
 

1 | P a g e  
 

  



 

2 | P a g e  
 

INDEX  

S.NO TOPIC PAGE NO. 

1. DEFINITION AND KINDS OF SHARE CAPITAL 3 

2. ALTERATION OF CAPITALS AND ITS 

IMPLICATIONS 

 

5 

3. RIGHTS, DUTIES AND LIABILITIES OF 

SHAREHOLDERS 

 

8 

4. ISSUE OF CAPITAL 11 

5. SUMMARISE THE TOPIC SHARE CAPITAL 14 

6. FUNCTIONS AND RESPONSIBILITIES OF SEBI 17 

7. SEBI 21 



 

3 | P a g e  
 

DEFINITION 

Share capital is the money a company raises by issuing common or preferred stock. The amount 

of share capital or equity financing a company has can change over time with additional public 

offerings.  

The term share capital can mean slightly different things depending on the context. 

Accountants have a much narrower definition and their definition rules on the balance sheets 

of public companies. It means the total amount raised by the company in sales of shares. 

INTRODUCTION 

As a general rule, capital refers to a certain sum of money with which a firm begins operations. 

According to the Indian Companies Act, it refers to the money subscribed according to the 

Memorandum of Association of a company. Capital, on the other hand, refers to the assets with 

which the business is operated. 

The total nominal value of a company's shares is referred to as the company's share capital. 

The words "capital" and "share capital" have long been considered equivalent in the context of 

corporations. To be specified in the Memorandum of Association and By-laws of a corporation 

TYPES OF SHARE CAPITAL 

It is possible for the company's share capital to be one of the following types: 

1. Registered, Authorised or Nominal Capital: 

To be registered, a company's Memorandum of Association must state the amount of capital. 

A company's registered capital is also known as authorised capital and nominal capital. It is the 

maximum amount of money that a corporation can raise through public subscription. 

2. Issued Capital: 

The firm is not required to issue all of its authorised capital in one go. It continues to raise cash 

as and when it is needed. This means that a company's issued capital is the portion of its 

authorized/registered or nominal capital that is available for subscription to the public as stock. 

3. Unissued Capital: 
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Unissued Capital refers to the remaining nominal capital that has yet to be distributed to 

investors. 

4. Subscribed Capital: 

To qualify, you must apply for a portion of the "issued capital." In accordance with the 

directors' decision, the subscribed capital is allocated to the individual subscribers. 

5. Called up Capital: 

It's the amount of subscribed capital that the firm has withdrawn. Therefore, the firm does not 

call up the whole amount on each share at once, but only the amount it requires. 

6. Uncalled up Capital: 

That portion of authorised capital that hasn't been allocated a name, and which constitutes a 

possible obligation of shareholders on the shares. 

7. Paid up Capital: 

It is the portion of the company's called-up capital against which the members have paid for 

their shares in response to the company's calls. 

8. Reserve Capital or Reserve Liability: 

By Reserve Capital, we mean the amount of money that the firm cannot access unless in the 

case of a liquidation. During the business's lifetime, it is not possible for the company to 

demand that much money on the shares. Special resolutions of the company's General Meeting 

can be used to generate reserve capital. 

It is impossible for the firm to change its Articles of Association in order to make the reserve 

liabilities available at any moment once the Reserve Capital has been formed in this manner. 

The directors cannot use the Reserve Capital as a guarantee for any loans that they make to 

other companies. Unless a court order is obtained, it cannot be converted into regular capital. 

At the moment of capital decrease, it cannot be cancelled. 

9. Fixed Capital: 

It is the amount of money a firm maintains in the form of fixed assets like land and buildings, 

machinery or equipment and furnishings. 

10. Circulating Capital: 
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"Currency" means money that is circulated in a firm by using products or other assets such as 

bills receivables and cash. 

