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Preface  

NSE  and CBSE Certification in Financial Markets (NCFM)  

NCFM is an online certification p rogramme aimed at upgrading skills and building competency.  

The programme has a widespread reach with testing centres present at more than 154+ locations 

across the country.  

The NCFM offers certifications ranging from the Basic to Advanced.  

One can regi ster for the NCFM through:  

ü Online mode by creating an online login id through the link óEducationô>óCertificationsô >óOnline 

Register / Enrollô available on the website www.nseindia.com  

ü Offline mode by filling up registration form available on the web site www.nseindia.com > 

óEducationô >ôCertificationsô >óRegister for Certificationô  

Once registered, a candidate is allotted a unique NCFM registration number along with an online 

login id and can avail of facilities like SMS alerts, online payment, check ing of test schedules, online 

enrolment, profile update etc. through their login id.  
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UNIT - 1 Markets and Financial Instruments  

1.1  W HAT I S I NVESTMENT ? 

The money you earn is partly spent an d the rest saved for meeting future expenses. Instead of 

keeping the savings idle you may like to use savings in order to get returns on it in the future. This 

is called Investment.  

1.1.1  Why should one invest?  

One needs to invest to:  

Å earn return on your  idle resources  

Å generate a specified sum of money for a specific goal in life  

Å make a provision for an uncertain future  

One of the important reasons why one needs to invest wisely is to meet the cost of Inflation. 

Inflation is the rate at which the cost  of living increases. The cost of living is simply what it costs to 

buy the goods and services you need to live. Inflation causes money to lose value because it will 

not buy the same amount of a good or a service in the future as it does now or did in the past. For 

example, if there was a 6% inflation rate for the next 20 years, a Rs. 100 purchase today would 

cost Rs. 321 in 20 years. This is why it is important to consider inflation as a factor in any long -

term investment strategy. Remember to look at an i nvestmentôs órealô rate of return, which is the 

return after inflation. The aim of investments should be to provide a return above the inflation rate 

to ensure that the investment does not decrease in value. For example, if the annual inflation rate 

is 6%,  then the investment will need to earn more than 6% to ensure it increases in value. If the 

after - tax return on your investment is less than the inflation rate, then your assets have actually 

decreased in value; that is, they wonôt buy as much today as they did last year.  

1.1.2  When to start Investing?  

The sooner one starts investing the better. By investing early you allow your investments more 

time to grow, whereby the concept of compounding (as we shall see later) increases your income, 

by accumulating t he principal and the interest or dividend earned on it, year after year. The three 

golden rules for all investors are:  

Å Invest early  

Å Invest regularly  

Å Invest for long term and not short term  

Warren Buffet Quote: ñI bought my first share at the age of 11 years and even then it 

was too late!ò1 

 

1.1.3  What care should one take while investing?  

Before making any investment, there are certain steps to ensure safety of investments. There are 

12 important  steps to investing where the investor must make sure t o:  

1.  Obtain written documents explaining the investment  

2.  Read and understand such documents  

3.  Verify the legitimacy of the investment  

4.  Find out the costs and benefits associated with the investment  

5.  Assess the risk - return profile of the investment  
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6.  Know the liquidity and safety aspects of the investment  

7.  Ascertain if it is appropriate for your specific goals  

8.  Compare these details with other investment opportunities available  

9.  Examine if it fits in with other investments you are considering or you have already made  

10.  Deal only through an authorised intermediary  

11.  Seek all clarifications about the intermediary and the investment and invest only if you are 

comfortable. Refuse to invest if you are not convinced.  

12.  Explore the options avail able to you if something were to go wrong, and then, if satisfied, 

make the investment.  

1.1.4  What is meant by Interest?  

When we borrow money, we are expected to pay for using it -  this is known as Interest. Interest is 

an amount charged to the borrower fo r the privilege of using the lenderôs money. Interest is 

usually calculated as a percentage of the principal balance (the amount of money borrowed). The 

percentage rate may be fixed for the life of the loan, or it may be variable, depending on the terms 

of  the loan.  

1.1.5  What factors determine interest rates?  

When we talk of interest rates, there are different types of interest rates -  rates that banks offer to 

their depositors, rates that they lend to their borrowers, the rate at which the Government borr ows 

in the Bond/Government Securities market, rates offered to investors in small savings schemes like 

NSC, PPF, rates at which companies issue fixed deposits etc.  

The factors which govern these interest rates are mostly economy related and are commonly 

re ferred to as macroeconomic factors. Some of these factors are:  

Å Demand for money  

Å Level of Government borrowings  

Å Supply of money  

Å Inflation rate  

The policies set by the Reserve Bank of India and the Government determine some of the variables 

mentioned  above.  

1.2  W HAT ARE VARIOUS OPTI ONS AVAILABLE FOR IN VESTMENT ? 

One may invest in:  

Å Physical assets like real estate, gold/jewellery, commodities etc. and/or  

Å Financial assets such as fixed deposits with banks, small saving instruments with post 

offices, insurance/provident/pension fund etc. or securities market related instruments like shares, 

bonds, debentures, mutual funds, etc.  

Investment Options  

 

Short - term investment  Long ïterm investment  

¶ Savings bank account  

¶ Money market funds  

¶ Bank fixed depos its  

¶  Post Office savings  

¶ Public Provident Fund  

¶ Company fixed deposits  

¶ Bonds and debentures  

¶ Mutual Funds  

 

¶ Life Insurance Policies  

¶ Equity shares  

1.2.1  What are various Short - term financial options available for investment?  
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Broadly speaking, savings bank acc ount, money market/liquid funds and fixed deposits with banks 

may be considered as short - term financial investment options.  

Å Savings Bank Account is often the first banking product people use, which offers low interest 

 (4% -6% p.a.), making them only marg inally better than fixed deposits.  

Å Money Market or Liquid Funds are a specialized form of mutual funds that invest in 

 extremely short - term fixed income instruments and thereby provide easy liquidity. Unlike most 

 mutual funds, money market funds are pri marily oriented towards protecting your capital and 

 then, aim to maximise returns. Money market funds usually yield better returns than savings 

 accounts, but lower than bank fixed deposits.  

Å Fixed Deposits with Banks are also referred to as term deposit s and minimum investment 

 period for bank FDs is 30 days. Fixed Deposits with banks are for investors with low risk 

 appetite, and may be considered for 6 -12 months investment period as normally interest on 

 less than 6 months bank FDs is likely to be lowe r than money market fund returns.  

1.2.2  What are various Long - term financial options available for investment?  

There are several options available for long term investments like Post Office Savings Schemes, 

Public Provident Fund, Company Fixed Deposits, Bo nds and Debentures, Mutual Funds etc.  

