
of ? 2,40,000 (80,000 * 3) for the year 2013,2014 & 2015 before making any payment of dividend to equity 
shareholders for the year 2015.

Question 2] Write a short note on: Non-cumulative Preference Shares

Ans.: In the case of non-cumulative preference shares, dividend does not accumulate. The dividend is 
only payable out of the net profits of each year. If there are no profits in any year, the arrears of dividend 
cannot be claimed in the subsequent years. If the dividend on the preference shares is not paid by the 
company during a particular year, it lapses.

Question 3] Preference shares are cumulative unless expressly stated to be non-cumulative. Com
ment. CS (Executive) - June 2011 (5 Marks)

Ans.: With regard to the payment of dividends, preference shares may be cumulative or non-cumulative. 
A cumulative preference share confers a right on its holder to claim fixed dividend of the past and the 
current year and out of future profits. The dividend keeps on accumulating until it is fully paid.

The non-cumulative preference share gives right to its holder to a fixed amount or a fixed percentage 
of dividends out of the profits of each year. If no profits are available in any year, the shareholders get 
nothing, nor can they claim, unpaid dividend in any subsequent year. Preference shares are cumulative 
unless expressly stated to be non-cumulative. Dividends on preference shares, like equity shares, can be paid 
only out of profits.

Question 4] Write a short note on: Convertible Preference Shares

Ans.: Convertible preference shares are those shares which can be converted into equity shares within a 
certain period.
If the terms of issue of preference shares includes a right for converting them into equity shares at the 
end of a specified period they are called convertible preference shares. In the absence of such condition 
or right, the preference shares are not converted into equity shares to become eligible for various rights 
such as voting, higher dividend, bonus issue etc. as in the case of equity shares.
Non-Convertible Preference Shares: Preference shares which are not convertible into or exchangeable 
with equity shares are known as non-convertible preference shares.

Question 5] Whether equity shares already issued can be converted into redeemable preference 
shares? CS (Executive) - Dec 2012 (4 Marks)

Ans.: It was held that where the equity shares are to be converted into redeemable preference shares it 
was necessary to adopt the process of reduction of capital u/s 66 of the Companies Act, 2013. [Chowgule
& Co. (P) Ltd. 1972 Tax LR 2163, St. James Court Estates Ltd. [1944] Ch. 6]
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Question 6] Define the following terms as per the SEBI (Issue & Listing of Non-Convertible j 
Redeemable Preference Shares) Regulations, 2013: I

(a) Non-convertible redeemable preference share j

(b) Perpetual non-cumulative preference share I

(c) Wilful defaulter

Ans.:

(a) Non-Convertible Redeemable Preference Share (NCRPS): It means a preference share which is 
redeemable in accordance with provisions of the Companies Act, 2013. It does not include preference 
shares which are convertible into or exchangeable with equity shares of the issuer at a later date, 
with or without the option of the holder.

(b) Perpetual Non-Cumulative Preference Share: It means a perpetual non-cumulative preference share 
issued by a bank in accordance with the guidelines framed by the RBI.

(c) Wilful Defaulter: Wilful defaulter means any person who is categorized as a wilful defaulter by 
any bank or financial institution or consortium thereof, in accordance with the guidelines on wilful 
defaulters issued by the RBI and includes any person whose director, promoter or principal officer 
is categorized as such.

Question 7] State the applicability of the SEBI (Issue & Listing of Non-Convertible Redeemable 
Preference Shares) Regulations, 2013. Also state whether it applies to issue of non-convertible re
deemable preference shares by private company.

Ans.: Applicability [Regulation 3]: These regulations shall apply to —

(1) Public issue of Non-Convertible Redeemable Preference Shares (hereinafter referred to as NCRPS).

(2) Listing of NCRPS on recognized stock exchange which are issued by public company through

- public issue or

- on private placement basis.

(3) Issue and listing of Perpetual Non-Cumulative Preference Shares and perpetual debt instrument, 
issued by banks on private placement basis in compliance with Guidelines issued by RBI.

In view of above, these Regulations does not apply to issue of NCRPS by private company

Applicability to other instruments [Regulation 23]:

(1) These provisions of these regulations shall apply to the issuance and listing of Perpetual Non- 
Cumulative Preference Shares and Innovative Perpetual Debt Instruments (IPDI) by banks.

(2) No issuer other than a bank shall issue the instruments mentioned (1).

(3) A bank may issue such instruments subject to the prior approval and in compliance with the Guide
lines issued by RBI.

(4) If a bank is incorporated as a company it shall, in addition, comply with the provisions of Companies | 
Act, 2013 and other applicable statutes. |

(5) The bank shall comply with the terms and conditions as may be specified by the SEBI from time I 
to time and shall make adequate disclosures in the offer document regarding the features of these 
instruments and relevant risk factors and if such instruments are listed, shall comply with the listing 
requirements.

Question 8] Discuss the general conditions for issuance of non-convertible redeemable preference 
shares under the SEBI (Issue & Listing of Non-Convertible Redeemable Preference Shares) Regu
lations, 2013.
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Ans.: General Conditions [Regulation 4]: No issuer shall make any public issue of NCRPS if as on the 
date of filing of draft offer document or final offer document -

(a) The issuer or the person in control of the issuer or its promoter or its director is restrained or pro
hibited or debarred by the SEBI from accessing the securities market or dealing in securities; or

(ib) The issuer or any of its promoters or directors is a wilful defaulter or it is in default of payment of 
interest or repayment of principal amount in respect of non-convertible redeemable preference shares 
issued by it to the public for a period of more than 6 months.

No issuer shall make a public issue of NCRPS unless the following conditions are satisfied -

(a) It has made an application to one or more recognized stock exchanges for listing of such securities. 
However, if application is made to more than one stock exchange, the issuer shall choose one of them 
as designated stock exchange. If any of such stock exchange have nationwide trading terminal, the 
issuer shall choose one of them as the designated stock exchange. For subsequent public issue, the 
issuer may choose a different stock exchange as a designated stock exchange.

(b) It has obtained in-principle approval for listing of NCRPS.

(c) It has obtained credit rating from at least one credit rating agency and it is disclosed in offer docu
ment. If the credit ratings are obtained from more than one credit rating agencies, all the ratings, 
including the unaccepted ratings, shall be disclosed in the offer document.

(d) It has entered into an arrangement with a depository for dematerialization of the NCRPS in accor
dance with the Depositories Act, 1996.

(e) The minimum tenure of the NCRPS shall not be less than 3 years.

(/) The issue has been assigned a rating of not less than "AA-" or equivalent by a credit rating.

Creation of CRR: The issuer shall create a Capital Redemption Reserve in accordance with the provisions 
of the Companies Act, 2013.

