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      (1)Secondary Market- Meaning 


A secondary  market is  a  platform  wherein  the  shares  of  companies  are 
 traded among investors. It means that investors can freely buy and sell shares 
 without the intervention of the issuing company. In these transactions among 
 investors, the issuing company does not participate in income generation, and 
 share  valuation  is  rather  based  on  its  performance  in  the  market.  Income  in 
 this  market  is  thus  generated  via  the  sale  of  the  shares  from  one  investor  to 
 another. 


Some of the entities that are functional in a secondary market include – 
 1. Retail investors. 


2. Advisory service providers and brokers comprising commission brokers 
 and security dealers, among others. 


3. Financial  intermediaries  including  non-banking  financial  companies, 
 insurance companies, banks and mutual funds. 


Nature of Secondary Market 


1. Gives liquidity to all investors. Any seller in need of cash can easily sell 
 the security due to the presence of a large number of buyers. 


2. Very  little  time  lag  between  any  new  news  or  information  on  the 
 company and the stock price reflecting that news. The secondary market 
 quickly adjusts the price to any new development in the security. 


3. Lower transaction costs due to the high volume of transactions. 


4. Demand and supply economics in the market assist in price discovery. 


5. An alternative to saving. 



(2)6. Secondary  markets  face heavy regulations from  the  government  as  they 
 are a vital source of capital formation and liquidity for the companies and 
 the investors. High regulations ensure the safety of the investor’s money. 


Functions of Secondary Market 


1. Economic Barometer: A stock exchange is a reliable barometer to measure 
 the  economic  condition  of  a  country.  Every  major  change  in  country  and 
 economy is reflected in the prices of shares. The  rise or fall in the share prices 
 indicates  the  boom  or  recession  cycle  of  the  economy.  Stock  exchange  is  also 
 known as a pulse of economy or economic mirror which reflects the economic 
 conditions of a country. 


2. Pricing of Securities: The stock market helps to value the securities on the 
 basis  of  demand  and  supply  factors.  The  securities  of  profitable  and  growth 
 oriented  companies  are  valued  higher  as  there  is  more  demand  for  such 
 securities.  The  valuation  of  securities  is  useful  for  investors,  government  and 
 creditors.  The  investors  can  know  the  value  of  their  investment,  the  creditors 
 can  value  the  creditworthiness  and  government  can  impose  taxes  on  value  of 
 securities. 


3. Safety of Transactions: In stock market only the listed securities are traded 
 and  stock  exchange  authorities  include  the  companies  names  in  the  trade  list 
 only after verifying the soundness of company. The companies which are listed 
 they  also  have  to  operate  within  the  strict  rules  and  regulations.  This  ensures 
 safety of dealing through stock exchange. 


4. Contributes  to  Economic  Growth: In  stock  exchange  securities  of  various 
companies are bought and sold. This process of disinvestment and reinvestment 



(3)helps to invest in most productive investment proposal and this leads to capital 
 formation and economic growth. 


5. Spreading  of  Equity  Cult: Stock  exchange  encourages  people  to  invest  in 
 ownership  securities  by  regulating  new  issues,  better  trading  practices  and  by 
 educating public about investment. 


6. Providing Scope for Speculation: To ensure liquidity and demand of supply 
 of securities the stock exchange permits healthy speculation of securities. 


7. Liquidity: The main function of stock market is to provide ready market for 
 sale  and  purchase  of  securities.  The  presence  of  stock  exchange  market  gives 
 assurance  to  investors  that  their  investment  can  be  converted  into  cash 
 whenever they want. The investors can invest in long term investment projects 
 without any hesitation, as because of stock exchange they can convert long term 
 investment into short term and medium term. 


8. Better  Allocation  of  Capital: The  shares  of  profit  making  companies  are 
 quoted  at  higher  prices  and  are  actively  traded  so  such  companies  can  easily 
 raise  fresh  capital  from  stock  market.  The  general  public  hesitates  to  invest  in 
 securities of loss making companies. So stock exchange facilitates allocation of 
 investor’s fund to profitable channels. 


9. Promotes  the Habits  of  Savings and Investment:  The  stock  market offers 
attractive  opportunities  of  investment  in  various  securities.  These  attractive 
opportunities  encourage  people  to  save  more  and  invest  in  securities  of 
corporate sector rather than investing in unproductive assets such as gold, silver, 
etc. 



(4)Organization of Stock Exchanges 


The first organized stock exchange in India was started in Bombay in 1875 with 
 the  formation  of  the  “Native  share  and  Stock  Brokers  Association”.  Thus  the 
 Bombay  Stock  Exchange  is  the  oldest  one  in  the  country.  With  the  growth  of 
 Joint  stock  companies,  the  stock  exchanges  also  made  a  steady  growth  and  at 
 present these are 23 recognized stock exchanges with about 6000 stock brokers. 


 1. Traditional Structure of stock Exchanges 


The  stock  exchanges  in  India  can  be  classified into  two  broad  groups  on  the 
 basis of their legal structure. They are: 


1.  Three  stock  exchanges  which  are  functioning  as  association  of  person  viz., 
 BSE, ASE and Madhya Pradesh Stock Exchange. 


2. Twenty stock exchanges which have been set up as companies, either limited 
 by guarantees or by shares. They are 


1. Bangalore Stock Exchange 
 2. Bhubaneswar Stock exchange 
 3. Calcutta Stock Exchange 
 4. Cochin Stock Exchange 
 5. Coimbatore Stock Exchange 
 6.  Delhi Stock Exchange 
 7. Gauhati Stock Exchange 
 8. Hyderabad Stock Exchange 
 9.  Interconnected Stock Exchange 
 10.  Jaipur Stock Exchange 


11.  Ludhiana Stock Exchange 
12.  Madras Stock Exchange 
13.  Magadh Stock Exchange 
14.  Mangalore Stock Exchange 



(5)15. National Stock Exchange 
 16. Pune Stock Exchange 
 17. OTCEI 


2. Demutualization of Stock Exchanges 


The transition process of an exchange from a ―mutually-owned association to 
 a company ―owned by Shareholders‖ is called demutualization. 


Demutualization  is  transforming  the  legal  structure,  of  an  exchange  from  a 
 mutual  form  to  a  business  corporation  form.  In  a  mutual  exchange,  the  three 
 functions  of  ownership,  management  and  trading  are  intervened  into  a  single 
 group. It means that the broker members of the exchange are owners as well as 
 traders  on  the  exchange  and  further  they  themselves  manage  the  exchange. 


These three functions are segregated from one another after demutualization. 


 The demutualised stock exchanges in India are; 


 1. The National Stock Exchange (NSE) 


2. over the Counter Exchange of India (OTCEI) 
  3. Corporatization of Stock Exchanges 


 The  process  of  converting  the  organizational  structure  of  the  stock  exchange 
 from a non-corporate structure to a corporate structure is called Corporatization 
 of  stock  exchanges.  As  stated  earlier,  some  of  the  stock  exchanges  were 
 established as Association  in  India    of  like  BSE,  ASE  and  MPSE. 


Corporatization  of  these  exchanges  is  the  process  of  converting  them  into 
 incorporated companies. 


Management: 


The  recognized  stocks  exchanges  are  managed  boards  consist  of  elected 
member  directors  from  stock  broker  members,  public  representatives  and 



(6)government nominees nominated by the SEBI. The government has also powers 
 to nominate Presidents and Vice-presidents of stock exchanges and to approve 
 the  appointment  of  the  chief  Executive  and  public  representatives.  The  major 
 stock  exchanges are managed by  the Chief  Executive  Director and  the smaller 
 stock exchanges are under the control of a Secretary. 


