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LEARNING OBJECTIVES

After studying this unit, you will be able to:
 Understand the meaning and nature of investment
 Learn the investment Process
 Discuss the types of investment
1.1

INTRODUCTION

Investment refers to the purchasing of a monetary item or any esteemed thing with the
expectation that positive returns will be gotten later on. Investment is a resource that is
made fully intent on permitting cash to develop. It an essentially an asset that is created
to allow money to grow. It can be defined in the form of an equation i.e., saving =
income-expenditure. When savings will be utilized with the aim of earnings income or
capital appreciation is called investment. Understanding the definition of investment
sometimes becomes crucial. It is also equally difficult to choose the right financial
instrument to full fill the financial goal. A person should be fully knowledgeable about
the investment that helps to take the right financial choice. Prospective investors having
surplus money can invest in securities like shares, debentures, physical assets (gold,
silver, real estate etc.) or deposit them in their bank account. Firms with surplus money
may invest in their expansion activities or undertake new ventures etc. The abundance
made can be utilized for an assortment of targets like gathering deficiencies in pay,
setting something aside for retirement, or satisfying specific explicit commitments, for
example, reimbursement of credits, instalment of educational expenses, or acquisition
of different resources. All the above activities are called investments.
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All in all, it's a responsibility of assets made in the assumption for some sure
code of return. Investment might produce pay for you in two ways. One, assuming you
put resources into a saleable resource; you might acquire pay via benefit. Second, on
the off chance that Investment is made in a return producing plan, you will procure a
pay through amassing of gains. In this sense, 'what is investment can be perceived by
talking about that speculations are tied in with placing your investment funds into
resources or articles that become worth more than their underlying worth or those that
will assist produce pay with time. The characteristics of investment can be understood
in terms of risk, return, liquidity and safety.
•
Return: The prime objective of any investment returns. This return may
be regular income (interest, dividend, rent etc) or an increase in the value of the
investment.
•
Risk: It means the variability in return. This can be understood by loss
of capital or non-payment of income what so ever reason. The higher the risk is
the more the return and vice versa.
•
Safety: Investors should be assured of getting back principal cum
appreciation value on maturity without any hindrance.
•
Liquidity: That means an investor can sell their investment in the
market without incurring much transaction costs, or less energy and time.
1.2

DEFINITION OF INVESTMENT

Generally, investment is the utilization of cash for bringing in more cash.
Understanding the investment definition is urgent as now and then, it tends to be
challenging to pick the right instruments to satisfy your monetary objectives. Realizing
the venture's significance in your specific monetary circumstance will permit you to
settle on the ideal decisions.
 According to economics, “investment is the utilization of resources to increase
income or production output in the future”.
 According to economists, “investment refers to any physical or tangible asset,
for example, a building or machinery and equipment”.
 According to finance professionals define “an investment is a money utilized
for buying financial assets, for example, stocks, bonds, bullion, real properties,
and precious items”.
 According to business theories, “investment is that activity in which a
manufacturer buys a physical asset, for example, stock or production
equipment, in the expectation that will help the business to prosper in the long
run”.
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1.3

INVESTMENT OBJECTIVES

Various objectives come under the investment. It may be categorized into main
objective and subsidiary objective. These are stated below:

Main objective:
 Maximization of return &
 Minimization of risk

Other subsidiary objectives are:
 Maintaining liquidity
 Hedging against inflation
 Increasing safety
1.3.1
Maximization of Return
The pace of return could be characterized as the complete payment the financial backer
gets during the holding time frame, expressed as the rate cost toward the start of the
holding time frame. A financial backer generally needs to get the greatest profit from
their investment. It turns into the primary motivation behind a financial backer when
they attempt to put away their cash.
Return = Capital Appreciation + Yield Esteem (Interest/Profit)
Assuming a specific offer purchased in 2018 at Rs.40 and sold in 2021 at Rs.50 and the
profit yield is Rs.6, then, at that point, what might be the return?
1.3.2
Minimization of Risk
The risk of holding protections is connected with the likelihood of the genuine return
turning out to be not exactly the normal return. Assuming we consider the monetary
resources, we can group them into various gamble classifications, government
protections would comprise the generally safe classes as they are hazard-free, and
debentures and inclination portions of organizations might be characterized as medium
gamble resources. Equity shares of organizations would shape the high gamble class of
monetary resources.
1.4

INVESTMENT PROCESS

Before investing money the investors should follow the process of investment. So that
they can invest their money in a better way and also take the advice from their
superiors. The investment process is given below which should follow by every
investor. The following diagram shows the steps of the investment process.

Odisha State Open University, Sambalpur

Page 5

1.5

TYPES OF INVESTMENT

The inquiry 'what is an investment is generally trailed by getting your speculation
targets and distinguishing where to contribute. Keeping to the side interests in land and
resources like gems and all, with regards to various instruments, one more part of
getting 'what is investment signifying' is to be aware of various kinds of speculations.
The primary alludes to equity investment, and the subsequent class incorporates
obligation instruments. Assuming your investment goals match, value speculations can
offer more prominent returns and convey somewhat higher risk. While obligation
instruments are safer, however, offer generally low returns.
1.5.1 Equity Shares
Equity investment addresses possession in a running organization. By possession, we
mean to share in the benefits and resources of the organization however, by and large,
there are no proper returns. It is viewed as an unsafe investment and yet, contingent on
the circumstance, it is a fluid investment because of the presence of financial
exchanges. There is value share for which there is ordinary exchanging, for those
investment liquidity is all the more in any case for stocks that have less development,
liquidity isn't exceptionally appealing. The value portion of the organisation can be
delegated as follow.
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a. Authorised Capital
It is the greatest measure of capital that an organization can issue. Organizations can
increment it now and then. For that, we want to consent to certain conventions and
additionally need to pay a few charges to the lawful bodies.
b. Issued Capital
It is that piece of approved capital that the organization offers to the financial
backers.
c. Rights Share
These shares are those that an organization issues to its current investors. The
organization issues such sort of offers to safeguard the possession freedoms of the
current financial backers.
d. Subscribed Capital:
It is that piece of given capital that a financial backer acknowledges and concurs
upon.
e. Paid-up Capital
It is the piece of the subscribed capital that the financial backers pay. Ordinarily, all
organizations acknowledge total cash in a single shot and subsequently gave, bought in
and paid capital becomes indeed the very same. Reasonably, paid-up capital is how
much cash an organization puts resources into the business. The main features of equity
shares are

They are super durable.

Equity shareholders are the genuine proprietors of the organization and
they bear the most elevated risk.
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Equity shares are adaptable, for example, responsibility for offers can be
moved regardless of thought to another individual.

Profit payable to value investors is an allotment of benefit.

Equity shareholders don't sort out the pace of profit.

Equity shareholders reserve the option to control the issues of the
organization.

The responsibility of Equity shareholders is restricted to the degree of
their investment.
1.5.2 Debentures or Bonds
Debentures or securities are long haul investment choices with a proper stream of
incomes relying upon the cited pace of interest. They are thought of as moderately
safer. A measure of hazard implied in debentures or bonds is subject to who the backer
is. For instance, on the off chance that the issue is made by an administrator, the risk is
thought to be zero. In any case, interest in long haul debentures or securities, there are
gambles as far as financing cost risk and cost risk. Assume, an individual requires a
measure of an asset for his kid's schooling following 5 years. He is putting resources
into a debenture having a development time of 8 years, with coupon instalment every
year. All things considered, there is a risk of reinvesting coupons at a lower financing
cost from the finish of year 1 to the furthest limit of year 5 and there is a cost hazard for
an increment in the pace of interest toward the finish of the fifth year, in which cost of
security falls. To vaccinate risk, speculation can be made according to the span idea.
The following choices are accessible under debentures or bonds:
a. Government securities
Government securities are government obligation issuances used to finance everyday
activities, and extraordinary foundation and military tasks. They ensure the full
reimbursement of the contributed head at the development of the security and
frequently pay intermittent coupons or interest instalments.
b. Savings bonds
A Savings Bond is a security where the cut-off points for investments are set low so
that individuals can contribute without any problem. Rather than a high cut-off for
section, the Savings Bond has a low passage limit to make it reasonable to any
individual who needs to contribute and procure pay from such securities.
c. Public Sector Undertaking bonds
Public Sector Undertaking Bonds (PSU Bonds) are medium or long haul obligation
instruments given by Public Sector Undertakings (PSUs) that are claimed and oversaw
by the focal or the state government. The term normally means securities given by the
focal PSUs (i,e). PSUs supported by and under the regulatory control of the
Government of India). The vast majority of the PSU Bonds are sold on a Private
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Placement Basis to the designated financial backers at Market Determined Interest
Rates.
d. Debentures of private sector companies
A Private Company gave their bonds/debenture under the Companies Act 2013. There
are guidelines concerning keeping up with resource cover, FICO rating, debenture
recovery save, holding fluid resources for current developments, and so forth.
The main features of debentures are given below:

Debenture holders are the creditors of the company carrying a fixed rate
of interest.

A debenture is redeemed after a fixed period.

Debentures may be either secured or unsecured.

Interest payable on a debenture is a charge against profit and hence it is
a tax-deductible expenditure.

Debenture holders do not enjoy any voting rights.
1.5.3 Money Market Instruments
Currency market instruments are very much like debentures yet the time frame is
extremely less. It is for the most part under 1 year. Corporate elements can use their
inactive working capital by putting resources into currency market instruments. A
portion of the currency market instruments.
a. Commercial Paper
Business paper is a usually utilized sort of unstable, momentary obligation instrument
given by partnerships, normally utilized for the financing of finance, creditor liabilities
and inventories, and meeting other transient liabilities. Developments on business paper
are commonly most recent a few days and seldom range longer than 270 days.
b. Certificate of Deposits
A certificate of deposits (CDs) is an item presented by banks and credit associations
that gives a loan cost premium in return for the client consenting to leave a singular
amount stored immaculately for a foreordained timeframe.
c. Treasury Bill
Treasury bills are transient securities that full-grown in one year or less from their issue
date. T-bills are bought at a cost not exactly or equivalent to their standard (face) worth,
and when they mature, Treasury pays their standard worth.
The main features of money market instruments are
 It tends to be called an assortment of the market. Its principal highlight is
liquidity. All the submarkets, like call cash, notice cash, and so forth have
close interrelation with one another. This aids in the development of assets
starting with one submarket and then onto the next.
 The volume of exchanged resources is for the most part exceptionally high.
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It empowers the transient monetary requirements of the borrowers.
Additionally, it manages investments that have a development time of 1 year
or less.
 It is as yet advancing. There is dependably a chance of adding a new
instrument.
1.5.4
Mutual Funds
Common assets are a simple and pressure-free method of speculation and they
consequently expand the investment. A shared asset is an investment just paying off
debtors or just in value or a blend of obligations and value and proportion contingent
upon the plan. They give advantages like an expert methodology, advantages of scale,
and accommodation. Further putting resources into a common asset will enjoy the
benefit of getting proficient administration administrations, at a lower cost, which in
any case was impractical whatsoever. On account of an open-finished shared reserve
plot, a common asset is confirming financial backers that a shared asset will give
backing to the auxiliary market. There is outright straightforwardness regarding venture
execution to financial backers. Consistently, financial backers are educated about the
exhibition regarding the speculation. In shared reserves additionally, we can choose
among the accompanying kinds of portfolios:
a. Equity funds
Equity Funds are common asset plans which put their resources in loads of various
organizations given the speculation objective of the fundamental plan. These assets are
an extraordinary venture choice for capital appreciation as they have the potential for
long haul abundance creation.
b. Debt funds
An obligation reserve is a speculation pool, for example, a common asset or trade
exchanged store, in which the centre property include fixed-income investment. An
obligation asset might put resources into present moment or long haul securities,
securitized items, currency market instruments or drifting rate obligation.
c. Balanced funds
Balanced funds, otherwise called half and half assets, are a class of shared reserves that
contain a bond (obligation) part and a stock (value) part in a particular proportion in a
solitary portfolio. These shared assets assist financial backers with enhancing their
portfolios by putting resources into resource classes like value and obligation.
d. Index funds
Index funds are speculation finances that follow a benchmark file. Whenever you put
cash in a record store, that money is then used to put resources into every one of the
organizations that make up the specific list, which gives you a different portfolio than if
you were purchasing individual stocks.
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e. Gift funds
A gift Fund implies an asset that is kept up with for the Principal Purpose. Financial
backers have a choice to hold the Units in dematerialized structure.
Features of mutual fund:
The significant highlights of shared reserves are

Expert Managers

Beat inflation

Convenience

Minimal expense

Broadening

Liquidity

Better yield Potential

Security &Transparency
1.5.5 Life Insurance
They are one of the significant pieces of wise venture portfolios. Life coverage is
speculation for the security of life. The principle objective of other speculation roads is
to acquire a return however the essential goal of life coverage is to get our families
against the awful occasions of our passing. It is famous among people. Different sorts
of general protections are valuable for corporates. There are various kinds of
protections which are as per the following:
a. Endowment Insurance Policy
An enrichment strategy is a disaster protection strategy that, aside from covering the
existence of the safeguarded, assists the policyholder with saving consistently
throughout a particular timeframe so he/she can get a single amount sum on the
arrangement development on the off chance that he/she endures the approach term.
b. Money Back Policy
A cash back strategy is a sort of life coverage item that permits the protected to get
normal returns or as a single amount sum at a characterized point during the approach
time frame. The profits presented under a cash back approach can be ensured or rely
upon venture execution, or a mix of both.
c. Whole Life Policy
Entire disaster protection is a sort of long-lasting life coverage, and that implies the
guaranteed individual is covered for the term of their life as long as expenses are paid
on schedule.
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d. Term Insurance Policy
Term insurance is an unadulterated assurance extra security contract. It gives inclusion
to a characterized period in return for a predetermined premium sum. If there should
arise an occurrence of an awful occasion during this period, the backup plan gives an
ensured pay-out. It repays your candidate for the deficiency of your pay.
e. General Insurance for any kind of assets
General protection covers your home, your movement, vehicle, and wellbeing (non-life
resources) from fire, floods, mishaps, man-made calamities, and burglary. Various sorts
of general protection incorporate engine protection, medical coverage, travel protection,
and home protection. An overall insurance contract pays for the misfortunes that are
caused by the guarantee during the time of the contract.
The crucial features of a life insurance policy are