Issue in lieu of loan or acquisition of shares not allowed: The issuer shall not issue NCRPS for providing 
loan to or acquisition of shares of any person who is part of the same group or who is under the same 
management, other than to subsidiaries o f the issuer.

Appointment of merchant banker: In case of public issue of NCRPS, the issuer shall appoint one or more 
merchant bankers at least one of whom shall be a lead merchant banker.

Question 9] State the provisions relating to 'Offer Document' as contained in SEBI (Issue & Listing 
of Non-Convertible Redeemable Preference Shares) Regulations, 2013.

Ans.: Disclosures in the offer document [Regulation 5]:

(1) The offer document shall contain all material disclosures which are necessary for the subscribers to 
take an informed investment decision.

(2) The issuer and the lead merchant banker shall ensure that the offer document contains the following:

- The disclosures specified in Section 26 of the Companies Act, 2013;

- Disclosure specified in Schedule I of these regulations; and

- Additional disclosures as may be specified by the SEBI.

Filing of draft offer document [Regulation 6]:

(1) No issuer shall make a public issue of' NCRPS unless a draft offer document has been filed with the 
designated stock exchange through the lead merchant banker.

(2) The draft offer document shall be made public by posting the same on the website of the designated 
stock exchange for seeking public comments for a period of 7 working days from the date of filing 
the draft offer document with such exchange.
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(3) The draft offer document may also be displayed on the website of the issuer, merchant bankers and 
the stock exchanges where the NCRPS are proposed to be listed.

(4) The lead merchant banker shall ensure that the draft offer document clearly specifies the names and 
contact particulars of the compliance officer of the lead merchant banker and the issuer including 
the postal and email address, telephone and fax numbers.

(5) The lead merchant banker shall ensure that all comments received on the draft offer document are 
suitably addressed prior to the filing of the offer document with the ROC.

(6) A copy of draft and final offer document shall also be forwarded to the SEBI for its records, along 
with fees as specified in Schedule III simultaneously with filing of these documents with designated 
stock exchange.

(7) The lead merchant banker shall, prior to filing of the offer document with ROC, furnish to the SEBI 
a due diligence certificate as per Schedule II of these regulations.

Mode of disclosure of offer document [Regulation 7]: The draft and final offer document shall be 
displayed on the websites of stock exchanges and shall be available for download in PDF/HTML formats.

The offer document shall be filed with the designated stock exchange, simultaneously with filing thereof 
with ROC, for dissemination on its website prior to the opening of the issue.

Where any person makes a request for a physical copy of the offer document, the same shall be provided 
to him by the issuer or lead merchant banker.

Prohibitions of mis-statements in the offer document [Regulation 15]: The offer document shall not omit 
disclosure of any material fact which may make the statements made therein, in light of the circumstances 
under which they are made, misleading.

The offer document or abridged prospectus or any advertisement issued by an issuer in connection with 
a public issue of NCRPS shall not contain any false or misleading statement.

Question 10] State the provisions relating to advertisement of public issue of non-convertible re
deemable preference shares.

Ans.: Advertisements for public issues [Regulation 8]:

(1) The issuer shall make an advertisement in one English national daily newspaper and one Hindi 
national daily newspaper with wide circulation at the place where the registered office of the issuer 
is situated, on or before the issue opening date. Such advertisement shall contain the disclosures as 
per Schedule I.

(2) No issuer shall issue an advertisement

- which is misleading in material particulars or

- which contains any information in a distorted manner or

- which is manipulative or deceptive.

(3) Advertisement shall be truthful, fair and clear and shall not contain a statement, promise or forecast 
which is untrue or misleading.

(4) Credit rating shall be prominently displayed in the advertisement.

(5) Advertisement issued by the issuer shall not contain any matters which are extraneous to the contents 
of the offer document.

(6) Advertisement shall urge the investors to invest only on the basis of information contained in the 
offer document.

(7) Any corporate or product advertisement issued by the issuer during the subscription period shall 
not make any reference to the issue of NCRPS or be used for solicitation.
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Question 11] State the provisions relating to 'Abridged Prospectus' as contained in the SEBI (Issue 
& Listing of Non-Convertible Redeemable Preference Shares) Regulations, 2013.

Ans.: Abridged Prospectus and Application Forms [Regulation 9]: The issuer and lead merchant banker 
shall ensure that:

(a) Every application form issued by the issuer is accompanied by a copy of the abridged prospectus.

(b) Abridged prospectus shall not contain matters which are extraneous to the contents of the prospectus.

(c) Adequate space shall be provided in the application form to enable the investors to fill in various 
details like name, address, etc.

The issuer may provide the facility for subscription of application in electronic mode.

Question 12] State the provisions relating to following matters as contained in the SEBI (Issue & 
Listing of Non-Convertible Redeemable Preference Shares) Regulations, 2013:

(a) Electronic issuances

(b) Price discovery through book building

(c) Redemption

Ans.: Electronic Issuances [Regulation 10]: An issuer may issue NCRPS to the public online through 
designated stock exchange by complying with the relevant applicable requirements as may be specified 
by the SEBI.

Price discovery through book building [Regulation 11]: The issuer may determine the price of NCRPS 
in consultation with the lead merchant bankers. The issue may be at fixed price or the price may be 
determined through book building process.

Redemption [Regulation 12]: The issuer shall redeem the NCRPS in terms of the offer document.

Question 13] State the provisions relating to following matters as contained in the SEBI (Issue & 
Listing of Non-Convertible Redeemable Preference Shares) Regulations, 2013:

(a) Minimum Subscription

(b) Underwriting

Ans.: Minimum Subscription [Regulation 13]: The issuer may decide the amount of minimum subscription 
which it seeks to raise by public issue of NCRPS in accordance with the provisions of Companies Act, 2013.

The issuer must disclose the minimum subscription in the offer document.

If minimum subscription is not received, all application moneys received shall be refunded forthwith to 
the applicants. If the application monies are refunded beyond 8 days from the last day of the offer, then 
such amounts shall be refunded together with interest at such rate as may be set out in the offer document 
which shall not be less than 15% p.a.

Optional Underwriting [Regulation 14]: A public issue of NCRPS may be underwritten by an underwriter 
registered with the SEBI. Adequate disclosures regarding underwriting arrangements shall be made in 
the offer document.

Question 14] Discuss the provisions relating to listing of Non-Convertible Redeemable Preference 
Shares (NCRPS).

Ans.: Mandatory Listing [Regulation 16]: An issuer desirous of making an offer of NCRPS to the public 
shall make an application for listing to one or more recognized stock exchanges in terms of Section 40 of 
the Companies Act, 2013.