 

ALTERATION IN CAPITAL;  

Alteration of share capital refers to the change in the existing capital of the firm. A company 

can alter its share capital only if it’s authorized by its Article of Association. Article of 

Association is a document framed at the time of incorporation of the firm it governs the internal 

affairs of the company. Alteration can be made by both increasing or decreasing the share 

capital. In the case of a public company, the shares are being subscribed by the public, therefore 

to alter the share capital the limited company also has to change the clause in the Memorandum 

of Association.  The Memorandum of Association contains a clause that provides the amount 

of capital that can be raised by the company. This change further has to be notified to the 

government under the Companies Act 2013. The Companies Act 2013, provides the following 

provisions that are to be followed during alteration of capital –  

Section: 61 – (1) A limited company having a share capital may, if authorized by its articles, 

alter its memorandum in its general meeting –  

    (a) increase its authorized share capital by such amount as it thinks expedient; 

    (b) consolidate and divide all or any of its share capital into shares of the larger amount than 

existing share; 

    (c) convert all or any of its fully–paid-up shares into stocks, and convert its fully–paid-up 

stocks into shares of any denomination; 

    (d) sub-divide its shares, or any of them, into shares of smaller amount than is fixed by the 

memorandum, so, however, that in the sub-division the proportion between the amount paid 

and the amount, if any, unpaid on each reduced share shall be the same as it was in the case of 

the share from which the reduced share is derived; 

    (e) cancel shares which, at the date of the passing of the resolution on that behalf have not 

been taken by any person, and diminish the amount of its share capital by the amount of the 

shares so canceled. 
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(2) The cancellation of shares under sub-section (1) shall not be deemed to be a reduction of 

share capital.  Section 61 provides for the power of a limited liability company having share 

capital to alter its share capital. 

Section 114 – Passing of special resolution; 

The company must pass a special resolution in the general meeting to take the consent of the 

shareholders in the presence of the board directors for the alteration of share capital. The special 

resolution must contain the details regarding the method that must be followed for the alteration 

of share capital along with the value of shares that are to be altered.  

Section 64 – Notice to Register; 

Notice of alteration in the share capital shall be given from the hands of the company to the 

registrar within a period of 30 days, if the company fails to do so there are hefty penalties under 

the statute.  

Alteration of share capital can be done by (a) issuing new shares of the company in the market; 

(b) consolidating new shares; (c) conversion of previous shares (d) subdividing its shares in the 

market. When the government by its order states that any debentures issued to the government 

by a company or any party under any such circumstances, the debentures can be converted into 

shares on the transfer of the capital issued by the company. 

Reduction of Share Capital – After the confirmation by the tribunal on an application by the 

company, limited by the shares and guarantee, having a share capital of a company can be 

reduced by a special resolution. The reduction of share capital is governed by Section 66 of 

The Companies Act 2013. It is necessary to confirm it by the tribunal in writing. For reduction 

of capital a company is required to conduct a board meeting, a notice for a general meeting is 

necessarily required to be given to every shareholder and concerned person. A notice which is 

given to the concerned person should itself be self-explanatory. After the notice, the meeting 

is called and all the concerned members vote in favor or against the alteration in the share 

capital of the company. Thus, during the meeting, the members decide the alteration in the 

memorandum of association. Therefore, after considering all the facts in the welfare of the 

company pass an ordinary resolution.  

Reduction in share capital is not allowed in the case where there are arrears in the repayment 

of interests and thereon. The creditor of the company has the right to object against the 
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reduction of the share capital. For reduction of the share capital of the company, the registrar 

shall issue a certificate to the company for reduction. 

Reasons for reduction of share capital –  

(a) if there is a returning of surplus capital of the company 

(b) the company wants to smoothen its capital structure by simplifying it. 

(c) sufficient reserve is also a reason for the capital reduction. 

