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MODULE —1

Equilibrium in Financial markets:

The money market is the interaction among institutions through which money is supplied to
individuals, firms, and other institutions that demand money. Financial market
equilibrium occurs at the interest rate at which the quantity of money demanded is equal to
the quantity of money supplied. "Money Market Equilibrium™ combines demand and supply
curves for money to illustrate equilibrium in the market for money. With a stock of money

(M), the equilibrium interest rate is r.
\D

M
Quantity of money per period

Interest rate
~




1. Einance Ratio: The ratio of total issues of primary and secondary claim to national
income.

2. Intermediation ratio: The ratio of secondary issue to primary issue, which indicates
the extent of development of financial institutions as mobilizers of funds relative to
real sectors as direct mobilizers of funds. It indicates institutionalization of financial
activity in the economy.

3. The Ratio of Money to Income: Higher the ratio greater the financial development
because it indicates the extent of monetization and size of the exchange economy in
the nation. Developed Financial sector is fully integrated domestically\a
internationally. In such a system risk adjusted rate of return doesn’t di
significantly in respect of investor as well as saver. The lower the transa
information cost, the higher the financial development.

4. Einance Interrelation Ratio: The ratio of financial assg

economy.

relationship: in economic development, a country needs
wofion. This can happen only when there is a facility for

more investment and p
savings. As suglmsavi

, growth of the capital market: Any business requires two
ely, fixed capital and working capital. Fixed capital is used for

- Fixed capital is raised through capital market by the issue of debentures and shares.
Public and other financial institutions invest in them in order to get a good return with
minimized risks.




For working capital, we have money market, where short-term loans could be raised
by the businessmen through the issue of various credit instruments such as bills,
promissory notes, etc.

e Foreign exchange market enables exporters and importers to receive and raise funds for
settling transactions. It also enables banks to borrow from and lend to different types of
customers in various foreign currencies.

3. Government Securities market: Financial system enables the state and central
governments to raise both short term and long- term funds through the issue 0 'IIs and bonds

finance by commercial banks. They also issue
hus, the precious foreign exchange is earned by the

Letter of Credit in favor o
country because

em provides working capital to the businessmen and manufacturers
increases, resulting in generating more employment opportunities.

7. Venture Capital: There are various reasons for lack of growth of venture capital companies
in India. The economic development of a country will be rapid when more ventures are
promoted which require modern technology and venture capital. Venture capital cannot be
provided by individual companies as it involves more risks. It is only through the financial
system, more financial institutions will contribute a part of their investable funds for the
promotion of new ventures. Thus, the financial system enables the creation of venture capital.
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Financial sector reforms after 1991

Financial Sector
Reforms After 1991

I

tem of administered interest rate structure has been done away with and RBI no
nger decides interest rates on deposits paid by the banks.

) owing domestic and international private sector banks to open branches in India. For
example, HDFC Bank, ICICI Bank, Bank of America, Citibank, American Express,
etc.

e |ssues pertaining to non-performing assets were resolved through Lok adalats, civil
courts, Tribunals, The Securitisation and Reconstruction of Financial Assets and the
Enforcement of Security Interest (SARFAESI) Act.




e The system of selective credit control that had increased the dominance of RBI was
removed so that banks can provide greater freedom in giving credit to their customers.
Reforms in the Debt Market:

e The 1997 policy of the government that included automatic monetization of the
fiscal deficit was removed resulting in the government borrowing money from the
market through the auction of government securities.

e Borrowing by the government occurs at market-determined interest rates which
have made the government cautious about its fiscal deficits.

e Introduction of treasury bills by the government for 91 days for ens iquidity
and meeting short-term financial needs and for benchmarking.

e To ensure transparency the government introduced a syste
payment settlement.

ivery VErsus

Reforms in the Foreign Exchange Market:

e market. It also takes part in planning and development to maintain economic
stability @fsthe country and take the country towards growth.
Reserve Bank of India was established in 1935 and since then it has regulated the flow of
Indian rupee in the country. The Reserve Bank is also responsible for managing other
commercial banks through its various policies and directions.

Every bank is entitled to keep an amount of money with the RBI which serves as the limit to
the amount of money that bank can lend to the public.




Functions of RBI
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Monetary Authority: It plans and supervises the monetary policies designed for the
country. The objective behind this is that every policy should be designed keeping in mind
the idea of growth and at the same time should also maintain price stability.

Financial System Supervisor: It designs the parameters under which all the banks of the
country should work. The main aim here is to maintain the trust of the general public in the
financial system of the country and provide them services which are cost-friendly.




3. Foreign Exchange: All the foreign exchange that happens between the countries is
maintained and looked after by RBI. This is done so that easy and smooth foreign trade can
happen and also foreign market remains maintained.

4. Issuer of currency: RBI is the authority who issues notes, destroys the old notes and decides
which currency is fit for circulation among the people. Demonetisation was done after taking
advice from RBI and the new notes of 2000 came into circulation.

5. Development: various national projects are funded by RBI. It undertakes development of the
country as its objective and invests at various places in national interest.

RBI also has certain supervisory functions to fulfil. They include

e Granting licence to commercial banks

e Inspection of the other banks

e Implementing Deposit Insurance scheme

Controlling Non-Banking financial institutions
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Repo Rate: Repo rate is the rate at which RBI lends short term loans (less than 90
days) to commercial banks.

Reverse Repo Rate: Reverse repo is the rate at which the RBI keeps the extra deposit
of all banks within itself.

Marginal Standing Facility (MSF): It is the rate at which banks borrow overnight
loans from RBI. It can be only up to 2% of the NTDL (Net Demand and Time
Liabilities). It is always 1% or 100 basis points more than the repo rate.

Bank Rate: It is the rate at which RBI offers long term loans (more th
commercial banks.

interest on this reserve money. It can be between
in its monetary policy.

vironment for the financial market enthusiasts that facilitate
orking of the securities market. SEBI also plays an important role in




Issue of
guidelines

Measures
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3. Einancial Intermediaries: These
and investors. They make the finan

Functions of SEBI:

The main primary thre ion - X

Protective Regulatory evelopmen

Function Function Function

)4

1. Protective Function
2. Regulatory Function
3. Development Function

1. Protective Functions: As the name suggests, these functions are performed by SEBI to
protect the interest of investors and other financial participants.




It includes-

e Checking price rigging

e Prevent insider trading

e Promote fair practices

e Create awareness among investors

e Prohibit fraudulent and unfair trade practices

2. Requlatory Functions: These functions are basically performed to kee
functioning of the business in the financial markets.

These functions include-

e Designing guidelines and code of conduct for the
intermediaries and corporate.

e Regulation of takeover of companies
e Conducting inquiries and audit of exchan
e Registration of brokers, sub-brokers, merch

e Levying of fees

e Performing and exercising p

Register and regulate credit




To register agents and
brokers.

To notify rules and
regulations for smooth
functioning of securities
market.

Levying penalties and fees
for contravening rules and
orders.

To prevent unfair and
fraudulent practices

Commercial Bank:

A commercial bank is a financial in
deposits, savings bank accounts, ba
make money by lending loans4o i

To register agents and
brokers. To prevent insider trading
To notify rules and To promote fair trade
regulations for smooth practices

functioning of securities To educate investors
market. To prevent unfair and

fraudulent trade activities.

Levying penalties and fees
for contravening rules and
orders. '
To prevent unfair and
fraudulent practices

Banks are generally physically located in cities but these days
in numbers.




Commercial

Bank

Non-
scheduled
Bank

Scheduled
Bank

These are the nationalised banks and account for more than 75 percent of the total banking
business in the country. Majority of stakes in these banks are held by the government. In
terms of volume, SBI is the largest public sector bank in India and after its merger with its 5
associate banks (as on 1st April 2017) it has got a position among the top 50 banks of the
world.




There are 12 public sector banks in India currently

Bank of Baroda

State Bank of India
Punjab National Bank
Bank of Baroda
Canara Bank

Union Bank of India
Bank of India

Indian Bank

Central Bank of India
Indian Overseas Bank
UCO Bank

Bank of Maharashtra
Punjab & Sindh Bank

Private sector banks:

These include banks in which major stake or e
banking rules and regulations laid down by the RBI Wy icable on private sector banks
as well. In India, private sector banks are glassified int i

1. Old Private sector banks (the
2. New Private sector banks (th
Given below is the list of private:se

banks emerged befofe 1968)
banks emerged after the 1990s).

AXis Bank
Bandhan Bank

anking is retail and commercial banking organized on a cooperative basis.
Atiye-banking institutions take deposits and lend money in most parts of the world.

Cooperative banking, as discussed here, includes retail banking carried out by credit unions,
mutual savings banks, building societies and cooperatives, as well as commercial banking
services provided by mutual organizations (such as cooperative federations) to cooperative
businesses.

UTI — Unit Trust of India:




A unit trust is an investment plan in which the funds are pooled together and then invested.
The fund which is pooled is then unitized and the investor who is one party to the unit trust is
called a unit holder, holding a certain number of units.

A second party i.e. the manager is responsible for the day-to-day running of the trust and for
investing the funds. The trustee, governed by the Trust Companies Act 1967, is the third
party, and their role is to monitor the manager’s performance against the trust’s deed.

Mobilize the savings of the relatively small investors.

Channelize these small savings into productive investments.

Distribute the large scale economies among small income groups.

Encourage savings of lower and middle-class people.

To give investors an opportunity to share the benefits,and fr0 @ ialization in
the country.