Given for the sake of the policyholder

Adaptable premium instalments

Adjustable residency

Adjustable aggregate guaranteed

Pay-out on death or on development

Capacity to allot chosen people

Highlights a venture part
1.5.6 Real Estate
Real estate alludes to the acquisition of property as a speculation to create pay rather
than involving it as a main living place. Each financial backer has some piece of their
portfolio put resources into genuine resources. Pretty much every person and corporate
financial backer put resources into private and places of business separately. Aside
from these, others include:
a. Industrial real estate
Modern land is urgent for supporting the worldwide economy. These properties fill in
as fundamental settings for delivering, putting away, and dispersing the merchandise
and items the worldwide economy needs. Subsequently, very much found, excellent
modern land is vital to keeping the worldwide economy moving along as expected.
b. Land
Land alludes to the world's surface down to the focal point of the earth and up to the
airspace above, including the trees, minerals, and water. The land is the land, in
addition to any long-lasting man-made augmentations, like houses and different
structures.
c. Commercial Property
Commercial property is land that is utilized for business exercises. Business property as
a rule alludes to structures that house organizations however can likewise allude to land
used to produce a benefit, as well as enormous private investment properties. The
Odisha State Open University, Sambalpur
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assignment of a property as a business property has suggestions for how it is financed,
how it is burdened, and the way that the regulations are applied to it.
d. Retail space
Retail land permits financial backers to lease, rent, make due, and trade spaces that
reach from mall to individual amasses spring up shops. In the U.S., retail locations
comprise everything from stores and drug stores to cleaners and bistros.
e. Mixed-use
Real estate has comparable qualities with bonds, in that landowners bring in current
money stream from inhabitants, and value, in that they want to build the worth of their
property over the long haul. However, an additional advantage of land is that the
market is less unpredictable than stocks and securities.
The real estate investment features are

Resistant to inflation

Permits utilization of influence

Questionable development period

Low liquidity

Tangible

Generally satisfactory as collateral

Beneficial in any event, during the downturn
1.5.7 Precious Objects
Precious objects are things that are by and large little in size but exceptionally
important in financial terms. These incorporate gold, silver and other valuable stones
like the jewel. A few imaginative individuals put resources into craftsmanship objects
like artworks, antiquated coins, and so forth. These valuable articles might involve both
gambling and return. Valuable metals will continuously have inborn worth since they
are limited and substantial assets which are uncontrolled by any single government or
monetary organization. This gives valuable articles a special benefit.
Features of precious objects:

Most liquid able asset

Offer unique privacy

Hedge against inflation

Protection from political and economic uncertainty
1.5.8 Derivatives
Derivatives mean indirect investments in the assets. The derivatives market is growing
at a tremendous speed. The important benefit of investing in derivatives is that it
leverages the investment, manages the risk, and helps in doing speculation. Derivatives
are includes:

Futures

Forwards

Options
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Swaps

a. Future contracts
It is an agreement between two parties for the purchase and delivery of an asset at an
agreed-upon price at a future date.
b. Forward contracts
It’s similar to a futures contract but does not trade on an exchange, only over-thecounter. It carries a great degree of counterparty risk for both buyers and sellers.
c. Options
It is also similar to a futures contract but the difference is that with an option the buyer
is not obligated to exercise their agreement to buy or sell. It is an opportunity only, not
an obligation.
d. Swaps
Swaps are another type of derivative, often used to exchange one kind of cash flow
with another. The simple variation of a swap is called “Plain Vanilla”.
The features of derivative instruments are stated as under

Derivatives have a maturity period

Derivatives can be used as a leverage instrument

No. of derivative units can be transacted with no specific limits
1.5.9 Non-marketable Securities
Non-marketable securities are those protections that can't be sold in the monetary
business sectors. The non-marketable securities are the types of obligation or fixed
income securities that are generally traded through the exchange or in an over-thecounter (OTC) market. Such securities include:

a. Bank Deposits
Bank deposits Bank stores comprise cash to put into banking institutions for
supervision. These stores are put aside for instalment records, for example, bank
accounts, financial records, and money market accounts. The record holder procures
interest on the saved sum.
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b. Post Office Deposits
Through this fixed deposits conspire that is presented by the Indian Postal Services, an
individual can bring in a reliable profit from the cash saved for a proper timeframe.
c. Company Deposits
Organization stores imply when an organization are for the most part gaining assets
from the individuals or people in general as credit or some other structure as might be
recommended, however, does exclude specific classes of exchanges. The powerful
benefit of the organization stores is its plain effortlessness.
d. Provident Fund Deposits
A Provident fund is a government overseen retirement investment scheme plot for
workers who can contribute a piece of their benefits store consistently. These month to
month investment funds get gathered each month, effectively open as a singular amount
sum at retirement or the finish of work.
The important features of non-marketable securities are given below

Highly illiquidity

Easily transferable

High return
1.5.10 Foreign Direct Investment
It refers to the interest in the resources of an organization with the end goal of control
of overseas operations and monetary exercises of another country. It is along these lines
recognized from an unfamiliar portfolio investment by a thought of direct control. FDI
happens when a firm puts straightforwardly in offices to deliver or advertise an item
outside the country.
The characterization of foreign direct investment is expressed as under:

(a) Greenfield Investment: When a company open its subsidiary in a foreign
market/country is called Greenfield Investment.
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(b) Brownfield investment: When a company acquire/merge with any foreign
company is known as a brownfield investment.
(C) Horizontal FDI: When a company invest their money in a similar production
facility abroad is called horizontal FDI.
(d) Vertical FDI When a manufacturing company invested/merged in foreign raw
material Production Company is known as vertical FDI.
(e) Conglomerate FDI: Where two unrelated companies situated in a different
country are merged/acquired/amalgamated is called conglomerate FDI.
(f) Resource seeking FDI: is when a company collaborate with a foreign company
through which gains the resource benefit.
(g) Market seeking FDI: When a company’s domestic market is saturated at that
time they acquire/collaborate with a foreign company.
(i) Efficiency seeking FDI: When a company wanted to acquire the efficiency of a
foreign company is called efficiency-seeking FDI (i.e., cost-reducing investment).
The primary elements of FDI are given beneath

More prominent asset responsibility

Nearby presence and activities

Worldwide scale effectiveness

Significant gamble and vulnerability

MNE progressively endeavour to act in socially mindful ways in the host
country.
1.6

LET US SUM UP

Investment is the sole decision of an individual or firm etc. as per the requirement of
financial goals. A person should be fully knowledgeable about the investment that
helps to take the right financial choice. There are a lot of avenues of investment in the
current market. Investors need to be knowledgeable and careful while investing money.
Individuals expect high returns with less risk. Each avenue of investment has its
characteristics. Risk and return do vary in any investment because of its safety,
liquidity and time factor. To minimise the risk investors should make the investment
plan in a portfolio manner. This portfolio will help the investors for reducing risk and
increasing returns.
1.7

KEY WORDS



Prospective Investors: Individuals or institutions who have surplus money
than they need for immediate consumption
Hedging: A risk management strategy employed to offset losses in
investments by taking an opposite position in a related asset.
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 Illiquidity: Not being cash or readily convertible into cash
 Uncertainty: The probability of outcome cannot be determined or
measured
 Risk: The probability of outcome can be determined or measured by using
econometric modelling.
1.8

REVIEW QUESTIONS
a)
b)
c)
d)

1.9

Discuss the concept of investment.
Explain the various steps of the investment process
Discuss the types of investment in non-marketable securities.
Explain the following terms
 Provident Fund
 Government Securities
 Derivatives
 Whole Life Policy
 Precious Objects
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2.0

LEARNING OBJECTIVES

After studying this unit, you will be able to:
 Understand the meaning and nature of the capital market
 Discuss the Organizations structure of the primary market and secondary
market
 Explain the functions of the stock exchange
2.1

INTRODUCTION

The term “market” means either it has a physical place or a digital place where buyers
and sellers trade their goods and services. The securities market means where securities
are traded among the buyers and sellers with certain guidelines and principles.
Financial instruments are used to raise the funds as security. The basic function of the
securities market is to control the flow of funds from those that it to those that need it.
This market helps in the transfer of resources from those with idle resources to others
who have a productive need for them. This market provides a channel for the allocation
of saving to investment. As a result, it enhances the savings and investment in the
Indian economy. The securities market has two interdependent and inseparable
segments, i. e., the primary market, and the secondary market. The primary market is
otherwise called the new issue market where issuers raise funds by issuing securities
such as initial public offering (IPO) to investors. Recently, Life Insurance of
Corporation Ltd. (LIC) raised the funds from the primary market through an IPO issue.
An issuer can enter into the primary market for raising funds after fulfilling the
prescribed guidelines set by the securities board of India (SEBI).
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The secondary market means it provides the facilities for trading securities. This
market is also called a stock exchange where the risk in a security investment is
transferred from one investor (seller) to another (buyer) with certain rules and
regulations. In the primary market, financial assets are created and whereas it makes
them marketable in the secondary market. Several issuers raise funds from the
securities market as long-term and short-term capital as per their requirement. For
example, Companies issue securities to raise funds for conducting their business. The
central government and state government issues debt securities to meet their financial
deficit. Local government and municipalities raise funds to meet their development
needs. Financial institutions and banks issue securities to meet their capital needs.
There are several professional participants such as brokerages, broker-dealers, market
makers, investment managers, and speculators as well as those providing the
infrastructure i.e., clearing houses and securities depositories. The securities market is a
vital part of any country’s economy that attracts new capital, transfer real assets into
financial assets, determines prices and controls the demand of supply, and provides
transparency and a protective system to invest money both short term and long term.
With the advent of new technology, the Indian securities market has used these
technologies for maximum benefits for smooth, transparency, speed and safety trading
of securities. To bolster liquidity, various reforms have been made such as a fully
automated trading system, reduction of settlement cycle (from t +2 to t+1), execution of a
separate system for block deals, the introduction of direct market access(DMA),
algorithm trading, artificial intelligence, block technology and smart order routing
system etc. In the 21st century, the Indian securities market has evolved its system
tremendously. The following section discusses the interdependent and inseparable
segments, i. e., the primary market, and the secondary market.
2.2

CAPITAL MARKET

The term capital market is used to denote all the activities of the primary and secondary
markets. It can also refer to the market for equity and debt instruments, which have a
maturity of more than one year. Capital markets are marketplaces where savings and
investments are routed between capital suppliers and capital seekers. Businesses,
governments, and people are instances of entities possessing capital, whereas retail and
institutional investors are examples of entities seeking money. Finance is easily
available at a reasonable cost in a perfect capital market. The presence of a wellfunctioning capital market aids the economic growth process. Indeed, the financial
system's expansion is seen as a prerequisite for economic progress. Market activities
must be free, fair, competitive, and transparent, and financial institutions must be
appropriately established. The capital market should also be efficient in terms of the
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information it offers, as well as the transaction expenses it incurs. Capital market is
generally of two types:
1.
2.

Primary market
Secondary market

2.2.1 Primary Market
Securities are issued for the first time in this market. Banks, financial institutions,
insurance companies, mutual funds, and individuals are among the market's investors.
The following are discussed the important services provided by the primary market.
Functions of Primary Market
 Primary markets provide investors and corporates access to broader markets,
allowing them to distribute money more effectively to build value. This covers
IPOs, FPOs, and OFS, among other things
 By allowing price discovery through book building, primary markets provide a
transparent pricing mechanism.
 As new subscribers (retail, HNI, corporates, institutions, and trusts) enter the
market and become owners, primary markets encourage Ownership
Diversification.
 Because of the strict SEBI laws and the needs of a competitive market, they
make Better Disclosure procedures easier.
 Investor evaluation, as well as professional opinions from brokers and analysts,
are also available in primary markets, allowing for a well-informed decision.
 The primary markets provide an exit option for anchor investors, early-stage
investors, and even promoters.
 The primary market allows assets to be distributed to a broad number of
investors while also paving the way for a liquid secondary market.
 Regulatory oversight is a significant benefit, as SEBI regulates and monitors all
phases of primary markets.
Types of Primary Issues and Types of Issuers
Here are some of the popular primary issue types that are available






A public issue is when securities are sold to the general public.
Securities are issued to a small group of investors in a private placement.
Securities are issued to recognized investors on a preferential basis.
Only institutional investors are eligible for a Qualified Institutional Placement.
Existing stockholders received rights and bonuses on the record date.
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Here are some examples of securities issuers.













G-Sec, Treasury Bills, Dated Securities, State Development Loans (SDLs), and
other methods are used by the federal and state governments to raise finances.
PSUs raise funds through issuing shares, bonds, tax-exempt bonds, and tax-free
bonds, among other things.
Equity or debt securities, preference shares, CPs, and convertible instruments
are all used by private sector companies to raise cash in the market.
Banks, DFIs, and NBFCs raise capital through equities, preference shares,
bonds, convertible bonds, commercial paper, certificates of deposit, and
securitized loans.
NFOs of units are made by mutual funds in domestic markets, as well as
through closed-ended funds and interval funds.
Pass-through securities are also issued by REITs and INVITs against a portfolio
of real estate holdings or infrastructure project pools.
Norms Governing the Public Issue of Shares
Here are some of the most important rules that govern public stock offerings.
A public issue will be open for at least three and up to ten working days.
During this time, investors can apply.
During this time, investors in book-built issues might adjust their offers.

When a company does a public offering, it must reach an agreement with all
depositories. Such firms may have their initial public offering (IPO) evaluated by a
credit rating agency that is registered with SEBI. A recent example has been given
for a better understanding of initial public offering (IPO) by Life Insurance
Corporation.
Life Insurance Corporation - Starting From IPO to listing to Secondary Market
We must have looked for a good opportunity to invest in upcoming LIC IPOs investors.
But what about the initial public offering? Knowing more about the LIC IPO procedure
in India can undoubtedly improve our knowledge. An initial public offering, rights
issue, or private placement are all ways for a company to raise money on the stock
market. An Initial Public Offer (IPO) is the selling of securities to the public in the
primary market. It is the company's primary source of finances with a long or
indefinite maturity. Through the process of an Initial Public Offering, a company can
transform from a privately held to a publicly-traded organization (IPO). Companies
typically use an IPO to raise money and gain access to liquidity by selling their
stocks/shares to the general public. Before their shares may be publicly traded in India,
companies must follow the IPO process as laid forth by stock exchanges. This
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procedure is frequently difficult and lengthy. Stepwise, the issue of public offering is
explained as follows.
Step 1: Hiring an Underwriter or Investment Bank
The company will enlist the assistance of financial experts, such as investment banks,
to begin the initial public offering process. The underwriters assure the company
regarding the funds raised and operate as a link between the company and its investors.
The specialists will also examine the company's critical financial metrics and sign an
underwriting agreement. The following items are usually included in an underwriting
agreement:
 Details of the deal
 Amount to be raised
 Details of securities being issued
Step 2: IPO Registration
This IPO method includes drafting a registration statement and a draft prospectus, also
known as the Red Herring Prospectus (RHP). The Companies Act requires the
submission of an RHP. This paper contains all mandatory disclosures required by the
SEBI and the Companies Act. Here are some of RHP's most important features:










Definitions: It includes a glossary of industry-specific acronyms.
Risk Factors: This section reveals the potential financial consequences of a
company's actions.
Proceeds: This section explains how the funds raised from investors will be
used.
Industry Description: This section describes how the company operates within
the broad industry segment. If the company is in the IT industry, for example,
the part will provide forecasts and predictions for the industry.
The company's core business activities will be described in detail in this section.
Information on key management personnel can be found in this section.
Financial Description: The financial statements and the auditor's report are
included in this part.
Legal and Other Information: This section contains information on the
company's legal issues as well as other information.

