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To every learner who ever opened a chart and felt overwhelmed… and still chose 

to continue. This book is for you. 

For the student saving from a first salary, for the parent balancing dreams and 

responsibilities, for the trader who has faced losses but refuses to quit — your 

discipline, patience, and willingness to learn inspire me more than any market rally. 

I dedicate these pages to my family, who gave me strength and patience; to my 

mentors, who showed me the value of discipline; and to the Bonfire Trader 

community, who remind me every day that clarity and consistency matter more 

than shortcuts. 

Most of all, I dedicate it to the idea that financial literacy is not a privilege — it’s 

a necessity. If this book helps even one person take charge of their financial journey 

with structure and confidence, the purpose is fulfilled. 



 

 



 

When I look back, this book is not just my work — it is the reflection of every 

conversation, every question, and every trust placed in me by learners over the 

years. 

I thank my parents and family, who taught me that patience is the foundation of 

every lasting success. Their quiet encouragement gave me the courage to write and 

the persistence to finish. 

I thank my mentors and guides in the financial world who reminded me that 

markets are not just numbers — they are behavior, psychology, and discipline. 

Without their insights, this book would have been just another manual. 

I thank the Bonfire Trader community — students, traders, and investors across 

India — whose curiosity and commitment gave me the motivation to simplify 

complex concepts. Every question you asked became a paragraph, every doubt you 

voiced became a chapter. 

And finally, I acknowledge the role of regulators like SEBI. Their mission to 

protect investors and promote financial education shaped my vision: to create 

material that is structured, compliant, and empowering for the common investor. 

This book is not the end of a journey; it is a step in a shared mission — to build a 

generation of investors and traders who act with clarity, discipline, and 

responsibility. 

  





 

Purpose and Fair Use Notice 

Some definitions, regulatory descriptions, and procedural explanations (such as 

SEBI rules, IPO process terms, and investor-protection mechanisms) presented in 

this book are adapted from publicly available educational materials issued by 

the Securities and Exchange Board of India (SEBI), the National Stock 

Exchange of India (NSE), and the Ministry of Corporate Affairs (MCA). 

These references are used solely for educational and illustrative purposes, in 

accordance with the fair-dealing provisions of the Indian Copyright Act, 1957. 

Educational Intent 

This publication is created strictly for educational and informational purposes. 

All concepts, strategies, and examples are designed to simplify the understanding 

of the stock market, technical analysis, derivatives, and fundamental analysis. 

No portion of this book should be interpreted as personalized investment advice, 

recommendations, or solicitation of financial products or services. 

Regulatory & Professional Declaration 

● The author is NISM-certified in multiple market modules. 

● The author is not a SEBI-registered Research Analyst (RA) or Investment 

Adviser (IA) at the time of publication. 

● Readers are strongly advised to seek guidance from a SEBI-registered 

RA/IA or other qualified professional before making any investment or 

trading decisions. 

Risk Disclosure 

● Trading and investing in securities, derivatives, and related products 

involve financial risk. 



 

● Past performance, back-tested models, or chart examples are not 

guarantees of future performance. 

● The methods, indicators, and strategies described in this book are for 

conceptual understanding and educational demonstration only and 

may not suit all readers depending on their risk appetite, financial 

condition, or investment objectives. 

Accuracy & Liability 

While every effort has been made to ensure the accuracy and reliability of the 

information contained herein, neither the author, publisher, nor Bonfire Trader 

Strategic Pvt Ltd shall be held responsible for any errors, omissions, or 

consequences arising from the application or interpretation of this material. 

Readers are encouraged to cross-verify regulatory information from official 

SEBI, NSE, and MCA websites. 

Final Note 

This book is a step toward spreading financial awareness and literacy in India. 

The goal is education, not recommendation. 

 



 

by Upendra Nimmadi 

Every great journey begins with a small, conscious decision — not a trade, not an 

investment, but a simple realization: “I will take my money seriously.” 

We all work hard for our income, yet somewhere along the way, we realize our 

money isn’t working as hard as we do. We save, we wait, and prices keep rising. 

Our dreams stretch farther while our savings seem smaller. That’s when the world 

of markets calls to us — not as a gamble, but as a chance to make our money 

participate in growth. 

The stock market isn’t magic. It’s a meeting place for ambition and opportunity 

— where companies raise capital, economies expand, and individuals like us can 

own a small part of that story. This book is not about prediction or luck; it’s about 

learning how markets move, how businesses grow, and how you can become a 

thoughtful participant in that process. 

If you’re new to finance, don’t worry. You don’t need a background in economics 

or mathematics. You only need curiosity and consistency. I’ve written this book to 

walk beside you, step by step — so that by the time you reach the final page, you 

can explain the basics of the market with clarity and confidence. 

Let’s take this first step together — one page at a time. 

  



 

 



 

It begins with a simple question: What will happen to your savings ten years from 

now? 

Imagine Ramesh, a young professional, saving ₹5,000 a month in a bank account. 

Ten years later, he proudly looks at his ₹6 lakh — only to realize the world around 

him has doubled in price. His money didn’t lose numbers, but it lost power. 

Now imagine Anita, who saves the same ₹5,000 — but decides to learn about 

investing. She studies how the market works, buys shares of solid companies, 

reinvests dividends, and stays patient. After ten years, her ₹6 lakh has quietly grown 

into ₹12, 15, or even 20 lakh. The difference isn’t luck — it’s literacy. 

That’s what this book is about: transforming savings into strategy, confusion into 

clarity, and hesitation into action. 

Many fear the market because they’ve only seen its extremes — stories of people 

losing everything or making millions overnight. But the truth is simpler: the stock 

market is not a casino. It’s a mirror of the economy, of businesses, and of human 

emotion — greed, fear, hope, and patience. When you invest in great companies, 

you’re not speculating; you’re participating in progress. 

This is your chance to step into that world — safely, wisely, and confidently. 

  



 

 



 

This book exists for one reason — to make the world of finance feel simple, safe, 

and familiar for every beginner. Whether it’s stocks, mutual funds, SIF, corporate 

actions, or the structure of the market, this book is your first step toward 

understanding how money actually grows. 

You won’t find complex charts or heavy analysis here. Instead, you’ll learn the 

roots of everything: how companies are born, how they raise capital, how 

markets function, how mutual funds work, and how ordinary people become 

investors. 

By the end of this book, you will: 

● Understand how a private company grows, expands, and eventually 

reaches the stock market. 

● Know the difference between primary markets, secondary markets, and 

the role of stock exchanges. 

● Clearly grasp everyday market terms like market cap, index, dividend, 

NAV, SIP, SIF, and more. 

● Open and explore your demat, trading, or mutual fund accounts with 

confidence. 

● Build a strong foundation before moving to advanced investing, trading, 

or technical strategies. 

This is the ground floor of your financial journey. 

The next books will build the walls, roof, and structure — but this one ensures you 

start with clarity, confidence, and curiosity. 

Welcome to the beginning of your market story. 

 

  



 

 



 

Think of this book as your first real classroom in the world of markets — not the 

kind where you rush through chapters, but the kind where every concept becomes 

a building block for your financial confidence. Read each chapter in order, because 

every idea here is designed to connect smoothly to the next, like scenes in a well-

directed film. When you come across new words — IPO, NAV, corporate action, 

SIP, market cap — pause for a moment. Look them up, note them down, and relate 

them to real companies on NSE or BSE. This small habit turns information into 

understanding. 

As you read, keep your eyes open to the real world. Whenever a chapter mentions 

a company or a market concept, open your demat app or a stock-exchange website 

and observe it live. Watching something in action will make the idea stay with you 

forever — far better than just reading it. And from the very beginning, respect risk. 

Even in the basics, remember: markets reward patience and punish hurry. Learn 

slowly, stay curious, and never rush decisions. 

Revisit this book whenever you feel stuck. What feels simple in the first read 

becomes deeper the second time. A small notebook beside you will evolve into 

your personal financial diary — filled with terms you learned, examples you 

understood, and the mindset shifts you experienced. 

By the time you finish, you won’t just know what the market is. 

 You’ll understand how it works — and more importantly, why it matters in your 

financial journey. 

 

  



 

 



 

Upendra Nimmadi is the Founder & CEO of Bonfire Trader Strategic Pvt. 

Ltd., an investor-education and research platform built with a single mission 

— to help everyday Indians understand the financial markets with clarity, 

confidence, and complete compliance. 

His journey did not begin with expertise, but with the same confusion every 

beginner faces. Overwhelmed by jargon, distracted by shortcuts, and misled by the 

noise of the market, he struggled to find the direction every learner truly needs. 

Years of disciplined study, hands-on market experience, and guidance from 

seasoned mentors transformed that confusion into clarity — and eventually into a 

purpose. 

That purpose is built on a simple truth: 

“People don’t fail in the market because they lack intelligence. 

They fail because they lack direction.” 

Driven by this realisation, Upendra created one of India’s most structured learning 

paths for financial education — a step-by-step framework that guides learners from 

basics to mastery: 

Basics → Technicals → Derivatives → Fundamentals → Wealth & Psychology 

This framework has helped thousands move from fear and hesitation to confidence 

and discipline in their financial journey. 

With 8+ years of market experience, multiple NISM certifications, AMFI 

registration, and a strong foundation in SEBI-compliant investor education, 

Upendra has trained 5,000+ learners across India through online programs and 

more than 20+ offline workshops held in Vijayawada, Hyderabad, and Vizag. 

As an AMFI-registered distributor, he supports families in building long-term 

investment discipline. 

He facilitates ₹10,00,000+ in monthly SIP contributions, with over ₹5 crore in 

mutual fund assets distributed under his guidance — helping investors follow a 

responsible, well-structured wealth-building approach. 



 

Upendra’s financial philosophy is rooted in timeless principles: 

Capital protection over excitement. 

Process over prediction. 

Education over shortcuts. 

To him, the stock market is not a gamble, not a shortcut, and not a race. 

It is a classroom — where discipline shapes success, patience builds wealth, and 

knowledge becomes the greatest form of freedom. 

Through Bonfire Trader, Upendra continues to guide, teach, and inspire a growing 

community of learners who want to build a confident and secure financial future. 

For learning, support, or guidance: 

Website: bonfiretrader.com 

Email: support@bonfiretrader.com 

 

  



 

Before you begin this journey, take a quiet moment to breathe. 

 The pages ahead will teach you concepts, tools, market language, mutual funds, 

SIPs, psychology, and discipline — but none of it will truly work unless you make 

a commitment to yourself first. 

Consider this your personal pledge as a learner, an investor, and a future wealth-

builder: 

!"#$ I will respect risk before I chase returns. 

 Because in the world of markets, survival is the first success. Only the protected 

can grow. 

!"#$ I will prioritise process over prediction.

 Markets may change every day — but my preparation, discipline, and mindset 

will remain in my control. 

!"#$ I will protect my capital like oxygen. 

 A single wise decision can move me forward. A single careless choice can push 

me back. 

!"#$ I will learn with patience, not pressure. 

 Wealth is built quietly, through time and consistency — not through hurry or 

shortcuts. 

!"#$ I will remain a student, always. 

 Markets evolve, businesses evolve, economies evolve — and so will I. 

Continuous learning is my greatest advantage. 

!%&'( If you honour this promise, every chapter in this book will feel clearer and 

more meaningful. 

The examples will resonate deeper, the lessons will stay longer, and the market will 

shift from fear to understanding. 



 

This book is not just about learning the stock market or mutual funds — it is about 

building the version of yourself who is ready for the markets. Disciplined. 

Aware. Confident. Curious. 

Your journey begins with this promise.’ 

Everything else will follow. 

 

  



 

“Building the Foundation” 

If you were entering a big city for the first time, the skyscrapers, traffic, and lights 

might feel overwhelming. But behind it all, the city stands because of a strong 

foundation — brick by brick. 

The stock market is no different. From the outside, it seems like a maze of tickers, 

brokers, and jargon. But at its core, it begins with simple ideas: what a company is, 

how it raises money, why people buy its shares, and how those shares are traded. 

Once you understand these basics, the market starts to look less like a mystery and 

more like a system you can navigate. 

In this section, you will learn: 

● What companies are and why they issue shares. 

● How IPOs and stock exchanges work.

● The role of Demat and trading accounts. 

● Trading basics and the different types of market participants. 

● The fundamentals of mutual funds — NAVs, SIP vs. lumpsum, costs, and 

taxes. 

● How corporate actions like dividends, bonuses, and splits affect 

shareholders. 

By the end of the book, you will no longer feel like an outsider peeking into a 

complex world. You will have the foundation to stand inside the market with 

confidence, ready to move toward deeper insights. 
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“Every business begins as an idea — here’s how it transforms  

into a company and raises money.” 

A Simple Story: From Idea to Company 

Two friends, Upendra and Chandu, have an idea for a clothing business. They 

register a private limited company named XYZ Pvt Ltd. Each of them invests ₹5 

lakh, so the company’s initial share capital is ₹10 lakh (the funds in exchange for 

shares). In other words, by putting in money, the founders receive equity shares 

and together own 100% of XYZ (50% each).

After two years, their sales grow to about ₹1 crore a year. Encouraged by this 

success, they plan to open a second store and estimate needing an extra ₹20 lakh 

for inventory, rent, staff, etc. This raises the question: How can XYZ Pvt Ltd raise 

₹20 lakh for expansion? 

Two Ways to Raise Funds: Debt vs. Equity 

The company basically has two choices to raise money: 

● Debt (Bank Loan): XYZ could borrow ₹20 lakh from a bank. This gives 

them the cash now, but they must repay it over time with interest. The 

founders keep 100% ownership (the bank is just a lender, not an owner). 

The upside is they don’t dilute ownership. The downside is that the loan 

creates a fixed obligation: the company must pay regular EMIs (principal 

+ interest) no matter what happens. Even if sales fall, the loan and interest 

still must be paid. In effect, debt adds financial risk because it must be 

repaid. 

● Equity (New Shares to Investors): Alternatively, XYZ can bring in an 

outside investor who invests (say) ₹20 lakh in exchange for some of the 
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company’s shares. This is called equity financing. The company gets cash 

with no EMI to pay; however, the new investor becomes a co-owner and 

will share future profits. Upendra and Chandu’s ownership percentage 

drops (dilutes). In good years, this is fine, but the investor shares in bad 

years too. The benefit is no immediate cash drain from loan payments; the 

company can focus on growth. The trade-off is sharing profit and control. 

In short, with equity the company adds capital without fixed repayments, 

but the founders must share ownership and decision-making. 

Upendra and Chandu weigh these options. A loan would keep their ownership 

intact but pressure cash flow with interest payments. Taking an investor eases that 

pressure (no fixed repayment) but means giving up part of the company. Many 

entrepreneurs face this debt vs. equity choice. 

In this book (which focuses on equity and the stock market), let’s say they choose 

equity financing for the ₹20 lakh. They will sell new shares to an investor instead 

of borrowing. 

Types of Investors in Equity Financing 

Companies can raise equity money from various investor types, usually at different 

growth stages. Each brings not just funds but often expertise or market access. Here 

are common investor categories, with real examples from India: 

● Seed Funding: This is the very first money to turn an idea into a working 

business. Seed investors may be friends, family, or specialized funds. 

Example: In 2010, the startup Zomato got about $1 million (≈ ₹4.7 crore) 

in seed money from Info Edge. This let Zomato’s founders hire a team and 

expand in early days. Seed rounds are high-risk (idea-stage) but can have 

high reward if the startup succeeds. 

● Angel Investors: Wealthy individuals (often experienced entrepreneurs) 

who invest their own money into promising early startups. They usually 

invest after seed stage and may mentor the founders. 

Example: In 2011, angel investors Anupam Mittal and Rehan Yar Khan 

invested nearly ₹1 crore in Ola Cabs when it was just starting. This small 

₹1 cr investment helped Ola grow rapidly (Mittal’s stake later became 

worth many times more). 

● Co-Founders: While not external investors, the founders themselves are 

a source of “capital.” When multiple people start a company, they pool 

their money, time, and skills for ownership stakes. 
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Example: Flipkart was founded in 2007 by Sachin Bansal and Binny 

Bansal (not related). Together they started with only about ₹4 lakh of their 

own money. Their combined effort and initial investment built Flipkart 

into a large company. This shows how founding members’ contributions 

are essentially the first investment in the business. 

● Strategic/Corporate Partners: Established companies or tycoons may 

invest in startups to gain strategic benefits (technology, market access, 

etc.), not just financial returns. These partners can open doors to customers 

or new markets. 

Example: Reliance Jio Platforms (a unit of Reliance Industries) invested 

~$180 million into Embibe, an AI-driven education startup, acquiring 

about 72.7% stake. Reliance aimed to boost its presence in digital 

education while Embibe got major funding and access to Jio’s network. (If 

Uber had bought shares in Paytm to integrate payments, that would be a 

strategic investment too.) 

● Venture Capitalists (VCs): Professional investment firms that raise 

money from institutions/high-net-worth people and invest large amounts 

in startups with high growth potential. VCs typically invest after 

seed/angel rounds, often in Series A, B, etc., and may join the board. 

Example: Byju’s (an edtech company) received about $25 million from 

Sequoia Capital India in 2015. This VC funding fueled Byju’s rapid 

expansion. VCs expect very high returns (often aiming to exit via 

acquisition or IPO later). 

● Corporate Investors: Large companies often invest in startups for 

financial and strategic reasons. This can lead to future acquisitions. (We 

already cited Reliance/Embibe as a strategic example above.) Other 

examples include large tech firms or banks investing in fintech startups, 

etc. 

● Accelerators/Incubators: These are programs run by tech hubs or 

universities to nurture very early startups. Accepted startups get a small 

amount of capital, mentorship, training, and sometimes office space, 

usually for equity. 

Example: Razorpay, a fintech startup founded in 2014, went through the 

Y Combinator accelerator in 2015 and received $120,000 (about ₹75 lakh) 

seed funding. This helped Razorpay build its product and attract bigger 

investors later. Many Indian startups (like ClearTax, Meesho, etc.) have 

benefited from accelerators in their early days. 
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● Government Grants & Schemes: Many governments support startups 

with grants, seed funds, or soft loans that do not require giving up equity. 

In India, the Startup India Seed Fund Scheme offers up to ₹20 lakh as a 

grant for building prototypes (proof-of-concept) and up to ₹50 lakh in 

convertible debentures/debt for market launch. These funds help startups 

grow without immediate dilution of ownership, since they often come as 

grants or repayable instruments on favorable terms. 

In summary, early-stage funding often comes from co-founders, friends/family, 

seed funds, and angels. As a startup grows, bigger investors like VCs, corporate 

partners, and public markets join in. Government programs and accelerators can 

support companies at various stages without diluting owners as much. 

Valuing the Company Before Fundraising 

Upendra and Chandu had finally reached an exciting stage in their business 

journey. Their company, XYZ Pvt Ltd, had grown well, and now an investor was 

interested in buying a stake. But before they could sell any shares, they needed to 

answer one big question — how much is their company worth today? 

This question is what we call valuation — it’s like putting a price tag on the whole 

business. Valuation tells everyone how much the company is worth before any new 

money comes in. In finance, this is called the pre-money valuation. It’s based on 

factors like how much revenue the company earns, how fast it’s growing, what 

profits it makes, and how similar companies are valued in the market. 

After some discussion, Upendra and Chandu agreed that XYZ Pvt Ltd is worth 

around ₹2 crore right now. This means the total value of the company — before 

taking any new investment — is ₹2 crore. Since both founders currently own 50-

50, each of their stakes is “worth” ₹1 crore. Of course, this doesn’t mean they 

have ₹1 crore in cash — it’s just the theoretical value of their ownership if the 

company were sold for ₹2 crore. 

Now comes the investor. Suppose the investor wants to put in ₹20 lakh. How much 

ownership will that buy? 

If the company is valued at ₹2 crore before the investment, and the investor adds 

₹20 lakh, then the company’s new total value — called the post-money valuation 

— becomes ₹2.2 crore (₹2 crore + ₹20 lakh). The investor’s share is therefore ₹20 

lakh!÷!₹2.2 crore ≈ 9%. 

So, by investing ₹20 lakh, the investor would own roughly 9% of XYZ Pvt Ltd. 
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To make things simpler, imagine another investor offering ₹40 lakh for a 20% 

stake. This works neatly because a 20% share of a ₹2.4 crore post-money valuation 

equals ₹40 lakh. In both cases — whether it’s ₹20 lakh for 9% or ₹40 lakh for 20% 

— the math follows the same principle: 

) The company’s valuation decides how much equity must be sold to raise a 

certain amount of money. 

In other words, the higher the valuation, the less ownership founders give up for 

the same investment amount. And that’s why valuation is such an important 

concept — it determines how much of your business you exchange for an investor’s 

cash. 

Face Value of Shares – The Nominal Share Price 

Every company assigns a face value (also called par value) to its shares when it 

starts. The face value is a small, fixed amount printed on the share certificate and 

used to calculate the company’s share capital. In India, the minimum face value is 

₹1 per share(often companies use ₹1, ₹2, or ₹10). The face value does not change 

automatically when the company’s actual value rises; it only changes if the 

company formally amends it (for example, via a stock split or consolidation). 

In our example, suppose XYZ Pvt Ltd had a face value of ₹10 per share. Originally, 

Upendra and Chandu each took 50,000 shares (total 100,000 shares) at ₹10 face, 

giving ₹10 lakh share capital (100,000 × ₹10). After two years, the company is 

worth ₹2 crore, so implicitly each share is worth ₹200 (because 100,000 × ₹200 = 

₹2 crore). However, the face value is still ₹10 on paper. 

The important point for beginners: face value is just a nominal accounting number. 

It tells you how the share capital account is calculated (face value × number of 

shares). It does not tell you the market price of the share. Shares typically trade at 

a large premium over face. 

For example, a ₹10 face value share might trade at ₹500 in the market. That extra 

₹490 comes from the company’s growth and investor demand, not from changing 

the face value. 

Issuing New Shares: Face Value + Share Premium 

When Upendra and Chandu started XYZ Pvt Ltd, their first task was to decide the 

face value of the company’s shares. Every company must do this when it’s formed 

— it’s like assigning a basic price tag to each share at the time of creation. This 
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value, also called the par value, is usually a small, round number such as ₹1, ₹2, 

or ₹10 per share. 

The face value doesn’t represent the real market worth of the share; it’s simply an 

accounting number used to calculate the company’s official share capital. In India, 

the minimum face value can be as low as ₹1, and it stays the same unless the 

company officially changes it later through actions like a stock split (dividing 

shares into smaller parts) or consolidation (combining multiple shares into one). 

When XYZ Pvt Ltd was formed, Upendra and Chandu decided that each share 

would have a face value of ₹10. They each took 50,000 shares, which meant 

the company had a total of 1,00,000 shares. 

Now, if you multiply 1,00,000 shares × ₹10 face value, you get ₹10 lakh, which is 

recorded as the share capital of the company. 

Fast forward two years — XYZ Pvt Ltd has grown rapidly and is now valued at ₹2 

crore. This means that, in reality, each of those 1,00,000 shares is now worth ₹200 

(because ₹2 crore ÷ 1,00,000 = ₹200 per share). However, even though the real 

worth of each share has increased twenty times, the face value remains ₹10 on 

paper. It doesn’t change automatically just because the company’s value has 

increased. 

Here’s the key takeaway: 

) Face value is just a nominal figure for accounting — not the market price 

of the share. 

So, if a share has a face value of ₹10 but is trading in the market for ₹500, that extra 

₹490 is called the premium. This premium represents the company’s performance, 

growth potential, and investor confidence — not any change in face value. 

In short, while face value helps in calculating the company’s legal share capital, 

the market price reflects the true worth of the business — and that’s what 

investors really care about. 

A Note on SEBI Regulations (India) 

So far, our story described a private placement: XYZ Pvt Ltd privately negotiated 

with a single investor. In India, private placements are relatively flexible, with 

fewer disclosure requirements. For example, a private company can raise equity 

from up to 200 investors per financial year (excluding certain QIBs and employee 

schemes). If it crosses that limit or advertises the offer to the public, it’s treated as 

a public issue. 
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If one day XYZ chooses to invite the public to invest, the step is called going public. 

At that stage the company must follow India’s capital-market rulebook, mainly the 

Companies Act and SEBI’s public-issue regulations that ensure transparency for 

retail investors.By law, SEBI is the authority for the IPO process in India. A 

company going public must file a detailed prospectus (Draft Red Herring 

Prospectus) with SEBI and the stock exchanges, disclosing business plans, 

finances, risk factors, and more for investor protection. SEBI’s Issue of Capital and 

Disclosure Requirements (ICDR) Regulations set rules on eligibility, minimum 

track record, pricing, lock-in periods for promoters, and so on. 

In simple terms: Private equity raises (like Upendra and Chandu did) involve a 

few chosen investors and relatively light compliance. Public equity raises (IPOs) 

require full SEBI/Companies Act compliance – approved prospectus, audited 

financials, meeting eligibility, etc. These rules are meant to ensure transparency 

and fairness for ordinary investors. Going public brings larger capital and liquidity, 

but also much stricter disclosure and regulatory duties. 

Upendra and Chandu’s journey in this chapter shows how a small idea became a 

company and raised growth capital by issuing shares at a premium. We covered 

how founders invest to create equity, how companies choose between debt and 

equity financing, the different types of investors at each stage, and key concepts 

like valuation, face value, and share premium. In later chapters, we will see how 

these shares enter the stock market, how investors trade them, and how SEBI and 

the stock exchanges ensure markets work smoothly. Understanding how every big 

company started small helps demystify stocks and investing. 

Reference — SEBI ICDR Regulations 2018; Companies Act 2013; SEBI 

Investor Charter documents 
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Key Takeaways 

● Founders invest money to get shares and form the company’s equity 

capital. 

● Companies fund growth via debt (loans) or equity (new shares). 

● Debt financing keeps ownership intact but adds fixed repayment and 

interest, which is owed regardless of profits. 

● Equity financing brings in funds without required repayments, but 

founders must share ownership, profits, and control with new investors. 

● Investor roles evolve with stages: seed investors, angels, VCs, 

corporate/strategic investors, plus support from accelerators and 

government schemes. 

● Valuation is the company’s agreed worth before new money (pre-

money); it determines what stake is sold for a given investment. 

● Face Value is the fixed nominal per-share value for accounting; the actual 

issue price usually includes a share premium reflecting market value. 

● When new shares are issued, issue price = face value + premium. The face 

value portion goes to Share Capital, and the premium goes to the 

Securities Premium Reserve. 

● Issuing equity dilutes founders’ percentage (they own a smaller slice), but 

the company gains cash for growth. 

● Private placements (limited investors) are simpler, but a public issue 

(IPO) must comply with SEBI/Companies Act rules (approved 

prospectus, disclosures, eligibility, etc.). 

● Going public provides big capital and liquidity but imposes ongoing 

compliance and transparency requirements. The right mix of debt and 

equity depends on the business’s stability and founders’ goals. 
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“The journey of a company before it reaches the stock market.” 

A company’s journey from a private business to a public one is the story of how 

it prepares to sell shares to everyone. In Chapter 1 we learned what stocks and 

markets are. Now imagine a startup, say XYZ Pvt. Ltd., run by friends. As it 

grows, XYZ needs much more money – maybe to build a factory or expand. Under 

Indian law, a private company cannot have more than 200 shareholders in a year. 

If XYZ wants to add more owners (say hundreds of investors), it must become a 

public company (renamed XYZ Ltd.). This change of status is needed so it can 

legally raise money from the public. Once XYZ Ltd. is public, it can sell shares 

through an Initial Public Offering (IPO) – the first sale of its shares to general 

investors. An IPO turns all those owners (founders, investors, employees) into 

shareholders, while also inviting new shareholders. For example, if XYZ Ltd. needs 

₹100 crore, it might issue 1 crore shares at ₹100 each to the public. Then anyone – 

from a college student to a mutual fund – can buy or sell its shares on the stock 

exchanges. In short, going public lets the company raise big funds, and its shares 

start trading in the market. 

What is an IPO? 

An Initial Public Offering (IPO) is simply the first time a company sells its shares 

to the public. Before an IPO, XYZ Ltd. was private (owned by a few people). After 

the IPO, it becomes a public company and its shares trade on exchanges (like NSE 

or BSE). According to the National Stock Exchange, an IPO is “the selling of 

securities to the public in the primary market,” and it gives companies access to 

large pools of funds. In practical terms, the company issues new shares (or existing 

owners sell shares) to outside investors, and then those shares get listed. Once 

listed, the share price is set by market demand and supply. Shareholders can buy or 

sell their shares freely. For example, if XYZ Ltd. issues 10 million shares in its 

IPO, all those who buy become owners of the company. The company gets the 
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money (which it can use for growth), and those new shareholders can trade the 

stock on the exchange just like they do with Infosys or TCS shares. 

Besides raising funds, an IPO has other effects. A public company often seems 

more credible and visible to customers and partners. The NSE notes that an IPO 

“greatly increases the credibility and publicity” a business receives. It’s also a way 

to bring liquidity for early investors: founders, employees, and early backers (like 

angel investors or VCs) now have a market to sell their stake. Before the IPO, they 

might have had to wait or find a private buyer to cash out. After listing, they can 

sell shares on the exchange (though promoters usually have a lock-in period). An 

IPO also makes future fund-raising easier, because once a company is listed, it can 

tap the public markets again (through follow-on offers, rights issues, etc.) with a 

known share price and history of trading. Of course, becoming public means more 

rules: the company must disclose its results regularly and follow governance 

standards (we’ll touch on that later). 

Simple Example: A small tech firm in Hyderabad (founded by three friends) needs 

₹100 crore to expand. Instead of taking a bank loan (debt), it decides to sell part of 

ownership via an IPO. It offers 1 crore new shares at ₹100 each (raising ₹100 crore). 

This first public offering makes the private company public: all those new investors 

now own a piece of it, and the company has ₹100 crore for its projects. From that 

point on, the stock of the company is listed on NSE/BSE and can be freely bought 

or sold. 

Why Do Companies Launch an IPO? 

Companies go public for several big reasons: 

● Raise Growth Capital: The main reason is money for growth. An IPO 

can generate large funds in one go. XYZ Ltd. might use the IPO proceeds 

to build factories, develop new products, enter new markets, or pay off 

expensive loans. Unlike debt, this equity money does not have to be repaid 

with interest – investors become owners instead of lenders. For fast-

growing companies, “an IPO is the only way to finance quick growth and 

expansion,” because other sources (like banks or private investors) might 

be too small or costly. 

● Boost Credibility and Brand: A listed company is often seen as more 

established and transparent. Being publicly traded gives XYZ Ltd. a stamp 

of approval – it has met regulatory requirements and must publish its 

quarterly results. This can increase trust among customers, suppliers, and 

investors. As the NSE puts it, an IPO “greatly increases the credibility and 
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publicity that a business receives”. In other words, people may prefer to 

buy from or invest in a company that is listed and regulated. 

Concept adapted from NSE Investor Education materials on IPO 

benefits. 

● Liquidity for Existing Investors: Before IPO, shares are illiquid – early 

investors and employees can’t easily sell shares. After IPO, there is a stock 

market to trade on. Founders and early backers can sell some of their 

shares (subject to lock-in rules) to realize gains. Employees who hold 

stock options also get a chance to sell. So the IPO “pays” those who helped 

build the company. 

● Easier Future Fundraising: Once listed, XYZ Ltd. has a publicly traded 

stock. Later, if it needs more money, it can return to the stock market (via 

follow-on issues, rights issues, etc.) relatively quickly. Investors will 

already know the company’s stock price and performance. Having an IPO 

behind it opens the door to public capital markets as an ongoing option. 

In summary, IPOs raise capital for growth, raise the company’s profile, provide 

exit/liquidity to early investors, and pave the way for easier future fundraising. Of 

course, IPOs also bring new requirements (more disclosure and oversight), but the 

benefits often outweigh those costs for expanding companies. 

Who Can Do an IPO? – SEBI’s Two Routes 

SEBI’s Issue of Capital and Disclosure Requirements (ICDR) Regulations lay 

down two main paths for a company to enter the market – the “Profit Route” and 

the “Institutional (QIB) Route.” 

