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Recent policy changes in the Financial Services Sector

Keeping in view the changing landscape in the financial sector, we have prepared highlights of some of the key regulatory developments
across the financial services spectrum during the period July 2009 to February 2010.

RBI 04
Introduction of Advanced Approaches of Basel || Framework in India — Time Schedule 04
Memorandum of Instructions governing money changing activities 06

Prudential Guidelines on Capital Adequacy and Market Discipline

- Implementation of the New Capital Adequacy Framework (NCAF) 06
Policy Guidelines for issuance and operation of Prepaid Payment Instruments in India 06
Investment Portfolio of Primary Dealers-Relaxation in the existing norms 06
Exchange Traded Interest Rate Futures 07
Guidelines on Exchange Traded Interest Rate Derivatives 08
Cash Management Bills eligible as SLR Securities 08
Stand-alone Primary Dealers - Increase in Call/Notice Money Borrowing Limit 08
Stand-alone Primary Dealers (PDs) — Enhancement of Minimum Net Owned Funds (NOFs) 08
Issue of Subordinated Debt for Raising Tier |l Capital 09
Guidelines on Classification of Exposures as Commercial Real Estate (CRE) Exposures 09

Know Your Customer (KYC) norms / Anti-Money Laundering (AML) standards/Combating of

Financing of Terrorism (CFT)/Obligation of banks under PMLA, 2002 1
Fraud Risk Management System in banks — Role of Chairmen / Chief Executive Officers 12
Requirement for obtaining prior approval of RBI in cases of acquisition / transfer of control of NBFCs accepting deposits 12
Introduction of Interest Rate Futures- NBFCs 12

Prudential Norms on Income Recognition, Asset Classification, and provisioning pertaining to Advances

— Computation of Non Performing Assets (NPA) Levels 12
Exposure to Real Estate Sector - Assessment of Group Risk 13

Foreign Exchange Management (Acquisition and transfer of Immovable Property in India)

(Second Amendment) Regulations, 2009 13
Draft guidelines on issuance of Non-Convertible Debentures (NCDs) of maturity less than one year 14
Provisioning Requirement for Standard Assets 15
Maintenance of Credit Reserve Ratio (CRR) on Exempted Categories 15
Foreign Exchange Management (Foreign Exchange Derivative Contracts) (Second Amendment) Regulations 2009 16

Foreign Exchange Management (Transfer or issue of security by a person Resident outside India)
(Amendment) Regulations, 2009 16



RBI issues final guidelines on Over the Counter (OTC) foreign exchange derivatives

Know Your Client Guidelines/Anti-Money Laundering Standards

Prevention of Money Laundering Act, 2002 (PMLA) — Obligations of NBFCs in terms of Rules notified
Marketing/distribution of Mutual Fund (MF)/insurance etc, products by banks

Directions for opening and operation of accounts and settlement of payments for electronic payment

transactions involving intermediaries

Financial Inclusion by Extension of Banking Services — Use of Business Correspondents (BC)

Relaxations in Branch Authorisation Policy

Capital Adequacy — Risk weightage on lending through Collateralized Borrowing and Lending Obligation (CBLO)
Waiver of trade confirmation in Government Securities transactions in Over the Counter (OTC) market

External Commmercial Borrowings (ECB) Policy

Establishment of Branch (BO) / Liaison offices (LO) in India by Foreign Entities — Delegation of Powers

Banks’ Exposure to Capital Market —Loans extended by banks to Mutual Funds and Issue of

Irrevocable Payment Commitments (IPCs)
Mobile Banking Transactions in India — Operative Guidelines for Banks

Establishment of Branch Office (BO)/Liaison Office (LO) in India by Foreign Entities —
Eligibility Criteria and Procedural Guidelines

Disclosure in Balance Sheet — Bancassurance Business

Introduction of repo in corporate bonds

Retail Issue of Subordinated Debt for Raising Tier Il Capital

Remittance of Salary — Relaxation

Section 42(1) of the Reserve Bank of India Act 1934 — Maintenance of CRR
Compliance with FDI norms-Half yearly certificate from Statutory Auditors of NBFCs

Master Circular - Prudential Guidelines on Capital Adequacy and Market Discipline —

New Capital Adequacy Framework (NCAF)

Guidelines on base rate for banks

Draft guidelines on The Standardised Approach (TSA) for calculating operational risk capital charge
Infrastructure Finance Companies