Membership: 


To  become  a  member  of  a  recognized  stock  exchange,  a  person  must  possess 
 the following qualifications: 


• He should be a citizen of India, 


• He should not be less than 21 years of age, 


• He should not have been adjudged bankrupt or insolvent, 


•  He  should  not  have  been  convicted  for  an  offence  involving  fraud  or 
 dishonesty, 


• He should not be engaged in any other business except dealing in securities, 


• He should not have been expelled by any other stock exchange or declared a 
defaulter by any other stock exchange. 



(7)Regulatory framework for Stock Exchange in India 


The  growth  of  security  market  of  a  country  is  influenced  by  the  legislative 
 measures taken by that country from time to time. The policy change has great 
 impact on the minds of public which ultimately affects their saving habits. For 
 effective mobilization of funds, it is necessary that the interest of the potential 
 investors  should  be  protected  adequately.  In  the  pre-independence,  the  earliest 
 legislation  relating  to  stock  market  was  introduced  in  the  19*  Century.  This 
 legislation  was  passed  in  1865  but  it  lost  its  impact  due  to  outbreak  of  the 
 American Civil War. Thereafter, the Atly  Stock Exchange Enquiry Committee 
 was set-up in 1923. This committee in its report, emphasized on necessity of the 
 Stock  Exchanges'  framing  and  maintaining  a  systematic  set  of  rules  and 
 regulations in the interest of the general investing public and of the trade itself. 


The  next  step  towards  special  legislation  for  controlling  stock  markets  was 
Bombay Securities Contracts Control Act, 1925. This Act gave certain powers 
to  government  in  regard  to  recognition  of  Stock  exchanges  etc.  but  this  act 
proved  ineffective-in  regulating  security  trading  and  government  control  there 
under  was  nominal,  practically.  The  Bombay  Security  Contracts  Control  Act 
remained in force till the Securities Contract (Regulation) Act, 1956 enacted by 
the Central Government. The main Acts which effect the Securities markets are 
Companies  Act,  1956,  Capital  Issues  Control  Act,  1947,  Securities  Contract 
(Regulation)  Act,  1956,  Securities  Contract  (Regulation)  Rules  1957  and 
Securities  and  Exchange  Board  of  India  Act,  1992,  which  was  set  up  as  a 
Securities  and  Exchange  Board  of  India  (SEBI)  on  April  1988.  It  took  almost 
four years for the government to bring about a separate legislation in the name 
of  Securities  and  Exchange  Board  of  India  Act,  1992  conferring  statutory 
powers. The Act charged to SEBl with comprehensive powers over practically 
all aspects of capital market operations. The Securities and Exchange Board of 
India  (SEBI),  has  emerged  as  an  important  constituent  of  the  system  that  now 



(8)exists  to  regulate,  control  and  monitor  the  Indian  Financial  System  (IFS)  as 
 certain powers of some other constituents of this system have been delegated to 
 the SEBl. 


 Companies Act, 1956  


After Independence, the Government of India passed various legislations so that 
 investors  can  have  confidence  while  investing  their  savings.  With  a  view  to 
 protect  the  interest  of  a  large  number  of  shareholders  and  creditors  on  healthy 
 lines  and  to  help  the  attainment  of  the  ultimate  ends  of  social  and  economic 
 policy  of  the  Government,  the  Companies  Act,  1956  was  passed.  It  was  not 
 enacted  purely  from  legalistic  point  of  view  but  it  was  also  passed  on  the 
 changing social needs of the country. The Companies Act, 1956 which together 
 with its amendments, is the substantive law in our country today and contains a 
 large  number  of  new  and  startling  provisions  for  public  control  over  the 
 functioning of joint stock companies.  


The following are the basic objectives of the Companies Act, 1956:  


(a)  Minimum  assured  standard  of  business  integrity  and  conduct  in  the 
 promotion and management of companies;  


(b) Full and fair disclosure of all reasonable information relating to the affairs of 
 the company;  


(c)  Effective  participation  and  control  by  shareholders  and  the  protection  of 
 their legitimate interests;  


(d)  Enforcement  of  proper  performance  of  their  duties  by  the  company 
 management; and  


(e) Power of intervention and investigation into the affairs of companies vi^hen 
they are managed in a manner prejudicial to the interest of the shareholders or to 
the  public  interest.  A  company  has  to  operate  with  in  the  legal  framework 



(9)prevailing  in  the  country.  The  Companies  Act  deals  with  the  formation  and 
 management of new companies. With the growth of joint stock companies, the 
 capital market has taken a new turn in the development of the country.2  


 The Capital Issues (Control) Act, 1947 


 Another ingredient of regulatory legislation is the Capital Issues (Control) Act, 
 1947, 3 which prescribes the approval of the Controller of Capital Issues for all 
 issues  of  capital.  It  is  one  of  the  major  instruments  through  which  the 
 Government regulates the working of capital market particularly the new issues. 


Capital issues control was first introduced under the Defence of India Rule 94-A 
 which  was  promulgated  on  17*  May,  1943  under  the  Defence  of  India  Act, 
 1939, Capital Issue Control was retained after the War and Defence Rule 94-A 
 was replaced by the Capital Issues (Continuance of Control) Act, in April, 1947. 


The main objective of this pragmatic step was to ensure those investments in the 
country  in  the  various  sectors  of  economy  which  takes  place  in  a  planned 
manner and in accordance with the priorities laid down in the plans. Despite of 
it,  this  legislation  had  the  following  objectives:  a)  To  protect  the  investing 
public; b) To ensure that investments by the corporate sector were in accordance 
with the plans and that they were not wasteful and in non-essential channels; c) 
To  ensure  that  the  capital  structure  of  companies  was  sound  and  in  the  public 
interest; d) To ensure that there was no undue congestion of public issues in any 
part of the year; and e) To regulate the volume, terms and conditions for foreign 
investment. For the purpose of achieving the above objectives, an office of the 
Controller  of  Capital  Issues  (CCI)  was  set-up.  It  was  entrusted  with  the 
responsibility  of  regulating  the  capital  issues  in  the  Country.  The  CCI  was 
vested  with  the  powers  to  approve  the  kinds  of  instruments,  size,  timing  and 
premium  of  issues.  The  Capital  Issues  (Control)  Act,  (CICA)  is  only  of 
historical interest now as it was repealed by the Capital Issues (Control) Repeal 
Act  1992.  It  played  an  important  part  in  the  functioning  of  the  Indian  capital 



(10)market for as many as 45 years since 1947, and its provisions have now become 
 the powers and functions of the SEBI. It was administered by the Controller of 
 Capital  Issues  (CCI)  in  the  Ministry  of  Finance,  Department  of  Economic 
 Affairs,  Government  of  India.  While  the  Securities  (Control)  Repeal  Act, 
 (SCRA) mainly regulates the secondary market. The CICA mostly regulates the 
 primary  or  new  issue  market  for  securities.  The  Act  required  companies  to 
 obtain  prior  approval  or  consent  for  issues  of  capital  to  the  public,  and  for 
 pricing of public and right issues. It empowered the Government of India (GOI) 
 to  regulate  the  timing  of  new  issues  by  private  sector  companies,  the 
 composition  of  securities  to  be  issued,  interest  (dividend)  rates,  which  can  be 
 offered on debentures and preference shares, the timing and frequency of bonus 
 issues,  the  amount  of  prior  allotment  to  promoters,  floatation  costs,  and  the 
 premium to be charged on securities. 


 The Securities Contract (Regulation) Act, 1956 


 It was proved over time that the provision in Capital Issues (Control) Act were 
 totally inadequate to regulate the growing dimensions of capital market activity. 


