
LOANS AGAINST SHARES AND DEBENTURES

Banks provide loans against security of shares/debentures/bonds to individuals, share and stock brokers and market makers.

Loans against shares and debentures can be given to individuals

· For meeting contingencies and needs of personal nature

· For subscribing to rights or new issue of shares/debentures against the security of existing shares/debentures

Loans will not be sanctioned 

· To Trusts and Endowments against the security of shares and debentures.

· For speculative purposes, inter corporate investments and acquiring controlling interest in companies.

· Against the equity shares of the banking company to its directors.

· Banks will not extend advances  to their employees/ Employee Trusts set up by them for the purpose of purchasing their (banks’) own shares under ESOP/ IPO or from the secondary market. This prohibition will apply irrespective of whether the advances are unsecured or secured.

The amount of loan generally does not exceed Rs.20 lakh per borrower. As per RBI guidelines loans against security of shares, convertible bonds, convertible debentures and units of equity oriented mutual funds should not exceed the limit of Rs.10lakh if the securities are held in physical form and Rs.20 lakh per individual if the securities are held in demat form. For subscribing to IPOs, loans given to individuals will not exceed Rs.10 lakh. Banks may extend finance to employees for purchasing shares of their own companies under ESOP to the extent of 90% of the purchase price of the shares or Rs. 20 lakh, whichever is lower.

Banks stipulate a minimum margin of 50% of the market value of equity shares/debentures. These are minimum margin stipulations and banks can stipulate higher margins. Banks avail the facility of Pledge of the dematerialized shares/debentures in the depository system, whereby the securities pledged by the borrower get blocked in favour of the lending bank. The loan limit depends on the valuation of the security, applicable margin and ability to service and repay the loan. Loan is normally given in the form of overdraft facility against the pledge of the securities. Interest has to be paid for the amount and period for which the overdraft facility is utilized. A declaration is obtained from the borrower   indicating the details of the loans / advances availed against shares and other securities, from any other bank, in order to ensure compliance with the ceilings prescribed for the purpose.

While granting advances against shares held in joint names to joint holders or third party beneficiaries, banks normally ensure that the objective of the regulation is not defeated by granting advances to other joint holders or third party beneficiaries to circumvent the limits placed on loans/advances against shares and other securities. 

A declaration is obtained from the borrower   indicating the details of the loans / advances availed against shares and other securities, from any other bank, in order to ensure compliance with the ceilings prescribed for the purpose.

As stated in RBI circular, banks’ capital market exposures would include both their direct exposures and indirect exposures. The aggregate exposure of a bank to the capital markets in all forms (both fund based and non-fund based) should not exceed 40 per cent of its net worth, as on March 31 of the previous year. Within this overall ceiling, the bank’s direct investment in shares, convertible bonds / debentures, units of equity-oriented mutual funds and all exposures to Venture Capital Funds (VCFs) [both registered and unregistered] should not exceed 20 per cent of its net worth. 

Loans against units of mutual funds are granted only to those units that are listed in the stock exchange or for those units for which repurchase facility is available. If there is a lock in period in the scheme then the scheme should have completed the minimum lock in period stipulated. The amount of advance is linked to the net asset value/repurchase price or the market value whichever is less and not to the face value. Banks ensure that the advance should not be granted for subscribing to or boosting up the sales of another scheme of mutual funds or for the purchase of shares/debentures/bonds. Compared to loans against shares, the extent of funding against mutual funds is generally lower at 40-50% of the base NAV.

Banks normally follow certain guidelines while sanctioning advances against shares/debentures

· The advance should be purpose oriented, taking into account the credit requirements of the investor

· The normal procedures for the sanction, appraisal and post sanction follow up is followed

· Advances against the primary security of shares/debentures/bonds are not combined with any other advance.

· Banks satisfy themselves about the marketability of the shares/debentures and the net worth and working of the company whose shares/debentures/bonds are offered as security.

· Shares/debentures/bonds are valued at prevailing market prices when they are lodged as security for advances.

· Advances against partly paid shares are not granted.

The advantages to customers obtaining loans against shares/debentures is

· It enables instant liquidity against shares without selling them

· It takes care of all investment as well as personal needs. 

· It is ideal for short term funding 
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