SURVEILLANCE IN STOCK EXCHANGES MODULE 

CURRICULUM
Chapter 1









       (2 marks)

Introduction 

· Importance of surveillance in stock exchanges
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     (20 marks)

Basic Investment Mathematics
· Return on equity, Earning per share, Cash earning per share, Price to earning ratio, Book value, Market price, Intrinsic value, Capital gains, value of a right, value of bonus, cost of equity, cum dividend price, ex dividend price, bond valuation.

· Beta, concept, calculation and significance, Stock indices.

· Time value of money, present value, future value, compound value, annuities, amortization, discount rate, internal rate of return, equal monthly instalments. Pay back period, internal rate of return, net present value, Return on investment.

· Financial statements, Net worth, current assets, current liability, debt to equity ratio, current ratio, current assets, Understanding and interpreting of financial statements, interpretation of credit ratings.
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     (30 marks)

Rules and Regulations
· Securities Contracts Regulation Act, 1956 and Rules, 1957.

· Recognition of Stock Exchanges, periodical returns to SEBI, Power of SEBI to make or amend Exchange Rules and Bye-laws, power to supersede governing board of exchanges, power to suspend business of recognised stock exchanges (Section 3 to 12) Contracts in securities contracts in notified areas illegal or void in certain circumstances, members may not act as principals in certain circumstances, power to prohibit contacts in certain cases.

· Qualification for membership of recognised stock exchanges, books of account and other documents to be preserved by the recognised stock exchanges and their members, listing requirements, etc.

· Securities and Exchange Board of India Act, 1992

· Role and Functions – General Powers, regulating the business in stock exchanges and any other securities market, registering and regulating the working of stock brokers, sub-brokers, share transfer agents and such other intermediaries who may be associated with the securities markets in any manner.

· SEBI to regulate all intermediaries in securities business, penalties for failure to follow rules and regulations, power to adjudicate, appellate procedure.

· SEBI (Stock Brokers and sub-brokers Regulations, requirements of contract notes, regulations of transactions between clients and brokers.

· SEBI guidelines on disclosures and investor protection (DIP) w.s.r.t. disclosure norms, SEBI (insider trading) Regulations, the definition of insider, person deemed to be a connected person, Unpublished price sensitive information, responsibilities of insider. SEBI substantial acquisition of shares and take over regulations, SEBI Regulation on prohibition of fraudulent and unfair trade practices relating to securities markets, prohibition against market manipulation, prohibition of misleading statements to induce sale or purchase of securities, prohibition on unfair trade practices relating to securities. Corporate governance.

· Power of SEBI to order investigation, procedure for investigation, duty to produce records, power of the board to issue direction, purpose of direction, suspension or cancellation of registration of an intermediary holding a certificate of registration. Code of ethics for employees of stock exchanges.
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     (15 marks)

Surveillance of market activity 

· Monitoring real time price/volume details and its analysis.

· Generate parameterized alerts for further scrutiny using stock watch systems with market safety (Risk) and integrity (manipulation in marketplace) as objective. 

· Tracking price sensitive news and verify rumours and dissemination to the marketplace.   
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     (25 marks)

Role of surveillance in risk management

· Settlement guarantee mechanism through risk containment measures.

· Capital requirements (Base capital & Additional Base Capital). 

· Gross exposure and intraday turnover limits based on available capital. Online position monitoring and real time warnings for violations.

· Margin requirements: Computation, collection and refund of margins in accordance with SEBI/Exchange guidelines. Concept of gross margining.   
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       (8 marks)

Preliminary analysis and Investigation 

· Processing of alerts/cases received from surveillance group, regulatory bodies and market intelligence to ascertain the possibility of manipulation/insider trading.

· Data analysis to ascertain patterns and trends to shortlist trading members and securities for further scrutiny.  Tracking client wise positions through “Unique Client Code” entered during order punching.

· Conducting detailed investigation of shortlisted cases to ascertain anomalies and referring them to DAC where involvement is at trading member level. Other cases are referred to the Regulator.