Three days before the offer is made public for bidding, this document must be filed to
the registrar of companies. In addition, the SEC standards must be followed while
submitting the registration statement. The company can then apply to SEBI for an IPO
after the submission.
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Step 3: SEBI Verification
The market regulator SEBI then reviews the company's disclosure of facts. If the
application is granted, the company will be able to announce an IPO date.
Step 4: Submitting a Stock Exchange Application
The company must now apply to the stock exchange to have its initial issue floated.
Step 5: Using road shows to create a buzz
Before an IPO goes public, the firm uses road shows to generate interest in the market.
The company's leaders and employees will market the approaching IPO around the
country for two weeks. This is a marketing and advertising strategy used to entice
potential investors. Business analysts and investment managers are among those who
have access to the company's major highlights. Question and answer sessions,
multimedia presentations, group meetings, online virtual road shows, and other userfriendly methods are used by the executives.
Step 6: Initial Public Offering (IPO) Pricing
The company can now begin pricing its IPO through either a Fixed Price IPO or a Book
Building Offering. The price of the company's stock is announced in advance in the
case of a Fixed Price Offering. In the case of a Book Building Offering, a 20% price
range is disclosed, after which investors can put bids within that price range. Investors
must bid according to the company's quoted Lot price, which is the minimum number
of shares to be purchased, during the bidding process. In addition, the company offers
an IPO Floor Price, which is the lowest bid price, and an IPO Cap Price, which is the
highest bid price. Typically, the booking period lasts three to five working days, and
investors have the option to revise their offers within that time frame. The business will
set the Cut-Off price, which is the final price at which the issue will be sold after the
bidding process is completed.
What is Book Building?
"A process is undertaken by which a demand for the securities proposed to be issued by
a body corporate is elicited and built up, and the price for such securities is assessed for
the determination of the quantum of such securities to be issued using a notice, circular,
advertisement, document or information memorandum or offer document," according
to SEBI guidelines. Book building is a method of efficient price discovery used in
initial public offerings (IPOs). It is a system in which bids are gathered from investors
at various prices above or equal to the floor price throughout the IPO's open period.
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After the bid deadline, the offer price is determined. According to SEBI norms, a
corporation can introduce securities to the public via prospectus in the following ways:
Through the book-building process, 100% of the net offer is made to the public.
75% of the net offer is made to the public through the book-building process, and 25%
is sold at the price set by the book-building process. After the Book Built section,
during which the issue price is determined, the Fixed Price portion is done like a
regular public offering.
In India, the concept of book construction is still relatively new. In most wealthy
countries, however, it is common practice.
Difference between Book Building and Fixed Price Issues?
Securities are offered at prices above or equivalent to the floor prices in Book Building,
whereas securities are issued at a predetermined price in a public offering. In the case
of Book Building, the demand can be determined daily as the book is constructed. The
demand, on the other hand, is known at the end of a public issue.
Step 7: Share Distribution
Once the IPO price has been set, the firm and the underwriters will decide how many
shares each investor will receive. In the event of an overabundance, partial allotments
will be made. Within 10 working days of the end bidding date, the IPO equities are
normally distributed to the bidders.
Reason for No Share Allotment
If no shares were assigned to you, there are two possibilities:



Your IPO bid was declared invalid due to an improper Demat account number,
an incorrect PAN number, or numerous IPO applications.
In the event of a huge oversubscription, your name was not drawn in the lucky
draw.
If your application is not accepted, you can now purchase shares via an IPO
and learn why you didn't have any lots assigned. Stay informed about
upcoming initial public offerings so you can place a bid.

2.2.2 Secondary Market
It deals with the buying and selling of existing or previously issued securities. This
market is also known as the stock market or stock exchange.
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Secondary Markets and their Functions
a)
After the main issuance, a company's stock is traded on the
secondary market. Secondary market trading occurs when you purchase
and sell on the NSE or BSE. Here are some of the secondary market's
most common functions.
b)
Existing securities are liquidated and marketable on secondary
markets, allowing investors to sell shares or debentures promptly.
c)
Through a combination of buy and sell orders, continual
research, and news flow interpretation, secondary markets facilitate price
discovery of traded assets.
d)
Because of the tight disclosure standards imposed by exchanges,
market prices convey real-time information about issuing businesses to
all market participants.
e)
Benchmark indexes, which are a measure of the economy's
strength and provide a market cap estimate, are created using secondary
market transaction data.
f)
It allows for more efficient governance by allowing for changes
in corporate ownership. Takeovers, mergers, buyouts, and other methods
are used to accomplish this.

Secondary Market Structure and Participants
The secondary market consists of the following participants
a)
Stock exchanges, clearing corporations, and depositories are
examples of market infrastructure institutions. Stock exchanges are in
charge of transaction execution and first-level SRO market regulation.
Trades are cleared, settled, and counter guaranteed by clearing
corporations. Investors' shares are held in custody by depositories.
b)
Custodians are authorized to hold funds and securities on behalf
of major institutional investors such as banks, insurance companies,
mutual funds, and foreign portfolio investors (FPIs). They are in charge
of settling deals for institutional investors.
c)
Electronic holding, transfer, transmission, and pledging of
securities, as well as corporate activities on the holdings, are all made
easier by Depository Participants.
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d)
Members of stock exchanges, often known as brokers, serve as a
conduit between the exchange and investors, facilitating transactions
both theoretically and practically.
e)
Finally, investors are the ones who purchase and sell stocks
among themselves, and they are the ones who keep the stock markets
afloat by providing liquidity and producing wealth for themselves.
f)
Companies and other organizations that are listed on the stock
exchange are known as issuers. On stock exchanges, you may buy and
sell equity shares, corporate bonds and debentures, as well as
government securities (G-Secs and Treasury bills). To list securities on
the stock market, you must meet certain requirements.
Secondary markets are governed by the statutes of the SCRA as well as current SEBI
rules. The Act gives stock exchanges the authority to oversee parts of the trading,
membership, and listing regulations.
Corporate Actions
Corporate actions are a sort of benefit granted to a company's shareholders. Apart from
its commercial operations, a corporation engages in several activities that have a direct
impact on its shareholders. These include dividends or bonuses paid to shareholders,
changes in the capital structure through the issuance of rights shares, buybacks, mergers
and acquisitions, and delisting. The idea of record date is used to determine who is
entitled to corporate acts. That is to say, all shareholders listed in the company's records
on the record date are entitled to the benefits of the corporate action. Here's a basic
rundown of what corporate activities comprise.
a) Rights Issues: Rights imply the issuance of shares to existing
owners at a discount to the market price. As an alternative, rights
might be sold independently on the market.
b) Bonus Problems: Free reserves, such as general reserves,
earnings ploughed back, and share premium, are used to issue extra
shares to owners in a set proportion.
c) Dividends: A dividend is a cash payment made to shareholders
based on the number of shares they own in the firm at a set rate.
d) Splitting of Stocks: Stock splits include dividing the stock's face
value in half. A stock split, for example, is when the face value of a
stock is reduced from Rs.10 to Rs.5 or Rs.2. Stock consolidation is
the polar opposite. Stock splits, like bonus problems, are valueneutral.
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e) Share Repurchases: The Corporation utilizes its extra cash to
buy back and extinguish its shares. Because there are fewer shares
outstanding, the company's EPS improves.
f) Mergers: When two firms combine, one of them ceases to exist
and merges into the other. Shareholders of the combined firm often
get shares in the remaining company.
g) Takeovers: In this case, one corporation gets bought out by
another. This can be a cash transaction or a stock transfer, and it's a
common expansion and diversification strategy.

2.3

STOCK EXCHANGE

It is a physically existing institutionalized set-up in which security stock market
instruments (shares, bonds, debentures, securities, and so on) are traded.
It provides the following primary functions:
a) Provides a level playing field for stock buyers and sellers. It is
the single most significant institution in the securities secondary
market.
b) Makes trade prices available to investors as a critical piece of
information.
c) It assures that stock market players keep their promises by
following institutionalized norms and procedures.
d) Provides enrolled firms with up-to-date information on their
current stockholders (so that they can pass on dividends etc., to
them)
e) It achieves its goal of reflecting stock market emotions by
issuing its 'Index.'
Historical evolution of the stock market in India
The East India Company began dealing in loan securities in the 18th century, and this is
when security trading began in India. In the 1830s, the stock of Bank and Cotton
Presses became the first corporate shares to be exchanged in Bombay. The modest and
informal beginnings of stock exchanges in India may be traced back to the 1850s when
22 stockbrokers started trading under a banyan tree in front of Bombay's Town Hall. As
the number of brokers grew, the migration continued, eventually settling in 1874 on
what is now known as Dalal Street. The Bombay Stock Exchange (BSE) was founded
in 1875 by an informal group known as the Native Share and Stockbrokers Association.
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The BSE is Asia's oldest stock exchange, having received permanent status under the
Securities Contract Regulation Act of 1956. The Ahmedabad Stock Exchange, which
concentrated on trading in shares of textile factories, followed the BSE in 1894. The
Calcutta Stock Exchange first opened its doors in 1908, dealing plantation and jute mill
shares. The Madras Stock Exchange was established in 1920.
In India's post-independence era:
Following independence, the BSE controlled the amount of trade. The lack of
transparency and unreliable clearing and settlement procedures, on the other hand,
heightened the need for a financial market regulator. In 1988, the Securities and
Exchange Board of India (SEBI) was established as a non-statutory organization, and in
1992, it was given statutory status. The National Stock Exchange (NSE) was founded in
response to the demand for another stock exchange large enough to compete with the
BSE and the need for more transparency in the stock market.
2.3.1 Bombay Stock Exchange (BSE)
It was founded in 1875 and is India's oldest stock exchange, with the 11th largest
market capitalization value in the world. The Native Shares and Stock Brokers'
Association was created by Premchand Roychand and is now administered by
Sethurathnam Ravi. The Bombay Stock Exchange, which is based in Mumbai and has
about 6,000 companies listed on it, is equivalent to stock exchanges in New York,
London, Tokyo, and Shanghai. The BSE has improved India's financial infrastructure
and provided the country's capital markets with a much-needed boost. The BSE has
also offered a venue for SMEs to trade stocks. Its services have expanded over time to
include clearing, risk management, and settlement.
How does the Bombay Stock Exchange work?
The Bombay Stock Exchange operated on an open floor arrangement until 1995.
Following that, it switched to an electronic trading system similar to the one used by
the New York Stock Exchange and Nasdaq. Fewer errors, faster execution, and
improved efficiency are some of the advantages of the electronic trading system. By
allowing direct market access, the electronic trading system has reduced the need for
external expertise. The focus has switched from individual buyers and sellers to the
total number of transactions every day as a result of this move. Though select investors
with substantial quantities of transactions are given direct investment access, trading in
the BSE online is done through depository participants and brokerage institutions for a
fee. T+2 rolling settlement ensures that all transactions are executed within two days.
SEBI guarantees that the stock exchange runs smoothly by regularly revising the rules
and ensuring that they are followed to the letter.
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Listed on the BSE are the following securities:

Stocks, stock futures, and stock options are all examples of
financial instruments.
-

Index options and index futures

-

Options for the week


Since 1986, the Sensex index has been used to track BSE's
overall performance. The BSE 30 is a free-floating market-weighted
benchmark index that includes thirty of the BSE's most actively traded
equities across 12 categories. Because of its diversity, it is an excellent
representation of the Indian market as a whole.

Based on the performance of thirty well-established and
financially solid Indian enterprises, Sensex fundamentally indicates
investor confidence in the market.

The Bombay Stock Exchange also offers the following sectoral
indices:
– BSE S & P Bankex (BSE) -

BSE Capital Goods S&P



Consumer Durables – S & P BSE


FM

S&P BSE FMCG S&P BSE FMCG S&P BSE FMCG S&P BSE

The following are some of the advantages of listing on the Bombay Stock
Exchange:
a) Capital creation is simple.
Investors have faith in companies that are listed on the BSE. Individuals can
analyze publicly available data points on the companies' performance and
invest accordingly thanks to the platform's transparency. This trust is
advantageous for businesses seeking cash from ready investors. The
securities of companies listed on the BSE are in high demand. Furthermore,
the BSE's function in injecting liquidity into the economy should not be
underestimated.
The BSE's electronic trading technology streamlines the entire process. As a
result, investors will have the capacity and confidence to cash out their
investments as and when they require it.
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b) Supervision by the law
SEBI has strict requirements for companies listed on the BSE, which are
updated regularly. As a result, a close eye is kept on the companies to verify
that the laws are followed, lowering the odds of fraudulent companies
gaining access to the market. This supervision greatly decreases the
possibility of investors losing money as a result of corporate deception.
c) Disseminating sufficient knowledge
Companies listed on the BSE regularly publish the following information: –
– Total revenue generated – Pattern of reinvestment – Total dividend paid – Bonus and
transfer issues
— Book-to-Closure services, among other things
This regular publication of information improves transparency in the process and
allows investors to make better-informed judgments.
2.3.2 National Stock Exchange (NSE)
NSE was established in 1992. In April 1993, SEBI designated it as a stock exchange,
and it began operations in 1994 with the opening of the wholesale debt market,
followed by the establishment of the cash market section shortly after. It was the first
stock exchange to allow for electronic trading. NSE developed the NIFTY 50 Index in
1995-96 and began trading and settlement in dematerialized securities.
Functions of the National Stock Exchange
NSE Functions are a set of functions that can be used to
a.
To create a trading facility where investors from all around the
country can trade debt, equity, and other asset classes.
b.
To serve as a communication network that allows investors to
participate in the trading system on an equal footing.
c.
To comply with the international norms for financial exchange
markets.
d.
To enable the book-entry settlement mechanism and shorten the
trade settlement duration.
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The Advantages of an NSE Listing
a.
The NSE trading system provides trade and post-trade
information to investors. They can examine the most popular sell and
buy orders, as well as the number of securities that are accessible for
trade.
b.
Investors' trading expenses are lowered as the effect cost on
trading activity lowers as the number of trading activities increases.
c.
The NSE's trading system processes transactions at a fast enough
pace for investors to acquire the best prices.
d.
The NSE provides listed firms with monthly trade information.
The data can be used to track the performance of the businesses.
e.
Investors benefit from a transparent and efficient exchange
market because of the electronic trading system.

2.4
DIFFERENCE BETWEEN PRIMARY MARKET AND SECONDARY
MARKET

Basis of
Comparison

Primary Market

Meaning

The main market is a platform The secondary market is the market
that for the first time provides where investors exchange previously
security.
issued securities.

Another
name

New issue market (NIM).