Risk weights and exposure norms of Banks to Infrastructure Finance Companies

External Commercial Borrowings (ECB) Policy — Liberalisation

20

21

21

22

23

24

24

VA

25

25

27

27

28

28

28

28

30

30

31

32



SEBI

Revision of fees payable by Custodians, Flls, FVCls, Mutual Funds, etc

Firmm commitment requirement for registration as Foreign Venture Capital Investors
Amendments to SEBI (Disclosure and Investor Protection) Guidelines, 2000
Application Supported by Blocked Amount (ASBA) process

Interpretative circular under regulation 5 of the Securities and Exchange Board of India
(Substantial Acquisition of Shares and Takeovers) Regulations 1997 - Applicability of

provisions of regulation 11 (2) thereof, as amended on 30 October 2008

Exit load - Parity among all classes of unit holders

Compliance with Regulation 16(8) of SEBI (Portfolio Managers) Regulations, 1993

Systems Audit of Mutual Funds

Revision of transaction charges by the stock exchanges

Market Access through Authorised Persons

Facilitating transactions in Mutual Fund schemes through the Stock Exchange infrastructure
Applications Supported by Blocked Amount (ASBA) facility in public issues and rights issues
PAN requirement for transmission of shares in physical form

Valuation of Debt and Money Market Instruments

Standard warning in Advertisements by Mutual Funds

IRDA

Report of IRDA Committee for Evaluation of Performance of Third Party Administrators (TPA)
Guidelines on Corporate Governance for Insurance Sector

Role of Appointed Actuaries

Requirement of Permanent Account Number (‘PAN’) for Insurance Products

Public Disclosures by Insurers

33
33
34
34

35

35
35
36
36
36
37
37
37
38
38

38

5
39
39
39
40

40



provided that income-tax chargeable under the Income-tax Act, 1961 is paid on the entire

salary as accrued in India.

A citizen of a foreign state resident in India being in employment with a company
incorporated in India my open, hold and maintain a foreign currency account with a bank
outside India and remit the whole salary received in India in Indian Rupees, to such
account, for the services rendered to the Indian company, provided that income-tax
chargeable under the Income-tax Act 1961 is paid on the entire salary accrued in India.

Source: A.P. (DIR Series) Circular No. 26 dated 14 January 2010

Section 42(1) of the Reserve Bank of India Act 1934 — Maintenance of CRR
It has been decided to increase the Cash Reserve Ratio (CRR) for Scheduled Commercial

Banks by 75 basis points from 5.00 per cent to 5.75 per cent of their net demand and time

liabilities (NDTL in two stages, effective the fortnights as indicated below:

Effective date CRR on net demand and time liabilities
(i.e. the fortnight beginning from) (per cent)

13 February 2010 5.50

27 February 2010 5.75

Source: DBOD.No.BL.BC.72/22.01.001/2009-10 dated 1 February, 2010

Compliance with FDI norms-Half yearly certificate from Statutory Auditors of NBFCs
All Non-Banking Financial Companies

NBFCs having FDI whether under automatic route or under approval route have to comply
with the stipulated minimum capitalization norms and other relevant terms and conditions,

as amended from time to time under which FDI is permitted.

As such these NBFCs are required to submit a certificate from their Statutory Auditors on
half yearly basis (half year ending September and March) certifying compliance with the
existing terms and conditions of FDI. Such certificate may be submitted not later than one
month from the close of the half year to which the certificate pertains, to the Regional
Office in whose jurisdictions the head office of the company is registered.

Source: DNBS (PD).CC. No. 167 /03.10.01 /2009-10 dated 4 February 2010

Master Circular - Prudential Guidelines on Capital Adequacy and Market Discipline —
New Capital Adequacy Framework (NCAF)

RBI has issued the final prudential guidelines on capital adequacy and market discipline for
the implementation of new capital adequacy framework. The central bank has kept intact
the effective date of implementation for different categories of banks i.e. foreign banks
operating in India and Indian banks having operational presence outside India should adopt
standardized approach (SA) for credit risk and basic indicator approach (BIA) for operational
risk for computing their capital requirements under the revised framework with effect from

31 March 2008.
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All other commercial banks (excluding local area banks and regional rural banks) have to
migrate to these approaches under the revised framework in alignment with them but in
any case not later than 31 March 2009. These banks shall continue to apply the
standardized duration approach (SDA) for computing capital requirement for market risks

under the revised framework, RBI stated.

The RBI has advised banks to have a parallel run of the revised framework with the view to
ensure smooth transition to the revised framework and providing opportunity to banks to

streamline their systems and strategies.

The final guidelines have also outlined the path for migration to other approaches under the
revised framework. Under the final guidelines, banks are required to obtain the prior
approval of the RBI to migrate to the internal rating based approach (IRBA) for credit risk
and the standardized approach (TSA) or the advanced measurement approach (AMA) for
operational risk for computing regulatory capital requirements.