The  government  realized  the  necessity  of  creating  a  broad  based  and  a  more 
 secure  environment  for  the  business  to  grow.  This  led  to  the  enactment  of 
 Companies  Act  and  Securities  Contracts  (Regulation)  Act  in  1956.  These 
 legislations  contained  several  provisions  relating  to  the  issue  of  prospectus, 
 disclosure of accounting and financial information and listing of securities etc. 


The Securities Control (Regulation) Act, 1956 came into force throughout India 
 on  20  Feb,  1957.  This  Act  permits  only  those  exchanges  which  have  been 
 recognized by the Central Government to function in any notified state or area. 


It  prescribes  the  requirements  which  a  company  must  comply  with  before  its 
shares can be listed on any recognized stock exchange in the country. There is 
no statutory obligation that every public limited company should get its shares 
listed  on  a  recognized  stock  exchange.  However,  a  company  declaring  in  the 



(11)prospectus, its intention of applying for enlistment, is bound Under Section 73 
 of  the  Companies  Act,  to  make  a  listing  application  to  the  stock  exchange 
 concerned. It is also bound to abide by the prescribed requirements in order to 
 have  its  shares  admitted  to  dealings  failing  which;  it  has  to  refund  the 
 application money to those who have subscribed for the share capital. Further, 
 the  Government  reserves  the  powers  under  section  21  of  the  Securities 
 Contracts (Regulation) Act, 1956 to compel a Public Limited Company when it 
 is  so  necessary  or  expedient,  in  the  interest  of  the  trade  or  of  the  public  to 
 comply  with  the  prescribed  requirements  and  list  its  shares  on  a  recognized 
 stock exchange. 


The  objective  of  the  Securities  Contracts  (Regulation)  Act  (SCRA)  is  to 
regulate  the  working  of  stock  exchanges  or  secondary  market  with  a  view  to 
prevent  undesirable  transactions  or  speculation  in  securities,  and  thereby,  to 
build  up  a  healthy  and  strong  investment  market  in  which  the  public  could 
invest with confidence. It empowers the GOl to recognize and derecognize the 
stock  exchanges,  to  stipulate  laws  and  by-laws  for  their  functioning,  and  to 
make the listing of securities mandatory on stock exchanges by Public Limited 
Companies  (PULCOs).  It  prohibits  securities  transactions  outside  the 
recognized stock exchanges. It lays down that all contracts in securities except 
short delivery contracts, can be entered only between and through the members 
of  recognized  stock  exchanges.  It  prescribes  conditions  or  requirements  for 
listing  of  securities  on  recognized  stock  exchanges.  It  empowers  the  GOI  to 
supersede  the  governing  bodies  of  stock  exchanges,  to  suspend  business  on 
recognized stock exchanges, to declare certain contracts illegal and void under 
certain  circumstances,  to  prohibit  contracts  in  certain  cases,  to  license  the 
security dealers, and to lay down penalties for contravention of the provision of 
the Act. It is administrated by the Ministry of Finance, Department of Economic 



(12)Affairs, GOI.  This Act aims at having a strong and healthy investment  market 
 so that members of the public may invest their savings with full confidence. 


 The Reserve Bank of India (RBI)  


The  financial  system  deals  in  other  people's  money  and,  therefore,  their 
 confidence, trust and faith in it is crucially important for its smooth functioning. 


Financial  regulation  is  necessary  to  generate,  maintain  and  promote  this  trust. 


One  reason  why  the  public  trust  may  be  lost  is  that  some  of  the  savers  or 
 investors  or  intermediaries  may  imprudently  take  too  much  risk,  which  could 
 engender  defaults,  bankruptcies,  and  insolvencies.  A  regulation  is  needed  to 
 check prudence in the system. 


The  modern  trading  technology  and  the  possibility  of  high  leveraging  enable 
market  participants  to  take  large  stake  which  are  disproportionate  with  their 
own investments. There  are  frequent  instances  of  dishonest, unfair, fraudulent, 
and  unethical  practices  or  activities  of  the  market  intermediaries  or  agencies 
such  as  brokers,  merchant  bankers,  custodians,  trustees,  etc.  The  regulation 
becomes necessary to ensure that the investors are protected; that disclosure and 
access  to  information  are  adequate,  timely,  and  equal;  that  the  participants 
measure  upto  the  rules  of  the  market  place;  and  that  the  markets  are  both  fair 
and  efficient.  To  regulate  financial  system,  RBI  has  special  role  and 
responsibility.  The  RBI,  as  the  central  bank  of  the  Countiy,  is  the  centre  of 
Indian  financial  and  monetary  system.  As  the  apex  institution,  it  has  been 
guiding,  monitoring,  regulating,  controlling,  and  promoting  the  destiny  of  the 
Indian  Financial  System  (IFS)  since  its  inception.  It  started  functioning  from 
April  1,  1935  on  the  terms  of  the  Reserve  Bank  of  India  Act,  1934.  It  was  a 
private  shareholders'  institution  till  January,  1949,  after  which,  it  became  a 
State-owned institution under the Reserve Bank (Transfer to Public Ownership) 
of India Act, 1948. This Act empowers the Central Government, in consultation 
with  the  Governor  of  the  Bank,  to  issue  such  directions  to  it  as  they  might 



(13)consider  necessary  in  the  public  interest.  Further,  the  Governor  and  all  the 
 Deputy  Governors of  the Bank  are  appointed by  the  Central  Government. The 
 Bank  is  managed  by  a  Central  Board  of  Directors;  four  Local  Boards  are  to 
 advise the Central Board on matters referred to them. They are also required to 
 perform duties as are delegated to them. The final control of the Bank vests in 
 the Central Board which comprises the Governor, four Deputy Governors, and 
 fifteen  Directors nominated  by  the  Central  Government. The committee  of the 
 Central  Board  consists  of  the  Governor,  the  Deputy  Governor  and  such  other 
 Directors as may be present at a given meeting. 


 Securities and Exchanges Board of India (SEBI) Act, 1992 


The year 1991 witnessed a big push being given to liberalization and reforms in 
the  Indian  financial sector. For sometime  thereafter, the volume  of  business in 
the primary and secondary securities markets increased significantly. As part of 
the same reform process, the globalization  or internationalization of the Indian 
financial  system  made  it  vulnerable  to  external  shocks.  The  multi-crore 
securities  scam  rocked  the  IFS  in  1992.  All  these  developments  impressed  on 
the  authorities  the  need  to  have  in  place  a  vigilant  regulatory  body  or  an 
effective  and  efficient  watchdog.  It  was  felt  that  the  then  existing  regulatory 
framework was fragmented, ill-coordinated, and inadequate and that there was a 
need for an autonomous, statutory, integrated organization to ensure the smooth 
functioning  of  the  IFS.  The  SEBI  came  into  being  as  a  response  to  these 
requirements.  The  SEBI  was  established  on  April  12,  1988  through  an 
administrative order, but it became a statutory and really powerful organization 
only  since  1992.  The  CICA  was  repealed  and  the  office  of  the  CCl  was 
abolished  in  1992,  and  SEBl  was  set-up  on  21  February,  1992  through  an 
ordinance issued on 30 January, 1992. The ordinance was replaced by the SEBI 
Act on 4 April, 1992. Certain powers under certain sections of SCRA and CA 
have  been  delegated  to  the  SEBI.  The  regulatory  powers  of  the  SEBI  were 



(14)increased  through  the  Securities  Laws  (Amendment)  Ordinance  of  January, 
 1995 which were subsequently replaced by an Act of Parliament. The SEBI is 
 under the overall control of the Ministry of Finance, and has its head office at 
 Mumbai.  It  has  become  now  a  very  important  constituent  of  the  financial 
 regulatory  framework  in  India.  The  philosophy  underlying  the  creation  of  the 
 SEBI is that multiple regulatory bodies for securities industry i.e. the regulatory 
 systems get divided, causing confusion among market participants as to who is 
 really in command. In a multiple regulatory structure, there is also an overlap of 
 functions  of  different  regulatory  bodies.  Through  the  SEBI,  the  regulation 
 model which is sought to be put in place in India, is one in which every aspect 
 of  securities  market  regulation  is  entrusted  to  a  single  highly  visible  and 
 independent  organization,  which  is  backed  by  a  statute,  and  which  is 
 accountable to the Parliament and in which investors can have trust. 