Provide liquidity to units.

To grant loans and advances to ingestors.

To provide merchant bankin

Provide leasing and hire pur

Sell units to investors in different parts of the country.
Accept discount, purchase or sell bills o eceipt, documents of
To extend portfolio mapage

Convert the small savings into industrial finance.
title to goods etc.,

plays the role of primary watchdog for all transactions. Thus, the inception of these
regulations has revolutionised the structure of mutual funds, and all entities are regulated
under it.

Organisation Structure of Mutual Funds in India:




Unit Holders

-

Trustee [ AMC ]

\

The Mutual Fund

-~

Custodian

\.

Y

a rust funds. The AMC plans all schemes, launches the
initial amount, manages the funds and gives services to the investors.

(5) Registrar & Transfer Agent: Registrar and Transfer agent is a separate entity. Registrar &
Transfer agent has a responsibility of performing many administrative jobs like processing of
applications of investors, generating units when new application is received, removing units
when investors submit redemptions, managing full record of investors and processing
dividend payments on behalf of its mutual fund client




Functioning of mutual funds:

A mutual fund is an investment vehicle that pools money from various investors and uses the
money hence pooled to invest in the stock market. Assets such as equities, bonds, and other
financial instruments are some examples of what mutual funds invest in. Mutual funds can be
actively managed funds or passively managed funds. In actively managed funds, the fund
manager performs market research to align the portfolio with the fund’s objective. While
passively managed funds replicate the index or benchmark. For example, exchange traded
fund (ETF) and index fund.

Growth of mutual funds:

Growth of Mutual Fund Industry Expected in India in the Curren and the Fofgthcoming
Years

In 2022, it is estimated that there will be around 1.88 cror i d n ind investors
in India as against 1.86 crore households with an annual in : Rs 10 lakh per
annum. The number of mutual funds being offered, compared to ioug years, is also

increasing at an exponential rate.

A few years ago, only three major funds were being all the leading financial
institutions like HDFC MF and ICIC ial MF etc., reas today there are nearly 50
different schemes available with evefy financial institutiori offering a wide range of products
under various categories such as equity funds, balanced funds etc., which makes it difficult
for investors to choose fro

, SEBI formulated the Mutual Fund Regulation.

EBI is additionally the apex regulator of capital markets and its intermediaries.

Issuance and trading of capital market instruments also come under the purview
of SEBI.

e Along with SEBI, mutual funds are regulated by RBI, Companies Act, Stock
exchange, Indian Trust Act and Ministry of Finance.

e RBI acts as a regulator of Sponsors of bank-sponsored mutual funds, especially in the
case of funds offering guaranteed returns.

e In order to provide a guaranteed returns scheme, a mutual fund needs to take approval
from RBI.




e The Ministry of Finance acts as a supervisor of RBI and SEBI and appellate authority
under SEBI regulations.

e Mutual funds can appeal to the Ministry of finance on the SEBI rulings.

AMFEL:

The Association of Mutual Funds in India (AMFI) is dedicated to developing the Indian
Mutual Fund Industry on professional, healthy and ethical lines and to enhance and maintain
standards in all areas with a view to protecting and promoting the interests of mutual funds
and their unit holders.

Role of AMEI:

The most important role of AMFI in Mutual Fund is to help prot
investors, as well as that of the asset management companies. i
investments transparent and more accessible to attract mor,

Therefore, in a bid to make Mutual Fund investments m [ d houses
trustees, advisors, intermediaries and other concerped indivi egister under AMFI
through its website. As of now, it has 44 regist
Management Companies registered under SEBI.

to the development of

Role of IRDA :

aws, suspends and cancels the registration.
ody secures policyholder’s interests in areas like assigning of policy,

t specities the requisite qualifications, code of conduct and practical training required

insurance intermediaries and agents.

DAI makes certain that the code of conduct is followed by surveyors and loss
assessors.

e The autonomous body promotes efficiency in the conduct of the insurance business.
It also promotes and regulates professional organisations connected with the insurance
and reinsurance business.

e It levies fees and other charges for carrying out the purposes of the IRDAI Act.




e |RDAI carries out functions like inspection, conducting inquiries and investigations,
including an audit of the insurers, insurance intermediaries and other organisations
involved with the insurance business.

e The rates, advantages, terms and conditions that may be offered by insurers with
respect to general insurance business are also controlled and regulated by the
regulatory body.

e It also specifies the form and manner in which books of account should be
maintained, and the statement of accounts should be rendered by insurers and
insurance intermediaries.

e |IRDAI monitors the investment of funds by insurance companies and
maintenance of the margin of solvency.

e |t also judges the disputes between insurers and intermediaries or insura
intermediaries.

e |t supervises the functioning of the Tariff Advisory Co

gaverns the

undertaken by the insurer in the rural or social sector?

Challenges faced by Insurance sector:

1. Increased Competition

Over the past few years, the P&C cagtiers’ capacity to insure has steadily grown. This supply-
nds that will intensify further with time.
ity, this can be attributed to new players that
dynamics have intensified the price-based

new geographies, and motivated insurers to

dustries are struggling to keep up with this technological evolution. Investment in
digital platforms and solutions has become essential to enhance operational efficiency and
reduce risk exposures.

3. Out-dated Technology Infrastructure

Out-dated P&C insurance technology infrastructure (legacy policy and underwriting systems)
is obstructing the insurer’s growth and ability to regulate operational cost, business demands,




and customer requirements. With advanced analytics, robotic process automation, and other
emerging applications, insurers today have possibilities to streamline core operational
processes such as sales and P&C underwriting.

4. Rising Costs of Operations

Another issue that tops the list of insurance industry problems is the rising cost of operations.
With out-dated software; one has to dedicate more resources to do the job which could be
done quickly and efficiently by a comprehensive modern system. There are many statutory
reports and mandatory audit reports that are to be shared with government agencies and
regulatory bodies. Companies spend a lot of human resources and time to get reports

prepared and reviewed, but with an electronic system, these reports can be qui ed,
reviewed, and even shared.

5. Customer Engagements '

The digital disruption has put the spotlight back on the cusi@mer. CustOmer engagement
demands on-going customer focus, operational efficiency, ess andipeoplgfexcellence,
product-service innovation, agility and organizational align i anging digital

landscape, the company needs to reassess its busi i ter focus on
customers with a customized value proposition.

6. Business Intelligence

A new era of business intelligence igtupon us, which focuses on leveraging data to make an
informed decision and gain a comp . While data is an asset, it needs to be
digital sources helps carriers mitigate

MODUL E-3

ney, also known as "money at call,"” is a short-term financial loan that must
in full and immediately when the lender demands it.

jke a term loan, which has a fixed maturity and payment schedule, call money
dees not have to adhere to a set schedule, nor does the lender have to provide any
advance notice of repayment.

e Call money is any type of short-term, interest-bearing loan that the borrower must
repay immediately if the lender demands it.

e Call money allows banks to earn interest on their excess funds, which is known as
the call money rate (call loan rate/call rate).




e It consists of overnight money as well as money available on short notice for up to 14
days.

e The call money market primarily serves to rebalance banks' and other participants’
short-term liquidity positions.

Structure:

e Acall money loan is a short-term, interest-bearing loan made by one financial
institution to another financial institution.

e Because of the loan's short term, it does not have regular principal andyinterest
payments, which longer-term loans may have.

e The call loan rate is the interest rate charged on a call loan between fina
institutions.

e The funds can be transferred quickly between lend kera ses. Asa
result, it is the second most liquid asset on a balanc

e |f the lending bank calls the funds, the br,
results in the automatic sale of securitieS in ounp(to convert the securities
to cash) to repay the bank.

e The interest rate charged on lg urities, known as margin rates,
varies according to the call

Functions:

eet the day-to-day cash needs of banks. Banks that are short
om other commercial banks for a period of 1-14 days.

term used when a bank borrows money for a single day. Notice
oney borrowed for more than one day but no more than 14 days.

rate is the rate at which these transactions take place. As a result, banks use
Il money to fill temporary fund mismatches and maintain short-term liquidity. It is
ocal point through which the RBI can influence interest rates.

Government Securities Market

T- Bills Market:

Treasury bills, also known as T-bills, are short term money market instruments. The RBI on
behalf of the government to curb liquidity shortfalls. It is a promissory note with a guarantee




of payment at a later date. The funds collected are usually used for short term requirements of
the government. It is also used to reduce the overall fiscal deficit of the country. Treasury
bills or T-bills have zero-coupon rates, i.e. no interest is earned on them. Individuals can
purchase T-bills at a discount to the face/value. Later, they are redeemed at a nominal value,
thereby allowing the investors to earn the difference.

Commercial Paper

Commercial paper is a money-market security issued (sold) in the commercial paper market
by large corporations to obtain funds to meet short-term debt obligations (for example,
payroll) and is backed only by an issuing bank or company promise to pay the face amount
on the maturity date specified on the note.CPs have a minimum maturity of se
maximum of up to one year from the date of issue. However the maturlty date

Almost all consumer financial instituti it’s up to each bank which
terms it wants to offer, how much hi pared to the bank’s savings and
money market products, and what ies for early withdrawal.

A certificate of deposit (CD at holds a fixed amount of money for a
fixed period of time, su ar, or five years, and in exchange, the issuing
bank pays interest. When dsh i deem your CD, you receive the money you

originally investeg interest. Ceftificates of deposit are considered to be one of the
@ i estments, there are benefits and risks associated with

Securities Markets-Organization and Structure:

Industrial Securities Market:
The Industrial securities market refers to the market for shares and bonds of the existing
companies, as well as those of new companies.