Source: RBI/2009-10/308 DBOD.No.BP.BC. 73 /21.06.001/2009-10 dated 8 February 2010

Guidelines on base rate for banks

RBI has replaced the benchmark prime lending rate (BPLR) with a base rate. The base rate
will be computed after taking into account all costs, including the cost of deposits, the
negative carry on CRR and SLR, overheads and employee expenses. Banks cannot lend to

any category of borrowers below the base rate.

The central bank has said banks may determine their base lending rates taking into account
common elements across all categories of borrowers. Actual lending rates will take into

account the credit risk of a borrower and the product.

Since the base rate will be the minimum rate for all commercial loans, banks are not
permitted to lend below it. Accordingly, the current stipulation of BPLR as the ceiling for
loans up to Rs.200,000 stands withdrawn. It is expected that the deregulation of lending

rates will increase credit flow to small borrowers at reasonable rates.

RBI issued the final guidelines for ready forward contracts, or repo in corporate debt. This
will enable mutual funds, insurance firms and non-banking finance firms to borrow money
by offering corporate bonds as collateral, starting March. A few months ago, it introduced

plain vanilla credit default swaps (CDS) for corporate bonds.

Now double-A and better rated corporate bonds are being made repoable but certificates
of deposit, commercial paper, and non-convertible debentures of less than one-year tenure
will not be eligible for undertaking repos. The maturity of repo deals could range from one
day to one year and they will be settled through clearing platform of stock exchanges
either on T+1 basis or T+2. This means the settlement could be done in two or three
trading days after striking the repo deal. Finally, one will have to keep a margin of at least
25% for such deals. This means a borrower would get only Rs.75 crore after offering
Rs.100 crore worth of corporate bonds. Most market participants are finding the margin
too high. Besides, under RBI guidelines, rollover of repos isn't possible. Ina T+1 system,

for a one-day repo, the borrower deposits the security in a lender’s security account and
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gets cash on the second day and gets back the security on the third day. In the absence of
the rollover facility, the borrower can’t organize funds on the third day even if the money is
needed and must wait till the security comes back to the account. Does this mean that
the repo in corporate bonds will be a flop? No. It will make the financial system more
democratic as the relatively weaker players who cannot access bank funds will be able to
raise money through this route. Also the mutual funds, which are often forced to sell
bonds to meet the redemption pressure, will now be able to generate cash by repoing out

securities.

Besides overnight call money and repo market, there is another market called collateralized
borrowing and lending obligation (CBLO). While the repo is a bilateral deal in which both
parties—the borrower and the lender—are obliged to follow the terms of the contract,
CBLO is a tradable repo in which either side can change the contract by using the trading
screen of Clearing Corporation of India Ltd. In other words, if a borrower has raised seven-
day money through this route by using bonds as collateral, and doesn’t need the funds
after three days, it can snap the contract. This is possible because of the tradable nature of
the instrument. It is similar to any anonymous order matching scheme with real time
information. The CBLO volume has been on the rise. It now accounts for almost 80% of
money market volume in India. Repo in corporate bonds will not change the scene
overnight, but at least a beginning is being made.

Source: Press Release of 2009-2010/1112 dated 10 February 2010

Draft guidelines on The Standardised Approach (TSA) for calculating operational risk
capital charge

The RBI has issued the draft guidelines for implementation of TSA and Alternative
Standardised Approach (ASA) for operational risk. Banks which are interested to migrate to

those Basel Il norms can apply to RBI from 1 April 2010.

The basic methodology of calculation of capital charge for operational risk remains the
same as in case of Basic Indicator Approach, a measure to determine bank's average

annual gross income over the previous three years.

However, in TSA there is a requirement of mapping the activities of a bank into eight
business lines including corporate finance, trading and sales, retail banking, commercial
banking, payment &amp; settlement, agency services, asset management, and retail
brokerage.

Source: Press Release of 2009-2010/1122° dated 11 February 2010

Infrastructure Finance Companies
Presently, there are three categories of NBFCs —asset finance company, Investment

Company and Loan Company, with a 12 per cent capital adequacy ratio requirement.

The ‘Infrastructure Finance Company’ is now added as the fourth category of NBFC

engaged in infrastructure financing with a 15 per cent capital adequacy ratio requirement.

8 Circular DBOD BP. BC. 23/21.06.001/2009-10
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Existing NBFCs that meet the eligibility criteria specified below for an Infrastructure
Finance Company may apply to the Central Bank for revision of their Certificate of

Registration as NBFC-ND-IFC.

