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SEBI Updates

SEBI modifies mutual fund portfolio segregation norms
amid COVID-19
SEBI had formulated the norms for segregation of portfolio in Mutual Funds (“MF”) by
Asset Management Companies (“AMC”) vide its circular dated December 28, 2018.
Generally, segregation is done to separate distressed assets from other more liquid assets in
a portfolio. These are created in case of a credit event, which includes downgrade to below
investment grade and subsequent downgrades in credit rating by a SEBI-registered Credit
Rating Agency (“CRA”).
Further SEBI has provided that if the CRA is of the view that the restructuring by the
lenders/ investors is solely due to COVID-19 related stress or under the aforementioned
RBI framework, CRAs may not consider the same as a default event and/or recognize
default.
In partial modification of the above circular, SEBI has mandated that the trigger date for
segregation of portfolio shall be considered to be the date on which proposal for debt
restructuring was received by the AMC. This modification shall be effective immediately
and will be in force till December 31, 2020.

Review of debt and money market securities transactions
disclosure
To further enhance transparency, markets regulator SEBI revised disclosure requirements
pertaining to transactions of debt and money market securities in scheme portfolios of
Mutual Funds. The new framework will come into effect from October 1, 2020.

SEBI issues guidelines for investment advisors
The Securities and Exchange Board of India (“SEBI”) has come out with detailed guidelines
for registered Investment Advisors (“IA”). These guidelines fill in the gaps in areas such as
segregation of activities, fees and monitoring which were previously sidestepped. These
amendments come into force as on September 30, 2020.

Circular on asset allocation of multi cap funds
To ensure proper nomenclature of Mutual Fund (MF) categories and benchmarking of MF
schemes, market regulator SEBI had issued a circular mandating Multi Cap Funds to
allocate at least 25 per cent of their portfolios in large-, mid- and small-caps each by
February 2021. However, the majority of allocation of almost all the schemes of the Multi
Cap category currently is in large cap, low in mid-cap and negligible in small-cap, which
keeps the risk factors at a relatively low level.

RBI Updates

RBI Releases Expert Panel Report On Resolution
Framework For COVID-19 Related Stress
The Reserve Bank of India on Monday released the report of Expert Committee under the
chairmanship of Mr KV Kamath which was constituted to make recommendations on the
required financial parameters to be factored in the resolution plans under the 'Resolution
Framework for Covid19-related Stress'.
The committee has recommended financial parameters that include aspects related to
leverage, liquidity and debt serviceability. It has recommended financial ratios for 26
sectors which could be factored by lending institutions while finalizing a resolution plan
for a borrower.
As per an RBI release, the recommendations of the Committee have been broadly
accepted by the Reserve Bank of India.
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SEBI Modifies Mutual Fund Portfolio
Segregation Norms Amid COVID-19
Under the existing framework, a debt MF can invoke the side-pocket provision if the
securities get downgraded to below ‘BBB-‘rating. A rating of ‘BBB-‘is an investment-grade
rating. Now, even if a slightly higher-rated company goes for restructuring, mutual funds
can segregate the asset if they had been holding them in their portfolios. Segregating such
securities that go for restructuring would also ensure that fund houses do not rush to sell
such securities and cause the bond’s price to fall further. It also ensures that opportunistic
investors do not enter the scheme knowing fully well that the restructuring company
would later repay interest or principal and thereby causing an increase in the fund’s NAV.
Side-pocketing ensures that only those investors who were invested in the fund on the day
the underlying company submitted its debt restructuring plan, benefit from the recovery.
Meanwhile, the debt scheme’s NAV could still very well fall (on account of re-valuation
due to re-structuring), but experts say the impact could be minimal. “An AA-rated company
will get re-priced if it comes up for restructuring. However, the impact on a fund may be
limited as opposed to a lower-rated entity coming up for restructuring. Such proposal of
restructuring of debt received by AMCs shall be immediately reported to the Valuation
Agencies, Credit Rating Agencies, Debenture Trustees and AMFI. AMFI, on receipt of such
information, shall immediately disseminate it to its members.
Earlier, SEBI had relaxed the default-recognition norms if restructuring of the portfolio
company is warranted on account of COVID-19 pandemic. The partial modification to the
norms has come after the Reserve Bank of India (RBI) allowed lenders to offer resolution
avenues to borrowers stressed on account of COVID-19 pandemic and in respect of this
the trigger date for segregation of portfolio shall be the date on which proposal for debt
restructuring was received by the AMC.
It will give some breathing space to MFs if any underlying exposure comes under stress
and requires restructuring
This modification to the original circular shall be effective September 02, 2020 and would
be in place till December 31, 2020

Review Of Debt And Money Market
Securities Transactions Disclosure


SEBI has mandated all Mutual Funds/ AMCs to disclose the details of debt and
money market securities transacted (including inter scheme transfers) in its scheme
portfolio on daily basis with a time lag of 15 days, as against 30 days earlier, in a
revised format as prescribed, which requires additional reporting as compared to
the previous format.