Effects of Alteration of Share Capital; 

In the event of any change in the shares by the reason of stock dividend, split, recapitalization, 

merger, consolidation, combination or exchange of share or other similar cooperate change, an 

equitable adjustment may be made in the number of opted shares. The committee shall 

determine what adjustment shall be made in any such event in its sole discretion and their 

determination shall be conclusive and binding for all all-purpose of the Agreement. 

 

  

 

 

 

 

 

 

 

 

 

 

 



 

8 | P a g e  
 

RIGHTS OF SHAREHOLDERS: 

There are many rights available to the shareholder, which are given below: 

• APPOINTMENT OF DIRECTORS: 

Shareholders play a very important role in the appointment of directors of the companies. A 

resolution are required to be passed by the shareholders for the appointment. Along with this, 

shareholders can also appoint various types of directors. Which are: 

1. A shareholder can appoint an additional director who will hold the office until the next 

general body meeting. 

2. An alternate director who will act as an alternate director for a period of 3 months will 

be appointed by the shareholders. 

3. A nominee director can be appointed by the shareholders. 

4. Director appointed in the case of a casual vacancy in the office of any director appointed 

in a general meeting in a public company. 

• LEGAL ACTION AGAINST THE DIRECTORS: 

Shareholders have the rights to bring legal action against director by the rules which are laid 

down in the Companies Act 2013. They are: 

1. An act which is done by the director in the manner which is prejudicial against the 

affairs of the company. 

2. An act which is done beyond the law or against the constitution. 

3. Fraud. 

4. When the assets of the company are being transferred at an undervalued rate. 

5. Shareholder can do legal action at the decision of diversion of funds of the company. 

6. Any act done in a mala fide manner. 

• APPOINTMENT OF COMPANY AUDITORS: 

Shareholders has the right to appoint the company auditors. Under Companies Act 2013, the 

first auditor of the company has to be appointed by the board of directors. Further the 

shareholders at the annual general body meeting can recommend the directors and audit 

committee. The appointment is generally done for five years and further can be ratified and has 

to be passed by a resolution in the annual general body meeting. 
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• VOTING RIGHTS: 

When a resolution is brought by the members of the company then according to companies act 

2013 it should be passed only by the means of voting of the shareholders. Companies Act 2013 

recognizes following types of voting: 

1. Voting by the showing of hands – Each member present in the meeting has the one 

vote. So, in this type of voting shareholders has the vote just by showing his hands. 

2. Voting done by polling – In this type of voting the chairman or the shareholders’ 

demand for the poll.  However, in case of differential rights of the voting, a particular 

class of equity shares may have the weighted voting rights. 

3. Voting done by electronic means– Each company who has more than 1000 

shareholders has to put up the facility of voting through online modes. Every member 

has to be provided with the means of voting in online mode. 

4. Voting by means of postal ballot– A resolution in the meeting has to be passed by 

means of a postal ballot. 

• RIGHTS TO CALL FOR GENERAL MEETING: 

Shareholders has the right to call a general meeting.  They have a right to direct the director of 

the company to do all extraordinary general meeting.  They can also approach the Company 

Law Board for the organise of general body meeting, if it is not done according to the statutory 

requirements. 

• RIGHT TO GET COPIES OF FINANCIAL STATEMENT: 

Shareholders has the right to get copies of financial statements. It is the duty of the company 

to send all the financial statements of the company to all there shareholders either a quarterly 

statement or annual statement. 

DUTIES OF SHAREHOLDER 

There are also responsibilities and duties of shareholders which they have to perform. Besides 

several rights which they have, there several exiting duties. They are: 

1. Shareholders has the duty to participate in the general body meetings so that they can 

observe and also could advise on the decision which they feel are not going good. 

2. Shareholders can consult on the matters of finance and other topics. 
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3. Shareholders should be in touch with other members of the company so that they can 

observe the work progress of the company. 