Å Post Office Savings: Post Office Monthly Income Scheme is a low risk saving instrument, 

which can be availed through any post office. It provides an interest rate of 8.4% per annum, 

which is paid monthly. Minimum amo unt, which can be invested, is Rs. 1,000/ -  and additional 

investment in multiples of 1,500/ - . Maximum amount is Rs. 4,50,000/ -  (if Single) or Rs. 

9,00,000/ -  (if held Jointly) during a year. It has a maturity period of 6 years. A bonus of 10% 

is paid at the  time of maturity. Premature withdrawal is permitted if deposit is more than one 

year old. A deduction of 5% is levied from the principal amount if withdrawn prematurely; the 

10% bonus is also denied.  

Å Public Provident Fund: A long term savings instrument  with a maturity of 15 years and 

interest payable at 8.7% per annum compounded annually. A PPF account can be opened 

through a nationalized bank at any time during the year and is open all through the year for 

depositing money. Tax benefits can be availed for the amount invested and interest accrued is 

tax - free. A withdrawal is permissible every year from the seventh financial year of the date of 

opening of the account and the amount of withdrawal will be limited to 50% of the balance at 

credit at the end o f the 4th year immediately preceding the year in which the amount is 

withdrawn or at the end of the preceding year whichever is lower the amount of loan if any.  

Å Company Fixed Deposits: These are short - term (six months) to medium -term (three to five 

years ) borrowings by companies at a fixed rate of interest which is payable monthly, 

quarterly, semi -annually or annually. They can also be cumulative fixed deposits where the 

entire principal along with the interest is paid at the end of the loan period. The r ate of 

interest varies between 8 -12% per annum for company FDs. The interest received is after 

deduction of taxes.  

Å Bonds and Debentures: It is a fixed income (debt) instrument issued for a period of more 

than one year with the purpose of raising capital.  The central or state government, 

corporations and similar institutions sell bonds. A bond is generally a promise to repay the 

principal along with a fixed rate of interest on a specified date, called the Maturity Date. 

Debentures are instruments issued by  companies similar to bonds. These could be 

convertible, non -convertible or partly convertible. Convertible debentures can be fully 

converted to equity at the option of the debenture holder on maturity. Non -convertible 

debentures are fully repaid on maturi ty and partly convertible debentures are partly repaid 

and partly convertible on maturity, at the option of the debenture holder.  

Å Mutual Funds: These are funds operated by an investment company which raises money from 

the public and invests in a group of  assets (shares, debentures etc.), in accordance with a 
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stated set of objectives. It is a substitute for those who are unable to invest directly in equities 

or debt because of resource, time or knowledge constraints. Benefits include professional 

money man agement, buying in small amounts and diversification. Mutual fund units are issued 

and redeemed by the Fund Management Company based on the fundôs net asset value (NAV), 

which is determined at the end of each trading session. NAV is calculated as the value  of all 

the shares held by the fund, minus expenses, divided by the number of units issued. Mutual 

Funds are usually long term investment vehicles though there some categories of mutual 

funds, such as money market mutual funds which are short term instrume nts.  

Å Life Insurance Policies : Though not strictly investment avenues, life insurance policies also 

can be considered so based on the type of policy. Life Insurance is a contract providing for 

payment of a sum of money to the person assured or, following him to the person entitled to 

receive the same, on the happening of a certain event. It is a good method to protect your 

family financially, in case of death, by providing funds for the loss of income. Types of policies 

include term life insurance, endowme nt policies, annuities/pension policies and Unit Linked 

Insurance Plans or ULIPs. In term life policies, lump sum is paid to designated beneficiary in 

case of the death of the insured. Endowment policies provide for periodic payment of 

premiums and a lump sum amount either in the event of death of the insured or on the date of 

expiry of the policy, whichever occurs earlier. Annuities/pension policies give a guaranteed 

income for life or for a certain period. In case of the death, or after the fixed annuity period 

expires for annuity payments, the invested annuity fund is refunded, usually with some 

additional amounts as per the terms of the policy. A ULIP is a life insurance policy which 

provides a combination of risk cover and investment.  

1.3  W HAT IS MEANT  BY A STOCK EXCHANGE ? 

The Securities Contract (Regulation) Act, 1956 [SCRA] defines óStock Exchangeô as any body of 

individuals, whether incorporated or not, constituted for the purpose of assisting, regulating or 

controlling the business of buying, sellin g or dealing in securities. Stock exchange could be a 

regional stock exchange whose area of operation/jurisdiction is specified at the time of its 

recognition or national exchanges, which are permitted to have nationwide trading since inception. 

NSE was in corporated as a national stock exchange.  

1.3.1  What is an óEquityô/Share? 

Total equity capital of a company is divided into equal units of small denominations, each called a 

share. For example, in a company the total equity capital of Rs 200,00,000 is divi ded into 

20,00,000 units of Rs 10 each. Each such unit of Rs 10 is called a Share. Thus, the company then 

is said to have 20,00,000 equity shares of Rs. 10 each. The holders of such shares are 

members/owners of the company to the extent of shareholding and  have voting rights.  

1.3.2  What is a óDebt Instrumentô? 

Debt instrument represents a contract whereby one party lends money to another on pre -

determined terms with regards to rate and periodicity of interest, repayment of principal amount 

by the borrower t o the lender.  

In the Indian securities markets, the term ñbondò is used for debt instruments issued by the 

Central and State governments and public sector organizations and the term ñdebentureò is used 

for instruments issued by private corporate sector.  

1. 3.3  What is a Derivative?  

Derivative is a product whose value is derived from the value of one or more basic variables, called 

underlying. The underlying asset can be equity, index, foreign exchange (forex), commodity or any 

other asset.  
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Derivative product s initially emerged as hedging devices against fluctuations in commodity prices 

and commodity - linked derivatives remained the sole form of such products for almost three 

hundred years. The financial derivatives came into spotlight in post -1970 period due t o growing 

instability in the financial markets. However, since their emergence, these products have become 

very popular and by 1990s, they accounted for about two - thirds of total transactions in derivative 

products.  

1.3.4  What is a Mutual Fund?  

A Mutual Fu nd is a body corporate registered with SEBI (Securities Exchange Board of India) that 

pools money from individuals/corporate investors and invests the same in a variety of different 

financial instruments or securities such as equity shares, Government secu rities, Bonds, 

debentures etc. Mutual funds can thus be considered as financial intermediaries in the investment 

business that collect funds from the public and invest on behalf of the investors. Mutual funds issue 

units to the investors. The appreciation of the portfolio or securities in which the mutual fund has 

invested the money leads to an appreciation in the value of the units held by investors. The 

investment objectives outlined by a Mutual Fund in its prospectus are binding on the Mutual Fund 

scheme . The investment objectives specify the class of securities a Mutual Fund can invest in. 

