EXAMINE IF INVESTORS EXITED VIA CONNECTED NBFCs

RBI, Sebi to widen probe
into debt issue managers
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THE RESERVE BANK of India (RBI)
and the Securities and Exchange
Board of India (Sebi) are widening
aninvestigation into howmerchant
banks manage retail subscriptions
in public debt
issues, two
sources with
direct knowl-
edge of the
matter said.
Apart from
JM Financial,
several other
casesare underinvestigation tosee if
merchant banks provided investors
withan exit through connected non-
banking financial firms,said sources,
whodeclined tobenamedastheyare
notauthorisedto speaktothe media.
Sebi barred JM Financial from

CRACKDOWNS
TO DEEPEN

20,000 crore

have been raised via public
issues of bonds so farin FY24,
highest in last five years

Sebi barred
oo | IM Financial
' PR E from acting as

lead managerg:

.| ofany public
| debtissue j

taking new mandates this week, say-
ingithad found thatfundsfrom con-
nected entities were used to inflate
subscriptionsand provideanassured
exit to investors.JM Financial said in
a stock exchange filing on Thursday
thatitwill fullycooperatewith Sebiin
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The RBI, meanwhile, has told JM
Financial's non-banking unit to stop
any form of financing against shares
and debentures, including loans to
customersto subscribe toinitial pub-
licofferings (IPOs).
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B NBFCs, which are looking
to diversify their source of
funds, may be hardest hit

m Sebi probe could push
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Investigators are also studying if
disproportionate loanswere given to
subscribes and whether customer
identification processes were not
adequately followed}_u%:es added.
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SEBIAND RBI did not respond
to requests for comment. Reg-

ulations do not bar investors |

from taking on credit to sub-
scribe to debt securitiesin pub-
licissues.

However, assuring
investors of a profitable exit
would break the code of con-
duct for merchant banks
which bars them from creating

- anartificial market.

Domestic companies have
raised more than ¥20,000
crorevia publicissues ofbonds
so far this financial year, more
than double last year, data’
from Prime Database showed.
This is also the highest in last
five years.

Five merchant bankers told
Reuters that
the regulatory

O scrutiny  of
processes fol-
lowed in the
public  debt
market could
cut subscriptions for such
issues and raise the cost of
funds.

"This will now lead to a
slowdown in retail subscrip-
tions, as an artificial demand
for the product was created,
which actually did not exist,"
said onebanker,declining tobe
identified as they are not
authorised to speak to the
media.

NBEFCs,whichare lookmgto
diversify their source of funds
after the central bank raised
capital requirements forbanks
to lend to them, may be hard-
esthit.

Bank lending to NBFCs has
slowed in the past few months
and Sebi's investigation could
push thembackto fundraising
through private debt place-
ments, said Vinay Pai, head of
fixed income at Equirus.
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