The issuer shall comply with conditions of listing of such NCRPS as specified in the Listing Agreement 
with the stock exchange where such NCRPS are sought to be listed.
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Where the issuer has disclosed the intention to seek listing of NCRPS issued on private placement basis, 
the issuer shall forward the listing application along with the disclosures specified in Schedule I to the 
recognized stock exchange within 15 days from the date of allotment.

Listing Agreement [Regulation 16A]: Every issuer desirous of listing its NCRPS, or perpetual non- 
cumulative preference shares or innovative perpetual debt instruments on a recognized stock exchange, 
shall execute an agreement with such stock exchange.

Security Deposit [Regulation 16B]: The issuer shall deposit, before the opening of subscription list, and 
keep deposited with the stock exchange an amount calculated at the rate of 1% of the amount of securities 
offered for subscription to the public. Such amount shall be deposited in the manner specified by SEBI/ 
stock exchange.

Conditions for listing of NCRPS issued on private placement basis [Regulation 17]: An issuer may list 
its NCRPS issued on private placement basis subject to the following conditions:

(a) The issuer has issued such NCRPS in compliance with the provisions of the Companies Act, 2013, 
rules made thereunder and other applicable laws.

(b) Credit rating has been obtained from at least one credit rating agency registered with the SEBI. If 
credit rating is obtained from more than one credit rating agencies, all the ratings shall be disclosed 
in the offer document.

(c) The issue proposed to be listed is in dematerialized form.

(d) The minimum application size for each investor is not less than ? 10 lakh.

(e) If the application is made to more than one recognized stock exchange, the issuer shall choose one 
of them as the designated stock exchange.

The issuer shall comply with conditions of listing of such NCRPS as specified in the Listing Agreement 
with the stock exchange.

Disclosures in respect of private placements of NCRPS [Regulation 18]: The issuer making private ® 
placement of NCRPS and seeking listing shall make disclosures as specified in Schedule I of these 
regulations accompanied by the latest Annual Report of the issuer.

Such disclosures shall be made on the web sites of stock exchanges where such securities are proposed 
to be listed and shall be available for download in PDF/HTML formats.

Relaxation of strict enforcement of Rule 19 of Securities Contracts (Regulation) Rules, 1957 [Regulation 
19]: The SEBI has relaxed the strict enforcement of Rule 19(1) & (3) in relation to listing of NCRPS issued 
by way of a public issue or a private placement.

Continuous Listing Conditions [Regulation 20]: All the issuers making public issues of NCRPS or seeking 
listing of NCRPS issued on private placement basis shall comply with the conditions of listing specified 
in the respective listing agreement.
The issuer and stock exchanges shall disseminate all information and reports on NCRPS to the investors 
and the general public by placing them on their websites.

Question 15] Write a short note on: Trading of Non-Convertible Redeemable Preference Shares 
(NCRPS)

Ans.: Trading of NCRPS [Regulation 21]: NCRPS issued to the public or on private placement basis, 
which are listed in recognized stock exchanges, shall be traded and such trades shall be cleared and settled 
in recognized stock exchanges subject to conditions specified by the SEBI.

In case of trades of NCRPS which have been made over the counter, such trades shall be reported on 
a recognized stock exchange having a nation-wide trading terminal or such other platform as may be 
specified by the SEBI.
SEBI may specify conditions for reporting of trades on the recognized stock exchange or other platform.
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Question 16] Write a short note on: Obligations of the Issuer and Lead Merchant Banker in relation 
to issue of Non-Convertible Redeemable Preference Shares (NCRPS)

Ans.: Obligations of the Issuer and Lead Merchant Banker [Regulation 22]:

(1) The issuer shall disclose all the material facts in the offer documents issued or distributed to the public 
and shall ensure that all the disclosures made in the offer document are true, fair and adequate and 
there is no mis-leading or untrue statements or mis-statement in the offer document.

(2) The Merchant Banker shall verify and confirm that the disclosures made in the offer documents are 
true, fair and adequate and ensure that the issuer is in compliance with these regulations as well 
as all transaction specific disclosures required in Schedule I of these regulations and disclosures 
required as per the Companies Act, 2013.

(3) The issuer shall treat the applicants in a public issue of NCRPS in a fair and equitable manner as per 
the procedures as may be specified by the SEBI.

(4) The intermediaries shall be responsible for the due diligence in respect of assignments undertaken 
by them in respect of issue, offer and distribution of securities to the public.

(5) No person shall employ any device, scheme or artifice to defraud in connection with issue or sub
scription or distribution of NCRPS which are listed or proposed to be listed on a recognized stock 
exchange.

Question 17] State the purpose for which SEBI can inspect the books of account and other records 
of the issuer of non-convertible redeemable preference shares.

Ans.: Inspection by the SEBI [Regulation 23]: The SEBI may suo motu or upon information received by it, 
appoint one or more persons to undertake the inspection of the books of account, records and documents 
of the issuer or merchant banker or any other intermediary associated with the public issue, disclosure 
or listing of NCRPS.

Such inspection can be made for following purposes:

(a) To verify whether the provisions of the SEBI Act, 1992, Companies Act, 2013, Securities Contracts 
(Regulation) Act, 1956, Depositories Act, 1996, the rules and regulations made thereunder.

(b) To verify whether the requirement in respect of issue of securities as specified in these regulations 
has been complied with.

(c) To verify whether the requirement of listing conditions and continuous disclosure requirement have 
been complied with.

(id) To inquire into the complaints received from investors, other market participants or any other per
sons on any matter of issue and transfer of securities governed under these regulations.

(e) To inquire into affairs of the issuer in the interest of investor protection or the integrity of the market 
governed under these regulations.

(J) To inquire whether any direction issued by the SEBI has been complied with.

Procedure for inspection: While undertaking an inspection, the inspecting authority shall follow the 
procedure specified by the SEBI for inspection of the intermediaries.

COMPLIANCES UNDER SEBI (LISTING OBLIGATIONS & DISCLOSURE REQUIREMENTS) 
REGULATIONS, 2015

A pplicability  [Regulation 49]: The provisions o f this chapter shall apply only to a listed entity which has listed 
its 'Non-Convertible Debt Securities' (NCDS) or 'Non-Convertible Redeemable Preference Shares' (NCRPS) on a 
recognized stock exchange in accordance with SEBI (Issue & Listing o f Debt Securities) Regulations, 2008 or SEBI 
(Issue & Listing o f Non-Convertible Redeemable Preference Shares) Regulations, 2013 respectively.
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The provisions o f this chapter shall also be applicable to 'perpetual debt instrument’ and 'perpetual non-cumulative 
preference share' listed by banks.
Explanation (1): 'Bank' means any bank included in the Second Schedule to the RBI Act, 1934.
Explanation (2): For the purpose o f this chapter, if  the listed entity has listed its non-convertible redeemable 
preference shares:

(i) The reference to 'interest' may read as 'dividend'
(ii) The provisions concerning debenture trustees and security creation (or asset cover or charge on assets) shall 

not be applicable for 'non-convertible redeemable preference shares'.

