"Top i-banks under Sebi lens over possible disclosure lapses

ASHLEY COUTINHO

Mumbai, September 26

THE SECURITIES AND Exchange
Board of India (Sebi) has initiated
inspections of top investment
banks on past deals spanning initial
public offerings, qualified institu-
tional placements, rightsissuesand
offers for sale, said three people
familiarwith the matter..
Theinspectionsarebeing carried
out by the capital markets regula-
tor's surveillance teamsand encom-
passagranularcheckon disclosures
and due diligence on past deals,
especiallywith regard toissue objec-
tives, capital structureand litigation.

The regulator is trying to gauge
whetherthe bankshave streamlined
their digital databases or not. Post-
issuereports filedbybankerson deals
and possible insider trading viola-
tions are also being looked at.“The
inspections began about a month
back and will cover several of the top
i-banks.Theaimistoascertainifreg-
ulations governing merchant bank-
ing activity have been adhered to or
not,’said a seniorbanker.

At the time of filing, lead man-
agers have to certify that the disclo-
sures made in the offer document
are generally adequate and in con-
formity with Sebi regulations for
disclosuresand investor protection.
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Sebi, however, reserves the right to
take up, at any point of time, any
irregularities or lapsesin the offer
document with the managers. Also,
the filing of offer documents does

not absolve the company from any .

liabilities under section 34 of the
CompaniesAct,2013.

“Three to four surveillance offi-
cers are being deployed at banker
premises for 2-3 days for deals
going as far back as five years or
more,’said another person familiar

- with the matter. “Sebi is taking a

closer look at disclosures that were
given, thekind of due diligence that
was done and the back-up, ot sup-
porting documents, provided dur-

ing the deals”

Sebimayormaynotgiveaheads-
up tothebankerforthe inspection of
a particular deal. The banker has to
give live responses to the extent pos-
sible. In some cases, bankers have to
reach out to the company for clarifi-
cation or back-up documents, said
the person quoted above.

The inspections can result in

. warning letters being issued to

bankers, penalties or even show-
cause notices. In case of gross negli-
gence orwilful misconduct, the reg-
ulator can cancel the registration
certificate of the investment banks. -

Continued on Patﬁﬁ }




Top i-banks under Sebi lens over
possible disclosure lapses

In 2016, forinstance, Edelweiss Financial Services,SBI Cap-
ital Markets and Axis Capital were fined %1 crore each for
non-disclosure of important factsin the 2010 IPO prospec-
tus of Electrosteel Steels.

“While inspections have happened in the past, the process
was more ad-hoc. Sebi seems to be trying to make the
process far more stringent and formalise it similarto RBI’s
inspection of banks. You may see a lot more show-cause
notices beingissued thistimearound,and not justwarning
letters,” said a third person.

An email sent to Sebi did not immediately get a response.
The Banking Regulation Act, 1949, empowers the RBI to
inspectand supervise commetcial banks.These powersare
exercised through on-site inspection and off-site surveil-
lance. On-site inspection of banks is carried out annually.
Sebi had recently carried out a few inspections at offices of
alternative investment funds to examine whetherthe funds
complied with portfolio concentration norms and timely
disclosures to investors,among other things.