Mutual Funds invest in various asset classes like equity, bonds, debentures, commercial paper and 

government securities. The schemes offered by mutual  

funds vary from fund to fund. Some are pure equity schemes; others are a mix of equity and 

bonds. Investors are also given the option of getting dividends, which are declared periodically by 

the mutual fund, or to participate only in the capital appreciation of the scheme . 

1.3.5  What is an Index?  

An Index shows how a specified portfolio of share prices are moving in order to give an indication 

of market trends. It is a basket of securities and the average price movement of the basket of 

securities indicates the index movem ent, whether upwards or downwards. The main index of the 

NSE is the Nifty 50. The Nifty 50 is a well diversified 51 stock index accounting for 13 sectors of the 

economy. It is used for a variety of purposes such as benchmarking fund portfolios, index based  

derivatives and index funds.  

1.4  W HAT IS A DEPOSITORY ? 

A depository is like a bank wherein the deposits are securities (viz. shares, debentures, bonds, 

Government securities, units etc.) in electronic form.  

1.4.1  What is Dematerialization?  

Dematerializati on is the process by which physical certificates of an investor are converted to an 

equivalent number of securities in electronic form and credited to the investorôs account with his 

Depository Participant (DP).  
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The above is the image of a physical shar e certificate. When this is dematerialised, it will be 

converted to electronic form. The physical certificate will be destroyed and the number of shares 

held will be transferred to the beneficiary account. The report of the DP submitted to the investor 

wil l look like the image below.  

 

 

 

1 .5  W HAT IS MEANT BY óSECURITIES ô? 

The definition of óSecuritiesô as per the Securities Contracts Regulation Act (SCRA), 1956, includes 

instruments such as shares, bonds, scrips, stocks or other marketable securities of sim ilar nature 

in or of any incorporate company or body corporate, Government securities, derivatives of 

securities, units of collective investment scheme, interest and rights in securities, security receipt 

or any other instruments so declared by the Central  Government.  
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To give the exact definition:  

(h) ñsecuritiesò includeð (i) shares, scrips, stocks, bonds, debentures, debenture stock or other 

marketable securities of a like nature in or of any incorporated company or other body corporate; 9 

[(ia) derivativ e; 6 Inserted by the Securities Laws (Amendment) Act, 2004 (w.e.f. 12 -10 -2004). 7 

Inserted by the Securities Laws (Second Amendment) Act, 1999 (w.e.f. 16 -12 -1999). 8 Clause 

(ga) lettered as Cl. (gb) by the Securities Laws (Amendment) Act, 2004 (w.e.f. 12 -10-2004) 9 

Inserted by the Securities Laws (Amendment) Act, 1999 (w.e.f. 22 -02 -2000). (ib) units or any 

other instrument issued by any collective investment scheme to the investors in such schemes;] 

10[(ic)security receipt as defined in clause (zg) of secti on 2 of the Securitisation and 

Reconstruction of Financial Assets and Enforcement of Security Interest Act, 2002;] 11 [(id) units 

or any other such instrument issued to the investors under any mutual fund scheme;] 12(ii) 

Government securities; (iia) such o ther instruments as may be declared by the Central 

Government to be securities; and (iii) rights or interest in securities;  

1 .5 .1  What is the function of Securities Market?  

Securities Markets is a place where buyers and sellers of securities can enter into  transactions to 

purchase and sell shares, bonds, debentures etc. Further, it performs an important role of enabling 

corporates, entrepreneurs to raise resources for their companies and business ventures through 

public issues. Transfer of resources from th ose having idle resources (investors) to others who 

have a need for them (corporates) is most efficiently achieved through the securities market. 

Stated formally, securities markets provide channels for reallocation of savings to investments and 

entreprene urship. Savings are linked to investments by a variety of intermediaries, through a 

range of financial products, called óSecuritiesô. 

1 .5 .2  Which are the securities one can invest in?  

Å Shares  

Å Bonds and Debentures  

Å Government Securities  

Å Derivative pro ducts  

Å Units of Mutual Funds  

are some of the securities investors in the securities market can invest in.  

1.6  REGULATOR  

1 .6 .1  Why does Securities Market need Regulators?  

The absence of conditions of perfect competition in the securities markets makes the  role of the 

Regulator extremely important. The regulator ensures that the market participants behave in a 

desired manner so that securities market continues to be a major source of finance for corporate 

and government and the interest of investors are pro tected.  

1 .6 .2  Who regulates the Securities Market?  

The responsibility for regulating the securities market is shared by Department of Economic Affairs 

(DEA), Department of Company Affairs (DCA), Reserve Bank of India (RBI) and Securities and 

Exchange Board  of India (SEBI).  

1 .6 .3  What is SEBI and what is its role?  

The Securities and Exchange Board of India (SEBI) is the regulatory authority in India established 

under Section 3 of SEBI Act, 1992. SEBI Act, 1992 provides for establishment of Securities and 

Exchange Board of India (SEBI) with statutory powers for (a) protecting the interests of investors 
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in securities (b) promoting the development of the securities market and (c) regulating the 

securities market. Its regulatory jurisdiction extends over corporat es in the issuance of capital and 

transfer of securities, in addition to all intermediaries and persons associated with securities 

market. SEBI has been obligated to perform the aforesaid functions by such measures as it thinks 

fit. In particular, it has p owers for:  

Å Regulating the business in stock exchanges and any other securities markets  

Å Registering and regulating the working of stock brokers, sub -brokers etc.  

Å Promoting and regulating self - regulatory organizations  

Å Prohibiting fraudulent and unfai r trade practices  

Calling for information from, undertaking inspection, conducting inquiries and audits of the stock 

exchanges, intermediaries, self - regulatory organizations, mutual funds and other persons 

associated with the securities market.  

1.7  PARTICI PANTS  

1 .7 .1  Who are the participants in the Securities Market?  

The securities market essentially has three categories of participants, namely, the issuers of 

securities, investors in securities and the intermediaries, such as merchant bankers, brokers etc.  

While the corporates and Government raise resources from the securities market to meet their 

obligations, it is households and other corporates and financial institutions that invest their savings 

in the securities market.  

1 .7 .2  Is it necessary to transac t through an intermediary?  

It is advisable to conduct transactions through an intermediary. For example you need to transact 

through a trading member of a stock exchange if you intend to buy or sell any security on stock 

exchanges. This is mandatory as per  SCRA. You need to maintain an account with a depository if 

you intend to hold securities in demat form. You need to deposit money with a banker to an issue if 

you are subscribing to public issues. You get guidance if you are transacting through an 

interme diary. Chose a SEBI registered intermediary, as it is accountable for its activities. The list of 

registered intermediaries is available with exchanges, industry associations and also on the SEBI 

website, www.sebi.gov.in.  

1 .7 .3  What are the segments of Se curities Market?  