Question 18] What are the compliance requirement relating to 'intimation to stock exchanges' by 
the companies issuing Non-Convertible Debt Securities & Non-Convertible Redeemable Prefer
ence Shares under the SEBI (Listing Obligations & Disclosure Requirements) Regulations, 2015?

Ans.: Intimation to stock exchanges [Regulation 50]:
(1) The listed entity shall give prior intimation to the stock exchanges at least 11 working days before 

the date on and from which the interest on debentures and bonds, and redemption amount of 
redeemable shares or of debentures and bonds shall be payable.

(2) The listed entity shall intimate the stock exchanges, its intention to raise funds through new Non- 
Convertible Debt Securities (NCDS) or Non-Convertible Redeemable Preference Shares (NCRPS) it 
proposes to list either through a public issue or on private placement basis, prior to issuance of such 
securities.
However, the above intimation may be given prior to the meeting of board of directors wherein the 
proposal to raise funds through new NCDS or NCRPS shall be considered.

(3) The listed entity shall intimate to the stock exchanges, at least 2 working days in advance, excluding 
the date of the intimation and date of the meeting, regarding the meeting of its board of directors, at 
which the recommendation or declaration of issue of NCDS or any other matter affecting the rights 
or interests of holders of NCDS or NCRPS is proposed to be considered.

Question 19] What are the compliance requirement relating to 'intimation to stock exchanges' by 
the companies issuing Non-Convertible Debt Securities & Non-Convertible Redeemable Prefer
ence Shares under the SEBI (Listing Obligations & Disclosure Requirements) Regulations, 2015?

Ans.: Disclosure of information having bearing on performance/operation of listed entity or price 
sensitive information [Regulation 51]:

(1) The listed entity shall promptly inform the stock exchanges of all information having bearing on the 
performance/operation of the listed entity, price sensitive information or any action that shall affect 
payment of interest or dividend of non-convertible preference shares or redemption of non-convertible 
debt securities or redeemable preference shares.
Explanation: The expression 'promptly inform', shall imply that the stock exchange must be informed as soon 
as practically possible and without any delay and that the information shall be given first to the stock exchanges 
before providing the same to any third party.

(2) The listed entity who has issued or is issuing NCDS or NCRPS shall make disclosures as specified 
in Part B of Schedule III.

Question 20] What are the compliance requirement to be made relating to 'Financial Results' by 
the companies issuing Non-Convertible Debt Securities & Non-Convertible Redeemable Prefer
ence Shares under the SEBI (Listing Obligations & Disclosure Requirements) Regulations, 2015?

Ans.: Financial Results [Regulation 52]:
(1) The listed entity shall prepare and submit un-audited or audited financial results on a half yearly 

basis in the format as specified by the SEBI within 45 days from the end of the half year to the rec
ognized stock exchanges.
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(2) The listed entity shall comply with following requirements with respect to preparation, approval, 
authentication and publication of annual and half-yearly financial results:

(a) Un-audited financial results shall be accompanied by limited review report prepared by the 
statutory auditors of the listed entity or in case of public sector undertakings, by any Practicing 
CA, in the format as specified by the SEBI. However, if the listed entity intimates in advance to 
the stock exchanges that it shall submit to the stock exchanges its annual audited results within 
60 days from the end of the financial year, un-audited financial results for the last half year ac
companied by limited review report by the auditors need not be submitted to stock exchanges.

(b) Half-yearly results shall be taken on record by the board of directors and signed by the manag
ing/executive director.

(c) The audited results for the year shall be submitted to the recognized stock exchanges in the 
same format as is applicable for half-yearly financial results.

(id) If the listed entity opts to submit un-audited financial results for the last half year accompanied 
by limited review report by the auditors, it shall also submit audited financial results for the 
entire financial year, as soon as they are approved by the board of directors.

(e) Modified opinions in audit reports that have a bearing on the interest payment/dividend pay
ment pertaining to non-convertible redeemable debentures/ redemption or principal repayment 
capacity of the listed entity shall be appropriately and adequately addressed by the board of 
directors while publishing the accounts for the said period.

(3) (a) The annual audited financial results shall be submitted along with the annual audit report and 
Statement on Impact of Audit Qualifications applicable only for audit report with modified opinion. 
However, in case of audit reports with unmodified opinion, the listed entity shall furnish a declara
tion to that effect to the Stock Exchanges while publishing the annual audited financial results.

(b) The Statement on Impact of Audit Qualifications for audit report with modified opinion and the 
accompanying annual audit report submitted in terms of clause (a) shall be reviewed by the stock 
exchanges.

(c) The applicable format of Statement on Impact of Audit Qualifications for audit report with modi
fied opinion shall be in the manner as specified by the SEBI.

(4) The listed entity, while submitting half yearly/annual financial results, shall disclose the following 
line items along with the financial results:

(a) credit rating and change in credit rating (if any)

(b) asset cover available, in case of non-convertible debt securities

(c) debt-equity ratio

(id) previous due date for the payment of interest/dividend for NCRPS/repayment of principal of 
NCRPS/NCDS and whether the same has been paid or not

(e) next due date for the payment of interest/dividend of non-convertible preference shares/ 
principal along with the amount of interest/dividend of non-convertible preference shares 
payable and the redemption amount

(J) debt service coverage ratio

(g) interest service coverage ratio

(h) outstanding redeemable preference shares (quantity and value)

(z) capital redemption reserve/debenture redemption reserve

(j) networth

(k) net profit after tax

(I) earnings per share
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The requirement of disclosures of debt service coverage ratio, asset cover and interest service cover
age ratio shall not be applicable for banks or non banking financial companies registered with the 
RBI. This requirement shall also not be applicable in case of unsecured debt instruments issued by 
regulated financial sector entities eligible for meeting capital requirements as specified by respective 
regulators.

(5) While submitting the information under (4), the listed entity shall submit to stock exchanges, a cer
tificate signed by debenture trustee that it has taken note of the contents.

(6) The listed entity which has listed its NCRPS shall make the following additional disclosures as notes 
to financials:

(a) Profit for the half year and cumulative profit for the year.

(b) Free reserve as on the end of half year.
(c) Securities premium account balance if redemption of redeemable preference share is to be done 

at a premium, such premium may be appropriated from securities premium account. However, 
disclosure on securities premium account balance may be provided only in the year in which 
NCRPS are due for redemption.

(d) Track record of dividend payment on NCRPS. In case the dividend has been deferred at any 
time, then the actual date of payment shall be disclosed.