Type
product

of There are just a few products
available, namely IPOs and
FPOs (Follow-on Public
Offer).
In this market, all purchases
are made directly.

Purchase
type

Frequency of In this market, security may
only be sold to investors once.
selling
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Secondary Market

Aftermarket or share market.

Shares, warrants, derivatives,
other instruments are offered.

and

The issuer (the entity raising funds) is
not a participant in the trade.
Traders can purchase and sell shares
as many times as they desire here.
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Parties
involved

Buying and selling securities Investors purchase and sell assets
involves both the company amongst themselves in this market.
and the investors.

Beneficiary

Company

Investor

How to
Identify
investment?

In the primary market,
investors generally rely on
prospectuses and word-ofmouth advertising to make
investment decisions.

Price to earnings (P/E), price to book
(P/B), price to sales (P/S), and other
measures are available to investors to
aid in the selection of successful
investments.

Intermediary In the primary market,
underwriters
are
the
middlemen.
Assisting new and current
Purpose
businesses in raising funds for
expansion and diversification.

Brokers are the intermediaries in this
case.
Does not offer finance to businesses;
instead, it assists investors in making
money.

Price

The corporation sells its stock Both buy-side and sell-side investors
to investors at a predetermined want to get the best deal possible.
price.

Presence

For the primary market, no For the secondary market, there is a
organization
has
been geographical layout as well as an
established.
organizational presence.

Rules and
Regulations

The corporation that is issuing Investors and brokers must abide by
securities is subjected to the guidelines set out by the exchange
extensive regulation and due and the regulatory agency.
diligence.
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2.5

LET US SUM UP

The securities market is a vital part of any country’s economy that attracts new capital,
transfer real assets into financial assets, determines prices and controls the demand of
supply, and provides transparency and a protective system to invest money both short
term and long term. With the advent of new technology, the Indian securities market
has used these technologies for maximum benefits for smooth, transparency, speed and
safety trading of securities. To bolster liquidity, various reforms have been made such
as a fully automated trading system, reduction of settlement cycle (from t +2 to t+1),
execution of a separate system for block deals, the introduction of direct market
access(DMA), algorithm trading, artificial intelligence, block technology and smart
order routing system etc. In the 20th century, the Indian securities market has evolved
its system tremendously.

2.6

KEYWORDS










IPO: An unlisted company decides to raise funds through the sale of securities
or shares for the first time to the public by fulfilling all the conditions of the
Securities Exchange Board of India (SEBI).
Primary Market: In the primary market, new stocks and bonds are sold to the
public for the first time
Demat Account is short for dematerialisation account and makes the process of
holding investments like shares, bonds, government securities etc and makes the
hassles free of physical handling and maintenance of paper shares and related
documents.
Underwriters: is an individual or institution who gives the guarantee of
payment in case of damage or financial loss and accepts the financial risk for
liability arising from such guarantee.
Corporate Action: an event carried out by a company that materially impacts
its stakeholders (e.g. shareholders or creditors)
Listing of Securities: Listing means the admission of securities of a company
to trading on a stock exchange. It becomes necessary when a Public Limited
Company wants to issue shares or debentures to the public.
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2.7

REVIEW QUESTIONS
a) Discuss the nature and characteristics of the capital market
b) Explain the process of Initial Public Offerings (IPO)
c) Distinguish between primary market and secondary market.
d) Explain the following terms
i.
Book building process
ii.
Demat account
iii.
National stock exchange
iv.
Corporate action

2. 8
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UNIT 03

CONCEPT OF RISK AND RETURN

Structure
3.0
3.1
3.2
3.3
3.4
3.5
3.6
3.7
3.8

Objective
Introduction
Concept of Risk
Concept of Return
Relationship between Risk and Return
Let us sum up
Keywords
Review questions
Further Reading

3.0

LEARNING OBJECTIVES

After studying this unit, you will be able to:
 Understand the meaning and nature of risk and return
 Learn the calculation of risk and return
 Discuss the types of risks and the relation between risk and return
3.1

INTRODUCTION

In day-to-day life, the terms risk and return, we use frequently to take the financing
decisions. An individual uses this concept to optimize his/her financing decisions.
Organizations use this concept to optimize their financing decisions. This concept is
complex when managing financing decisions. Individual investing money expects some
return from their investment in the future. However, a future is uncertain that is
associated with risk. That is why an individual wants to evaluate in many ways and
measure the associated risk with return. To reduce the uncertainty of return, use the
diversification strategy in his/her financing decisions. Similarly, a business
organization uses many alternatives to evaluate and measure the risk.
The risk and return trade-off are trading principles. This concept is widely and
frequently used by investors. This trading concept is linked with high risk and high
reward. This trade-off principle depends upon an investor’s tolerance level. For
example, an individual may prefer equity shares for getting a higher return. Investors
are always risk-averse. Everybody be an individual or business organization want to
maximize the return with minimum risk. In financial management, there are several
kinds of decisions such as investment decisions, working capital decisions, capital
structure decisions, profit distribution decisions, and an organization deal it. Moreover,
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each decision has a common and ultimate objective which is to maximize the wealth of
shareholders. To maximize the wealth of shareholders, the business organization needs
to understand and evaluate each decision minutely. From the perspective of internal
management, what will be the cost of sources if it is used in business, how to select the
best alternatives, and whether the generated earnings (profits) be distributed or
retained?
The wealth maximization concept from the perspective of an individual and a firm
does vary based on their purpose of investment. In this unit, the discussion has been
made from the business point of view. Especially, where a firm wants to make an
investment in shares in, or debts of a company. The prime objective is to maximize the
wealth of the investors. There are a few questions that may arise in the minds of an
investor while investing money.
(i)
What type of securities will be yielding more return, debt, or equity?
(ii)
Will it be safe to make investments in securities of other companies?
(iii)
Which type of securities should choose for long term and short-term
investment
(iv)
What are expected future expected cash flows that one can drive from these
investments
The following section discusses the aforesaid questions that may arise in the mind
of investors while taking the financing decisions for their purpose or business
purpose.
3.2

CONCEPT OF RISK

The terms risk and uncertainty are frequently used in our financing decisions. The
uncertainty means, the probable outcome is not measurable (quantified). For example,
earthquake, Covid-19, war declaration, etc. while three risks are the potential of loss
resulting from a given action, activity, and/or inactions. This risk can be measurable by
using the econometric models. For example, “beta’ can be calculated through the
capital pricing model (CAPM). Another measure of standard deviation (σ) can be
calculated through the descriptive statistics formula. The dictionary definition of risk is
the prospect of loss or harm, as well as the degree or likelihood of such loss. Risk is
commonly defined as Risk = Threat x Vulnerability x Consequence. This is not meant
to be a mathematical formula, but rather a model to convey a notion. Price and interest
are the two most important risk factors. Again, uncertainty or variance has a positive or
negative influence on the net cash flow of a firm or investment. The adverse
consequence is the business's "Risk." Risk is defined as the possibility that the actual
outcome of an investment will differ from the expected outcome. This suggests that the
more diverse the possible outcomes are (i.e. the larger the range of possible
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possibilities), the greater the chance of success. To understand the risk vividly, let’s
consider the views of renowned authors.
“Risk is the “variability of return around the expected average is thus a quantitative
description of risk”
----Fischer and Jordan
“Risk Means uncertainty about future loss or, in other words, the inability to predict
the occurrence or size of a loss. Risk can be classified as pure or speculative risk”.
---Frederick G. Crane
“Risk is a condition in which there is a possibility of an adverse deviation from the
desired outcome that is expected or hoped for”.
---- Emmett J. Vaughan, and Therese Vaughan
“Risk is defined as uncertainty concerning the occurrence of a loss”.
--George E. Rejda
At its most general level, the risk is used to describe any situation where there is
uncertainty about what outcome will occur”.
---S.E. Harrinton, and G.R. Michaus
“Risk may be defined as a combination of hazards measured by probability”.
---Living Fisher
“Of many definitions, two distinctive ones are commonly used. One defines risk as the
variation in the possible outcome of an event based on chance. That is, the greater the
number of different outcomes that may occur, the greater the risk. The second definition
of risk is the uncertainty concerning a possible loss”.
--- Mark S. Dorfman
Based on the above definitions, the following are some of the nature or characteristics
of risk.

Risk arises due to uncertainties. Uncertainties mean unknown future
events. For example, change in technology, earthquake, Covid-19, War
declaration etc.

Risk can be measured/quantified by applying the econometric models/
statistical tools.

Risk varies based on the types of business. For example, large business
has more risk compared to small business.
3.3

TYPES OF RISK

The magnitude of risk varies based on its nature and type of investment. The variation
of risk is caused by several factors. Considering the variations of risks, broadly risk is
categorized into two types i.e., Systematic Risk and Unsystematic risk. Various types of
risks are shown in Figure 4.1.
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Figure 4.1 Various Types of Risk
3.3.1 Systematic risk
Systemic risk develops as a result of macroeconomic factors. Because it is beyond the
control of a company or individual and hence cannot be diversified, it is also known as
uncontrolled risk, market risk, non-diversifiable risk, or volatility risk. This type of risk
may be found in all investments and assets. Because it is not diversifiable, it has been
related to the securities market as well as economic, social, political, and legal issues of
all securities in the economy. Changes in inflation and interest rates, for example, have
an impact on the entire market. As a result, the only way to avoid it is to avoid
investing in hazardous assets. Changes in legislation, tax reforms, interest rate rises,
natural disasters, political instability, foreign policy shifts, currency value shifts, bank
failures, and economic recessions are all instances of systemic risk. The various
systematic risks are discussed s follows.
(a)
Market Risk
Market risk is the danger of an investment's value changing or decreasing owing to
changes in uncontrollable market factors such as bull and bear markets. A bull
market happens when stocks increase for an extended period, whereas a bear
market occurs when assets fall for an extended period. Again, tangible and
intangible events have an impact on the stock market. Earthquakes, war, political
unrest, and currency value declines are examples of real events, but intangible
events are tied to market psychology.
(b)
Interest Risk
Interest rate risk is defined as the risk of change in the value of an asset as a result
of volatility in interest rates. It either makes the security uncompetitive or boosts its
value. Though the risk is stated to develop as a result of an unanticipated move,
investors are mainly concerned about downside risk. This risk immediately impacts
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the holder of a fixed-rate asset. When interest rates rise, the price of fixed-income
securities declines, and vice versa. Interest risks are classified into two types.
•
The Price Risk: It is the risk that the security's price may fluctuate,
resulting in an unanticipated gain or loss when the asset is sold.
•
The Risk of Reinvestment: It refers to the risk of interest rate changes,
which may result in the inability to reinvest at the existing investment rate. It is
further subdivided into two parts.
Duration Risk – This is the risk associated with the possibility of an
unwilling pre-payment or extension of the investment beyond the predetermined period.
# Basis Danger – This is the risk of not experiencing the exact opposite
reaction to changes in interest rates in assets with inverse characteristics.
(c)
Purchasing Power Risk
Purchasing power risk refers to the likelihood that you may not be able to buy as
much in the future with your savings. It denotes a depreciation owing to inflation.
As a result of inflation, your purchasing power decreases. Inflation is a term used to
describe the progressive rise in prices over time. Because prices tend to climb over
time, a single dollar will purchase less. Inflation can be either demand-pull or costpush. Here's where the traditional analogy of a can of coke over time comes into
play. A can of coke is a can of coke; however, the price will be substantially
different if you buy it in 1930, 1950, 1975, 1990, or 2020. Another typical example
is the price of a gallon of gasoline. Consider how much they used to cost when you
were a youngster and how much they cost now. The higher the pace of inflation, the
more products will cost over time and you will lose buying power.
(d)
Exchange Rate Risk
Although exchange rate risk, also known as foreign exchange (forex) risk, is an
inherent risk of overseas investment, it may be significantly reduced by hedging
measures. To completely minimize FX risk, an investor would have to refrain from
investing in foreign assets. Currency forwards and futures, on the other hand, can
help to limit exchange rate risk. Exchange rate risk is caused by fluctuations in the
investor's local currency versus the foreign-investment currency. These risks can
be mitigated by using a hedged exchange-traded fund or by the individual investor
using various investment instruments, such as currency forwards or futures, or
options. The followings are the types of foreign exchange risks.
•
Transaction Risk arises when a corporation purchases goods or services
in a currency other than its operating currency, or when it has receivables in a
currency other than its operating currency.
•
Currency Translation: Translation Exchange rate fluctuation affects a
company's financial statement reporting, posing a risk. Each subsidiary of a
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major multinational reports its financial accounts in the currency of the country
in which it operates.
•
Economic Risks: When the exchange rate market's volatility causes
changes in the firm's market value, the company suffers economic risk. It
depicts the impact of changing exchange rates on a company's revenues and
costs, which has an impact on the company's future operating cash flows and
current value.
(e) Political Risk
Political risk is the possibility that an investment's profits will deteriorate as a result
of a country's political upheaval or instability. A change in government, legislative
bodies, other foreign officials, or military power might all cause instability that
affects investment returns. Political risk, often known as "geopolitical risk,"
becomes more of a consideration as the investment horizon lengthens. They're
categorized as a form of jurisdiction risk. Political risks may influence businesses in
a variety of ways, including possible political and economic instability, labour
issues, local product safety, and environmental legislation. War, terrorism, and civil
instability all pose global hazards. A unilateral decision by a state-owned firm ('le
fait du prince') to unilaterally cancel a contract signed with a foreign supplier in
response to an adverse decision made by that supplier's government is another
common political circumstance. Another political risk in international business
sanctions.
Besides the above systematic risk, there are other systematic risks that after the
business firms. The followings are listed as follows.

Tax reforms

Interest rate hikes

Changes to law

Natural disasters

Political instability

Flight of capital

Changes in foreign policy

Currency value changes

3.3.2
Unsystematic Risk
Unsystematic risk, also known as non-systematic risk or diversifiable risk, refers to
swings in a company's results caused by microeconomic variables. These risk factors
exist within the organization and may be avoided by taking the required steps.
Production of undesired products, worker strikes, and other risk factors are examples of
risk factors.
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Unsystematic risks are further divided into two categories:
•
Business Risks
•
Financial Risks
(a) Business Risk
Anything that prevents a firm from fulfilling its goals, such as making money, is
considered a business risk. These are hazards that are unpredictable or uncontrollable
situations over which a company has little or no control. Internal variables can provide
a danger to a business, as can external issues such as a new government rule. A new
rival, an increase in input costs, a shift in customer tastes and preferences, new
technology, and so on are all instances of business risks. Business hazards are largely
caused by three factors: natural, human, and economic. A strong strategy is critical to a
company's success. And if a business does not come up with one, it may suffer the
consequences. BlackBerry, for example, was once the market leader in the smartphone
area. However, as Apple released touch-screen phones, the Canadian firm lost market
share. BlackBerry took a long time to figure out how to create touch phones. Internal
causes are also to blame. For example, if machinery breaks down or raw materials do
not arrive on schedule, production will come to a halt, resulting in losses. Though it is
difficult to forecast such risks, organizations may reduce their losses by responding
immediately to concerns. Having an in-house technician, for example, will assist in
quickly resolving the problem. Regular or preventative maintenance of the machinery
would also reduce the likelihood of a failure. This risk is related to a company's
goodwill in the market. If the company's reputation in the market deteriorates, it is
possible that it would lose consumers as well. Customers might cease buying mobile
phones if a corporation was accused of producing health-hazardous devices, for
example. A company must adhere to a set of rules and regulations. If a corporation
quits following it or fails to fully comply with it, it may find it difficult to stay in
business for long. To reduce this danger, the organization must analyse the standards
and laws regularly. In addition, the organization must keep track of whether or not it is
adhering to them completely. This risk is associated with the financial terms that a
business provides to its clients. A company must choose whether or not it may offer
items to clients on credit. How many consumers should be given credit? Will it be able
to continue operating if a few consumers fail to pay? What amount might be given to
consumers as a credit? Risks can occur both within and externally. As a result, a
corporation must keep a watch on the sources that might become a danger. The
following pointers can assist a company in identifying business risks:
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A risk manager must act as soon as he or she notices an issue,
rather than waiting for it to escalate into a danger. Instead, the
management should take care of it right away.

