Association of Merchant Bankers of India
CODE OF CONDUCT

Foreword
The organized conduct of any mutually set up organization rests on self-regulation which reflects standards to be imbibed by its members.  Standards essentially evolve from within the membership of the organization and more importantly, from the distinctiveness which characterizes the set-up.

The activities of merchant banking has vital bearing on the quality and tenor of the capital market.  During the last decade, merchant banking as a distinct activity has come into sharp focus from all the players in the capital market; not excluding the regulatory authority – SEBI.  AMBI considers it its obligation and responsibility to formulate a Code of Conduct for voluntary adoption by its member/associate merchant bankers.  This Code of Conduct has been prepared with the intention of regulating the activity of merchant banking by setting forth ethical standards based on integrity, discipline and probity in an evolving and ever changing economic environment.  It is hoped that this Code will serve as a general guide light to merchant bankers whilst carrying out their day-to-day business.  Its observance will pave the way towards making merchant banking dignified and respected.
No Code can possibly be exhaustive and visualize each and every act of omission or commission.  The acceptance and adoption of the Code in its true essence is the bedrock which ultimately will enable the members/associate to achieve their objectives.  It is a common occurrence that all too often, during one’s daily working, comes a situation where one has to choose from several alternatives.  It is expected that this Code will be helpful to AMBI members in such situations and in seeking to place merchant banking on a recognized and respectable platform.
This document is the product of intensive exertions made by the Working Group specially constituted by the AMBI Board.  The Board of Directors would like to place on record its grateful thanks for the tremendous efforts put in by Mr. Udayan Bose (Lazard Creditcapital Ltd)., Convenor of the Working Group on the Code of Conduct and its members Mr. K.A. Chaukar (ICICI Securities & Finance Company Ltd), Mr. R. Sankaran (Ind Global Financial Trust Ltd), Mr. Shitin Desai (DSP Merrill Lynch Ltd) and C.C. Chokshi  & Co., Chartered Accountants.

The Board of AMBI commends this Code to merchant bankers in the assurance that exercise of the highest ethical standards alone will ensure the progress of merchant banking; nay its very survival.
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CODE OF CONDUCT
1. Regulatory/Statutory Compliance

The Members/Associates of AMBI are custodians of confidence and a bridge between investors and investees.  The role includes reporting obligations which have in essence a legal requirement for meeting certain specific objectives. Accordingly, various Government agencies on the local, state and federal level may require the filing of numerous records and reports which are designed to safeguard public interest.  Members/Associates of AMBI are expected to adhere to the Code of Conduct, regulations, guidelines, clarifications, rules, circulars and press releases issued by SEBI from time to time.  Special care must be taken to ensure that all reporting to any branch or agency of the government is done with the utmost accuracy and promptness.  No attempt should be made to distort or disguise the true nature of any procedure or transaction.
2. Confidentiality

Members/Associates may obtain financial and other “price sensitive” information, information about their client and/or competitors.

The success of a Merchant Banker depends on the confidence of the client that its Merchant Banker would maintain confidentiality of the information obtained by it and the assurance that it would be utilized by the Merchant Banker in a proper manner.  It goes with assurance that such information shall never be used for gain.

The Member/Associate shall :
(a) Request its clients, other members and others for only such information as may be statutorily required or such information, as may be properly considered as necessary for rendering professional service as a Merchant Banker.

(b) Restrict the use of the information, knowledge, secrets only for the purpose of discharging its functions as Merchant Banker.

(c) Ensure that access to the information about the client and/or its competitors is accessed only by authorized employees/representatives of the Merchant Bankers.

(d) Ensure that the files contained only pertinent data used for advising the client.

(e) Ensure that access to all sensitive or privileged information is denied to others unless for good cause and/or reason and in discharge of their duties.

3. Accurate Records, Reporting and Financial Record Keeping

Merchant Bankers are required by law to maintain financial and other records that will accurately present its activities and transactions.  All supporting documents, including agreements, invoices, cheque requests and expense reports, are likewise required to fairly and accurately reflect the information contained therein.
No false or misleading entries should be made in any books or records of the Members/Associates for any reason; either in its accounts or in accounts maintained for and on behalf of clients and no fund, asset or account of the company should be established for any purpose unless it is accurately and fairly recorded in the books and records of the company.  All errors and adjustments should be promptly corrected and recorded when discovered.  Accounting information should be prepared in conformity with the prescribed accounting standards and generally accepted accounting practices.  In the event of the adherence causing any hardship the Members/Associates could refer such situations to AMBI to enable it to examine the same.
No entries should be made which will conceal or differently portray the essence of a transaction.