(e) Breach of any covenants under the terms of the NCRPS. In case a listed entity is planning a 
fresh issuance of shares whose end use is servicing of the NCRPS (whether dividend or prin
ciple redemption), then the same shall be disclosed whenever the listed entity decided on such 
issuances.

(7) The listed entity shall submit to the stock exchange on a half yearly basis along with the half yearly 
financial results, a statement indicating material deviations, if any, in the use of proceeds of issue of 
NCDS and NCRPS from the objects stated in the offer document.

(8) The listed entity shall, within 2 calendar days of the conclusion of the meeting of the board of direc
tors, publish the financial results and statement, in at least one English national daily newspaper 
circulating in the whole or substantially the whole of India.

Question 21] What are the compliance requirement to be made relating to 'Annual Report' by the
companies issuing Non-Convertible Debt Securities & Non-Convertible Redeemable Preference
Shares under the SEBI (Listing Obligations & Disclosure Requirements) Regulations, 2015?

Ans.: Annual Report [Regulation 53]: The annual report of the listed entity shall contain disclosures as 
specified in Companies Act, 2013 along with the following:

(a) Audited financial statements i.e. balance sheets, profit and loss accounts and Statement on Impact 
of Audit Qualifications

(b) Cash Flow Statement presented only under the indirect method

(c) Auditors Report
(d) Directors Report
(e) Name of the debenture trustees with full contact details
(f) Related party disclosures as specified in Para A of Schedule V.

Question 22] What are the compliance requirement to be made relating to 'Asset Cover' & 'Credit
Rating' by the companies issuing Non-Convertible Debt Securities under the SEBI (Listing Obliga
tions & Disclosure Requirements) Regulations, 2015?

Ans.: Asset Cover [Regulation 54]:
(1) In respect of its listed NCDS, the listed entity shall maintain 100% asset cover sufficient to discharge 

the principal amount at all times for the NCDS issued.
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(2) Listed entity shall disclose to the stock exchange in quarterly, half-yearly, year-to-date and annual 
financial statements, as applicable, the extent and nature of security created and maintained with 
respect to its secured listed NCDS.

(3) Requirement specified (1) shall not be applicable in case of unsecured debt securities issued by 
regulated financial sector entities eligible for meeting capital requirements as specified by respective 
regulators.

Credit Rating [Regulation 55]: Each rating obtained by the listed entity with respect to NCDS shall be 
reviewed at least once a year by a credit rating agency registered by the SEBI.

Question 23] What are the compliance requirement to be made relating to 'intimation to debenture 
trustees' by the companies issuing Non-Convertible Debt Securities under the SEBI (Listing Obli
gations & Disclosure Requirements) Regulations, 2015?

Ans.: Documents and Intimation to Debenture Trustees [Regulation 56]: The listed entity shall forward 
the following to the debenture trustee promptly:

(a) A copy of the annual report at the same time as it is issued along with a copy of certificate from the 
listed entity's auditors in respect of utilization of funds during the implementation period of the 
project for which the funds have been raised. However, in the case of debentures or preference shares 
issued for financing working capital or general corporate purposes or for capital raising purposes 
the copy of the auditor's certificate may be submitted at the end of each financial year till the funds 
have been fully utilized or the purpose for which these funds were intended has been achieved.

(b) A copy of all notices, resolutions and circulars relating to-

(?) New issue of NCDS at the same time as they are sent to shareholders/holders of NCDS

(ii) the meetings of holders of NCDS at the same time as they are sent to the holders of NCDS or 
advertised in the media including those relating to proceedings of the meetings;

(c) Intimations regarding any revision in the rating, any default in timely payment of interest or redemp
tion or both in respect of the NCDS, failure to create charge on the assets.

(d) A half-yearly certificate regarding maintenance of 100% asset cover in respect of listed NCDS, by 
either a Practicing CS/ CA, along with the half yearly financial results

Submission of such half yearly certificates is not applicable in cases where a listed entity is a bank or non
banking financial companies registered with RBI or where bonds are secured by a Government guarantee.

The listed entity shall forward to the debenture trustee any such information sought and provide access 
to relevant books of account as required by the debenture trustee.

The listed entity may, subject to the consent of the debenture trustee, send the information in electronic 
form/fax.

Other submissions to stock exchanges [Regulation 57]:

(1) The listed entity shall submit a certificate to the stock exchange within two days of the interest or 
principal or both becoming due that it has made timely payment of interests or principal obligations 
or both in respect of the non-convertible debt securities.

(2) The listed entity shall provide an undertaking to the stock exchanges on annual basis stating that all 
documents and intimations required to be submitted to Debenture Trustees in terms of Trust Deed 
and SEBI (Issue & Listing of Debt Securities) Regulations, 2008 have been complied with.

(3) The listed entity shall forward to the stock exchange any other information in the manner and format 
as specified by the SEBI from time to time.

Question 24] What are the compliance requirement to be made relating to 'providing information to 
holders of NCDS and NCRPS' by the companies under the SEBI (Listing Obligations & Disclosure 
Requirements) Regulations, 2015?
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Ans.: Documents and information to holders of non-convertible debt securities and non-convertible 
preference shares [Regulation 58]:

(1) The listed entity shall send the following documents:

(a) Soft copies of full annual reports to all the holders of non-convertible preference share who 
have registered their email addresses for the purpose.

(b) Hard copy of statement containing the salient features of all the documents, as specified in Sec
tion 136 of Companies Act, 2013 and rules made thereunder to those holders of non-convertible 
preference share who have not so registered.

(c) Hard copies of full annual reports to those holders of non-convertible debt securities and non 
convertible preference share, who request for the same.

(d) Half yearly communication as per Regulation 52(4) & (5), to holders of NCDS and NCRPS.

(2) The listed entity shall send the notice of all meetings of holders of NCDS and holders of NCRPS 
specifically stating that the provisions for appointment of proxy as mentioned in Section 105 of the 
Companies Act, 2013, shall be applicable for such meeting.

(3) The listed entity shall send proxy forms to holders of NCDS and NCRPS which shall be worded in 
such a manner that holders of these securities may vote either for or against each resolution.

Question 25] Write a short note on: Structure of NCDS and NCRPS

Ans.: Structure of Non-Convertible Debt Securities and Non-Convertible Redeemable Preference 
Shares [Regulation 59]:

(1) The listed entity shall not make material modification without prior approval of the stock exchanges 
where the non-convertible debt securities or non-convertible redeemable preference shares, as appli
cable, are listed, to (a) the structure of the debenture in terms of coupon, conversion, redemption, or 
otherwise, (b) the structure of the non-convertible redeemable preference shares in terms of dividend 
of non-convertible preference shares payable, conversion, redemption, or otherwise.

(2) The approval of the stock exchange shall be made only after:

(a) approval of the board of directors and the debenture trustee in case of non-convertible debt 
securities and

(b) after complying with the provisions of Companies Act, 2013 including approval of the consent 
of requisite majority of holders of that class of securities.