Management should encourage people to speak up about any
possible risk they encounter in their workplace. Furthermore, personnel
should be allowed to deal with such hazards at their level right away.

A risk manager must attempt to determine the dangers that other
businesses in the same sector face. If others are experiencing it, there's a
significant likelihood that your firm will as well.

Some dangers recur regularly. As a result, a risk manager should
keep track of all the hazards that a business has experienced from its
inception. A risk manager may be able to foresee the advent of future
danger by evaluating historical occurrences regularly.
(b) Financial Risk
Financial risk is a component of any investment and can affect organizations,
governments, individuals, and even financial markets. It essentially indicates the
possibility of the persons involved (shareholders, investors, or other financial
stakeholders) losing money. For the government, this might signify a failure of
monetary policy and bond or other debt default. It might result in a company's
inability to pay a loan, as well as a loss of investment value. Individuals, too, are in
danger if their financial actions undermine their capacity to repay debt. Due to
macroeconomic pressures, financial markets are exposed to such risks. Market
changes are mostly to blame for such hazards. As a result, every organization in the
world makes a concerted effort to manage its financial risks. The followings are an
example of unsystematic risks that are as follow.
 Competitive risk
 Compliance risk
 Errors in entrepreneurial judgment
 Strategy risk
 Outcomes of legal proceedings
 Reputational risk
 Investing risk
 Inherent risk
 Liquidity issue
 Flawed business model
 Labour strikes
3.3.3 Relationship between Systematic Risk and Unsystematic Risk
There is a direct relationship exists between systematic risk and unsystematic risk. All
types of investors whether an individual or firm must know the difference between
systematic risk and unsystematic risk because that will help in effective investment
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decision making. Systematic risk cannot be diversified that happens due to macroeconomic factors such as inflation, change in foreign exchange price, market
fluctuation etc. On the other hand, unsystematic risk is associated with a particular
industry or security. This risk can be controlled through a diversification strategy. The
total risk in a firm from the investment management point of view is the sum of
systematic risk and unsystematic risk as shown below.
Total Risk = Systematic Risk + Unsystematic Risk
The relationship between systematic risk and unsystematic risks is shown in Figure 4.2.
The difference between systematic risks and unsystematic risks is shown in the
following table.

Figure 4.2 Systematic and Unsystematic Risk
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3.3.4 Measurement of Risk
Risk is a variation of the expected return. The more the variety of returns, the higher the
risk associated with the investment. Variation can be measured by using statistical tools
i.e., variance. Measurement of risk helps the firm for making a framework for assessing
opportunities for profit, as well as for gauging threats of loss. A firm cannot ascertain
the best alternatives for risk-reward trade-off without measuring the risk. So, a firm
needs to measure the risk. That helps the firms in doing the cost-benefit analysis of the
investment. Several methods are used for measuring the risk. The selected tools of risk
measurement are discussed as follows.
(a) Standard Deviation
A standard deviation is a statistical tool that measures the amount of variation or
dispersion of a set of values. A low standard deviation specifies that the actual return is
likely to be close to the average return, while a high standard deviation indicates a
lesser possibility of an actual return close to the average return. The standard deviation
is symbolized with sigma, “σ”. The following statistical formula is used to calculate the
standard deviation is:

Example 1
The expected returns for the last five years (2016, 2017, 2018, 2019, and 2020) are
given. Calculate the expected risk on these returns.
Year

Return

2016
2017
2018
2019
2020

30
40
50
60
70
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Solution

(b) Measurement of Systematic Risk (Beta)
For measuring the systematic risk, the statistical measure beta is used. Beta is used by
investors to study the volatility of the market. If the value of Beta is greater than 1, is
called market is higher volatility and if the value of Beta is less than 1 is called market
is lower volatility. And the Beta value is equal to 1, which is called the market captures
every information for the pricing of a security or portfolio security. Beta can be
calculated through the correlation method and regression method. Beta is used in the
capital pricing model (CAPM), which describes the relationship between market return
and individual return. Under the correlation method, Beta's calculation is shown as
follows.

(c) Regression Method
The regression method is widely used for the computation of beta. Regression means
linear regression where the independent variable (Market return) is regressed on the
dependent variable (Individual return) for computing the alpha (α) and Beta (β). Here
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alpha (α) value remains constant and the value beta (β) makes a change in the expected
return. The regression equation is written in the following form.

Example 2 The return on individual security (Ri) of ABC Ltd. and the market return (Rm)
(Sensex) is given for the last 10 years as below. Calculate the alpha (α) and Beta (β)
Ri

14

18

6

12

13

14

11

6

9

8

Rm

16

20

9

8

10

9

11

18

17

15
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3.4

CONCEPT OF RETURN

Any investor's goal is to maximize projected profits on his investment while keeping in
mind the main risk and other restraints. In the form of rewards, return is the motivating,
encouraging force. The following elements contribute to the relevance of returns in any
investment decision:
 It allows investors to compare various investments based on what they have
to offer.
 The assessment of historical (previous) returns allows investors to evaluate
their performance.
 The assessment of previous returns also plays a vital role in the prediction of
future returns.
The above discussion shows the two sorts of relevant returns i.e., (a) actual or realized
or historical return and, (b) expected return.

Realized Return: The return that is earned over a given period. This is
an ex-post (after the event) return or returns that were or a potential return. For
Example, Ram deposited 10000 in Kisan Vikas Patra (KVP) and will earn
11000 exactly a year later. The historical or realized return, in this case, is 10%.
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Expected Return: The expected return on an investment is the expected
return on an investment or a portfolio of assets for an investor. Because this
projected return is based on the idea of probability, it is not a certainty or an
assured result. It is just a measure of the positivity of the returns on a certain
investment. An investor can compare the expected return from different
available options and choose the best alternative. It enables an investor to
correctly align his investments based on his risk tolerance and investment
objectives. The principle is especially relevant when it comes to many
investments or portfolio investments. Let us begin with a straightforward
example of a single investment. There is a 30% chance that the investment will
yield a 5% return, a 40% chance that it would yield an 8% return and a 20%
chance that it will yield an 8% loss. To calculate the total return of investment,
one has to consider probable decrees or increases in the principal amount of
investment along with annual income on such investment.
Total Return = Income + Change in Price of Investment (+/-)
Example 3: Ram bought 10 shares in Sham Ltd. at a price of ₹ 150 per share. After a
year, the firm declares a dividend at ₹ 20 per share. Ram wants to sell these shares, and
the realizable value of each share is ₹ 180. Calculate the total return on the security
along with income and capital yield.

Thus, Ram earns a yield on dividends at the rate of 33.34% and 20 % on capital
appreciation.
Example 4: Sita extracts the price of shares in XYZ Co Ltd. from Mumbai stock
exchange indices over the last nine years as given below.
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Year

2013 2014 2015 2016 2017 2018 2019 2020 2021

Price 140

150

162

152

170

200

188

195

205

Calculate the annual return for Miss Sita if she has invested in shares in
2012 for a sum of ₹ 130.
Solution:

Example 5: Mr A submits you the details on the dividend and value of shares in MN
Co. Ltd. for ten years starting from 2011, below. Calculate the total return using the
given information.
Year
Price
Dividend
135
15
2012
175
18
2013
210
20
2014
180
32
2015
190
20
2016
2017
200
14
215
14
2018
220
8
2019
200
16
2020
220
20
2021
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Solution:

The above result shows the Total return year wise. In the first two years, the total return
shows an increasing trend. In the year 2015, it decreased substantially. A steady
recovery and increase have been observed in the years from the year 2016- to 19
followed by a decline in 2020. The company can regain its earlier position eight years
back.
3.4.2 Measurement of Return
To compute the return, there are several methods used by the investors. Here the most
frequent methods such as the simple average method, geometric method, and
probability methods are discussed. These methods are used when data are spread over
several years. The following methods are discussed as follows.

(a) Simple Average Method
A simple average method is called arithmetical average which takes a yield of
several years. This method is equal to the sum of all given observations divided by
several observations. Thus
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There are several limitations of the simple average method such as it takes extremes of
values observations for calculation of average. Second, it does not consider the growth
(compound) factor for the calculation of average return. To overcome the above issues,
the geometric mean method is used by the investors.
(b) Geometric Mean Method
The geometric mean gives a better result in the calculation of average return than
arithmetic average as it takes into account the compounding factor that occurs from
period to period. This method gives more accrual results than the simple average
method. Investors prefer this method for the calculation of the average return of the
investment. The geometric mean is defined as the Nth root of the product resulting from
multiplying a series of returns together. The following is shown as follows.

Example 6: Mr Y who has invested in ABC Ltd, provides you with the following data.
Calculate the return based on the arithmetic average and geometric average.
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Solution:

(c) Probability Method
The probability method is used when investors anticipate the expected return of their
investment in future. The expected return is the probability weightage of all possible
returns, as shown below.
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Example 7: Mr A expects a future dividend from his investment in a company. The
following data is given the probability associated with the future dividend expected by
Mr A. Compute the expected return of Mr A’s investment.

Any investor's major objective is to achieve a high return at low risk, therefore understanding
the link between risk and return is a must. However, if he can measure the link and its
trajectory, he will be able to better manage his investment. The purpose of this discussion is to
describe the many types of risk-reward relationships that might occur. The study of the
influence of both components on each other is known as the risk-return relationship. We
calculate the impact of increased or decreased risk on investment return. The basic types of
risk-return relationships are as follows:
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Direct Relationship between Risk and Return
(A)
High Risk - High Return
According to this connection, if an investor takes on greater risk, he would be
rewarded more. So, because he invested a million dollars, his risk of loss is also
a million dollars. Assume he receives a 10% return on his investment. It means
that if somebody earns a lakh but invests a million, his chance of losing money
is a million. He will now receive Lakh in exchange.
(B)
Low Risk - Low Return
There is also a clear link between risk and reward. If the investor reduces his or
her investment. It means he's lowering his chance of losing money, which
means his return will be lower as well.
Negative Relationship between Risk and Return
(A)
High-Risk Low Return
Investors may raise their investment amount in the hopes of receiving a higher
return, but due to the nature of the project, they end up with a lower return.
Increasing investment in such a project has no value. Assume there are 1,
00,000 lotteries in which you can win a reward of Rs100, 000. You have
purchased 50% of all lotteries. However, if you purchase 75% of the lottery.
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The prize will remain the same, but your return will decrease as the risk level
rises.
(B) Low-Risk High Return
There are some ventures where a small investment yields a large return. For
example, the Indian government needs funds. Because the government requires
this money in an emergency, and the government is offering a large return on a
tiny investment, if you take advantage of this chance and invest your money,
you will see a significant return on your tiny investment risk.
3.5

LET US SUM UP

This concept of risk and return is frequently used by investors while investing
money. In this chapter, the author has tried to bring a conceptual understanding of the
measurement of risk and return and the relationship between risk and return in real life.
Individuals investing money expect some return from their investment in the future.
However, a future is uncertain that is associated with risk. That is why an individual
wants to evaluate in many ways and measure the associated risk with return. To reduce
the uncertainty of return, use the diversification strategy in his/her financing decisions.
Similarly, a business organization uses many alternatives to evaluate and measure the
risk. There are different methods are given for measuring the return as well as the risk
of security. The wealth maximization concept from the perspective of an individual and
a firm does vary based on their purpose of investment. In this unit, the discussion has
been made from the business point of view. Especially, where a firm wants to make an
investment in shares in, or debts of a company. The prime objective is to maximize the
wealth of the investors.
3.6

KEYWORDS
•
•
•
•
•
•

Systematic Risk
Unsystematic Risk
Individual Return
Market Return
Beta
Volatility

3.7 REVIEW QUESTIONS
1.
What is the risk? Discuss the different types of risks.
2.
What is return? Discuss the different types of measurement methods
used for measuring the individual return.
3.
Discuss the difference between systematic risk and unsystematic risk
4.
Compute beta by using a regression method. The following data is given
as follows.
Odisha State Open University, Sambalpur

Page 55

Ri

4

6

3

7

9

10

13

15

Rm

12

15

5

8

17

11

21

14

5.
Compute the return by using both the arithmetic average and geometric
average methods. Justify which best they should investor use for computation of
return.

6.

Compute the return by using the probability method

7.