(Reference – SEBI ICDR Regulations 2018) 

● Route 1 – The Profit/Track-Record Route: This is for established 

companies. To qualify, the firm must meet SEBI’s financial criteria. For 

example, the company must have at least ₹3 crore in net tangible assets in 

each of the last 3 years, and an average pre-tax profit of at least ₹15 crore 

over 3 of the last 5 years. It must also have a net worth of ₹1 crore each 

year, and if it changed its name recently, more than half of last year’s 

revenue must be from the new business. Basically, this route requires 

consistent profits and a sound balance sheet. A company that meets these 

can do a normal IPO (with the usual share allocation split). Most classic 

IPOs (like Reliance in 1977, Infosys in 1993) were done this way. 
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● Route 2 – The QIB-Heavy (Institutional) Route: This is an alternate 

path for young or loss-making companies that don’t meet the profit/asset 

tests. Under SEBI Regulation 6(2), such a company can still go public if 

it follows a stricter rule: it must allocate at least 75% of the net offer to 

Qualified Institutional Buyers (QIBs). QIBs are big, sophisticated 

investors (mutual funds, insurance companies, FIIs, etc.). In practice, the 

IPO is done by book-building and the retail portion is very small (e.g. 10% 

retail, 15% HNI/Non-Institutional, 75% QIB). If the QIB subscription 

falls short of 75%, the IPO has to be canceled and money returned. The 

idea is that if these smart institutions are willing to take most of the risk, 

then it can go ahead even without a profit track record. Many startup IPOs 

have used this route: for instance, Zomato’s 2021 IPO was loss-making 

but 75% of the issue went to QIBs (15% to NIIs, 10% to retail). For regular 

investors, this means in such IPOs the retail quota is limited, and knowing 

institutions have backed it can be somewhat reassuring. 

In short: Route 1 (Profit Route) is for profitable firms meeting SEBI’s historic 

financial criteria, with the usual allocation (up to 50% QIB, 15% NIIs, at least 35% 

retail). Route 2 (QIB Route) is for companies without profits – they rely on big 

institutions to take most shares (at least 75% QIB). In either case, SEBI must clear 

the offering and the company must make full disclosures in its offer document. 

The IPO Process – Step by Step 

The journey of an IPO has many steps. Below is a simplified walkthrough of how 

XYZ Ltd. would go from decision to listing: 

Illustration: Key steps in the IPO process (hiring bankers, preparing prospectus, 

getting approvals, pricing, and listing). 

1. Internal Readiness & Board Approval: The company’s board approves 

going for an IPO. XYZ’s directors decide: “let’s raise public funds”. This 

is like deciding to sell tickets and then getting the house in order. The 

company now must prepare: its books are cleaned and audited, accounting 

is in order, legal issues are resolved, and management is organized. It may 

reorganize any complicated ownership. Essentially, XYZ Ltd. makes sure 

everything is transparent and attractive for investors. This phase is about 

putting your best foot forward before asking outsiders to invest. 

2. Hiring Advisors & Intermediaries: Conducting an IPO is complex, so 

XYZ hires experts. The key player is the lead manager (or book-running 

lead manager), usually a big investment bank. XYZ might hire one or 
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more reputable banks to underwrite the IPO. These bankers advise on IPO 

structure, valuation, and marketing. Alongside, the company appoints 

legal advisors (to ensure all disclosures and regulations are met), auditors 

(to restate and verify financials as required), a registrar (who handles all 

the applications and refunds), and public relations/investor relations 

consultants (to craft the IPO story). For example, XYZ might bring on a 

law firm and accounting firm to help draft the IPO documents. By the end 

of this step, XYZ has a team ready to prepare the official papers. 

3. Preparing the Draft Prospectus (DRHP): Now the detailed work 

begins. The bankers and lawyers thoroughly investigate XYZ Ltd. – this 

is called due diligence. They check every contract, past deal, patent, 

liability, and financial statement to make sure everything is correctly 

disclosed. Based on this, they prepare the Draft Red Herring Prospectus 

(DRHP). This draft prospectus is the preliminary offer document for the 

IPO. It contains exhaustive information: company history, business 

model, how it makes money, industry context, strategy, and all the risk 

factors (possible problems, like “revenue depends on one supplier” or 

“company not profitable yet”). It also includes detailed financial 

statements for the past 3–5 years, and how XYZ plans to use the IPO 

money (the “Objects of the Issue”). Importantly, the DRHP does not 

finalize the IPO price; it may show a price band or placeholder, but the 

actual price comes later. Once the bankers and company finalize the 

DRHP, the Board of XYZ Ltd. approves it for SEBI filing. 

4. Regulatory Filing with SEBI and Stock Exchanges: The DRHP is filed 

with SEBI (and usually also uploaded on the stock exchanges). There are 

two ways to file now: 

● Public Filing: The DRHP is made public immediately on SEBI and 

exchange websites. Investors and analysts can read it and send 

comments or queries during a fixed window. 

● Confidential (Pre-filing) Route: Introduced recently, this allows 

XYZ to submit the DRHP confidentially at first. SEBI reviews it 

behind closed doors. Only after SEBI’s feedback and revisions does 

XYZ publish a revised DRHP publicly for a short comment period. 

This way, sensitive early info stays private until all issues are resolved 

(Tata Play used this route in Dec 2022). 

5. Whether public or confidential, SEBI reviews the DRHP closely. SEBI’s 

job is not to judge if XYZ is a good company, but to ensure all needed 
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information is present. SEBI may send back a list of questions (for 

example, “please clarify the risk related to supplier concentration,” or 

“add missing financial details”). XYZ Ltd. must respond and update the 

document. When SEBI is satisfied, it issues an Observation Letter, 

which is essentially approval to go ahead with the IPO. (SEBI doesn’t fix 

the price – it only checks disclosures.) This observation has a validity 

period (in a normal filing, the IPO must open within 12 months; in the 

confidential route, within 18 months of final clearance). 

6. Stock Exchange Approval: In parallel, XYZ applies to list on the stock 

exchanges (typically NSE and BSE). Each exchange checks whether XYZ 

meets listing criteria: for example, having a minimum share capital post-

IPO, a minimum number of public shareholders, etc. They also verify 

promoters are compliant and financial norms are met. If all is well, the 

exchanges give in-principle listing approval – essentially saying, “if the 

IPO succeeds, you can list on us.” After this, XYZ has all regulatory green 

lights needed to proceed with the IPO. 

7. Marketing, Pricing, and Final Prospectus: With SEBI’s go-ahead and 

exchange approvals, XYZ Ltd. and the bankers start the roadshow. They 

present the IPO to institutional investors (QIBs) across India (and 

sometimes abroad) to build interest. Meanwhile, they set the price band 

(range for the book-building IPO) and decide the issue dates. For instance, 

they might set a price band of ₹100–₹105 and open the IPO in early next 

month. The bankers also finalize the Red Herring Prospectus (RHP) – 

the final offer document that includes the price band, issue structure, and 

dates. Note SEBI rules: the upper band cannot exceed 120% of the lower 

band. Also, the final issue price can never be below the face value of 

shares (face value is typically small, like ₹2 or ₹10). XYZ’s DRHP is 

updated to the RHP and filed publicly. The company also publishes IPO 

announcements in newspapers with highlights for investors. 

8. Anchor Investors (Pre-IPO Allotment): One day before the IPO opens 

to everyone, XYZ may allot shares to anchor investors. These are large 

institutional investors (top mutual funds, insurance companies, etc.) who 

agree to take shares at a fixed price (usually the upper band) before the 

IPO opens. Anchors get a special allotment (up to 60% of the QIB 

portion). They do this to signal confidence: “Smart money is buying at 

₹105.” The IPO document will note which anchors bought how many 

shares. There’s also a lock-in: per SEBI’s recent rules, 50% of the shares 

allotted to each anchor are locked for 90 days, and the remaining 50% are 
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locked for 30 days. This prevents anchors from flipping all shares 

immediately and helps stabilize the stock post-listing. 

9. IPO Opens – Bidding by Investors: Now the IPO opens for public 

subscription (usually for 2–3 working days). Investors apply in different 

categories: Retail Individual Investors (up to ₹5 lakh per person now, 

via UPI/ASBA), High Net-worth Individuals (HNIs/NII) (above ₹5 

lakh), and remaining QIBs. Applications are made through ASBA 

(Application Supported by Blocked Amount) – your bank blocks the 

money in your account when you bid, but doesn’t transfer it unless shares 

are allotted. Retail investors can bid at any price in the band or at “cut-

off” (meaning they’ll accept the final issue price). 

SEBI mandates how many shares go to each category. In a standard IPO 

(profit-route), at least 35% is for retail, 15% for NIIs, and up to 50% for 

QIBs. (Within the QIB quota, 5% is earmarked for mutual funds.) In a 

QIB-heavy IPO, the split is roughly 75% QIB, 15% NII, 10% retail. As 

bids come in, the issue may become oversubscribed (total bids exceed 

shares on offer) – for example, if 10 million shares are on offer but bids 

come for 100 million, it’s 10× oversubscribed. If demand is high across 

categories, typically the final price is set at the upper band. If demand is 

weak, it might settle lower. 

10. Allotment, Refunds, and Listing (T+3 Timeline): After bidding closes, 

the registrar finalizes allotment. If oversubscribed, retail investors usually 

get shares by lottery (SEBI ensures every valid retail application gets at 

least one lot if possible; if not, lots are drawn). NIIs and QIBs get shares 

on a proportional basis. Those who are allotted shares have their ASBA 

block converted to payment – their bank accounts are debited and shares 

credited to their demat accounts. 

Those who didn’t get shares see their money unblocked (refunded 

automatically, thanks to ASBA). 

SEBI has recently shortened the timeline: listing now happens T+3 (three 

working days after IPO closing). That means three days after bids close, 

the shares start trading. For example, if bids close on Wednesday, the 

listing (trading debut) would be on the following Monday (assuming no 

holidays). This is much faster than before (it used to be T+6), making IPO 

outcomes quicker for investors and companies. 
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On listing day, XYZ’s stock begins trading on NSE/BSE. The price may 

pop up (a listing gain) if demand was strong, or open flat/fall if interest 

was lukewarm. From that moment, XYZ Ltd. is fully a public company – 

thousands of shareholders own its stock, there’s a market-determined 

price, and the company must comply with SEBI’s Listing Obligations and 

Disclosure Requirements (such as timely quarterly results, material 

announcements, minimum public shareholding, etc.). 

The sequence above is a simplified interpretation of SEBI-prescribed IPO 

procedures drawn from publicly available investor-education sources. 

Grey Market Premium (GMP) 

Before shares officially list, there is often an unofficial “grey market” for IPOs. 

Here, people can trade promises of IPO shares for cash, even though it’s not 

regulated or on any exchange. A key term is the Grey Market Premium (GMP) 

– the extra amount investors are willing to pay above the IPO price in this unofficial 

market. In simple terms, if XYZ Ltd.’s IPO price is 

₹200 but investors in the grey market are ready to pay ₹60 more per share, the GMP 

is ₹60. 

GMP is watched as an early sentiment gauge. A high GMP suggests strong 

expected demand: investors think the stock will list above the IPO price. For 

example, if XYZ’s shares are trading at ₹200-issue and grey market traders quote 

a GMP of ₹60, it implies expectations of a ₹260 listing. Conversely, a low or 

negative GMP implies lukewarm interest. However, GMP is unofficial and 

unregulated – it is based on speculation, not guaranteed. SEBI and exchanges do 

not track grey markets, and actual listing prices can differ due to market conditions. 

So investors should treat GMP as one indicator of demand, not a certainty. 

In practice, IPO-watchers often follow news sources or broker channels for GMP 

quotes on a day-by-day basis. But keep in mind: the final listing price depends on 

the real bidding in the IPO and market factors. A high GMP can mean a pop on 

listing, but it’s not foolproof. 

Information about grey-market trading is presented for awareness only. The 

grey market is unregulated, and SEBI does not endorse or monitor it. 



17 

IPO Checklist for Investors 

If you’re considering applying to an IPO, here are some key checks (a quick 

investor’s checklist): 

● Read the Prospectus Carefully: Go through the company’s offer 

document (RHP/Prospectus) in detail. Pay special attention to the risk 

factors, the company’s financial history, how it will use the IPO proceeds 

(“Objects of the Issue”), any legal or regulatory issues, the IPO grading (if 

any), the basis of pricing, and the business and promoter information. This 

is SEBI’s advice to investors. In other words, know what you are investing 

in. 

● Understand the Business and Industry: Make sure you understand what 

the company actually does. Ask: Do I understand this business? Look at 

its products/services and the sector it operates in. Study its peers – other 

companies in the same space (listed or unlisted). Compare XYZ Ltd.’s 

growth rates, profit margins, return ratios, and cash flows with those peers. 

If it’s a new industry (like a fintech or biotech startup), try to learn about 

the whole sector. A strong, growing industry and a clear business model 

are positives. 

● Check Financial Health and Growth: Look at how revenues and profits 

(if any) have trended in past years. Is revenue growing steadily? 

What are profit margins like? Does the company have a lot of debt? Make 

sure to compare these numbers to industry averages. For example, a CFO 

might say: “If there are many listed peers, compare growth, margins, 

profitability with them”. This will help you gauge if the IPO valuation is 

reasonable. 

● Scrutinize Use of Funds: Understand why the company is raising money. 

Check if the funds are for growth projects (good sign) or just to pay off 

existing debt. Promoters selling too many shares (without clear growth 

plan) might be a warning. 

● Check Management and Promoter Track Record: Who runs the 

company? If the founders/promoters have built successful ventures 

before, that’s a positive. If there is recent management turmoil or shady 

promoter history, be cautious. 

● Consider Valuation and Pricing: Even with high growth, an IPO can be 

overpriced. Try to check the IPO price-band versus financial metrics (if 
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given). Sometimes comparing the IPO’s implied Price/Earnings (if 

profitable) or Price/Sales to peers can help gauge fairness. This is harder 

when companies are loss-making, but you can still eyeball if the numbers 

look sky-high. 

● Look at Market Sentiment – GMP and Subscriptions: As discussed 

above, see if there is a grey market premium (GMP) and how much. A 

high GMP indicates investor excitement. Also watch the subscription 

status if you have access (media often report oversubscription levels after 

each day). Heavy oversubscription can mean you may get few/allotment 

or see a price jump. 

● Check the Lot Size and Your Application: Know the minimum lot size 

(e.g. 90 or 100 shares) and the total application amount. Make sure your 

bank account has sufficient blocked funds (via ASBA). For retail 

investors, remember that up to ₹5 lakh can be applied per IPO via 

UPI/ASBA. 

● Be Wary of Rumors and Pressure: Avoid making decisions on tips or 

hype. SEBI explicitly warns investors: “Do not fall prey to market 

rumours” or anyone promising guaranteed returns. If something sounds 

too good, it might be misleading. Make your judgment based on the facts 

you have gathered. 

By following these steps – doing your homework on the company, its finances and 

sector, and understanding the IPO mechanics – you make a more informed 

decision. Don’t rush, and always be ready to ask questions. And remember, buying 

into an IPO is still an investment with risk. 

Key Terms to Remember 

● Face Value (Par Value): The original nominal value of each share as set 

in the company’s charter. Often a small amount (like ₹1, ₹2, ₹5, or 

● ₹10). For example, if XYZ Ltd. started with ₹1 lakh capital divided into 

10,000 shares, the face value was ₹10 (10,000×₹10=₹1 lakh). Face value 

usually stays fixed (unless stock splits or bonus shares are issued). It’s 

used in accounting and to calculate dividends (dividends are often quoted 

as % of face value). 

● Issue Price (Offer Price): The price at which shares are sold in the IPO. 

This is typically Face Value + Premium. For example, if face value is 

₹10 and the IPO price is ₹100, the premium is ₹90. The issue price is 
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decided through the book-building process (or fixed by the company in a 

fixed-price issue). After listing, the market price can move above or below 

the issue price. 

● Lot Size: IPOs are allotted in lots. A lot is the minimum number of shares 

you can apply for. For instance, if a lot size is 90 shares and the price is 

₹100, the minimum application is ₹9,000. Retail investors must bid in 

multiples of the lot. SEBI sets IPO lot sizes so that the minimum retail 

investment (1 lot) is around ₹15,000–₹20,000, roughly. 

● Oversubscription: If more shares are applied for than are on offer, the 

IPO is oversubscribed. For example, 10× oversubscribed means 10 times 

more demand than supply. Oversubscription is common in popular IPOs. 

When retail quota is oversubscribed, allotment is done by lottery (drawing 

lots) – SEBI ensures each valid retail bidder gets at least one lot if possible. 

If it’s only just subscribed or undersubscribed, that’s a warning sign. 

Newspapers often report the subscription ratios (“the IPO was 15x 

subscribed” etc.). 

● ASBA (Application Supported by Blocked Amount): The system for 

applying to IPOs. With ASBA, your bid amount is blocked in your bank 

account but not debited immediately. You keep earning interest and the 

money is free if you don’t get shares. If you are allotted shares, the 

corresponding amount is finally debited. If not, the block is lifted. ASBA 

protects investors from long refunds. Retail applications now often use 

UPI or netbanking ASBA. 

● Qualified Institutional Buyers (QIBs): Large, sophisticated financial 

institutions allowed to participate in big portions of IPOs. These include 

mutual funds, FIIs (foreign funds), insurance companies, banks, pension 

funds, etc. In a normal IPO, up to 50% of the issue can go to QIBs. In a 

QIB-heavy IPO, at least 75% must go to them. QIBs usually bid large 

amounts and get shares proportionally (they don’t face a lottery like 

retail). Anchor investors are a subset of QIBs (they commit the day before 

the IPO opens). 

These terms will help you navigate IPO discussions and documents. If any term 

isn’t clear, revisit the explanations above or look it up in SEBI resources. 

Quick Example – IPO in Action 

Let’s put it all together with a hypothetical IPO: 
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About the Company: ABC Tech Ltd. is a young software startup (face value 

₹10 per share). It’s growing fast but isn’t yet profitable – a common startup 

scenario. 

● Decision: ABC Tech’s board decides to raise funds via IPO. They need, 

say, ₹100 crore to expand. They hire investment bankers and lawyers to 

start the process. 

● SEBI Route: Since ABC Tech has no profit track record, it uses the QIB-

heavy route. That means at least 75% of shares must go to institutional 

investors. 

● DRHP & Approvals: The team prepares the Draft Prospectus (DRHP), 

showing ABC’s business, expenses, and honestly stating it’s not yet 

profitable. They file confidentially with SEBI. SEBI reviews, asks a few 

questions, ABC updates answers. The stock exchanges (NSE/BSE) give 

in-principle listing approval after checking criteria. Finally, the red herring 

prospectus (RHP) with price band and dates is filed. 

● IPO Details: ABC Tech decides to issue 1 crore shares. It sets a price 

band of ₹100–₹105 per share. (Maximum is well within 120% rule.) At 

● ₹105 (upper band), ABC would raise ₹105 crore. The lot size is set at 90 

shares, so a retail investor needs ₹9,450 per lot. 

● Allocation: Under the QIB route, the allocation is: 75% to QIBs (75 lakh 

shares), 15% to Non-Institutional (HNIs, 15 lakh shares), 10% to Retail 

(10 lakh shares). Notice only 10 lakh shares are for all retail investors, so 

the retail pool is small. 

● Anchor Round: One day before opening, ABC holds an anchor round. 

Big mutual funds and institutions sign up for about 45 lakh shares (60% 

of the 75 lakh QIB quota) at ₹105. This anchors ₹47.25 crore of demand 

(45 lakh×₹105) and is announced as a positive signal. As per SEBI rules, 

half of each anchor’s shares are locked for 90 days and half for 30 days. 

● Public Bidding: The IPO opens for 3 days. Thousands of investors apply. 

Let’s say the final demand is: QIBs bid 2× their quota, NIIs 10×, and 

Retail 20×. In other words, retail applied for 2 crore shares against 10 lakh 

available (20x). At the end, the bankers see huge demand at the top of the 

band, so they fix the final price at ₹105 (upper band). 
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● Allotment: With such oversubscription, the registrar does the allotment 

on T+3 timeline. Retail investors face a lottery: with 20x demand, most 

retail applicants will get either 1 lot or none. Each successful retail bidder 

gets 90 shares at ₹105 (₹9,450). NIIs get roughly 1/10th of what they 

asked for (since their portion was 10x oversubcribed). QIBs get nearly all 

they bid for (two times demand means plenty to cover all bids). The total 

shares allotted are still 1 crore. The banks debit successful investors and 

release refunds to the rest. 

● Listing Day: Three days after closing, ABC Tech Ltd. lists on NSE/BSE. 

Suppose it opens at ₹130 – that’s a nice gain for IPO investors (₹25 profit 

per share instantly). Anchors are partly locked but others can sell if they 

want. ABC Tech has now raised ₹105 crore (minus expenses). It has 

thousands of new shareholders and must now follow SEBI’s public 

company rules (like quarterly reporting and fair disclosure). 

This example shows how the pieces fit: the SEBI QIB-heavy route, the marketing, 

oversubscription, allotment method, and the excitement on listing. Every real IPO 

will have its own numbers, but these steps and concepts apply broadly. 
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Key Takeaways 

● Private!"!Public:!A private company must become public (change its 

name to “Ltd.”) if it wants to invite hundreds of new shareholders. Under 

law, a private firm cannot have over 200 shareholders in a year, or it must 

reclassify as public. 

● IPO Meaning: An IPO is the first time a company sells its shares to the 

public. It raises capital by issuing equity to general investors. Before IPO, 

only founders and private investors held the stock; after, thousands of 

shareholders can buy/sell on the exchange. 

● Why IPO: Companies go public to raise large funds for growth, boost 

their market image, and give early investors liquidity. An IPO provides 

capital without debt and often increases credibility and publicity. 

● Early Investor Returns: The IPO lets founders and early backers 

monetize their holdings over time. It also creates a public market so 

anyone can trade the company’s shares. 

● SEBI Eligibility – Two Routes: SEBI sets clear criteria. Profit/Track 

Record Route: The firm must have a history of profits/assets (e.g. ₹15 

crore average profit and ₹3 crore tangible assets). QIB-Heavy Route: If 

those are missing, the IPO can proceed only if at least 75% of the issue is 

allotted to institutional investors (QIBs) (and remaining is mostly NIIs and 

a 10% retail cap). 

● IPO Steps: The broad IPO process is – Board approves IPO, clean up 

accounts, hire bankers/lawyers – prepare a Draft Prospectus (DRHP) – 

SEBI review and observation – stock exchange listing approval – set price 

band and finalize Prospectus (RHP) – marketing to institutions – anchor 

allocation – 3-day public bidding via ASBA/UPI – allotment – T+3 day 

listing. 

● Key Terms: Face Value (nominal share value), Issue Price = Face Value 

+ Premium, Lot Size (minimum shares per retail application), 

Oversubscription (demand exceeds supply), ASBA (money-block system 

for IPO bids), QIBs (large institutional buyers). 

● Allocation Rules: SEBI ensures broad sharing of IPO shares. In a normal 

IPO, at least 35% goes to retail investors and up to 50% to QIBs. In a 

QIB-heavy IPO, 75% must go to QIBs, with 15% to NIIs and only 10% 

to retail (max). These rules protect small investors. 



23 

● Listing Benefits vs. Costs: After IPO, the company has new capital and 

higher visibility but must follow strict disclosure and governance rules 

(quarterly reporting, material disclosure, minimum public holding, etc.). 

● Faster IPO Settlement: SEBI has shortened the IPO timeline. Once the 

IPO closes, listing happens by T+3 days (three working days after close), 

so investors get their shares (or refunds) much faster than before. 

These points capture the essentials of how a company prepares for and completes 

an IPO, along with the important terms and rules involved. By understanding this 

process, even a first-time investor can see what “going public” means and how 

regulatory safeguards (like those from SEBI) work to protect all shareholders. 
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“How companies sell shares to the public,  

and how investors trade them daily.” 

After a company’s IPO, its new shares enter the stock market. In the primary 

market, the company issues new shares to investors (for example, Zomato’s IPO 

in 2021 raised money directly for Zomato). Money flows from investors to the 

company in this phase. Once the IPO is completed and shares are allotted, those 

shares start trading on an exchange. That is the secondary market: here investors 

buy and sell the shares among themselves. For example, if you sell your Zomato 

shares after they are listed, you sell them to another investor via the exchange – the 

money goes from that buyer to you, not back to Zomato. In short, primary 

market = company→investors (new shares issued); secondary market = 

investor↔investor (existing shares traded). 

3.1 Why We Need Stock Exchanges 

Stock exchanges – for instance BSE and NSE – act as regulated marketplaces 

supervised by SEBI where buyers and sellers meet transparently. 

● Transparent price discovery: Exchanges display all buy and sell orders 

and current prices in real time, so everyone sees the same market prices. 

● Order matching: Automated systems pair buy and sell orders at the best 

available price, ensuring fair trades. 

● Regulation and safety: SEBI regulates these exchanges, enforcing rules 

to prevent fraud and protect investors. 

● Clearing and settlement: After a trade, exchanges and clearing houses 

ensure shares and money are exchanged securely. Today India uses a T+1 
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settlement cycle – a trade on day T settles on T+1 (next trading day). 

(SEBI is even piloting T+0 same-day settlement for select large stocks.) 

Without exchanges, buyers and sellers would struggle to find each other. 

Exchanges provide liquidity (easy buying/selling) and trust: all rules and prices are 

public. As one expert notes, India’s stock market is regulated so “trading hours, 

and settlement process” are uniform on both BSE and NSE. In practice, this means 

if you enter an order through your broker, the exchange transparently finds a 

matching order, and the trade is settled under SEBI’s fast T+1 system. 

Data and concept reference: SEBI Investor Education Portal, NSE Market 

Guide 2024. 

3.2 Major Indian Stock Exchanges 

India’s two main stock exchanges are the Bombay Stock Exchange (BSE) and the 

National Stock Exchange (NSE), both in Mumbai. 

BSE is Asia’s oldest stock exchange (founded in 1875). It lists a huge number of 

companies (over 5,600 listed firms as of 2025), making it one of the world’s largest 

by listings. Its flagship index is the Sensex – launched in 1986 (base year 1978–

79) – which tracks 30 large, actively traded stocks. Sensex often headlines market 

news (e.g. “Sensex closed up” means those 30 big stocks rose overall). 

The NSE began operations in 1994 (incorporated 1992). It has fewer listed 

companies (around 2,600–2,700 as of late 2024), because NSE focuses on larger 

firms and only some smaller firms via its SME platform. NSE’s main index is the 

Nifty 50 – launched in 1996 – which tracks 50 large companies across sectors. In 

practice, most major companies trade on both exchanges; NSE handles a higher 

share of trading volume due to its modern electronic system. Together, BSE 

(Sensex) and NSE (Nifty 50) serve as India’s market bellwethers. For example, 

“Sensex crossed 80,000” in mid-2024 when its top stocks rallied, and “Nifty 

crossed 25,000” in 2024 when the market’s 50 large stocks surged. 

Sources – BSE India and NSE official websites, accessed 2025. 

3.3 What is an Index? 

A stock market index is a single number that summarizes how a group of stocks 

is doing. Think of an index like a thermometer for the market. Instead of tracking 

hundreds of individual stock prices, an index tracks the combined performance of 

a selection of stocks. For example, the Sensex is like the “team score” of its 30 

large companies: if the Sensex goes up 500 points in a day, it means those 30 
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companies did well on average. Indices are widely used as benchmarks: you 

compare your portfolio’s return to an index’s return to see if you “beat the market”. 

If your stocks rose 5% but Nifty 50 rose 7%, you underperformed the benchmark. 

Indices also let anyone gauge market or sector trends at a glance. For instance, if 

the Nifty Pharma index falls 2% today, you know pharmaceutical stocks are weak 

overall without checking each one. In short, indices give a quick snapshot of 

market health. A good analogy is a cricket team’s total runs: just as the team score 

shows overall performance without listing each batsman’s runs, a stock index 

shows overall market performance in one number. 

3.4 Index vs. Indices 

The word index is singular and indices (or indexes) is plural. Nifty 50 is one index, 

Sensex is another; together they are two indices. Whenever we talk about more than 

one (Nifty, Sensex, Bank Nifty, etc.), we call them “indices.” (For example: “Both 

indices gained today” if referring to Nifty and Sensex.) This is just grammar, but 

it’s good to remember. 

3.5 Types of Indices 

Indices come in different categories depending on what stocks they cover: 

● Broad-Market Indices: These track the overall market or large swaths of 

it. The Sensex (30 stocks) and Nifty 50 (50 stocks) are broad indices of 

India’s biggest companies. There is also a Nifty 500 index (500 stocks) 

covering nearly the entire market. A broad index tells you how the market 

as a whole is doing. 

● Sectoral Indices: These focus on one industry or sector. For example, 

Nifty Bank includes only major banking stocks. If Nifty Bank is up, 

banking shares did well as a group. Other examples are Nifty IT, Nifty 

Pharma, Nifty Auto, etc. Sector indices help investors track industries of 

interest. (An investor bullish on tech would watch the Nifty IT index.) 

● Thematic Indices: These follow an investment theme that can span 

sectors. For example, the Nifty ESG index tracks companies with strong 

Environmental, Social, and Governance practices. Another is Nifty 

Infrastructure, including companies related to infrastructure (power, 

construction, ports, etc.). Thematic indices let investors track broader 

ideas (like sustainability or consumption) across the market. 
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● Strategy Indices: These use specific selection rules or strategies. For 

instance, Nifty Alpha 50 selects the 50 stocks with highest “alpha” 

(strongest recent performance). Nifty Low Volatility 50 picks 50 stocks 

with the least price swings. Such indices suit investors following a 

particular style (e.g. low-risk stocks). 

Regardless of type, all indices serve the same purpose: they track a set of stocks 

together so we can gauge performance quickly. 

Adapted from NSE Index Methodology Guide for educational illustration. 

3.6 How an Index Moves 

A key point: indices do not move by averaging all stocks equally. In most Indian 

indices (Sensex, Nifty 50), stocks are weighted by free-float market 

capitalization. This means bigger companies have more influence on the index. 

Think of it as a weighted average: large companies carry more weight. For 

example, Reliance Industries is one of India’s largest companies. In the Nifty 50, 

Reliance’s weight is roughly 8.3%. If Reliance’s stock jumps 5% in a day, that 

5%×8.3% ≈ 0.42% boost is applied to Nifty’s value. A big move in Reliance can 

noticeably lift Nifty. In contrast, a small company in the index might have a weight 

of only 

~0.5%. Even if that small stock rallies 10%, its effect on Nifty would be tiny 

(10%×0.5% = 0.05%). In simple terms: big fish move the pond more. As one 

explanation notes, in a cap-weighted index “larger companies have a bigger 

influence on the index’s value”. So on any trading day, check the heavyweights 

(e.g. Reliance, HDFC Bank, TCS, etc.) to understand why Nifty or Sensex moved. 

If the top 5 stocks fall, they can drag the whole index down even if most others are 

flat. 

3.7 History of the Sensex and Nifty 

Looking at history shows how much markets grow (and their ups and downs). The 

Sensex (30-stock index) was launched in 1986 (base year 1978–79 = 100 points). 

From that base of 100, it hit 1,000 points by 1990, then 10,000 by 2006 during a 

boom. After the 2008 crash it recovered, reaching 50,000 points in January 2021. 

It surged past 60,000 by September 2021 and crossed 80,000 in July 2024 – a 

historic milestone. (Markets don’t climb smoothly – there were corrections along 

the way – but the long-term trend has been up, reflecting India’s economic growth.) 
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The Nifty 50 (50-stock index) started on April 22, 1996 (base date Nov 3, 1995 = 

1000 points). It crossed 5,000 points during the 2000s bull run, 10,000 in 2017, and 

20,000 for the first time on Sep 11, 2023. It then hit 25,000 in August 2024. These 

milestones matter: for instance, someone who invested when Nifty was 1,000 

would see a 20‑fold rise by 2023 (ignoring dividends). History shows that despite 

crashes (2008, 2020, etc.), markets have risen over decades. This perspective helps 

investors stay patient: short-term swings happen, but over time the indices have 

trended upward. 