Under the new disclosure format, fund houses need to mention the name and type
of the security, most conservative rating of security at the time of transaction, if
applicable, along with the name of the rating agency and the transaction type.



Among others details, they are also required to disclose about the listed status of
security, name of mutual fund, name and type of scheme, residual days to final
maturity, deemed maturity date, quantity traded, face value per unit and value of
such trade.



the disclosure will be in a comparable, downloadable (spreadsheet) and machine
readable format



The above change is brought with a view to protect the interests of investors in
securities and to promote the development of, and to regulate the securities
market.

SEBI Issues Guidelines For Investment
Advisors
Securities and Exchange Board of India (Investment Advisers) (Amendment) Regulations,
2020 (hereinafter referred as “amended IA Regulations”) were notified on July 03, 2020
which came into effect on 30 September, 2020.
In addition to the amended IA Regulations, Investment Advisers are mandated to ensure
compliance with guidelines, the key ones being;
i.

ii.

iii.

iv.
v.
vi.

Client level segregation of Advisory and Distribution Activities
 Existing clients who wish to take advisory services, will not be eligible for
availing distribution services with the group/family of IA and vice versa.
 A new client will be eligible to avail either advisory or distribution services
within the group /family of IA.
 The client shall have the discretion to continue holding assets prior to the
applicability of this segregation.
 PAN of the client shall be a control record for identification and client level
segregation
 The IA shall maintain on record an annual certificate from auditors
confirming compliance with the client level segregation requirements.
IA shall enter into an advisory agreement with its clients, ensuring particularly;
 that the agreement shall mandatorily cover the terms and conditions
provided in Annexure-A to the regulation.
 that neither any investment advice is rendered nor any fee is charged until
the client has signed the aforesaid agreement and provided copy of signed
agreement to the client.
 that IA shall enter into this advisory agreement with its clients including
existing clients latest by April 01, 2021 and submit a report, confirming the
same to SEBI latest by June 30, 2021.
Investment Advisers shall be entitled to charge fees from a client in the manner as
specified by SEBI in either of the two modes;
 Assets under Advice (AUA) mode wherein maximum fee charged shall not
exceed 2.5 percent of AUA per annum, or
 Fixed fee mode where maximum fee shall not exceed Rs 1,25,000 per client
across all services
IA shall maintain records related to advice to clients for a period of 5 years.
IA shall ensure annual audit in respect of compliance of the regulations
These regulations mandate risk profiling and suitability for all categories of clients

IA shall display details of its registration on website and in other communication
channels

Circular On Asset Allocation Of Multi Cap
Funds
Modified guideline:
Minimum investment in equity & equity related instruments -75% of total assets in the
following manner:
Large Cap

Mid Cap Companies Small Cap

Companies
25%

Total Assets

Companies
25%

25%

75%

As risks increase with higher investments in mid- and small-caps, allocating 25 per cent
of the assets in small-cap would make the schemes in the Multi Cap category very risky
With majority of existing Multi Cap investors not having the tolerance capacity of such a
higher risk, some of the options before them are –


Stop monthly investments through SIPs



Redeem Multi Cap schemes



Switch to a scheme of other category as per their choice



Wait for AMCs to merge the scheme with other scheme



Wait for AMCs to shift the scheme to other category



Assume higher risk as fund managers invest higher amount in small cap companies

The revised asset allocation for Multi Cap Funds as per SEBI’s latest guideline would
drastically change the risk of the funds. However, those invested in Multi Cap Funds should
avoid knee-jerk reaction to the revised norms by exiting those funds immediately. Multi
Cap Fund investors should wait for more clarity from their fund houses regarding how they
would position their existing Multi Cap Funds to comply with revised norms.
The fund houses are free to implement the SEBI guidelines for their existing Multi Cap
Funds; or merge or rebrand their existing Multi Cap Funds with or as other fund categories