Calculate the risk by using the standard deviation of the following data

8. Write Short Notes:
(a) Unsystematic Risk
(b) Probability of Return
(c) Risk and return relationship
(d) Relationship between systematic risk and unsystematic risk
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3.8
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UNIT 04

ROLE OF SECURITIES BOARD OF INDIA (SEBI)
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4.8
4.0
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Introduction
Purpose of the SEBI
Organization Structure
Role of SEBI
Let us sum up
Keywords
Review questions
Further Reading

LEARNING OBJECTIVES

After studying this unit, you will be able to:
 Understand the meaning and nature of SEBI
 Discuss the Organizations structure of SEBI
 Explain the functions of SEBI
4.1

INTRODUCTION

With the growth in dealings of stock markets, there are a lot of discrepancies and
malpractices started in the stock markets such as violation of rules and regulations of
stock exchanges, delay in delivery of shares, violation of listing requirements, price
rigging, and unofficial premium on initial public offering. Due to these discrepancies
and malpractices, customers lost confidence and faith in the stock exchange. To bring
transaction transparency and fairness, the government of India decided to set up a
regulatory body known as the Securities Exchange Board of India (SEBI). Securities
and Exchange Board of India (SEBI) started its journey as a non-statutory body for
regulating the securities market. In the year 1992, it became autonomous and got
statutory power from the Indian Parliament. On January 30, 1992, it came into force as
a SEBI Act and extend to the whole of India. The main head office of SEBI is situated
in the business district of Bandra Kurla Complex in Mumbai and has four regional
offices located in New Delhi (Northern), Kolkata (Eastern), and Chennai (Southern)
and Ahmedabad (Western). In addition, looking into the financial market operations, it
has opened the local offices in Jaipur, Bangalore, Guwahati, Bhubaneswar, Patna,
Kochi and Chandigarh. The objectives of establishing SEBI were the promotion of the
orderly and healthy growth of the securities market and the protection of investors’
interests. To put it simply, the basic reason for setting up SEBI was to prevent
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malpractices in the capital market of India and create a conducive environment for an
investor for their investment. SEBI plays a vital role in the Indian economy by acting as
a watchdog for all the capital market participants such as issuers of securities, investors,
and financial intermediaries. It ensures and facilitates an efficient and smooth
environment for trading securities. In keeping with these statutory objectives, the SEBI
has four key spheres that encompass SEBI’s activities about the issuers, intermediaries,
investors and the regulatory regime. For issuers, SEBI provides a transparent and
efficient market where issuers can raise their capital at a low cost. For investors, SEBI
ensures that rights are protected and supply of accurate information in fair financial
dealings. For intermediaries, SEBI strives to render a market where they can compete
and operate. Also ensures an efficient market and orderly and fair trading between
investors and market participants. In the regulatory regime, the SEBI seeks to ensure
that it always remains appropriate, proportionate and effective in which all
“stakeholders” have the confidence. With these strategic aims in view, the SEBI has
been constantly reviewing and reappraising its existing policies and programmes
formulating new policies and regulations to nurture areas hitherto unregulated /
inadequately regulated and to implement them in a manner to promote the growth of
the market with transparency, fairness, efficiency and integrity.
4.2

PURPOSE

The purpose of the SEBI is to provide an investor-friendly environment and paves the
way for mobilization and allocation of resources. Also, it provides the basic
infrastructure and framework to meet the growing demand of the country. It fulfils the
needs of the following groups.
(a)
Issuer: SEBI provides a marketplace where issuers can raise their
required funds for their organization etc.
(b)
Investors: It provides the protection and supply of accurate information
to investors that are maintained regularly
(c)
Intermediaries: For intermediaries, it provides a competitive market by
arranging proper infrastructure.
4.3

ORGANIZATION STRUCTURE

The structure of the Securities and Exchange Board of India comprises the Board and
departments that together work the regulation and surveillance of the financial market
of the country. The board consists of nine members. One chairman is appointed by the
Government of India. Two members are appointed by the Union Ministry of Finance
and one member is appointed by the Reserve Bank of India. Five members are
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appointed by the Union Government of India. It has a corporate framework with each
department being headed by an executive director.
4.4

ROLE OF THE SECURITIES BOARD OF INDIA

Broadly, the role of the securities board of India (SEBI) is divided into three major
parts such as (a) Protective function, (b) Regulatory function and (c) Development
function.
4.4.1 Protective Function
The Securities Board of India plays a significant role in protecting the investors’
interests and that of other financial participants. SEBI gives the importance of
prohibiting insider trading, checking unexpected price fluctuations, ensuring fair
practices and prohibiting fraudulent activities and conducting online/offline workshops
regarding financial education.
The following functions are discussed in detail as follows.
a)
Checks Price Rigging
Price rigging refers to manipulating the prices of securities with the main objective of
inflating or depressing the market price of securities. SEBI prohibits such practice
because this can defraud and cheat the investors. SEBI have the power to fix price
rigging to make the securities market more efficient and enforcement of regulations
wider, regulator Securities and Exchange Board of India (SEBI) has proposed a series
of amendments in the acts that govern them. These proposals entail sweeping changes
in the manner in which enquiry and adjudication take place, widening its reach over
securities and getting more powers in the area of price rigging by corporates, especially
in takeovers and acquisitions. The amendments pertain to the SEBI Act, Securities
Contracts Act and the Depositories Act. In a move to speed up the process enforcement,
the regulator proposes the combing of the currently separate functions of adjudicating
and enquiry. SEBI has proposed that there be a single officer who will carry out both
the functions and will have powers to impose monetary penalties as well as order the
cancellation or suspension of registration of individuals or entities involved in market
manipulation.
SEBI has proposed changes in the definition of securities in the proposed
amendments that will have a far-reaching implication on the financial market
transactions. This would result in a greater number of instruments under one regulator.
There will be four to five parameters based on which securities will be redefined. This
will increase the scope of instruments that will come under SEBIs regulation, said the
SEBI official. There are instances when a lot many intermediaries would engineer
products overseas and in India that could, technically, not come under the purview of
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the current definition, hence, this move. SEBI has also recommended extending its
power to inspect, investigate and pass cease and desist orders for any violation of the
substantial acquisition and takeover guidelines specified by the market regulator.
Currently, the regulator has powers to implement these measures on listed companies
only in case of alleged insider trading activities and market manipulation. A cease
(C&D) are an order to halt an activity or else face legal action. The recipient of the
cease may be an individual or an organisation.
b)
Prohibits Insider Trading
An insider is any person connected with the company such as directors, promoters etc.
These insiders have sensitive information which affects the prices of the securities. This
information is not available to people at large but the insiders get this privileged
information by working inside the company and if they use this information to make a
profit, then it is known as insider trading. For example, the directors of a company may
know that company will issue Bonus shares to its shareholders at the end of the year
and they purchase shares from the market to make a profit with the bonus issue. This is
known as insider trading. SEBI keeps a strict check when insiders are buying securities
of the company and takes strict action on insider trading. Insider trading is not allowed
by SEBI. The reason for this prohibition is that it gives an individual, a group of people
or a company an edge over others trading in the market. Such people have the
advantage of knowing important information, which may benefit those who have
information However, it is not fair to those who do not have this information. SEBI
issued regulations in 1992 to prohibit Insider Trading.
c)
Promoting Fair Practices
SEBI does not allow the companies to make misleading statements which are likely to
induce the sale or purchase of securities by any other person. They promote fair
practices and educate investors. In 2003, an act was passed to prohibit any false or
misleading advertisement as well as activities intended to defraud an investor. It is
popularly known as the Security and Exchange Board of India (Prohibition of
Fraudulent and Unfair Trade Practices Relating to Securities Market) Regulation, 2003.
This regulation intended to debar any intermediaries from entering into transactions to
increase their commission or brokerage. This regulation also supports investors to
protect them from false or misleading statements which would help them to trade in
securities.
d)
Financial Education
The financial Education initiatives of SEBI are for providing general information to the
public. Financial literacy assumes much significance in today's world. Financial
literacy, as a life skill, is to be imparted to every individual for the management of their
finances. People face various issues like the complexity of financial products, the
prevalence of fraudulent and Ponzi schemes, the need for funds to get a better quality of
life after retirement, etc. These issues have generated the need for better management of
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personal finances with proper management of income and expenditure. Financial
education helps people in being financially literate and develop a positive attitude
towards managing their income, expenditure, assets and liabilities properly, which
would lead them to a situation of better financial well-being. Financial planning is a
must for every household. Financial planning goes beyond savings. It is an investment
with a purpose. It is a plan to save and spend future income and should be carefully
budgeted. This literature provides a fair understanding of the personal finance world,
explaining the concept of financial planning, key concepts in financial literacy, various
investment options, savings and investment products, insurance and pension products,
retirement planning, caution against Ponzi schemes, tax saving options, investor
protection measures, do’s and don’ts of investing, etc. SEBI Provides a booklet to the
general public for financial education that booklet is meant for the general investors and
at the end of completion of this module, it is expected that the target participants will
get a better understanding and better management of their finances to achieve better
financial well-being.
i.
Investor Education
To bring about transparency in the primary and secondary markets and to protect the
investor education of investors have become necessary in a matter relating to
companies, the security markets and intermediaries. SEBI has education programmes,
workshops and published material to inform the investor on issues relating to the
market. The investors have the responsibility of exercising their rights by being
informed, vigilant and participating in annual general meetings. SEBI has also
established an education and protection fund for the protection of the investor’s
education and awareness. SEBI makes investors aware of the procedure relating to
trading and transfer of securities may also the risk that they are surrounded by the
market. The investor is also given information on his, rights and responsibilities and the
kind of problems that may be encountered. The investors have the following rights:

To participate and vole in annual general meetings and the right
to receive a notice them or their proxy to attend the meeting.

To receive dividends, rights shares, and bonus offers from the
company after approval of the board

To receive and inspect minutes of the general meeting.

To receive balance sheet, profit and loss account, auditor's report
and directors’ reports.

To receive allotment letters and share certificates.

To requisition an extraordinary general meeting.

To apply for winding up of the company. To proceed in civil or
criminal proceedings against the company.
ii.
Securities Market Trainers (SMARTs) Program
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On 25 November 2020 SEBI Chairman Shri Ajay Tyagi launches Securities Market
Trainers (SMARTs) Program – a new SEBI initiative for enhancing Investor Education
activities. In the present scenario of uncertainty in economic growth and an
extraordinarily buoyant market, there is a dire need to further ramp up investor
education and awareness efforts. In that sense, there couldn’t have been any better time
to launch SMARTs – an initiative of SEBI to strengthen the existing investor education
framework. SMARTs is a new initiative of SEBI to enhance its investor education and
awareness activities. The First batch of SMARTs empanelled by SEBI includes 40
individuals across 16 States and Union Territories covering 31 Districts on Pan-India
bases, who have also undergone four days of training in the National Institute of
Securities Market (NISM). The SMARTs will conduct investor education programmes
in their respective geographical areas. Though SEBI has been conducting an investor
awareness programme in association with stock exchanges, depositories, etc. the
SMARTs program is unique.
4.4.2 Regulatory Function
In regulatory functions, SEBI frames the rules and regulations regarding the financial
intermediaries, corporate sectors and investors. The rules and regulations such as the
process of taking over a company, conducting inquiries and audits of stock exchanges,
working of stock brokers and merchant brokers etc. These rules and regulations framed
by the SEBI help in the efficient management of the market. The following functions
are discussed in detail as follows.
a)
Framing Rules and Regulations for Corporate
Corporate governance emphasises the rules and regulations in which the operations and
control of companies are made. Its primary objective is to reduce the conflicts of
interest between shareholders and upper management or the decision-making body. It
maintains the transparency and distributed responsibilities among the stakeholders as
well as includes the procedures and mechanisms for decisions making. In corporate
governance, SEBI ensures that it provides a safe and transparent environment for
investors and reduces fraudulent and unfair practices. The securities exchange board of
India (SEBI) Set up a committee under the chairmanship of Shri Kumar Mangalam
Birla to promote the standards of good corporate governance in India. It is popularly
known as Kumar Mangalam Birla committee (2000). It is the first committee to realise
the needs and promotion of good corporate governance in prevailing conditions of
Indian companies. SEBI provides the guidelines based on this committee to implement
the listing agreement between the company and the stock exchange (clause 49).
Narayan Murti Committee (2003) by SEBI provides recommendations related to the
issues of audit committees’ responsibilities, audit reports, independent directors, related
parties, risk management, and code of conduct of financial disclosure.
b)
Framing Rules and Regulation for Financial Intermediaries
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SEBI Act as an intermediary between primary and secondary market. The regulations
of these markets allow SEBI to inspect the functioning and collect fees. The details of
registration and regulations of SEBI work as an intermediary are given below.
i. Primary Market Intermediaries: Primary market is a type of capital
market that deals with new issues securities. Origination, underwriting and
distribution is the primary function of this market. The major intermediaries
in the primary market are merchant bankers, underwriters, register to the
issue, collection banks, debenture trustees, portfolio managers etc.
•
Merchant Bankers: merchant bankers are an important aspect
of the management process. The role of merchant bankers is performing
their due diligence functions and strengthening discloser with SEBI
giving up the venting of prospectuses. SEBI issues various guidelines
related to merchant bankers to address the need of enhancing the
standard of disclosures. In 1996-97, the SEBI (merchant bankers)
regulations, 1992 part III gives details of registration of merchant
bankers.
•
Underwriter: Underwriters are required to register under SEBI
in the SEBI (underwriter) rules and regulations, 1993. All merchant
bankers, stockbrokers and mutual funds registered in SEBI can act as
underwriters.
•
Bankers to an issue: scheduled banks act as bankers to an issue
registered under SEBI (Bankers to the issue) rules and regulations, 1994.
•
Portfolio Managers: portfolio managers are registered under the
terms of the SEBI (Portfolio managers) rules and regulations, 1993. The
registered portfolio managers carry out portfolio activities.
•
Debenture Trustees: debenture trustees are required to register
under the terms of SEBI (Debenture Trustees) rules and regulations,
1993. SEBI monitors the actions of debenture trustees with compliance
by issuers of the debenture trust deed.
•
Registrars to an issue and share transfer agents: Registrars to
an Issue (RTI) and share transfer agents (STA) are registered under the
terms of the SEBI (Registrars to an issue and share transfer agents) rules
and regulations, 1993. These regulations are registered under two
categories, category I – to act as both RTI and STA & category II – to
Act as either RTI or STA.
ii. Secondary market intermediaries: the secondary market is the part of
the capital market that deals with already issuing securities where investors
can buy and sell securities they already own. It is popularly known as the
stock market. It is also called aftermarket and follows on public offering. As
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per SEBI, there are two types of secondary market intermediaries such as
stock brokers and sub-brokers.
• Stock Brokers: All the stock brokers are registered under the
SEBI terms of SEBI (Stock brokers and sub-brokers) regulations
1992.
• Sub Brokers: Sub brokers are registered under the terms of
SEBI and act as absolute Intermediaries. Individual investors
transact in securities through sub-brokers.
c) Rules and Regulation of Investors
SEBI plays an important role in regulating the Indian capital market. It protects the
interest of investors and aims at developing the capital market through various rules and
regulations. The role played by SEBI as Investors as per section 11(2) of SEBI Act
1992.
i.
Issue of guidelines: Issue of guidelines about the issue of capital by
companies, mutual funds, portfolio managers, merchant bankers, underwriters,
lead managers etc. these guidelines are bringing transparency in their operations
in the capital market and also for circumventing exploitation of investors.
ii.
Regulations of stock exchange: the role of SEBI in regulations of stock
exchange includes
•
Supervision of Brokers: SEBI plays an important role in
enhanced supervision of stock brokers and depository participants. SEBI
constitute a committee on
“Enhanced supervision of stock brokers” which included representatives
from stock exchanges, depositories and brokers.
•
Registration of brokers and Sub-brokers: As per SEBI stock
brokers and sub-brokers are the intermediaries of the secondary market.
All the stock brokers are registered under the SEBI terms of SEBI
(Stock brokers and sub-brokers) regulations 1992 and sub-brokers are
registered under the terms of SEBI act as an absolute Intermediaries.
Individual investors transact in securities through sub-brokers.
•
Suitable training for Intermediaries: In 1996-97, SEBI
proposed a system of testing and certification of persons who are
working in the securities market and also for those intending to take up
employment with securities markets intermediaries. For developing
excellence of intermediaries in the secondary market SEBI provides lots
of advanced training programmes and compliance. In the below some
training programme discussed.
d)
Regulations of Mutual Funds
A mutual fund is a mechanism of pooling resources by issuing units to investors and
investing their funds in securities to get a good return. In simple, we can say a mutual
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fund is set-off security or a portfolio where small units of different securities are
together to reduce the risk to investors and provide a good return. The unit trust of India
(UTI) is the first mutual fund India which was issued by the unit trust of India. In 1992,
the securities exchange board of India (SEBI) Act was passed to formulate policies and
regulate the mutual funds to protect the interest of the investors. In 1996 new guidelines
were issued by SEBI to regulate the mutual fund investments in India.
e)
Prohibit Fraudulent and Unfair Practices of Intermediaries
In 2003, an act was passed to prohibit any false or misleading advertisement as well as
activities intended to defraud an investor. It is popularly known as the Security and
Exchange Board of India (Prohibition of Fraudulent and Unfair Trade Practices
Relating to Securities Market) Regulation, 2003. This regulation intended to debar any
intermediaries from entering into transactions to increase their commission or
brokerage. This regulation also supports investors to protect them from false or
misleading statements which would help them to trade in securities. This act focuses on
the following issues.
f)
Conduct Research and Publish Information for All Market Players
The Securities and Exchange Board of India makes regulations, to put in place a
framework to register and regulate research analysts. These regulations may be called
the Securities and Exchange Board of India (Research Analysts) Regulations, 2014. It
conducts research and publishes information for all market players. It includes the
following:
•
preparation or publication of the content of the research report
•
providing research report
•
making ‘buy/sell/hold' recommendation
•
giving price target
•
offering an opinion concerning the public offer
g)
Conduct Inspections, Inquiries and Audits on Stock Exchange
Conduct inspections, inquiries and audits of stock exchange: In 1996, an act was passed
by SEBI for the custodian of securities which means any person who carries on or
proposes to carry on the business of providing custodial services. These regulations
may be called the Securities and Exchange Board of India (Custodian of Securities)
Regulations, 1996. In this regulation, chapter IV gives power to SEBI to inspect and
audit the stock exchange. For inspection and audit of the stock exchange, it focuses on
the following.
• Board's right to inspect: The Board may appoint one or more persons
as inspecting officers to undertake inspection of accounts, records and
documents of the custodian of securities. It includes the following purposes.
(a) To ensure that the books of account, records and documents are being
maintained, (b) To investigate complaints received from investors, clients or
any other person, and (c) To ascertain whether the provisions of the Act and
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these regulations are being complied, (d) To investigate Suo motu into the
affairs of the custodian of securities in the interest of the securities market or
the interest of investors.
• Obligations of a custodian on inspection by the Board: Custodian of
securities to be produced to the inspecting officer such books, securities,
accounts, records and other documents.
• Submission of report to the Board: The inspecting officer shall
complete its inspection and submit an inspection report to the Board. He
may submit an interim report.
• Appointment of auditor to Inspection: SEBI has the power to appoint
an auditor to inspect or investigate books of account, records, documents or
affairs of the applicant or the custodian.
h)
Regulating Stock Brokers and Merchant Bankers
Stockbrokers: all the stock brokers are registered under the SEBI terms of SEBI (Stock
brokers and sub-brokers) regulations 1992. SEBI plays an important role in the
enhanced supervision of stock brokers and depository participants. SEBI constitute a
committee on “Enhanced supervision of stock brokers” which included representatives
from stock exchanges, depositories and brokers. These guidelines of SEBI cover the
following broad areas.
• Uniform nomenclature followed by stock brokers for Naming/Tagging
of Bank and Demat Accounts and the reporting to the Stock
Exchanges/Depositories.
• Monitoring of Clients’ Funds lying with the Stock Broker by the Stock
Exchanges.
• Changes in the existing system of internal audit for stock
brokers/depository participants.
• Monitoring of Financial Strength of Stock Brokers by Stock Exchanges.
• Imposition of uniform penal action on stock brokers/depository
participants by the Stock Exchanges/Depositories.
i)
Conducting Inquiry and Audit of Stock Exchanges
In 1996, an act was passed by SEBI for the custodian of securities which means any
person who carries on or proposes to carry on the business of providing custodial
services. These regulations may be called the Securities and Exchange Board of India
(Custodian of Securities) Regulations, 1996. In this regulation, chapter IV gives power
to SEBI to inspect and audit the stock exchange.
j)
Regulating the process of taking over the Company
For takeover of companies SEBI (Substantial Acquisition of Shares and Takeovers)
Regulations, 2011 [SAST Regulations, 2011] plays an important role.
4.4.3 Development Function