What is an ‘Infrastructure Finance Company’?
An Infrastructure Finance Company is defined as a non-deposit taking non-banking
finance company, which deploys at least 75 per cent of its total assets in

infrastructure loans.

Widening and narrowing the scope of Infrastructure Lending

The definition of the term ‘infrastructure loan’ given in paragraph 2(1)(vii) of the Non-
Banking Financial (Non-Deposit Accepting or Holding) Companies Prudential Norms
(Reserve Bank) Directions, 2007° has been expanded to include ‘laying down and/or
maintenance of gas, crude oil and petroleum pipelines’ and contracted to exclude

‘construction of educational institutions and hospitals.

What are the eligible criteria for an Infrastructure Finance Company?

An Infrastructure Finance Company shall: (i) not accept deposits from the public; (ii)
have NOF of at least Rs. 3,000 million; (iii) have a minimum credit rating ‘A", or
equivalent of CRISIL, FITCH, CARE, ICRA, or equivalent rating by any other accredited
rating agencies; and (iv) have a CRAR of 15 per cent (with a minimum Tier | capital of

10 per cent).
What are the credit/investment exposure limits for an Infrastructure Finance
Company for infrastructure loans?

The present and revised norms are tabulated below.

Subject ‘ Single Party

Present Norms

Additional
Exposure for SI ND
IFC

Present Norms

Additional
Exposure for SI ND
IFC

Credit Exposure 15% 10% 25% 15%
Investments 15% 25% -
Credit-Investment combined 25% 5% 40% 10%

Source: RBI/2009-10/316 DNBS.PD.CC No. 168/03.02.089/2009-10 dated 12 February 2010 and Notification No. DNBS. 213/CGM(ASR)-2010 dated 12 February

2010

Risk weights and exposure norms of Banks to Infrastructure Finance Companies
To boost infrastructure funding, the Central Bank has said that banks may assume
exposures to the IFCs up to 20 per cent of bank’s capital funds as per its last audited
balance sheet provided the exposure in excess of 15 per cent is on account of funds

on-lent by the IFC to the infrastructure sector.
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Bank’'s exposures to NBFC-IFCs will henceforth be risk weighted as per the ratings
assigned to the latter by the rating agencies registered with SEBI and accredited by
the Central Bank.

Source: RB1/2009-10/317 DBOD.No.BP.BC. 74/21.04.172/2009-10 dated 12 February 2010

External Commercial Borrowings (ECB) Policy - Liberalisation
It has been decided to delegate powers to the designated AD category-I banks to
approve the following requests from the ECB borrowers, subject to specified

conditions.

Changes/modifications in the drawdown/repayment schedule

Designated AD Category | banks may approve changes/modifications in the
drawdown/repayment schedule of the ECBs already availed, both under the
approval and the automatic routes, subject to the condition that the average
maturity period, as declared while obtaining the LRN, is maintained. However,
any elongation/rollover in the repayment on expiry of the original maturity of the

ECB would require the prior approval of the Reserve Bank.

Changes in the currency of borrowing
Designated AD banks should, however, ensure that the proposed currency of

borrowing is freely convertible.

Change of the AD bank
Subject to obtaining a No-Objection Certificate (NOC) from the existing

designated AD bank and after due diligence.

Interest Rates on Export Credit in Foreign Currency

It has been decided to reduce the ceiling rate on export credit in foreign currency
by banks to LIBOR plus 200 basis points from the present ceiling rate of LIBOR
plus 350 basis points with immediate effect, subject to the express condition
that the banks will not levy any other charges viz. service charge, management
charge etc except for recovery towards out of pocket expenses incurred. Similar
changes may be effected in interest rates in cases where EURO
LIBOR/EURIBOR has been used as the benchmark. The revision in the rates of

interest would be applicable only to fresh advances.

The ceiling interest rate on the lines of credit with overseas banks has also been
reduced from six months LIBOR/EURO LIBOR/EURIBOR plus 150 basis points
to six months LIBOR/EURO LIBOR/EURIBOR plus 100 basis points with

immediate effect.

Payment of Interest on Savings Bank Account on Daily Product Basis
We advise that payment of interest on savings bank accounts may be made by

banks on a daily product basis with effect from 1 April 2010.

Source: DBOD. No. Dir. BC 77/13.03.00/2009-10 dated February 19, 2010
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SEBI

Revision of fees payable by Custodians, Flis, FVCls, Mutual Funds, etc
SEBI revised the fee being charged under various regulations. The same is tabulated

below:

1 Securities and Exchange Board of India (Custodian of Securities) Regulations, 1996

Annual Fee

[Clause {iii), Part A, Second Schedule)

INR 1 Million or 0.0005% of the “assets under INR 1 Million or 0.00025% of the “assets under
custody” of the custodian of securities, whichever | custody” of the custodian of securities, whichever

is higher. is higher.