Defects in working of Indian Stock Exchange 


1. Speculative activities: Most of the transactions in stock exchange are carry 
 forward  transactions  with  a  speculative  motive  of  deriving  benefit  from  short 
 term price fluctuation. Genuine transactions are only less. Hence market is not 
 subject to free interplay of demand and supply for securities. 


2. Insider trading: Insider trading has been a routine practice in India. Insiders 
 are those who have access to unpublished price-sensitive information. By virtue 
 of  their  position  in  the  company  they  use  such  information  for  their  own 
 benefits. 


3.  Poor  liquidity:  The  Indian  stock  exchanges  suffer  from  poor  liquidity. 


Though there are approximately 8000 listed companies in India, the securities of 
only a few companies are actively traded. Only those securities are liquid. This 
means other stocks have very low liquidity. 



(15)4. Less floating securities: There is scarcity of floating securities in the Indian 
 stock  exchanges.  Out  of  the  total  stocks, only  a  small  portion  is  being  offered 
 for sale. The financial institutions and joint stock companies control over 75% 


of the scrips. However, they do not offer their holdings for sale. The UTI, GIC, 
 LIC  etc.  indulge  more  in  purchasing  than  in  selling.  This  creates  scarcity  of 
 stocks  for  trading.  Hence,  the  market  becomes  highly  volatile.  It  is  subject  to 
 easy price manipulations. 


5.  Lack  of  transparency:  Many  brokers  are  violating  the  regulations  with  a 
 view to cheating the innocent investing community. No information is available 
 to investors regarding the volume of transactions carried out at the highest and 
 lowest prices. In short, there is no transparency in dealings in stock exchanges. 


6. High volatility: The Indian stock market is subject to high volatility in recent 
 years.  The  stock  prices  fluctuate  from  hour  to  hour.  High  volatility  is  not 
 conducive for the smooth functioning of the stock market. 


7.  Dominance  of  financial  institutions:  The  Indian  stock  market  is  being 
 dominated  by  few  financial  institutions  like  UTI,  LIC,  GIC  etc.  This  means 
 these few institutions can influence stock market greatly. This actually reduces 
 the level of competition in the stock market. This is not a healthy trend for the 
 growth of any stock market. 


8.  Competition  of  merchant  bankers:  The  increasing  number  of  merchant 
 bankers  in  the  stock  market  has  led  to  unhealthy  competition  in  the  stock 
 market.  The  merchant  bankers  help  the  unscrupulous  promoters  to  raise  funds 
 for non- existent projects. Investors are the ultimate sufferers. 


9.  Lack  of  professionalism:  Some  of  the  brokers  are  highly  competent  and 
 professional. At the same time, majority of the brokers are not so professional. 


They  lack  proper  education,  business  skills,  infrastructure  facilities  etc.  Hence 
they are not able to provide proper service to their clients. 
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SEBI  has  introduced  a  wide  range  of  reforms  in  the  secondary  market.  These 
 can  be  discussed  under  the  headings,  namely,  Governing  Body  of  the  stock 
 exchange.  Infrastructure  Development  of  the  stock  exchange,  Settlement  and 
 Clearing,  Debt  Market  Segment,  Price  Stabilization,  Delisting,  Brokers;  and 
 insider trading.  


Governing Body of the stock exchange 


1.  The Board  of  directors of  stock  exchange  has  to  be  reconstituted  so  as  to 
 include non-members, public representatives, government representatives to the 
 extent of 50% of total number of members. 


2.  Capital  adequacy  norms  should  be  complied  with  regard  to  members  of 
 various stock exchanges on the basis of their turnover of trade. 


3. Working hours of stock exchanges should be from 12 noon to 3 p.m. 


4. All recognized stock exchanges should report about their transactions within 
 24 hours. 


Infrastructure Development of Stock Exchange 


Sufficient infrastructure should be available in any stock exchange to facilitate 
 trade.  For  example,  National  Stock  Exchange,  (NSE)  was  set  up  with 
 sophisticated screen-based trading. 


SEBI grants recognition only to those new stock exchanges which have online 
 screen-based trading facility. 


Settlement and Clearing 


SEBI has withdrawn carry forward transactions and introduced certain modified 
regulations.  All  stock  exchanges  should  follow  the  practice  of  weekly 
settlement. 



(17)Apart  from  this,  SEBI  has  instructed  all  stock  exchanges  to  set  up  clearing 
 houses, clearing corporations or settlement guarantee fund for ensuring prompt 
 settlement of the transactions. 


SEBI  has  allowed  institutional  investors, foreign  investments,  stock  brokers  to 
 avail the facility of warehousing of trade. 


Debt Market Segment 


NSE has a wholesale debt market segment to enable the traders to trade in debt 
 instruments.  SEBI  has  allowed  the  listing  of  debt  instruments  of  those 
 companies  which  have  not  even  listed  their  equity  shares  previously.  Foreign 
 institutional  investors  have  been  permitted  to  invest  up  to  100  percent  of  the 
 funds in debt instruments of Indian companies. 


Price Stabilization 


SEBI  keeps  a  constant  watch  over  the  unusual  fluctuations  in  prices.  It  has 
 instructed  the stock  exchanges  to  monitor the prices of  newly  listed  securities. 


When  there  is  an  abnormal  price  variation  in  newly  listed  securities,  SEBI 
 would impose additional margin on purchase of such securities. SEBI has also 
 introduced adequate measures to prevent price rigging and circular trading. 


Delisting 


SEBI  has  streamlined  the  norms  for  delisting  of  securities  from  stock 
 exchanges.  In  case  of  voluntary  delisting  from  regional  stock  exchanges,  the 
 company  would  offer  to  buy  the  shares  from  shareholders  of  the  region. 


Moreover,  it  also  stipulates  that  the  listing  fee  for  three  years  be  paid  by  the 
 company concerned at the time of delisting. 


Brokers 


SEBI  has  regulated  the  functioning  of  brokers  through  the  following 
measures: 



(18)1. Each broker and sub-broker should get their names registered with the stock 
 exchange. 


2.  Capital  adequacy  norms  have  been  fixed  for  the  brokers  in  order  to  ensure 
 their professional competence, financial solvency, etc. 


3. A code of conduct has been laid down for their discharge of duties, resulting 
 in the  execution  of orders,  issue  of  contract  note,  breach of  trust,  being  fair to 
 clients; and rendering investment advice. 


4. Audit of the books of brokers and filing of audit report with SEBI have been 
 made compulsory. 


5.  Brokers  should  preserve  the  books  of  accounts  and  other  records  for  a 
 minimum period of five years. SEBI has the right to inspect the books, records 
 and documents of the brokers. 


6.  Brokers  should  disclose  transaction  price  and  brokerage  separately  in  the 
 contract notes issued to their clients to ensure transparency in the broker-client 
 relationship. 