Odisha State Open University, Sambalpur

Page 67

This function refers to the steps taken by SEBI for promoting the investors’ awareness
regarding the knowledge of trading and market function. Further, SEBI initiates the
action for providing the training to the intermediaries, introducing trading through
electronics with the help of registered brokers etc. The followings are discussed in
detail as follows.
a) Investors Awareness
Build the capacity of investors through education and awareness to enable an investor
to make informed investment decisions. SEBI has been organizing investor education
and awareness workshops directly. It maintains an updated, comprehensive website for
the education of investors. It publishes various kinds of cautions through media. It
responds to the queries of investors through telephone, e-mails, letters, and in-person
for those who visit the SEBI office.
b) Training of Intermediaries
In 1996-97, SEBI proposed a system of testing and certification of persons who are
working in the securities market and also for those intending to take up employment
with securities markets intermediaries. For developing excellence of intermediaries in
the secondary market SEBI provides lots of advanced training programmes and
compliance
c) Introduction of Training through electronic means
For training investors and trading in the stock market, there are lots of organisations
launched their applications and programme to easy to access the training and improve
the investor's skills. Some major electronic applications which provide all services to
the investors (may be small or large investors, keep everything in their hands and their
touch screen):
4.5

LET US SUM UP

The Securities Board of India (SEBI) is a statutory authority cum market regulator that
controls the securities market in India. The basic job of the SEBI is to protect the
interest of investors and ensure transparency and proper regulations in the securities
market. With time, SEBI amendments the existing rules and regulations and frames the
new rules and regulations for the market as well as for investors. Recently SEBI
introduced a single regulation, known as– SEBI (Issue and Listing of Non-Convertible
Securities) Regulations, and 2021 for listed subsidiary companies desirous of getting
delisted through a scheme of arrangement wherein the listed holding company and the
listed subsidiary are in the same line of business. With the technological advancement,
SEBI frames the new rules and regulations for blockchain technology and
cryptocurrency for smooth trading in the Indian securities market.
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REVIEW QUESTIONS

a) What is SEBI? Discuss the Objectives and Organisation structure of SEBI.
b) Enumerate the various functions of SEBI.
c) Explain the following terms
 Prohibition of Insider Trading
 Primary market intermediaries
 Investor education
 Fraudulent activities
 SAMRT Programme
4.8

FURTHER READING







Securities and Exchange Board of India Act, 1992, by Universal Law
Publishing (Author)
SEBI Manual, Published by Taxman
SEBI Circulars (www. Sebi.gov.in)
Guide to SEBI Capital Issues, Debentures and Listing by K Sekhar, Published
by Law Book Shop.
Handbook of Indian Securities by Gautam H Parikh, Bloomsbury India; 2014th
edition (1 January 2001)
Securities Board of India (Corporatefinanceinstitute.com )

Odisha State Open University, Sambalpur

Page 69

UNIT 05
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Objective
Introduction
SEBI Complaints Redress System (SCORES)
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Investor Grievance Redressal (NSE)
Investor Grievance Redressal (BSE)
Investor Grievance Redressal (NSDL)
Investor Grievance Redressal (CDSL)
Let us sum up
Keywords
Review Questions
Further Readings

5.0

LEARNING OBJECTIVES

After studying this unit, you will be able to:
 Understand the meaning of the Investor Redressal Grievance System
 Learn when and how to lodge complaints
 Discuss the different types of Redressal Mechanisms

5.1

INTRODUCTION

India is a place where huge investors are found due to its thick population in
comparison with other nations in the world. They are interested to invest their funds in
small amounts because not to take risk of their investment in big funds. This happens,
as because previous investors in the country have faced a lot of problems for their huge
amount of loss for scams, fraud, and chits. Therefore, they don’t want to take risk of
huge investments in their respective fields. Another factor that may be responsible for
the loss because of the lack of knowledge in debating the pros and cons of going deeper
into its financial analysis. They don’t know how much finance is necessary and where
to do it, how to do and when to do it. They were blindly investing their funds in one
place without diversifying in various fields which might have saved them from the loss.
If they would have been diversified their amounts in other segments, the loss would
have been compensated. They were being biased by the wrong persons like promoters,
celebrities, managers, brokers, franchise agencies, or any other close persons who have
impressed them for their benefit, not for the benefit of the investors. The motivation of
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the above said wrong persons are laid by the enchantment of small gifts, double return
in a short period or anything. Previously it was obvious because there was no proper
guidance, proper persons, and proper place to redress their grievances.
Nowadays, it is easy for sufficient knowledge and proper guiding factors, the
initiatives of govt. bodies like SEBI, RBI, IRDA and NSDL, and MCA by educating
their various channels online and offline for the betterment of the investors. They see
how to protect the investors first and that investors automatically invest more and more
in the financial market voluntarily. When investors feel secure about their investment in
the financial market, then and there the investors invest their funds according to their
financial plans on their own as well as for the family. The system should be free and
fair to be easy and timeline according to his grievance within a period.
The important thing is that one should come to the format or guidelines of every
mechanism of the financial market. In this financial market, everybody should be
aware of how to do their grievances in a systemic way to Complaints against listed
companies and SEBI registered intermediaries. Therefore, India should give assurance
of safety and the real value of their investments. In this unit, the discussion has made
regarding how to file a complaint through the SCORES web portal, what are matters
are not coming under the purview of the SCORES, what are the complaints that are
coming under the purview of SEBI, and the mandatory personal information required
by investors while filing complaints on SCORES’ Portal.

5.2

SEBI COMPLAINTS REDRESS SYSTEM (SCORES)

Nowadays the words saving, investment, share, and trading have become popular in
India. People are diverting their surplus money towards new financial products such as
mutual funds, shares, company fixed deposits, and insurance products. So, these
financial products and markets play an important role in the growth and economy of
our country. On the other side, conflicts of investor interests are increasing when
investors enter into a new world of financial markets. To develop the financial sector
and protect investors’ interests, the Securities Exchange Board of India (Regulatory
Body) popularly called SEBI has introduced various initiatives. One of the popular
initiatives is investor education. SCORES is a web-based centralized grievance redress
system of SEBI (htt://scores.gov.in) SCORES enables investors to lodge and follow up
on their complaints and track the status of Redressal of such complaints online from the
above website from anywhere. This enables the market intermediaries and listed
companies to receive the complaints online from investors, redress complaints, and
report Redressal online.
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• SCORES is a web-enabled portal to lodge complaints related to the
securities market.
• Investors can put complaints against listed companies and SEBI
registered intermediaries
• Investors can view the status of the complaints online and also can be
viewed status through the tool-free helpline.
• Any complaints received by SEBI against listed companies and SEBI
registered intermediaries can be dealt with through SCORES.
• Email is generated instantaneously acknowledging the receipt of the
complaint and being sent the complaints email id entered in the complaint
registration form.
5.2.1 Complaints coming under the purview of SEBI
The following complaints are arising out of issues that are covered under the purview
of SEBI.

Complaints that are covered under SEBI Act 1992, Securities Contract Regulation Act,
1956, Depositories Act 1996, and rules made there under and provisions that are
covered under section 55 A of companies Act, 1956 are handled by SEBI. The
following are shown as follows.

Listed companies

Stock Brokers/Sub-brokers

Stock Exchanges

Depository

Depository Participants

Registrars to an Issue/ Share Transfer Agent

Mutual Funds

Portfolio Managers

Bankers to an issue

Collective investment schemes
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Credit Rating Agencies
Custodians of Securities
Debenture Trustees
Merchant Bankers
Underwriters

5.2.2 SCORES that do not consider a matter of complaints
 Complaint not about investment in the securities market.
 Anonymous Complaints (except whistle-blower complaints).
 Incomplete or un-specific complaints.
 Allegations without supporting documents.
 Suggestions or seeking guidance/explanation.
 Not satisfied with the trading price of the shares of the companies.
 Non-listing of shares of the private offer.
 Disputes
arising
out
of
private
agreement
with
companies/intermediaries.
 The matter involves fake/forged documents.
 Complaints on matters not in SEBI purview.
 Complaints about any unregistered/ un-regulated activity.
5.2.3 Complaints that cannot be registered in the SCORES portal
Certain complaints by the investors against companies that issues are not dealt with on
the SCORES portal. The followings are discussed as follows.
(a) Unlisted/delisted companies
(b) Companies placed on dissemination Board of stock Exchange
(c) Sick companies
(d) Suspended companies. Companies coming under liquidation, etc.
(e) Vanishing company
(f) The company falls under the purview of other regulatory bodies
(g) Companies that are sub-judice
(h) The company where a moratorium order is passed in winding up/insolvency
proceedings.

5.2.4 Procedures for lodging complaints in the SCORES portal
A complaint can be lodged on the SCORES portal within three years from the date of
cause of complaint. If any case a concerned party fail to complain within the stipulated
period, the concerned party has two options to proceed with the complaint.
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Fail to Lodge a complaint within
stipulated time periood

OR
Take up the complaint
with the entity
concerned

Approach
appropriate Court of
Law

If a complaint is within the stipulated period i.e., within the three years from the date of
cause of complaint, the concerned party is not satisfied by the registered
companies/intermediaries or rejected the complaint or does not communicate with the
registered/intermediaries, the concerning part may complain SCORES Portal.