The securities market has two interdependent segments: the primary (new issues) market and the 

secondary market. The primary market provides the channel for sale of new securities while the 

secondary market deals in securities previously i ssued.  

POINTS TO REMEMBER  

¶ Investing is the process of employing the savings made in order to make money from the 

savings. There are certain precautions to be taken while investing. The investor should be 

comfortable with the investments made. Earlier inves tments yield better returns. The 

investment mantra is to start early to earn maximum. There are various short and long 

term options of investments including equity and debt. Interest is the amount earned on 

debt. Equity represents ownership in the company and gives returns in the form of 

dividends and capital appreciation. The purchase and sale of equity is governed by stock 

exchanges. The movement of the markets is represented by the index. Other products 

include derivatives which are derived from equity, debt as underlying assets and mutual 

funds which invest professionally in the markets. Almost all dealings on the stock exchange 

are through dematerialised securities, which are financial securities in electronic form.  
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¶ Securities markets comprise financi al securities like shares, bonds and debentures, mutual 

fund units, Government securities, derivatives. The securities markets is a means for buying 

and selling financial markets through intermediaries. It is regulated by the Department of 

Company Affairs,  the Department of Economic Affairs, SEBI and RBI. SEBI is the apex 

regulator responsible for primary regulation of securities markets. Securities markets 

consist of primary markets -  being market of first issue and secondary markets ï being 

trading in lis ted securities.  
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UNIT - 2  Primary  and Secondary  Market  

2 .1  W HAT IS THE R OLE OF THE óPRIMARY M ARKETô? 

The primary market provides the channel for sale of new securities. Primary market provides 

opportunity to issuers of securiti es; Government as well as corporates, to raise resources to meet 

their requirements of investment and/or discharge some obligation.  

They may issue the securities at face value, or at a discount/premium and these securities may 

take a variety of forms such as equity, debt etc. They may issue the securities in domestic market 

and/or international market.  

2 .1.1  What is meant by Face Value of a share/debenture?  

The nominal or stated amount (in Rs.) assigned to a security by the issuer. For shares, it is the 

ori ginal cost of the stock shown on the certificate; for bonds, it is the amount paid to the holder at 

maturity. It is also known as par value or simply par. For an equity share, the face value is usually 

a very small amount (Rs. 5, Rs. 10) and does not have much bearing on the price of the share, 

which may quote higher in the market, at Rs. 100 or Rs. 1,000 or any other price as the market 

decides. For a debt security, face value is the amount repaid to the investor when the bond 

matures (usually, Government securities and corporate bonds have a face value of Rs. 100). The 

price at which the security trades depends on the fluctuations in the interest rates in the economy.  

2 .1.2  What do you mean by the term Premium and Discount in a Security Market?  

Securities are generally issued in denominations of Rs. 5, Rs. 10 or Rs. 100. This is known as the 

Face Value or Par Value of the security as discussed earlier. When a security is sold above its face 

value, it is said to be issued at a Premium and if it is sold at le ss than its face value, then it is said 

to be issued at a Discount. Normally, issues are made at premium. Discount issues are rarely 

made.  

2 .2  I SSUE OF SHARES  

2 .2.1  Why do companies need to issue shares to the public?  

Most companies are usually started pri vately by their promoter(s). However, the promotersô capital 

and the borrowings from banks and financial institutions may not be sufficient for setting up or 

running the business over a long term, especially when the business grows and looks to expand. 

So companies invite the public to contribute towards the equity and issue shares to individual 

investors. The way to invite share capital from the public is through a óPublic Issueô. Simply stated, 

a public issue is an offer to the public to subscribe to the share capital of a company. Once this is 

done, the company allots shares to the applicants as per the prescribed rules and regulations laid 

down by SEBI.  

2 .2.2  What are the different kinds of issues?  

Primarily, issues can be classified as a Public, Rights or Preferential issues (also known as private 

placements). While public and rights issues involve a detailed procedure, private placements or 

preferential issues are relatively simpler. The classification of issues is illustrated below:  

Å Initial Public Of fering (IPO) is when an unlisted company makes either a fresh issue of 

securities or an offer for sale of its existing securities or both for the first time to the public. This 

paves the way for listing and trading of the issuerôs securities. 
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Å A follow on  public offering (Further Issue) is when an already listed company makes 

either a fresh issue of securities to the public or an offer for sale to the public, through an offer 

document.  

Å Rights Issue is when a listed company proposes to issue fresh securit ies to its existing 

shareholders as on a record date. The rights are normally offered in a particular ratio to the 

number of securities held prior to the issue. For example, in a rights issue of 1:1, one new equity 

share is issued for every equity share he ld by the shareholders. Hence, the shareholding of the 

investor doubles after the rights issue. This route is best suited for companies who would like to 

raise capital without diluting the stake of its existing shareholders.  

Å A Preferential issue is an is sue of shares or of convertible securities by listed companies to a 

select group of persons under Section 62 of the Companies Act, 2013 which is neither a rights 

issue nor a public issue. This is a faster way for a company to raise equity capital. The issu er 

company has to comply with the Companies Act and the requirements contained in the Chapter 

pertaining to preferential allotment in SEBI guidelines which inter -  alia include pricing, disclosures 

in notice etc.  

Classification of Issues  

 

 

2 .3  W HAT IS MEAN T BY I SSUE PRICE ? 

The price at which a companyôs shares are offered initially in the primary market is called as the 

Issue price. When they begin to be traded, the market price may be above or below the issue 

price. Students can follow trades of public iss ues on the NSE website to see whether the security is 

being traded above or below the issue price.  

2 .3.1  What is meant by Market Capitalisation?  

The market value of a quoted company, which is calculated by multiplying its current share price 

(market price ) by the number of shares in issue is called as market capitalization. E.g. Company A 

has 120 million shares in issue. The current market price is Rs. 100. The market capitalisation of 

company A is Rs. 12000 million.  

2 .3.2  What is the difference between pu blic issue and private placement?  

When an issue is not made to only a select set of people but is open to the general public and any 

other investor at large, it is a public issue. But if the issue is made to a select set of people, it is 

called private pla cement. As per Companies Act, 2013, an issue becomes public if it results in 

allotment to 50 persons or more. This means an issue can be privately placed where an allotment 

is made to less than 50 persons excluding Qualified Institutional Buyers and Employ ee Stock 

Options.  
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2 .4  W HAT IS AN I NITIAL PUBLIC OFFER (IPO)?  

An Initial Public Offer (IPO) is the selling of securities to the public in the primary market. It is 

when an unlisted company makes either a fresh issue of securities or an offer for sale of it s existing 

securities or both for the first time to the public. This paves way for listing and trading of the 

issuerôs securities. The sale of securities can be either through book building or through normal 

public issue.  

2 .4.1  Who decides the price of an issue?  