LIABILITIES OF SHAREHOLDER: 

The risks associated of becoming a shareholder in a company is very less. The underlying 

reason for this is that a company are a separate legal entity. This means that individual are 

separated from the liabilities of the company, a company can: 

• enter into agreements; 

• assume obligations; 

• pay taxes or debts; and 

• sue or be sued in its own right. 

The separate legal status of the company means that if the company you hold shares are in 

debts, you are not generally responsible for those debts. This is the case regardless of whether 

the company incurs the debts before or during your membership of the company.  
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ISSUE OF CAPITAL 

• An issue is an offering of new securities to investors for the purpose of raising capital. 

An issue is a process of offering securities in order to boost funds from investors. 

Companies may issue bonds or stocks to investors as a technique of financing the 

business. The term "issue" means a series of stocks or bonds that are offered to the 

public and are associated to the set of instruments that are released under a single 

offering. The issued capital must not be more than the authorized capital of the 

company. An issue tends to refer to a specific offering. A companies may have a new 

issue, in which it releases a security for the first time, or a seasoned issue, where an 

established firm offers additional shares. Issuing stocks or bonds to raise capital for 

project can possibly have an effect of changing the capital structure of a firm. The 

company is to abide by the rules prescribed by Companies Act, 2013 while issuing the 

shares.  

• Kinds of issues that can be made by an Indian company in India are- 

1. Public issues- A company rolls out an offer to invite the general public to purchase its 

shares by paying the share application money. It is a way of offering convertible shares or 

securities in the primary market with the intention of attracting new investors for 

subscription. It is of two kinds depending if the company in question is a listed company or 

an unlisted company. 

a. IPO (Initial public offering)- IPO is the first time when an unlisted company offers its 

shares to public. The process of IPO acts as a turning point for an unlisted company, as it 

helps in raising funds by means of public subscriptions. 

There are certain eligibility criteria framed by SEBI for an unlisted company planning for 

IPO- 

A. Norm 1- profitability route 

a. The company should’ve acquired net tangible asset of not less than Rs. 3 crores in 

each of three preceding years of which not more then 50% are to held in monetary 

asset. But the limit of 50% in monetary asset is not mandatory if the public offer is 

made entirely through offer for sales. 

b. The company should have at least Rs. 15 crores of average pre-tax operating in not 

less than three years of the preceding five years. 
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c. The company should have a net worth of not less than Rs. 1 crore in preceding 

three complete years. 

d. If there has been a change in the name of the company, not less than 50% of the 

revenue of preceding year should be from the new facility denoted by the new name. 

e. The issue size should not exceed 5 times the pre-issue net worth. 

Alternate route (Norm 2.)  

QIB route- The company shall opt the book building route, with not less than 75% of 

net offer to the public to be mandatory allotted to the Qualified Institutional Buyers. 

 B. (QIBs). The company would have to refund the subscription money if the 

minimum subscription of QIBs is not attained.  

 

b. FPO (Further public offering)- When an existing listed company either makes a 

fresh issue of securities to the public or makes an offer for sale of securities to public 

for the first time, such issues are called as ‘Follow on Public Offering’.  

• Eligibility for a listed company for FPO- 

a. If there has been a change in the name of the company, not less than 50% of the 

revenue of preceding year should be from the new facility denoted by the new name. 

b. the average of proposed issue and all previous issues made in the same financial 

year should not be more than 5 times the pre-issue net worth. 

In case of ineligibility of these rules the company is free to go for QIB route. 

 

2. Right issue- A rights issue is a call for participation to existing shareholders to issue 

additional shares in the company. In a right offering, each shareholder receives the right to 

purchase a pro-rata allocation of additional shares at a specific price and within a certain 

period (usually 16 to 30 days). There is no entry norm for a listed company making a rights 

issue. 
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3. Composite issue- Composite issue is an issue of equity shares and convertible securities by 

a listed issuer on public cum- rights basis, whereby the allotment in both public issue and 

rights issue is projected to be made at the same time. 