Question 26] What are the compliance requirement to be made relating to 'Record Date' by the 
companies issuing Non-Convertible Debt Securities & Non-Convertible Redeemable Preference 
Shares under the SEBI (Listing Obligations & Disclosure Requirements) Regulations, 2015?

Ans.: Record Date [Regulation 60]:
(1) The listed entity shall fix a record date for purposes of payment of interest, dividend and payment 

of redemption or repayment amount or for such other purposes as specified by the stock exchange.

(2) The listed entity shall give notice in advance of at least 7 working days (excluding the date of intima
tion and the record date) to the recognized stock exchanges of the record date or of as many days 
as the stock exchanges may agree to or require specifying the purpose of the record date.

Question 27] What are the compliance requirement to be made relating to 'terms of NCDS and NCRPs' 
by the companies issuing Non-Convertible Debt Securities & Non-Convertible Redeemable Prefer
ence Shares under the SEBI (Listing Obligations & Disclosure Requirements) Regulations, 2015?

Ans.: Terms of NCDS and NCRPS [Regulation 61]:
(1) The listed entity shall ensure timely payment of interest or dividend of non-convertible redeemable 

preference shares or redemption payment. Provided that the listed entity shall not declare or distrib-
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ute any dividend wherein it has defaulted in payment of interest on debt securities or redemption 
thereof or in creation of security as per the terms of the issue of debt securities:

Provided further that this requirement shall not be applicable in case of unsecured debt securities 
issued by regulated financial sector entities eligible for meeting capital requirements as specified by 
respective regulators.

(2) The listed entity shall not forfeit unclaimed interest/ dividend and such unclaimed interest/ dividend 
shall be transferred to the 'Investor Education and Protection Fund' set up as per Section 125 of the 
Companies Act, 2013.

(3) Unless the terms of issue provide otherwise, the listed entity shall not select any of its listed securi
ties for redemption otherwise than pro rata basis or by lot.

(4) The listed entity shall comply with requirements as specified in regulation 40 for transfer of securi
ties including procedural requirements specified in Schedule VII.

Question 28] What are the compliance requirement to be made relating to 'website' by the compa
nies issuing Non-Convertible Debt Securities & Non-Convertible Redeemable Preference Shares 
under the SEBI (Listing Obligations & Disclosure Requirements) Regulations, 2015?

Ans.: Website [Regulation 62]: The listed entity shall maintain a functional website containing the following 
information about the listed entity:

(a) Details of its business

(b) Financial information including complete copy of the annual report including balance sheet, profit 
and loss account, directors report etc.

2  (c) Contact information of the designated officials of the listed entity who are responsible for assisting 
g and handling investor grievances
B (d) Email address for grievance redressal and other relevant details.

(e) Name of the debenture trustees with full contact details.
(f) The information, report, notices, call letters, circulars, proceedings, etc. concerning non-convertible 

redeemable preference shares or non-convertible debt securities.
(g ) All information and reports including compliance reports filed by the listed entity.
(h) Information with respect to the following events:

- default by issuer to pay interest on or redemption amount;
- failure to create a charge on the assets;
- revision of rating assigned to the non-convertible debt securities:

The listed entity may also issue a press release with respect to the events specified above.
The listed entity shall ensure that the contents of the website are correct and updated at any given 
point of time.

OBJECTIVE QUESTIONS 

Question A] Expand the following abbreviations:

(1) NCRPS (3) NCPS

(2) CPS (4) IPDI

Question B] State, with reasons in brief, whether the following statements are correct 
or incorrect:

(1) Equity shares can be converted into redeemable preference shares.

(2) SEBI (Issue & Listing of Non-Convertible Redeemable Preference Shares) Regulations, 2013 also 
applies to Perpetual Non-Cumulative Preference Shares.
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(3) A public issue of non-convertible redeemable preference shares is compulsory.

(4) Minimum subscription for issue of non-convertible redeemable preference shares is 90% of issue 
size.

(5) Non-Convertible Redeemable Preference Shares are not tradable securities.

Question C] Select the correct option.

1. The minimum tenure of non-convertible 
redeemable preference shares shall not be less than

(a) 2 years

(b) 5 years

(c) 3 years

(id) 20 years

2. Which of the following is NOT general condition 
for issuance of NCRPS under the SEBI (Issue & Listing 
of Non-Convertible Redeemable Preference Shares) 
Regulations, 2013?

(a) In-principle approval for listing

(b) Arrangement with a depository

(c) Obtaining credit rating

(d) Company has made profit in 3 out of last 5 
years

3. Which of the following reserve is required to be 
created after issue of non-convertible redeemable 
preference shares?

(a) Capital Reserve

(b) General Reserve

(c) Capital Redemption Reserve

(id) Preference Reserve

4. Which of the following statement is NOT correct?

(a) Advertisement issued for issue of non-con- 
vertible redeemable preference shares shall 
not contain any matters which are extraneous 
to the contents of the offer document.

(ib) The issuer shall issue NCRPS for providing 
loan to or acquisition of shares of any person 
who is part of the same group or who is under 
the same management.

(c) An issuer may issue non-convertible redeem
able preference shares to the public online.

(d) The issuer shall redeem the NCRPS in terms 
of the offer document.

5. If minimum subscription is not received in 
respect of issue non-convertible redeemable

preference shares, all application moneys received 
shall be refunded forthwith to the applicants. If the
application monies are refunded beyond_____ from
the last day of the offer, then such amounts shall be 
refunded together with interest at such rate as may 
be set out in the offer document which shall not be 
less than_______

(a) 7 days; 10% p.a.

(b) 8 days; 10% p.a.

(c) 8 days; 15% p.a.

(id) 10 days; 15% p.a.

6. An issuer desirous of making an offer of NCRPS 
to the public shall make an application for listing to 
one or more recognized stock exchanges in terms of 
 of the Companies Act, 2013.

(a) Section 40

(b) Section 72

(c) Section 50

(d) Section 38

7. As per SEBI (Issue & Listing of Non-Convertible 
Redeemable Preference Shares) Regulations, 2013, 
the minimum application size for each investor is 
not less than -

(a) ? 5 lakh

(b) ? 10 lakh

(c) ? 15 lakh

(d) ? 25 lakh

8. The SEBI has relaxed the strict enforcement
of _______  of Securities Contracts (Regulation)
Rules, 1957 in relation to listing of non-convertible 
redeemable preference share issued by way of a 
public issue or a private placement.

(a) Rule 19(2) & (5)

(b) Rule 19(1) & (3)

(c) Rule 20(1) & (3)

(d) Rule 15(1) & (4)

9. For which of the following purpose SEBI can 
inspect the books of account and other records of
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the issuer of non-convertible redeemable preference 
shares?