This market is further divided into New Issue Market (NIM) and Old Issue Market. The New
Issue Market is also called Primary Market. Likewise, the Old Issue Market is also called
Secondary Market or Stock Exchange.

Table 40.1. The Structure of Securities Market

Securities Market
{

T 1

Industrial Securities Market Government Securities Market
{ $
New Issue Market Secondary Market Over-the-Counter Market
|
¢ 1 ¢ 1 > 4
Organised Stock Exchange Over-the- New Issue Secondary
C<iumer Market Market Market
.\ I 1
Bonds Equities Preference Shares

However, it is important to emphasize that the New Issue Wa an@tock Exchange are
interlinked and work in conjunction with each oudh the er from each other in
the sense that the New Issue Market deals with ‘ne isstied for the first time to the
public and Stock Exchange deals with those securities WRich have already been issued once to

the public.
(i) Primary Market:

The primary market is concerned With the floatation of new issues of shares or bonds. The

The most popular method for floating securities in the New Issue Market is through a legal
document called the “Prospectus”. It is an open invitation to the public to subscribe to the issue
at par or at premium.

(b) Right Issues:
This method of the sale of stock is normally used by existing companies whose shares are
already listed in the Stock Exchange. Right issue represents an invitation to the existing




shareholders to subscribe to a part or the whole of the new issue in a fixed proportion to their
shareholding.

Resource mobilisation through primary markets by Indian corporate companies is shown in
Table 40.2 for the years 2007-08 to 2010-11. The primary capital market progressed
significantly in 2009-10 and 2010 -11 after the setback in 2008-09. The amounts of funds raised
and the number of new issues which entered the primary market increased in 2009-10 and
2010-11.

The total amount of capital raised through equity issues in 2009-10 was Rs. 46,736 crore as

were raised during the fina

13) resource mohidisation thro
of Rs. 2, 81,664 croreSWere raise
y 4

Table 40.2. Resource mobilization through primary market

he first three quarters of 2012-13 (See Table 40.2).

(X crore)

Mode 2007-08 200809 2009-10 2010-11*  2011-12 2012-13*

A 1. Debt 0 1,500 2,500 9,451 35,611 4,974
2. Equity 54,511 2,082 46,736 48,654 12,857 13,050

of which, IPOs 42,595 2,082 24,696 35,569 5,904 6,043

Number of IPOs 85 21 39 55 34 20

Mean IPO size 501 99 633 671 174 302

3. Private placement 1,18485 1,73281 2,12635 218785 261,282 263,644

4. Euroissues (ADR/GDR) NA NA NA NA NA NA

Total (1 +2 + 3 +4) 2,16,176  1,79,066 281,871 276890  3,09,750
Initial Public Offer (IPO):
As is seen from Table 40.2, the equity capital may be raised through IPO. IPO or Initial public
offer is the first issue of shares by a corporate company to the general public to raise capital for
expansion of its business. IPO is followed by a listing of its shares in the stock market. The




issue of IPO by the Indian companies and the price of share that is fixed is regulated by SEBI.
IPOs may be issued through the “Fixed Price Method” or through the book Building Procedure.
In 2007-08 there were 85 IPOs but the number of IPOs declined to 39 only in 2009-10. In 2008-
09, when the global financial crisis hit the Indian economy, the number of IPOs had declined
to only 21.

Private Placement:

It will be seen from Table 40.2 that a lot of capital is raised through private placement. An
unlisted company which wants to raise equity funds but is not yet prepared to make an IPO
may place privately its equity or equity related instruments with one or more sophisticated

quantity as such private equity issues are not regulated by SEBI.
Board of India (SEBI) has affected several reforms in the Ne

Improvements in Resource Mobilisation from the Primar
During April-May 2013, the total resource moblllsatlon fro

arecovery in the secondary
e mobilisation via the private

during April-June 2012.




Table 40.3. Primary Market Trends

Category 2012413 2012-13  2013-14
(Apr-Mar)  (Apr-Junc) (Apr-June)
1 2 3 4
a. Public Issue (7) + (i) 219 4 n*
() Public Issue (Equity) 65 4 9*
of which : IPOs 65 4 9°
FPOs 0 0 0
(ii) Public Issue (Debt) 154 0 1
b. Rights Issue 89 1* 0
Total Equity Issues (i + b) 155 4 9
¢. Euro Issues (ADR/GDR) 10 2 1
d.  Mutual Fund Mobilisation (net) 765 4995 956
() Private Sector 638 -3985 774
(if) Public Sector 127 -1010 182 y
e. Private Placement in Corporate 3615 475 756*
Debt market
f QP 160 03¢ 32¢

(if) Secondary Market:
The Secondary Market deals in existing securid ftles both liquidity and
marketability to such securities. It implies that it is re & security can be bought or
sold at small transaction cost. Although t Is with the purchase and sale
of old securities, the firms issuing selves registered on a Stock
Exchange by applying for listing of shares. Listing offers the investor a ‘market’ for the sale of
his stock.

The Secondary Marketgof Securi
segments:

(a) Stock Exchange;

la functions through its following two

IS an ‘auction’ type of market, where the prices of traded securities are settled
and offers on the floor of the exchange.

In a Stock Exchange, the transactions in stocks can be classified into two types:
(@) Investment transactions; and

(b) Speculative transactions.

Investment Transactions:




An investment transaction in securities is that transaction which is concerned with the purchase
of securities, with a view to investing funds to get an income as annual dividends from these
securities and gain from the sale of these securities. The basic feature of an investment
transaction is that it involves the actual delivery of the security and payment of its full price.
An investment transaction is motivated by the considerations of safety of investment and
security of income.

Speculative Transactions:
The speculative transaction in securities is that transaction which is concerned with the
purchase or sale of securities for the sake of capital appreciation. The basic feature of a

contract was turned into a carry-forward instrumen osing the contract on the 14th
day and replacing it by a new hand-deliyery contrac he same buyer and seller in
respect of the same securities.

Thus, only the difference between
hands between the buyer an . Badla tra sactlons became the predomlnant form of

excessive speculation developed in the stock
to excessive speculation and short-selling often

a microscopic minorit
market. In short, the ba
amounting to gam

system in Decg @ )3.

increasi and for legitimate forward trading to give a boost to the stock
market. et quotations are often considered as the barometers of a country’s
economy, Bl and the Government should stimulate the stock market. The SEBI,
badla (forward trading) on July 27, 1995. Now, with the introduction
stock market the same purpose is served by the derivatives called futures
system.

ay Stock Exchange is one of the 15 recognized Stock Exchanges in India. This Stock
Exchange is popularly known as Dalai Street Stock Market. It handles around three-fourth of
the total trading in securities in India.

The number of companies listed on the Bombay Stock Exchange at the December-end 1993
was 3,585. Thus the number of listed companies was even larger than in the developed
countries' stock markets of Japan, UK, Germany. Canada and France. During the last two years




several reform measures have been taken with regard to the working of the secondary market.
The important changes are explained below.

Rajiv Gandhi Equity Savings Scheme:

On 23rd November 2012, the government notified a new tax saving scheme called the Rajiv
Gandhi Equity Savings Scheme (RGESS), exclusively for first-time retail investors in the
securities market. This scheme provides 50 per cent deduction of the amount invested from
taxable income for that year to new investors who invest up to Rs. 50,000 and whose annual
income is below Rs. 10 lakh. The operational guidelines were issued by SEBI on 6 December
2012.

Electronic Voting Facility made mandatory for top listed companies:
As mandated in the Union Budget 2012-13 for top listed companies to offer ele
facility to their shareholders, SEBI has come out with the necessaryyé
on 13 July 2012, to be incorporated in the equity listing agree < es. To
make a beginning, based on market capitalization, electroni mandatory for the
top 500 listed companies at the BSE and NSE, in respect be transacted
through postal ballot.

SME Exchange/Platform:
Separate trading platforms for SMEs were launch
NSE in March 2012 and September 2012 respectively.
equities listed on the BSE and NSE S forms is 12

nctional at the BSE and
January 2013, the number of
2 respectively.

ADVERTISEMENTS:

s, Further, the Securities and Exchange Board of India (Depositories and
mendment) Regulations 2012 have been brought into effect from 11 September
late ownership and governance norms of depositories.

Expansion of Qualified Foreign Investors (QFIs) Scheme:

In Budget 2011-12, the government, for the first time, permitted qualified foreign investors
(QFIs), who meet the know-your-customer (KYC) norms, to invest directly in Indian MFs. In
January 2012, the government expanded this scheme to allow QFIs to directly invest in Indian
equity markets.




Taking the scheme forward, as announced in Budget 2012-13, QFIs have also been permitted
to invest in corporate debt securities and MF debt schemes subject to a total overall ceiling of
US $ 1 billion. In May 2012, QFIs were allowed to open individual non-interest-bearing rupee
bank accounts with authorized dealer banks in India for receiving funds and making payment
for transactions in securities they are eligible to invest in. In June 2012, the definition of QFI
was expanded to include residents of the member countries of the Gulf Cooperation Council
(GCC) and European Commission (EC) as the GCC and EC are the members of the Financial
Action Task Force (FATF).