4. Bonus issue- A bonus issue, additionally called a capitalization issue or a scrip issue, refers 

to an offer of free additional shares to existing shareholders without any consideration based 

on the number of shares they already hold as on a record date. Companies issue bonus shares 

to stir up retail participation and additionally to extend their equity base. 

5. Private placement- Private Placement is a method of issuing securities to a selected group 

of persons. When an issuer issues a share or convertible securities to a selected group of 

people, not more than 49, that is neither a rights issue nor a public issue, it is referred to as a 

private placement. It can be of three types- 

• Preferential allotment- When a listed issuer issues shares or convertible 

securities, to a selected group of persons in terms of provisions of Chapter VII 

of SEBI (ICDR) Regulations, 2009, in conjunction with Companies Act, it is 

referred as a preferential allotment. 

• Qualified institutions placement (QIP)- Once a listed issuer issues equity 

shares or non-convertible debt instruments in conjunction with warrants and 

convertible securities apart from warrants to Qualified Institutions Buyers 

solely, in terms of Page 4 of 32 provisions of Chapter VIII of SEBI (ICDR) 

Regulations, 2009, it is called a QIP. 

• Institutional placement program (IPP)- When any listed issuer makes an 

additional public offer of equity shares, or offer for sale of shares by 

promoter/group of promoters of listed issuer in which the offer is made only to 

qualified institutional buyers in terms Chapter VIII A of SEBI (ICDR) 

Regulations, 2009 with the aim of achieving minimum public shareholding, it 

is called an IPP. 

 

Due diligence associated with issuing capital- 

 The three steps of the procedure of issuing shares are- Issue of Prospectus, Receiving 

Applications and Allotment of Shares. 
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BASIC UNDERSTANDING OF SHARE CAPITAL 

 

• Share Capital refers to the money earned from selling common or preferred stock by a 

company.  

• The authorized share capital is the maximum amount that is approved to raise under a public 

offering by a company. 1 

• An enterprise may choose for a contemporary proposal of stock in order to maximize their 

share capital. 

• Thus, it refers to the comprehensive amount compounded by the company under their 

transactions of the shares.  

 

KEY FEATURES 

 

• Share Capital is registered by a company on its balance sheet in the shareholder’s equity 

segment.  

• The data may be listed in individualized way particularly recounts on the reference of the 

funds.  

• These commonly comprehend a line for the common stock, preferred stock and finally the 

additional paid-in capital.  

• Common stock and preferred stock shares are registered at their par valuation at the 

continuance of transaction.  

• In contemporary marketplace, the “par” or the face value is the nominal computation.  

• The actual amount admitted by a company in surplus of par valuation is registered ad 

“additional paid-in capital’. 

•  On the balance sheet of a company, the proceedings of stock transactions are listed at their 

inconsiderable par value while the “additional paid-in capital” line reflects the real price 

compensated over par for the allotments.  

• The measure of share capital is orderly recorded by the company which includes merely 

emoluments for transactions closed momentarily from the company.  

• The subsequent transactions and sales of those shares and the augmentation or downgrade of 

their charges on the open market have no influence on the company’s share capital.  

 
1 https://www.investopedia.com/terms/s/sharecapital.asp 
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• An enterprise may determine to have additional than one cooperative immolation after its 

initial public offering which is also known as IOP. The proceedings go those subsequent 

transactions would accelerate the share capital on its balance sheet.  

 

TYPES OF SHARE CAPITAL  

 

There are mainly three types of share capital. They are broadly classified below.  

A. Authorized Share Capital 

B. Issued Share Capital  

C. Subscribed Share Capital  

D. Called-up Share Capital  

E. Reserve Share Capital 

 

• Authorized Share Capital - 

- Before a company can assemble their equity capital, it must acquire authorization to 

perpetrate the transaction of stock.  

- The company must lay down the comprehensive amount of equity it wants to expound and 

the foundation valuation of its shares, predicted as per the par value.  