(a) To verify whether the requirement in respect of 
issue of securities as specified in these regula
tions has been complied with.

(b) To verify whether the requirement of listing 
conditions and continuous disclosure require
ment have been complied with.

(c) To inquire whether any direction issued by the 
SEBI has been complied with.

(d) All of the above 

Answer to Question A:

10. The Merchant Banker shall verify and confirm 
that the disclosures made in the offer documents are 
true, fair and adequate and ensure that the issuer is
in compliance with_______ of SEBI (Issue & Listing
of Non-Convertible Redeemable Preference Shares) 
Regulations, 2013 and disclosures required as per 
the Companies Act, 2013.

(a) Schedule IV

(b) Schedule II

(c) Schedule III

(d) Schedule I

Abbreviation ** ItjgPlft Form „
-

NCRPS Non-Convertible Redeemable Preference Shares

CPS Cumulative Preference Shares
NCPS Non-Cumulative Preference Shares
IPDI Innovative Perpetual Debt Instruments

Answer to Question B:
(1) Incorrect. It was held that where the equity shares are to be converted into redeemable preference 

shares it was necessary to adopt the process of reduction of capital u/ s 66 of the Companies Act, 
2013. [Chowgule & Co. (P) Ltd. 1972 Tax LR 2163, St. James Court Estates Ltd. [1944] Ch. 6]

(2) Correct. SEBI (Issue & Listing of Non-Convertible Redeemable Preference Shares) Regulations, 2013 
also apply to Issue and listing of Perpetual Non-Cumulative Preference Shares and perpetual debt 
instrument, issued by banks on private placement basis in compliance with Guidelines issued by 
RBI.

(3) Incorrect. Regulation 14 provides that a public issue of NCRPS may be underwritten by an under
writer registered with the SEBI. Thus, public issue of non-convertible redeemable preference shares 
is optional not compulsory.

(4) Incorrect. Regulation 13 provides that the issuer may decide the amount of minimum subscription 
which it seeks to raise by public issue of NCRPS in accordance with the provisions of Companies 
Act, 2013.

(5) Incorrect. Regulation 21, NCRPS issued to the public or on private placement basis, which are listed 
in recognized stock exchanges, shall be traded and such trades shall be cleared and settled in recog
nized stock exchanges subject to conditions specified by the SEBI.

Answer to Question C:

1. (c) 3. (c) 5. (c) 7. (b) 9. (d)
2. (d) 4. (b) 6. (a) 8. (b) 10. (d)
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Question 1] What do you understand by Real Estate Investment Trust (REIT)?

CS (Executive) - Dec 2016 (2 Marks)

Ans.: Real Estate Investment Trust (REIT): REITs are similar to mutual funds. While mutual funds 
provide for an opportunity to invest in equity stocks, REITs allow one to invest in income-generating 
real estate assets.
How does an REIT work: REITs raise funds from a large number of investors and directly invest that 
sum in income-generating real estate properties which could be offices, residential apartments, shopping 
centres, hotels and warehouses.
The trusts are listed in stock exchanges so that investors can buy units in the trust. REITs are structured 
as trusts. Thus, the assets of an REIT are held by an independent trustee on behalf of unit holders.

Why invest in REITs: For investors who are averse to investing in physical purchase of property due 
to the risks involved, REIT is an alternative. Investors purchase units of REITs which are traded on the 
stock exchange, as against physical purchase of property. Therefore, investors can buy and sell units of 
REIT on the stock exchange as and when required, making investment easier to liquidate compared to 
physical property transaction.
Retail investors in REITs: The minimum required to be put into an REIT is ? 2 lakh. It could provide an 
opportunity for investors who, otherwise, do not get the opportunity to invest in commercial real estate 
because of high capital values. Since 90% of the profit generated needs to be distributed as dividend in 
REIT, it could provide a stable income for unit holders.

Role of trustee: The trustee has duties as laid out in the trust deed for the REIT. These typically include 
ensuring compliance with applicable laws and protecting the rights of unit holders as well.

REIT's investment objective: The investment objective of REITs is to provide unit holders with dividends, 
usually generated from rental income and capital gains from the profitable sale of real estate assets. 
Typically, the trust distributes 90% of its income among its investors by issuing dividends.

REIT structure: Typically, money is raised from unit holders through an Initial Public Offer (IPO) and 
used by the company to purchase a pool of real estate properties. These properties are leased out to tenants 
and the income generated via rent flows back to unit holders (investors) in return as income distributions 
(dividends).
REIT origins: REITs originated in the US to give investors an opportunity to invest in income-generating 
real estate assets. After its introduction in the US, several countries such as Singapore, Australia and Hong 
Kong have implemented REITs.
Why now, in India: REITs, as a concept, have been on the horizon for a while now. India's regulations in 
2014 for the sector have not been able to attract investor interest. REITs obtained exemption from dividend 
distribution tax in the Budget, a step towards making them attractive for the investors. A report by real 
estate consultancy firm Cushman and Wakefield estimates that Indian commercial real estate like office, 
retail assets offers investment opportunities for REITs worth ? 2.88 lakh Crore - ? 3.60 lakh Crore across 
top cities.
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Commercial Priority: The underlying strategy for REIT is to invest in rent-yielding assets and generate 
rental income for investors in the form of dividends. That explains why commercial real estate is seen as 
potential for REITs. The predominant strategy to invest in residential assets is via rental housing schemes. 
However, rental housing schemes in India are still not prevalent and hence investing in residential assets 
would be challenging.

The current SEBI guidelines for REITs permit investments only in rent-yielding assets.

Tax and other issues: Short-term capital gain tax is applicable for unit holders at the rate of 15%. While 
interest is tax-exempt for REITs, it is taxable for unit holders. The registration charges for every purchase 
and sale of property is still applicable.

Potential investment risks: REITs units are listed on, and are subject to the vagaries of the stock exchanges, 
resulting in negative or lower returns than expected. As in mutual funds, retail investors in REITs have 
no control over investments and exits being made by the trust.

SEBI (REAL ESTATE INVESTMENT TRUSTS) REGULATIONS, 2014

Question 2] Define the term 'Associate' as per the SEBI (Real Estate Investment Trusts) Regula
tions, 2014.

Ans.: Associate [Regulation 2(b)]: Associate of any person includes -

(a) Any person controlled, directly or indirectly, by the said person.

(b) Any person who controls, directly or indirectly, the said person.

(c) Where the said person is a company or a body corporate, any person who is designated as promoter 
of the company or body corporate and any other company or body corporate with the same promoter.

(d) Where the said person is an individual, any relative of the individual.

Question 3] Define the term 'holdco' as per the SEBI (REIT) Regulations, 2014.