Initiatives to attract FIl Investment:

As regards FII investment in debt securities, there has been progressive en
quantitative limits for investments in various debt categories. In June 2012, t
investment in G-Secs (government securities) was enhanced by US $ 5 billion,

ent in the

In November 2012, the limits for FIl investment in G-
category) have been further enhanced by $ 5 billion each,

among forelgn investors and helping them periodic
international portfolio management practices.

Establishment of National Stock
An important step to provide an efficient and transparent stock market culminated in the
establishment of National St nge of India (NSEI) in July 1994. The NSEI opened

operates in its two seg : (i Market (WDM) and (ii) Capital Market (CM):
nment Securities, Treasury Bills, Public Sector
Undertaking (P ifi of Deposits, Commercial Papers and Corporate

The mai ici ' arket are banks., financial institutions and large corporate firms.
i pks to use only the NSEI for all transactions in debt securities instead

t segment of NSEI, equities are traded in. In the capital market segment of
er of securities admitted to trading has expanded from 200 to start with to 525
r 1994. Thus, the National Stock Exchange of India (NSEI), with its scrip-less
trading system, can be regarded as a milestone in the development of the stock market in India.

In short, stock exchanges, as a secondary market in industrial securities, furnish an important
mechanism of imparting liquidity in the Indian capital market. Of late, SEBI has evolved
certain guidelines of rules and regulations to make stock exchanges to function in accordance
with the principle of safety of the market, transparency and investor protection. The
liberalisation, privatization and globalisation (LPG) of the Indian economy has led to the




increase in the volume of business in industrial securities in both the New Issue Market and
Secondary Market (stock exchange) of the Indian capital market.

Government Securities Market:

The term “gilt edged” means the ‘best quality’. Since Government Securities are of best quality
in the sense of liquidity and zero degree of the risk of default, these are called gilt-edged
securities. In the Gilt-edged Market, the securities of the Government of India and of the State
Governments are traded in. The securities guaranteed (as to both principal and interest) by the
Government are also traded in this market.

the capital market, emanates from the fact that this market provides a mecha
management of public debt and open market operations to the Reserve Bank of

market.

The Indian Treasury Bills Market
However, recently RBI has initiate

ect and automatic monetisation of budget deficit, the Finance
dia and the Governor, Reserve Bank of India signed an agreement

State Governments. The Government bonds are dated securities which are floated to raise
medium and long-term loans in the open market. It is significant to note that it is generally the
institutions, instead of individuals, that are the buyers of Government bonds.

It is due to relatively lower interest rate, long maturity period and face value in high
denominations that the individuals are found to be reluctant to invest their funds in Government
bonds. The institutions like commercial banks, LIC and G1C buy the Government bonds to
build up their asset portfolio.




These institutions invest in Government bonds as they are required by law to invest a certain
minimum proportion of their total funds in these bonds. Left to themselves, they would not like
to buy these bonds owing to the low interest rate on them. The RBI, as a manager of public
debt, operates on the supply side of the Government bond market. At the end of the subscription
period, RBI holds the stock of unsold Government bonds and keeps them selling on its own
account.

The Government bond market is a captive market. The RBI is launching a system of primary
dealers for deepening and expanding the Government bond market. The Securities Trading
Corporation of India was set up in 1993-94 to develop the secondary market in Government
securities.

Growth of Central Government’s Securities:
The growth of the Securities Market is an integral part of the process*e
free market economy. Of late, the RBI and the Government @ 3
measures to reform the Securities market. These reforms hav ntrof

Issue Market and the Secondary Market of industrial secu
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The ave i e of central government securities in the secondary market
i 7Q billion during Q1 of 2013-14 from Rs. 376 billion during Q4 of
e in G-secs generally varied inversely with G-sec yields.

rrowings of the central government through dated securities during 2013-
ne of Rs.2,100 billion (net borrowings of Rs. 1,972 billion) up to July 26, 2013
wjth Rs. 2,340 billion (net borrowings of Rs.1, 594 billion) during the corresponding
period of the previous year.

The weighted average maturity of the dated securities increased to 14.96 years from 13.62 years
during the corresponding period of the previous year. The weighted average yield during the
primary auctions eased to 7.64 per cent from 8.52 per cent during the corresponding period of
the previous year.




The weighted average yield during the primary auctions eased to 7.64 per cent from 8.52 per
cent during the corresponding period of the previous year (Table 40.9). The bid-cover ratio
stood in the range of 1.41-6.09 as against 1.47-3.59 during the corresponding period of the
previous year. The government availed of ways and means advances (WMA) on three
occasions up to end-June 2013. As on July 16, 2013 the outstanding WMA position of the
government was Rs. 3.06 billion.

Table 40.9 : Issuances of Central and State Government Dated Securities*

Item 2012-13 2013-14
1 2 J
Central Government

Gross amount raised (2 billion) 1880 1650 V
Development on primary dealers (T billion) 11.95 Nil
Bid-cover ratio (range) 1.47-3.59 2.38-6.08
Weighted average maturity (ycars) 13.38 17.92
Weighted average yield (per cent) 8.57 T.570e
State Government

Gross amount raised (T billion) 3109 3791
Cut-off yield range (per cent) 8.80-931 7.57-8.51
Weighted average :ri.crld {per cent) 9.07 7.92

During 2013-2014 (up to July 16, 2013 ates have Ws. 401.2 billion on a gross basis
(net amount of Rs. 252.3 billion) cagmpared with Rs. 41948 billion (net amount of Rs. 369.6

billion) raised by 20 states during théicorresponding period of the previous year. The weighted

In the stock A
number of sha i rader who sells the shares. This trade is settled only when

2. Clearing

3. Settlement

e Trading




In the stock market, a large number of trades occur simultaneously. The stock exchanges use
an electronic order matching system to match ‘buy’ and ‘sell’ orders from different traders.
This way, each trade is executed.

For instance, imagine that stock ‘X’ is trading in the stock market.

The buy and sell orders for this stock are as follows:

Buy 100.20 100.10 100.45 100.00 100.80

@ ® y

Sell 100.00 100.40 100.20 100.70 100.05

Here the costliest buy prices are matched against the
whenever the buy price is less than or equal to the best a

and sells and is known as market depth.

So even if a particular price may result i i e is not enough quantity available at

it on to the stock exchanges,
Bombay Stock Exchange iopal Stock Exchange (NSE). In this process,

Settlement

The next step is to fulfil the financial obligations identified in the clearing step. This
involves the transaction settlement for the buyers and sellers.

So once the buyer receives the security and the seller receives the payment, the
transaction is settled.

Types of settlements in the stock market



https://www.edelweiss.in/market

There are two types of settlements in equity investment that you will come across and they are
as follows —

e Spot settlement
This type of settlement is carried out immediately following the rolling settlement

principle of T+2.

e Forward settlement
This settlement is applicable when you agree to settle the trade later at a future date

which could be T+5 or T+7.

What is rolling settlement?

be deposited in your account the following Tuesday. You
the day that your trades are settled.

For dividend-seeking investors, the equity set
collect a dividend from the company, he must settle profit before the record date.

Rolling settlement rules in BSE

e The seg g/by the client within one working day after the BSE
' funds and securities.

Settlement cycle on the NSE

The cycle for rolling equity settlements on the National Stock Exchange (NSE) is as follows:




Activity Working Days

Rolling Settlement Trading T
Clearing Including Custodial Confirmation and Delivery Generation T+1
Settlement Through Securities and Funds Pay-In and Pay-Out T+2

Post Settlement Auction 'I%
N
Auction Settlement 0

Reporting for Bad Deliveries

Pay-In-Pay-Out of Rectified Bad Deliveries

Re-Reporting of Bad Deliveries ‘ \

Closing of Re-Bad Deliveries ) T+9

responsibility for clearing and settlement of trade executed at
Wlth the National Securities Clearing Corporation Limited (NSCCL).
anagement and is obligated for meeting all settlements regardless

market. When trading members place deals in the stock exchange, the same is moved to
NSCCL, which transfers them to the clearing members. The clearing member is in charge of
determining the position of share to suit the trade.

e Clearing banks




Clearing banks are responsible for the settlement of funds. There are 13 clearing banks, and
each clearing member needs to open a clearing account with either one of them. In case of a
pay-out, clearing members receive funds in the clearing account and in case of pay-in they need
to make funds available.

e Depositories

There are two depositories in India — National Securities Depository Limited (NSDL) and
Central Depository Services Limited (CDSL). These two depositories hold your Demat
account, and clearing members also need to maintain a clearing pool account with them.

Clearing members need to transfer the securities to the clearing pool accoun Id with
the depositories on the date of settlement.

e Professional Clearing Members

These are special category members appointed by the NSECL. Ve that they are
not allowed to trade, and they can only clear and settl their clients.
Professional clearing members generally constitute banks,




A Diagram for Clearing & Settlement Process

Y

smoothly and
he whole process

Remember

A trade in the stock market takes place in an instant. B
efficiently, all these processes take place in the backgroun
may help you understand how the stock market

MODULE*~4

Asset/Fund based Financial Services

Lease financing: []
|\

Meaning of Lease Financing— Lease financing is a contractual agreement between the owner
of the asset who grants the other party the right to use the asset in return for a periodic payment
and the other party who is the user of such assets. The owner of the party is known as Lessor
and the user of the asset under such agreement is known as lessee and the rental paid is known

as lease rental.
Typical Lease Financing Structure

/ Lease Project

Agreement Installation

_§ Contractor/ESCO

Capital for Project

Merits of Lease financing

1. Cheap source—It enables the lessee to acquire the asset with a lower investment only.

2. No dilution of ownership—It provides the finance without diluting the ownership or control
of the business.

3. Easy replacement of assets—The risk of obsolescence is borne by the lesser. This allows
greater flexibility and cheap financing to the lessee to replace the asset.



https://www.edelweiss.in/investology/introduction-to-stock-markets-51c006/what-is-stock-market-e88a47

4. Tax benefits—Lease rentals paid by the lessee are deductible for computing tax liabilities.
It further reduces the cost of taking assets on lease.