Regulators/Authorities for grievances not dealt with by the Securities Boardof
India (SEBI)
•
Fixed deposits with manufacturing companies; unlisted
companies; mismanagement of companies, the financial performance of
the company, annual general meeting, annual report, minority
shareholders' interest, non-receipt of preferential allotment shares;
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corporate actions as per the court order, such as mergers, amalgamation,
reduction of share capital/par value, etc. - Ministry Of Corporate Affairs
•
Insurance companies / brokers / agents / products and services. Insurance Regulatory and Development Authority ( IRDA)
•
Pension fund - Pension Fund Regulatory and Development
Authority (PFRDA)
•
Monopoly and anti-competitive practices - Competition
Commission Of India (CCI)
•
Housing finance companies - National Housing Bank
•
Bank deposits and banking; fixed deposits with nonbanking
financial companies (NBFCs) and other matters about NBFCs. - Reserve
Bank of India (RBI)
5.3
Evolution of Investor Grievance Redressal System
Technology has changed the face of the Indian stock markets in the post-liberalization
era. Competition amongst the stock exchanges, an increase in the number of players
and changes in the trading system led to a tremendous increase in the volume of
activity. The traditional settlement and clearing system have been proved inadequate
due to operational inefficiencies, delay in transfer, registration, fake certificates and
forgery, and non-availability of depositories, impeding the healthy growth of the capital
market. To overcome the problems regarding the stock markets the world over, the
depository system was initiated by Stock Holding Corporation of India Limited
(SHCIL) in July 1992.When it prepared a concept on paper on "National Clearance and
Depository System" in collaboration with Price Water House under a programme
sponsored by the US Agency for International Development, it came into a sizable
form. Thereafter, the Government of India promulgated the Depositories Ordinance in
September 1995.That is paving the way for the setting up of depositories in the country.
SEBI notified regulations under the Ordinance in May 1996 to provide the regulatory
framework for the depositories. Accordingly, the Government of India enacted the
Depositories Act 1996 to start depository services in India, the depository system
revolves around the concept of paperless or scrip less trading because the shares in a
depository are held in the form of electronic accounts in dematerialized form.
Presently, there are two such depositories in India, viz. National Securities Depository
Limited (NSDL) and Central Depository Services (India) Limited (CDSL). NSDL was
set up as the first depository company in the country, which is sponsored by the Unit
Trust of India, NSE, State Bank of India, HDFC Bank and Citi Bank; and managed by
the Board of Directors as a public limited company. The Mumbai Stock Exchange
(BSE) in association with the Bank of India, Bank of Baroda, State Bank of India and
HDFC Bank promoted CDSL as the second depository in India for dealing in the
securities in the electronic form, by the name of Central Depository Services (India)
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Limited (CDSL). The major objectives of these depositories are the growth of scripless
trading, protection of the individual investor's participation in the depository and
enhanced liquidity. In the Depository System, the Depository extends its services to
investors through intermediaries called depository participants (DP) who as per SEBI
regulations could be organizations involved in the business of providing financial
services like banks, brokers, and custodians and financial institutions. A Depository
Participant (DP) is described as an agent of the depository. They are the intermediaries
between the depository and the investors. The relationship between the DPs and the
depository is governed by an agreement made between the two under the Depositories
Act, 1996. In a strictly legal sense, a DP is an entity that is registered as such with SEBI
under the provisions of the SEBI Act. As per the provisions of this Act, a DP can offer
depository related services only after obtaining a certificate of registration from SEBI.
The erstwhile settlement system on Indian stock exchanges was also inefficient and
there was an increased risk, due to the time that elapsed before trades were settled. The
transfer was by physical movement of papers. There had to be a physical delivery of
securities -a process fraught with delays and resultant risks. The second aspect of the
settlement relates to the transfer of shares in favour of the purchaser by the company.
The system of transfer of ownership was grossly inefficient as every transfer involves
the physical movement of paper securities to the issuer for registration, with the change
of ownership being evidenced by an endorsement on the security certificate. In many
cases, the process of transfer would take much longer than the two months stipulated in
the Companies Act, and a significant proportion of transactions would end up as bad
delivery due to faulty compliance of paperwork. Theft, forgery, mutilation of
certificates and other irregularities were rampant. In addition, the issuer has the right to
refuse the transfer of a security. All this added to costs and delays in settlement,
restricted liquidity and made investor grievance Redressal time consuming and, at
times, intractable. To obviate these problems, the Depositories Act, 1996 was passed. It
provides for the establishment of depositories in securities to ensure free transferability
of securities with speed, accuracy and security. It does so by (a) making securities of
public limited companies freely transferable, subject to certain exceptions; (b)
dematerializing the securities in the depository mode, and (c) providing for the
maintenance of ownership records in a book-entry form. To streamline both the stages
of the settlement process, the Act envisages transfer ownership of securities
electronically by book-entry without making the securities move from person to person.
With the application of IT in the securities market, screen-based trading and trading
through the Internet. It has been possible to reduce this settlement period security with
speed, accuracy and security. The depositories are important intermediaries in the
securities market. In India, the Depositories Act defines a depository to mean "a
company formed and registered under the Companies Act, 1956 and which has been
granted a certificate of registration under sub-section (IA) of section 12 of the
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Securities and Exchange Board of India Act, 1992." The principal function of a
depository is to dematerialize securities and enable their transactions in book-entry
form. Dematerialization of securities occurs when securities issued in physical form are
destroyed and an equivalent number of securities are credited into the beneficiary
owner's account. In the depository system, the investors stand to gain by way of lower
costs and lower risks of theft or forgery etc. They also benefit in terms of the efficiency
of the process. But the implementation of the system has to be secure and wellgoverned. All the players have to be conversant with the rules and regulations as well
as with the technology for processing. The intermediaries in this system have to play
strictly by the rules. A depository cannot directly open accounts and provide services to
clients. Any person willing to avail of the services of the depository can do so by
agreeing with the depository through any of its Depository Participants.
SEBI has a dedicated department office of Investor Assistance and Education
(OIAE) to receive investor grievances and provide assistance to investors by way of
education. Investors who are satisfied with the response to their grievance received
from the stock Exchange can lodge their grievances with SEBI. If the progress of
Redressal investor grievances by an entity is not satisfactory, appropriate enforcement
action is initiated against such entity. The grievance Redressal mechanism system at
SEBI was found to be very complicated; so it is suggested that the grievance redressal
mechanism should be simple as well as time-bound so that investors can be escaped
from harassment. It was found that market manipulation and price rigging related
investigations accounted for the maximum proportion of nature of investigations taken
up by SEBI which has shaken the faith of investors in the securities market.
5.4 Investor Grievance Redressal (NSE)
Empowerment of investors through education and protection of interest of investors is
one of the primary objectives of NSE. To cater to the needs of investors, NSE has
established its Investor Services Cell in Mumbai, Chennai, Kolkata, New Delhi,
Ahmedabad, Hyderabad, Indore, Kanpur, Pune, Bangalore, Jaipur, Vadodara, Patna,
Lucknow, Chandigarh, Dehradun, Kochi, Guwahati, Bhubaneswar, Ranchi, Panaji,
Raipur, Shimla and Jammu. The Investor Services Cell facilitates the resolution of
complaints of investors against the trading members and listed corporate entities on
NSE. NSE has accorded high priority to the resolution of investor complaints. The
Investor Services Cell also renders administrative assistance to arbitration proceedings
in respect of arbitration cases that are admitted for Arbitration under the Exchange's
Arbitration Framework.
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5.5
Investor Grievance Redressal (BSE)
BSE has established a Department of Investors Services (DIS) to redress investors'
grievances. Since its establishment in 1986, the DIS has played a pivotal role in
enhancing and maintaining investors' faith and confidence by resolving their grievances
either against listed companies. Any investor, having a grievance against Trading
Member, can register a complaint with BSE in respect of transactions executed on BSE
in the prescribed Complaint form at the address mentioned below or to the nearest
Regional Investor Service Centre of BSE along with necessary supporting documents.
Kindly ensure that the investor should also provide a valid email id, mobile number and
PAN.
SEBI, vide its circular dated September 26, 2013, empowered the IGRC to
decide the claim value of the investors against the trading members based on the merits
of the cases. In case the claim value is decided by IGRC in favour of the investor and
accepted by the investor, the amount is blocked from the deposits of the member. As
per the SEBI circular dated February 23, 2017, in case the claim is for an amount less
than Rs. 20 lacs following process is followed:
•
If a trading member intimates to the Exchange, within 7 days from
receipt of IGRC decision, that he is challenging the decision of IGRC before
arbitration, the investor is to be paid to the extent of 50% of the claim amount
decided by IGRC or Rs. 2 Lacs whichever is less, from IPF. In case the member
fails to intimate the same within the above period, the Exchange releases the
entire amount, blocks from the deposits of the member to the client and settles
the claim.
•
In case the member files the arbitration and the award, which is finalized
in favour of the investor and the member opts to file an Appeal, 50% of the
arbitration award amount or Rs. 3 Lacs. It is less which will be released to the
investor from IPF. The amount released shall exclude the amount already
released to the client. In the case at Appellate Bench, the arbitration award is
finalised in favour of the investor and the member opts to file petition u/s 34 of
Arbitration & Conciliation Act, 1996, then 75% of the amount determined in the
appellate arbitration award of Rs. 5 lakhs. It is less, which shall be released to
the client from IPF of the Stock Exchanges. The total amount released to the
client through the facility of interim relief from IPF in terms of this Circular
shall not exceed Rs. 10 lakhs in a financial year.
However, in case the investor loses the matter at any stage and decides not to pursue
the matter further. He has to refund the money received from IPF back. In case he fails
to do so the Exchange will not allow that investor based on PAN no. to trade on any of
the stock exchanges and the Demat account/s of the investor. It will be the Exchange
levies penalties on the Trading Member for not replying within the specified period to
the complaints forwarded or for not attending the IGRC meetings. Further, in case the
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Trading member fails to implement what is agreed before IGRC as recorded in the said
minutes of the IGRC, the Exchange places the same. The Investor Services Dept. of the
Exchange will not deal with certain types of complaints. An illustrative list of the
nature of complaints that would not be handled by the Investor Services Cell is as
under.
•
Complaints which are relating to entities which are not regulated
by Exchange / Entities which are not registered with Exchange as
Trading Member
•
Complaints which are relating to activities other than trading
•
Complaints relating to transactions which are like loans or
financing and not within the framework defined by the Exchange
•
Complaints involving payment of funds and transfer of securities
to entities other than Trading Member
•
Complaints in respect of transactions which are already the
subject matter of
Arbitration /Appellate Arbitration proceedings
•
Claims for mental agony/harassment and expenses incurred for
pursuing the matter with the ISC
•
Claim for notional loss, opportunity loss for the disputed period
or trade
•
Complaints about trades not executed on the Trading System of
the Exchange
•
Claims of sub-broker/authorized persons for private commercial
dealings with the trading member
•
The process of buying and selling shares is possible in India
because of depositories and as an investor, it is important to know about
the two functioning depositories.
•
In India, there are two depositories: National Securities
Depositories Ltd (NSDL) and Central Securities Depositories Ltd
(CDSL). Both the depositories hold your financial securities, like shares
and bonds, in dematerialised form and facilitate trading in stock
exchanges. However, to make use of the depositories and start your
investing journey, you must open a Demat account and a trading
account. You must always remember to open the best Demat account
with a reliable stockbroker as it will help you make wise investment
decisions.
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5.6

Investor Grievance Redressal (NSDL)

NSDL is the oldest and largest depository in India. It commenced
operations in 1996 in Mumbai. It was the first depository to provide trading
services in electronic format.

According to data from SEBI, NSDL has around 2.4 crores, of active
investors, with more than 36,123 depository participant service centres across
2,000 cities.

NSDL is entrusted with the safekeeping of the following financial
securities in the electronic format:
•
Stocks
•
Bonds
•
Debentures
•
Commercial papers
•
Mutual Funds

NSDL offers a wide range of services, like:
•
Dematerialisation services
•
Rematerialization services
•
Transfers between depositories
•
Off-market transfers
•
Lending of securities
•
Collateral and mortgage of securities

5.7 Investor Grievance Redressal (CDSL)
•
CDSL started operations in Mumbai in 1999 and is the secondlargest depository in the country after NSDL.
•
Like NSDL, it provides all services, like holding financial
securities in the electronic format and facilitating trade and settlement of
orders. All forms of stocks and securities - just like NSDL - are held at
this central depository.
•
According to data from SEBI, it has more than 5.2 crores of
active customer accounts with around 21,434 depository participant
service centres.
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5.8

LET US SUM UP

A nation’s strong financial stability depends on an energetic and competent capital
market which is vital and indispensable. The capital market provides direct finance to
the corporate sector. Indian capital market, comprising equity, debt and derivatives
markets has witnessed tremendous growth in the last three decades. With a massive
flow of funds into the capital market especially from foreign institutional investors the
Indian capital market, the Indian stock market is the fourth best-performing market in
the world. Worldwide there are two models of securities dispute resolution- the
arbitration model of SEC and the Ombudsman model of the United Kingdom (which
countries like Canada, Australia, Hong Kong, and Japan have embraced). The extant
literature cites three attributes of a good dispute resolution system: accessibility,
efficiency and fairness (Ali, 2013). It is on this basis, that we evaluate the SCORES
system in India. As far as the first criteria are concerned- accessibility to investorsSCORES fare very well. It has an open customer complaints recording system (not
constrained by time or whether the complaint is escalated or not). It is the first level of
the Redressal system. It accepts complaints even before there is an opportunity for the
parties to redress their grievances among themselves. With the web-based complaint
seeking platform which came into existence in 2011-12, the SCORES is very investorfriendly. It also adopts complaints in the non-electronic format as well. It also conducts
investment education throughout the country about the rights and responsibilities of
investors. SEBI has built a good reputation in recent years in the securities market but
the fact that the good news about SEBI's performance in securities dispute resolution is
not getting across the market it is important to have a balanced approach. In this regard,
the role of social media could be useful. With the imminent addition of various
Forward Markets Commission (commodity exchanges) into the regulatory portfolio of
SEBI, it is quite possible that the magnitude of complaints could escalate and it is
recommended that SEBI be proactive and undertake a detailed study of the likely
source of the dispute so that its staff and institutional mechanism can handle
prospective disputes involving commodity exchanges which have the semi-urban and
rural clientele.

5.9

KEYWORDS


Redressal System: is a mechanism commonly used to receive and act on
complaints or grievances reported by stakeholders of private or public
institutions, enabling prompt actions on any issue raised by them and to avail
services more effectively
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5.10

Concerned Party: means a Relevant Person who is the subject of an allegation
or report of an Offence under this Policy
Rematerialisation: is the process by which a client can get his electronic
holdings converted into physical certificates
Dematerialization: is a process through which physical securities such as share
certificates and other documents are converted into electronic form.
Collateral security: is any other security offered for the said credit facility, for
example, hypothecation of jewellery, mortgage of house etc.

REVIEW QUESTIONS
(a)
Discuss the different types of Redressal systems.
(b)
What do mean by Redressal System? Discuss the SEBI Complaints
Redress System (SCORES)
(c)
Explain the procedures for lodging complaints on the SCORES portal.
(d)
Discuss the complaints which are not dealt with by the Securities Board
of India.
(e)
Short Notes on
 NSDL Redressal grievance system
 Securities Board of India
 CDSL Redressal grievance system

5.11

FURTHER READING







https://investor.sebi.gov.in/inv-grie-redre.html
https://scores.gov.in/scores/Welcome.html
https://www.indigrid.co.in/wpcontent/uploads/2021/12/Investor_Grievance_
Redressal_Policy.pdf
https://www.nseindia.com/invest/grievance-redressal-committee
https://taxguru.in/sebi/amendment-sebi-circulars-pertaining-investorgrievanceredressal-system-arbitration-mechanism.html
The Economics of Times
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