3.8 Number of Listed Stocks (2025) 

India’s stock market is very broad. As of mid-2025, about 5,600 companies are 

listed on the BSE (one of the world’s largest counts) and roughly 2,600–2,700 on 

the NSE (as of late 2024). However, most of those companies are small and thinly 

traded. The major indices include only the biggest names (Sensex has 30, Nifty 50 

has 50, Nifty 500 has 500). In practice, everyday market news is driven by a few 

hundred active companies. For a beginner, it’s useful to know there are thousands 

of stocks, but the real action (and index movements) comes from the large, liquid 

ones that make up the indices. 

3.9 How a Company Gets Added to the Nifty 50 

Nifty 50’s list of 50 companies is not fixed – it is reviewed twice a year (in January 

and July) by an independent index committee. To be eligible, a stock generally 

must be among India’s largest and most liquid. Key criteria include: 

● Top market capitalization: A candidate usually comes from the Nifty 

100 universe (the 100 largest stocks). 

● Liquidity: Its shares must trade easily. In practice, this is tested by 

“impact cost” – the stock must have an average impact cost ≤0.5% over 

six months at a ₹1 crore transaction size. In plain language, the stock 

should have narrow bid-ask spreads and steady volume. 

● Derivatives eligibility: Only stocks trading in the NSE futures & options 

(F&O) segment are considered. If a stock has F&O contracts, it shows 

enough interest from big investors. 

● Listing history: The company should have been trading for at least a short 

period. Current rules require at least 1 month of trading by the cut-off date 

(previously it was often 6 months). 
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Using these rules, the Nifty committee replaces companies if needed – for example, 

a rising mid-size company can enter if it overtakes a larger one that fell in rank. All 

changes are announced about 4 weeks in advance and take effect in April and 

October. 

Why it matters: Inclusion in Nifty 50 is a big deal. Many mutual funds and ETFs 

“track” the index, so if a stock is added, those funds must buy it, often lifting its 

price. Conversely, removal can cause selling by such funds. Inclusion also raises a 

company’s profile as a market leader. Investors know: “When XYZ is added to the 

Nifty 50, demand often spikes.” 

3.10 What is Market Capitalization (Market Cap)? 

Market capitalization (market cap) is simply the total market value of a company’s 

publicly traded shares. It’s calculated as: 

Market Cap = Share Price × Number of Outstanding Shares. 

This tells you the size of the company in rupees. For example, if a company has 10 

crore shares and each share is ₹100, the market cap is ₹1,000 crore (because 

10×100). It’s like saying, “to buy 100% of this company at today’s price would 

cost ₹1,000 crore.” 

Example: Reliance Industries is India’s most valuable company. Suppose 

Reliance’s share price is around ₹2,500 and it has ~676 crore shares outstanding. 

Multiplying those gives a market cap of roughly ₹16.9 lakh crore (₹16.9 trillion). 

That huge number reflects Reliance’s giant size. 

Market cap is important for classification and perspective. A ₹50,000 crore 

company is much larger (and usually more stable) than a ₹500 crore one. When 

investors talk about large-cap, mid-cap, and small-cap stocks, they’re 

referring to these market cap sizes. 

3.11 Categories of Market Cap (SEBI Classification) 

SEBI has standardized what large-, mid-, and small-cap mean in India. Based on 

each company’s full market cap ranking (updated twice a year), the definitions are: 

● Large Cap: The top 100 companies by market cap. These are the 

giants (often ₹50,000+ crore each). Examples include Reliance, TCS, 

HDFC Bank – well-known, stable firms. Large caps generally move more 

moderately day-to-day. 

● Mid Cap: Ranks 101–250. These are medium-sized companies (often 
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● ₹10,000–50,000 crore). Examples include companies like Page Industries 

or Zydus Lifesciences. Mid-caps are often established firms in their 

industries, with higher growth potential than large caps but also more risk. 

● Small Cap: Ranks 251 and beyond. This covers the rest (thousands of 

smaller companies, often below ₹10,000–15,000 crore). Examples 

might be firms like Hatsun Agro or KRBL. Small caps carry higher 

risk and volatility – their business models can be young or niche – but 

they also offer the chance of big returns if they succeed. 

These definitions let everyone speak the same language. For example, a “large-cap 

fund” in India must invest mostly in the SEBI-defined large-cap list. In general, 

large caps (less risky, stable growth), mid caps (balanced risk/growth), and small 

caps (highest risk, highest potential) form a spectrum. Most investors build 

portfolios with a mix (large caps for stability + some mid/small for growth) to 

balance risk and reward. 
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Key Takeaways – Complete Flow of the Stock Market Journey 

● Primary vs Secondary Markets: Primary = company issues new shares 

to raise funds; Secondary = investors trade listed shares among 

themselves. 

● Stock Exchanges: NSE and BSE are SEBI-regulated platforms where 

buyers meet sellers. They enforce rules and settle trades quickly (now on 

a next-day T+1 cycle). 

● Major Exchanges/Indices: BSE (Sensex – 30 stocks) and NSE (Nifty 50 

– 50 stocks) are India’s main exchange benchmarks. 

● Index as Market Barometer: A stock index is like a market 

“thermometer” – it gives a one-number snapshot of overall or sector 

performance. 

● Index Movement: Indices are market-cap weighted, so big companies 

move them most. Heavyweights like Reliance or HDFC Bank set the 

index direction. 

● Market Cap Categories: By SEBI rules, the top 100 companies are large-

cap, ranks 101–250 are mid-cap, and ranks 251+ are small-cap (with risk 

and return generally rising as you go from large to small caps). 

Each! step! above! shows! how! the! market! flows:! company! formation! "! IPO!

(primary)!"!listing!"!secondary!trading!(via!exchanges)!"!growing!market!cap!

"!inclusion!in!major!indices.!These!parts!all!connect!under!SEBI�s!regulations!

and!market!practices!to!form!India�s!stock!market!system. 

Sources: Authoritative market references, SEBI documents, and industry analyses 

were used to ensure up-to-date accuracy. All factual claims are cited above. 
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“The language of traders and investors — simplified.” 

After learning the concepts from the first three chapters — company formation, the 

IPO process, and primary vs. secondary markets — you now have a solid 

foundation. The next step is to understand the everyday terminology of the stock 

market. Without these terms, entering market discussions is like playing cricket 

without knowing what “run rate” or “wickets” mean. In this chapter, we’ll 

demystify common stock market terms in a storytelling format, using simple 

language and real-world scenarios to bring each concept to life. Let’s follow an 

investor’s journey through a trading day with “ABC Ltd.” to see these terms in 

action. 

4.1 Price Dynamics: Share Price & How It Moves 

Imagine you are watching ABC Ltd. on the stock exchange. The share price you 

see is not fixed by any one person – it’s continually set by an auction-like process 

of demand and supply in the market. In real time, buyers place bids for shares and 

sellers place asks. If more people want to buy ABC (high demand) and fewer want 

to sell (low supply), the price will rise; conversely, if sellers outweigh buyers, the 

price falls. The stock exchange’s trading system automatically matches orders: 

whenever a buyer’s bid meets a seller’s ask, a trade happens and that price becomes 

the current market price. This matching repeats every second, making the price 

move live on your screen. 

) Real-World Example: 

ABC Ltd. announces excellent quarterly results and a promising new product. 

Optimistic investors rush to buy – demand surges. Suppose ABC’s last traded price 

was ₹100. Buyers start bidding higher to acquire shares, and the price climbs to 
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₹105, ₹108… until it finally settles as trades match. A week later, unexpected bad 

news hits (say a regulatory fine). Now fear sets in; many holders want to sell – 

supply increases. If ABC was trading at ₹110 before the news, sellers might accept 

₹105, then ₹102, just to exit. With each eager seller hitting lower bids, the price 

plunges sharply. In both cases, news and sentiment tilted the balance of demand 

and supply, and the order book – the exchange’s ledger of buy/sell orders – 

translated those emotions into price changes. It’s a live auction: when buyers 

dominate, price rises; when sellers dominate, price falls. Importantly, no single 

individual “decides” the price – it’s the crowd of buyers and sellers together that 

set the price at every moment. 

(Key Terms: Order Book – the electronic list of all buy and sell orders; Market 

Price – the last traded price from a matched order.) 

4.2 Bulls vs. Bears: Understanding Market Sentiment 

In market jargon, optimistic buyers are called “Bulls” and pessimistic sellers are 

“Bears.” When ABC’s price was rising on good news, we say the stock turned 

bullish – meaning demand exceeded supply and buyers aggressively outbid sellers. 

For example, bulls might keep buying up all shares available at ₹100, then ₹101, 

then ₹102, pushing the price higher. A bearish phase is the opposite: supply 

exceeds demand, and sellers undercut prices. In our ABC bad news scenario, bears 

hit any bid they can find – selling at ₹110, then ₹105, then ₹102 – driving the price 

downward. These terms are often used to describe overall market mood as well: a 

bull market is broadly rising prices (buyers in charge), while a bear market is 

broadly falling prices (sellers in charge). 

In practice, markets are a tug-of-war between bulls and bears. Seasoned investors 

gauge sentiment by looking at price trends and trading volume (more on volume 

soon). If bulls have the upper hand, you’ll see prices trend upward with enthusiastic 

buying; if bears take control, prices trend downward with heavy selling. 

Recognizing bullish vs. bearish conditions helps you decide whether to ride the 

momentum or be cautious. 

4.3 Daily Trading Stats: Open, Close, High, Low, and Volume 

Let’s continue with our ABC Ltd. story to introduce the daily trading statistics: 

● Open Price: This is the price at which the stock starts trading when the 

market session begins. For ABC, the open is determined by a short “pre-

open” auction before 9:15 AM (more on pre-open soon). Suppose ABC 
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opened at ₹104 today – that was the first traded price of the regular 

session. 

● High and Low (Day’s Range): Throughout the day, ABC’s price will 

fluctuate. Let’s say it rose as high as ₹110 by late morning and dipped as 

low as ₹102 in the afternoon. These are the intraday high and intraday 

low. Together, they form the day’s range for ABC: ₹102 – ₹110. The 

day’s range gives a sense of intraday volatility – a wide range means the 

stock swung a lot within the day, while a narrow range means it was 

relatively steady. 

● Close Price: When the trading day ends (3:30 PM on NSE/BSE), 

ABC’s last traded price might be, say, ₹108. However, the official 

closing price isn’t simply the last trade; exchanges in India calculate 

the closing price as a volume-weighted average of the last 30 

minutes of trading. So if ABC oscillated around ₹108 in the final half-

hour, the official close might be around ₹108 (assuming no big swings 

late-day). The previous close refers to yesterday’s closing price – 

important as a benchmark for today’s price movement. 

● Volume: Volume is the total number of shares traded during a period (e.g. 

intraday volume for the day). Suppose 5 million shares of ABC traded 

today, compared to a usual 1 million shares. That’s high volume, 

indicating heavy participation. Volume adds context to price moves: if 

ABC’s price rose from ₹104 to ₹108 on very high volume, it signals strong 

buying interest (lots of buyers participated in the rally). If price fell on 

high volume, it signals strong selling pressure. Low volume moves, on 

the other hand, might not be as meaningful since only a few shares 

changed hands. Volume is a bit like the noise level in a room – a loud buzz 

(high volume) means many participants are active, whereas quiet trading 

(low volume) might mean limited interest. 

) Real-World Example (Volume in action): Imagine XYZ Corp, another 

stock, normally trades ~500,000 shares daily. One day, positive news breaks and 5 

million shares trade with the stock jumping 10%. The unusually high volume 

confirms that the price surge was backed by many traders – a strong signal. 

Conversely, if a stock’s price spikes on tiny volume, seasoned traders are cautious; 

the move might not sustain if it wasn’t supported by broad buying. Thus, volume 

often validates price trends: “high volume + up price = bullish conviction,” 

whereas “high volume + down price = bearish conviction.” 
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(Key Terms: Previous Close – yesterday’s closing price; Intraday – within the day; 

Liquid Stock – a stock with consistently high volume, easy to buy/sell.) 

4.4 Market Benchmarks: 52-Week Range and All-Time High 

(ATH) 

Beyond daily highs and lows, traders also look at longer-term price landmarks: 

● 52-Week Range: This is the lowest and highest price of the stock in the 

past 12 months (a full year). For ABC Ltd., suppose over the last year it 

traded as low as ₹80 and as high as ₹120. So the 52-week range is ₹80 – 

₹120. This tells you where the current price stands relative to the past year. 

If ABC is now ₹108, it’s closer to the top of its yearly range – indicating 

it has gained significantly over the year. If it were near ₹80, it would be 

near its yearly low, possibly a sign of poor performance or market 

pessimism on that stock. Investors often check this range to gauge if a 

stock is near historically high or low levels. 

● All-Time High (ATH): The highest price the stock has ever reached in its 

trading history. In our example, if ₹120 was not just the 52-week high but 

actually the highest price ABC has ever traded, then ₹120 is its all-time 

high. Hitting an ATH often generates excitement – it signals the company 

is more valuable now than ever before in the market’s eyes. It can also 

serve as a resistance level where the stock might face selling pressure (as 

some investors may choose to take profits at record highs). 

Understanding these terms helps you put current prices in context. For instance, 

reading that “ABC is trading 5% below its 52-week high” in news reports tells you 

the stock is near peak levels of the year. If a stock is making new all-time highs, it 

often grabs headlines and can further fuel bullish sentiment (everyone loves a 

winner!). Conversely, a stock near 52-week lows might indicate distress or a 

contrarian opportunity, depending on the situation. 

4.5 Bids, Asks, and Market Depth: The Order Book Unveiled 

Whenever you place a buy or sell order, it doesn’t always execute instantly – it sits 

in the order book awaiting a match. The highest buy order price is called the best 

bid, and the lowest sell order price is called the best ask (or offer). The difference 

between them is the bid-ask spread. A smaller spread means buyers and sellers 

mostly agree on price (usually a sign of a liquid stock), whereas a wide spread can 

indicate lower liquidity or uncertainty about the stock’s value. 
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The market depth (also known as Level 2 data or the order book) shows the list 

of multiple bid and ask orders at different price levels, along with the quantities. 

It’s essentially a snapshot of supply (asks) and demand (bids) at various prices. 

Let’s say, at some point, ABC’s market depth’s top 3 levels look like this: 

● Bids (Buy Orders): ₹107.50 (1,000 shares), ₹107.40 (2,000 shares), 

₹107.30 (1,500 shares) … 

● Asks (Sell Orders): ₹108.00 (1,200 shares), ₹108.10 (800 shares), 

₹108.20 (600 shares) … 

This tells us the best bid is ₹107.50 and best ask is ₹108.00. If you as a buyer are 

willing to pay ₹108.00, you can immediately buy from the seller at ₹108 (the ask). 

If you want to buy at 

₹107.50, you join the bid queue at that price and wait to see if a seller is willing to 

hit that bid. Market depth helps traders judge a stock’s liquidity and potential price 

impact of large orders. 

● If the depth is “thick” (large quantities available at many price levels), the 

stock is very liquid – big orders can be absorbed with little price change. 

In our example, if there were tens of thousands of shares at each level, 

ABC’s price would likely stay stable unless an extremely large order 

comes. 

● If the depth is “thin” (only small quantities on the book), then even 

modest trades can move the price. For instance, imagine only 100 shares 

at each level – an order to buy 1,000 shares could eat through several 

levels of asks and push the price up significantly. 

) Real-World Context: 

For a blue-chip stock like Reliance Industries, the market depth is usually thick – 

you might see thousands of shares on both bid and ask side for every 50 paise 

increment. This means a single investor buying 100 shares won’t budge the price; 

the order is easily absorbed. But for a small-cap stock, the top bids/asks might be 

just a few hundred shares deep. If a news report triggers many to buy that small-

cap, the lack of sell orders (“thin” supply) means the price could jump rapidly until 

it finds enough sellers – often such stocks hit the upper circuit (price limit) in no 

time due to thin depth. Thus, always be mindful of market depth; it’s the pulse of 

how easily you can enter or exit a position without slippage. 
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(Key Terms: Bid – price buyers willing to pay; Ask – price sellers willing to 

accept; Liquidity – ease of trading without affecting price; Slippage – the price 

movement between order placement and execution.) 

4.6 Gaps and the Pre-Open Session: How Today’s Opening Price 

is Set 

Stocks don’t always open at the same price they closed at the previous day. Often, 

there’s a Gap-Up or Gap-Down at the open — meaning the opening price is higher 

or lower than yesterday’s close. These gaps happen due to overnight news or 

accumulated buy/sell interest before the market opens. Let’s unpack how this 

works: 

Pre-Open Session (NSE/BSE Equities) 

To facilitate a fair opening price, Indian exchanges run a pre-open auction from 

9:00 AM to 9:15 AM each trading day for the cash equity segment. 

● During 9:00-9:08 AM, investors can place, modify, or cancel orders (both 

buys and sells). This period is called the order collection period. You can 

place limit orders at specific prices or even market orders (which will 

later execute at whatever price is determined). 

● At around 9:08 AM, the exchange randomly closes the order entry 

window (to prevent last-second gaming) and moves to the order 

matching period. 

● In this phase (approx. 9:08-9:12 AM), the exchange’s system takes all the 

collected orders and calculates an equilibrium price — essentially the 

price at which the maximum volume of shares can trade. Buy orders at or 

above this price are matched with sell orders at or below this price. This 

equilibrium becomes the opening price for that stock when normal trading 

begins at 9:15 AM. 

● The remaining few minutes (9:12-9:15) serve as a buffer as the market 

transitions to the regular session. 
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Importantly: 

● Daily price bands (circuits) still apply in the pre-open — a stock cannot 

open beyond its permitted range for the day. 

● Order matching occurs only for the regular market session for listed stocks 

in the cash equity segment. 

● For special situations (such as IPO listing or re-opening after a corporate 

event), a special pre-open call-auction may be held with different timings 

(e.g., IPOs may have a 45-minute pre-open call before listing). 

Extended Update – F&O Segment Pre-Open (NSE) 

In a major evolution of the derivatives segment, the NSE has announced the 

introduction of a pre-open session for the equity derivatives (Futures & Options) 

segment – for stock futures and index futures — starting December 8, 2025. 

This means that, similarly, orders in the F&O segment will be collected and an 

equilibrium will be discovered ahead of regular F&O trading — enhancing price-

discovery and aligning with the cash market’s mechanism. 

In practical terms: 

● F&O traders will have a window before the official F&O trading start 

during which orders for futures contracts will be accumulated and 

matched for an opening price. 

● This gives a first look at futures pricing before the main session, helping 

the market absorb overnight signals (global cues, macro news) more 

cleanly and potentially reducing wild swings at the open. 

So how do Gap-Ups and Gap-Downs occur? 

They result from an imbalance in buy and sell orders during the pre-open period. 

● If there’s overwhelming buy interest (say due to great news or positive 

global cues), the calculated opening price might be significantly above the 

prior close — that’s a Gap-Up open. 

● Conversely, bad news or panic can cause a Gap-Down open if sell orders 

far outweigh buys, leading to an opening price well below the previous 

close. 
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) Real-World Example: 

Suppose yesterday ABC Ltd. closed at ₹100. Overnight, the government announces 

a favourable policy for ABC’s industry. Excited investors, who couldn’t act when 

markets were closed, place After Market Orders (AMOs) through their brokers in 

the evening. These AMO orders sit in queue and hit the exchange at 9:00 AM when 

pre-open starts. Let’s say thousands of buy-orders flood in, and very few people 

want to sell at yesterday’s price. The exchange might discover an equilibrium 

opening price of ₹108 due to this excess demand. Thus, ABC opens 8 % higher – 

a gap-up at ₹108. The chart at 9:15 AM will show a jump because the last trade 

yesterday was ₹100, and the first trade today is ₹108. 

Conversely: if bad news leads to a glut of sell-orders and few buyers, ABC might 

open at ₹92 because that’s where enough buyers were willing to buy from anxious 

sellers — a gap-down. 

Why this mechanism matters 

The pre-open session serves to dampen volatility by concentrating that initial 

buying or selling pressure into a single clearing price, rather than letting the entire 

market scatter in chaos the moment the bell rings. It’s like a morning huddle for 

the market — gather everyone’s intentions, set a reasonable starting price, then let 

the game begin. 

Traders watch pre-open “indications” (such as the indicative opening price and 

total buy/sell quantities) to gauge how different a stock might open versus its last 

close. This is why you often hear TV anchors at 9:08 AM saying: 

“Indicative Nifty opening is 100 points up, indicating a gap-up, as pre-open rates 

suggest.” 

(Key Terms) 

● Gap-Up – today’s open > yesterday’s close 

● Gap-Down – today’s open < yesterday’s close 

● After Market Order (AMO) – an order placed after market hours to be 

queued for execution in the next session’s pre-open. 

● Equilibrium Price – the price determined in the pre-open session where 

maximum trades can occur. 



40 

4.7 Price Bands, Circuit Breakers, and Volatility Control 

Markets, by nature, can be volatile. To prevent excessive single-day swings from 

turning into panicked free-falls or irrational spikes, regulators have put “circuit 

breakers” in place. For individual stocks, exchanges enforce daily price bands 

(often called upper circuit and lower circuit limits). These are typically set at 5%, 

10%, or 20% away from the stock’s previous closing price (the percentage band 

varies based on the stock’s category and SEBI rules). For instance, if ABC is in the 

10% band category and closed at ₹100 yesterday, it can trade today between ₹90 

(lower circuit) and ₹110 (upper circuit), but no further. If a stock hits 

₹110 and there are only buyers left (no seller wants to sell below or at ₹110), it’s 

said to have “hit the upper circuit.” Trading may then get restricted – often you’ll 

see only buy orders pending at the upper limit and no trades happening because 

there’s no seller. In many cases, the stock will just stay locked at that upper price 

for the rest of the session, effectively up +10% for the day. The reverse scenario is 

hitting the lower circuit (e.g., ABC plunges to ₹90, and no buyer is willing to buy, 

so it’s stuck at -10% for the day with only sell orders in the book). 

These price band limits act as shock absorbers for individual stocks. They curb 

extreme volatility by pausing the price at a limit, giving the market time to cool 

off. Without circuits, a stock could theoretically skyrocket or crash without bound 

in a single day, which could be chaotic for investors. SEBI’s regulatory framework 

mandates these limits to protect investors and maintain market stability. In fact, 

when a stock hits a circuit, it often reflects overwhelming sentiment: hitting an 

upper circuit means only buyers, no sellers – a sign of heavy optimism or 

sometimes speculative frenzy. Hitting a lower circuit means only sellers, no 

buyers – a sign of panic or fundamental collapse in confidence. 

Note: Some highly liquid and large stocks (especially those in derivatives/F&O 

segment) have no fixed daily circuit limit – instead, they operate with dynamic 

price bands or are just governed by separate index-based circuit breakers for the 

broader market. For example, stocks that are part of indices like Nifty 50 don’t have 

hard 10% limits; they can move more freely intraday but exchanges monitor them 

and can apply cooling-off periods if huge moves occur. Meanwhile, the index 

circuit breakers (for indices like Nifty/Sensex) will halt trading market-wide for 

a while if the index falls by 10%, 15%, or 20% in a day. These systemic circuits 

(15 min, 1 hour halts, etc.) are also in place as a macro safety net. But for this 

chapter’s scope, the key idea is: Upper/Lower Circuit = maximum allowed rise 

or fall for a stock in a day. 
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) Real-World Example: 

In March 2020, an adverse global news (COVID-19 panic) caused an investor 

stampede – many stocks hit their lower circuits in the morning itself, and even the 

Nifty index hit a 10% fall, triggering a trading halt. On the upside, think of a small 

tech company that announces it’s been acquired at a premium; its stock might hit a 

20% upper circuit because everyone wants in and no one wants to sell at old prices. 

These incidents show circuits doing their job: halting extreme moves to let 

investors digest information. On a calmer note, as an investor, always be aware of 

a stock’s circuit limits. If you’re chasing a stock already up sharply, know that once 

it hits the upper circuit, you can’t buy more that day (you’d be stuck with an order 

that won’t execute). Likewise, a stock sliding to lower circuit traps sellers – you 

can’t exit if there are no buyers. So circuits are double-edged: they protect you from 

wild moves, but if you’re late to react, they can lock you in. Seasoned traders use 

this knowledge to set stop-loss orders before circuits are hit, or to avoid illiquid 

“operator-driven” stocks that frequently get locked in circuits. 

(Key Terms: Circuit Breaker – a mechanism to halt or limit trading after large 

price moves; Price Band – the allowed trading range for the day; Upper Circuit – 

highest price of the band; Lower Circuit – lowest price of the band.) 

4.8 Beta: Measuring a Stock’s Volatility 

Not all stocks swing with the same intensity when the market moves. Beta is a term 

that encapsulates this idea of relative volatility. In simple terms, Beta is a measure 

of a stock’s sensitivity to the overall market (usually the market index like Nifty 50 

or Sensex is considered beta = 1). It tells us how much a stock tends to move in 

percentage terms compared to the market: 

● The stock moves in sync with the market. If the Nifty index 

goes up 1% today, this stock likely goes up around 1%. If Nifty falls 0.5%, 

the stock falls about 0.5%. It’s like the stock is “on par” with market 

volatility. 

● Beta > 1.0: The stock is more volatile than the market. A beta of 1.3 means 

the stock tends to move 30% more than the market. So a 10% market rise 

might see this stock up ~13%, and a 10% market drop might see it down 

~13%. Higher beta = amplified moves. Such stocks are often from cyclical 

or highly sensitive sectors (e.g. finance, commodities) or smaller 

companies. They carry higher risk but also the potential of higher short-

term rewards. 
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● Beta < 1.0: The stock is less volatile than the market. A beta of 0.7 implies 

if market goes up or down 10%, this stock might only move ~7% in the 

same direction. Lower beta = dampened moves. These are often 

“defensive” stocks – think utilities, consumer staples – companies that 

aren’t as dramatically affected by economic swings. They offer more 

stability; they won’t soar as much in bull runs but won’t plunge as much 

in downturns either. 

● Negative Beta: Rare, but it means the stock tends to move opposite to the 

market. For example, if beta were -0.5 and the market rose 2%, this stock 

might fall ~1%. Certain gold mining stocks or asset classes like gold 

sometimes show inverse relation (when market tanks, gold often rises). 

This is more of a curiosity in equities, as very few stocks have sustained 

negative beta. 

Let’s use real examples. 

High-beta stock: IndusInd Bank, a banking stock in India, has a beta above 1 

(banks often do). In a roaring bull market, IndusInd might shoot up faster than the 

Nifty. But if the market sentiment turns bearish, IndusInd’s fall might be steeper 

than the index’s. 

Low-beta example: Hindustan Unilever (HUL), a staple FMCG company, 

typically has a beta below 1. In a market crash, HUL’s stock might only dip a bit 

(people still buy soap and tea in recessions), whereas high-beta stocks dive. During 

a big rally, HUL will rise, but maybe not as exuberantly as, say, a volatile tech or 

bank stock. 

Investors use beta to construct portfolios aligning with their risk appetite. An 

aggressive portfolio might include high-beta stocks to try to outperform in up 

markets (with the risk of underperforming in down markets). A conservative 

portfolio leans on low-beta stocks or bonds, aiming for steady returns and capital 

protection when storms hit. You can even calculate a portfolio beta as the weighted 

average of component betas, giving a sense of how volatile your overall holdings 

are relative to the market. If you, as a beginner, find big swings stressful, you might 

start with lower-beta stocks – your ride will be gentler. On the other hand, a savvy 

trader might intentionally trade high-beta stocks to leverage market moves (often 

coupling with stop-loss strategies to manage the extra risk). 

Risk Note: 
Higher beta = higher volatility = higher risk. SEBI and brokerages have been urging 

retail investors to be cautious with volatile stocks and especially with leveraged 
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bets like derivatives. In fact, in 2023 SEBI even mandated brokers to display 

warnings about the risks of trading complex options, noting that the majority of 

retail traders lose money in such high-volatility instruments. 

The lesson is clear: know your risk capacity. If a stock’s wild swings will keep 

you up at night, it might not be suitable until you gain experience. Beta is a handy 

indicator to check that. A beginner may read “Beta = 2.0” and realize that stock can 

swing twice as much as the market – perhaps not the best place to start. Always 

balance the potential reward with potential risk, and remember that low-beta, 

steady compounders have created a lot of long-term wealth with much less drama. 

(Key Terms: Systematic Risk – market-wide risk that beta measures; Defensive Stock 

– low-beta stock providing stability; Aggressive Stock – high-beta stock with amplified 

moves; Risk Appetite – an investor’s comfort with volatility and potential loss.) 

4.9 Spot Price 

Before we wrap up, one term you’ll hear often in market reports is “spot price.” 

The spot price is simply the current market price of an asset for immediate 

purchase/sale (on the spot). In the context of stocks, the price quoted on the stock 

exchange for a share right now is the spot price. We use “spot” to distinguish from 

future prices (in derivative markets) which are for delivery at a later date. For 

example, if ABC Ltd. is ₹108 in the market at this moment, that ₹108 is the spot 

price. If someone mentions the “spot market,” they mean the regular stock (cash) 

market where trades settle immediately (T+1 day in India now). This term becomes 

more relevant when you start learning about futures and options, where you’ll 

compare futures prices to the underlying spot price. But for now, just know: spot = 

live price in the here and now. 

Having walked through ABC Ltd.’s trading day and these key concepts, you should 

now find market conversations much less intimidating. You’ve seen how prices move 

like an auction, how bulls and bears tug them up or down, how to read basic stats like 

open/close or high/low, how volume and order book depth signal market interest, what 

it means when a stock “gaps” up or down, how the opening price is discovered in pre-

open, why exchanges have price limits (circuits) to curb chaos, and how a stock’s beta 

gives insight into its volatility. In short, you’re becoming fluent in the language of the 

stock market. These terms are the building blocks of understanding market news and 

interpreting what you see on trading screens each day. Keep these concepts handy, as 

they will continually come up in our journey ahead. 
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Key Takeaways: 

● Share prices are set by real-time demand vs. supply – a continuous 

auction, not by any single authority. 

● “Bullish” means buyers (bulls) are dominant and price tends to rise; 

“Bearish” means sellers (bears) dominate and price tends to fall. 

● Daily stats like open, close (VWAP-based), high/low give the day’s 

trading range and benchmarks (e.g. 52-week high/low, ATH) for context. 

● Volume indicates market participation – rising prices on high volume 

signal strong buying, while falling prices on high volume signal heavy 

selling. 

● Gap-up or gap-down openings occur when pre-open buy/sell order 

imbalances move the opening price above or below the prior close (often 

driven by overnight news or AMO orders). 

● The pre-open session (9:00–9:15 AM) matches orders to set an 

equilibrium opening price, helping reduce opening volatility. 

● Market depth (order book) shows pending buy/sell orders at various 

prices; deep liquidity (thick order book) stabilizes price, whereas thin 

liquidity means price can move sharply on little trading. 

● Upper and lower circuits are daily price limits set by exchanges (e.g. ±5%, 

10%, etc.) to curb extreme volatility – hitting a circuit means no further 

trade beyond that price. 

● Beta measures a stock’s volatility relative to the market – beta > 1 implies 

more volatile than market, beta < 1 less volatile, helping investors gauge 

risk vs. reward. 

● Always align trading decisions with your risk tolerance: high-beta or low-

liquidity stocks can be risky for beginners, and SEBI advises caution for 

retail investors dealing in volatile instruments. 

With these terms under your belt, you’ll find it easier to follow market commentary 

and make sense of why a stock is moving the way it is. They form the bedrock of 

stock market literacy – and as you proceed, we’ll keep building on this knowledge. 

Now, let’s move on to the next chapter, where we will... (continued in Chapter 5). 
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“How shares moved from paper certificates to digital storage.” 

By now, you’ve mastered the basic language of the market – you know what bids 

and asks are, how demand and supply move prices, and how terms like “gap-up,” 

“volume,” and “market depth” fit into the daily market flow. In short, you can read 

the market screen and understand what’s happening. But there’s still a big question: 

How do you actually take part in this market? Just like knowing the scoreboard 

doesn’t make you a cricketer, knowing market terms alone won’t make you an 

investor. You need the official entry pass that lets you step onto the field – in the 

stock market, that comes in the form of Demat and Trading Accounts. Without 

them, you can’t buy shares, you can’t sell them, and you can’t legally store shares 

in your name. In this chapter, we’ll explore how India moved from risky, slow 

paper share certificates to today’s lightning-fast, fully digital system – and how you 

can open and use these accounts to become a real participant in the market. 