Limitations of lease financing

1. Contractual constraints—A lease agreement may restrict the lessee to make any alteration or
modification in the asset.

2. Renewal of lease agreement—The normal business operations and growth of the business is
badly affected in case the lease is not renewed.

3. No capital gains—The lessee never becomes the owner of the asset in spite of paying heavy
lease rentals. It deprives him of the residual value of the asset.

Consumer credit and hire purchase finance:
consumer credit, short- and intermediate-term loans used to finance t
commaodities or services for personal consumption or to refinance debts inc
purposes. The loans may be supplied by lenders in the form of cash loans or b
form of sales credit.

0 rchase of

Consumer credit in industrialized countries has grown rapidl|
regular income in the form of fixed wages and saldri
durable consumer goods have become established.

e people earn
markets for

payments; and non installment loans, repaid in a lump sum.“Instaliment loans include (1)
automobile loans, (2) loans for other er goods, ome repair and modernization
e most common non installment

of their credit report.) Many organizations help consumers manage their credit.



https://www.merriam-webster.com/dictionary/consumption
https://www.britannica.com/topic/credit
https://www.britannica.com/topic/consumer-good
https://www.britannica.com/money
https://www.britannica.com/money
https://www.britannica.com/topic/credit-card
https://www.britannica.com/dictionary/credit
https://www.britannica.com/place/United-States
https://www.britannica.com/place/United-States
https://www.britannica.com/topic/credit-bureau
https://www.britannica.com/dictionary/consumers

TYPES OF CREDIT EXAMPLES

When choosing what type of credit to apply for, it's important to
consider your needs.

Here are examples of how each type of credit is commonly used

REVOLVING CREDIT INSTALLMENT CREDIT OPEN CREDIT

« Credit cards « Auto loans = Utility bills

» Home equity lines » Student loans » Charge cards
of credit (HELOC) « Mortgages

* Personal lines of
credit

Hire purchase agreement: N »
A hire purchase (HP) agreement is a credit agreement. You hire ple, a car,
laptop or television) and pay an agreed amount in monthly paym he item
until you have made the final payment. Personal Contrac g 2 type of hire

ou take out a
HP agreement with a retailer, you should know that the stor tually providing
the loan. It is acting as an agent for a finance company a dmmission from the
finance company for arranging the loan. This is ¢ i

agreement.

Hire purchase agreeme
you rights when you
Credit Act 1995



https://www.ccpc.ie/business/credit-intermediaries/authorised-credit-intermediaries/
https://www.centralbank.ie/regulation/consumer-protection/consumer-protection-codes-regulations
https://www.citizensinformation.ie/en/consumer/financial_products/your_rights_when_you_buy_financial_product_or_service.en.html
https://revisedacts.lawreform.ie/eli/1995/act/24/front/revised/en/html
https://revisedacts.lawreform.ie/eli/1995/act/24/front/revised/en/html

(@) Rent to customer

/:.:om

rental/instaliment
on monthly basis

Approach Customer
the Bank for @ Bank purchases the vehicle identifies
the vehicle

financins
e to purchase

Personal Contract Plans (PCPs)

This is a specific type of hire purchase agreem s as a way to pay for a
car. In a PCP contract, you pay a deposit and cont regular installments, usually
d of the contract.

final payment is made. You must stick to certain restrictions
mil€age limits and servicing obligations.

they can ared to other types of car finance. It is important to understand
ions before you sign up for a PCP. You can find out more about PCPs

DEPOSIT OR MONTHLY PAYMENT FINAL OPTION

TRADE-IN
at the end of the
CONTRACT

START WITH MAKE FIXED YOU CAN
MONTHLY PAYMENTS 1) PAY THE GMFV

and keep the car

TYPICALLY 2) ENTER A NEW
10-30% OF THE USUALLLY 24, 36 OR 48 PAYMENTS PCP

CASH PRICE Based on an agreed contract length and an agreed 3) RETURN THE CAR
guaranteed minimum future value (GMFV) for the vehicle and owe no more



https://www.ccpc.ie/consumers/money/loans/paying-for-your-car/pcp/
https://www.ccpc.ie/consumers/money/loans/paying-for-your-car/pcp/

Hire purchase costs
To calculate the real cost of a hire purchase agreement:

1. Find the total hire purchase price
2. Find the price of a cash purchase of the same item
3. Deduct the cash price (2) from the total hire purchase price (1)

Example: A garage offers two prices for the same car. The car will cost you €12,000 if you
buy it outright with cash. Alternatively, the car will cost you €17,000 if you want to hire
purchase the car:

1. €17,000
2. €12,000
3. €17,000 - €12,000 = €5,000

There is a maximum interest rate
2022.

u can contact the CCPC. If you are struggling with a HP
free % ndependent advice.
QA

Hire purchase charges and fees
B

fees for missed or late payments

st surcharge for missed repayments - this means an additional amount of interest
| be charged on the amount unpaid

e Completion fee for ownership of the goods to pass to you — sometimes you have to pay
a balloon payment much higher than your usual monthly payments

e Repossession charges - you could be charged for repossession costs or for failure to
take reasonable care

e Rescheduling charge - if your lender agrees to change the loan terms



https://www.ccpc.ie/consumers/contact/
https://www.mabs.ie/en/contact/

Any balloon payment charged on a hire purchase loan has the effect of postponing part of the
costs until after the loan. This means that in the earlier months and years, you are paying less
off your loan than you would for a bank or a credit union loan. You have to pay the balloon
payment to clear the loan and to become the legal owner.

What must be in a HP agreement contract?
A hire purchase agreement is drawn up and signed by you (the hirer) and on behalf of the owner
(the finance company). If there is a retailer involved, for example, a garage, it also signs the
agreement and supplies the items in question.

The hire purchase must include:

The hire purchase price is the monthly payment or by the number
of instalments which you have to make.

e The amount of each installment you havg.to pay. e final instalment is
much larger than all the others (a ballo

e The date you must pay each instalment.

e A statement that you have t
receiving a copy of the agre
asked to give away thigyri

right to withdraw fr
ent. This is

the agreement within 10 days of
own as a cooling off period. Often you are
iver. You do not have to sign this waiver.

ance company) of the locations of the item.

Can | end a HP agreement?

You can end the agreement at any time by giving notice in writing to the owner of the goods
(the finance company). This is a legal right under the Consumer Credit Act 1995. You should
be aware that breaking a hire purchase contract before its normal end date usually involves
penalties.

You have two options:



https://www.citizensinformation.ie/en/money_and_tax/personal_finance/banking/credit_unions.en.html

1. Buy the item earlier than planned. You can own the item by paying the difference
between the amount already paid and the total hire purchase price. There is usually a
reduction on the overall amount due as you are paying the loan off earlier than planned.
This reduction is calculated using a recognised formula for early loan repayments.
However, the amount of any reduction is relatively small.

2. Return the item to the owner and pay half the amount of the total hire purchase
price (if the total of instalments already paid have not reached that amount). This is
called the half-rule. You do not have to pay half the hire purchase price immediately.

If you have not paid half the hire purchase price you can still return the item. However, you
will still owe the difference between the payments you have made and half the hire purchase
price.

due up to the date of termination.

You may have to pay damages for failure to take reasonabl
issue a notice of costs, but you should try to get your o c 3
goods. Take photographs of the goods before handing the . pany paperwork,

Ending an agreement using the half ryfe may riot always be e best solution. Contact MABS to

talk through your options. \

Can the owner take back the item?

at you pay at the start of the agreement or the value of any trade-in, for example,
tnto, account in calculating one third of the cost.

If this one-third rule is breached by the owner, you are entitled to end the agreement and can
ask for a refund of all payments made. The CCPC has more information about the one-third
rule (pdf) and you can contact MABS for free and confidential advice.



https://www.ccpc.ie/consumers/money/loans/paying-for-your-car/hire-purchase/#Cancel
https://www.mabs.ie/en/contact/
https://www.ccpc.ie/consumers/wp-content/uploads/sites/2/2020/09/Ending-a-hire-purchase-agreement.pdf
https://www.ccpc.ie/consumers/wp-content/uploads/sites/2/2020/09/Ending-a-hire-purchase-agreement.pdf
https://www.mabs.ie/en/contact/

What happens if the item is faulty or damaged?

Anything you buy under a hire purchase agreement must comply with the Sale of Goods and
Supply of Services Act 1980 and be:

o Of merchantable quality - this means of reasonable and acceptable standard, taking into
account other factors such as durability and price

e Fit for the purpose you bought it for

e As described, whether the description is part of the advertising or wrapping, on a label
or something said by the salesperson

If the item hired under a HP agreement are or become faulty, both the retailer
(finance company) are responsible. You can claim against either party in this
cannot claim against the manufacturer of the item.

A guarantee under a hire purchase agreement applies in the'sa
outright. The manufacturer makes the guarantee. |
to have the item repaired under the guarantee €
owner.