2 Securities and Exchange Board of India (Foreign Institutional Investors) Regulations, 1995

Registration fee

[Clause (1) Second Schedule]
Renewal of Registration

[Clause (2) Second Schedule]
Registration of Sub-accounts
[Clause (2C) Second Schedule]
Renewal of Sub-account registration

[Clause (2D) Second Schedule]

US $ 10,000 US $5,000
US $ 10,000 for every block of three years US $ 5,000 for every block of three years
US $2,000 US $ 1,000
US $ 2,000 for every block of three years US $ 1,000 for every block of three years

3 Securities and Exchange Board of India (Foreign Venture Capital Investors) Regulations, 2000

Application Fee
[Second Schedule, Part A]
Registration Fee

[Second Schedule, Part A]

US $5,000 US $2,500

US $ 20,000 US $ 10,000

4 Securities and Exchange Board of India (Mutual Funds) Regulations, 1996

Filing fee for offer documents

[Clause D Item I, Second Schedule]

0.005% of the amount raised in the new fund 0.002% of the amount raised in the new fund
offer, subject to a minimum of INR 100,000 and a offer, subject to a minimum of INR 100,000 and a

maximum of INR 5 Million maximum of INR 5 Million

© 2010 KPMG, an Indian Partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (‘KPMG International”), a Swiss entity. All rights reserved. 33



5 Securities and Exchange Board of India (Stock Brokers and Sub-Brokers) Regulations, 1992

Detail

All sale and purchase transactions in

securities other than debt securities.

All sale and purchase transactions in debt

securities.

[Item 3, Part B, Schedule IlA]

Present

0.0002% of the price at which the securities are
purchased or sold (INR 20 per turnover of INR
10 Million)

0.00005% of the price at which the securities are
purchased or sold (INR 5 per turnover of INR 10
Million)

Revised ‘

0.0001% of the price at which the securities are
purchased or sold (INR 10 per turnover of INR
10 Million)

0.000025% of the price at which the securities are
purchased or sold (INR 2.5 per turnover of INR
10 Million)

Transactions in derivatives segment of a

recognised stock exchange

[Item 2, Schedule V]

0.0002% of turnover (INR 20 per turnover of
INR 10 Million)

0.0001% of turnover (INR 10 per turnover of
INR 10 Million)

Transactions in currency derivative segment

of a recognised stock exchange

[Item 2, Schedule [VA]

0.0002% of turnover (INR 20 per turnover of
INR 10 Million).

0.0001% of turnover (INR 10 per turnover of
INR 10 Million).

Source: SEBI Notification No. LAD-NRO/GN/2009-10/11/167759 dated 29 June 2009

Firm commitment requirement for registration as Foreign Venture Capital Investors

In order to bring parity between domestic Venture Capital Funds and Foreign Venture

Capital Investors (FVCls), SEBI decided that applicants desirous of registering with SEBI as

FVCls, henceforth, shall obtain firm commitment from their investors for contribution of an

amount of at least USD 1 million at the time of submission of applications seeking

registration as FVCls.

Source: IMD/DOF-1/FVCI/CIR. No. 1/2009 dated 3 July 2009

Amendments to SEBI (Disclosure and Investor Protection) Guidelines, 2000

SEBI amended the SEBI (Disclosure and Investor Protection) Guidelines, 2000 in July. The

salient features of the amendments are as below:

Unlisted company making an Initial Public Offering (“IPO") shall list the securities

being issued through the IPO on at least one stock exchange having nationwide

trading terminals.

A shareholder can make an offer for sale of the equity shares if such equity shares

have been held for a period of at least one year as on the date of filing the draft offer

document with SEBI.

In case equity shares which are received on conversion of fully paid compulsorily

convertible securities, including depository receipts, are being offered for sale, the

holding period of such convertible securities as well as that of resultant equity shares

together shall be considered for the purpose of calculation of the eligibility period.

It also introduced the concept of Anchor Investor in public issues through book building

introduced.

Source: SEBI/CFD/DIL/DIP/36/2009/09/07 dated 9 July 2009
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Application Supported by Blocked Amount (ASBA) process

SEBI clarified that for payment of commission in the public issue process, for both types of
applications i.e., whether uploaded by Syndicate Members (Non-ASBA) or by Self Certified
Syndicate Banks (ASBA), should be treated on par and the commission shall be paid
accordingly to Syndicate Members or SCSBs, as the case may be.