From Paper to Digital: The Demat Revolution 

Let’s begin with a story. In the early 1990s, Ramesh’s father bought 50 shares of a 

well-known company. Back then, shares came as physical paper certificates – fancy 

pieces of paper with intricate designs, stamped and signed, often wrapped in plastic 

to keep them safe. Whenever he wanted to sell those shares, he had to go through 

a tedious process: fill out a share transfer form with the buyer’s details, sign it 

exactly as per the records (even a minor signature mismatch could nullify the 

transfer), then send the form and the paper certificate by post or courier to either 

the buyer or the company’s office. After that, he would wait weeks for the new 

certificate to be issued in the buyer’s name and returned. It was slow and nerve-

wracking – if the courier got lost or the papers were damaged, the whole deal fell 

apart. This was the era of physical shareholding, and it was full of risks and delays. 
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Now fast-forward to the mid-1990s. In 1996, India entered the dematerialisation 

era with the launch of the National Securities Depository Limited (NSDL), the 

country’s first electronic securities depository. For the first time, investors could 

hold shares electronically in a Demat Account (short for dematerialized account), 

eliminating the problems of paper-based ownership. In 1999, a second depository, 

the Central Depository Services (India) Limited (CDSL), came into operation, 

providing an alternative platform for electronic share custody. This shift from paper 

to digital changed everything: the risk of stolen, forged, or lost share certificates 

virtually vanished, and transferring shares became quick and efficient. What used 

to take weeks could now happen in days or even hours. In essence, instead of you 

holding a paper certificate, your shares are held in electronic form by a depository, 

and updates to your ownership happen via computer entries. 

Dematerialisation means converting physical share certificates into electronic 

form, and most investors eagerly converted their old paper shares to demat form 

once the new system debuted. (The reverse process, rematerialisation, converting 

electronic holdings back to paper, is legally allowed but rarely used nowadays.) 

With demat, there’s no worry about torn certificates or signature mismatches – your 

holdings are tracked securely in a database. 

Settlement of trades – the official transfer of shares from seller to buyer – shrank 

from a matter of weeks under the paper system to just a couple of days in the early 

demat days, and eventually to one day or even same-day in the latest system, as 

we’ll see. In short, by moving to electronic holding of shares, India’s markets 

became far safer, faster, and more efficient. Ramesh’s father’s piles of paperwork 

became a thing of the past; all Ramesh needs now is a few clicks on a screen. 

Opening the Gates: How Companies Join the Demat System 

How did companies make this leap to digital? Before a company’s shares can trade 

in electronic form, the company has to join the depository system. Under Indian 

law (and the Companies Act, 2013), any company that issues shares to the public 

must enable shareholders to hold those shares in dematerialized form. That means 

when a company is getting ready to list on an exchange, it doesn’t just print share 

certificates; it also makes arrangements to have its shares available in demat. The 

company connects with a Registrar and Transfer Agent (RTA) – an intermediary 

firm registered with SEBI that specializes in maintaining shareholder records. The 

RTA works with the depositories (NSDL and/or CDSL) on the company’s behalf 

to set up electronic connectivity. Essentially, the company, its RTA, and the chosen 

depository enter into a three-way (tripartite) agreement as part of the onboarding. 

The depository then assigns a unique code called an ISIN (International Securities 
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Identification Number) for the company’s shares – this ISIN will be used to identify 

the company’s stock in the electronic system. Only after these steps, and after the 

company meets all the listing requirements of the stock exchanges and SEBI, can 

its shares be traded electronically on NSE/BSE. In summary, behind the scenes 

there’s a bit of paperwork and coordination (company + RTA + NSDL/CDSL 

signing agreements, paying depository admission fees, etc.) that ensures when you 

buy shares of that company, those shares can be credited to your demat account 

smoothly. 

While this is largely back-office detail, it’s good to know that Registrar & Transfer 

Agents (RTAs) are the ones who keep the official shareholder list for the company. 

If you ever get dividends, bonus shares, or rights issues, the RTA is the party that 

processes those and communicates with the depositories to credit your entitlements. 

The depositories, NSDL and CDSL, act as the giant electronic vaults where all 

dematerialized shares reside. They keep track of who owns what, in coordination 

with the RTAs. All of these entities operate under SEBI’s regulations and oversight 

– for example, depositories must follow SEBI’s rules on everything from how 

quickly they must process corporate actions to rigorous cybersecurity audits. 

The Two Accounts You Need: Trading and Demat 

Now, what do you need to participate in this digital market? You actually need two 

accounts, and both are essential for different reasons. First, you need a Trading 

Account with a stock broker. This trading account is like your dashboard or 

terminal to place buy and sell orders on the stock exchange. When you log into 

your broker’s app or website and hit “Buy” or 

“Sell,” you’re using your trading account. The trading account doesn’t directly hold 

any money or shares long-term; it’s more like a temporary transaction account for 

executing trades (often it’s linked to a bank account for funds). Second, you need 

a Demat Account with a Depository Participant (DP). A Depository Participant is 

typically a financial institution (it could be a brokerage firm, a bank, or a standalone 

depository services company) that is authorized by NSDL or CDSL to offer demat 

services to investors. Think of the DP as a bridge between you and the depository. 

When you open a demat account, it is actually an account in the records of 

NSDL/CDSL, but it’s serviced by the DP (much like a bank branch servicing your 

bank account). 

The demat account is where your purchased shares will be stored electronically in 

your name, and from where your sold shares will be debited. It’s very similar to 

how a bank account holds money for you, but here it holds securities (shares, bonds, 
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ETFs, etc.). Whenever you buy shares through your trading account, those shares 

are delivered into your demat account (typically on the settlement day). Whenever 

you sell, your demat account is debited and the shares move out to the buyer. In 

modern practice, the Trading and Demat accounts work in tandem – you usually 

link them so that trades from your trading account automatically reflect in your 

demat holdings. In fact, many full-service brokers and even newer discount brokers 

provide a 2-in-1 or 3-in-1 account setup (trading + demat + bank account linked) 

to make the experience seamless. The key point is: the trading account is for placing 

orders on the market, and the demat account is for holding your investments in 

electronic form. Without a demat, your purchase can’t be stored in your name; 

without a trading account, you can’t execute a purchase or sale. Both are needed, 

and both are easy to open with the necessary KYC documents, thanks to online 

onboarding. Once you have them, you’ve got your ticket to actually start investing 

and trading. (And rest assured, things like dividends or bonus shares will 

automatically credit to your demat account via the depository/RTA system – you 

don’t have to run around for those.) 

Before we move on, one more practical note: when you trade, there are transaction 

costs involved. Brokers charge a brokerage fee (which can be as low as zero or a 

flat few rupees with many modern brokers), and there are regulatory levies like 

STT (Securities Transaction Tax), exchange transaction charges, GST on services, 

and small DP charges for moving shares in or out of your demat. These costs are 

automatically applied, but it’s good to be aware of them. They are usually a tiny 

fraction of your trade value, but they do eat into your returns, so factor that in when 

calculating profits or choosing a broker’s plan. 

How a Trade Happens Today: Ramesh Buys a Stock (T+1 

Settlement) 

To understand the journey of a share in today’s system, let’s follow Ramesh as he 

buys 100 shares of ABC Ltd in 2025. Ramesh logs into his broker’s trading app 

(using his trading account) and places a buy order for 100 shares at the current 

market price. This order is immediately sent to the stock exchange (say, the NSE) 

electronically. On the exchange’s trading platform, Ramesh’s buy order is matched 

with someone’s sell order for 100 shares of ABC at that price. The moment the 

trade is matched, Ramesh has effectively bought those shares and the seller has 

sold them – but now the behind-the-scenes settlement process kicks in to actualize 

this exchange of money and shares. 
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Here’s what happens next: the exchange’s Clearing Corporation steps in as a 

middleman to guarantee the trade. For example, on NSE the clearing corporation 

is the NSE Clearing Ltd (NCL). The clearing corp becomes the counterparty to 

both Ramesh and the seller through a process called novation – meaning Ramesh 

now effectively will settle with the clearing corporation, not directly with the 

unknown seller. This mechanism is crucial because it eliminates the risk of either 

party defaulting; the clearing corp ensures that if Ramesh’s money doesn’t come 

or the seller’s shares don’t come, it will handle the fallout. On the trading day 

(denoted as T day), after the trade, the clearing corporation calculates what 

everyone owes or is due in a process called clearing. Ramesh’s broker will be told, 

“your client Ramesh needs to pay for 100 ABC shares,” and the selling broker will 

be told, “your client needs to deliver 100 ABC shares.” 

By the morning of the next day, both sides have to fulfill their obligations (this is 

often referred to as the pay-in). Ramesh ensures his broker has the required funds 

(if he had a trading account with margin, the broker may have already blocked the 

needed amount when he placed the order). The seller, through her broker and 

depository participant, ensures the 100 shares are ready to be taken out of her demat 

account. The clearing corporation then collects the money and the shares: it takes 

Ramesh’s payment (usually moving the funds from Ramesh’s broker’s account to 

the clearing bank account of the clearing corp) and also takes the 100 shares out of 

the seller’s demat account into its own clearing pool account. 

Once it has both, it performs the settlement: on T+1 (the next trading day), the 

clearing corporation simultaneously gives Ramesh the shares and gives the seller 

the money. Here’s the beauty of the modern system – the shares are delivered 

directly into Ramesh’s demat account by the depository, as instructed by the 

clearing corporation, and the money is deposited directly into the seller’s bank 

account. This direct credit to the investor’s demat is a recent improvement 

mandated by SEBI to reduce risk. In the past, shares would first go to the broker’s 

pool account and then to the buyer, which introduced a slight risk of misconduct 

by brokers. Now, thanks to SEBI’s new rule, the clearing corporation skips the 

broker and sends the shares straight to Ramesh’s demat on settlement day (and 

likewise sends money to the seller). By around 3:30 PM on T+1 (the very next day 

after the trade), Ramesh gets a notification that 100 shares of ABC Ltd are credited 

to his demat account, and the seller receives confirmation of the payment. The trade 

is complete – all within one working day of execution. 

What if something goes wrong, say the seller didn’t actually have the shares to 

deliver? This is where the clearing corporation’s role is vital. If a seller defaults on 

delivering shares, the clearing corp will conduct a buy-in auction – essentially 
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buying the shares from the market (or using some reserved pools) to deliver to 

Ramesh, so Ramesh isn’t left empty-handed. 

The defaulting seller may be penalized or made to cover the price difference. But 

from Ramesh’s perspective, he is protected – either he gets his shares or, in rare 

cases of failure, some compensation. The system is designed such that investors 

are insulated from counterparty risk by the clearing mechanism. 

Expanding to Other Asset Classes: It’s important to note that the above 

description focuses on equity (stock) trades. Similar clearing principles apply to 

other asset classes like derivatives and commodities. For example, when you trade 

futures or options (on stocks, indices, currencies, or commodities), each exchange 

also has a clearing corporation (such as NSE Clearing Ltd for equity derivatives or 

MCX Clearing Ltd for commodity contracts) that guarantees those trades. In these 

markets, since you are trading contracts rather than actual shares or physical goods, 

the clearing corporation collects margins and settles gains or losses daily through a 

process called mark-to-market. On every trading day, profits are paid out and losses 

collected so that by each day’s end, positions are squared off financially. In 

commodities, if a contract goes to physical settlement, the clearing corporation 

arranges for delivery via standardized warehousing receipts. Despite these 

differences, the core idea is the same: the clearing corporation in every segment 

provides a safety net and ensures that if either party fails to deliver (money, shares, 

or commodities), it will step in to fulfill the obligation or compensate the 

counterparty. In all cases – equities, derivatives, and commodities – clearing 

corporations handle the settlement details, allowing investors like Ramesh to trade 

with confidence. 

Settlement Cycles and Speed: T+1 and the Dawn of T+0 

For many years, trades in India settled on a T+2 basis (trade date plus two working 

days for settlement). However, in a push to make the market more efficient, India 

moved to a T+1 settlement cycle for all equity trades by 2023–24, becoming one 

of the first major markets in the world to do so. This means what we saw with 

Ramesh’s trade – getting shares the next day – is the standard for everyone now. 

You trade today, and by the next trading day, your money and shares have changed 

hands. Regulators tout this as a way to reduce risk in the system (since exposures 

are closed faster) and to align with improved technology that can handle quick 

turnarounds. 

But the story doesn’t end there. The next frontier is same-day settlement, or T+0. 

In 2024, SEBI and the exchanges began experimenting with optional T+0 
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settlement on a limited basis. They ran a beta program with a small set of stocks 

(25 large-cap stocks) and select brokers to see how same-day trade settlement 

would work. By the end of 2024, SEBI announced a roadmap to expand optional 

T+0 settlement to more stocks: effective January 31, 2025, brokers and investors 

could choose to settle trades on the same day for the top 500 stocks by market 

capitalization, in a phased rollout. This is optional, meaning the default is still T+1, 

but if both broker and client opt in (and the particular stock is in the program), a 

trade executed in the morning could be settled by that very evening. The exchanges 

even planned a special morning session for block trades on T+0. 

Why optional? Well, not everyone is ready for it – foreign investors, for instance, 

expressed concerns that moving money across time zones on the same day is 

challenging. So the regulators are taking a gradual approach: roll it out, let whoever 

wants to use it do so, and likely once the kinks are ironed out, it could become 

widespread. In any case, the direction is clear – the aim is to make settlement as 

fast as technology and logistics allow, perhaps even real-time in the future. The 

Indian market infrastructure is proving to be quite advanced on this front. 

Alongside faster settlement, SEBI has implemented other measures to boost 

investor safety. We already discussed the direct pay-out to demat accounts (so 

brokers aren’t holding client securities during settlement). Additionally, the payout 

of securities in the T+1 cycle was standardized to happen by mid-afternoon (around 

3:30 PM) on settlement day, ensuring you actually receive shares in your account 

within hours of the market closing on T+1. All these rules tighten the settlement 

process and reduce opportunities for fraud or error. 

Note on Other Asset Classes: The settlement cycle discussion above mainly refers 

to equity (cash) trades. Derivative contracts (like futures and options on stocks, 

indices, currencies, etc.) follow a different pattern: positions are marked-to-market 

daily. Each trading day, gains or losses on open positions are settled through margin 

adjustments, and the final contract settles on its expiry date (either in cash or, less 

commonly, through physical settlement). Likewise, commodity futures are 

typically settled daily via mark-to-market, with deliveries happening when 

contracts expire if they go for physical delivery. Clearing corporations (for 

example, NSE Clearing Ltd for equity and equity derivatives, MCX Clearing Ltd 

or NCDEX Clearing for commodities) oversee these processes. The push to T+1 

and T+0 has primarily targeted the spot equity market, while derivative and 

commodity markets already operate with continuous settlement mechanisms 

managed by their clearing houses. Regardless, the principle is universal: in every 

asset class, clearing corporations ensure that payments and deliveries are made as 
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they should, protecting both buyers and sellers and keeping the market running 

smoothly. 

The Scale of Today’s Market and the System’s Resilience 

You might be wondering: with such speed and so many moving parts, how robust 

is the system? The scale of operations in India’s stock market today is enormous. 

The National Stock Exchange (NSE) is among the world’s busiest exchanges – it 

often handles millions of orders per second during peak trading. In fact, at times 

NSE processes over 50% of the total equity orders in the entire world on a given 

day. To manage this, the exchange continually upgrades its technology; a recent 

expansion plan is boosting NSE’s capacity from an already staggering 5 million 

order messages per second to 20 million per second across asset classes. All those 

orders result in trades, and on a typical day, several million trades might be 

executed across NSE and BSE. 

Now consider the depositories, NSDL and CDSL, working in the background to 

settle those trades. They handle the post-trade part: moving securities from one 

account to another in huge volumes. How do they keep it smooth? The depositories 

run on highly robust IT infrastructure with multiple layers of redundancy. Both 

NSDL and CDSL maintain multiple data centers, with backup systems ready to 

take over in case one fails, and disaster recovery sites in different locations as a 

safeguard. Their databases reconcile every transaction in real-time – meaning the 

moment a trade is settled, your holding records are updated immediately and 

accurately. SEBI keeps a vigilant eye on all this: it mandates regular system audits, 

cybersecurity drills, and adherence to strict operational benchmarks for 

depositories and exchanges. The depositories also send you instant alerts – for 

instance, whenever shares move in or out of your demat account, you get an SMS 

or email notification within minutes. This transparency acts as an additional safety 

net; if you ever notice an alert for a transaction you didn’t do, you can report it 

immediately. In practice, the system is extremely safe – incidents of discrepancy 

(like missing credits or unauthorized debits) are extraordinarily rare, and if they 

occur, there are mechanisms to investigate and fix them. The bottom line is that 

India’s market infrastructure today is world-class in speed, scale, and security. The 

journey from the 1990s to now has built an environment where a retail investor like 

Ramesh can confidently trade knowing that the pipes and plumbing of the market 

are solid. 
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From Ramesh’s Father to Ramesh: A Generational Leap 

Let’s take a moment to appreciate just how far things have come. In the 1990s, 

Ramesh’s father dealt with weeks-long settlements, physical paperwork, and the 

constant fear of something going wrong with his share certificates. Fraud and 

human error were real risks – a slight misspelling or a lost envelope could derail a 

transaction. Fast-forward to today: Ramesh executes trades with a tap on a 

smartphone, and his transactions settle by the next day (if not the same day), with 

digital records updated instantly. There’s no paper to worry about, and 

sophisticated institutions (backed by SEBI regulations) ensure safety and fairness. 

This transformation didn’t happen overnight – it was a series of milestones over 

decades. 

Here’s a quick timeline of India’s move from paper to digital: 

● Pre-1996: All shares were in physical form; trading involved swapping 

actual paper certificates. 

● 1996: NSDL launched as India’s first depository, marking the start of the 

demat era. 

● 1999: CDSL launched, providing a second depository option for investors. 

● 1998–2001: SEBI phased in compulsory dematerialized trading for most 

listed stocks (by 2001, trading in physical shares was mostly phased out). 

● 2001: Stock market scams of the early 2000s accelerated regulatory 

improvements; SEBI strengthened oversight of brokers and introduced a 

centralized clearing corporation structure. 

● 2004: Rolling settlement of T+2 (trade + 2 days) became uniform for all 

stocks (before that, different stocks had different settlement periods). 

● 2012: Introduction of SMS/email alerts to investors for every demat debit 

or credit (to prevent unauthorized share transfers). 

● 2020: Peak of retail participation surge; depositories handle massive new 

account openings. 

● 2022–2023: Transition to T+1 settlement for all equity trades, making 

India one of the fastest settlement cycles globally. 

● 2023–2024: SEBI mandates direct credit of securities to clients’ demat 

accounts from clearing corporations, cutting out broker pool accounts for 

safer settlements. 
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● 2024: Pilot for T+0 same-day settlement begins with 25 stocks; by end of 

2024, SEBI announces expansion of optional T+0 to 500 stocks in 2025. 

● 2025: Same-day optional settlement rolling out in phases; depositories and 

clearing corporations gear up for even faster turnarounds. 

Each of these milestones added a layer of efficiency or security to the system, 

leading to the state we are in now – a far cry from the slow, paper-driven days of 

Ramesh’s father. As an investor today, you benefit from all these changes: you can 

trade at the click of a button, your assets are protected and held in your own name 

electronically, and the entire market ecosystem is engineered to be fast and fair. 

With your trading and demat accounts set up, you are now equipped to step into 

the markets with confidence. In the next chapters, we’ll continue building on this 

foundation – but before that, let’s quickly summarize the key points from this 

chapter. 
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Key Takeaways 

● From Paper to Demat: India shifted from physical share certificates to 

electronic (demat) holdings in the late 1990s (NSDL in 1996, CDSL in 

1999) for safer and faster trading. 

● Trading vs. Demat Accounts: A Trading Account (with a broker) is 

used to place orders, while a Demat Account (with a DP linked to 

NSDL/CDSL) holds your securities electronically in your name. Both are 

required and work together. 

● How Trades Settle: When you buy or sell, the process is: order placement 

→ matching on exchange → clearing corporation steps in → T+1 

settlement cycle → shares credit to buyer’s demat and funds to seller’s 

account the next day. 

● Clearing Corporations: Clearing corporations guarantee trades and 

manage settlements in all asset classes. For equity trades, NSE Clearing 

Ltd (or similar entities) handles the process. For derivatives, clearing 

houses perform daily mark-to-market settlement. For commodities, 

specialized clearing corporations (like MCX Clearing Ltd) manage both 

margining and physical deliveries. In every case, these entities protect 

investors by ensuring the trade completes safely. 

● Regulatory Safety Nets: SEBI’s rules (like direct payout of securities to 

client demat accounts) ensure greater safety – your shares and funds 

bypass broker pooling and go straight to your account, reducing the chance 

of default or misuse. You also get instant SMS/email alerts for every 

transaction in your demat account. 

● Settlement Speed: Equity markets now settle on T+1 (next day) by 

default, with optional T+0 in select cases as of 2025. Derivative and 

commodity markets have their own settlement frameworks (daily mark-

to-market, with final settlement on expiry). Faster settlement closes 

exposures quickly, reducing systemic risk. 

● Transaction Costs: Every trade incurs costs – brokerage fees, taxes (STT, 

GST), exchange and DP charges. These are small per transaction but will 

affect your net returns, so plan accordingly. 

● Modern Market Resilience: Today’s trading system is fast, safe, and 

transparent – millions of trades settle daily with near-zero glitches. 

Redundant systems and strict regulation mean the market’s plumbing is 

rock-solid, letting you focus on investing without worry. 
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“The first steps every investor must take to enter the markets.” 

Now that you understand the key concepts and terms, it’s time to get practical. In 

this chapter, we’ll guide you through the actual process of starting your stock 

market journey: opening a Demat and trading account, and the mechanics of 

placing trades. We’ll also introduce different order types using a friendly 

storytelling approach, so you can see how each order type works in real life 

scenarios. 

6.1 Opening a Demat and Trading Account 

To buy or sell stocks in India, you need two linked accounts: 

● Demat Account: This is where your shares are stored in electronic 

(dematerialized) form. Think of it like a bank account for your stocks. 

“Demat” stands for dematerialization, the process that converted physical 

share certificates into electronic records. 

● Trading Account: This is provided by a stock broker, and it’s the 

interface through which you place buy/sell orders on the stock exchange. 

Typically, when you approach a broker (like Zerodha, ICICI Direct, HDFC 

Securities, Upstox, Angel One, etc.), they will set up both the trading and demat 

for you in one go (often it’s a 2-in-1 or 3-in-1 if linked with bank account). 

Steps to Open Account: 

1. Choose a Broker: Decide on a brokerage platform. Full-service brokers 

offer research and advisory but have higher fees. Discount brokers (very 

popular now) offer low-cost online trading without frills. For beginners, a 

reliable discount broker can be good to start with due to low charges. 
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2. KYC Documentation: You’ll fill out forms (these days largely online). 

You need PAN card, proof of address, proof of identity, bank account 

details (to link for fund transfers), and your photograph. SEBI requires 

KYC – so you might do an eKYC if your Aadhaar is linked to phone for 

OTP, or you may do a video KYC as per new norms. 

3. In-Person Verification (IPV): Earlier one had to meet a rep or do a 

webcam verification. Now often a short video where you display your 

PAN and say a code, or simply Aadhaar-based verification suffices. 

4. Sign Agreement: You’ll sign the account opening form and a broker-

client agreement which outlines terms. Nowadays, signing can be digital 

using Aadhaar eSign. 

5. Provide Nomination: As per new SEBI guidelines, you must either 

provide a nominee for your demat account or formally opt out of 

nomination. It’s wise to add a nominee (like a family member) so that in 

case of any mishap, your stocks can be transferred smoothly to them. 

6. Get Client ID and DP ID: Once processed, you get a Demat Account 

Number (also known as Beneficiary ID) and a Trading ID. The demat is 

held with a Depository (CDSL/NSDL) through the broker (who acts as 

Depository Participant, DP). The trading account will be with the broker. 

7. Login and Interface: The broker will provide credentials to login to their 

trading platform (which could be web-based, mobile app, or software). 

Familiarize yourself with the interface. 

8. Fund your account: To buy shares, you need to transfer money into your 

trading account. With modern brokers, you can link your bank via UPI or 

netbanking and add funds instantly. 

Note: Money in trading account is typically held in a segment called a 

client account; any unused cash still belongs to you and you can withdraw 

it back to bank. (SEBI has norms ensuring brokers can’t misuse this; also 

unused funds are now often swept to a liquid mutual fund or back to bank 

if idle too long, due to recent rules. 

Congratulations, now you’re set up to trade! 

Basic Trading Interface Walkthrough: 

● You’ll see watchlists where you can add stocks you want to track. 
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● Real-time prices will show the “bid” (buyers’ highest offer) and “ask” 

(sellers’ lowest offer) and last traded price (LTP). 

● There will be options to place orders (Buy/Sell). Clicking that usually 

opens an order window where you input quantity, order type, price, etc. 

(We will detail order types in next section). 

● There’s usually a portfolio or holdings section showing what stocks you 

own, quantity, current value, etc. 

● Also, a funds section to see your cash balance, add/withdraw money. 

● And a reports section for order status, trade history, profit-loss, etc. 

Charges to be aware of: 

● Brokerage: The fee broker charges per trade. Many discount brokers 

charge zero for equity delivery (long-term buy/sell) and a flat fee (like ₹20) 

for intraday or F&O trades. Full-service might charge a percentage. 

● STT (Securities Transaction Tax): Government tax on trades (0.1% on 

buy and 0.1% on sell for delivery trades, etc.). 

● Exchange fees: Small fees by exchange, SEBI charges, and GST on 

brokerage. 

● DP charges: When you sell shares, the depository (CDSL/NSDL) charges 

a fee (around ₹13-₹15 per transaction through DP) for debiting your 

demat. 

● Other: If you use margin or do F&O, there are other costs like interest or 

premium, but as a beginner stick to equity trades first. 

Safety and Statements: 

● Transactions in your demat are documented. You will get an SMS/email 

from NSDL/CDSL every time shares move in or out of your demat (like 

purchase credit or sale debit). This is a great safety feature to track activity. 

● You’ll receive contract notes from your broker via email for each trading 

day you traded – a legally mandated record of all trades, charges, etc. 

● Account statements and holding statements can be checked anytime. Also, 

CDSL/NSDL send a monthly statement of your holdings across all brokers 

if you have any. 
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POA vs TPIN: Traditionally, brokers asked for a Power of Attorney (POA) from 

clients to debit shares from demat on selling (for smooth operation). Nowadays, 

many allow a safer alternative: e-DIS (electronic Depository Instruction Slip) or 

use of a TPIN + OTP method each time you sell, which authorizes that particular 

sale. This is per new SEBI guidance to reduce misuse of POA. If you plan to do 

seamless transactions, you might still give POA for convenience, but it’s optional 

now. 

Now you’re ready to trade. Let’s do a quick story of placing your first trade: 

Imagine you have ₹10,000 in your trading account. You decide to buy shares of 

Infosys. It’s trading around ₹1,500 per share. 

● You search “Infosys” on the platform, see the price and click Buy. 

● You choose quantity, say 2 shares (that’d cost ~₹3000). For order type, if 

you just want to buy immediately at current market price, you select 

“Market Order” (we’ll explain this fully next). You hit Submit. 

● Instantly (during market hours) your order goes through and gets executed 

(since Infosys is liquid, a market order fills right away at best available ask 

price). 

● Now you’ll see 2 shares of Infosys in your holdings, and about ₹7000 cash 

left (minus a few rupees costs). 

● The shares are in your demat (technically they’ll settle T+1 day, but broker 

will show it in holdings). 

● You are now a shareholder of Infosys! You hold it in your demat until you 

decide to sell. If the price goes up in a month to ₹1,650 and you choose to 

book profit, you place a Sell order for 2 shares… after execution, money 

(minus costs) gets added to your account (which you can withdraw to bank 

or reinvest). 

Keep in mind trading hours: In India, normal market is open Mon-Fri, 9:15 AM 

to 3:30 PM. There’s a pre-open session 9:00-9:15 for price discovery, but as a 

beginner you can consider 9:15-3:30 as the time you can place normal trades. 

Outside these, you can place orders for next day (called AMO – After Market 

Orders; more later). 

Also remember to start small. In the beginning, maybe use a small amount to 

execute a couple of trades, just to get used to the process and how the numbers 

settle out with charges etc. It’s like practicing – you don’t want your first ever trade 

to be huge and then you realize you clicked something wrong or misunderstood 
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something. Many brokers even offer demo or simulated trading platforms where 

you can practice with virtual money. 

Now that the logistics are set up, you are at the starting line. Next, let’s dive into 

those order types so you know the different ways you can place instructions in the 

market and when to use each. 

6.2 Order Types – Explained Through Real-Life Stories 

When placing a trade, you have several types of orders available. The choice 

depends on what you want to achieve (buy/sell immediately or at a certain 

price, protect yourself from loss, etc.). The main order types we’ll cover are: 

● Market Order 

● Limit Order 

● Stop-Loss (SL) Order 

● Stop-Loss Limit (SL-Limit) Order 

● Stop-Loss Market (SL-M) Order 

● GTT (Good Till Triggered) Order 

● AMO (After Market Order) 

Let’s explain each via a story involving two friends, Rahul and Priya, who are 

new investors. 

Rahul and Priya decide to invest: Rahul has been eyeing shares of ABC Corp 

currently trading at ₹100. He believes it’s a good buy around this price. Priya is 

interested in XYZ Ltd, trading at ₹200, but feels that price is a bit high; she’d rather 

buy if it dips to around ₹180. 

Market Order (Immediate Execution): Rahul logs into his trading app in the 

morning. ABC Corp is ₹100 at the moment. He’s fine with paying the current 

market price because he just wants to get the shares. So Rahul places a Market 

Order to buy 50 shares of ABC Corp. 

● A Market Order tells the system to execute the buy/sell immediately at the 

best available current price. 

● Rahul’s order goes through, and since there are plenty of sellers at ₹100, 

his 50 shares get bought at ₹100 (if order size was big, it might fill across 

a few prices near ₹100). 



61 

● Market orders prioritize speed and certainty of execution over price 

control. Rahul now owns 50 shares roughly at ₹100 each. He was willing 

to accept whatever the market price was. 

Limit Order (Price Control): Priya, on the other hand, thinks XYZ at ₹200 is 

expensive. She is willing to buy it if it comes down to ₹180. So she places a Limit 

Order to buy 20 shares of XYZ Ltd at ₹180. 

● A Limit Order specifies the maximum price you’re willing to pay for 

buying (or the minimum price you’ll accept for selling). 

● Priya’s order goes into the order book at ₹180 as a bid. Right now, sellers 

want ₹200, buyers are maybe around ₹198, ₹197, etc. ₹180 is below 

current market, so her order will sit pending. 

● Two days later, some negative news causes XYZ stock to dip. It falls to 

₹180 intraday. At that moment, Priya’s buy order triggers because sellers 

are now available at ₹180, and her 20 shares get purchased at ₹180. 

● If the stock never fell to ₹180, her order would remain unexecuted (she 

could cancel or modify it if she gave up or changed her mind). 

● Limit orders ensure you don’t pay more than your set price, but no 

guarantee the order executes if market never hits that price. 

Stop-Loss Order (Protective Order): Now, suppose Rahul’s buy of ABC at ₹100 

was part of a trading plan; he thinks it could go to ₹120, but if it drops below ₹95, 

he wants to cut loss to avoid a big fall. After buying, Rahul immediately places a 

Stop-Loss order at ₹95 (which in practice will be either an SL-M or SL-Limit, 

explained next, but let’s conceptually see it). 

● A Stop-Loss is not for entering a new position, but for exiting an existing 

position if price moves against you beyond a threshold. It’s a defensive 

order. 

● Rahul’s stop-loss order for ABC at ₹95 means: “If ABC’s market price 

hits ₹95, trigger a sell order (to stop further loss).” 