Indian primary market ushered in an era of free pricing in 1992. Following this, the guidelines have 

provided that the issuer in consultation with Merchant Banker shall decide the price. There is no 

price formula stipulated by SEBI. SEBI does not pl ay any role in price fixation. The company and 

merchant bankers are however required to give full disclosures of the parameters which they had 

considered while deciding the issue price. There are two types of issues, one where company and 

Lead Merchant Ban ker fix a price (called fixed price) and other, where the company and the Lead 

Manager (LM) stipulate a floor price or a price band and leave it to market forces to determine the 

final price (price discovery through book building process). Nowadays, all is sues are normally done 

through the book built route. However, the fixed price route has been kept open to allow small and 

medium enterprises to offer shares on the SME platform of the exchanges.  

2 .4.2  What does óprice discovery through Book Building Processô mean? 

Book Building is basically a process used in IPOs for efficient price discovery. It is a mechanism 

where, during the period for which the IPO is open, bids are collected from investors at various 

prices, which are above or equal to the floor price . The offer price is determined after the bid 

closing date.  

2 .4.3  What is the main difference between offer of shares through book building and 

offer of shares through normal public issue?  

Price at which securities will be allotted is not known in case of offer of shares through Book 

Building while in case of offer of shares through normal public issue, price is known in advance to 

investor. Under Book Building, investors bid for shares at the floor price or above and after the 

closure of the book building process the price is determined for allotment of shares.  

In case of Book Building, the demand can be known everyday as the book is being built. But in 

case of the public issue the demand is known at the close of the issue.  

2 .4.4  What is Cut - Off Price?  

In a  Book building issue, the issuer is required to indicate either the price band or a floor price in 

the prospectus. The actual discovered issue price can be any price in the price band or any price 

above the floor price. This issue price is called ñCut-Off Priceò. The issuer and lead manager decides 

this after considering the book and the investorsô appetite for the stock 

2 .4.5  What is the floor price in case of book building?  

Floor price is the minimum price at which bids can be made.  

2 .4.6  What is a Price Band in a book built IPO?  

The prospectus may contain either the floor price for the securities or a price band within which the 

investors can bid. The spread between the floor and the cap of the price band shall not be more 

than 20%. In other words, it mea ns that the cap should not be more than 120% of the floor price. 

The price band can have a revision and such a revision in the price band shall be widely 

disseminated by informing the stock exchanges, by issuing a press release and also indicating the 

chan ge on the relevant website and the terminals of the trading members participating in the book 
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building process. In case the price band is revised, the bidding period shall be extended for a 

further period of three days, subject to the total bidding period not exceeding ten days.  

2 .4.7  Who decides the Price Band?  

It may be understood that the regulatory mechanism does not play a role in setting the price for 

issues. It is up to the company to decide on the price or the price band, in consultation with 

Mercha nt Bankers.  

2 .4.8  What is minimum number of days for which a bid should remain open during 

book building?  

The Book should remain open for a minimum of 3 days.  

2 .4.9  Can open outcry system be used for book building?  

No. As per SEBI, only electronically link ed transparent facility is allowed to be used in case of book 

building. The bids are submitted online only so that the total amount bid for is always transparently 

known. This facility/platform is provided by the exchanges.  

2 .4.10  Can the individual invest or use the book building facility to make an application?  

Yes.  

2 .4.11  How does one know if shares are allotted in an IPO/offer for sale? What is the 

timeframe for getting refund if shares not allotted?  

As per SEBI (Issue of Capital and Disclosure Requirem ents) Regulations, 2009 the Basis of 

Allotment should be completed with 4 working days from the issue close date. As soon as the basis 

of allotment is completed, within a working day the details of credit to demat account / allotment 

advice and despatch of  refund order needs to be completed. So an investor should know in about 5 

working days time from the closure of issue, whether shares are allotted to him or not.  

2 .4.12  What is ASBA?  

ASBA means ñApplication Supported by Blocked Amountò. ASBA is an application containing an 

authorization to block the application money in the bank account, for subscribing to an issue. If an 

investor is applying through ASBA, his application money shall be debited from the bank account 

only if his/her application is selected  for allotment after the basis of allotment is finalized, or the 

issue is withdrawn/failed.  

Under ASBA facility, investors can apply in any public/ rights issues by using their bank account. 

Investor submits the ASBA form (available at the designated branc hes of the banks acting as Self 

Certified Syndicated Banks (SCSBs)) after filling the details like name of the applicant, PAN 

number, demat account number, bid quantity, bid price and other relevant details, to their banking 

branch by giving an instruction  to block the amount in their account. In turn, the bank will upload 

the details of the application in the bidding platform. Investors shall ensure that the details that are 

filled in the ASBA form are correct otherwise the form is liable to be rejected.  

From 1 st  January 2016, it is mandatory that all public issues are subscribed through ASBA only.  

2 .4.13  How long does it take to get the shares listed after issue?  

It takes 6 working days after the closure of the book built issue.  

2 .4.14  What is the role of  a óRegistrarô to an issue? 

The Registrar finalizes the list of eligible allottees after deleting the invalid applications and ensures 

that the corporate action for crediting of shares to the demat accounts of the applicants is done 
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and the dispatch of ref und orders to those applicable are sent. The Lead Manager coordinates with 

the Registrar to ensure follow up so that that the flow of applications from collecting bank 

branches, processing of the applications and other matters till the basis of allotment i s finalized, 

dispatch security certificates and refund orders completed and securities listed.  

2 .4.15  Does NSE provide any facility for IPO?  

Yes. NSEôs electronic trading network spans across the country providing access to investors in 

remote areas. NSE d ecided to offer this infrastructure for conducting online IPOs through the Book 

Building process. NSE operates a fully automated screen based bidding system called NEAT IPO 

that enables trading members to enter bids directly from their offices through a so phisticated 

telecommunication network.  

Book Building through the NSE system offers several advantages:  

The NSE system offers a nationwide bidding facility in securities  

It provides a fair, efficient & transparent method for collecting bids using the latest  electronic 

trading systems  

Costs involved in the issue are far less than those in a normal IPO  

The system reduces the time taken for completion of the issue process  

The IPO market timings are from 10.00 a.m. to 5.00 p.m.  

2 .5  W HAT IS A PROSPECTUS ? 

A large number of new companies float public issues. While a large number of these companies are 

genuine, a few may want to exploit the investors. Therefore, it is very important that an investor 

before applying for any issue identifies future potential of a compa ny. A part of the guidelines 

issued by SEBI (Securities and Exchange Board of India) is the disclosure of information to the 

public. This disclosure includes information like the reason for raising the money, the way money is 

proposed to be spent, the retu rn expected on the money etc. This information is in the form of 

óProspectusô which also includes information regarding the size of the issue, the current status of 

the company, its equity capital, its current and past performance, the promoters, the proje ct, cost 

of the project, means of financing, product and capacity etc. It also contains lot of mandatory 

information regarding underwriting and statutory compliances. This helps investors to evaluate 

short term and long term prospects of the company.  