- The utmost amount of share capital a company is contemplated to introduced is known as 

the company’s authorized capital.  

- This doesn’t circumscribe the figures of the shares of a company that it may discharge but 

rather it puts a boundary on the comprehensive amount of the money that can be expounded 

by the transactions of those shares.  

- For illustration, if an establishment obtains clearance to raise 50lacs and its stock has the par 

value of only 10lacs, it may discharge and sell up to 50lacs of its shares of stock.  

 

• Issued Share Capital-  

- The comprehensive valuation of the shares a company elects to sell to investors is prophesied 

its issued share capital.  

- The par value of the missed share capital cannot transcend the valuation of the authorized 

share capital.  
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• Subscribed Share Capital- 

- A statement of the issued capital which is subscribed by the people is known as the 

subscribed capital. 

- It doesn't inevitably denote that all the shares which have been discharged will be taken over 

by the public.  

- In other words, the share capital of the computation of the shares which are claimed over by 

the public is known as the subscribed capital, that is the allotment of the issued share capital 

which is paid/subscribed by the shareholder is known as the subscribed capital. 

 

• Called-up Share Capital-  

- Primarily, the shareholders yield the cost of the shares by installations, viz. , application, 

allotment, First call etc. consequently, the allotment of the face value of the shares which 

the shareholders are summoned upon to pay or the company has necessitated to pay is known 

as the Called-up capital.  

 

• Reserve Share Capital- 

- Cohering to Sec.99 pf the Companies Act, 1956, the Reserve Capital is that portion of the 

uncalled capital of an enterprise which can be called upon merely in the function of its 

winding-up. 2 

- A limited liability company may, by passing on the special resolution may decide that any 

allotment of the enterprise’s share capital which has not come about to be called-up, shall 

be now called-up, except in the function of the enterprise being wound-up, such a share 

capital is known as the Reserve Share Capital.  

- It is accessible just for the creditors on the winding-up of the company.  

 

 

 

 

 

 

 

 
2 Companies Act, 1956 
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FUNCTIONS AND RESPONSIBILITIES OF SEBI 

 

SEBI has to perform these functions: 

 

1. Protective Function 

2. Regulatory Function 

3. Development Function 

 

● Protective Function  

 

The protective function means the work that SEBI performs in protection of the interest of the 

investor and of other financial participants too. The protective function contains these 

mentioned activities. 

 

a. Prohibits insider trading: Insider trading is the commission of buying/selling of the securities 

by insider members of a company which comprises the directors, employees and promoters. In 

order to prevent such kind of trading SEBI has put a ban on the companies to buy their own 

shares from the secondary market. 

 

b. Keep Check price rigging: Price rigging is defined as the act of causing artificial fluctuations 

in the number of securities in the form of either decreasing or increasing the market price of 

stocks that results in unliquidated loss for the investors. SEBI acts as a watchdog to curb such 

malpractices. 

 

c. Promotion of fair practice: SEBI encourages fair trade practice and acts towards banning 

fraud activities which are in relation to trading of securities. 

 

d. Financial education: SEBI provide education to the investors by organizing physical and 

virtual meetings which give information of market insights and of money management 

 

● Regulatory Function 
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These functions relate to formation of rules and regulations in relation to the financial 

intermediaries and also with corporates who help in adequate management of the market. 

 

These are some types of regulatory functions. 

 

a. SEBI has defined the rules and regulations and established the ethics and code of conduct 

that need to be obligated by the corporates and also the financial intermediaries. 

b. Managing the process of taking over a company. 

c. Organizing audit and inquiries of the stock exchanges. 

d. Managing the functions of stock and merchant brokers 

 

 

● Developmental Function  

Developmental function signifies the process obligated by SEBI to educate the investors with 

knowledge of trading and function of market. The mentioned activities are included as type of 

developmental function. 