7. Brokers cannot underwrite more than 5% of public issue. 


Overview of National Stock Exchange (NSE) 


National  Stock  Exchange  of  India  Limited (NSE)  is  the  leading stock 
exchange of India,  located  in Mumbai, Maharashtra.  NSE  was  established  in 
1992  as  the  first  dematerialized  electronic  exchange  in  the  country.  NSE  was 
the first exchange in the country to provide a  modern, fully automated screen-
based electronic trading system which offered easy trading facilities to investors 
spread across the length and breadth of the country.  
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National  Stock  Exchange  was  incorporated  in  the  year  1992  to  bring  about 
 transparency in the Indian equity markets. Instead of trading memberships being 
 confined  to  a  group  of  brokers,  NSE  ensured  that  anyone  who  was  qualified, 
 experienced  and  met  the  minimum  financial  requirements  were  allowed 
 to trade. In this context, NSE was ahead of its time when it separated ownership 
 and  management  of  the  exchange  under SEBI's  supervision.  Stock  price 
 information which could earlier be accessed only by a handful of people could 
 now  be  seen  by  a  client  in  a  remote  location  with  the  same  ease.  The  paper-
 based  settlement  was  replaced  by  electronic  depository-based  accounts  and 
 settlement of trades was always done on time. One of the most critical changes 
 involved a robust risk management system that was set in place, to ensure that 
 settlement guarantees would protect investors against broker defaults. 


NSE was set up by a group of leading Indian financial institutions at the behest 
 of  the Government  of  India to  bring  transparency  to  the  Indian  capital  market. 


Based on the  recommendations laid out by  the  Pherwani  committee, NSE  was 
 established  with  a  diversified  shareholding  comprising  domestic  and  global 
 investors. The key domestic investors include Life Insurance Corporation, State 
 Bank of India, IFCI Limited , IDFC Limited and Stock Holding Corporation of 
 India  Limited.  Key  global  investors  include  Gagil  FDI  Limited,  GS  Strategic 
 Investments  Limited,  SAIF  II  SE  Investments  Mauritius  Limited,  Aranda 
 Investments (Mauritius) Pte Limited and PI Opportunities Fund I.[10]


The  exchange  was  incorporated  in  1992  as  a  tax-paying  company  and  was 
recognized  as  a  stock  exchange  in  1993  under  the  Securities  Contracts 
(Regulation)  Act, 1956, when P. V. Narasimha  Rao was  the  Prime  Minister of 
India  and Manmohan  Singh was  the  Finance  Minister.  NSE  commenced 
operations  in  the  Wholesale  Debt  Market  (WDM)  segment  in  June  1994.  The 
capital  market  (equities)  segment  of  the  NSE  commenced  operations  in 



(20)November  1994,  while  operations  in  the  derivatives  segment  commenced  in 
 June 2000. NSE offers trading, clearing and settlement services in equity, equity 
 derivative, debt, commodity  derivatives,  and currency  derivatives segments.  It 
 was  the  first  exchange  in  India  to  introduce  an  electronic  trading  facility  thus 
 connecting  the  investor  base  of  the  entire  country.  NSE  has  2500  VSATs  and 
 3000 leased lines spread over more than 2000 cities across India. 


NSE  was  also  instrumental  in  creating  the National  Securities  Depository 
 Limited (NSDL)  which  allows  investors  to  securely  hold  and  transfer  their 
 shares and bonds electronically. It also allows investors to hold and trade in as 
 few  as  one  share  or  bond.  This  not  only  made  holding  financial  instruments 
 convenient but more importantly, eliminated the need for paper certificates and 
 greatly  reduced  incidents  involving  forged  or  fake  certificates  and  fraudulent 
 transactions  that  had  plagued  the  Indian  stock  market.  The  NSDL's  security, 
 combined  with  the  transparency,  lower  transaction  prices  and  efficiency  that 
 NSE offered, greatly increased the attractiveness of the Indian stock market to 
 domestic and international investors. 


NSE EMERGE  


NSE EMERGE is NSE's new initiative for Small and medium-sized enterprises 
 (SME) & Start-up companies  in  India. These  companies  can  get  listed  on  NSE 
 without an Initial public offering (IPO). This platform will help SME's & Start-
 ups connect with investors and help them with the raising of funds.[12] In August 
 2019, the 200th company listed on NSE's SME platform. 


Markets 


NSE offers trading and investment in the following segments: 


Equity: Equity, Indices, Mutual  fund, Exchange-traded  funds, Initial  public 
offerings, Security Lending and Borrowing etc. 



(21)Derivatives: Equity Derivatives Currency derivatives, Commodity Derivatives, 
 Interest rate futures 


Debt: Corporate bonds 


Overview of Bombay Stock Exchange 


The BSE,  formerly  known  as  the Bombay  Stock  Exchange  Ltd. is  an 
 Indian stock exchange located at Dalal Street, Mumbai. 


Established  in  1875, it  is  Asia's  oldest  stock  exchange. The  BSE  is  the 
 world's 10th  largest  stock  exchange with  an  overall market  capitalization of 
 more than US$2.2 trillion on as of April 2018.  


Historical Overview 


While BSE Ltd is now synonymous with Dalal Street, it was not always so. In 
 1850s,  five  stock  brokers  gathered  together  under  Banyan  tree  in  front  of 
 Mumbai Town Hall, where Horniman Circle is now situated. A decade later, the 
 brokers  moved  their  location  to  another  leafy  setting,  this  time  under  banyan 
 trees  at  the  junction  of  Meadows  Street  and  what  was  then  called  Esplanade 
 Road,  now  Mahatma  Gandhi  Road.  With  a  rapid  increase  in  the  number  of 
 brokers, they had to shift places repeatedly. At last, in 1874, the brokers found a 
 permanent location, the one that they could call their own. The new place was, 
 aptly,  called  Dalal  Street  (Brokers'  Street).  The  brokers  group  became  an 
 official organization known as "The Native Share & Stock Brokers Association" 


in 1875.  


On August 31, 1957, the BSE became the first stock exchange to be recognized 
by  the Indian  Government under  the  Securities  Contracts  Regulation  Act.  In 
1980,  the  exchange  moved  to  the Phiroze  Jeejeebhoy  Towers at Dalal 
Street, Fort area. In 1986, it developed the S&P BSE SENSEX index, giving the 



(22)BSE a means to measure the overall performance of the exchange. In 2000, the 
 BSE used this index to open its derivatives market, trading S&P BSE SENSEX 
 futures  contracts.  The  development  of  S&P  BSE  SENSEX  options  along  with 
 equity  derivatives  followed  in  2001  and  2002,  expanding  the  BSE's  trading 
 platform. 


Historically  an  open  outcry  floor  trading  exchange,  the  Bombay  Stock 
 Exchange  switched  to  an  electronic  trading  system  developed by CMC Ltd. in 
 1995.  It  took  the  exchange  only  50  days  to  make  this  transition.  This 
 automated, screen-based trading platform called BSE On-Line Trading (BOLT) 
 had  a  capacity  of  8  million  orders  per  day.  Now  BSE  has  raised  capital  by 
 issuing shares and as on 3 May 2017 the BSE share which is traded in NSE only 
 closed with Rs.999.  


The  BSE  is  also  a  Partner  Exchange  of  the United  Nations  Sustainable  Stock 
 Exchange initiative, joining in September 2012.  


BSE  established  India  INX  on  30  December  2016.  India  INX  is  the  first 
 international exchange of India.  


BSE launches commodity derivatives contract in gold, silver.  


Today  BSE  provides  an  efficient  and  transparent  market  for  trading  in  equity, 
 currencies,  debt  instruments,  derivatives,  mutual  funds.  BSE  SME  is  India’s 
 largest  SME  platform  which  has  listed  over  250  companies  and  continues  to 
 grow  at  a  steady  pace.  BSE  StAR  MF  is  India’s  largest  online  mutual  fund 
 platform which process over 27 lakh transactions per month and adds almost 2 
 lakh  new  SIPs  ever  month.  BSE  Bond, the  transparent  and  efficient  electronic 
 book mechanism process for private placement of debt securities, is the market 
 leader  with  more  than  Rs  2.09  lakh  crore  of  fund  raising  from  530  issuances. 