2 .5.1  What does Draft Offer documentô mean? 

óOffer documentô means Prospectus in case of a public issue or offer for sale and Letter of Offer in 

case of a rights issue which is filed with the Registrar of Companies (ROC) and Stock Exchanges 

(SEs). An offer docu ment covers all the relevant information to help an investor to make his/her 

investment decision.  

óDraft Offer documentô means the offer document in draft stage. The draft offer documents are filed 

with SEBI, at least 30 days prior to the registration of r ed herring prospectus or prospectus with 

ROC. SEBI may specify changes, if any, in the draft Offer Document and the issuer or the lead 

merchant banker shall carry out such changes in the draft offer document before filing the Offer 

Document with ROC. The D raft Offer Document is available on the SEBI website for public 

comments for a period of 21 days from the filing of the Draft Offer Document with SEBI.  

Red Herring Prospectus is a prospectus, which does not have details of either price or number of 

shares  being offered, or the amount of issue. This means that in case price is not disclosed, the 

number of shares and the upper and lower price bands are disclosed.  

2 .5.2  What is an óAbridged Prospectusô? 
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óAbridged Prospectusô is a shorter version of the Prospectus and contains all the salient features of 

a Prospectus. It accompanies the application form of public issues.  

2 .5.3  Who prepares the óProspectusô/ôOffer Documentsô? 

Generally, the public issues of companies are handled by óMerchant Bankersô who are res ponsible 

for getting the project appraised, finalizing the cost of the project, profitability estimates and for 

preparing of óProspectusô. The óProspectusô is submitted to SEBI for its approval. 

2 .5.4  What does one mean by óLock-inô? 

óLock-inô indicates a freeze on the sale of shares for a certain period of time. SEBI guidelines have 

stipulated lock - in requirements on shares of promoters mainly to ensure that the promoters or 

main persons, who are controlling the company, shall continue to hold some minimum  percentage 

in the company after the public issue.  

2 .6  W HAT IS MEANT BY óLISTING OF SECURITIES ô? 

Listing means admission of securities of an issuer to trading privileges (dealings) on a stock 

exchange through a formal agreement. The prime objective of admi ssion to dealings on the 

exchange is to provide liquidity and marketability to securities, as also to provide a mechanism for 

effective control and supervision of trading. In other words, listed securities can be traded on the 

stock exchanges where they ar e listed. After the allotment and on the listing day, a listing 

ceremony is performed where the shares open for trading.  

2 .6.1  What is a óListing Agreementô? 

At the time of listing securities of a company on a stock exchange, the company is required to 

ent er into a listing agreement with the exchange. The listing agreement specifies the terms and 

conditions of listing and the disclosures that shall be made by a company on a continuous basis to 

the exchange.  

2 .6.2  What does óDelisting of securitiesô mean? 

The term ñDelisting of securitiesô means permanent removal of securities of a listed company from 

a stock exchange. As a consequence of delisting, the securities of that company would no longer be 

traded at that stock exchange.  

2 .7  W HAT IS SEBIôS ROLE IN AN I SSUE ? 

Any company making a public issue or a listed company making a rights issue of value of more 

than Rs 50 lakhs is required to file a draft offer document with SEBI for its observations. The 

company can proceed further on the issue only after getting observations from SEBI. The validity 

period of SEBIôs observation letter is three months only i.e. the company has to open its issue 

within three months period after the observations are issued by SEBI.  

2 .7.1  Does it mean that SEBI recommends an issue?  

SEBI does not recommend any issue nor does it take any responsibility either for the financial 

soundness of any scheme or the project for which the issue is proposed to be made or for the 

correctness of the statements made or opinions expressed in the offer d ocument. SEBI mainly 

scrutinizes the issue for seeing that adequate disclosures are made by the issuing company in the 

prospectus or offer document.  

2 .7.2  Does SEBI tag make oneôs money safe? 

The investors should make an informed decision purely by themsel ves based on the contents 

disclosed in the offer documents. SEBI does not associate itself with any issue/issuer and should in 
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no way be construed as a guarantee for the funds that the investor proposes to invest through the 

issue. However, the investors a re generally advised to study all the material facts pertaining to the 

issue including the risk factors before considering any investment. They are strongly warned 

against relying on any ótipsô or news through unofficial means. 

2 .8  FOREIGN CAPITAL I SSUANCE  

2 .8.1  Can companies in India raise foreign currency resources?  

Yes. Indian companies are permitted to raise foreign currency resources through two main sources: 

a) issue of foreign currency convertible bonds more commonly known as FCCBs and b) issue of 

ordinary shares through depository receipts namely óGlobal Depository Receipts (GDRs)/American 

Depository Receipts (ADRs)ô to foreign investors i.e. to the institutional investors or individual 

investors.  

2 .8.2  What is an American Depository Receipt?  

An Amer ican Depositary Receipt (ñADRò) is a physical certificate evidencing ownership of American 

Depositary Shares (ñADSsò). The term is often used to refer to the ADSs themselves. 

2 .8.3  What is an ADS?  

An American Depositary Share (ñADSò) is a U.S. dollar denominated form of equity ownership in a 

non -U.S. company. It represents the foreign shares of the company held on deposit by a custodian 

bank in the companyôs home country and carries the corporate and economic rights of the foreign 

shares, subject to the ter ms specified on the ADR certificate.  

One or several ADSs can be represented by a physical ADR certificate. The terms ADR and ADS are 

often used interchangeably.  

ADSs provide U.S. investors with a convenient way to invest in overseas securities and to trade  

non -U.S. securities in the U.S. ADSs are issued by a depository bank, such as JPMorgan Chase 

Bank. They are traded in the same manner as shares in U.S. companies, on the New York Stock 

Exchange (NYSE) and the American Stock Exchange (AMEX) or quoted on NA SDAQ and the over -

the -counter (OTC) market.  

Although ADSs are U.S. dollar denominated securities and pay dividends in U.S. dollars, they do 

not eliminate the currency risk associated with an investment in a non -U.S. company.  

2 .8.4  What is meant by Global D epository Receipts?  

Global Depository Receipts (GDRs) may be defined as a global finance vehicle that allows an issuer 

to raise capital simultaneously in two or markets through a global offering. GDRs may be used in 

public or private markets inside or outs ide the US. The term GDR, though, normally applies to 

issues outside the US. GDR, a negotiable certificate usually represents companyôs traded 

equity/debt. The underlying shares correspond to the GDRs in a fixed ratio say 1 GDR=10 shares.  

2 .8.5  What is mea nt by Foreign Currency Convertible Bonds?  