Source: SEBI/CFD/DIL/MB/IS/5/2009/05/08 dated 5 August 2009

Interpretative circular under regulation 5 of Board of India (Substantial Acquisition
of Shares and Takeovers) Regulations 1997 - Applicability of provisions of regulation
11 (2) thereof, as amended on 30 October 2008

For removal of difficulties in the interpretation of the second proviso to sub-regulation (2)
of regulation 11 of the SEBI (Substantial Acquisition of Shares and Takeovers) Regulations,

1997 (“SAST Regulations”), SEBI clarified that:

The acquisition, within the limit of five percent (5%) under the second proviso to sub-
regulation (2) of regulation 11, may be made by an acquirer who, together with persons
acting in concert with him, holds fifty five per cent (55%) or more but less than seventy

five per cent (75%) of the shares or voting rights in the target company;

The acquirer together with persons acting in concert with him, holding shares or voting
rights as specified at (a) above, may acquire additional shares or voting rights up to a
maximum of five per cent (5%) voting rights in the target company in one or more
tranches, without any restriction on the time-frame within which the same can be

acquired;

The aforesaid acquisition of five per cent (5%) shall be calculated by aggregating all

purchases, without netting the sales.

Consequent to such acquisition, the percentage of shareholding / voting rights of the
acquirer, together with persons acting in concert with him, in the target company, shall not
increase beyond seventy five per cent (75%). This limit is applicable irrespective of the
level of minimum public shareholding required to be maintained by the target company in
terms of clause 40A of the Listing Agreement.

Source: CFD/DCR/TO/Cir-01/2009/06/08 dated 6 August 2009

Exit load - Parity among all classes of unit holders

All mutual funds were required to comply with SEBI's direction with respect to exit loads
before 24 August 2009. SEBI decided that while charging exit loads, Mutual Funds shall
not make distinction between the unit holders based on the amount of subscription. The
parity among all classes of unit holders in terms of charging exit load shall be made
applicable at the portfolio level.

Source: SEBI/ IMD / CIR No. 6 /172445/ 2009 dated 7 August 2009 and SEBI / IMD / CIR No. 7 /173650 / 2009 dated 17

August 2009
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Compliance with Regulation 16(8) of SEBI (Portfolio Managers) Regulations, 1993
SEBI allowed portfolio managers to undertake new clients provided that the portfolios of
existing non-compliant client accounts are frozen. Fresh purchases on behalf of such
clients shall not be made. However, selling of securities from such frozen portfolios and

transfers to respective client’s account may be undertaken.

The portfolio manager may discontinue the services to those clients who are unwilling to
open separate client accounts, after serving at least three notices, and return the
securities/funds to the client. The portfolio manager shall maintain such client-wise records
for a period of eight years.

Source: IMD/DOF-1/PMS/CIR-6/2009 dated 10 September 2009

Systems Audit of Mutual Funds

SEBI directed asset management companies to have a systems audit conducted by an
independent CISA/CISM auditor at least once in two years. The decision was taken in view
of the importance of systems audit in the technology driven asset management activity,
For financial years 2008-2009 and 2009-2010, the systems audit should be completed by
30 September 2010.

The audit should be comprehensive, encompassing audit of systems and processes inter
alia related to “examination of integration of front office system with the back office
system, fund accounting system for calculation of net asset values (NAVs), financial
accounting and reporting system for the asset management companies (AMCs), unit-
holder administration and servicing systems for customer service, funds flow process,
system processes for meeting regulatory requirements, prudential investment limits and

access rights to systems interface.”

SEBI also asked the fund houses to place both audit and compliance reports before the
trustees. These, along with the comments of the trustees, should be communicated to
SEBI.

Source: /IMD/CIR No. 8/176988/2009 dated 16 September 2009

Revision of transaction charges by the stock exchanges

On observing that recently stock exchanges have reduced / waived transaction charges
levied by them on the trades executed on their trading platform, SEBI advised stock
exchanges to ensure the following while revising such transaction charges:

e The stock exchange system is capable of handling additional load.

e |t does not affect the existing risk management system.

e |t does not favour selective trades or selective category of investor.

e |t does not encourage generation of artificial demand.

e |t does not result in any market irregularities.

e Itis uniformly applied to trades of similar nature.

e |tisimposed in fair and transparent manner.

Source: MRD/DoP/SE/Cir-14/2009 dated 14 October 2009.
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Market Access through Authorised Persons
With the Indian economy growing it is important that financial products reach the wider
masses. Taking a positive step in this direction SEBI via its circular dated 6 November

2009 had allowed registered stock brokers to appoint authorised persons.