The need for accurate and proper recording of information is not restricted to the accounting and financial functions of the Members/Associates.  Members/Associates are also expected to maintain  detailed records of all transactions, correspondence, meetings etc., with their clients/prospective clients.  In an evolving regulatory environment, the attempt should be to lay down standards which will stand the test of time and avoid concealing the essence of a transaction behind the legalities of compliance regulations.
4. Conflict of Interest 

Members/Associates shall always endeavour to avoid conflict of interest in performance of its service as a Merchant Banker.  Conflict of interest may be actual or apparent.  All situations which leads to a conflict of interest should be avoided.  This would apply in relation to other Members/Associates, clients, employees, group companies and dealings with other regulatory authorities.  Before accepting a new assignment from a prospective client, a merchant banker is expected to conduct its own Due Diligence with the prospective clients’ bankers, merchant bankers and other capital market intermediaries with a view to arrive at a decision whether to accept or reject the assignment.
5. Ethics in conducting business
Members/Associates shall in dealings with other members, clients, investors, institutions, the public, employees and others comply with all applicable laws, rules and regulations both in letter and in spirit.  Where there appears any difficulty in interpretation of any law, rules, regulation, the Members/Associates may refer such issues to AMBI.

6. Political contributions and activity

Members/Associates may, on its absolute sole discretion make political donations and participate in any political activity that are legally permitted.  When expressing views on political issues the Member/Associate should make it clear that the views expressed are those of concerned Member/ Associate and not of AMBI.
7. Communication

Members/Associates are required to communicate with the Regulatory Authority, Government departments and Agencies, Public etc.
The Member/Associates shall communicate accurately in a manner which would ensure that the communication is truthful and accurate.  All communication by a member to the investor at the instance of a client or based on information available with the client, should be made only if the member is fully aware of the facts and contents of the matter.

Members/Associate would acknowledge the fact that they are an important link between the listed companies and the investment public.

Opinions and recommendations required for from a Merchant Banker regarding any matter within his professional scope of work may be provided by him.  The merchant banker shall be free to charge such fees for such professional services as he may deem fit.  No incorrect or misleading information should be given.  Information regarding advisable investments and update on investments should be given in a professional manner and should not be based on any extraneous motive or consideration.
8. Public Disclosure and Reporting

Reporting of financial information to the investing stockholders, the SEBI and the financial institutions requires the highest standard of fairness and honesty.  Much harm can be caused due to incorrect or fraudulent or misleading reporting.  All advice which suppresses or does not wholly disclose the material nature of a transaction should be avoided as being prohibited.

9. Disparagement of competitors

(a) Competition among Merchant Bankers is increasing day after day which is welcome as public interest is best served by free and open competition.  Any activity or conduct that reduces or eliminates competition in the market place is not in the interest of the development of a vibrant security market and investors.  No Member/Associate shall undertake any activity which tends to or is likely to result in any restrictive trade practice or an unfair trade practice.  One may choose not discuss fees, costs, commissions etc. earned/incurred by him with a competitor as this may lead to an unlawful agreement to determine price or restrain competition.  However, a member is discouraged from entertaining client solely on the ground of fees when matters may have reached advanced stages of negotiation with other members.
(b) In the ordinary course of business one may require information about a competitor, his clients etc.  However, a Merchant Banker shall not acquire or seek to acquire information through improper means such as industrial espionage, hiring an employee of the competitor etc.  Should any such instance come to light the same should be reported to the SEBI & AMBI.
10. Marketing & Sales

Members/Associates are encouraged to compete in the market place solely based on merits and competitive positioning.  Abiding by generally accepted practices and norms of fair competition and providing clients with accurate, adequate and prompt information is expected.  Business should be obtained on merits, avoiding compromising the loyalty of a customer’s employee in an effort to make a sale through misuse of business courtesies.
11. Discrimination

No Member/Associate shall discriminate in favour of or against any of its competing customers.  No client company shall by an agreement or otherwise be coerced into resorting to the services of a particular Merchant Banker.  While AMBI recognizes that collective co-operation strengthens the position of Merchant Banker generally, it should in no circumstances be considered as being a tool adverse to the interest of any client.
12. Contracts with clients

All agreements with clients shall be in writing and contain detailed scope of services to be rendered by the Members/Associates.  The agreement shall include the amount of fees to be charged and the manner of payment thereof.  The agreement between the Member/Associate and the client shall be entered into before any service is rendered by the Member/Associate.  A Member/Associate before accepting any assignment from the client / prospective client shall obtain information as to whether the client / prospective client has already entered into an MOU / Agreement with any other Merchant Banker in respect of the same assignment and its status thereof.
Member/Associate shall ensure that their clients follow rules, regulations, guidelines etc.  issued by SEBI and other regulatory authorities from time to time.  A Merchant Banker shall exercise Due Diligence to ensure fair and true disclosures in the offer document so that the investors are in a position to take well informed investment decisions.  Apart from informing SEBI, Members/ Associates shall keep AMBI informed about the non-compliance, if any, concerning such matters as reflect the interaction of the clients with the member.  Members/Associates shall also keep AMBI informed about the non payment of fees etc.  by the client as agreed.