● In his trading app, he’ll place this as a sell order with a trigger condition 

of ₹95. 

● If ABC slowly declines to ₹95, once it trades at ₹95, his stop-loss order 

gets activated and will place a sell. This way, Rahul doesn’t have to watch 

the stock all day; if it falls too much, it’ll automatically sell around ₹95. 
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We need to specify: In trading systems, you usually place either a Stop-Loss Limit 

or Stop-Loss Market order. Let’s detail those: 

● SL-Limit (Stop-Loss Limit): You set two prices – a trigger price and a 

limit price. When trigger is hit, a limit order is sent. 

● SL-Market (Stop-Loss Market): You set a trigger price, and when hit, a 

market order is sent (so it will sell at whatever price available). 

Why two types? It’s about execution vs price certainty: 

● SL-Market ensures execution but you might get a price slightly worse if 

it’s falling fast. 

● SL-Limit ensures you don’t sell below a certain price, but if the stock gaps 

down past that, it might not sell at all. 

Stop-Loss Market Order example: Rahul decides to make his ₹95 stop-loss a 

market order to ensure he exits. So he sets trigger = ₹95, type = SL-M. A few days 

later, some bad news hits ABC overnight – next morning it opens at ₹92 (a gap 

down, directly below his trigger). The moment market opens, his trigger of ₹95 is 

breached (since ₹92 < ₹95, it triggers) and it places a market sell. He ends up selling 

maybe at ₹92 because that’s the price available. He lost more than anticipated 

(instead of exiting at ₹95, he got out at ₹92) but at least he’s out and protected from 

further decline; that’s the trade-off with market order – you prioritize getting out 

over price. 

Stop-Loss Limit Order example: Alternatively, Rahul could have placed an SL-

Limit with trigger ₹95 and limit ₹94 (meaning “trigger at 95, then place a limit sell 

at ₹94”). In the gap-down scenario to ₹92, his trigger goes off, it places a sell at 

₹94 – but now market is ₹92, so ₹94 sell won’t execute (no buyers at 94 when price 

is lower). His order sits unfilled and he’s still in the position unless price bounces 

back to ₹94 (which might or might not happen). So in a fast drop, SL-limit might 

fail to execute, leaving you with a larger loss possibly. So SL-limit is useful when 

you expect gradual moves or want to avoid selling too low in a whipsaw, but it 

carries non-execution risk. 

Priya’s perspective on stop-loss: Priya bought XYZ at ₹180. To be safe, she also 

sets a stop-loss. She decides “if it falls to ₹170, I’ll take the small loss and exit, 

because maybe something’s wrong.” She puts a Stop-Loss Market order, trigger 

₹170, to sell her 20 shares. 

● If XYZ slides down to ₹170, her stop-loss triggers and sells, say at ₹169.5 

or ₹170 (whatever market price). 
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● This caps her loss to ~₹10 per share. 

Stop-loss orders are crucial, especially if you’re doing short-term trades, to manage 

risk. Long-term investors may or may not use automatic stop orders; some instead 

mentally note a level or use fundamentals as stop (like sell if business deteriorates). 

But traders typically always use them to avoid big hits. 

Now, beyond stop-loss which is often used after you have a position, there are 

advanced types: 

GTT (Good Till Triggered) Orders: Some brokers (like Zerodha) offer GTT, 

which is like an order + trigger that remains active far beyond one trading session 

(like a long-term conditional order). Normally, orders not executed are cleared at 

end of day (except a few like AMO waiting for next day). But say you want to buy 

a stock if it hits a certain price anytime in next 3 months – you can place a GTT. 

It’s like an automated watch – the broker will place your order when trigger meets, 

even if it’s weeks later. 

Think of GTT as setting a price alert with auto-order. Useful for part-time investors: 

For example, Priya wants to eventually invest in LMN Co., currently ₹500, but she 

finds it a bit high. She says, “If it ever comes to ₹450, I definitely want to buy 10 

shares.” She sets a GTT: trigger ₹450, action: place a buy limit order at ₹450 (or 

market order). 

● Now she can forget about it. Two months later, market correction happens, 

LMN dips to ₹450 – her GTT triggers and buys her 10 shares at ₹450. 

● If it never falls to 450 within the GTT validity (some brokers keep GTT 

active for a year or until executed), it just remains dormant. 

GTT is effectively the broker’s feature on top of exchange since exchange itself 

doesn’t keep orders for more than a day (except GTC - Good Till Cancelled, orders 

on some broker systems that auto-renew daily). 

After Market Order (AMO): AMO allows you to place an order when markets 

are closed, which will enter the system when market opens. Suppose Rahul is busy 

during market hours, but at 8pm he wants to queue an order to buy 100 shares of 

PQR Ltd next day. He can place an AMO the night before. 

● Next morning, before market open, these AMOs are collected and sent to 

exchange either in pre-open or when normal trade begins as per broker’s 

process. 
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● AMO is helpful for those who can’t actively trade in the day. But note, if 

there was big news overnight, your AMO could execute at the opening gap 

price which might be quite different. Use with caution or use limit with it. 

● AMOs are essentially normal orders marked for next session. 

Let’s illustrate through story: Rahul researches at night and decides to buy PQR 

Ltd. He doesn’t want to risk forgetting or being busy tomorrow. PQR’s last close 

was ₹300. He is okay to buy up to ₹305. So he places an AMO limit order: Buy 

100 shares at ₹305 limit. 

● When market opens, suppose PQR opens at ₹302. His order will execute 

at ₹302 (as it’s below his max 305). He gets the shares. 

● If PQR had opened at ₹320 (above his 305 limit), his AMO would enter 

but not execute because price is higher than 305. He’d either have to adjust 

or wait if price comes down intraday. 

Summaries of each with scenario: 

● Market Order: “Buy/Sell me this at whatever the current price is.” – e.g., 

Buying immediately at ₹100. 

● Limit Order: “Buy/Sell only at this price or better.” – e.g., “I’ll buy if it 

drops to ₹180 (or cheaper).” You ensure a price, but may miss if price 

doesn’t reach it. 

● Stop-Loss (Trigger) Order: “If price hits X, then execute a buy/sell.” 

Usually used to sell (stop loss) when price falls to limit damage, but also 

can be used as a buy-stop (if breakout trading: “buy if it goes above Y”). 

● SL-Market vs SL-Limit: Decide whether you want guaranteed exit (SL-

M) or price cap (SL-limit) on the stop. 

● GTT Order: Long-term conditional order – one-time setup, good until 

executed or canceled. E.g., “whenever in next 6 months stock hits ₹50, buy 

it.” 

● AMO: Place order off hours for next trading session. 

Reality check (example tying several together): Imagine stock QRS Ltd is ₹500 

now. Rahul wants to invest but suspects maybe it might dip. He could do: place a 

limit buy at ₹480 (so if minor dip, he catches it). Also, he says if it instead rises 

above ₹520, that might indicate strength, and he’d want to buy then too (maybe it 

was stuck in range and a break above 520 signals uptrend). So he could place a 

GTT with trigger 520, action a buy maybe at 522 (a bit above to ensure breakout 
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confirmation). He doesn’t want to pay in between 500-520 because it’s uncertain 

zone to him. 

He goes to work; two weeks later, some volatility: QRS first drops to ₹480, his 

limit triggers and he buys some. Good. But bad news comes, it actually keeps 

falling to 450. Now his position from 480 is at a loss. But Rahul had wisely put a 

stop-loss order at 470. So once it went to 470, he sold off (small loss). It fell more 

to 450. 

Later, good news comes and it starts climbing past 500, 510... crosses 520. His 

GTT triggers at 520 and buys. Now momentum is strong. That breakout trade goes 

well, stock goes to 

580. He decides to put a trailing stop or mental stop to protect profits – say at 560. 

It hits 580, then pulls back, hits his stop 560, sells – he locks profit. 

In that sequence, you see use of limit orders for bargain entry, stop-loss to protect 

downside, GTT to catch upside breakout, etc. Each tool has a purpose. 

Story with Priya – investing perspective: Priya is less active; she mostly invests 

for long term. She uses AMOs because she’s busy. She reads on weekend about 

MNO Corp and likes it if under ₹1000. Monday before work, she places AMO 

buy limit ₹1000 for 10 shares. It executes at opening ₹995, she’s happy. 

She also holds some JKL Ltd stock which she bought at ₹150 and now it’s ₹250. 

She’s in for long haul but wants to ensure she doesn’t round-trip back to loss. So 

she places a GTT stop-loss: trigger ₹200, sell at market. Good for a year. If a major 

crash happens and JKL falls to ₹200, she’ll get out still with profit. If not, she’ll 

keep riding it. 

This way, even long-term investors can use these orders as contingency plans or 

opportunistic entries. 

Key caution: Always double check order type and price before confirming. Many 

trading mistakes happen like: 

● Placing a market order when you intended a limit, and getting an undesired 

price. 

● Putting wrong price (e.g., ₹50 instead of ₹500 – though systems often warn 

if off current price significantly). 

● Forgetting to cancel pending orders that are no longer needed (like an old 

limit or stop). 
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But with practice, it becomes second nature. These order types are tools – knowing 

when to use which will make you a smarter investor/trader and help automate your 

strategies. 

Real-Life Analogy: Think of shopping in a market: 

● Market order = buying the item at whatever price the seller quotes right 

now. 

● Limit order = bargaining: “I’ll only buy if I get it at ₹X or less.” 

● Stop-loss = having a rule like “if this fruit’s price falls below a certain 

amount (meaning quality might be bad), I’ll stop buying it further.” 

● GTT = telling the shopkeeper, “If you ever get mangoes at or below ₹100 

per kg, set aside 2 kg for me.” 

● AMO = dropping a note off-hours: “Tomorrow morning, if price is fine, 

buy me this.” 

Using the right approach in the right situation ensures you get what you want at 

acceptable terms. 

6.3 Story: Rahul and Priya Use Different Order Types 

Let’s continue the adventures of Rahul and Priya to solidify understanding of order 

types: 

Rahul’s Intraday Trade Example: Rahul is trying out an intraday trade (buying 

and selling within the same day) on ACME Corp. ACME opened at ₹250 today. 

Rahul thinks it will rise to about ₹260 by afternoon due to a news update expected. 

He decides to buy 100 shares intraday. 

● At 9:30 AM, ACME is ₹251. Rahul places a market order to buy 100 

shares. He gets them at ~₹251. 

● He immediately sets a sell stop-loss order at ₹245 in case he’s wrong (to 

limit loss to ~₹6/share). 

● By 12 PM, as he anticipated, positive news comes and ACME jumps. It 

touches ₹260. 

● Rahul now wants to lock his profit. He could either wait or just place a sell 

order. He places a limit sell order at ₹259 (he’s okay not catching the 

absolute top, just wants out near his target). 

● It slowly moves to ₹259, his sell executes. He makes roughly ₹8 profit per 

share (~₹800 total) minus some brokerage/taxes. 
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● He cancels the stop-loss since his main sell executed (in many broker 

systems, if you had entered as a bracket or cover order, it would auto-

cancel). 

● If the trade went wrong and price fell, his stop-loss at ₹245 would have 

triggered and saved him from a bigger loss, maybe losing ₹600, which is 

manageable. 

Priya’s Long-Term Investment Example: Priya, meanwhile, is building her 

long-term portfolio. She’s interested in a stable company BlueChip Ltd currently 

at ₹520. She feels it’s a good buy under ₹500 to maximize margin of safety. 

● She places a GTT buy order: trigger price ₹500, action: place a limit buy 

at ₹495 for 50 shares. She sets it and forgets. 

● A month later, market downturn drags BlueChip to ₹490 briefly. Her GTT 

triggers when ₹500 hit, a limit order at ₹495 goes through and since price 

dropped to ₹490, it executes at ₹490 (or ₹495 depending on how it’s set, 

but she likely got it around ₹490-495). She now has 50 shares. 

● She intends to hold for years, but she also doesn’t want to hold if 

something fundamentally goes wrong and stock crashes. She decides to 

put a 

● Good-Till-Trigger stop-loss as well: If BlueChip falls to ₹400 (implying 

a ~20% drop, maybe due to bad scenario), she’ll re-evaluate or exit. So she 

sets a GTT sell: trigger ₹400, market sell. 

● 2 years later, BlueChip is doing great, it’s now ₹700. She might adjust her 

stop-loss upward or remove it if confident. But having it gave her peace of 

mind that a catastrophic drop won’t catch her fully off guard. 

● She also enjoys dividends from BlueChip meanwhile, which just show up 

in her bank as the company declares them (dividends don’t require any 

order, the company’s registrar credits to your bank based on demat records 

on record date). 

Using Stop-Loss in Uptrend (Trailing Stop): Rahul also has some medium-term 

positions. He bought FastGrow Inc at ₹100 and now it’s ₹150. He wants to let it 

run higher but also protect profits. He decides to use a trailing stop-loss concept: 

initially he places a stop at ₹130 (so if it reverses, he exits with ₹30 gain). 

● The stock goes to ₹170, he revises his stop to ₹150 (locking at least ₹50 

gain now). 

● It goes to ₹200, he moves stop to ₹180. 
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● If it now falls to ₹180, his SL triggers and he sells. If it keeps rising, he 

keeps raising stop behind it. 

● Some brokers offer automatic trailing SL orders, but one can do manually 

too. 

Order Execution peculiarities: One day Priya tries to buy MicroCap Ltd, a very 

illiquid small stock at market. There are hardly any sellers, so her market order of 

1000 shares ends up buying 100 shares at ₹50, next 200 at ₹55, 300 at ₹60… she 

averages way higher than expected (slippage) because her demand drove price up 

(there was not enough supply at once). She learns that with such stocks, better to 

use limit orders and be patient, or break into chunks. 

Rahul once accidentally puts an extra zero in quantity (meant 100 shares, put 1000) 

on a liquid stock via market order – it fills but he took on 10x position! He quickly 

notices and sells the extra, but slight move cost him extra. Lesson: double-check 

order details. 

They both learn: 

● Use market orders for highly liquid large stocks or when you need 

immediate execution. 

● Use limit orders for less liquid stocks or when price matters a lot. 

● Always set stop-loss for trades where you cannot monitor or risk is high. 

● Adjust and monitor GTTs – sometimes you might forget you had a GTT 

for a stock you no longer want to buy/sell; periodically review and cancel 

if outdated. 

Day End: At end of each trading day they trade, they receive emails: 

● Contract note from broker with trade details. 

● SMS from CDSL for any demat debits/credits (especially when selling 

shares from demat or getting delivery). 

● They reconcile these to ensure all good. 

By now, Rahul and Priya are comfortable using the various order types as tools to 

execute their strategies. Rahul, being more active, uses a combination often 

intraday or swing trades. Priya uses them to automate her investing (like setting 

buy levels for quality stocks she wants, and stops to guard against deep falls). 

Both realize the importance of planning the trade and trading the plan – order 

types help implement that plan precisely. 
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6.4 Key Points on Using Different Order Types 

Let’s summarize the key learnings from order types and trading basics in this 

chapter: 

● Demat & Trading Account: You need both; choose a reputable broker, 

complete KYC, and understand the fee structure (brokerage, STT, etc.). 

Ensure your account has a nominee and always keep your credentials 

secure. 

● Market Order: Executes immediately at current price. Use when you 

prioritize getting the trade done over the exact price (e.g., highly liquid 

stocks or urgent entry/exit). Be cautious using market orders on illiquid 

stocks to avoid price slippage. 

● Limit Order: Lets you set a specific price. Use when you have a target 

entry/exit price and can wait. Great for setting buy-low or sell-high targets, 

but order may not fill if market doesn’t reach your price. 

● Stop-Loss Order: A must for risk management. Set stop-loss triggers for 

trades to automatically sell (or buy, if shorting) when price hits a certain 

point against you. This prevents small losses from becoming huge. Decide 

between SL-M (ensured exit, possible slippage) vs SL-Limit (controlled 

price, but execution not guaranteed if price gaps through). 

● Order Validity: Normal orders are day-valid. Use GTT (Good Till 

Triggered) or similar features to keep orders active beyond one day for 

long-term targets or protections. This is useful for busy investors or 

automating entry/exit without daily attention. 

● After Market Orders (AMO): Allows placing orders outside trading 

hours. Useful if you can’t trade during the day. These orders line up for 

next open. Good for long-term trades where overnight gap risk is 

acceptable or minor. 

● Practical Tips: 

○ Double-check order details (quantity, price, order type) before 
confirming. 

○ Cancel or modify orders that are no longer needed (e.g., if you 

placed a limit buy and later changed your mind or bought via a 

different order, cancel the old one). 
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○ Keep track of your pending orders – your trading app will have an 

“Order Book” where you can see open (pending) orders. Review 

them at end of day so nothing unwanted stays. 

● Bracket/Cover Orders: (We didn’t explicitly cover, but note) – Some 

brokers offer special order types where you place a buy along with an 

automatic stop-loss and target together. These can be useful for intraday 

to enforce discipline. However, SEBI rules on leverage have changed 

how these work (cover orders ensure SL is placed, bracket covers both 

sides). 

● Emotion vs Order: Using orders can remove some emotion. For 

instance, placing a stop-loss and target when you take a trade means the 

plan is set; you won’t as easily fall into trap of not selling because of 

greed or not cutting loss due to hope. Of course, you can adjust, but the 

structure helps. 

● Liquidity and Impact: Always consider stock’s liquidity. For thinly 

traded stocks, prefer limit orders. For large orders, consider placing in 

tranches. 

● Safety nets: Thanks to regulations, your assets in demat are safe even if 

broker has issues; and you get instant alerts of any debit. Always 

reconcile that sells you did reflect as debits you recognize. 

● Intraday vs Delivery: If you mark an order as intraday (MIS in some 

brokers), it means you intend to square off that day – the broker might 

auto-sell by 3:15 pm if you don’t. Delivery (CNC) means you take it to 

demat. Use correct product type to avoid inadvertent auto-squared trades. 

● Patience with limit orders: Sometimes your buy limit may not hit for 

days or weeks – that’s okay if it’s a considered level. Don’t chase the 

stock in fear of missing out; either adjust with new information or stick 

to your plan. 

● Avoiding Overtrading: Having easy app access is great but can tempt 

frequent trades. Stick to your strategy and don’t place orders out of 

boredom or panic. 

By mastering these order types and practices, you become a confident hands-on 

investor who can navigate the trading system effectively. It’s like having a well-

stocked toolkit: you use the right tool (order type) for the right job (scenario), 

making your investing journey smoother, more controlled, and ultimately more 

successful in achieving your goals. 
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(The chapter would continue if there were more sections, but let’s assume Chapter 

5 concludes here with possibly the next chapter moving on to other topics like 

deeper analysis, etc.) 
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Key Takeaways – Chapter 6 

● Opening a Demat + Trading account with SEBI-registered broker is 

mandatory. KYC and nomination ensure safety. 

● Market orders execute immediately, suitable for liquid stocks. 

● Limit orders set target prices but may not execute. 

● Stop-loss orders (SL-M/SL-L) protect from big losses; essential for 

traders. 

● GTT (Good Till Triggered) and AMO (After Market Order) help 

automate or trade outside market hours. 

● Use order types as tools to match your plan — e.g., bargain entry, 

breakout buying, loss protection. 

● Discipline: Always plan entry, target, and stop-loss before trade. 

● SEBI ensures investor safety, but individuals must also monitor 

statements and pending orders. 

● If disputes arise with brokers, investors can escalate via SEBI SCORES 

grievance portal. 
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“Short-term profits vs. long-term wealth creation — what’s your style?” 

In Chapter 6, you saw how a company lists its shares, and how your Demat and 

trading accounts (through SEBI-registered brokers and depository participants) let 

you participate in this market. You learned the nuts and bolts of buying shares, how 

funds and securities flow, and how settlements work. Now comes the big question: 

What will you do with these tools? Think of the stock market as a vast ocean. Two 

travelers set sail on this ocean: the investor is like a cruise ship on a long, steady 

voyage to reach a distant harbor; the trader is like a speedboat, zipping in and out 

to ride the waves. Both start from the same port (your trading platform) but take 

very different paths. Which suits you? 

Imagine Anita, a software engineer who believes in India’s growth story. In 2020 

she buys 100 shares of Infosys at ₹1,500 each, thinking of it as buying a piece of 

Infosys itself. She plans to hold for years to come. For Anita, this is investing: she 

has a long time horizon, 

pays the full price upfront (no loans or leverage), and thinks, “I’m a part-owner 

of this business.” She’s prepared for ups and downs – if Infosys dips to ₹1,300 

next month or 

₹1,200 the year after, she stays calm because she knows the business fundamentals 

are strong. Year after year she collects dividends, and five years later her shares are 

₹2,800 each. Her patient approach turned ₹1.5 lakh into ₹2.8 lakh (plus dividends). 

This isn’t instant profit – it’s compound growth. As SEBI notes, delivery-based 

(buy-and-hold) investing involves no margin calls: once you buy and hold the 

shares in your Demat account, they stay yours until you choose to sell. 

Now consider Rahul, who also opened a Demat and trading account. Unlike Anita, 

Rahul is chasing short-term gains. He studies stock charts and market news, looking 
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for quick moves. This is trading. For Rahul, time horizon is short – minutes, hours, 

or days. Each morning he scans the market for volatility and sets targets. For 

example, one morning Rahul spots a news report about a bank and decides to trade 

its stock within the day. He buys shares at 

₹100 with a plan to sell by the afternoon for a small profit. If he succeeds, he takes 

the gain, but if the stock falls, he must cut losses quickly. 

There are different styles of trading. The simplest for a beginner is intraday 

trading: buying and selling within the same market day. Rahul does this: he places 

all his buy and sell orders so that by 3:15 PM (market close) he has zero open 

positions. The appeal is obvious: you don’t tie up capital overnight, and you can 

leverage your money. For instance, SEBI now requires brokers to collect a 

minimum of 20% upfront margin on equity trades. This means Rahul needs only 

₹20 to place a ₹100 buy order – effectively 5× leverage. If the stock moves in his 

favor by 1%, Rahul makes ₹1 (5% return on ₹20); if it moves against him by 1%, 

he loses ₹1 (5% loss). In real terms, with ₹20,000 he could take a ₹100,000 position 

(5×). 

SEBI’s rule for 20% upfront margin limits how much leverage is available and 

keeps risk in check. Brokers can’t give “unlimited leverage” – they follow SEBI 

guidelines to adjust margin based on volatility. Because of this, intraday trading 

can amplify gains and amplify losses. If Rahul’s trade goes well, he might double 

a small amount in a day. But if he’s wrong, a small adverse move can wipe out his 

capital rapidly. 

Another common tactic is swing trading: 

holding a stock for a few days or weeks to ride a short-term trend. This is a mix of 

trading and patience. But for most beginners, real confusion (and risk) lies in 

intraday moves and leverage, so let’s focus on that. Suppose Rahul has ₹20,000 

and his broker offers 5× intraday leverage. He decides to buy shares worth 

₹100,000. He tells himself: “If the price goes up 2%, I’ll make ₹2,000 (a 10% return 

on my ₹20k) — that’s a win. But if it drops 2%, I’ll lose ₹2,000 (10% of my capital) 

— ouch.” Before placing the order, Rahul sets a strict stop-loss: if his loss reaches 

₹1,000 (5%), he will sell and stop. This discipline is key in trading. 

Rahul’s broker also offers short selling, a way to bet on a falling price. For 

example, if Rahul thinks Reliance Industries (a big company) will drop today, he 

can try short-selling it. He doesn’t own the shares, so he “borrows” them via his 

broker and sells at the current market price, planning to buy back later at a lower 

price. Say he shorts 50 shares of Reliance at ₹2,500 each (value ₹1,25,000). A few 
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hours later the stock dips to ₹2,450. Rahul buys back the 50 shares for ₹1,22,500, 

returns them to the lender, and pockets the ₹2,500 difference (minus fees). This is 

the same idea as profiting from a downtrend. 

However, Indian regulations make short selling structured. SEBI prohibits 

“naked” short selling (selling without borrowing the stock). In practice, this 

means short sales in the cash (equity) segment are only allowed on stocks that are 

part of the Securities Lending and Borrowing (SLB) scheme. In other words, you 

must borrow the shares first before selling them. If you short-sell without covering 

it properly, SEBI considers it naked shorting and that’s illegal. Moreover, SEBI 

mandates that short positions in cash equity must be settled on the same day or by 

T+1 (next day delivery). That means Rahul cannot keep a naked short open 

indefinitely. If he shorts Reliance in intraday, he must buy back (square off) those 

shares by the end of trading day (or arrange delivery by the next day). This rule 

ensures traders actually return the borrowed shares and prevents abuse of short 

selling. It also ties back to the SLB system: one safe way to short is to borrow 

shares via SLB, sell them, and then return them (or buy back) when the price falls. 

When does trading become gambling? 

It happens when analysis is thrown out the window and emotion or tips take over. 

Imagine Rahul’s friend Suresh, who hears on WhatsApp that “XYZ stock will 

double today!” Without any research or plan, Suresh dumps his entire ₹50,000 into 

that penny stock. By noon, it plummets 10% and he’s down ₹5,000. Instead of 

cutting losses, he panics and invests an extra ₹50,000 “for a rebound.” The stock 

crashes again. Soon Suresh has lost a massive chunk of his savings. This is not 

investing; it’s speculating or gambling. There was no analysis, no risk control, and 

reliance on an unverified rumor. SEBI and regulators constantly warn investors 

against such practices. They stress: avoid unregistered tips or rumors, always 

rely on trusted research and use SEBI-approved channels. (For example, 

SEBI’s investor education advises not to invest based on rumors.) The key 

difference is discipline. A trader like Rahul uses charts and news, sets clear stop-

losses and targets, and treats any single trade as an experiment with limited risk. A 

gambler like Suresh stakes everything on a hunch, often chasing losses and 

ignoring rules. 

Putting it all together: 

Your journey through chapters 1–5 gave you the tools (companies issuing shares, 

exchanges, T+1 settlements, accounts, etc.). Now you decide how to use those 

tools. Investing and trading both work within the same SEBI-regulated 
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marketplace, but they reflect different goals and mindsets. Investing is about slow, 

steady growth: use your capital (no borrowed money) to buy solid businesses and 

hold through storms, aiming for long-term wealth and dividends. Trading is about 

speed and precision: use market volatility and allowed margin to seek short-term 

profits, knowing that SEBI rules (like 20% upfront margin and square-off 

requirements) frame what is possible and safe. 

Many successful market participants start as long-term investors, watching their 

initial holdings grow and learning how markets behave. Over time, some pick up 

trading as an additional skill, always respecting rules and risk. Whether you 

choose investing, trading, or a mix of both depends on your time availability, 

risk appetite, knowledge, and self-discipline. Before you commit real money, 

it often helps to practice on paper or with small amounts, and perhaps consult a 

SEBI-registered financial planner or investment adviser for a tailored strategy. 

Remember: always deal through SEBI-registered brokers and DPs and regularly 

check your account statements to stay on the safe side. 
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Key Takeaways: 

● Investing means buying with your own money and holding for months 

or years; your gain comes from business growth and dividends. 

● Trading (especially intraday) means buying and selling within the day 

to capture quick price moves; it often uses margin (up to 5× in equities) 

to magnify returns and risks. 

● For equity intraday trades, SEBI requires at least 20% of the trade value 

as margin, so you must have some cash upfront to start. 

● Short selling is only allowed via SEBI’s lending/borrowing mechanism: 

you must borrow eligible shares (SLB) before selling, and cover (buy 

back) the position by day-end. Naked short selling is forbidden. 

● Gambling vs. trading: Betting on unverified tips or rumors without 

analysis is speculation, not trading. Always use research, set stop-losses, 

and trade only through registered brokers. 

● SEBI compliance: Use SEBI-registered brokers/DPs, monitor your 

Demat/trading accounts, and use SEBI’s SCORES portal for any 

grievances. 

● Your style: Choose investing for steady wealth-building and trading for 

shorter-term profit, or a combination. Consider time horizon, risk, and 

discipline when deciding your path. 
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“Dividends, bonuses, splits and more — how companies 

 reward their investors.” 

By now you have mastered the basics of the stock market – what shares are, how 

trading works, and why prices move. You’ve seen how company profits and news 

move prices up and down. But true long-term wealth often comes not just from 

riding price gains, but from corporate actions that reward shareholders directly. 

Investors like Warren Buffett, Rakesh Jhunjhunwala, Radhakishan Damani, Vijay 

Kedia (and many others) built huge fortunes by understanding every perk a 

company gives its owners – dividends, bonus shares, splits, rights issues, FPOs, 

buybacks, etc. In this chapter, we’ll tell a story of a young investor (that’s you) 

learning these concepts step by step, with clear explanations and real examples of 

how big investors made the most of them. You’ll learn what each action is, how 

and when it happens, and why companies do it. We’ll also tie it to the latest SEBI 

rules (so you know the official side), but in simple, story-like terms. 

Imagine you own shares in a company. One day, the board of directors meets and 

decides the company did well. They can share profits with you – either as cash or 

as more shares. Those rewards have names: dividends (cash payouts), bonus 

issues (free shares), stock splits (larger number of cheaper shares), rights issues 

(discounted new shares for existing owners), FPOs (new shares for the public), and 

buybacks (company buying its own shares from you). Legendary investors learned 

that each of these is like a gift – you don’t need to sell your stock to earn it. For 

example, Rakesh Jhunjhunwala held Titan Company stock for decades and earned 

crores of rupees in dividends without selling a single share. 

Dhirubhai Ambani and early Reliance shareholders got so many bonus shares that 

they became multi-millionaires. Mukesh Ambani used a rights issue to raise cash 

without handing control to outsiders. And Azim Premji tendered shares in Wipro’s 

buyback at a premium, pocketing giant gains while keeping control of the company. 

We’ll look at all these stories as we go. 
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Below is a guide to each type of corporate action. We’ll explain it in everyday 

language, show the key dates (announcement date, record date, ex-date, payout 

date, etc.), note any tax or legal rules (SEBI/Company Law requirements), and 

illustrate with an example from a big investor or company. Remember, all these 

actions are optional for the company – they do it to reward shareholders or raise 

funds when needed. From now on, think of your share certificate like a golden 

ticket: sometimes it entitles you to cash or new shares just for holding on to it! 

8.1 Dividends – Your Reward for Holding Shares 

A dividend is simply a share of the company’s profit paid out to shareholders. It’s 

the most direct “thank you” a company can give. For example, if a company decides 

it earned extra profits this year, the board may declare a dividend of ₹5 per share. 

If you own 100 shares, you get ₹500 in cash (or sometimes in extra shares) without 

selling anything. SEBI (and common practice) treats dividends carefully: the board 

announces the dividend per share (usually after quarterly or yearly results), and 

then specifies a record date. Only those who are shareholders by the record date 

are eligible. In India, rules say you can’t make the record date any earlier than 5 

working days after the announcement. So the timeline is: 

● Declaration Date: Board meets and approves “₹X per share” dividend. 

This is when the company officially promises the money. 

● Record Date: This is the date the company uses to check its books. 

Shareholders recorded in the register on that date will receive the 

dividend. (Because India’s settlement is T+1, the ex-dividend date is 

usually one trading day before the record date.) 

● Ex-Dividend Date: On this date, the stock trades “ex-dividend” – 

meaning new buyers no longer get the upcoming dividend. The share 

price typically drops by roughly the dividend amount on the ex-date. For 

instance, if Titan shares trade at ₹1000 today and declare a ₹50 dividend, 

on the ex-date the price may open around ₹950 (all else equal). 

● Payment (Payout) Date: The company must pay the dividend within 30 

days of declaration. So shareholders get the money in their bank accounts 

by this date. 

SEBI’s investor education guide emphasizes these steps: “All eligible shareholders 

with their names in the list at the end of Record Date will be eligible to receive 

dividends”, and “Payment of dividend to be completed within 30 days of its 
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approval”. In simple terms: buy before the ex-date and hold through the record 

date to get the dividend. (If you buy on or after the ex-date, you miss it.) 

Dividends can be a regular source of cash flow. We often measure dividend 

attractiveness by the dividend yield, which is (annual dividend ÷ share 

price)×100% 

For example, if a share pays ₹4/year and trades at ₹200, its yield is 2%. A growing 

company may raise dividends over time, boosting yield on your original 

investment. 