 

1. Training of the intermediaries who are a dividend of the security market. 

2. Abstracting of trading by electronic items or by the means of the internet through the 

guidance of registered stock brokers. 

3. By formulating the underwriting as an objective system to reduce price of issue 

 

 

The responsibilities of the SEBI are: 

 

*SEBI has managed the primary market. The management of issuers proximity to market 

Management of particulars of production during the time of issue 

Management of actions and operation related to the issuing of securities 

*Disclosure: Disclosure standards aren't restricted to accounting particulars but also extended 

to other issues relating to transmissions like commercials. 

*Corporate Governance: SEBI has formulated an efficient effort system in order to enhance 

the standards of Corporate Governance in India. 

 

*Settlement Systems 
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*Dematerialization of securities 

*Systematization of Trading and possession of securities 

*Market Integrity and Insider Trading 

*To work towards evolving the capital market so the business activities are not hindered 

*To bring companies and firms under its control so the profits of investors are not destroyed  

*To curb unethical trading and insider trading  

*To finish the registration of Mutual Funds and Systematic Investment Plans and all those 

funds which comply to prescribed rules and regulations of MFs and SIPs 

*To pass on training to market participants regularly 

 

 

SEBI helps by forming a healthy habitat to ease and effectively mobilize between the market 

participants and investors. It also helps by coordinating the assets by the help of the securities 

market. SEBI establishes rules and regulations, policy framework and foundation to meet the 

end of the market.  

 

The financial market usually comprises of 3 groups: 

 

Issuer of Securities  

 

These are the groups who work in the corporate department to effectively collect funds from 

the different sources of the market. SEBI aids the issuers by helping them have a healthy and 

unlimited environment to work easily.  

 

Investors  

 

The investors are the main functionaries of the market because they maintain the market alive 

through provision of accurate supplies, proper information, and security to the people on a 

regular basis. It helps investors by forming a fraudulent free habitat to attract and secure the 

money of the masses who invest in the market. 

 

Financial Intermediaries  
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The intermediaries are those who function like middlemen among the issuers and investors. 

SEBI aids by forming a competitive efficient market which provides for a good assistance to 

the issuers and investors. They also aid in professional foundation and protected commercial 

transactions. 

 

The purpose of SEBI are: 

 

Security of investors: The primary purpose of SEBI is to secure the virtues and rights of the 

people in the market by showing them a way to a healthy habitat and securing the money 

invested in the market. Promotion of fair and proper functioning: SEBI was created in order to 

maintain the working of the capital market and to enhance working of the stock exchange. They 

act as a watchdog on the conduct of the commercial intermediaries and operate the securities 

industry easily. Prevention of fraudulent behavior: The main purpose for the formation of SEBI 

was to curb fraud behavior and malpractices in relation to trading and to formulate the activities 

of the stock exchange. Establishing a code of conduct: SEBI is advised to formulate and 

regulate a code of conduct to curb fraud behavior and malpractices which happens by 

intermediaries like brokers, underwriters and other men. Establishing Balance: SEBI is advised 

to keep a balance among the statutory regulation and self-regulation of the securities industry. 
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SEBI 

SEBI is a statutory legal regulatory authority of securities market in India. It is also known as 

Securities and Exchange boards of India established on 12 April 1992, with the provisions of 

SEBI act 1992. The headquarters of SEBI is in Bandra Kurla complex, Mumbai. Its primary 

function is to protect interest of investors in securities and to regulate capital market or 

securities market. Earlier SEBI was a non-statutory authority but after the act of 1992 it was a 

statutory authority, maintained and controlled by Government of India. Prior to the 

establishment of Securities and Exchange Boards of India, the Controller of Capital Issues was 

the regulating organization/body for such matters related to securities market. SEBI is 

maintained under ministry of finance.  