Under a hire purchase agreement, yowhave & duty to take rgasonable care of the hired item. If
you damage the item and return thefn to the owner or finance company, they can send you a

bill for repairs. )
AN

Making a complaint about a HP agreement

ave to accept the solution recommended by the Ombudsman. You are entitled to
look for vedress by taking legal action against the finance company.
Factoring:

What is Factoring?
Factoring is a financial technique where a specialized firm (factor) purchases from the client’s
accounts receivables that result from the sales of goods or services to customers. In this way,



https://www.ccpc.ie/consumers/contact/
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https://www.citizensinformation.ie/en/consumer/how_to_complain/complain_about_a_financial_services_firm.en.html
https://www.citizensinformation.ie/consumer_affairs/consumer_protection/consumer_complaints/financial_services_ombudsman.html

the customer of the client firm becomes the debtor of the factor and has to fulfil its obligations
towards the factor directly.

The factoring agreement usually assumes that the whole credit risks as well as the collection
of the accounts are taken by the factor. Factoring offers enterprises, particularly small and
medium ones, a means of financing their need for working capital, but also an instrument of
collection of receivables and default risk hedging.

S <«—2. Promise to pay
Seller
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Characteristics of Factoring
e Factor provides finance for the sup ing\ loans¥and advance payments.

ome factoring companies allow

even 150 days.

stly source of finance compared to other
ort term borrowings.

ideal financial solution for new and emerging firms
. This is because creditworthiness is evaluated based on the
e customer (debtor). Hence these companies can leverage on
strength of their customers.

out credit risk analysis before entering into the agreement.

e Factoring is a method of off balance sheet financing.

Mechanism of Factoring

In a factoring arrangement, there are three parties directly involved namely; the one who sells
the invoice (client), the debtor (customer of the seller), and the factor (financial organization).




e Seller of the product or service provider who originates the invoice is called Client
and generally is a business firm.

e Debtors or customers of the client are the recipient of the invoice for the goods or
services rendered. They promise to pay the balance within the agreed payment terms.
They owe the money for the value of goods and services bought from the seller.

e Assignee (the factoring company) or factor is the service provider who purchases
the invoice and gives advance payment to the business firm.
Advantages of Factoring
Following are some of the advantages of factoring services:

e No Collateral Required: Unlike traditi
you to risk your ome or

ns/factoring doesn’t require
property as  collateral.

e Reduction in operatin
collection period is redu
cycle time of the client i

cycle time: With factoring, the average receivables
substantially and as a consequence the total operating
contributes to efficient working capital.

of !ctoring

ides a pool of benefits to a business by providing immediate cash for your
ceivables. However, it also has some drawbacks that need to be considered before
factoring services. Some of these drawbacks are as follows:

e High cost: Factoring provides immediate access to cash, but this will come at a
higher price than loans. Factoring companies usually keep between 1% and 4% of a
receivable as their fee. In addition to this, they also charge an interest on the cash
advance provided.




e Adverse relationship with customers: Factoring companies are usually more
aggressive while collecting debts, and this may upset the customer and lead to nil or
decreased sales by the customers.

e Potential change in business practices: A Factor may insist on changing business
strategies, and interfere in the working of the business and may even recommend
cutting off certain customers. This highlights the necessity of ensuring that the
businessman chooses to work with such a lender who understands his business and
is interested in its growth.

Types of Factoring

There are a number of types of factoring in both theory and practigé factoring
depend on the relation between the main parties in the factoring

It also depends on the specific features in the factoring ag . ommon feature
of practically all the factoring transactions is collectio nd Non-recourse
Factoring

e Inrecourse factoring, the factor does fio

seller assumes the risks associated with the
buyer’s creditworthiness.

¢ client’s customers. The factor cannot demand any outstanding
from the client (seller).

ommission or fees charged for non-recourse factoring services are higher than
for recourse factoring. The factor assumes the risk of non-payment on maturity and
onsequently takes an additional fee called a del credere commission.

Domestic and Export Factoring

¢ Indomestic factoring three parties are involved (the seller, the buyer, and the factor),
while in export factoring there are four (the seller, the buyer, the domestic factor,
and the factor abroad). In domestic factoring, the factor mediates between the seller
and the buyer. All three parties are located in the same country.




e Export factoring is similar to domestic factoring, except there are four parties
involved. There are consequently two factors involved in the transaction, and it is
referred to as the two-factor system of factoring.

Conventional or Full Factoring

e In full factoring, the factor performs almost all services of collection of receivables,

maintenance of sales ledger, credit collection, credit control and credit insurance.

The factor also fixes up a draw limit based on the bills outstanding maturity-wise
and takes the corresponding risk of default or credit risk and the factor will have
claims on the debtor as also the client creditor.

Full factoring is also known as Old Line Factoring. In India, factori
SBI Factors are doing full factoring for good companies with recour
receivables and administration of sale ledger.

Recourse and Non-Recourse
Factoring

Advance and Maturity
Factoring
Conventional and Full
Factoring

Domestic and Export

Typ CS Of Factoring
F aCtOring Limited Factoring

Selected Seller Based
Factoring

Selected Buyer Based
Factoring

Disclosed and Undisclosed
Factoring

ary. The exporter eliminates risk by making the sale without
egarding the importer's possible default on the receivables.

A forfaiter's purchase of the receivables expedites payment and cash flow for the exporter. The
importer's bank typically guarantees the amount.

The purchase also eliminates the credit risk involved in a credit sale to an importer. Forfaiting
facilitates the transaction for an importer that cannot afford to pay in full for goods upon
delivery.



https://www.investopedia.com/terms/r/receivables.asp
https://www.investopedia.com/terms/a/at-a-discount.asp
https://www.investopedia.com/terms/a/at-a-discount.asp
https://www.investopedia.com/terms/e/export.asp
https://www.investopedia.com/terms/c/cashflow.asp
https://www.investopedia.com/terms/c/creditrisk.asp

The importer's receivables convert into a debt instrument that it can freely trade on a secondary
market. The receivables are typically in the form of unconditional bills of
exchange or promissory notes that are legally enforceable, thus providing security for the
forfaiter or a subsequent purchaser of the debt.

These debt instruments have a range of maturities from as short as one month to as long as 10
years. Most maturities fall between one and three years from the time of sale.

WHAT IS BILL DISCOUNTING?

Bill Discounting is one such option, which allows a business to get quick p
work and meet their operating expenses without having to depend on any ext
provide the funds.

t for their

Now, if the buyer needs money before that, he can appro
that invoice to them. The financial institution gets the in
makes payment to the seller on their behalf. However, th
‘discounts’, as their commission.

the payment to the financial instituti cycle for that particular invoice.
Since the seller gets payment on a ¢

: Before approving the bill discounting, the bank or
tation and the buyer’s creditworthiness. This is done

Nis makes life easy for the seller. They get an immediate payment
ait for the buyer to pay the bill.

€. The difference margin between the face value of the invoice and the
) ed and dlsbursed by the bank is called the discount. This discount is

aturmty: The maturity date of a bill means the date on which payment of the invoice
gut. The average maturity period is 30, 60, 90, or 120 days.

BILL DISCOUNTING RATE OF INTEREST: |

Most banks and NBFCs do not have a fixed interest rate for discounting bills. Any financial
institution considers several factors before deciding on the discount, which may vary from
customer to customer.

The various factors that go into consideration for deciding the discounting rate are:
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e Financial history and credit score of the seller
e Years of being in the business

e Business volume

e Credit-worthiness of the buyer

e Stability of the business and industry

Role of Institutional Players: Many Institutions such as State Bank of India, Canara
Bank, Indian Overseas Bank, Syndicate Bank, in fact all Public Sector Banks are
Proving Housing finance at attractive and affordable rates. Apart from these banks,
HDFC, LIC, PNBHF, ICICI, are very active in this area. All these in jons offer a
number of Home Loan Products to its clientele that include plot purcha:

of service etc. On an average house owners are tak
Monthly Installments (EMI) Cost of Loan: All the 3
processing and administration fee which is linked to t 0an from customers.
The quantum of charges affects the cost

Housing finance System:

. ‘At present, there are about 320 Housing finance companies of
istered with the NHB and which account 98 percent of the Total

nd State Governments: Till the mid eighties the responsibility to provide
finance rested by and large with the Government. The Central and State
rnments indirectly support the housing building effort. The Union Government
introduced from time to time various social housing schemes. The role of the
Central Government against these schemes is confined to laying down broad principles
providing necessary advice and rendering financial assistance in the shape of loans and
subsidies to the State Governments and Union Territories.

The Central Government has set up the Housing and Urban Development Corporation
(HUDCO) to finance and undertake housing and Urban development Programmes
Development of land for satellite towns besides setting up of a building materials




industry. The Central Government provides necessary fulcrum to the HUDCO and
guarantees the Bonds issued by it. Apart from this the Central Government and
respective State Governments provide house building advances to their employees. The
responsibility of the Central Government is to evolve the policies and the respective
State Governments are the real implementers.

Housing and Urban Development Corporation (HUDCO):

HUDCO was established on 25th April 1970 as a fully owned Government of India enterprise
with the following objectives. a) To provide long-term finance for construction of houses for
the residential purposes or finance or undertake housing and urban develop rogrammes
in the country. b) To finance or undertake the establishment of New Satellit
finance or undertake the establishment of the building materials industries. d)

and bonds to be issued by the State Housing Boards, I
Authorities and so on specially for the purpose of financi
programmes.