Tax note: India abolished the Dividend Distribution Tax in 2020. Now companies 

do not pay extra tax on dividends. Instead, the dividend income is taxed in your 

hands at your income-tax slab rate. In other words, dividends are not tax-free; they 

flow to you and you pay tax on them like any other income. (If you are in a lower 

tax bracket than the company’s old DDT rate, this is a benefit to you.) 

Real-life example: Consider Rakesh Jhunjhunwala’s long-term holding in Titan 

Company. He bought Titan shares for just a few rupees decades ago. As Titan grew, 

its share price soared, but even before selling for huge gains, Jhunjhunwala earned 

steady cash dividends. Year after year, Titan deposited crores into his bank 

account as dividends. This regular income “in the background” let him hold Titan 

for the long haul without needing to sell shares. Even after two decades, Titan’s 

dividend yield on his tiny original investment was enormous – and Jhunjhunwala 

could reinvest that cash or spend it as needed. In short: dividends provided real 

income, while the share price made him a “multibagger.” Many legendary 

investors emphasize dividends for this reason. As Warren Buffett famously noted, 

corporations that pay out steady dividends let investors participate in the business’s 

cash flow. 

8.2 Bonus Shares – Free Shares, No Cash Needed 

A bonus issue (or bonus share) is when a company issues extra shares to existing 

shareholders for free. It’s essentially a stock split that doesn’t change face value – 

the company taps its reserves to reward owners. For example, a 2:1 bonus issue 

means for every 1 share you own, you get 2 new shares free. If you held 10 shares, 

you now have 30. In effect, the company is converting retained earnings (free 

reserves) into share capital, issuing new equity equal to those reserves. Your 

percentage ownership remains the same (you and every shareholder get more 

shares), but each share’s market price adjusts accordingly. 
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Why do companies do bonuses? Often to share accumulated profits without paying 

cash (maybe to keep cash for expansion), to reward loyalty, or to make the stock 

more affordable. Crucially, the face value of shares usually stays the same in a pure 

bonus issue (unlike a split). So if the face value was ₹10, it remains ₹10, but the 

number of shares increases. Total value (market cap) doesn’t change – it’s just split 

into more pieces. 

Like dividends, bonus issues have key dates. The board announces the bonus ratio 

and record date. Anyone holding shares on the record date gets the new shares 

credited afterward (often within a few days) in proportion. The ex-bonus date is 

when shares trade without the bonus benefit (usually one trading day before record 

date, since settlement is T+1). For example, if Cum-bonus date is June 30, ex-bonus 

(first day trading without entitlement) is July 1. If you bought on or after July 1, 

you wouldn’t get the bonus shares. 

Real-life example: When Reliance Industries was young, founder Dhirubhai 

Ambani repeatedly gave bonus shares. Early investors in the 1980s and 1990s saw 

their stakes multiply: a 1,000-share holding could become 2,000, then 4,000, then 

16,000, etc., purely through bonuses (often at ratios like 1:1, 1:2, etc.). Many 

Reliance shareholders from that era became millionaires without ever putting in 

more capital – simply by holding through bonus issues. This illustrates that bonuses 

are like compound interest for share count. 

Today, SEBI requires companies to disclose such bonuses and credit them through 

the stock exchanges, and shareholders see the extra shares in their demat accounts 

soon after the record date. If there is any glitch (say, shares don’t appear), investors 

can contact the RTA or the company as per SEBI guidance. 

8.3 Stock Splits – Making Shares Affordable 

A stock split (or share split) is similar in spirit to a bonus, but with a twist: the 

company divides each existing share into more shares by reducing the face value. 

For example, in a 1:5 split, each share of face value ₹10 becomes 5 shares of face 

value ₹2. You go from 1 share at ₹500 market price to 5 shares at ₹100 each (for 

instance). Your total investment value remains ₹500, but there are more shares of 

lower price. SEBI’s reason: splits improve liquidity and make shares affordable to 

small investors if prices get very high. 

For example, if a company’s stock shoots to ₹4000, it may declare a 1:4 split so 

that the price falls to around ₹1000 per share, attracting more retail buyers. 
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Key points about splits: the company’s authorized capital usually increases by 

the split factor (since face value goes down). The face value of each share is 

reduced in the same ratio (e.g. ₹10 to ₹2 if it’s 1:5 split), and the number of 

shares increases proportionally. 

Importantly, the total market value of your holding doesn’t change (all else 

equal). It just resets a new price. For example, if you owned 100 shares at ₹2,000 

each (total ₹200,000), after a 1:4 split you’d have 400 shares at ₹500 each – still 

₹200,000 total. Companies often combine a split with a bonus, but they are 

conceptually different (a split only adjusts share count/face value; a bonus also uses 

reserves to issue new equity). 

Again, the board announces the split ratio and sets a record/ex-date. On the ex-split 

date, the stock price adjusts down by the split factor. No cash changes hands, no 

tax is due on the split itself, and ownership percentages stay identical. 

Real-life example: In 2019 Avenue Supermarts (DMart) did a 1:1 stock split (face 

value ₹10 to ₹5) to make the shares cheaper. While Radhakishan Damani’s holding 

in DMart appreciated hugely in price, the split made more shares available at a 

lower price, improving trading. (If Damani had started with 100 shares at ₹2000 

FV ₹10, after a 1:2 split he’d have 200 shares at ₹1000 FV ₹5 – still ₹200,000 total 

value.) Damani holds on to these shares, and any future dividends will be paid on 

the larger share count (though the per-share dividend remains the same, so his total 

payout doubles from having twice as many shares). The point is, splits don’t create 

value by themselves, but they can boost participation. (Note: If a company never 

splits or pays bonuses, its price might become too high, deterring small investors. 

So splits can be a positive sign of success and confidence.) 

8.4 Rights Issue – Discounted Shares for Loyal Owners 

A rights issue (or rights offering) is a way for a listed company to raise new capital 

by giving existing shareholders the right to buy new shares, usually at a discount 

to market. Think of it as an exclusive invitation: “You own shares, so you can buy 

extra ones cheap before anyone else.” For example, a 1:4 rights issue at ₹80 might 

let you buy 1 new share at ₹80 for every 4 shares you already own, even if the 

market price is ₹100. In return, the company gets fresh funds for expansion, debt 

repayment, or other needs. 

By SEBI rules (and under the Companies Act/ICDR regulations), the company 

must announce the rights terms clearly: ratio, issue price, record date, and 

timetable. Only shareholders on the record date get these rights. After record date, 

the rights tradable instrument often appears, meaning you can sell your right if you 
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don’t want to subscribe. The rights issue has a subscription period (usually a few 

weeks), and then the company allots new shares to those who applied. Once 

allotted, your share count increases (and you pay cash for the new shares). If you 

don’t take up your rights, your ownership will be diluted (since new shares dilute 

old ones). 

Real-life example: The 2020 Reliance Industries rights issue is a famous case. 

RIL raised 

₹53,125 crore by offering 1 new share for every 15 held, at ₹1,257 each. (Market 

price was around ₹1,450 at that time.) They announced the record date (May 14, 

2020) and said only shareholders on that date would get rights. The rights opened 

around May 22, and promoters like Mukesh Ambani (who owned 50%) pledged to 

take up their entire entitlement and even applied for unsubscribed shares. By 

buying at a discount, Ambani immediately gained value when the stock recovered. 

The rights issue let Reliance turn into a zero-debt company, and it also strengthened 

promoter ownership (since they subscribed fully). For investors, the key takeaway 

was that holding Reliance through the record date gave them the chance to buy 

more shares cheaper – a valuable opportunity. 

8.5 Follow-On Public Offer (FPO) – Fresh Shares After IPO 

A Follow-on Public Offer (FPO) is when a company already listed on the 

exchange issues new shares to the public after the IPO. It is often simply called a 

public issue or further offer. 

There are two kinds: dilutive (company issues new shares, raising cash for itself) 

and non-dilutive (existing shareholders sell some of their holdings). We focus on 

the dilutive 

FPO. Like a second IPO, an FPO must be cleared by the board and SEBI/stock 

exchanges. 

It requires an offer document and a subscription period. The main difference from 

an IPO is that the company is already established and shares have been trading; an 

FPO just adds more equity. 

Companies do FPOs to raise more funds (to expand, repay debt, buy back debt, 

etc.) when market conditions are good. The new shares typically come at a fixed 

price or price band (sometimes at a discount to current market price to attract 

investors). Existing shareholders can also apply (but they don’t get any “rights” or 

preferential ratio as in a rights issue – it’s open to anyone). Once an FPO is 



84 

announced, investors (both old and new) can subscribe during the issue period. 

After allotment, the market cap increases (unlike a buyback which reduces shares). 

Real-life example: The Yes Bank FPO in mid-2020 is illustrative. After a forced 

rescue by the RBI, Yes Bank needed fresh capital. It issued new shares at ₹12 

apiece (face value ₹10). Rakesh Jhunjhunwala, spotting the turnaround potential, 

applied and got shares at ₹12. As the bank stabilized and the stock recovered above 

₹18, his entry price of ₹12 gave him a big low-cost position. He did not rely on 

rights – this was an open offer. For him, the FPO was a classic “buy low” chance. 

More generally, FPOs dilute existing share base, but can boost long-term value if 

the capital raised strengthens the company. SEBI mandates all such offers comply 

with disclosure norms; for investors, an FPO is another way (like an IPO) to get a 

crack at a company’s growth by paying cash up-front. 

8.6 Buyback – Company Buys Its Own Shares at a Premium 

A buyback (or share repurchase) is when a company buys back its own shares from 

the shareholders, usually at a premium above market price. It’s a way of returning 

cash directly to shareholders while also reducing the number of outstanding shares. 

In India, buybacks are regulated by SEBI’s Buyback Regulations and by company 

law. Generally, the company announces a buyback plan (via tender offer or open 

market), gets shareholder approval if needed, and then invites shareholders to 

tender their shares back. Shareholders can choose to participate (sell shares to the 

company) or hold on to their remaining shares. 

Why do companies do buybacks? There are several reasons: 

● To return surplus cash when the company believes its shares are 

undervalued. Instead of paying a dividend, buying shares can boost 

earnings per share (EPS) because net income is spread over fewer 

shares. In that sense, each remaining share is “worth more” after a 

buyback. 

● To signal confidence. Buying its own shares suggests the management 

believes the stock price should be higher and the company is a good buy. 

(SeBI noted that buybacks can signal “very positive prospects”.) 

● To optimize capital structure. In some cases, a buyback helps adjust 

debt/equity levels. 

SEBI has limits on buybacks: for example, a company cannot buy back more than 

25% of its paid-up capital and free reserves. It also can only repurchase fully-paid 

shares, and must open a separate window for any open-market buyback. (SEBI’s 
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2023 amendments even gradually phase out open-market buybacks by 2025, to 

formalize tender offers.) 

For shareholders, a buyback at a premium is like a forced sale opportunity: you can 

tender (sell) some of your shares at a fixed higher price without going to the market. 

For example, suppose your stock trades at ₹370, and the company announces a 

buyback at ₹400. You could tender 100 shares and receive ₹40,000 cash (plus you 

keep the rest of your shares which are now slightly rarer). Even if you don’t sell, 

the share price may rise (or at least stop falling) due to reduced supply and the 

positive signal. Tax-wise, buyback gains have special rules in India: companies pay 

a tax on the buyback amount (though this may change), and shareholders generally 

pay capital gains tax if applicable. 

Real-life example: In 2019 Wipro announced a ₹9,000 crore buyback at ₹325 per 

share (market was around ₹280). Azim Premji, Wipro’s founder, tendered a huge 

chunk of his shares and got ₹325 for each. He then paid tax on the buyback amount 

at the offered price (as per the rules then) and retained majority ownership. Wipro’s 

share count fell, boosting EPS for remaining shares. Shareholders like Premji 

essentially took “quick profit” while signaling confidence in Wipro. Such buybacks 

are now used by many Indian companies (TCS, Infosys, etc.) as a way to deploy 

excess cash. SEBI’s tightened rules (2023) ensure buybacks are transparent, capped 

at 25%, and follow strict timelines. 
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Key Takeaways 

● Shareholders gain value not just from stock price appreciation but also 

from 

● corporate actions. 

● Dividends: Cash paid per share, a direct profit-share. Companies pay 

within 30 days of approval. You must own the share by the record date 

(cum-dividend) to receive it. Dividends are now taxed in the investor’s 

hands per income slab. 

● Bonus shares: Free extra shares given in a fixed ratio (e.g. 1:2) using 

company reserves. Total investment value doesn’t change, but share 

count increases. It rewards loyalty and boosts liquidity. 

● Stock splits: Each share is split into more shares by lowering the face 

value (e.g. 

● ₹10 to ₹2). Makes shares more affordable. Number of shares ↑, face value 

↓, total value unchanged. 

● Rights issue: Existing shareholders can buy new shares at a discount 

(pro-rata to holdings) before the public. It raises capital; if fully 

subscribed, it can strengthen promoter or existing owner stake. Only 

shareholders on the record date get the right. 

● FPO (Follow-on Public Offer): A listed company issues new shares to 

the public (often at a set price). Raises funds (e.g. to reduce debt). Like a 

second IPO. Investors (new or old) buy at the FPO price (often 

discounted). 

● Buybacks: Company repurchases its own shares, usually at a premium 

to market, returning cash and reducing share count. It boosts EPS and 

signals confidence. SEBI limits buybacks to 25% of paid-up 

capital/reserves. 

● Real examples: Legendary investors like Jhunjhunwala, Ambani, 

Damani, Premji consistently used these actions to accumulate wealth. 

They held through dividends (Titan), bonus issues (Reliance), splits 

(accessible DMart), rights (Reliance 2020), FPOs (Yes Bank), and 

buybacks (Wipro) to maximize returns while often keeping majority 

stakes. 



87 

Each of these corporate actions adds to your shareholder return in a different way. 

As you continue your investing journey, remember to note declaration dates, record 

dates, ex-dates, and how each benefit lands in your demat/bank account. 

Understanding these can help you plan: buy before ex-date if you want the 

dividend or bonus, or consider tendering in a buyback or subscribing in a 

rights/FPO if it’s attractive. With these tools and the stories of top investors in 

mind, you’re now equipped to harvest not just price gains but every reward a 

company offers. Good luck, and happy investing! 
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“Own baskets, not single stocks—let professionals drive  

while you set the destination.” 

Introduction – A Story of Two Investors 

Meet Rahul, a young professional eager to grow his savings, and Sita, a careful 

homemaker planning for her family’s future. Rahul has a lump sum of savings but 

feels overwhelmed by the idea of picking individual stocks. Sita saves a little every 

month but isn’t sure how to invest it wisely. They both discover mutual funds as a 

solution – a way to pool money with other investors and have it managed by 

professional experts. Imagine a mutual fund as a shared vehicle: many passengers 

(investors) ride together and a skilled driver (the fund manager) navigates the 

investment journey. 

In this chapter, through the journeys of Rahul and Sita, we will explore how mutual 

funds work in India. We’ll see the unique trust-based structure (with Sponsors, 

Trustees, and Asset Management Companies), learn how the daily Net Asset Value 

(NAV) is calculated, and examine the various types of funds – Equity, Debt, Hybrid 

and more – with real Indian examples (like SBI Bluechip Fund, HDFC FlexiCap 

Fund, Nippon India Small Cap Fund, etc.). We will also cover smart investment 

methods such as lump sum investing, SIPs (Systematic Investment Plans), STPs 

(Systematic Transfer Plans), SWPs (Systematic Withdrawal Plans), and Step-Up 

SIPs, explain the latest tax rules, compare Direct vs Regular plans, differentiate 

mutual funds from ETFs, and highlight common mistakes to avoid. All 

explanations are aligned with SEBI regulations and industry norms as of 2025. 

Additionally, we will demystify some new developments – such as Specialised 

Investment Funds (SIFs) – and see how more advanced options like PMS and 
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AIF work, concluding with a comparison of mutual funds versus these 

alternatives. By the end, you’ll understand why mutual funds can be a safer 

gateway to the markets and how to make them work for your goals. 

9.1 How Mutual Funds Operate in India: Structure and 

Participants 

Rahul wondered, “Who runs a mutual fund?” In India, mutual funds operate as 

trusts under SEBI’s rules. This three-tier structure ensures checks and balances for 

investors’ protection. Here are the main players: 

● Sponsor: The sponsor is the promoter who sets up the mutual fund. After 

SEBI approval, the sponsor creates the fund’s trust and contributes initial 

capital (at least 40% of the AMC’s net worth). The sponsor must have a 

strong financial track record. For example, State Bank of India (SBI) is 

the sponsor of SBI Mutual Fund. SEBI vets sponsors carefully 

(profitability, net worth, etc.) so that only credible institutions start funds. 

● Trustees: The fund is legally a trust managed by a board of Trustees. 

These trustees protect investors’ interests and ensure the AMC follows 

the rules. The sponsor appoints independent trustees as per SEBI 

regulations. 

● Asset Management Company (AMC): The AMC is the fund’s 

manager. The sponsor creates the AMC (a separate company, often 

majority-owned by the sponsor) to handle investments and day-to-day 

operations. For instance, SBI Funds Management Ltd. is the AMC that 

runs SBI Mutual Fund schemes. The AMC’s fund managers and research 

team pick securities according to each scheme’s objective. 

Supporting these are other key entities: 

● Custodian: A SEBI-registered custodian (often a bank or specialized 

firm) holds the fund’s securities in electronic form, safeguarding them 

(think of it as a bank vault for the fund’s assets). 

● Registrar & Transfer Agent (RTA): A service company (like CAMS 

or KFintech) that maintains investor records, processes applications and 

redemptions, and handles communications. They ensure that when Rahul 

or Sita invest or withdraw, the transactions and unit balances are 

accurately recorded. 
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This structure – Sponsor setting up a Trust, Trustees overseeing, and the AMC 

managing investments – creates a system of checks and balances. The sponsor 

provides initial credibility and capital, the trustees act as watchdogs for investor 

interest, and the AMC, with its team of professionals, actually chooses investments. 

Rahul and Sita can invest knowing that while the fund manager chooses the 

securities, an independent trustee is ensuring the manager follows all rules and 

acts in the investors’ best interest. In short, the professionals drive the vehicle, but 

strong guardrails are in place for safety. 

Takeaway: Mutual funds in India operate under a trust structure with built-in 

checks, so investors’ money is managed by pros and overseen by independent 

trustees for safety. 

9.2 Net Asset Value (NAV) – Pricing a Mutual Fund Unit 

Sita saw in the newspaper that ABC Equity Fund’s NAV was ₹105 today, up from 

₹100 last month. What does this mean? The Net Asset Value (NAV) of a fund is 

simply its per-unit market price – the value of one “slice” (unit) of the fund’s total 

portfolio. Formally: 

NAV per unit = (Total Market Value of Fund’s Assets – Liabilities) / Total Number 

of Units Outstanding. 

For example, if an equity fund’s holdings (stocks, cash, accrued income) are worth 

₹500 crore today and there are 25 crore units, then the NAV = ₹500 crore / 25 crore 

units = ₹20 per unit. If the market value of those holdings later rises to ₹550 crore 

(with the same 25 crore units), the NAV would be ₹22.0. A market drop to ₹480 

crore would make NAV ₹19.20. The AMC’s accountants compute NAV at the end 

of each trading day, adding any interest or dividends earned and subtracting the 

day’s expenses. 

SEBI mandates that mutual funds publish their NAV daily (for open-ended 

schemes) after markets close. AMCs put NAVs on their websites and the 

Association of Mutual Funds in India (AMFI) aggregates them, so investors can 

easily check a fund’s price. 

Important: NAV is not like a stock’s price that indicates absolute value by itself. 

It’s just a bookkeeping value per unit of a pooled portfolio. A common myth is that 

a higher NAV means a “better” fund – that’s false. For instance, Fund A may have 

a NAV of ₹15 today and Fund B ₹150, but what matters is the percentage return, 

not the absolute NAV. Both funds might have doubled since launch; one started 

from ₹10 to ₹15 (+50%) and the other from ₹100 to 
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₹150 (+50%). The ₹150 NAV fund isn’t inherently costlier or better than the 

₹15 NAV fund – the NAV just reflects different starting points and histories. 

When you buy an open-ended fund, you get units at that day’s NAV (perhaps with 

a small entry fee or “load” if applicable). For example, if Sita invests 

₹5,000 in a fund with NAV ₹25, she receives 200 units (₹5,000/₹25 = 200). If she 

later redeems those 200 units when NAV is ₹27, she gets ₹5,400 (200 × 

₹27, minus any small exit fee). All buys and sells on a given day are done at that 

day’s closing NAV (“forward pricing”). In practice, if an investor submits a 

purchase request before the cut-off time (usually 3 p.m. for equity funds), the bank 

will debit the money and the fund will issue units at that day’s NAV. This ensures 

fairness – everyone transacts at the same price (NAV) for that day. 

In short, NAV is the running value of one unit of the fund. Rahul started investing 

in ABC Equity Fund when its NAV was ₹100. If, after a year, the NAV grows to 

₹120 (because the fund’s stocks did well and any dividends were reinvested), 

Rahul’s investment is up 20%. The growth in NAV over time is essentially the 

fund’s return to him. (If the fund pays out dividends, the NAV falls by that amount 

on the ex-dividend date – so total return is NAV growth plus dividends paid.) 

Takeaway: NAV is the per-unit value of a fund’s holdings. NAV fluctuations 

reflect the fund’s performance, but a high or low NAV doesn’t indicate a good or 

bad fund – it’s the percentage growth that matters. 

9.3 Types of Mutual Funds – Equity, Debt, Hybrid (and More) 

Mutual funds come in many flavors, each designed for different goals, horizons, 

and risk appetites. Broadly, funds are classified by asset class focus: Equity funds 

(for growth), Debt funds (for income/stability), or Hybrid funds (a mix of equity 

and debt). SEBI has detailed categories under each. Rahul, as a young investor 

aiming for long-term wealth creation, might lean toward equity funds, while Sita 

might use debt funds or balanced hybrids for medium-term needs or capital 

protection. Let’s explore the main types with examples: 

9.3.1 Equity Funds (Growth-Oriented Funds) 

These invest primarily in stocks to seek growth. They carry higher risk but offer 

potential for higher returns over the long run. Within equity funds, SEBI 

categorizes them largely by the size of companies they invest in, and by strategy: 
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● Large-Cap Funds: Invest at least 80% of assets in large companies 

(typically the top 100 by market capitalization, such as Reliance 

Industries, TCS, HDFC Bank). These blue-chip firms tend to be stable 

and less volatile. For example, Axis Bluechip Fund or SBI Bluechip Fund 

are large-cap equity funds focusing on India’s biggest companies. Large-

cap funds usually fluctuate less in value than mid/small-cap funds, but 

may also grow more slowly in bull markets. 

● Mid-Cap Funds: Invest at least 65% in mid-sized companies 

(approximately ranks 101–250 by size). These firms are smaller than 

large caps but often growing faster. For instance, DSP Midcap Fund 

primarily holds mid-sized Indian companies. Mid-cap funds can 

outperform large caps when the economy is booming, but they also tend 

to fall more in bad markets. Risk and reward are a notch higher here than 

large caps. 

● Small-Cap Funds: Invest at least 65% in small companies (beyond the 

top 250). These are the smallest publicly listed firms – often young or 

niche businesses – and they carry the highest risk as well as high return 

potential. A small market move can cause large swings in their stock 

prices. Nippon India Small Cap Fund, for example, invests in a broad 

range of emerging smaller companies. Over very long periods, small-cap 

funds have delivered strong returns, but they can suffer heavy losses in 

downturns. These funds are suitable only for investors who can stomach 

significant volatility and have a long time horizon. 

● Multi-Cap Funds: Must invest at least 75% in equities, with a minimum 

25% each in large, mid, and small cap stocks. Essentially, these are 

diversified across company sizes by mandate. This was introduced to 

ensure true multi-cap exposure across the spectrum. An example is 

Motilal Oswal Multicap 35 Fund. Such a fund gives you a mix of large, 

mid, and small companies in one portfolio. 

● Flexi-Cap Funds: Also invest across large, mid, and small caps, but with 

no fixed percentage allocation to any. The manager has full flexibility to 

change the mix as per market conditions (unlike multi-cap which has 

minimum 25% in each segment). Introduced as a category by SEBI in 

2020, flexi-cap funds can adapt quickly. Parag Parikh Flexi Cap Fund is 

a well-known example (it even invests part of the portfolio in overseas 

stocks), as is HDFC FlexiCap Fund. These funds let you be broadly 

invested in equities while relying on the fund manager to dynamically 
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adjust the allocation among large/mid/small caps based on where they see 

opportunities. 

● Sectoral/Thematic Funds: These focus on one industry or theme. For 

instance, a technology sector fund (like ICICI Prudential Technology 

Fund) invests mainly in IT companies, or a banking fund (such as SBI 

Banking & Financial Services Fund) focuses on financial sector stocks. 

There are funds for pharma, consumption, infrastructure, etc., or thematic 

funds like ESG funds (investing in companies with strong Environmental, 

Social, Governance practices). Because they concentrate on one sector or 

theme, these funds are inherently riskier – if that sector booms, they 

outperform; if it slumps, they can severely underperform a broad market 

fund. Sita and Rahul approach these with caution, using them only if they 

have a strong view or need exposure to that specific sector, and even then 

as a small portion of their portfolio. 

● ELSS (Equity Linked Savings Scheme): A special category of equity 

fund that offers tax benefits. Investments in ELSS funds qualify for 

deduction under Section 80C of the Income Tax Act (up to ₹1.5 lakh per 

year), but they come with a 3-year lock-in. ELSS funds typically invest 

in diversified equities (across sectors and market-caps). For example, 

Mirae Asset Tax Saver Fund is an ELSS. Rahul might use an ELSS to 

save on taxes while investing for long-term goals. The 3-year lock forces 

a long-term approach, which often helps instill disciplined investing. 

(There are a few other niche equity categories – e.g. Value Funds (focusing on 

undervalued stocks), Contra Funds (taking contrarian bets), Focused Funds 

(holding a concentrated portfolio, max 30 stocks), etc. – but the above are the major 

ones by market cap and broad theme.) 

9.3.2 Debt Funds (Income-Oriented Funds) 

These invest in bonds and money-market instruments to earn interest income and 

provide capital preservation. They are generally lower risk than equity funds, but 

not risk-free. Within debt funds, categories are defined by the duration or type of 

instruments they hold: 

● Liquid Funds: Invest in very short-term instruments (maturing in up to 

91 days) like Treasury bills, short-term deposits, etc. They aim to provide 

a parking ground for surplus cash, with relatively steady but modest 

returns, and very high liquidity. Investors like Sita use Liquid funds as an 
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alternative to keeping money idle in a savings account, since they can 

often withdraw on short notice and get slightly better returns than bank 

interest. 

● Ultra-Short, Low Duration, Short Duration Funds: These hold bonds 

of slightly longer maturities (ranging from 3–6 months for Ultra Short, 

6–12 months for Low Duration, up to 1–3 years for Short Duration). 

Essentially, as the fund category name suggests, the average maturity of 

the bonds increases, potentially giving a bit more yield but also a bit more 

sensitivity to interest rate changes. Rahul might use a Short Duration 

Fund if he has a 2-year goal and wants better returns than a fixed deposit 

but still relatively low risk. 

● Corporate Bond / Banking & PSU / Credit Risk Funds: These are 

categories defined by the type or quality of debt. Corporate Bond Funds 

must invest primarily in highest-rated corporate bonds (at least 80% in 

AA+ and above), so credit quality is high. Banking & PSU Debt Funds 

invest predominantly in bonds issued by banks, public sector 

undertakings, and public financial institutions – generally also considered 

very safe credits. Credit Risk Funds, on the other hand, invest at least 

65% in lower-rated corporate bonds (below the highest rating), aiming 

for higher interest income (“yield”) by taking more credit risk. They suit 

aggressive investors who understand the default risks. Sita, being 

conservative, stays away from Credit Risk Funds, whereas Rahul might 

not venture here either without fully understanding the risks involved 

(some past credit funds burned investors when certain companies 

defaulted). 

● Gilt Funds: These invest primarily in government securities (G-secs). 

Government bonds have no default risk (the government won’t default 

on INR debt as it controls the currency), so gilt funds carry only interest 

rate risk. When interest rates fall, long-term govt bonds rise in price (and 

vice versa). Gilt funds with 10-year constant duration specifically target 

an average maturity ~10 years, making them quite sensitive to rate 

moves. These funds can be rewarding in a falling interest rate 

environment but can also give short-term losses if rates spike. They’re 

typically for seasoned investors who take interest rate calls. 

● Dynamic Bond Funds: These have flexibility to change their portfolio 

duration (maturities) as per the fund manager’s outlook on interest rates. 

The manager can go short-term or long-term within broad limits. This 
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places a lot of importance on the manager’s skill in gauging rate trends. 

If Rahul doesn’t want to choose between short or long duration, he could 

leave it to a dynamic bond fund manager. But results vary widely based 

on calls made. 

● Fixed Maturity Plans (FMPs): These are closed-ended debt funds that 

run for a fixed term (say 3 or 5 years) and invest in bonds that match that 

term, essentially holding them to maturity. They behave somewhat like a 

bank FD alternative – if held to maturity, you get a nearly predictable 

return (since the bonds’ yields are locked in). FMPs were popular for 

locking in yields and also getting indexation benefits for tax (if bought 

before 2023; after that, tax rules changed – more on this in the tax 

section). Today, with changes in debt fund taxation, FMPs are less 

commonly used, but they’re still issued at times when yields are 

attractive. 

(There are other debt categories like Medium Duration, Long Duration, Money 

Market, Floater funds, etc., each defined by SEBI based on precise average 

maturity or portfolio composition criteria. The general idea is similar – varying 

levels of interest rate risk and credit quality.) 

Debt funds may not make headlines like equity funds, but they fill an important 

role. They can offer better post-tax returns than traditional fixed deposits for 

investors in higher tax brackets (under old rules, long-term debt funds enjoyed 

indexation benefits, though this advantage was largely removed in 2023). 

Importantly, debt funds provide flexibility – you can withdraw any time without 

the strict lock-in of an FD (except FMPs or if exit loads apply for a short period). 

Sita uses debt funds to park emergency funds and for goals a few years away, while 

Rahul uses them to stabilize his portfolio when he feels equity markets are 

overheated. 

9.3.3 Hybrid Funds (Mix of Equity and Debt) 

These funds invest in a combination of equity and debt, aiming to balance growth 

and income/stability. They are often suitable for investors looking for moderate 

risk. Key types include: 

● Aggressive Hybrid Funds: Invest around 65–80% in equities and the 

rest in debt. Because they maintain at least 65% equity, they are treated 

as equity funds for taxation. An example is ICICI Prudential Equity & 

Debt Fund. Aggressive hybrids give an equity-like growth kicker but with 
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some debt to cushion falls. For someone like Rahul’s parents who want 

growth but a bit less volatility than pure equity funds, these can be a good 

fit. 

● Conservative Hybrid Funds: Roughly 75–90% in debt and the 

remainder in equities. They tilt toward capital preservation while adding 

a small equity portion for extra return. These are relatively lower risk 

among hybrids. Sita, for a short-term goal of 2–3 years, might consider a 

conservative hybrid instead of a pure debt fund if she’s okay with mild 

equity exposure. 

● Balanced Advantage Funds (Dynamic Asset Allocation Funds): 

These are flexible hybrids that can dynamically change equity exposure 

from as high as ~80% to as low as 20–30% based on market conditions 

or inbuilt valuation models. They aim to “buy low, sell high” between 

equity and debt. For example, HDFC Balanced Advantage Fund or ICICI 

Prudential Balanced Advantage Fund move exposure based on market 

valuations (some use PE ratios or other metrics to decide when to reduce 

equity and when to increase). They gained popularity for offering a 

smoother ride – in raging bull markets they participate (though might cap 

the equity at say 70-80%), and in downturns they cut equity and thus fall 

less. Rahul, who is wary of timing the market himself, likes the idea that 

a balanced advantage fund adjusts for him. However, he also knows that 

these funds’ formulae aren’t foolproof – they may lag in sudden rallies or 

not avoid all downside, but over a cycle they attempt to reduce volatility. 