Ans.: "Holdco" or "holding company" [Regulation 2(qa)]: "Holdco" or "holding company" means a 
company or LLP -

(1) In which REIT holds or proposes to hold controlling interest and not less than 51% of the equity 
share capital or interest and which it in turn has made investments in other SPVs, which ultimately 
hold the properties;

(2) Which is not engaged in any other activity other than holding of the underlying SPVs, holding of 
real estate/ properties and any other activities pertaining to and incidental to such holdings.

Question 4] Define the term 'SPV' as per the SEBI (REIT) Regulations, 2014.

Ans.: Special Purpose Vehicle (SPV) [Regulation 2(zs)]: SPV means any Company or LLP -

(1) In which REIT or the holdco holds or proposes to hold controlling interest and not less than 51 % of 
the equity share capital or interest.

(2) Which holds more than 80% of its assets directly in properties and does not invest in other SPVs.

(3) Which is not engaged in any activity other than holding and developing property and any other 
activity incidental to such holding or development;

Question 5] Define the term "Sponsor" as per the SEBI (REIT) Regulations, 2014.

Ans.: Sponsor [Regulation 2(zt)]: Sponsor means any persons who set up the REIT and designated as 
such at the time of application made to the SEBI.

Sponsor [Regulation 2(zta)]: Sponsor group includes:

(1) The sponsors

(2) In case the sponsor is a body corporate:
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(a) Entities or persons which are controlled by such body corporate

(b) Entities or persons who control such body corporate

(c) Entities or persons which are controlled by persons as referred at clause (b).

(3) In case sponsor is an individual:

(a) An immediate relative of such individual (i.e., any spouse of that person, or any parent, brother, 
sister or child of the person or of the spouse) and

(b) Entities or persons which are controlled by such individual.

Question 6] Discuss the provisions relating to registration of real estate investment trusts under 
the SEBI (Real Estate Investment Trusts) Regulations, 2014.

What are the eligibility criteria for granting a certificate to an applicant to act as REIT as per SEBI 
guidelines in this regard? CS (Executive) - Dec 2016 (6 Marks)

Ans.: Registration of real estate investment trusts [Regulation 3]:

(1) No person shall act as a REIT unless it is registered with the SEBI.

(2) An application for grant of certificate of registration as REIT shall be made, by the sponsor on behalf 
of the trust in Form A of Schedule I and shall be accompanied by a non-refundable application fee 
specified in Schedule II to these regulations.

(3) SEBI may, in order to protect the interests of investors, appoint any person to take charge of records, 
documents of the applicant and for this purpose, also determine the terms and conditions of such 
an appointment.

Eligibility Criteria [Regulation 3]: For the purpose of the grant of certificate to an applicant, the SEBI 
shall consider all matters relevant to the activities as a REIT.

SEBI shall consider the following -

(a) Applicant is the sponsor on behalf of trust and the instrument of trust is in the form of a deed duly 
registered in India under the provisions of the Registration Act, 1908.

(b) Trust deed has its main objective as undertaking activity of REIT and includes responsibilities of the 
Trustee as per Regulation 9.

(c) Persons have been designated as sponsor, manager and trustee and all such persons are separate 
entities.

(d) With regard to sponsor -

1. Each sponsor shall hold or propose to hold not less than 5% of the number of units of the REIT 
on post-initial offer basis;

2. Each sponsor and sponsor group shall be clearly identified in the application of registration 
to the SEBI and in the offer document/placement memorandum. However, for each sponsor 
group not less than one person shall be identified as a sponsor.

3. The sponsors, on a collective basis, have a net worth of not less than ? 100 Crore. However, 
each sponsor has a net worth of not less than ? 20 Crore.

4. The sponsor or its associates has not less than 5 years experience in development of real es
tate or fund management in the real estate industry. If the sponsor is a developer, at least two 
projects of the sponsor have been completed.

(e) With regard to the manager -

1. The manager has a net worth of not less than ? 10 Crore if the manager is a body corporate 
or a company or net tangible assets of value not less than ? 10 Crore in case the manager is a 
LLP.
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2. The manager or its associate has not less than 5 years experience in fund management or ad
visory services or property management in the real estate industry or in development of real 
estate.

3. The manager has not less than 2 key personnel who each have not less than 5 years experience 
in fund management or advisory services or property management in the real estate industry 
or in development of real estate.

4. The manager has not less than half, of its directors in the case of a company or of members 
of the governing SEBI in case of an LLP, as independent and not directors or members of the 
governing SEBI of another REIT.

5. The manager has entered into an investment management agreement.

(J) With regard to the trustee -

1. The trustee is registered with the SEBI under SEBI (Debenture Trustees) Regulations, 1993 and 
is not an associate of the sponsors or manager.

2. The trustee has such wherewithal with respect to infrastructure, personnel, etc. to the satisfac
tion of the SEBI.

(g) No unit holder of the REIT enjoys superior voting or any other rights over another unit holder and 
there are no multiple classes of units of REIT. However, subordinate units may be issued only to 
the sponsors and its associates, where such subordinate units shall carry only inferior voting or any 
other rights compared to other units.

(h) The applicant has clearly described at the time of application for registration, details pertaining to 
proposed activities of the REIT.

(i) The applicant and parties to the REIT are fit and proper persons based on the criteria as specified in 
Schedule II of the SEBI (Intermediaries) Regulations, 2008.

(/') Whether any previous application for grant of certificate by the applicant or any related party has 
been rejected by the SEBI.

(k) Whether any disciplinary action has been taken by the SEBI or any other regulatory authority against 
the applicant or any related party under any Act or the regulations or circulars or guidelines made 
thereunder.

Furnishing of further information, clarification and personal representation [Regulation 5]: The SEBI 
may require the applicant to furnish any such information or clarification as may be required by it for 
the purpose of processing of the application.

The SEBI, if it so desires, may require the applicant or any authorized representative to appear before the 
SEBI for personal representation in connection with the grant of certificate.

Procedure for grant of certificate [Regulation 6]: The SEBI on being satisfied that the applicant fulfils the 
specified requirements shall send intimation to the applicant and on receipt of the payment of registration 
fees as specified in Schedule II, grant certificate of registration in Form B under Schedule I.

The registration may be granted with such conditions as may be deemed appropriate by the SEBI.

Conditions of certificate [Regulation 7]: The certificate of registration shall be subject to the following 
conditions -

(a) The REIT shall abide by the provisions Of the SEBI Act, 1992 and these regulations.

(b) The REIT shall forthwith inform the SEBI in writing, if any information or particulars previously 
submitted to the SEBI are found to be false or misleading in any material particular or if there is any 
material change in the information already submitted.

(c) The REIT and parties to the REIT shall satisfy with the conditions specified in regulation 4 at all 
times.
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