(F.Y.2017-2018). 
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Keeping in line with the vision of Shri Narendra Modi, Hon’be Prime Minister 
 of  Inida,  BSE  has  launched  India  INX,  India's  1st  international  exchange, 


located  at  GIFT  CITY  IFSC  in  Ahmedabad. 


Indian  Clearing  Corporation  Limited,  a  wholly  owned  subsidiary  of  BSE,  acts 
 as  the  central  counterparty  to  all  trades  executed  on  the  BSE  trading  platform 
 and provides full innovation, guaranteeing the settlement of all bonafide trades 
 executed. 


BSE Institute Ltd, another fully owned subsidiary of BSE runs one of the most 
 respected  capital  market  educational  institutes  in  the  country. 


BSE  has  also  launched  BSE  Sammaan, the  CSR exchange, is  a  1st  of  its  kind 
 initiative  which  aims  to  connect  corporate  with  verified  NGOs 
 BSE's  popular  equity  index  -  the  S&P  BSE  SENSEX  -  is  India's  most  widely 
 tracked  stock  market  benchmark  index.  It  is  traded  internationally  on  the 
 EUREX  as  well  as  leading  exchanges  of  the  BRCS  nations  (Brazil,  Russia, 
 China and South Africa) 


Overview of OTC Exchange of India 


The OTC  Exchange  of  India (OTCEI),  also  known  as  the  Over-the-Counter 
 Exchange of India, is based in Mumbai, Maharashtra. It is India's first exchange 
 for  small  companies, as  well  as  the  first  screen-based  nationwide stock 
 exchange in  India. OTCEI  was  set  up  to  access  high-technology  enterprising 
 promoters  in  raising  finance  for  new  product  development  in  a  cost-effective 
 manner and to provide a transparent and efficient trading system to investors.  


OTCEI  is  promoted  by  the Unit  Trust  of  India,  the Industrial  Credit  and 
Investment  Corporation  of  India,  the Industrial  Development  Bank  of  India, 



(24)the Industrial  Finance  Corporation  of  India,  and  other  institutions,  and  is  a 
 recognized stock exchange under the SCR Act. 


The  OTC  Exchange  Of  India  was  founded  in  1990 under  the Companies  Act 
 1956 and was recognized by the Securities Contracts Regulation Act, 1956 as a 
 stock exchange. The OTCEI is no longer a functional exchange as the same has 
 been de-recognized by SEBI vide its order dated 31 Mar 2015. 


Features of the Over-The-Counter Exchange of India (OTCEI) 


The OTCEI has some special features that make it a unique exchange in India as 
 well  as  being  a  growth  catalyst  for  small-  to  medium-sized  companies.  The 
 following are some of its unique features: 


1. Stock  Restrictions: Stocks  that  are  listed  on  other  exchanges  will  not  be 
 listed  on  the  OTCEI  and  conversely,  stocks  listed  on  the  OTCEI  will  not  be 
 listed on other exchanges. 


2. Minimum Capital Requirements: The requirement for the minimum issued 
 equity capital is 30 lakh rupees, which is approximately $40,000. 


3.  Large  Company  Restrictions: Companies  with  issued  equity  capital  of 
 more than 25 crore rupees ($3.3 million) are not allowed to be listed. 


4. Member Base Capital Requirement: Members must maintain a base capital 
 of 4 lakh rupees ($5,277) to continue to be listed on the exchange. 


Over-The-Counter Exchange of India (OTCEI) Listing Requirements 


Though  the  requirements  of  the  OTCEI  make  it  easier  for  small-  to  mid-cap 
 sized  companies  to  be  listed,  there  are  still  some  requirements  that  companies 
 must meet before being allowed to be listed. 


Listing  does  require  sponsorship  from  members  of  the  OTCEI  and  it  needs  to 
have  two market  makers.  In  addition,  once  a  company  is  listed,  it  cannot  be 



(25)delisted for at least three years, and a certain percentage of issued equity capital 
 needs to be kept by promoters for a minimum of three years. This percentage is 
 20%. 


Transactions on the Over-The-Counter Exchange of India (OTCEI) 


The transactions on the OTCEI revolve around the dealers. Dealers operate in a 
 few capacities, the two most important being as a broker and as a market maker. 


As  a  broker,  the  dealer  transacts  on  behalf  of  buyers  and  sellers.  As  a  market 
 maker,  the  dealer  has  to  ensure  the  availability  of  the  shares  for  transaction 
 purposes as well as to ensure that the price remains reasonable through supply 
 and demand levels. 


In  addition  to  the  dealers,  the  OTCEI  also  has  custodians.  The  custodian,  or 
 settler,  is  the  individual  that  performs  the  multitude  of  administrative  tasks 
 necessary  for  the  proper  functioning  of  the  OTCEI.  These  tasks  include 
 validating  and  storing  documents  as  well  as  facilitating  daily  clearing 
 transactions.  The  last  group  of  players  consists  of  the  registrars  and  transfer 
 agents that make sure the correct transfer and allotment of shares take place. 


Recent Trends 


OTC Exchange of India introduced certain new concepts in the Indian trading 
 system: 


1. Screen based nationwide trading known as OTCEI Automated Securities 
 Integrated System or OASIS 


2. Market Making 


3. Sponsorship of companies 


4. Trading done in share certificates 
 5. Weekly Settlement Cycle 


6. Short Selling 
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 convenient paperless trading 


8. Tie-up with National Securities Clearing Corporation Ltd for Clearing. 


Listing of Securities- Meaning 


Listed  Securities  are  shares,  debentures  or  any  other  securities  that  is  traded 
 through an exchange such as BSE, NSE, etc. When a private company decides 
 to go public and issue shares, it will need to choose an exchange on which to be 
 listed. To do so, it must be able to meet that exchange's listing requirements and 
 pay both the exchange's entry and yearly listing fees. Listing requirements vary 
 by exchange and include minimum stockholder's equity, a minimum share price 
 and a minimum number of shareholders. Exchanges have listing requirements to 
 ensure  that  only  high  quality  securities  are  traded  on  them  and  to  uphold  the 


exchange's  reputation  among  investors. 


Merits of Listing Securities 


Listing offers advantages to both the investors as well as the companies.  


Merits of listing of Securities to investors 


1.  It  provides  liquidity  to  investments.  Security  holders  can  convert  their 
 securities into cash by selling them as and when they require. 


2. Shares are traded in an open auction market where buyers and sellers meet. It 
 enables an investor to get the best possible price for his securities. 


3. Ease of entering into either buy or sell transactions. 


4.  Transactions  are  conducted  in  an  open  and  transparent  manner  subject  to  a 
well defined code of conduct. Therefore investors are assured of fair dealings. 
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 provide  clear  and  timely  information  to  the  stock  exchanges  regarding 
 dividends, bonus  shares, new  issues of  capital, plans  for mergers, acquisitions, 
 expansion or diversification of business. This enables investors to take informed 
 decisions. 


6.  Listed  securities  enable  investors  to  apply  for  loans  by  providing  them  as 
 collateral security. 


7.  Investors  are  able  to  know  the  price  changes  through  the  price  quotations 
 provided by the stock exchanges in case of listed securities. 


8. Listing of shares in stock exchanges provides investors facilities for transfer, 
 registration of rights, fair and equitable allotment. 


9. Share holders are provided due notice with regard to book closure dates, and 
 they can take investment decisions accordingly. 