like Focused Funds, Large Cap Funds, Value Funds, ‘Large and Midcap’ Funds, etc. Most
fund houses are likely to decide keeping in mind their investors’ interest and portfolio
quality.
However, if the decisions of individual fund houses do not suit the risk profile of Multi Cap
Fund investors, then such investors should exit those funds for Large Cap or ‘Large and
Midcap’ funds.
Apprehensions would rise among investors as large cap companies have fared well in
comparison to mid and small companies. This mandate would ensure shift from large cap
companies to mid and small caps. Nonetheless, Cause of concern remains valid from a
short term point of view which is skewed more towards large cap companies. However,
this compliance would bring in clarity and thereby the classification would promote
participation in broader market segment.
Investors are suggested to wait and watch, as SEBI has given a number of options to the
Asset Management Companies (AMCs) to avoid making the 25 per cent asset allocation to
small-cap companies. In case an investor doesn’t prefer the option exercised by the AMC
managing the Multi Cap Scheme in which he/she has invested in, he/she may opt to exit.

RBI Releases Expert Panel Report On
Resolution Framework For COVID-19
Related Stress
The RBI had constituted a five-member committee under the chairmanship of Mr K V
Kamath to make recommendations on the financial parameters that need to be considered
for the one-time restructuring of loans impacted by the Covid 19 pandemic. It had asked
the panel to recommend a list of financial parameters, including leverage, liquidity, and
debt serviceability, to decide on the resolution plan. The committee will also vet the
resolution plans for all the accounts where the exposure is more than ₹1,500 crore.
The panel selected the following sectors for the purpose of recommending financial
parameters to be factored in the resolution plan:
Power

Construction

Real Estate

Trading

Iron & Steel

Road

– Textiles

Chemicals

Wholesale
Building materials

Non-Ferrous metals

Pharmaceuticals

– Logistics

Mfg
Gems & Jewellery

Cement

Auto Components

Corporate
Outlet

Mining

Plastic products

Port & Port Services

Shipping

Automobile Mfg

Auto dealership

Aviation

Sugar

FMCG
Consumable
Durables

– Hotel,
Tourism

Restaurant,

Retail

As per the recommendations of the committee, all lending institutions shall mandatorily
consider the following key ratios while finalizing resolution plans in respect of eligible
borrowers.

Key Ratios
Total

Outside

Definition
Liabilities

/

Adjusted Aggregate of long-term debt, short term

Tangible Net Worth (TOL/ATNW)

debt, current liabilities and provisions
along with deferred tax liability divided by
tangible net worth net of the investments
and loans in the group and outside entities

Total Debt / EBITDA

Aggregate of short term and long-term
debt divided by profit before finance cost,
tax expense and depreciation including
amortisation.

Current Ratio

Current assets divided by current liabilities

Debt Service Coverage Ratio (DSCR)

For the relevant year addition of net cash
accruals along with interest and finance
charges divided by total of current portion
of long term debt with interest and finance
charges.

Average Debt Service Coverage Ratio Over the period of the loan addition of net
(ADSCR)

cash accruals along with interest and
finance charges divided by addition of
current portion of long term debt with
interest and finance charges

The sector-specific thresholds (ceilings or floors, as the case may be) for each of the above
key ratios should be considered by the lending institutions in the resolution assumptions

with respect to an eligible borrower. In respect of those sectors where the sector-specific
thresholds have not been specified, lending institutions shall make their own internal
assessments regarding TOL/ATNW and Total Debt/EBITDA. However, the current ratio and
DSCR in all cases shall be 1.0 and above, and ADSCR shall be 1.2 and above.
Lending institutions are free to consider other financial parameters as well while finalizing
the resolution assumptions, however, while stipulating specific ratios, the resolution plans
shall take into account the pre-Covid-19 operating and financial performance of the
borrower and impact of Covid-19 thereupon.
The lending institutions may, at their discretion, adopt a graded approach depending on
the severity of the impact on the borrowers which may also entail classification of the
impact on the borrowers into mild, moderate and severe, as recommended by the
Committee.
Lending institutions are expected to ensure compliance to TOL/ATNW agreed as per the
resolution plan at the time of implementation itself. Nevertheless, in all cases, this ratio
shall have to be maintained as per the resolution plan by March 31, 2022 and on an
ongoing basis thereafter. However, wherever the resolution plan envisages equity infusion,
the same may be suitably phased-in over this period.

