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SEBI (Merchant Bankers’) Regulation Act, 1992 defines a ‘merchant banker’ as
“any person who is engaged in the business of issue management either by making
arrangements regarding selling, buying or subscribing to securities or acting as
manager, consultant, adviser or rendering corporate advisory service in relation to
such issue management”.

At present no organisation can act as a ‘merchant banker’ without obtaining a
certificate of registration from the SEBI.

However, it must be noted that a person/ organisation has to get himself registered
under these regulations if he wants to carry on or undertake any of the authorised
activities, i.e., issue management assignment as manager, consultant, advisor,
underwriter or portfolio manager.

To obtain the certificate of registration, one had to apply in the prescribed form and
fulfil two sets of norms (i) operational capabilities and (ii) capital adequacy norms.
Classification of Merchant Bankers:

The SEBI has classified ‘merchant bankers’ under four categories for the purpose
of registration:

1. Category | Merchant Bankers:

These merchant bankers can act as issue manager, advisor, consultant, underwriter
and portfolio manager.

2. Category Il Merchant Bankers:

Such merchant bankers can act as advisor, consultant, underwriter and portfolio
manager. They cannot act as issue manager of their own but can act co-manager.
3. Category Il Merchant Bankers:

They are allowed to act as underwriter, advisor and consultant only. They can
neither undertake issue management of their own nor they act as co-manager. They

cannot undertake the activities of portfolio management also.



4. Category IV Merchant Bankers:

A category IV merchant banker can merely act as consultant or advisor to an issue
of capital.

Capital Adequacy Norms:

SEBI has prescribed capital adequacy norms for registration of the various
categories of merchant bankers. The capital adequacy is expressed in terms of
minimum net worth, i.e., capital contributed to the business plus free reserves.

The following are the capital adequacy norms as laid down by SEBI:

Capital Adequacy Norms

Fees:

According to the SEBI (Merchant Bankers) Amendment Regulations, 1999, w.e.f.
30.9.1999, every merchant banker shall pay a sum of Rs. 5 lakhs as registration fees
at the time of grant of certificate by the Board. The fee shall be paid by the merchant
banker within 15 days of receipt of intimation from the Board.

Further, a merchant banker to keep registration in force shall pay renewal fee of Rs.
2.5 lakhs every three years from the fourth year from the date of initial registration.
Government Policy for Merchant Banking:

The Government issued policy guidelines for merchant bankers to ensure sufficient
physical infrastructure, necessary expertise, good financial standing, professional
integrity and fairness in their transactions. The merchant bankers have to be
competent to serve the investors also.

On 1st March, 1993 new policy guidelines have been issued by SEBI for the
merchant bankers to ensure greater transparency in their operations and to make
them accountable so as to protect the investor’s interest. The guidelines relate to
pre-issue obligations, underwriting, advertisements and post-issue obligations of

the merchant bankers.
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