An "authorised person” can be an individual, partnership firm, an LLP or a body corporate.
To be appointed as an authorised person they have to fulfill the eligibility criteria specified.
The appointment should be through a written agreement and all acts of omission and
commission would be the responsibility of the stock broker. SEBI has put restriction on the

person acting as an authorised person of stock broker to one.

Another important aspect of this scheme is that if any trading terminal is provided by the
stock broker to an authorised person, the place where such trading terminal is located shall
be treated as branch office of the stock broker.

Source: MIRSD/ DR-1/ Cir- 16 /09 dated 6 November 2009

Facilitating transactions in Mutual Fund schemes through the Stock Exchange
infrastructure

SEBI had allowed registered stock brokers of recognised stock exchanges to transact in
units of mutual funds. It directed the stock exchanges to provide detailed operating

guidelines for the same.
Broadly these guidelines should provide for the eligibility, procedures and mechanisms.

All such intermediaries should be AMFI qualified and comply with the SEBI guidelines on

selling and marketing of mutual fund units.

Stock exchanges also need to establish an investor grievance mechanism.

Source: SEBI /IMD / CIR No.11/183204/ 2009\ dated 13 November 2009

Applications Supported by Blocked Amount (ASBA) facility in public issues and
rights issues

SEBI introduced the ASBA facility for public issues and extended the same to rights
issues. This facility allows eligible investors an extra facility for investing in public and

rights issues.

ASBA is a facility through which the investors can submit physically or electronically
through internet banking their applications to Self Certified Syndicate Bank (SCSB). The
SCSB then blocks the application money in the bank account of the investor specified in

the ASBA.

ASBA is applicable to all public and rights issues with single payment option which are
opening on or after 1 January 2010.

Source: SEBI/CFD/DIL/ASBA/1/2009/30/12 dated 30 December 2009
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PAN requirement for transmission of shares in physical form
SEBI made PAN mandatory for all securities market transactions and off-market/ private
transactions involving transfer of shares in physical form of listed companies'®. It later

clarified that PAN is mandatory in the following cases:

e Deletion of name of the deceased shareholder(s), where the shares are held in the

name of two or more shareholders

e Transmission of shares to the legal heir(s), where deceased shareholder was the sole

holder of shares.

e Transposition of shares — when there is a change in the order of names in which
physical shares are held jointly in the names of two or more shareholders.

Source: SEBI/MRD /DOP/SE/RTA/Cir-03/2010 dated 7 January 2010

Valuation of Debt and Money Market Instruments

SEBI modified the valuation method of debt and money market instruments. The changes

are as tabulated below:

Valuation of money market and debt Valuation Method If not traded on the day of valuation

securities with residual maturity of

The weighted average price at which they are | It shall be valued on amortization basis.
up to 91 days ) )
traded on the particular valuation day.

The weighted average price at which they are | It shall be valued at benchmark yield/ matrix

traded on the particular valuation day. of spread over risk free benchmark yield
over 91 days ) .
obtained from agency(ies) entrusted for the

said purpose by AMFI

Further, where the valuation of securities is not covered under the current valuation policy
then the mutual funds should report the same to AMFI. Pending the direction by AMFI in
this regard mutual funds should value such securities using their approved proprietary
model.

Source: SEBI/IMD/CIR No.16/ 193388/2010 dated 2 February 2010"".

Standard warning in Advertisements by Mutual Funds

SEBI has directed all Mutual Funds and Asset Management Companies to use the
following statement in all its audio and visual advertisements without any addition or
deletion of any words:

“Mutual Fund investments are subject to market risks, read all scheme related documents
carefully”

This disclaimer should be used with effect from 1 May 2010.

SEBI has re-emphasized that this statement should be displayed on all visual
advertisement and should be accompanied by a voice over of the standard warning and
that it should run for at least five seconds.

Source: SEBI/IMD/CIR No. 17/ 193751/2010 dated 4 February 2010

10 MRD/DoP/Cir-05/2007 dated April 27, 2007 and MRD/DoP/ Cir- 05/2009 dated 20 May 2009
11 Reference SEBI circular numbers MFD/CIR/ 8 / 92 / 2000 dated 18 September 2000, MFD/CIR/14 /088 / 2001 dated 28 March 2001, MFD/CIR/ no 14 / 442 / 2002 dated 20 February 2002 and MFD/CIR/23 /066 / 2003 dated
7 March 2003.
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IRDA

Report of IRDA Committee for Evaluation of Performance of Third Party
Administrators (TPA)

The IRDA had constituted a committee in Nov'08 to evaluate the performance of TPA
(Health services). The Committee has submitted its report to the IRDA and has sought

views/comments/observations in respect of the recommendations made in the report.