Venture capital financing y -

Venture capital financing is a type of fundin(j by N’tal(t is private equity capital
that can be provided at various stages of funding roufds. Common funding rounds include

DeVelopment
development

al public yia an Initial public offering (IPO). Venture
Capital can be made in f ity’Financing; 2) Conditional Loan; 3) Income

Note; and 4) Participat

Process

Folrth stage | Series B
6. Pre-initial public offering (IPO) stage

number and type of stages may be extended by the venture capital firm if it deems
necessary; this is common. This may happen if the venture does not perform as
expected due to bad management or market conditions (see: Dot com boom). The
following schematics shown here are called the process data models. All activities that
find a place in the venture capital financing process are displayed at the left side of the
model. Each box stands for a stage of the process and each stage has a number of
activities. At the right side, there are concepts. Concepts are visible products/data
gathered at each activity. This diagram is according to the modeling
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technique developed by Sjaak Brinkkemper of the University of Utrecht in the
Netherlands.

Seed stage

This is where the seed funding takes place. It is considered as the setup stage where a person
or a venture approaches an angel investor or an investor in a venture capital firm for funding
for their idea/product. During this stage, the person or venture has to convince the investor why
the idea/product is worthwhile. The investor will investigate the technical and economical
feasibility (feasibility study) of the idea. In some cases, there is some sort of prototype of the
idea/product that is not fully developed or tested.

If the idea is not feasible at this stage, and the investor does not see anygpotential in the
idea/product, the investor will not consider financing the idea. However, if th
not directly feasible, but part of the idea is worthy of further investigation, the

invest some time and money in it for further investigation.
Risk

Start-up stage

If the idea/product/process is quallf for further ipvestigation and/or investment, the process
will go to the second stage; ts alled the gtart-up stage. A business plan is presented
by the attendant of the venis ital fi

to run the venture. If thé 3 of directors, representatives from the venture
capital firms will take seat directors.

While the organisa is bei the idea/product gets its form. The prototype is being
d | e cases, clients are being attracted for initial sales. The

funding and the venture will have to search for another investor(s). When there is
dissatisfaction and it is related to management performance, the investor may recommend
replacing all or part of the management team.

Third stage

At this stage, we presume that the idea has been transformed into a product and is being
produced and sold. This is the first encounter with the rest of the market, the competitors. The
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venture is trying to squeeze between the rest and it tries to get some market share from the
competitors. This is one of the main goals at this stage. Another important point is the cost.
The venture is trying to minimize their losses in order to reach the break-even. The
management team has to handle this decisively. The venture capital firm monitors the
management capability of the team. This consists of how the management team manages the
development process of the product and how they react to competition.

If at this stage the management team has proven their capability of standing against the
competition, the venture capital firm will probably give a go for the next stage. However, if the
management team lacks in managing the company or does not succeed in competing with the
competitors, the venture capital firm may suggest restructuring of the management team and
extend the stage by redoing the stage again. In case the venture is doing tremendously bad
whether it is caused by the management team or from competition, the inve il cut the
funding.

Fourth stage

This stage is seen as the expansion/maturity phase of the prevj
ing more of

it is possible to cut down their production cost or restruc i al gorocess. This can
become more visible by doing a SWOT analysis. It is used toifi g'strength, weakness,
part from expanding,
the venture also starts to investigate follow-up pro i some cases, the venture
also investigates how to expand the life-cycle of the eXxisti uct/service.

At this stage the venture capital firm
stage and also the new objective me
if the management team has made t
venture competes against th

ioned at this stage. THhe venture capital firm will evaluate
expected cost reduction. They will also examine how the

t stage enture capital financing process. The main goal of this
2 to go public so that investors can exit the venture with a profit

ave taken.

ith other companies
ping new competitors away from the market
liminate competitors

Internally, the venture has to examine the product's market position and, if
possible, reposition it to attract new Market segmentation. This is also the phase to introduce
the follow-up product/services to attract new clients and markets. Ventures have occasionally
made a very successful initial market impact and been able to move from the third stage directly
to the exit stage. In these cases, however, it is unlikely that they will achieve the benchmarks
set by the venture capital firm.
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Fee-Based Advisory services:

What Is a Fee-Based Investment?

A fee-based investment is a product that is recommended by a financial planner whose
compensation includes a sales commission paid by the investment provider in addition to the
fees paid by the client. Fee-based investments may be offered by investment companies, banks,
or other financial institutions.

A fee-only investment is recommended by a financial planner who is solely compensated in
fees paid by the client.

Confusingly, a "fee-based advisor" may charge clients an annual flat percentage,for all financial
services. This advisor may or may not receive commissions for recomme

investments.

How Fee-Based Investments Work
There is a wide range of fee-based investments from annuities

and earns commissions by selling products to o

About Investment Fees

An investment advisor may charge
the assets under management (AU
the services a client receives from t

. Annual fees averagé 1% to 3% and cover most or all of
advisor. )

Stockbroking:

Stockbroking is a service Whi rétail and institutional investors the opportunity to buy
and sell equities.

Stockbroker’s h on exchange and over-the-counter, dependent on where
i liquidity. Stock exchanges place strict regulations on who can
ir books, which is why most individual investors hoping to trade

There are several different services a stockbroker can provide:

e Execution-only stockbrokers will complete orders on your behalf, but do not offer any
advice
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e Advisory stockbrokers will offer advice on where to trade, but only trade on orders
submitted by you

e Discretionary stockbrokers will trade on your behalf, executing trades without your
input.

Credit Rating:

What Is a Credit Rating?
The term credit rating refers to a quantified assessment of a borrower's creditworthiness in
general terms or with respect to a particular debt or financial obligation. A credit rating can be
assigned to any entity that seeks to borrow money—an individual, a corporation, a state or
provincial authority, or a sovereign government.

when a new rule was passed that prohibited banks fi
IS, bonds with low credit ratings.

The aim was to avoid the risk of defauilt, which could lead to financial losses. This practice was
quickly adopted by other companie
ratings became the norm.5

The global credit ratin

the entire market: Moody’s Globaljand Fitch Ratings.

ULE-5

TMENT BANKING

investmenpbanking and its functions?

stment banking is a special segment of banking operation that helps
or organisations raise capital and provide financial consultancy services to
act as intermediaries between security issuers and investors and help new firms to
go public.
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Functions of Investment Banking:

Investment Banking Functions

Merger and Acquisitions Research Merchant Banking

= = T
|=all <p e Ex

IPOs Risk Management Structuring of r
~ N Investment
Derivatives
Management
1 .1POs: s
This investment banking function, i.e., IPO is an initial offer ein a company

hires an investment bank to issue an IPO.
Below are the steps followed by a company for i

o Before the issuance of an IPO , companies hire aq i nt bank. This bank is chosen
based on different criteria lik iom, industrial experience, quality of

e Selected banks do underwriing where it agts as a broker between investors and issuing

companies.

e The investment b inafcial details of the IPO in the underwriting
agreement.

. istration statement along with the underwriting

the bank carries out aftermarket stabilization in which that bank
et stabilization and creates a market for the stock.

er and Acquisitions

ere are two types of roles in M & M&A of an investment bank: seller representation
and buyer representation.

e A critical role in M&A is the valuation of a company. The bank calculates the actual
value of a company.

e Investment bank builds its strategy for M&A of two companies.
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e The investment bank also does financial provisioning for a company as M & M&A
companies will need lots of funds. It helps a company in raising funds for M&A.

e The main role is to issue new securities to the market.
3 — Risk Management

From the name itself, Risk Management is clear that its risk management involves a continuous
process as capital is involved. It set a limit to avoid loss in trade. Investment banks help a
company in the following ways:-

e Investment banks help a company manage financial risk in terms of cy, loans,
liquidity, etc.

e This bank helps a company to recognize the loss area.

e This credit risk-control credit risk investment spreads o

choose stock exchanges for trading.

e There are different risks like business risk, invest i : pliance risk,
and operational risk, internally controlled by an in

Investment banks do risk management at every level as it hig he rigks and how they can

be handled.

4 — Research

ing function is one“of the most important investment
provide a rating to the company to help investors decide
on investment. Research repo sell, or hold based on a company’s rating.
Through this, one can kno mpany. Research is done by analyzing and
comparing various com ance reports. Investment banks’ primary work
is research, and these res are ofymultiple types like equity research, fixed income
research, macroecopomic re tative research, etc. Investment banks share these

This equity research investment b
banking functions. This research hel

Investment banks design securities with different derivatives options. The main reason to
design such a product is to attract investors and increase the profit margin.
6 — Merchant Banking

This investment banking function is one of the personal activities of the investment bank where
the bank also does consultancy for their clients. It acts as a financial engineer for business.
They provide consultancy in financial, marketing, legal, and managerial matters.
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7 — Investment management

This investment banking function is a core job of an investment bank to guide the investor to
purchase, manage his portfolio, and trade various securities. Investment banks prepare reports
based on company performance, and through this investment bank decides on financial
securities. Investment advice is based on the client’s objective, risk appetite, investment
amount, and period. Based on the customer segment, investment management is divided into
Private clients, Private wealth management, wealth management. Here, an investment bank
manages a portfolio of customers and provides tips to investors on whether to sell stocks, buy
stocks, or hold stocks.

