23rd December 2015

Shri Amit Tandon
Deputy General Manager
Corporate Finance Department
Securities and Exchange Board of India
SEBI Bhavan, Plot No. C4-A,
"G" Block, Bandra Kurla Complex,
Bandra (East), Mumbai - 400 051
Via Email to convertibles@sebi.gov.in
Dear Shri Tandon,
Re: Comments on Discussion paper on Review of framework for public issuance of Convertible Securities
AIWMI1 and CCRA Community2 appreciate the opportunity to comment on the Discussion paper on Review of
framework for public issuance of Convertible Securities
Executive Summary:
We applaud Securities and Exchange Board of India (SEBI) for its attempt to revise and lay new framework for the
public issuance of Convertible Securities.
The comments below represent the views of members drawn from different categories of practitioners, including Credit
Strategists, Credit Managers, Loan Syndication and Trading Members, Debt asset managers, Treasury managers,
Investors, Banking professionals, Rating analysts and academics.
The comments are a result of discussions conducted by the members of advocacy committee of CCRA Global
Community, and do not represent the views of any one individual or section of the industry.
We have endeavored to address some of your proposals in the table below, specifically in cases where we think it
would help Issuers, market or regulator to meet the spirit of the guidelines and foster transparency in the system.

1

The Association of International Wealth Management of India (AIWMI) is a not-for-profit organization and a globally recognized
membership association for finance professionals with affiliates in around 40 countries. AIWMI primarily focuses on the broad and
strategic role of developing a more robust and forward-looking training infrastructure for the financial services sector and to promote
more active industry involvement and collaboration in training and continuing education. AIWMI is offering advanced international
certification programs along with a wide variety of high-quality executive education programs. AIWMI programs combine state-of-theart knowledge and skills with practical experience and insights into the functioning of the financial sector. All AIWMI courses and
educational events have an intense and pragmatic curriculum. Participants are exposed to the latest developments within the
financial services sector. AIWMI plays a key role in guiding the development of the financial services sector. AIWMI works with key
industry participants’ viz. the Government, the Regulators, the Industries/Associations, the Corporate, the Media and the General
Public to achieve its objectives. Besides enhancing technical competence and professionalism in the industry, AIWMI organizes
events and facilitates discussions to promote best practices in leadership and talent development in the financial sector with an aim to
become Asia’s premier center of excellence for financial education. For more info visit www.aiwmindia.com or www.aiwm.org
2The

Certified Credit Research Analyst (CCRA) is a comprehensive global education program designed to give an expert level
understanding of Banking and credit markets to fresh graduates. It integrates the fundamentals of financial analysis, credit and Loan
analysis, rating methodologies, credit strategy and structuring. It offers the tools a candidate needs to occupy key positions in the world
of finance, private banking, credit ratings and fixed income domain. The program is offered by AIWMI and NISM (National Institute
of Securities Market, A SEBI Body) in India.
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General comments/Observations
Name of the Entity:
Certified Credit Research Analyst (CCRA) Global Community and Association of International Wealth
Management of India
S Sub serial number
N (a-c)
o
3
a. Presently, there is no
specific provision for
tenure of convertible
securities issued to
public, except for
financing of a group
company where the
maximum tenure can be
18 months. It is
suggested that the
tenure of convertible
securities issued to
public by an existing
listed entity may be a
maximum of 5 years.

Agree /
Disagre
e

Proposed changes / suggestions

Rationale

Agree to
remove
any limit
of Tenor

1.



For an effective market to work,
Issuer and investors both needs to
have choices and should be free to
choose.



Restrictions in any form on any
security/instrument i.e. shares or
bonds or convertibles would
unnecessary create market
inefficiencies. Let the issuers and
investors decide on what suits the
risk appetite and what is worth a
trade. The issuers and investors
would be able to converge at a
suitable price for such securities
depending on the existing interest
rates, valuation of stock, the
duration for the security, credit rating
and other factors.



Placing any type of curbs on either
price or tenor makes it difficult to
value and information chain is
broken. Analysts/Institutions are not
able to value the security properly,
which lowers the pricing prediction
power leading to mis-pricing. This
phenomena would keep the
investors (especially institutional)
away from dealing and developing
such markets. Evidence of such
inefficiency in markets also called as
State-variable in academic terms is
widely known.3



Allowing longer tenor of bonds in
convertible space would allow
existing long-term fixed income
investors like pension funds,
insurance companies 4and
endowments to take benefit5 of
equity markets with downside

There should not be any
restrictions on tenor or price
or any other terms. Any such
restrictions would hinder the
development of a vibrant bond
market by pushing the market
towards a lack of proper
rate/yield curve thus
discouraging players like
insurance, pensions from
taking advantage of the same

3

http://www.iimahd.ernet.in/~jrvarma/papers/WP991.pdf
http://www.ey.com/Publication/vwLUAssets/EY-convertible-bonds/$FILE/EY-convertible-bonds.pdf
5
https://www.credit-suisse.com/pwp/am/downloads/marketing/wp_broschuere_convertibles_eng.pdf
4
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protection and de-risk their existing
portfolios by moving from direct
equity to convertibles.