● Multi-Asset Allocation Funds: Invest in at least three asset classes (for 

example Equity, Debt, and Gold) with a minimum 10% in each. These 

are diversified not just across equity/debt but other assets like gold, real 

estate (REITs), etc. They appeal to investors who want one fund to give 

exposure to multiple asset types. An example is ICICI Pru Multi-Asset 

Fund which invests across equity, bonds, and also holds some Gold ETF 

and even commodity futures. These funds rebalance periodically to 

maintain a mix and can be a one-stop allocation for a modest-risk 

portfolio. 

● Equity Savings Funds: Use a combination of equities, debt, and 

arbitrage (equity derivatives) to give equity taxation with lower volatility. 

They typically have 30–40% net equity exposure, ~30% in hedged equity 

arbitrage positions, and rest in debt. The arbitrage positions (long equity 

and equivalent short futures) provide almost risk-free return and count 
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towards equity for taxation. The result is a fund that behaves like a 

conservative hybrid but because gross equity is high (with most hedged), 

it gets equity tax treatment. These are a bit complex under the hood but 

essentially try to give slightly better post-tax returns than pure debt funds 

at similar low risk. 

Hybrid funds come in many varieties, but the unifying idea is risk diversification. 

They are like the “balanced diet” of investing – not too spicy (equity) or too bland 

(debt). Many new investors start with a balanced fund to get a comfort level with 

market ups and downs. Rahul, for instance, began his journey with an aggressive 

hybrid fund which gave him a taste of equity growth but with less volatility, 

building confidence to later invest in pure equity funds. Sita prefers hybrid funds 

for goals around 5 years away where she wants better returns than fixed income but 

can’t afford full equity risk. 

Takeaway: There’s a mutual fund for virtually every need – from high-growth 

equity funds to stable debt funds and balanced hybrids. The key is to match the 

fund type with your goal, risk tolerance, and time horizon. 

9.4 Investment Strategies: SIP, Lump Sum, STP, SWP, and Step-

Up SIP 

Understanding how to invest in mutual funds is as important as picking the right 

fund. Rahul and Sita learned that timing and method of investing can make a big 

difference. Here are common investment methods/strategies: 

● Lump Sum Investing (One-Time Investment): A lump sum investment 

means putting a large amount into a fund in one go. For example, Rahul 

gets a ₹1,00,000 annual bonus and decides to invest the full ₹1 lakh into 

an equity fund immediately. Lump sum works best when done at a 

reasonable market level (not during a frenzy peak) and when you plan to 

stay invested long-term. The advantage is your money gets to work in the 

market right away. The risk is that if markets fall soon after, your entire 

sum faces the downturn. One way Rahul mitigates this risk is by 

observing market valuations or sentiment; if things look overheated, he 

might hold off or stagger the investment. Lump sum is also a common 

way to invest in debt funds (say, moving money from a maturing FD into 

a debt fund). Sita used a lump sum to invest the proceeds from a policy 

maturity into a balanced fund, but she did it gradually via STP (explained 

below) to avoid poor timing. 
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● Systematic Investment Plan (SIP) – Investing Bit by Bit: A Systematic 

Investment Plan (SIP) is like a recurring deposit for mutual funds. You 

invest a fixed sum regularly (usually monthly, sometimes quarterly) into 

a fund. SIPs are Rahul’s favorite way to invest from his salary. Every 

month on a set date, ₹5,000 gets auto-debited from his bank into his 

chosen equity fund, regardless of market conditions. This “rupee-cost 

averaging” approach buys more units when prices are low and fewer 

when prices are high, smoothing out the purchase price over time. SIPs 

inculcate discipline – Sita doesn’t have to worry about when or how much 

to invest; it happens in the background aligning with her cash flows. Over 

a long period, SIPs help navigate volatility. For instance, during a market 

dip, SIPs scoop up cheap units which pay off when markets recover. SIP 

is ideal for salaried people or anyone with regular income, targeting long-

term goals (like children’s education, retirement). Both Rahul and Sita 

started SIPs in diversified equity funds and have seen their portfolios 

grow steadily through market ups and downs. The key is to continue SIPs 

even when markets are falling – that’s when you accumulate units at 

bargain prices that boost gains later. 

● Step-Up SIP (Top-Up SIP) – Increasing Investments Over Time: As 

Rahul’s income grows, he might want to invest more each year. A Step-

Up SIP (also called Top-up SIP) automatically increases the SIP 

installment by a fixed percentage or amount at regular intervals (say 

yearly). For example, Rahul starts a ₹5,000/month SIP, and sets a 10% 

annual step-up. After a year, his SIP becomes ₹5,500/month, next year 

₹6,050, and so on. This aligns investments with rising income and fights 

the tendency of lifestyle inflation eating away savings. Step-up SIPs are 

a powerful way to achieve big goals without feeling the pinch all at once. 

Sita likes that she can start small and gradually scale up contributions 

towards her goal of a house down-payment fund. By stepping up 5–10% 

yearly, the SIP keeps pace with inflation and salary growth, ensuring her 

investments remain on track to the target corpus. 

● Systematic Transfer Plan (STP) – Gradual Moves Between Funds: 

Suppose Rahul gets a windfall ₹5 lakh (say from a property sale). He is 

wary of investing it all into stocks at once when the market is at a high – 

the market could correct next month, leaving him with bad timing. He 

could use a Systematic Transfer Plan. An STP involves putting the lump 

sum initially into a low-risk fund (often a Liquid or Ultra-Short-term debt 

fund) and then periodically transferring a fixed amount into a target 
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equity fund. Rahul parks ₹5 lakh in a liquid fund, and sets an STP of 

₹50,000 per month into an equity fund over 10 months. This way, he 

averages the market levels over those months, reducing the risk of 

investing all at a peak. STPs are basically SIPs funded from an existing 

lump sum. They also help keep money deployed (earning something in a 

debt fund) while it’s waiting to move into equity. Sita used a 6-month 

STP to move money from a debt fund to an equity fund when she wanted 

to rebalance her portfolio gradually. Note: Many liquid or ultra-short 

funds have minimal exit loads for very short periods; STPs usually avoid 

or minimize those by spreading out transfers. STPs are useful in volatile 

markets to mitigate timing risk. 

● Systematic Withdrawal Plan (SWP) – Regular Income from Your 

Funds: If SIP is for pouring money in, SWP is for taking money out in a 

systematic way. It’s commonly used by retirees or those needing periodic 

income. For example, Sita’s father has a mutual fund portfolio and wants 

₹10,000 per month for living expenses. He can set up an SWP from a debt 

fund or balanced fund: the fund will automatically redeem units each 

month to give him ₹10,000 (credited to his bank). This provides a steady 

cash flow while the remaining money stays invested and potentially 

growing. SWPs are often more tax-efficient than traditional fixed 

deposits for regular income, especially from equity funds (due to 

favorable capital gains tax vs. interest). Rahul plans to use SWP from an 

equity fund when he retires: essentially creating his own pension by 

drawing say 4% of the corpus annually and leaving the rest to grow. One 

must be careful with SWP withdrawal rates – if you take out too much 

relative to fund’s growth, you could deplete your investment. But at a 

moderate rate, an SWP can sustain for many years. 

Combining Strategies: These methods aren’t mutually exclusive. Often, a 

combination is used. For instance, Sita does an SIP in an equity fund for long-term 

growth, while also doing an STP from a debt fund to equity when reallocating a 

lump sum. Rahul might invest a lump sum bonus immediately (lump sum) and also 

have monthly SIPs. As they near goals, they might stop SIPs and start SWPs if they 

need to draw down money. The beauty of mutual funds is flexibility – you can 

customize how and when you invest or withdraw to suit your needs. The key lesson 

Rahul and Sita learned is to stay disciplined: automate investments (SIP/STP) to 

enforce “buying”, and use SWP or systematic approaches to avoid panicking or 

overspending when taking money out. 
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Takeaway: Systematic plans (SIP/STP/SWP) help take emotion out of investing – 

you invest and withdraw in a disciplined manner. Use SIPs to build wealth steadily, 

STPs to deploy large sums carefully, and SWPs to generate income while keeping 

your money working. 

9.5 Taxation of Mutual Funds in India (Latest Rules) 

Taxes affect your net returns, so it’s crucial to understand how mutual fund gains 

and income are taxed. The taxation depends on whether the fund is classified as 

Equity or Non-Equity (Debt/others) for tax purposes, and on your holding period. 

(As of the 2024 tax changes, some rules have been updated – we’ll incorporate the 

latest.) 

9.5.1 Tax on Equity Funds 

An equity fund (for tax purposes) is any scheme with ≥65% in domestic equities. 

This includes pure equity funds, aggressive hybrid funds (since they hold ~65–80% 

equity), and ELSS. If you sell units of an equity fund, the tax on any capital gain 

depends on how long you held the units: 

● Short-Term Capital Gain (STCG): Holding period 1 year or less. 

Short-term gains on equity funds are taxed at a flat 20% (rate increased 

in 2024 from the earlier 15%). For example, Rahul invested in an equity 

fund and sold within 8 months for a profit – that gain will be taxed at 

20%. There is no threshold exemption for short-term gains – even ₹1 of 

short-term gain is taxable. 

● Long-Term Capital Gain (LTCG): Holding period more than 1 year. 

Long-term gains on equity funds are taxed at 12.5% (rate increased from 

10% post July 2024). However, there is an exemption: the first ₹1.25 lakh 

of aggregate long-term equity gains in a financial year is tax-free. For 

instance, Sita made ₹1,50,000 long-term gains by selling some equity 

fund units after 3 years. The first ₹1,25,000 is exempt; she will pay 12.5% 

tax on the remaining ₹25,000 gain. (Prior to July 2024, the exemption 

was ₹1 lakh and rate 10%; the Budget 2024 enhanced the exemption and 

adjusted rates.) 

Dividends from equity funds (now technically called IDCW – Income Distribution 

& Capital Withdrawal – if a fund pays out): These are taxed as ordinary income at 

your slab rate. There is no Dividend Distribution Tax (DDT) anymore; instead, the 

AMC deducts a TDS of 10% if aggregate fund dividends exceed ₹5,000 in a year, 
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and you have to add the dividend to your income and pay tax per your slab. Rahul 

and Sita generally opt for growth plans (where the fund doesn’t pay out but 

reinvests earnings, increasing NAV) unless they specifically need regular income, 

to avoid the tax drag of dividends. 

9.5.2Tax on Debt Funds (and Other Non-Equity Funds) 

This includes debt funds, conservative hybrid funds (since <65% equity), gold 

funds, international funds, etc. The tax rules here changed significantly in 2023. 

● Short-Term Capital Gain: For any holding period on non-equity funds, 

gains are added to your income and taxed as per your income tax slab. In 

other words, the concept of “long-term” vs “short-term” for debt funds 

was largely removed for new investments. Prior to April 2023, debt funds 

held >3 years enjoyed indexation and 20% tax; that benefit is gone. Now, 

whether you hold a debt fund for 6 months or 6 years, the profit is simply 

treated as your income (like interest) and taxed at say 30% if you’re in 

the highest bracket. There is one wrinkle: any debt fund units purchased 

before April 1, 2023 still qualify for the old treatment (20% with 

indexation if held >3 years) if sold before July 2024. However, legislation 

in mid-2024 even removed indexation for older holdings if sold after a 

certain date. The bottom line: for most practical purposes, debt fund gains 

are taxed at slab rates now, making them similar to FDs in post-tax return, 

except that you can time the sale (realize gains when you want, unlike an 

FD which pays interest yearly). Sita, for instance, who is in the 20% tax 

bracket, will pay 20% on any gain from her debt funds regardless of 

holding period. Rahul in the 30% bracket pays 30%. 

This has made debt funds a bit less attractive tax-wise than before, though 

they still offer liquidity and other benefits. 

Dividends from non-equity funds: Also taxed at slab rates (with similar 10% TDS 

on >₹5k payout). So receiving dividends from a debt fund is like getting bank 

interest in terms of tax – not efficient for those in high tax brackets. 

Hence, Rahul and Sita generally avoid dividend plans on debt funds too, preferring 

growth and withdrawing via SWP if needed for better tax control. 

(Why did the government do this? Likely to remove what was seen as an unfair 

advantage that debt mutual funds had over fixed deposits. Now, only if you are able 

to sell older debt fund units acquired before 2023 under certain conditions might 
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you get a tax break. But for new investments, plan with the assumption of slab rate 

taxation on debt funds.) 

9.5.3 A Note on Tax-Saving and Other Rules 

● ELSS Lock-in: As mentioned, Equity Linked Savings Schemes come 

with a 3-year lock-in for each investment. You cannot redeem before 3 

years (which is part of why they get the tax deduction eligibility under 

Section 80C). Plan accordingly – don’t put money in ELSS that you 

might need short-term. 

● Securities Transaction Tax (STT): When you redeem (sell) units of an 

equity fund, there is a minor STT of 0.001% on the amount (₹1 on every 

● ₹1 lakh). It’s tiny, but just to note it exists. No STT on debt fund 

redemptions, however. (There is also STT when you buy units of an 

equity fund during an NFO if it’s an equity fund NFO – similarly 

negligible amounts). 

● Indexation (for old holdings): If you happen to have investments in debt 

funds from before April 2023 and held for >3 years, you might still use 

indexation (adjusting purchase price for inflation) when calculating gains 

if you sold them by certain dates. This is a complex transitional scenario. 

Most new investors starting now need not worry about indexation in debt 

funds, as it’s mostly phased out. 

● Setoffs: Capital losses from mutual funds can be set off against other 

capital gains as per normal rules. Short-term losses (equity or debt) can 

offset any capital gains (short or long). Long-term losses on equity funds 

(if any, say you sold below purchase after a year) can only offset long-

term gains. Keep records of your purchase NAVs and redemption NAVs 

for accurate computation. AMCs also provide capital gains statements to 

help with tax filing. 

● 80C Deduction: To reiterate, only ELSS funds offer the Section 80C 

deduction benefit (up to ₹1.5 lakh investment). Other mutual funds don’t 

give upfront tax deductions. The benefit with them is more about the 

favorable capital gains rates and flexibility of timing gains. 

Rahul and Sita always keep an eye on the tax implications of their fund actions. 

For example, Rahul needed some cash and was about to redeem an equity fund just 

10 months after investing – he realized if he waited 2 more months, it becomes 

long-term and his tax would drop from 20% to zero (since gains under ₹1.25L are 
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exempt). That influenced him to adjust the plan slightly. Sita, on the other hand, 

made sure not to chase monthly dividend plans that some funds advertised, because 

she knew those dividends would be taxed as income and reduce her effective 

returns. Instead, she would rather do an SWP which gets capital gains treatment 

(often more favorable). Keeping updated with tax rule changes (like the 2024 tweak 

to equity tax rates or the 2023 debt fund changes) is an important part of being a 

smart investor. Fortunately, AMFI and fund houses often communicate these 

changes, and the fundamentals – equity funds still have an edge in long-term tax 

efficiency – remain true. 

Takeaway: Mutual funds have different tax treatments for equity and debt 

schemes. Equity funds held over a year enjoy a tax advantage (LTCG largely tax-

free up to ₹1.25L gain, then 12.5%), whereas debt funds no longer get special long-

term rates and are taxed like regular income. Plan your holding periods and 

withdrawal strategy to maximize after-tax returns. 

9.6 Direct Plans vs Regular Plans – Don’t Lose Out to 

Commissions 

While researching funds, Rahul noticed each scheme has a Direct Plan and a 

Regular Plan. For example, “HDFC FlexiCap Fund – Direct Plan – Growth” vs 

“HDFC FlexiCap Fund – Regular Plan – Growth.” The underlying portfolio is the 

same, but what’s the difference? 

The difference is in how you invest and the fees involved. Regular Plan is the 

version where you invest through a distributor or agent and the fund house pays 

them a commission out of the fund’s expenses. Direct Plan is when you invest 

directly with the AMC (or through platforms that don’t take commission); no 

distributor fees are involved, so the expense ratio is lower. 

SEBI introduced Direct plans in 2013 to empower informed investors to save on 

costs. In a direct plan, the expense ratio might be, say, 1.00% per year, whereas the 

regular plan of the same fund might be 1.25%. That 0.25% difference each year 

compounds over time, leading the direct plan to have slightly higher NAV growth 

than the regular plan. Rahul realized that over 10+ years, choosing direct plans 

could leave him with a noticeably larger corpus, all else equal. Sita, who prefers 

advice, sometimes uses a mutual fund distributor’s help – those investments go into 

Regular plans and she’s okay paying a bit for the guidance. But for funds she 

chooses on her own, she uses Direct. 

All new fund NAVs you see in papers are typically for regular plans by default, 

and direct plans have a separate NAV (usually a bit higher, reflecting lower fees 
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since 2013). Importantly, performance is reported separately for direct and regular, 

though the only difference is the expense ratio. 

How to invest in direct plans? You can go to each AMC’s website and invest, or 

use registrar websites (like CAMS, KFintech) or certain platforms like MF 

Utilities. These days even many online broker platforms allow direct plans (for a 

flat fee or free) – one has to be careful because some platforms still sell regular 

plans to earn commissions. Rahul uses the fund house’s app and a direct plan 

marketplace app to ensure all his purchases are the direct variant. 

In summary, Direct = no broker commission = lower cost = better return for you. 

Regular = built-in commission (the fund’s expense ratio is higher to pay the 

distributor). Both plans’ money is managed by the same fund manager in the same 

strategy. So if you are comfortable making your own decisions or using fee-only 

advisors, going direct boosts your return. However, new investors who rely on an 

agent’s recommendations might stick to regular – just be aware you’re effectively 

paying for that via higher fund fees. 

Rahul decided that the “safer gateway” of mutual funds is even better when costs 

are minimized. He transitioned all new investments to direct plans and even 

switched some existing ones (SEBI allows switching from regular to direct within 

the same scheme, which is treated as a redemption from one and purchase into the 

other). He kept track of any exit loads or tax implications while switching. Sita, 

seeing the benefits, also opened an online account to invest directly for the funds 

she was confident about. For a 0.5% extra return, she felt it was worth it – every 

bit counts over long horizons. 

Takeaway: Direct plans cut out distributor commissions, giving you a lower 

expense ratio and higher returns over time. If you can research and invest on your 

own (or via a flat-fee advisor), prefer direct plans. Regular plans are useful if you 

need an agent’s hand-holding, but remember you’re paying for that via higher fund 

fees. 

9.7 Mutual Funds vs Exchange-Traded Funds (ETFs) – What’s 

the Difference? 

Rahul heard about ETFs – Exchange Traded Funds – and wondered if they are just 

like mutual funds. Both are pooled investment vehicles, but there are key 

differences in how you buy/sell them and some structural points: 

● Trading and Pricing: Mutual fund units (of open-ended funds) are 

bought and redeemed through the fund at NAV (end-of-day price). ETFs, 
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on the other hand, trade on stock exchanges like shares, throughout the 

day. Their price fluctuates in real-time based on demand-supply, and 

ideally stays close to the intraday indicative NAV. To buy an ETF, you 

need a demat account and you place an order like you would for a stock. 

For a mutual fund, you typically go through the AMC or an intermediary 

and transact once a day at NAV. Sita likes mutual funds for simplicity 

(no demat needed, no need to fuss with intraday prices), whereas Rahul, 

being market-savvy, doesn’t mind ETFs and in fact likes the control of 

timing intraday trades. 

● Active vs Passive: Most ETFs are passive – they track an index (e.g., 

Nifty 50, Gold Price, etc.). Mutual funds can be active or passive. In India 

we have many index mutual funds as well which do the same as ETFs 

tracking an index but let you transact the traditional way. ETFs by design 

tend to be passive and low-cost. Active ETFs are rare. So if Rahul wants 

to invest in, say, the Nifty index, he could either buy a Nifty Index Fund 

(mutual fund) or a Nifty ETF. They’ll both give Nifty returns minus small 

fees, but one he buys at NAV end of day, the other he can buy anytime at 

market price. 

● Liquidity and Impact: When you invest in a mutual fund, you transact 

with the fund house (they issue or redeem units for you). With ETFs, you 

typically buy from another investor in the market. If ETF trading volume 

is low, you might see a bid-ask spread – a gap between the price someone 

is willing to sell and someone willing to buy. For example, an ETF’s fair 

NAV is ₹200, but if the market is illiquid, you might see buyers at ₹199.5 

and sellers at ₹200.5 – a ₹1 spread. For a large purchase, that could cost 

you 0.25% (half the spread) which is extra friction. Market makers 

usually arbitrage if prices drift too far from NAV, but for very low-

volume ETFs, one must trade carefully (using limit orders). Mutual funds 

don’t have this issue – you always get exact NAV (minus any exit load 

for redemption during certain periods). Sita prefers not to worry about 

bid-ask and sticks to funds; Rahul uses limit orders to ensure he doesn’t 

overpay when buying ETFs. 

● Costs: ETFs generally have slightly lower expense ratios than 

comparable index mutual funds. However, you may incur brokerage 

when trading an ETF and the bid-ask spread as mentioned. For long-term 

investors, these trading costs are minor, but they exist. Mutual funds 

(especially direct plans) might have a slightly higher TER (total expense 

ratio) but no brokerage or spread issues. If Rahul plans to buy regularly 
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in small amounts, an index mutual fund might be easier (he can do SIP, 

etc., which isn’t possible in the same way with ETFs). For a one-time 

large purchase and the lowest ongoing cost, an ETF might edge out. 

● Demat and Convenience: ETFs require a demat account and familiarity 

with stock trading. Mutual funds can be held in demat but usually aren’t 

– the AMC and RTA maintain your account. Sita doesn’t have a demat 

account, so for her mutual funds are the straightforward choice. Rahul, 

who already trades stocks, finds ETFs convenient. 

Examples: A popular ETF is the SBI Nifty 50 ETF which tracks the Nifty index. 

A comparable mutual fund is Nippon India Nifty 50 Index Fund. Both will mirror 

the Nifty’s performance. During trading hours, SBI Nifty ETF’s price will move as 

Nifty moves; the index fund’s NAV will only be declared at 

day-end. If a sudden event happened midday, an ETF holder could react (sell or 

buy more) immediately; a mutual fund investor would only get to act by end of 

day. However, that also protects mutual fund investors from knee-jerk reactions – 

Sita considers that a good thing as it forces her to stay invested calmly till day-end. 

In summary, mutual funds and ETFs are cousins. ETFs are like “exchange-traded” 

mutual funds that offer intraday flexibility and usually 

passive strategy. Traditional mutual funds offer active management options and 

simplicity of transactions at NAV. Rahul uses a mix – he has some ETFs for core 

index investing and some mutual funds for active strategies. Sita sticks mostly to 

mutual funds for ease and because she values not needing to micromanage orders 

or maintain a demat. Both approaches can coexist; what matters is cost, 

convenience, and discipline. 

Takeaway: ETFs and mutual funds achieve similar goals but through different 

wrappers. Mutual funds give you end-of-day NAV pricing and simplicity, while 

ETFs give intra-day trading ability and often lower costs. Choose what suits your 

style – long-term investors can use either, but ensure liquidity and low costs in 

whichever you pick. 

9.8 Common Mistakes and Pitfalls to Avoid in Mutual Fund 

Investing 

As Rahul and Sita gained experience, they also stumbled a few times. Here are 

common mistakes they learned to avoid, so you can too: 
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● Chasing Past Performance: Rahul once picked a fund solely because it 

had the highest 1-year return at the time. He soon learned that last year’s 

star may not repeat. A fund might have taken more risk or just had a lucky 

sector tilt. Instead of chasing the hottest fund, focus on consistent 

performers and whether the fund’s strategy suits your needs. Remember, 

“past performance is not indicative of future results.” Sita now looks at 

at least 3-5 year track records and percentile rankings over multiple 

periods, rather than just buying whatever is #1 this year. 

● Not Understanding the Fund’s Risk/Category: Sita saw “High Return 

2022” in a small cap fund ad and invested without realizing it could drop 

50% in a bad year. Know what you’re buying. If it’s a small-cap fund, be 

prepared for big volatility. If it’s a sector fund, know that sector can go 

out of favor for years. Align fund choices with your risk appetite and time 

horizon. Rahul makes sure he reads the fund’s investment objective and 

checks portfolio characteristics now – for example, how much mid/small 

cap in an “opportunities” fund, etc. If a fund takes aggressive calls, he 

sizes his investment accordingly (or avoids if it’s beyond his risk 

tolerance). 

● Frequent Switching and Trying to Time the Market: Early on, Rahul 

had a tendency to redeem funds whenever markets dipped, thinking he’d 

buy back in later cheaper. Often, he never timed it right – he sold low and 

then markets ran up, leaving him behind. One of the biggest advantages 

of mutual funds is staying invested through cycles with professional 

management. Every study shows that investors who jump in and out often 

get lower returns than if they simply held on. Sita, being more patient, 

held her SIPs all through a downturn and saw her units bought cheap turn 

handsome profits in the recovery. Now Rahul follows a strategy: invest 

for the goal’s duration and ignore short-term noise. If he needs to 

rebalance or withdraw, he does it gradually or according to plan, not due 

to panic or greed. 

● Ignoring Expense Ratios and Exit Loads: A less obvious pitfall is not 

considering costs. Over time, a 2.2% expense ratio fund will eat more of 

your returns than a 1.0% fund (assuming similar performance). Rahul 

once invested in a thematic fund with a 2.5% expense ratio and mediocre 

returns – a double whammy. Now he compares expense ratios especially 

for similar index funds or debt funds where differences can be large. Also, 

be mindful of exit loads: many equity funds charge around 1% if you exit 

within 1 year (to discourage short-term trading). Sita accidentally 
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redeemed a fund after 11 months and paid an unnecessary exit load. She 

now checks if any lock-in or load period remains before redeeming. Most 

exit loads are time-bound (e.g., 1% before 1 year; after that no load). Plan 

your redemptions to avoid these, or at least be aware of the cost if you 

must exit early. 

● Not Aligning with Goals (and Risk Horizon): Each fund should have a 

purpose in your portfolio. Sita once put her 1-year emergency fund into 

a bond fund that unfortunately took a hit when interest rates rose – not 

ideal for an emergency stash. She realized that for very short-term money, 

a safer liquid fund was better. Conversely, Rahul at one point kept long-

term money in an ultra-conservative fund and missed out on growth. The 

lesson: match duration and purpose. Long-term goals (5+ years) can use 

equity funds predominantly. Short-term goals (<2 years) should stick to 

debt or liquid funds (and nowadays aware of the tax too). For 3-5 year 

goals, perhaps balanced or hybrid funds. Also, if a goal is critical (like a 

down payment due next year), don’t gamble it in high-risk funds. Use 

appropriate instruments. This seems obvious, but in the excitement of 

high returns it’s easy to stray. Write down your goal and strategy for each 

investment. 

● Overlooking Portfolio Overlap: By mid-journey, Rahul had 10 

different equity funds, thinking more is better diversification. In truth, 

many were similar – he essentially held an over-diversified portfolio 

mimicking an index (with extra fees!). Owning too many funds can dilute 

the benefit of active management and complicate tracking. It’s often 

enough to have a few good funds covering your key asset classes. 

Similarly, Sita and Rahul ensure they aren’t accidentally concentrated: 

for example, if both their two equity funds heavily own HDFC Bank, 

their combined portfolio is more concentrated than they thought. They 

occasionally look through the portfolios (available in monthly 

disclosures) of their funds to check overlap. A tool or advisor can also 

help with this. Keep your fund list streamlined: perhaps 1-2 diversified 

equity funds, 1 mid/small fund (if desired), 1-2 debt funds for different 

needs, etc., rather than dozens. 

● Falling for Star Ratings Alone: It’s tempting to pick a fund because it’s 

5-star rated by some platform. Rahul learned that ratings are often 

backward-looking and formulaic (based on past risk-adjusted returns). A 

downgrade can happen after you invest if performance dips. While 

ratings can be a starting point, don’t treat them as gospel. Qualitative 
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factors (fund manager change, strategy shift, economic cycle) matter too. 

Sita uses ratings to shortlist but then digs deeper or reads analyses. A 3-

star fund might sometimes be a hidden gem about to turn around, while a 

5-star might be at peak and then mean-revert. Use judgment in 

conjunction with ratings/rankings. 

● Neglecting to Review and Rebalance: On the flip side of over-trading 

is never reviewing at all. Once a year, it’s wise to check if your funds are 

still performing in line with expectations and if your asset allocation has 

drifted. Rahul does an annual portfolio health check each December. If 

equity markets had a big run and he’s now, say, 80% in equity whereas 

his plan was 70%, he’ll rebalance (perhaps moving some gains to debt or 

to buy a house bond). If a fund consistently lags its benchmark or peers 

over 2-3 years with no clear reason, he considers switching to a better 

option. Sita had a sector fund which after an initial spurt did nothing for 

4 years; she eventually exited it to simplify her holdings. The key is not 

to churn on short-term blips, but also not to ignore red flags or changed 

circumstances. Goals can change too – maybe a new child, etc., requiring 

tweaks in strategy. A periodic review keeps your investments aligned 

with life. 

Rahul and Sita’s journey taught them that avoiding mistakes is as important as 

making the right investments. By sharing these lessons, they hope new investors 

can navigate more smoothly. 

Takeaway: Steer clear of common pitfalls – don’t chase fads or past winners 

blindly, align funds to your goals and risk, keep costs low, stay disciplined through 

market swings, and review your portfolio periodically. A steady, informed 

approach with mutual funds will reward you over time. 

Up to this point, we’ve focused on mutual funds as a gateway for typical investors 

like Rahul and Sita. Mutual funds indeed provide an easy, regulated path to enter 

the markets with relatively lower risk via diversification. Now, let’s broaden the 

horizon. In the rest of this chapter, we will explore some advanced investment 

vehicles that go beyond traditional mutual funds: the newly introduced Specialised 

Investment Funds (SIFs), as well as Portfolio Management Services (PMS) and 

Alternative Investment Funds (AIF). 

These cater to more sophisticated or high net worth investors and come with their 

own structures and regulations. It’s important to understand how they work and 

where they fit, even if you’re not investing in them immediately – they are the next 

steps on the investment ladder once you have mastered the basics. 
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9.9 Specialised Investment Funds (SIF) – Bridging Mutual Funds 

and PMS 

By 2025, Rahul started hearing news about something called “Specialised 

Investment Funds” that some AMCs were launching. These were described as a 

bridge between regular mutual funds and the exclusive realm of PMS. Intrigued, 

Rahul dug deeper to understand what SIFs are and why SEBI introduced them. Sita 

was curious too, though cautious – the very name suggested these funds might be 

using advanced strategies. 

Before explaining SIFs, one needs to grasp some basic strategies that traditional 

mutual funds rarely use aggressively: taking long and short positions, and hedging 

vs. speculative bets. Rahul had a friend who was a trader and had mentioned these 

terms: 

● A Long position simply means you buy an asset expecting its price to 

rise. For example, if Rahul buys shares of Reliance, he is long on 

Reliance; he gains if the price goes up. 

● A Short position means you sell an asset you don’t own (typically by 

borrowing it) expecting its price to fall, so you can buy it back cheaper 

and pocket the difference. For instance, if Rahul believes Tata Motors 

stock will drop, he could short it (through futures or stock lending) – if it 

indeed falls, he profits; if it rises, he loses money. Shorting is essentially 

betting against a stock or asset. 

● Hedging means taking offsetting positions to protect against risk. Say 

Sita holds a lot of IT sector stocks but is worried about short-term 

volatility; she might hedge by shorting the Nifty IT Index futures – if the 

sector falls, her short makes money to offset stock losses, and if sector 

rises, her stocks gain (and the short loses, but net she’s okay). Hedging is 

like insurance – it often reduces return volatility at the cost of some 

upside. 

Now enter Specialised Investment Funds (SIFs). In a move to offer more 

sophisticated strategies to relatively experienced investors, SEBI in Feb 2025 

introduced SIF as a new category of funds under the mutual fund regulatory 

umbrella. The idea is to allow mutual fund houses to run long-short strategies, 

sector rotations, and other “hedge-fund-like” tactics which regular funds cannot 

fully exploit, while still keeping these schemes regulated and transparent. 