Investment Banking Activities:
Investment banking is a type of banking that organizes large, complex finan
such as mergers or initial public offering (IPO) underwriting. These banks m

e In essence, investment bankers are experts who h i @ e pulse of the
. w4

corporation, municipality, or other institution. They may m
Investment banks also provide advice in mergers, acquisitions,

and other entities.
e Investment banking activities include underviiti debt and equity securities for
all types of corporations.
e Investment banks will also faCilitate mergers andj@cquisitions, reorganizations, and
broker trades for institutionsf@and private investors.
e Investment bankers work withicorporationsj governments, and other groups. They plan
and manage the fin j

e Investment ban
United States fro
was repeale

0 1999, when the Glass-Steagall Act that segregated them

Underwriti
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What is Underwriting?

EEHE

managed
by

An individual or
organization

A financial Process

What Is Underwriting?
Underwriting is the process through which an individ
risk for a fee. This risk most typically involves loans, i

e Underwriting is the process tArough which an individual or institution takes on financial
risk for a fee.

e Underwriters asses urers' business.

Ing rates for loans, establish appropriate
securities by accurately pricing investment risk.

le before assuming that risk. This check helps to set fair borrowing rates
appropriate premiums to adequately cover the true cost of insuring
nd create a market for securities by accurately pricing investment risk. If the

What Information Do Underwriters Look at?:

Whether they are lending money or providing insurance, underwriters examine the financials
of each applicant to determine how much risk they are taking on and the likelihood of losing
money. This is generally done by comparison to historical data: If applicants with a similar risk
profile tend to default X% of the time, then the premiums or interest rate will be priced at a rate
that assumes an X% probability of default.
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Underwriters for personal loans and insurance will look at the available data of the applicant.
For loans, they might examine the borrower's income, employment status, and credit history.
They will also assess the value of any assets that are used for collateral. For life insurance, they
might also look at their medical history, including risk factors such as smoking or drinking.

Bankers to an Issue:

The bankers to an issue are engaged in activities such as acceptance of applications
along with application money from the investors in respect of issues of capital and refund of
application money.

Registration

issue in particular with reference to the following requiremg
necessary infrastructure, communication and data processi

involved in any litigation connected with the securities ma

economic offence; ¢) The applicant is a scheduled bank an t of/a certificate is in the
interest of the investors. A banker to an issue ¢ of his registration three
months before the expiry of the certificate. Every banker su€ had to pay to the SEBI an
annual fee of Rs.2.5 lakhs for the first t date of initial registration, and Rs.1

annually for the first two years wa

schedule of fee is Rs.5 lakhs as initi
f initial rggistrations. Non-payment of the prescribed

certificate.

to furnish to the SEBI the following information; a)
as engaged as a banker to an issue; b) The number of

the names of the investors, the time within which the applications received were forwarded to
the issuing company/registrar to the issue and dates and amounts of refund money to investors.

Disciplinary Action by the RBI

If the RBI takes any disciplinary action against a banker to an issue in relation to issue payment,
the latter should immediately inform the SEBI. If the banker is prohibited from carrying on his




activities as a result of the disciplinary action, the SEBI registration is automatically deemed
as suspended/cancelled.

Debenture Trustee:

Debenture Trustee is a liaison between the issuer company and the debenture holders, who hold
the secured property on behalf of the issuer company, which is mortgaged in favor of the
debenture trustee for protecting the interest of debenture holders.

Debenture Trustee is an entity that secures any issue of debentures of a body corporate for the
benefit of investors.

Debenture Trustee plays a very important role in the NCD issue by safeguardmg
debenture holders and acting as an intermediary between the issuer
holders.

As per the provisions of the companies act, the appointmenigf a del
in case of debentures/bonds with maturity beyond 1
debentures/bonds are secured or not. However, the issue o
of 18 months or less are exempt from the require

Is mandatory
e of whether

Debenture Trustee Regulations SEBI
The SEBI (Debenture Trustees) Regulati the Debenture Trustee and provides
for all the required details for Deben ili iteri ibiliti

e A beneficial share owner of the issuer company, or

e A promoter, director or key management personnel or employee of the issuer company
or its holding, subsidiary or associate company.



https://www.chittorgarh.com/article/ncd-public-issue-explained-with-examples/399/
https://www.sebi.gov.in/sebi_data/commondocs/dtreg.pdf

Debenture Trustee Role and Responsibilities

e To protect the interest of the debenture holders.
e Tocall for and keep a periodic check on the reports of the issuer company.
e To take possession of the trust property by provisions of the trust deed.

e To take appropriate measures to protect the interest of the debenture holders in case of
any breach of the trust deed or law.

e To ensure that the debentures have been converted or redeemed as per the provisions
and conditions under which they are offered to debenture holders.

e To enforce security in the interest of the debenture holders in case o
moving to assets for collection of debt.

e Toensure at all times that the property charged to the debe

e To inform the Board immediately in ¢
law.

director can be appointed in
o Two consecutive def
o Default in the creatiomof security far debentures or
o Default in th mp




Portfolio Manager

#4 - Be transparent and honest with
the client.

#1 - Contrive a personalized investment
plan rather than suggesting a similar
plan. #5 - Keep himself updated with the

latest changes in the financial field.
#2 - Be able to make good decisions at

the right time.
#6 - Educate the investor about the

types of investments available, the
returns expected.

#3 - Keep in touch with the client and

keep him/her updated on a regular
basis.

Roles and Responsibilities ‘%*Wallsmem'
7

Y

What Is a Portfolio Manager?
A portfolio manager is
exchange traded or cl

up of greople responsible for investing a mutual,
, implementing its investment strategy, and

passive, and
managers ok

Understanding a Portfolio Manager's Role.
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— Customization of Client's Portfolio

n
@ Formulation of Portfolio Strategy
-
;-9 —Making Client Aware of Each Investment Option
0
ot
& Being Updated with Financial Market
8 | | - —
s Safety and Security of Client's Wealth
T
§ Sensible Asset Allocation
i
p?. Diversification of Client's Portfolio

Rebalancing the Portfolio

nd is a closed or open
mutual fund, hedge fund, venture capital fund or e ed“und. The manager of the
fund's portfolio will directly affect the overall returns . Portfolio managers are thus
usually experienced investors, brok traders, wi rong backgrounds in financial

either an active or passive manager. If a
t strategy mirrors a specific market index.

age markepreturns. In this scenario, the portfolio manager themselves
ingeltteir investment style directly results in the fund's returns.

Investment approach, all portfolio managers need to have very specific
r to be successful. The first is ideation. If the portfolio manager is active, then
have original investment insight is paramount. With over 7,000 active funds to
choose from, active investors need to be smart about where they look.2 If the manager takes a
passive approach, the originating insight comes in the form of the market index they've decided
to mirror. Passive managers must make smart choices about the index.

Challenges to Investment Bankers:

The modern investment banking industry faces several challenges. Some of these challenges
have been listed down in this article.
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Challenges Faced by Investment Banks

Cross Selling Complexities
A huge area of investment banking relies
on cross-selling. The declining budget
causes decreased revenue for research
and other departments.

Increased Regulations

Maintain z different department of
qualified professionals so they could
create and bring in new investment
opportunities.

Magistr

Scarce Capital Resources
Invest capital more efficiently as there is 2 reduced
business for investment banks in general.

Need to Reduce Costs

Markets have become increasingly
competitive, so to encourage their
investors to invest money.

Technology Disruptions

With access to the best technology and
modern network to ensure capital raising
at lower costs.

v

Scarce Capital Resources: The con@navirus pandemic has created recessions and depressions

very comfortable investing
time rather than invest it ji
scarce. The job of inv

, iIndividuals, as well as companies, are not
Id rather hold on to their money for some
created a world where capital resources are
to allocate capital resources efficiently. If there are

en there is a reduced business for the investment

Need to
a result,

s all over the world have become increasingly competitive. As
ods and services are going lower. This is having a ripple effect on the
y€ompanies are facing shrinking margins, and hence the cost of capital

he problem is that the investors are already afraid to invest money. In
expect more compensation in order to induce them to invest. However,

Increased Regulations: The investment banking industry was blamed for the mortgage crisis
of 2008. This is the reason why heavy regulations have since been put into place. The new
structured financial products which are created and sold by the finance industry are heavily
scrutinized by the regulatory agencies. This creates limits on the operations of the investment
banks. The number of new types of securities being created and traded by investment banks
has seen a reduction post 2008. Adhering to the regulations adds to the costs at investment
banks. Separate departments have to be maintained in order to ensure that the bank is compliant




with the changing regulations. This also makes the services of investment banks more
expensive and hence less competitive.

Technology Disruption: The rapid advances in technology have drastically changed every
industry in the world. The world of investment banking is no exception, either. Over a period
of years, an entirely new industry called fintech has emerged. The fintech industry is all about
leveraging the use of financial technology in order to provide the same financial services for a
lower price. For instance, modern fintech companies have shown that they can be more
effective at raising capital as compared to investment banks. Their access to the best technology
and modern network ensures that they are able to raise capital at a lower cost. Also, they have
a wider reach as compared to traditional investment banks.

There are more examples where the use of technology has been more effective t
banks. For instance, in the recent past, Bitcoin has been effectively used in order

banks are often able to convince them to ava
structure advisory, and so on. There is no doubt abo at investment banks generate
value for clients while doing these activities. in the current scenario, corporations

upon cross-selling revenue. 1 re preferring to avail services from specialists instead
of buying all the services i

The bottom line is that investn 10 is not in its heydays anymore. Over the years, the
negative publici ber of challenges, have increased manifold. No




