DEMATERIALISATION OF SHARES FOR PRIVATE COMPANIES

Move will increase compliance burden and cost

GAURY PINGLE, o Puns-hiased comipany
secrelary, explaing the implications al the
{ompanies [imendment) i, 209, which
gamtemplates demstenalisation of thams af
private companies;

Whatls the meaning of dematerialisation?
Dermaterialisarion is a process through which
physical share certificate sof an imwestor are
given 1o the cormpany and an equivalent
number of shares are credited inio his Demat
acoount in electronic form, The process is
slmilarm depositing cashin the bank
aceount of an individual, i.e. currency notes
gettng convwerted Ini electronic form.
Dematerialisation of sharesimproves
transparency and efficlensy of the
shareholders and the company, The process
et undraising sctving (for the comipany)
and encourages investing activity (for the
Inwearors), The intermediaries inmvalved in
the dematerialisation of sharesare
depositories IMEDLor CDEL), deposinory
participants, isuercompanies, registrarand
ahare transfer agent and the invesnor.

‘Which companies are mandatorily requined
oo have sliares in Demat formst?

Every public company making a public
affier ane requined to ssue securitdesonly n
dematerialised [rm.

Further, every unlisted public comparmy
needs o issue sscuriliesonly in
dematerialised form and also facilitate
dematerialisation olall itsexisting securilies.
However, a cemain class of unlisted public
comparnies, suchas Nidhi companies,
government companies, and whaolly-owned
subsidiary companies aneexernpled fmam

hawing securithes in dematerialized farm.

Accarding tothe Sebi regulations, in case
of listed companies, 100 per cent
sharehaoldings of promaoter(s) and promater
groap have tobe in dematerialised form.
Sichshareholding has o be maintained by
the promatenis] and promater group
continuousy.

[nthe case oflisted companies, retail
investars can hold share certilicates orsharas
in Demat ferm. However, any investor whois
desirousof transferring shares iwhich are
hedd in physical formdatoer Apeil 1, 2009, can
dosaanly afterthe
shares ane
dematerialisad,

What are the
alvanlages For
compankes and
investors from shanes
in Demant form?
lithe ahares are e ld
in electronic form, all
the risks associated
with physical share
cerlilfcates ane
climinated, Such risks Include loss of shans
certificates, mutilation ol share certiFeares,
aned cost and time ofebtaining duplicate
share certificales. The settlement of share
transaction die buy. sell gift, etc) is
slreamlined.

1fasharcholder k= holdingshanes in 10-15
companies and there is a change in his/ber
residentlal address, then bef'she is not
réquired toco-ardinate with 10-15 companies
for recording suchchange, The sharcholder
i required o co-ardinate only with the

depository participant (MS0DLor CDEL and
submiil reguitite documents.

The depository system provides for dinect
credil of nan-cash corporate entitlements (eg
rights {ssuebonusissuel bpan investor's
accounL, theredsy ensuring [aster
dizbursement and avoiding the risk of loesof
share certilicules in lransis

Whatare the cost and comipliances fora
companyy having shares in Demat form?

A company proposing to have sharesin
efectromnic form is required mo have an
ngreement with
elthver of the rws
depositoriesi NS0
o CDELE The
company is requined
Lo pay annual
maintenance fees o
thie depository for
maintaining shares in
electronic form. The
company is also
required to appoing
amatherintermesdiany
-~ pegistirar and shans
transier agent - forglving effecttotransferar
transmission of shares inalectranic lorem.
The comipany s requined to pay anmeal fees
tothe registrar and shase rransfer agenl.

Whatisthe cost for the investor?

The cost for the investor comprises: ) Demat
accounl opering Charges, (i) annual fees 1
b paid to the depositery participant for
maintining the emal account, (i) changes
forconversion of share certificates into
Dremial form. {ivicharges for pecanversional

shares inelectronis form teshane
certificates, (vicharges for all- marke
transterof shares, Brokerage padd the stock:
bro&er for buying or selling shareson the
stockexchange s not part of Demat charges,
Thebrokerage is aseparate charge and is
dependentupan thevolume oftransaction,

Caay bvwestors convert Deaan shares hyte
share certificates?

o5, the retadl investor always has the option
of converting sharesin electromnic form (e
Demat form) inm |.'I|!|'!|"3|I'.'3| sheare cemilicanes,
Thisprocess iscalled as ‘re-materialisation’
of aharnes (Remar), Ingucl acase, the
company in coordinatien with the registrar
and sharertransfer HEET i=5ues aghare
certificate tothe shareholder,

Whiat isthe innpact of the Com pandes
Adnerudment Act, 2EoT

Byvan amendment tothe Companies Act,
2003, every company making an offer of
sacurities (ie offer of securities on rights hasis
or |:II‘1.'-'-E[-E" placement basisor prteferemlal
piferbasis)and such class orclasses of
prescribed cormpanies shall issussecurities
indematerialised form, By the amendment,
Lhie fesime is whether the gavernment
propases halding of shares of private
companies in dematerialised Tomm. One al’
thie basic features of a private company s a
restriction on ransfer of shares. Considering
this feature, it is desirable that the
government doesnTdirect the
dematerialisation of shares of private
companies. Such a move will increase Che
compliance burden and compliance cost for
privale companies.