13. Expenses Reimbursement

It is customary for a client to reimburse its Merchant Banker for all reasonable and necessary expenses actually incurred in the conduct of the client’s business.
Members / Associates are expected to incur such expenditure as would normally have been incurred by them in the discharge of their duties.  Without making it mandatory in any manner, Members / Associates are encourage to confirm with clients the particulars of expenses they would be incurring including the nature and class of travel, particulars regarding stay and expected duration etc.

14. Gifts, Entertainment, Favours and other items of value

Members / Associates shall not accept or give any gift which may deem to influence the making of any commercial decision by the recipient of the gift.  A gift may take various forms including money, tangible property, services free of cost or at concessional rate, discount, credit etc.  Member / Associates are required by needs of the profession to interact with a cross section of the society.  Members/Associates shall not make any illegal payment either directly or indirectly to any person irrespective of the reason or motive.  Even reasonable gifts, be they received or given, should be avoided if to a reasonable observer, it might appear to influence a decision.
15. Procurement / Purchasing

AMBI may, from time to time, indicate minimum fees for the services to be rendered by members in certain select areas of merchant banking activities, eg. Lead Managers/Joint Managers/ Co-Managers fees.  While indicating such fees, AMBI shall keep in mind the cost expected to be incurred in rendering such services.

No undercutting should be resorted to in any circumstances much less in a manner which may not be easily detected in the course of discharging responsibilities.

Similarly all deals for procuring investments, either short, medium or long term should not be structured in a manner as not to be in keeping with the spirit and essence of this code.

16. Inside Information

A Merchant Banker will be considered as an “insider” in accordance with the meaning of the term as per the Securities and Exchange Board of India (Insider Trading) Regulations, 1992.

A Member/Associate shall not :

(a) Either on his behalf, or on behalf of any other person, deal in securities of a company listed on any stock exchange on the basis of any unpublished price sensitive information.
(b) Communicate any unpublished price sensitive information to any person except as may be necessary to carry on the business ordinarily on or under any law;

(c) Give advice, suggestions, recommendations, to any person to deal in securities of any company on the basis of unpublished price sensitive information.

No Members/Associates or any of their employees shall indulge in “insider trading”.  This may require the Members/Associates to obtain from its employees, existing as well as to be employed in their organization in future to give suitable declarations that he/she shall not act on any unpublished price sensitive information.  There should be mechanism by which the Members/ Associates are in a position to monitor the compliance.  Employees should make periodic disclosure of transactions in securities entered into by them and their dependent relatives.  Each Merchant Banker shall fix its own internal limit for transactions above which it would be obligatory for the employees to disclose the same to his employers.  The Board/Management Committee should take note of these disclosures for proper monitoring.  Every Member/Associate shall co-operate in adopting such regulatory procedure as AMBI may impose for ensuring that the Code of Conduct, Articles of Association of AMBI and other regulatory mandates issued by SEBI and AMBI from time to time are complied with, both in letter and in spirit.
17. Trade Secrets

During the course of employment, employees may work with innovative derivatives or other tools for financial management.  They may also learn valuable information and gather materials relating to the business of the Member / Associate that are not otherwise known or available outside.  This information and materials are of great importance in the present day highly competitive business; and to retain their value they must be kept confidential.
Any person taking up employment with a Member / Associate accepts a continuing moral and legal obligation not to disclose any trade secrets to anybody including an earlier or subsequent employer.  The obligation to protect the secrets would continue, even after ceasing employment for any reason.

18. Compliance responsibility

Every Member/Associate is expected to be responsible for the conduct of its employees and will be reasonable for his or her compliance with this Code of Conduct.  If there be any questions of interpretation they should be directed to AMBI.

19. Power of AMBI to call for certain information

AMBI may call for such information from members as it may feel necessary or appropriate.

20. Quality Performance

It should be the objective of every Member/Associate, to encourage and develop high-quality performance and excellence in all aspect of operations and fostering of those characteristics in their employees.

21. Code of Conduct Violations

AMBI expects every Member/Associate to assist in upholding the high traditions of the profession.  AMBI may investigate the cases of violation of the Code of Conduct by its Members/Associates and may take such action against the Member/Associate as it may deem fit.  The decision of AMBI Board in this regard shall be final.

22. Power of AMBI to Amend the Code

AMBI reserves the right to modify/alter, from time to time, any or all of the provisions of this Code of Conduct.
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