As per definition given by RBI, óForeign Currency Convertible Bondô (FCCB) means a bond issued by 

an Indian company expressed in foreign currency, and the principal and interest in respect of which 

is payable in fo reign currencyô. These are bonds that are convertible to equity after a certain period 

of time at the option of the bond holder. These are issued in the international markets by Indian 

companies.  

 

 



23  
 

2.9  I NTRODUCTION  

2 .9 .1  What is meant by Secondary market?  

Secondary market refers to a market where securities are traded after being initially offered to the 

public in the primary market and/or listed on the Stock Exchange. Majority of the trading in 

securities markets is carried out in the secondary market. It  is a market where seller and buyers 

meet directly and the issuer does not meet the investor as it is listed securities that are bought and 

sold. Secondary market comprises of equity markets and debt markets.  

2 .9 .2  What is the role of the Secondary Market?  

For the general investor, the secondary market provides an efficient platform for trading of his 

securities. For the management of the company, secondary equity markets serve as a monitoring 

and control conduit ðby facilitating value -  enhancing control act ivities, enabling implementation of 

incentive -based management contracts, and aggregating information (via price discovery) that 

guides management decisions. Secondary markets are regulated markets where all transactions 

are carried out through stock excha nges. Hence it is a safe platform for investors. And listed 

companies have to abide by stringent rules and regulations which acts as a quality control on 

them.  

2 .9 .3  What is the difference between the Primary Market and the Secondary Market?  

In the primary  market, securities are offered to public for subscription for the purpose of raising 

capital or fund. Here, the investors and issuers are in direct contact for purchase and sale of 

securities. Secondary market is an equity trading venue in which already e xisting/pre - issued 

securities are traded among investors. Here, only the investors are in contact with each other and 

there is no contact between issuers and investors for purchase and sale of securities. Secondary 

market could be either auction or dealer market. While stock exchange is the part of an auction 

market, Over - the -Counter (OTC) is a part of the dealer market.  

2 .10  STOCK EXCHANGE  

2 .10 .1  What is the role of a Stock Exchange in buying and selling shares?  

The stock exchanges in India, under the over all supervision of the regulatory authority, the 

Securities and Exchange Board of India (SEBI), provide a trading platform, where buyers and 

sellers can meet to transact in securities. The trading platform provided by NSE is an electronic one 

and there is no need for buyers and sellers to meet at a physical location to trade. They can trade 

through the computerized trading screens available with the NSE trading members or the internet 

based trading facility provided by the trading members of NSE.  

2 .10 .2  Wha t is Demutualisation of stock exchanges?  

Demutualisation refers to the legal structure of an exchange whereby the ownership, the 

management and the trading rights at the exchange are segregated from one another.  

2 .10 .3  How is a demutualised exchange diffe rent from a mutual exchange?  

In a mutual exchange, the three functions of ownership, management and trading are concentrated 

into a single Group. Here, the broker members of the exchange are both the owners and the 

traders on the exchange and they further manage the exchange as well. This at times can lead to 

conflicts of interest in decision making. A demutualised exchange, on the other hand, has all these 

three functions clearly segregated, i.e. the ownership, management and trading are in separate 

hands.  
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2.11 DEPOSITORY  

2.11.1  HOW IS A DEPOSITORY S IMILAR TO A BANK ? 

A Depository can be compared with a bank, which holds the funds for depositors. An analogy 

between a bank and a depository may be drawn as follows:  

BANK  DEPOSITORY  

Holds funds in an account  Hold securities in an account  

Transfers funds between accounts on the 

instruction of the account holder  
Transfers securities between accounts on 

the instruction of the account holder.  

Facilitates transfers without  

having to handle money  
Facilitates transf ers of ownership  

without having to handle securities.  

Facilitates safekeeping of  

Money  
Facilitates safekeeping of shares.  

2 .11.2  W HICH ARE THE DEPOSIT ORIES IN I NDIA ? 

There are two depositories in India which provide dematerialization of securities. The N ational 

Securities Depository Limited (NSDL) and Central Depository Services (India) Limited (CDSL).  

1 .  What are the benefits of participation in a depository?  

The benefits of participation in a depository are:  

Å Immediate transfer of securities  

Å No stamp du ty on transfer of securities  

Å Elimination of risks associated with physical certificates such as bad delivery, fake securities, 

etc.  

Å Reduction in paperwork involved in transfer of securities  

Å Reduction in transaction cost  

Å Ease of nomination facility  

Å Change in address recorded with DP gets registered electronically with all companies in which 

investor holds securities eliminating the need to correspond with each of them separately  

Å Transmission of securities is done directly by the DP eliminating co rrespondence with 

companies  

Å Convenient method of consolidation of folios/accounts  

Å Holding investments in equity, debt instruments and Government securities in a single 

account; automatic credit into demat account, of shares, arising out of 

split/consol idation/merger etc.  

2 .  Who is a Depository Participant (DP)?  

The Depository provides its services to investors through its agents called depository participants 

(DPs). These agents are appointed by the depository with the approval of SEBI. According to SEBI 

regulations, amongst others, three categories of entities, i.e. Banks, Financial Institutions and SEBI 

registered trading members can become DPs. Normally brokers and banks themselves offer DP 

services in order to provide all services to the investors throu gh a single window.  
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3 .  Does one need to keep any minimum balance of securities in his account with his 

DP?  

No. The depository has not prescribed any minimum balance. You can have zero balance in your 

account.  

4 .  What is an ISIN?  

ISIN (International Securities Id entification Number) is a unique identification number for a 

security.  

5 .  What is a Custodian?  

A Custodian is basically an organisation, which helps register and safeguard the securities of its 

clients. Besides safeguarding securities, a custodian also keeps track of corporate actions on behalf 

of its clients. A custodian is also responsible for the following functions:  

Å Maintaining a clientôs securities account 

Å Collecting the benefits or rights accruing to the client in respect of securities  

Å Keeping the client informed of the actions taken or to be taken by the issue of securities, 

having a bearing on the benefits or rights accruing to the client.  

6 .  How can one convert physical holding into elec tronic holding i.e. how can one 

dematerialise securities?  

In or der to dematerialise physical securities one has to fill in a Demat Request Form (DRF) which is 

available with the DP and submit the same along with physical certificates one wishes to 

dematerialise. Separate DRF has to be filled for each ISIN number.  

7 .  Can odd lot shares be dematerialised?  

Yes, odd lot share certificates can also be dematerialised.  

8 .  Do dematerialised shares have distinctive numbers?  

Dematerialised shares do not have any distinctive numbers. These shares are fungible, which 

means that all the holdings of a particular security will be identical and interchangeable.  

9 .  Can electronic holdings be converted into Physical certificates?  

Yes. The process is called Rematerialisation. If one wishes to get back your securities in the 

physical form one has t o fill in the Remat Request Form (RRF) and request your DP for 

rematerialisation of the balances in your securities account.  