Power and Functions of SEBI 

The SEBI itself drafts rules, regulations, and statutes under its law-making power and also pass 

rulings and judgments under its judicial capacity and operates investigations and research in its 

executive limits. In short, SEBI is such an institute which have all power within itself. It 

promotes an effective congregation between market participants and investors. SEBI chairman 

have power to order search and seizure operations. SEBI perform the function of registration 

and regulation of the working of venture capital funds and collective investment schemes 

including mutual funds. It has the power to access the records of all stock exchanges. It has the 

power to list and delist the companies from any stock exchange.  

  

Functions of SEBI 

Basically, SEBI protects the interest of the investors in the security market, promotes its 

development and regulates businesses. SEBI performs three types of functions mainly: 

• Protective Function - SEBI prevents insider trading of companies or firms. It puts an 

active surveillance/check on price rigging and also prevents those factors which 

promotes such price rigging. It promotes fair trades and restrict unfair trade practices 

in order to protect consumers from exploitation and malpractices. And for savings 

investors and consumers it provides them education or information regarding policies, 

a deep insight into the financial market, and their rights.  

• Regulatory Function  - Under this category SEBI checks the functioning of financial 

businesses. By their rules and statues SEBI regulate the financial intermediaries and 
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corporate organizations for the efficiency of the market. For efficient and productive 

working of financial businesses SEBI designs rules and regulations for these 

organizations. Along with making of such rules and regulation SEBI also makes regular 

enquiries of their statues. SEBI also works for mutual funds and share of companies.  

• Development function - It includes step taken by SEBI to improve the security of the 

market through technology. Here SEBI provides different type of trainings to the 

market intermediaries, promotes fair trades, introducing online trades, providing 

discounted rates.  

 

Objectives of SEBI 

The primary aim/objective of SEBI is to protect the investors and their rights in the stock 

market by guiding them. They try to prevent malpractices, frauds by market players related to 

trading. Maintaining the proper functioning of capital market is also their ulterior goal. They 

keep eyes on the activities of the financial intermediaries. Maintains a balanced condition 

between the statutory regulation and self-regulation of the securities industry.  

 

Organization of SEBI 

SEBI consist of 9 members only: 

• A chairman (Mr. Ajay Tyagi is current chairman of SEBI) 

• Two members from the officials of ministry of finance. 

• One member among the officials of Reserve Bank of India. 

• Five other members appointed by Government of India, and out of those five members, 

three would be whole time members. 

These members of SEBI must have the capacity in dealing with the problems related to 

securities exchanges. They must have knowledge or experience of different social departments 

which includes law, finance, economics, accounts, and many more subjects which shall be 

useful to the board.  

Securities appellate tribunal (SAT) 
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SAT has similar power like that of civil court. It hears appeals against the orders by SEBI 

through the SEBI act,1992. It is like a court for offences under SEBI or a court to hear appeals 

from SEBI. Supreme court of India made in depth analysis of the composition of the offences 

under the SEBI act. In the recent case of Prakash Gupta vs SEBI, it was declared that consent 

of SEBI is not needed by SAT according to the SEBI act. The securities appellate tribunal is 

not bound with the provisions of the CPC. Every processing of SAT will be considered as 

judicial proceeding only. It is a statutory body established under the section 15(k) of SEBI act. 

It consists of a presiding officer and 2 other members. With the consultation of CJI, The 

Government of India appoint the presiding officer of SAT.  

Mutual fund regulations by SEBI 

SEBI governs mutual funds industry also. SEBI provides some guidelines for regulating mutual 

funds which are as follows: 

❖ Any company of mutual fund scheme is not allowed to hold more than 10% stake in 

Asset management company (AMC). 

❖ Any shareholder cannot hold more than 10% stake in AMC by any means. 

❖ AMCs are required to ensure that they comply with the guidelines provided by SEBI. 

And it should be maintained quarterly. 

❖ For evaluating total debt and money market instruments, market to market technology 

can be used.  

❖ Mutuals funds can only invest in listed non-convertible debentures.  

 

 

 