Merits of listing to companies 


1. Listed securities are preferred by the investors as they have better liquidity. 


2.  Listing  provides  wide  publicity  to  the  companies  since  their  name  is 
 mentioned in stock market reports, analysis in newspapers, magazines, TV news 
 channels. This increases the market for the securities. As Hasting has observed, 
 3.  Listing  provides  a  company  better  visibility  and  improves  its  image  and 
 reputation. 


4.  It  makes  future  financing  easier  and  cheaper  in  case  of  expansion  or 
 diversification of the business. 


5. Growth and stability in the market through broadening and diversification of 
its shareholding. 



(28)6.  Listing  attracts  interest  of  institutional  investors  of  the  country  as  well  as 
 foreign institutional investors. 


7. Listing enables a company to know its  market value and this information is 
 useful  in  case  of mergers  and  acquisitions,  to  arrive  at  the  purchase 
 consideration, exchange ratios etc. 


8.  By  complying  with  the listing  requirements,  the  operations  of  the  company 
 become  more  transparent  and  investor  friendly.  It  further  enhances  the 
 reputation of the company. 


Demerits of listing Securities 


Listing is not without its limitations. The following are the limitations of listing: 


1. Listing might enable speculators to drive up or drive down prices at their will. 


The violent fluctuations in share prices affect genuine investors. 


2.  In  case  of  excessive  speculation,  share  prices  might  not  reflect  its 
 fundamentals. The stock markets may fail to be the true economic barometer of 
 an economy’s performance. 


3.  In  case  of  bear  markets  share  prices  might  be  hammered  down,  and  the 
 standing  of  a  company  might  be  lowered  in  the  eyes  of  the  investors, 
 shareholders, bankers, creditors, employees etc. 


4. Listing of securities may induce the management and the top level employees 
 to  indulge  in  ‘insider  trading‘by  getting  access  to  important  information.  Such 
 actions adversely affect the common security holders. 


5.  The  management  might  enter  into  an  agreement  with  brokers  to  artificially 
increase prices before a fresh issue and benefit from that. Common public might 
be induced to buy shares in such companies, ultimately the prices would crash 
and the common investors would be left with worthless stock of securities. 
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 exchanges  such  as  plans  for  expansion,  diversification,  selling  of  certain 
 businesses,  acquisition  of  certain  brands  or  companies  etc.  Such  information 
 might be used by the competitors to gain advantage. 


7.  Outsiders  might  acquire  substantial  shares  in  the  company  and  threaten  to 
 take  over  the  company  or  they  might  demand  hefty  compensation  to  sell  their 
 shares. 


8.  Stock  exchanges  in  India  still  suffer  from  shortcomings.  Listed  securities 
 might be utilized by scamsters to indulge in scams. 


Objectives of Listing 


The major objectives of listing are 


1. To provide ready marketability and liquidity of a company’s securities. 


2. To provide free negotiability to stocks. 


3. To protect shareholders and investors interests. 


4. To provide a mechanism for effective control and supervision of trading. 


Listing requirements 


A  company  which  desires  to  list  its  shares  in  a  stock  exchange  has  to  comply 
 with the following requirements: 


1. Permission for listing should have been provided for in the Memorandum of 
 Association and Articles of Association. 


2.  The  company  should  have  issued  for  public  subscription  at  least  the 
minimum prescribed percentage of its share capital (49 percent). 
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 opening of subscription list, receipt of share application etc. 


4. Allotment of shares should be done in a fair and reasonable manner. In case 
 of over subscription, the basis of allotment should be decided by the company in 
 consultation with the recognized stock exchange where the shares are proposed 
 to be listed. 


5.  The  company  must  enter  into  a  listing  agreement  with  the  stock  exchange. 


The  listing  agreement  contains  the  terms  and  conditions  of  listing.  It  also 
 contains the disclosures that have to be made by the company on a continuous 
 basis. 


Minimum Public Offer 


A company which desires to list its securities in a stock exchange, should offer 
 at  least  sixty  percent  of  its  issued  capital  for  public  subscription.  Out  of  this 
 sixty  percent,  a  maximum  of  eleven  percent  in  the  aggregate  may  be  reserved 
 for  the  Central  government,  State  government,  their  investment  agencies  and 
 public financial institutions. 


The  public  offer  should  be  made  through  a prospectus and  through  newspaper 
 advertisements.  The  promoters  might  choose  to  take  up  the  remaining  forty 
 percent for themselves, or allot a part of it to their associates. 


Fair allotment 


Allotment of shares should be made in a fair and transparent manner. In case of 
 over  subscription,  allotment  should  be  made  in  an  equitable  manner  in 
 consultation with the stock exchange where the shares are proposed to be listed. 


In case, the company proposes to list its shares in more than one exchange, the 
basis  of  allotment  should  be  decided  in  consultation  with  the  stock  exchange 



(31)which  is  located  in  the  place  in  which  the  company’s  registered  office  is 
 located. 


Listing Procedure 


1.  Decision  about  listing  on  the  Exchange:  The  company  compares  the 
 benefits  of  a  presence  on  the  Exchange (the  “profit”  of  the  listing)  with  the 
 challenges connected with it (primarily the disclosure obligations of its presence 
 on  the  Exchange,  but  also  one-off  and  ongoing  expenses).  If  the  company 
 considers  that  the  benefits  outweigh  the  costs  of  listing,  it  may  then  decide  to 
 apply for a listing on the Exchange. 


2. Selection of the contributors: The first and most important task during the 
 preparatory phase is the selection of the contributing players.  


Investment  firms  have  a  dual  role.  On  the  one  hand,  they  carry  out  advisory 
 services, the preparation of the issue process, and the transaction itself, while on 
 the  other  hand  they  offer/sell  the  securities  to  the  public.  In  a  public  offering, 
 they  also  provide  an  underwriting  guarantee  on  behalf  of  the  issuer.  Fees  are 
 generally  charges  in  accordance  with  these  main  services.  Choosing  the  right 
 investment  firm  is  of  paramount  importance  since  this  is  the  player  who  will 
 assist the issuer during the entire listing process and who organises this  multi-
 player and complex negotiation. It is reasonable to select the advising bank (or 
 banks)  based  on  a  tender,  and  selecting  the  other  players  together  with  the 
 advising bank is recommended. The issuer has to make preparations even prior 
 to the selection of the advisor and needs to have knowledge of the qualification 
 criteria and the requirements expected during the selection and listing process. 


Auditors’  responsibility  is  far  larger  and  far  more  complex  in  the  case  of  a 
public  company  and  transactions  resulting  in  an  increase  in  the  number  of 
shareholders. In addition to the traditional audit services, the auditor prepares a 



(32)more detailed financial report (the so-called long form report) in the preparation 
 of a listing, and its tasks often include an assessment (but not a certification) of 
 the management's earnings forecasts. 


Legal  advisors  deal  with  the  examination  of  the  legal  status,  significant 
 contracts and legal relationships of the issuer, as well as with the documentation 
 of  shareholder  rights  (statutes,  deed  of  foundation,  shareholders’  agreements 
 etc.). Legal advisors’ main task is to prepare a final report. The role of lawyers 
 is  very  important  in  the  preparation  of  a  public  offering,  subscription  and 
 underwriting contracts linked to the sale of shares. Given that at this stage of the 
 process  the  interests  of  the  issuer  and  of  the  lead  manager  may  differ,  both 
 parties often have their own legal counsel. 


Marketing  and  PR  advisors  provide  assistance  with  the  distribution  of  shares 
 during the public offering and with marketing the securities to potential buyers. 


These  advisors  participate  in  organising  road  shows  preceding  the  sale  of  the 
 shares and in providing logistic services. 