10 .  Can one dematerialise his debt instruments, mutual fund units, Government 

securities in his demat account?  

Yes. You can demateriali se and hold all such investments in a single demat account.  

POINTS TO REMEMBER  

Secondary markets, as opposed to primary markets, are regulated markets for dealing in listed 

securities. Here, the investors buy and sell between themselves and there is no con tact between 

investor and issuer. Stock exchanges are the medium through which these transactions take place. 

NSE has an online platform, NEAT, which facilitates such trading. Only brokers can trade on stock 
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exchanges. The investor can place the trades thr ough brokers by direct meeting, email, internet, 

sms or phone. The trade is confirmed through a contract note. There are certain precautions that 

an investor must take before investing. The securities traded here include equity, bonds, mutual 

fund units an d derivatives. It is advisable to have a diversified portfolio, investing in different asset 

classes.  

 

Primary markets are markets for first issue of securities. Primary issues can be either public issues 

or private placements. The price of issues can be e ither fixed or found out through book building. 

The chief intermediaries in primary markets are the merchant bankers who lead the company 

through public issues. SEBI also allows foreign issuances by way of American and Global 

Depository Receipts and Foreig n Currency Convertible Bonds. Public issues are monitored by SEBI 

and made through issue of prospectus. Once the issue is completed, the securities are listed on a 

stock exchange.  

Depositories hold securities in the accounts of the investors or beneficiari es. These are only for 

dematerialised securities. The depositories hold these through their depository participants. All 

securities can be dematerialised. The demat securities do not have distinctive numbers. They are 

fungible, i.e., every security is like  every other security. Custodians helps register and safeguard 

the securities of its clients.  

 

2 .12  STOCK TRADING  

2 .12 .1  What is Screen Based Trading?  

The trading on stock exchanges in India used to take place through open outcry without use of 

information  technology for immediate matching or recording of trades. This was time consuming 

and inefficient. This imposed limits on trading volumes and efficiency. In order to provide 

efficiency, liquidity and transparency, NSE introduced a nationwide, on - line, ful ly -automated screen 

based trading system (SBTS) where a member can punch into the computer the quantities of a 

security and the price at which he would like to transact, and the transaction is executed as soon 

as a matching sell or buy order from a counter  party is found.  

 

2 .12 .2  What is NEAT?  

NSE is the first exchange in the world to use satellite communication technology for trading. Its 

trading system, called National Exchange for Automated Trading (NEAT), is a state of - the -art client 

server based applic ation. At the server end all trading information is stored in an in -memory 

database to achieve minimum response time and maximum system availability for users. It has 

uptime record of 99.7%. For all trades entered into NEAT system, there is uniform respons e time of 

less than one second.  
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2 .12 .3  How to place orders with the broker?  

You may go to the brokerôs office or place an order on the phone/internet/SMS or as defined in the 

Model Agreement, which every client needs to enter into with his or her broker.  

2 .12 .4  How does an investor get access to internet based trading facility?  

There are many brokers of the NSE who provide internet based trading facility to their clients. 

Internet based trading enables an investor to buy/sell securities through internet whi ch can be 

accessed from a computer at the investorôs residence or anywhere else where the client can access 

the internet. Investors need to get in touch with an NSE broker providing this service to avail of 

internet based trading facility. The investor is provided with a user name and password with which 

he can login to the brokerôs website and place his orders. Only on such login will the broker accept 

the order for security reasons.,  

2 .12 .5  What are the other means of trading?  

While personally meeting the  broker and placing the order and phone trading have been in 

existence for some time, nowadays, the brokers allow trading through SMS as well. Again there are 

security measures like using registered phone or cell number, password usage and identification 

through security questions.  

2 .12 .6  What is a Contract Note?   

A contract Note is a confirmation of trades done on a particular day on behalf of the client by a 

trading member. It imposes a legally enforceable relationship between the client and the trading 

member with respect to purchase/sale and settlement of trades. It also helps to settle 

disputes/claims between the investor and the trading member. It is a prerequisite for filing a 

complaint or arbitration proceeding against the trading member in case of a dispute. A valid 

contract note should be in the prescribed form, contain the details of trades, stamped with 

requisite value and duly signed by the authorized signatory. Contract notes are kept in duplicate, 

the trading member and the client should keep one copy each. After verifying the details contained 

therein, the client keeps one copy and returns the second copy to the trading member duly 

acknowledged by him.  

2.12 .7  What details are required to be mentioned on the contract note issued by the 

stock br oker?  

A broker has to issue a contract note to clients for all transactions in the form specified by the 

stock exchange. The contract note inter -alia should have following:  

Å Name, address and SEBI Registration number of the Member broker.  

Å Name of partne r/proprietor/Authorised Signatory.  

Å Dealing Office Address/Tel. No./Fax no., Code number of the member given by the Exchange.  

Å Contract number, date of issue of contract note, settlement number and time period for 

settlement.  

Å Constituent (Client) name/ Code Number.  

Å Order number and order time corresponding to the trades.  

Å Trade number and Trade time.  

Å Quantity and kind of Security bought/sold by the client.  

Å Brokerage and Purchase/Sale rate.  

Å Service tax rates, Securities Transaction Tax and any ot her charges levied by the broker.  
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Å Appropriate stamps have to be affixed on the contract note or it must be mentioned that the 

consolidated stamp duty is paid.  

Å Signature of the Stock broker/Authorized Signatory.  

A sample contract note is given below for  reference:  

 

2 .12 .8  What is the maximum brokerage that a broker can charge?  

The maximum brokerage that can be charged by a broker from his clients as commission cannot be 

more than 2.5% of the value mentioned in the respective purchase or sale note. Howev er, it is 

upto the broker to charge less and many also do so. Hence, SEBI only prescribes the maximum 

brokerage chargeable and not the minimum.  

2 .12 .9  Why should one trade on a recognized stock exchange only for buying/selling 

shares?  

An investor does not get any protection if he trades outside a stock exchange. Trading at the 

exchange offers investors the best prices prevailing at the time in the market, lack of any counter -

party risk which is assumed by the clearing corporation, access to investor grievan ce and redressal 

mechanism of stock exchanges, protection upto a prescribed limit, from the Investor Protection 

Fund etc. It is also mandatory by the SCRA that any trades on a stock exchange are to be routed 

through brokers only. The investor grievance red ressal mechanism can be activated only if the 

investor transacts through a broker on a recognised stock exchange and not one on one.  

2 .12 .10  How to know if the broker or sub broker is registered?  

One can confirm it by verifying the registration certificate  issued by SEBI. A brokerôs registration 

number begins with the letters óINBô and that of a sub broker with the letters óINSô. SEBI website 

carries the list of registered brokers and sub brokers. Hence, registration can be verified there also.  