3
b. Presently, whether an
issuance can be made
on a fixed price basis or
through the book
building route depends
on issuer meeting the
specified eligibility
criteria. The conversion
price may either be prefixed at the time of issue
or linked to market price
at the time of
conversion. The
disclosure in this regard
shall be made upfront in
the offer document.

Agree

2.

3.

There should not be any
restrictions on conversion
price, premium or any other
terms. Any such restrictions
would hinder the development
of a vibrant bond market by
pushing the market towards a
lack of proper rate/yield curve
thus discouraging players like
insurance, pensions from
taking advantage of the same
The regulator should allow the
issuer and investor to
determine what is best for
them. For e.g. For Fixed price
conversions, typically the
indentures would include caps
or limits to dilution, whereas in
market linked structure, the
staggered price table could be
provided along with market
formula including
discount/premium to avoid any
surprises.

4.

We shouldn’t worry about
dilution effect per se since the
Convertible market is almost
150 years old and has
showcased numerous
structures to control dilutions6
to adjust to investors risk
appetite.

5.

Book-building would enhance
transparency and would be apt
in such cases.

6.

Yes, it should be allowed to
provide liquidity to the
investors.



Generally speaking a market price
based conversion formula protects
the holders of the convertibles
against price declines, while
subjecting both the company and
the holders of its common stock to
certain risks, however as long as the
criteria is pre-disclosed to existing
and potentially new security holders
(including shareholders), investors
can balance the risk/reward.7



Any such regulations to tame the
pricing model for convertible will
increase the liquidity risk and
valuation risk in the market.

3
c. Currently, while the
existing shareholders
are permitted to sell
their shares to public,
the same is not
specifically mentioned
for convertible
securities. It is

Agree



If the convertibles are going to
cause any future dilution, let all the
shareholders get a chance to sell
their shares to them vs. just the
promotor group, this will also allow
fair and equitable treatment for all
shareholders.

6

https://www.mayerbrown.com/files/Publication/b9394aec-1850-418d-b58d5b73e34ef5c2/Presentation/PublicationAttachment/944a31fb-4043-4b1e-8f42589585d4cddc/Convertible%20Bonds%20(European%20Edition).pdf
7
http://www.sec.gov/answers/convertibles.htm
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suggested to explicitly
permit the existing
holders of convertible
securities as well to sell
their securities to public.

4
a. Optionally
Convertible Debentures
(OCDs) and Optionally
Convertible Preference
Shares (OCPs) may be
treated as debt and may
comply with the
provisions of SEBI
(Issue and Listing of
Debt Securities)
Regulations, 2008,
(“Debt Regulations”), as
applicable. Accordingly,
listing
regulations/agreement
as applicable for debt
securities shall apply.

Disagre
e

7.

The OCD/OCP could be ideally
considered as debt from a
prudent measure, however as
per IFRS/Ind-AS, each
convertible has to be
separated into an equity or
derivative liability and debt
component treated for
separately in the conversion is
based on fixed price or fixed
number of shares. However if
the conversion price is market
linked, the same would be
treated as liability and
considered as debt. Let the
Ind-as prevail vs. mandating
the treatment. In the earlier
case i.e. fixed price conversion
Debt regulations and equity
regulations both should
apply8, while in the later, debt
regulation should apply.

8.

It should be noted that even
though it is considered as
Debt, Diluted EPS has to be
calculated as per Ind-AS.9



As long as there is an option with
the holder of the bond to convert the
same into equity, it should be
treated as debt. One can however
argue that the scenario may change
if the said bond is in the money or
out of the money. Appropriate
disclosures needs to be done at the
said point.10111213



The treatment of convertible security
shouldn’t affect the calculation of
dilution effect or diluted EPS

4
b. Tenure and pricing of
such optionally
convertible securities
may be as per the
suggestions specified
above at para 3.

As
above

9.

Same as point no 1. There
should not be any tenor,
pricing or any other
restrictions



Same as reasons mentioned in point
1

I In case an unlisted
company is desirous of
making a public issue of
compulsory convertible
securities, it is proposed
that in addition to the

Agree

10. Unlisted Company should be
allowed to issue the
convertible debentures if they
have ensured and complied
with ICDR regulations.