If  the  company  intends  to  make  a  simple  listing  on  the  Exchange,  it  is  not 
 necessary  to  involve  all  of  the  players  listed  above  –  the  respective  regulation 
 does not require the contribution of an advisor in this case. Still, if a package of 
 new or existing shares is to be sold to the public, contribution of an investment 
 firm has to be involved. 


3. Preparations for listing on the Exchange: The Company shall prepare not 
only  for  the  listing,  but  for  the  maintenance  associated  with  listing  on  the 
Exchange.  It  is  necessary  that  an  appropriate  level  of  investor  relations  and  a 
harmonisation of the internal corporate processes among the different business 
units are ensured. It is particularly important in the case of a public offering, but 
also useful in a simple listing, to devise an appropriate marketing campaign at 
this stage. 



(33)4.  Preparation  of  a  prospectus:  The  most  important  document  of  a  listing  is 
 the  so-called  prospectus.  The  prospectus  shall  contain  all  relevant  information 
 on the economic, market, financial and legal situation of the company (and their 
 likely developments in the future), giving investors the widest possible range of 
 information  to  ensure  proper  decision-making.  The  prospectus  shall  explicitly 
 contain  a  statement  that  the  shares  are  to  be  listed  on  an  Exchange  and  shall 
 indicate  as  a  prime  risk  factor,  if  no  investment firms  participated  in  its 
 compilation.  The  prospectus  prepared  for  a  listing  on  the  BSE  shall  be 
 submitted  for  approval  to  the  Central  Bank  of  Hungary,  which  shall  make  a 
 decision  within  20  working  days.  Issuing  the  Prospectus  can  only  be  done 
 following  the  MNB’s  approval.  As  a  consequence  of  Hungary  ’s  EU 
 membership  and  on  the  basis  of  a  “single  passport”,  the  BSE  also  accepts 
 prospectuses  approved  by  the  supervisory  authority  of  any  other  EU  member 
 state. The provisions regarding the contents of the prospectus are determined by 
 the respective EU regulation. 


5.  Compilation  of  the  listing  documentation: This  documentation  basically 
 consists  of  an  application,  different  statements  and  additional  documents  (to 
 assist in this, the Exchange has compiled an application form). 


6.  Official  submission  of  the  listing  documentation  to  the  Exchange 
 (application  for  listing):  In  order  to  ensure  smoother  administration,  it  is 
 recommended that an unofficial draft version of the application be submitted to 
 the  Exchange  for  a  preliminary  assessment  prior  to  the  official  submission  of 
 listing documentation. This shall be followed by the official submission of the 
 papers already agreed upon. 


7.  Public  notice  of  new  listing  applications: Subsequent  to  the  receipt  of  the 
application,  the  Exchange  issues  a  public  notice  informing  the  market  of  the 
receipt of the application. 



(34)8. Review of the application: The Exchange has 10 Exchange days to review 
 the application and must make a decision within 30 calendar days of its receipt. 


If  necessary,  the  Exchange  may  request  the  issuer  to  submit  any  missing 
 documents,  and  the  issuer  shall  appropriately  supplement  the  documentation 
 within ten working days – in such cases, the deadline for the assessment by the 
 Exchange  shall  be  extended  by  the  period  needed  to  submit  the  missing 
 documents. 


9.  Publications  on  the  Exchange  website  regarding  the 
 listing: The documents relevant  to  investors  shall  be  published  at  least  two 
 Exchange days before the listing. 


10. If the documentation is complete and appropriate, a decision on listing shall 
 be made (otherwise, the application shall be rejected). 


11.  First  trading  day Trading  in  the  shares  officially  commences  on  the 
 Exchange. 


Delisting of Securities 


Delisting of securities means removal of the securities of a listed company from 
 the  stock  exchange.  It  may  happen  either  when  the  company  does  not  comply 
 with  the  guidelines  of  the  stock  exchange,  or  that  the  company  has  not 
 witnessed trading for years, or that it voluntary wants to get delisted or in case 
 of  merger  or  acquisition  of  a  company  with/by  some  other  company.  So, 


broadly  it  can  be  classified  under  two  head:  


1.  compulsory  delisting. 


2.  Voluntary  delisting. 



(35)Compulsory  delisting  refers  to  permanent  removal  of  securities  of  a  listed 
 company  from  a  stock  exchange  as  a  penalizing  measure  at  the  behest  of  the 
 stock  exchange  for  not  making  submissions/comply  with  various  requirements 
 set out in the Listing agreement within the time frames prescribed. In voluntary 
 delisting,  a  listed  company  decides  on  its  own  to  permanently  remove  its 
 securities  from  a  stock  exchange.  This  happens  mainly  due  to  merger  or 
 amalgamation of one company with the other or due to the non-performance of 
 the  shares  on  the  particular  exchange  in  the  market. 


A  stock  exchange  may  compulsorily  delist  the  shares  of  a  listed  company 
 under certain circumstances like: 


1. Non-compliance with the Listing Agreement for a minimum period of six 
 months. 


2. Failure to maintain the minimum trading level of shares on the exchange. 


3. promoters',  Directors'  track  record  especially  with  regard  to  insider 
 trading,  manipulation  of  share  prices,  unfair  market  practices  (e.g. 


returning  of  share  transfer  documents  under  objection  on  frivolous 
 grounds  with  a  view to creating scarcity  of  floating  stock,  in the  market 
 causing unjust aberrations in the share prices, auctions, close-out, etc.  


4. The  company  has  become  sick  and  unable  to  meet  current  debt 
 obligations or to adequately finance operations, or has not paid interest on 
 debentures for the last 2-3 years, or has become defunct, or there are no 
 employees, or liquidator appointed, etc 


Where  the  securities  of  the  company  are  delisted  by  an  exchange  under 
this  method, the  promoter  of  the  company  shall  be  liable  to  compensate 
the security-holders of the company by paying them the fair value of the 
securities  held  by  them  and  acquiring  their  securities,  subject  to  their 
option to remain security-holders with the company. In such a case there 



(36)is no provision for an exit route for the shareholders except that the stock 
 exchanges  would  allow  trading  in  the  securities  under  the  permitted 
 category  for  a  period  of  one  year  after  delisting. 


Companies  may  upon  request  get  voluntarily  delisted  from  any  stock 
 exchange other than the regional stock exchange, following the delisting 
 guidelines.  In  such  cases,  the  companies  are  required  to  obtain  prior 
 approval of the holders of the securities sought to be delisted, by a special 
 resolution  at  a  General  Meeting  of  the  company. 


The  shareholders  will  be  provided  with  an  exit  opportunity  by  the 
 promoters or those who are in the control of the management. 


The SEBI (Delisting of Securities) Guidelines 2003  


The  SEBI  (Delisting  of  Securities)  Guidelines  2003  is  the  regulating  Act 
 framing the guidelines and the procedure for delisting of securities. Under this 
 the prescribed procedure is: 


1.  The  decision  on  delisting  should  be  taken  by  shareholders  though  a  special 
 resolution in case of voluntary delisting & though a panel to be constituted by 
 the exchange comprising the following in case of compulsory delisting:  


 Two  directors/  officers  of  the  exchange  (one  director  to  be  a  public 
 representative). 


 One representative of the investors. 


 One  representative  from  the  Central  government  (Department  of 
 Company Affairs) / regional director/ Registrar of Companies. 


 Executive Director/ secretary of the Exchange 



(37)2.  Due  notice  of  delisting  and  intimation  to  the  company  as  well  as  other 
 Stock  Exchanges  where  the  company's  securities  are  listed  to  be  given. 


3.  Notice  of  termination  of  the  Listing  Agreement  to  be  given. 


4.  making  an  application to  the  exchange in the  form  specified, annexing a 
 copy of the special resolution passed by the shareholders in case of voluntary 
 delisting. 


5. Public announcement to be made in this regard with all due information. 
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