Unit Linked Products — Cap on charges

The IRDA has mandated an overall cap on all charges put together for the management of
the Unit Linked Products (ULIP). Such charges are deducted either from contributions or
from the fund. Insurers have been given freedom to distribute charges across the policy

term in order to impart flexibility and facilitate product innovation.

The cap on charges would be based on the difference between gross yield and net yield

for any product. Net yield is meant to be gross yield which is adjusted of all charges. The

charges are as follows:

Particulars Tenor of less than or equal to 10 years Tenor of more than 10 years
Difference between gross yield and net yield Should not exceed 300 basis points Should not exceed 225 basis points
0Of the above, fund management charges Should not exceed 150 basis points Should not exceed 125 basis points

The circular comes into effect from 1 October 2009. All existing products that do not meet

the above requirements should be withdrawn or modified by 31 December 2009.

Source: 20/IRDA/Actl/ULIP/09-10 dated 22 July 2009

Guidelines on Corporate Governance for Insurance Sector
The IRDA had vide Press Release dated 28 May 2009 issued Exposure Draft on Corporate

Governance for Insurance Sector inviting comments from all stakeholders.

The Authority has now finalized the Guidelines on “Corporate Governance for the
Insurance Sector” based on comments received from various entities/individuals. The final
guidelines and the comments received from various stakeholders were released by the

IRDA on 5 August 2009.

All companies are required to comply with the Guidelines latest from financial year
commencing 1 April 2010.

Source: IRDA/F&A/CIR/025/2009-10 dated 5 August 2009.

Role of Appointed Actuaries
In order to cope with public demand for non-life products and to ensure the availability of
solvency on a continuous basis, IRDA has w.e.f 1 October 2009, enhanced the role of

appointed actuaries and has proposed the following measures in this regard.
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The appointed Actuary

e must be given necessary infrastructure in the office of non-life insurer;

e shall be invited for all the Board Meetings of the Non-life insurance company.

e has to certify that each product is financially viable.

e must help the insurer to ensure the availability of required solvency of the company at
all points of time and wherever deficiency is noticed he / she must inform the Board
for necessary action. In the event of no action / inadequate action, he / she has to keep
the Regulator informed as enshrined in the Appointed Actuary Regulations.

e has to prepare the financial condition report of the non-life insurance company and in
this context the Regulator will give necessary guidance very shortly. This Report is to
comment from the financial year ending 31 March 2009.

The CEO of general insurance company must send a letter to the Authority on or before 15

September 2009 that necessary arrangements are in place for the Appointed Actuary to

undertake the above responsibilities

Source: No: 27/IRDA/ACTL/NON-LIFE/2009-10 dated 13 August 2009.

Requirement of Permanent Account Number (‘PAN’) for Insurance Products

The IRDA had mandated®that insurers shall collect Permanent Account Number (PAN)
from all persons purchasing insurance policies with annualized premiums exceeding INR
100,000 per policy. The mandate was to be implemented from 1 August 2009. However,
based on representations received, the IRDA has extended the deadline for compliance

with the mandate to 1 September 2009.

Further, insurers should insist for PAN from persons who are required to obtain the same
under the provisions of Income-tax Act, 1961 (IT Act). Insurers shall collect a signed
declaration from persons exempted from the requirement of PAN, stating the provisions of

the IT Act under which they have been exempted.

In case, a person has applied for a PAN but has still not received the same, a copy of form
49A (application for PAN), duly acknowledged by the agency authorized to collect
applications for PAN, can be accepted by insurers in lieu of PAN, with an undertaking from
the proposer that the PAN shall be submitted as soon as it is received.

Source: 028/IRDA/LIFE/PAN/Aug-2009 dated 18 August 2009.

Public Disclosures by Insurers
IRDA issued Exposure Draft on Public Disclosures by the Insurance Companies and invited
comments from all stakeholders. It has now finalized the Public Disclosures to be made by

the Insurers.

The Insurers shall publish the Balance Sheet, Profit & Loss Account, Revenue Account and
Key Analytical Ratios on an half yearly basis. The key analytical ratios have been specified

by IRDA to ensure consistency in reporting. The companies are required to take necessary
action to ensure that the compliance of the circular is in place latest from period ending 31

March 2010.
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Insurers shall also host all the forms including Revenue Account, Profit & Loss Account,
Balance Sheet, segmental reporting, schedules to accounts and other forms, on their
website on quarterly/half yearly/ yearly basis. Insurers may also note that they need to host
on their website the disclosures for a minimum period of 5 years under archives latest by
15 April 2010.

Source: IRDA/F&I/CIR/F&A/012/01/2010 dated 28 January 2010.
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