Allowing unlisted companies to issue
convertible will broaden the market
and investor base.

5

8

http://www.mca.gov.in/Ministry/pdf/Ind_AS32.pdf
http://www.mca.gov.in/Ministry/pdf/Ind_AS33.pdf
10
http://www2.deloitte.com/content/dam/Deloitte/in/Documents/audit/in-audit-ind-as-32-and-ind-109-financial-instruments-noexp.pdf
https://www.pwc.in/assets/pdfs/publications/2015/pwc-reporting-perspectives-march-2015.pdf
11
https://www.kpmg.com/IN/en/IssuesAndInsights/ArticlesPublications/IFRS-Notes/Documents/KPMG-IFRS-Notes-IndAS.pdf
12
https://www.kpmg.com/IN/en/IssuesAndInsights/ArticlesPublications/IFRS-Notes/Documents/KPMG-IFRS-Notes-IndAS.pdf
13
http://www.ey.com/Publication/vwLUAssets/EY-step-up-to-ind-as/$FILE/EY-step-up-to-ind-as.pdf
9
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requirement of
maximum tenure,
conversion price, etc. as
mentioned at point 3
above, such companies
shall also comply with
all the requirements as
prescribed under SEBI
(Issue of Capital and
Disclosure
Requirements)
Regulations, 2009 in
this regard. Further, the
listing of such securities
is proposed to be done
on Institutional Trading
Platform (ITP).

6
a. The term “convertible
securities” may be used
uniformly in place of
convertible
debt/security/instrument
in the SEBI (Issue of
Capital and Disclosure
Requirements)
Regulations, 2009
(“ICDR Regulations”) so
as to avoid ambiguity
and permit issuance of
convertible debentures
and convertible
preference shares.
Suitable conditions may
be imposed for public
issuance of such
convertible securities in
line with conditions
currently prescribed for
convertible debt.

Agree

11. Suitable changes would avoid
any ambiguity

In rule 19(2)(b) of
SCRR, each class or
kind of “debentures
convertible into equity
shares” may be
replaced with
“debentures and
preference shares
convertible into equity
shares”, to permit public
offering of a wider array
of convertible securities.

Agree

12. Suitable changes would avoid
any ambiguity

6
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As
above

13. As mentioned in point 2, 3 and
4, 5, there should not be any
restriction on the tenor or
price fixation to allow better
price discovery via market
process.



Same as reasons mentioned in point
2-5

b. Should offer for sale
of convertible securities
be permitted?

As
above

14. As mentioned in point 6,
above, Yes, it should be
allowed to provide liquidity to
the investors.



Same as reasons mentioned in point
no 6

c. Should OCDs and
OCPs be treated as
debt and be required to
comply with Debt
Regulations? Or should
it be considered as
equity and require to
comply ICDR
Regulations?

As
above

15. As mentioned in point 7 and 8,
the Treatment should be
adopted as per Ind-as notified
by MCA and accordingly both
disclosure norms may apply14



Same as reasons mentioned in point
no 7 and 8

7 a. should the price of
such convertible
securities be pre-fixed
or market linked?
Alternately, should the
price be fixed based on
bids received under the
book building
methodology?

7

7

Closing Remarks
SEBI has taken an important step in formulating the framework for the public issuance of Convertible Securities.
CCRA global community and AIWMI appreciate the kind opportunity to comment on these proposed changes.
We hope that SEBI finds the comments useful in analysing/deciding the proposals/framework. AIWMI and CCRA
Global Community will be happy to provide deeper analysis on any of the issues discussed in this comment letter. We
would be very happy and keen to engage further with SEBI via in person meetings or otherwise to present our views.
If you have any further questions or seek clarification, please do not hesitate to contact Biharilal Deora at +91 99308
37335 or Biharilal@aiwmindia.com or Biharilal.deora@gmail.com
Sincerely yours,
Biharilal Deora CFA, FCA, CFP, CIWM, CIPM
Principal Advisor – AIWMI
CCRA Global Community, India

Acknowledgements: We want to thank our CCRA Global community volunteers specifically Govind Jaju, Gautam Jain,
Usha Krishnamurthy, Jayashri Ayyer, Mahendra Singh Shekhawat, Kushal Jadhav and PromitSen Gupta who have
helped us collate/prepare/write the comments along with market statistics for this comment paper.

14

http://www.iasplus.com/en-us/standards/ifrs-usgaap/debt-eqcaptr
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