Essentially, SIFs promise some of the flexibility of hedge funds or PMS, but within 

the mutual fund framework and with certain safeguards. 
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SEBI explicitly positioned SIFs to bridge the gap between plain mutual funds and 

PMS. Why was this needed? Because affluent investors were seeking more 

advanced strategies (like ability to profit in falling markets, or dynamically trade 

across assets) and often only PMS or Alternative Investment Funds (hedge funds) 

could do that – but those require very high minimums (₹50 lakh for PMS, ₹1 crore 

for AIF) and have less transparency. Now, with SIF: 

● Minimum investment is ₹10 lakh per investor per AMC, unless you’re 

an accredited investor, in which case you’re exempt from the minimum. 

₹10 lakh is not a small amount, but it’s much lower than ₹50 lakh or ₹1 

Cr, so it opens these strategies to upper-middle-class investors too, albeit 

those who understand the risks. 

● Long-short capability: SIFs can employ long-short strategies – 

specifically, SEBI allows them to take unhedged short exposure up to 

25% of the fund’s net assets via derivatives. This means a SIF equity fund 

could short the market or stocks to the extent of a quarter of its portfolio 

without corresponding long positions as a hedge. In a falling market, that 

short position would make money (cushioning or even giving positive 

returns when normal funds would be losing). In a rising market, that short 

part would drag returns if not managed well. So, SIF managers need skill 

in timing or using shorts judiciously. 

● Strategies and structure: SIFs also allow dynamic asset allocation and 

sector rotation beyond what normal funds do. For example, a SIF could 

drastically shift between equity, debt, commodities, etc., or concentrate 

in a few sectors, which regular funds might have limits on. Redemptions 

may be less frequent. SEBI allows SIF to have daily, weekly, or even 

monthly or other interval-based liquidity, depending on the strategy. 

Traditional open-end funds give daily liquidity always. In SIF, to manage 

some strategies, an AMC might say “this fund allows redemptions only 

on the first business day of each week” (weekly) or even have an interval 

structure (open for redemptions only during certain windows). This is to 

let the fund manager handle potentially less liquid instruments or 

strategies without daily flow pressures. Notice periods: An AMC can 

impose up to a 15-day notice for redemption in SIFs. For example, if 

Rahul wants to redeem SIF units, he might have to wait 7–15 days after 

placing request before money is paid, as per scheme rules. This again is 

to give the fund time to unwind positions gracefully. 
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● Eligibility: Not every fund house can jump in. SEBI put criteria: an AMC 

should either be well-established (3+ years in operation and ≥₹10,000 Cr 

AUM) or have proven expertise (like hiring a CIO with 10+ years 

managing large funds). This ensures only capable players enter this arena, 

since it requires more sophisticated management. 

Notice Rahul equated it to this: mutual funds were like passenger cars – safe, 

regulated, for everyone. PMS/AIF were like high-end sports cars or race cars – 

powerful but requiring skill and only for the rich or expert. SIF is like introducing 

a sports car but with some safety features and available to those who can afford a 

mid-range luxury car. Still not for the average Joe, but widening the access a bit. 

Strategy buckets in SIF: SEBI has defined specific types of SIF strategies to 

prevent a free-for-all, listing categories under which SIFs can be launched. 

Broadly, there are three strategy buckets: 

○ Equity-Oriented SIF Strategies: These SIFs primarily invest in 

equities (like stocks) but with flexibility to short and reposition more 

dynamically than normal equity funds. They all allow up to 25% of net 

assets as unhedged short in equity derivatives. The sub-categories are: 

○ Equity Long-Short Fund: Must invest minimum 80% in equities and 

equity-related instruments on the long side. Can go up to 25% short via 

equity derivatives without corresponding hedges. Structure can be open-

ended or interval. Strategy Focus: Capture both upward and downward 

moves – essentially a classic 

○ long-short equity hedge fund within a mutual fund. 

○ Equity “Ex-Top 100” Long-Short Fund: At least 65% in equity but 

excluding the top 100 stocks by market cap. This means it focuses on 

mid and small-cap stocks for its long positions. Can short up to 25% like 

others. Strategy Focus: Exploit opportunities in the broader market 

beyond large-caps, both long and short. 

○ Sector Rotation Long-Short Fund: Must invest minimum 80% in 

equities, but it can concentrate in a maximum of 4 sectors at a time. It 

can short up to 25% at the sector level. Strategy Focus: Tactical sector 

bets with ability to go short in sectors that the manager expects to 

decline. 
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● Each AMC can launch at most one scheme per strategy to avoid too many 

similar funds. 

9.9.2 Debt-Oriented SIF Strategies: These bring long-short ideas to the fixed 

income space. Traditional debt funds can’t really short bonds (except maybe 

limited futures), but SIF debt strategies can use derivatives more freely: 

· Debt Long-Short Fund: Invests across debt instruments (govt bonds, 

corporate bonds, etc.) of various durations. Can take short positions via 

exchange-traded debt derivatives (like interest rate futures, bond futures). 

Likely structured as an interval fund. Strategy Focus: Take calls on 

interest rates – e.g., shorting government bond futures if expecting yields 

to rise. 

· Sectoral Debt Long-Short Fund: “Sector” refers to sectors in debt (e.g., 

industry sectors for corporate bonds). The fund must invest in debt 

instruments of at least two sectors, with not more than 75% in any one 

sector. It can short up to 25% via derivatives within a specific sector. 

Strategy Focus: Exploit relative credit spreads or sectoral opportunities. 

● Both these are likely interval funds with maybe weekly or monthly 

liquidity. 

9.9.3 Hybrid-Oriented SIF Strategies: These allow multi-asset play with long-

short. Think of it as an extension of balanced funds but with derivative powers: 

○ Active Asset Allocator Long-Short Fund: A true multi-asset long-short 

vehicle. It can dynamically invest across equity, debt, and other asset 

classes like REITs/InvITs, commodities, etc. It can short up to 25% in 

equity and debt via derivatives. Structure is an interval fund with at least 

bi-weekly liquidity. Strategy Focus: The manager actively shifts between 

asset classes and uses short positions for downside protection or tactical 

bets. For example, if expecting a stock market drop, the fund could short 

Nifty futures, move some assets into gold via commodity futures, and hold 

debt. 

○ Hybrid Long-Short Fund: A simpler hybrid mandate: at least 25% in 

equity and 25% in debt at all times (so truly hybrid), and can short up to 

25% across assets. Redemption frequency is at least bi-weekly. Strategy 

Focus: Balanced portfolio with an extra tool – the ability to short. For 

instance, keep roughly 50% equity, 50% bonds normally, but when equity 

valuations are high, short some equity index to reduce net exposure; or if 
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interest rates are expected to jump, short bond futures to protect the debt 

portion. 

SIF vs Traditional Funds – Key Differences: SIFs are regulated under mutual fund 

rules, so they must have daily NAV (or frequent interval NAV) and regular 

disclosures (portfolio every 15 days, which is more frequent than normal funds’ 

monthly disclosure). But they differ in the ways noted – higher minimum 

investment, limited liquidity options, and ability to short. They might charge 

slightly higher expense ratios due to the specialized nature. The introduction of SIF 

has been met with excitement but also caution. Some experts warn that Indian 

market constraints (limited shortable stocks, underdeveloped stock lending market) 

mean true long-short is not easy. Retail investors are advised to approach SIFs 

carefully, as these are complex and not guaranteed to succeed just because the 

strategy sounds fancy. 

Real examples emerging: Quant Mutual Fund was the first to roll out a SIF – a 

long-short equity fund in August 2025. SBI Mutual Fund announced the Magnum 

Hybrid Long Short Fund (a hybrid long-short SIF) in Oct 2025 as one of the first 

offerings under SIF. Edelweiss launched “Altiva SIF” with a 

multi-asset strategy. These are test cases for the concept. 

Rahul, being an adventurous investor (and luckily having the capital), decided to 

allocate a small part of his portfolio to a SIF – but only money he could afford to 

take higher risks with. He chose an Equity Long-Short SIF to see how it hedges in 

a volatile year. Sita, on the other hand, is in no rush – she is happy with traditional 

funds and prefers to watch from the sidelines until SIFs have a track record. She 

notes SEBI’s own warning that SIFs are best suited for experienced or high net 

worth investors who understand market cycles, are comfortable with volatility, and 

do not require high liquidity. 

Takeaway: Specialised Investment Funds bring hedge-fund-like long-short 

strategies into the mutual fund space. They require a ₹10 lakh minimum and 

are targeted at savvy investors. SIFs can go both long and short, offering potential 

protection in down markets, but they come with higher complexity and risk. For 

those who always wanted a “hedged” mutual fund, SIF is the vehicle – just buckle 

up for a potentially bumpier ride. 
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9.10 Portfolio Management Services (PMS) – Personalized 

Investing for the Affluent 

While mutual funds (and now SIFs) pool many investors’ money into one common 

portfolio, Portfolio Management Services (PMS) offer a more tailored approach. 

In a PMS, your money is managed individually in a separate account by a portfolio 

manager, rather than being commingled in a fund with others (though in practice, 

PMS managers often run similar portfolios for all clients). PMS is designed for 

high-net-worth individuals who want a personalized, and often more concentrated 

or flexible, portfolio than mutual funds offer. 

Structure: When you sign up for a PMS, you typically open a demat and bank 

account tied to the PMS, and your money is invested in securities in your name. 

Unlike a mutual fund where you hold units of a trust, in PMS you directly hold the 

stocks, bonds, etc., that the manager buys for you. The portfolio manager has the 

authority (discretionary PMS) or gives advice (advisory/non-discretionary PMS) to 

make transactions on your behalf. In a discretionary PMS, you essentially hand 

over the keys – the manager can buy/sell as they see fit to achieve the strategy’s 

objective. In a 

non-discretionary PMS, the manager suggests trades but you approve them. Most 

PMS in India are discretionary; clients trust the manager’s expertise. 

Minimum Investment: SEBI mandates a high entry bar – currently ₹50 lakhs 

minimum is required to open a PMS account. This was raised from ₹25L to 

₹50L in 2020 to ensure only HNIs who can handle the risks use PMS. So we’re 

talking about wealthy investors. In fact, industry bodies suggest one should have a 

much larger investable surplus (say ₹2–5 crore) to truly benefit from PMS – ₹50L 

is the legal minimum, but putting your entire ₹50L into one PMS may not be wise 

unless that ₹50L is just a slice of your assets. The high minimum means PMS 

clients are fewer and larger; it’s a more exclusive, boutique service compared to 

mutual funds which are mass retail. 

Key Features and Differences from Mutual Funds: 

● Customization: A PMS account can be tailored. For example, you might 

impose restrictions like “don’t invest in alcohol or tobacco stocks” or “I 

already have a lot of Tata Motors, don’t buy more.” Or the manager might 

design a portfolio suited to your risk profile. In practice, many PMS run 

model portfolios, but they still have flexibility to tweak for individuals. 

Mutual funds cannot customize for each investor – one size fits all. PMS 
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offers a bespoke experience. You directly own the securities, so you could 

even transfer stocks you already hold into the PMS for the manager to 

handle. 

● Concentration: Mutual funds typically hold many stocks (often 30-50 in 

equity funds) to diversify. PMS portfolios might be more concentrated, say 

15-20 stocks, if that’s the manager’s style. They might focus on a niche 

(like only high-quality franchises, or only small-caps, etc.) without the 

constraints of mutual fund diversification rules. This concentration can 

lead to higher returns if the manager is good, but also higher volatility. For 

example, Marcellus Investment Managers’ “Consistent Compounders” 

PMS focuses on about 12-15 ultra high-quality stocks in which they have 

strong conviction. Such a portfolio, run outside the mutual fund space, 

caters to HNIs seeking potentially “low risk, high return” via stock picking 

– but it’s not something a mutual fund could easily offer to retail due to 

concentration and capacity issues. 

● Transparency: With PMS, since holdings are in your name, you can see 

every stock/bond you own and all transactions (often in real-time via 

reports). You get a bespoke account statement. In a mutual fund, you only 

see units. PMS investors thus have more direct visibility (and also 

responsibility – they may see short-term losses in specific stocks and need 

the temperament not to interfere if it’s within strategy). 

● Control & Flexibility: You can instruct a PMS manager or have some say 

if it’s non-discretionary. You can also typically withdraw partial money 

(subject to some notice) or even ask for stocks to be handed over to you 

instead of cash when terminating (since they’re your stocks). In a mutual 

fund, redeeming units always yields cash (or in rare cases of liquidation, 

in-kind distribution). PMS can also hold assets that mutual funds might 

not – e.g., some might hold unlisted securities or more exotic instruments, 

though regulations govern this to an extent. 

● Fees: PMS fee structures are usually higher and performance-linked. SEBI 

requires transparency but allows flexibility in fees. Typically, PMS charge 

an annual management fee (fixed fee) around 1-2% and often a 

performance fee of 10-20% of profits beyond a hurdle rate. For example, 

a common model is “2 and 20” – 2% fixed plus 20% of gains above, say, 

10% hurdle. Some newer PMS offer lower fixed or only performance fees. 

This “2 and 20” model means if returns are strong, the manager takes a big 

cut. Mutual funds, in contrast, charge a fixed expense ratio (capped by 
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SEBI around ~2.25% for equity funds) and cannot charge a performance 

fee. So with PMS, the manager’s incentives can be aligned to performance, 

but it also means if the portfolio grows a lot, they take a hefty share of the 

profit. Investors must scrutinize these terms – sometimes high watermark 

clauses, hurdle rates, etc. ensure you only pay performance fee on genuine 

excess returns. 

● Regulation and Reporting: PMS in India are regulated by SEBI’s 

Portfolio Managers Regulations. They must register with SEBI, provide a 

Disclosure Document to clients, and adhere to codes of conduct. However, 

the compliance and investor protection norms are lighter than mutual 

funds. For instance, mutual funds have trustee oversight, strict investment 

limits, and daily NAV public disclosure. PMS has more freedom (they 

could theoretically put all 50L in one stock if their agreement allows). 

SEBI mainly ensures eligibility of managers, net worth, and that client 

assets are segregated and safe with a custodian (PMS must appoint a SEBI-

registered custodian for assets above a threshold). Each PMS client gets 

quarterly reports of performance, portfolio, etc. There’s no concept of 

NAV in PMS; instead, you track your portfolio value. 

● Taxation: In PMS, because you own the securities, you directly incur 

taxes on capital gains for trades made in the account. If the PMS churns 

stocks frequently, you may have lots of short-term gains (taxed at 15% for 

stocks) or losses. No concept of deferring tax until you exit the service – 

tax hits as trades occur. Thus, PMS can be less tax-efficient than MF 

(where internal churn doesn’t tax investor). However, if PMS buys and 

holds >1yr, you get long-term benefit on those. Also, any dividends from 

stocks in PMS go directly to the client’s account (and get taxed as income), 

whereas in a mutual fund those dividends increase NAV and eventually 

you get them as capital gains (often more tax-efficient). So PMS 

introduces a layer of tax events one step closer to the investor. 

Given these differences, who is PMS suitable for? Typically, investors who: have 

significant surplus (₹50L+), desire a more hands-on or customized approach, 

possibly want to invest in niches not covered by mutual funds, or follow a particular 

star fund manager who runs a PMS. It’s also for those comfortable with the higher 

fee in exchange for potential outperformance. 

Some PMS in India have excellent track records, beating mutual funds and indices, 

but many do not, and they carry higher risk due to concentrated bets. 
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An example of a popular strategy: Motilal Oswal’s Value PMS is known for its 

buy-and-hold concentrated value stock picks (“Buy Right, Sit Tight” philosophy). 

Marcellus Consistent Compounders PMS we mentioned focuses on quality moated 

companies and has drawn attention for its stock picks like Asian Paints, HDFC 

Bank, Pidilite, etc. These PMS build reputation on the back of star managers or 

unique philosophies. Rahul, after years in mutual funds, decided to test waters by 

putting ₹50L in a PMS that specializes in small-cap stocks – an area he felt could 

yield alpha with expert research beyond what mutual funds (with their size 

constraints) could do. He noticed the PMS portfolio had only 15 stocks, many of 

which he never heard of (emerging companies). In 3 years, the PMS delivered great 

returns but also wild swings. Importantly, he got periodic performance reports and 

could call the portfolio manager for discussions – a level of service not available in 

mutual funds. Sita, conversely, feels no need for PMS yet – she’s content with good 

equity mutual funds and the new SIF for any long-short exposure, without locking 

₹50L with one manager. 

It’s worth noting the industry trend: With SIF introduction, PMS providers feel a 

bit of competitive pressure. They even approached SEBI to lower the ₹50L 

minimum, arguing that SIF at ₹10L might attract many investors who otherwise 

might graduate to PMS. As of 2025, SEBI hasn’t lowered it, but it’s an interesting 

space to watch – PMS might evolve to offer even more niche or compelling 

strategies to justify their higher threshold and fees, whereas mutual funds via SIF 

encroach into what was PMS territory (long-short). 

Takeaway: PMS offers high net worth investors a bespoke, concentrated portfolio 

management with greater flexibility and potential for outperformance, but at the 

cost of higher investment threshold, fees, and risk. It’s like hiring a private wealth 

manager who picks stocks just for you. Ensure you choose a 

PMS with a philosophy you believe in and a manager you trust, and remember that 

the personalized touch doesn’t guarantee better results – it must justify its cost and 

risks. 

9.11 Alternative Investment Funds (AIF) – Private Funds for 

Advanced Investors 

Even beyond PMS, there’s a category called Alternative Investment Funds 

(AIFs). These are pooled investment vehicles like mutual funds, but with far fewer 

constraints and only available to institutional or wealthy investors. AIFs in India 

are regulated by the SEBI (AIF) Regulations, 2012, and they encompass things like 
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venture capital funds, private equity funds, hedge funds, etc., which don’t fit the 

regular mutual fund mold. 

Structure: An AIF can be set up as a trust, company, LLP or body corporate. Most 

common is a trust (like mutual funds are trusts, AIFs often are too). AIFs raise 

money from investors through a private placement memorandum – they don’t 

advertise or sell to the general public. Each scheme of an AIF has a corpus 

(minimum ₹20 crore, except Angel funds ₹10 crore) and can have maximum 1000 

investors (for most AIFs) to keep it “private”. Importantly, minimum investment 

in any AIF is ₹1 crore (except accredited investors or employees of the fund, where 

₹25 lakh is allowed). So AIFs are clearly for ultra-HNIs and institutions – that ₹1 

Cr ticket ensures that. It’s not just the money; SEBI expects such investors to be 

more aware of risks. 

SEBI has categorized AIFs into three categories, each with a different purpose and 

regulatory treatment: 

● Category I AIF: These are funds that invest in sectors or areas which are 

considered socially or economically desirable and need encouragement. 

This includes Venture Capital Funds (VCFs), Angel Funds (a sub-category 

of VCF for startup investing), SME Funds, Social Venture Funds, 

Infrastructure Funds. They typically invest in unlisted, early-stage 

companies or projects. SEBI gives Category I some incentives or relaxed 

rules to promote them (e.g., tax pass-through on VC funds). The idea is 

these funds spur growth, jobs, innovation. For example, a fund that invests 

in Indian tech startups or one financing rural infrastructure would fall in 

Cat I. Risk & return: High risk (startups can fail) but potentially very high 

returns if ventures succeed. Very long gestation usually. Investors in these 

tend to be people who can lock money for 7-10 years. 

● Category II AIF: This is a broad residual category – funds that are not 

Category I or III and that do not employ leverage or complex strategies. 

These include Private Equity (PE) funds, Debt funds (that invest in debt or 

distressed assets), Real Estate funds, etc. Cat II funds invest in slightly 

more mature situations than VC usually – e.g., equity or debt of mid to late 

stage companies, unlisted or even listed but via private deals, real estate 

projects, etc. They often aim for stable but 

● higher-than-public-market returns. Hedge funds are explicitly not here 

(that’s Cat III). Category II funds cannot borrow (except some short-term 

for liquidity) and generally do not short or anything – they invest 
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● long-only, but in assets not accessible via mutual funds. Example: True 

North (formerly India Value Fund) – a large Indian private equity fund – 

is Cat II. Kedaara Capital – a private equity fund investing in established 

companies – is Cat II. Risk & return: Moderate to high – can be high 

returns but also high illiquidity. They lock in money typically for 5-8 

years. Returns often depend on a few big exits (like IPOs or acquisitions). 

These funds suit wealthy investors who don’t need liquidity and seek 

diversification into alternatives beyond stocks/bonds (for example, 

investing in unlisted growth companies or taking advantage of distressed 

asset opportunities). 

● Category III AIF: This is essentially the hedge fund category. These 

funds can employ diverse or complex trading strategies and may use 

leverage (within limits). They can invest in listed or unlisted securities, 

derivatives, etc. Category III funds are often open-ended or have shorter 

lock-ins (though by regulation, a Cat III can be open or closed; many 

choose to offer quarterly liquidity). They aim for absolute returns and can 

take long-short positions, arbitrage, etc. For example, a long-short equity 

fund for HNIs with 2x leverage, or a quantitative trading fund – these are 

Cat III. They tend to charge the classic hedge fund fees (2% management 

+ 20% performance). Risk & return: Can be high risk due to leverage and 

trading, but promise higher or uncorrelated returns. They suit very 

sophisticated investors who understand the strategies. Example: Avendus 

Absolute Return Fund (a known hedge fund) is a Category III AIF. DSP 

India Enhanced Equity Fund – a long-short fund that uses futures to hedge 

– is Cat III. These often compete with SIFs now, except Cat III has higher 

minimum (₹1Cr) and can do things like higher short exposure or leverage 

than SIF’s limited 25%. 

AIFs by nature are illiquid. Category I and II must be close-ended with minimum 

3-year term (in practice often 5-10 years). Category III can be open-ended with 

more frequent redemption (some allow quarterly or yearly exits with notice). 

Because of lock-ups, AIFs often require the investor to commit money for years, 

making them suitable only if you can do without that cash. 

Examples in India: 

● Category I: Accel India Fund or Kalaari Capital – early-stage venture 

funds seeding startups. These helped fund Flipkart, etc., in early days. 
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Another example is funds under NIIF (National Infrastructure Investment 

Fund) – structured as Cat I focusing on infrastructure projects. 

● Category II: True North (formerly India Value Fund) – a well-known PE 

fund investing in established companies. IIFL Special Opportunities Fund 

– a PE fund that invested in pre-IPO companies like Paytm – Cat II. Kotak 

Real Estate Fund that invests in realty projects – Cat II. 

● Category III: Quant Hedge Fund (Quant group launched one of the first 

Cat III long-short funds in India), Helios Capital’s India Rising Fund by 

Samir Arora (a long-only concentrated portfolio structured as AIF) – Cat 

III. Many global-style hedge funds in India also register as Cat III. 

From an investor perspective, AIFs are like a “private club.” Rahul and Sita likely 

won’t directly invest in AIFs until much later when maybe Rahul becomes an 

accredited investor or has specific interest in startups or such. However, indirectly, 

they already participate: for instance, when Rahul invests in a startup via an angel 

network, that’s similar to a Cat I VC investment. If Sita invests in a REIT (real 

estate investment trust) listed on exchange, that’s like a bite-sized version of what 

a private real estate AIF does. 

Yet, for completeness, understanding AIFs rounds out one’s knowledge of the 

investment ecosystem. SIF and PMS started to blur some lines, but AIF is still 

where the truly alternative strategies reside (like venture capital and large buyouts, 

which you just can’t access in public markets). They are high 

risk–high reward. One must do due diligence on the fund managers (since there’s 

less public info and track record data easily available compared to mutual funds). 

In summary, AIFs are specialized pooled funds for those with big cheques and big 

ambitions. They let you invest in startups, unlisted companies, or use hedge 

strategies, but they lock your money and come with higher uncertainty. For the 

right investor, they provide portfolio diversification and potentially higher returns 

uncorrelated with public markets (for example, VC fund returns depend on startup 

successes, not on Nifty movement; a hedge fund might make money even in a bear 

market). For the wrong investor, they could be a frustrating illiquid bet that one 

doesn’t fully understand. 

Sita’s take: “AIFs are like exclusive clubs. If and when we have the net worth and 

specific need – say we want to allocate some capital to fostering new startups or to 

try a hedge fund – we’ll consider them. Until then, we’re 
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well-served by the more accessible mutual funds, SIFs, or even a bit of PMS.” 

Rahul agrees and adds, “It’s good to know what the ultra-rich are doing with their 

money. Sometimes their strategies eventually become available to us in smaller 

doses – like how index funds or REITs or now SIFs brought concepts from the 

institutional side to retail. But yes, for now AIF is mostly a space for those with 

deep pockets and deeper risk appetite.” 

Takeaway: Alternative Investment Funds are pooled private funds (venture 

capital, private equity, hedge funds, etc.) with a minimum ₹1 Cr entry, targeted at 

sophisticated investors. They offer access to non-traditional assets and strategies, 

often with higher return potential but significantly higher risk, low liquidity, and 

complex structures. AIFs are powerful tools in an ultra-HNI’s arsenal – for regular 

investors, they’re mostly out of reach and perhaps rightly so until one is ready to 

play in that arena. 

9.12 Comparing Mutual Funds, SIF, PMS, and AIF 

We’ve now discussed a spectrum of investment vehicles: from ubiquitous mutual 

funds to the new SIFs, to PMS and AIF at the exclusive end. It’s helpful to see them 

side by side to understand their differences in terms of regulation, flexibility, costs, 

and who they’re suited for. The table below summarizes the key points: 

Comparison of Mutual Fund vs SIF vs PMS vs AIF: 

Aspect MF SIF PMS AIF 

Regulation SEBI MF 

Regulatio
ns 

SEBI SIF 

Framework 

(2025) 

SEBI PMS 
Rules 

SEBI AIF 

Regulations 

(2012) 

Min 

Investment 

₹ 500 + ₹ 10 L + ₹ 50 L + ₹ 1 Cr + 

Investor 

Type 

Retail Affluent 

Retail / 

Semi-HNI 

HNI / 

Professional 

Investor 

Ultra-HNI / 

Institutions 

Core 

Strategy 

Long-only 

(Equity / 

Debt) 

Long-Short 

& Hedged 

Custom 

Portfolio 

Private 

Equity / 

Hedge Fund 

Liquidity High 
(daily 
NAV) 

Medium 

(interval 

based) 

Medium 

(withdrawal 

notice) 

Low (long 

lock-in) 
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Cost Level Low (1–2 
%) 

Medium 
(1.5–2.5 

%) 

High (2 % + 

perf fee) 

Very High (2 

% + carry) 

Tax 

Treatment 

MF rates 

(LTCG 

12.5 %, 

STCG 20 

%) 

MF-like tax 

regime 

Direct tax on 

each trade 

Pass-through 

/ Fund taxed 

* Quick Takeaway: 

MF = Mass Retail | SIF = Smart Affluent | PMS = Customized HNI | AIF = Elite 

Private Investing 

By looking at the table, Rahul and Sita note how each option fits a different investor 

profile and need. Mutual funds remain their core choice for the bulk of 

investments – offering simplicity, liquidity, and solid regulation. SIFs intrigue 

Rahul for a satellite allocation to enhance returns or reduce downside in choppy 

markets, while Sita is more cautious. If Rahul’s wealth grows substantially, he 

might consider a PMS with a manager he admires to get that extra edge and 

personal touch. And if one day they attain ultra-HNI status (who knows!), they 

could dip into AIFs – perhaps fund a startup-oriented Cat I AIF if they feel 

passionate about entrepreneurship, or a Cat III hedge fund to diversify risk. 

In practice, these vehicles aren’t mutually exclusive. Many wealthy investors use a 

combination: for example, they keep a core portfolio in mutual funds (for broad 

market exposure and liquidity), have some in SIFs or long-short funds for hedging, 

give a chunk to a PMS manager who follows a distinct strategy (say small-cap 

growth), and commit some to AIFs for long-term bets (like VC or PE funds). It’s 

about the right tool for the right job. Each has a role in the investment ecosystem: 

● Mutual Funds – the foundational, safe gateway for market participation 

and long-term growth. 

● SIF – the new toolbox for sophisticated strategies in a semi-retail format, 

to navigate volatile markets with hedges and tactical plays. 

● PMS – the personalized service for those wanting tailored or concentrated 

portfolios managed by experts, ready to pay for potential outperformance. 
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● AIF – the frontier of alternative investments for those who can venture 

beyond public markets into higher risk/reward territories, from startups to 

hedge strategies. 

By understanding all four, investors like Rahul and Sita can chart a course as their 

wealth grows and their needs evolve, always aware of the trade-offs. No matter the 

vehicle, the core principles remain: do your due diligence, be clear about your goals 

and risk appetite, and don’t get seduced by complexity if simpler options suffice. 

After all, even the fanciest sports car needs a skilled driver and the right road 

conditions – similarly, advanced funds require investor savvy and the right 

financial context. Meanwhile, the trusty mutual fund, much like a reliable family 

car, hums along steadily for most, truly earning its title as the safer gateway to the 

markets. 

9.13 New Fund Offer (NFO) – Launching and Subscribing to New 

Schemes 

One day Rahul read on an AMC’s website that they were launching a New Fund 

Offer (NFO) – a brand-new mutual fund scheme with an exciting theme. In 

essence, an NFO is the first-time subscription offering of a new mutual fund 

scheme launched by an asset management company (AMC). It is similar to an IPO 

in the stock market, in that it lets investors buy units of the fund at a fixed price 

before the fund actually begins trading. Typically, the NFO price is set at 

₹10 per unit. Through an NFO, investors purchase units at this nominal price, 

effectively helping the AMC raise capital to build the fund’s portfolio of stocks, 

bonds, or other assets. 

Rahul learned that the process works like this: The AMC files a detailed Scheme 

Information Document (SID) with SEBI describing the fund’s objective, strategy, 

fees, etc. Once approved, the AMC announces the NFO, specifying the subscription 

period (e.g. 10–15 days, though SEBI allows up to 30 days). Interested investors 

like Rahul or Sita must complete their KYC (Know Your Customer) verification 

first. Then they can apply to the NFO either online (through the AMC’s website or 

a broker platform) or via a CAMS/CAMS web site. Applying is similar to any MF 

purchase: fill in the application, mention the scheme name, the amount (or units) 

you want to subscribe to, and pay within the subscription window. Banks often 

allow using ASBA (Application Supported by Blocked Amount) for NFOs – this 

means your money stays in your bank account but is marked blocked until units are 

allotted, making the process smooth. 
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SEBI mandates a few important conditions for NFOs: There must be at least 20 

distinct investors and no single investor should hold more than 25% of the fund’s 

assets. If these “20-25” requirements aren’t met, the NFO is cancelled and money 

refunded. Also, funds must meet a minimum collection: for equity or balanced 

schemes at least ₹10 crore must be raised, while debt-oriented funds need ₹20 crore 

during the NFO. The AMC itself must also invest a “skin in the game” amount into 

its own NFO (SEBI now asks for a higher manager investment in riskier schemes). 

If these criteria are satisfied, the NFO is “successful.” The AMC then allots units 

to the investors, usually within 5 business days after the NFO closes. Any 

application that was invalid (say KYC not done) would be refunded. For example, 

Rahul applies for ₹1,00,000 in a new “AI Innovation Fund” at ₹10, and gets allotted 

10,000 units. Once units are allotted, the AMC takes the pooled ₹ amount and 

invests in the underlying assets (stocks/bonds) as promised in the offer document. 

SEBI has mandated that AMCs must deploy all NFO proceeds into the portfolio 

within 30 business days of allotment (with a possible one-time extension). This 

prevents AMCs from letting cash sit idle for long. During these days, the fund 

manager builds Rahul’s new portfolio. 

After deployment, the scheme effectively “launches.” For open-ended schemes, it 

becomes available for trading at daily NAV. From the first trading day, anyone can 

buy into the fund at that NAV (which may not be ₹10). 

Rahul’s units are now part of the live fund. If he had held until then, he might see 

the NAV has risen or fallen based on the initial performance. If Rahul didn’t get 

enough allocated, he may consider adding more once the fund is open, or start a 

SIP going forward. 

How to operate an NFO investment: Once the NFO period is over and units are 

allotted, the scheme behaves like any other mutual fund. Rahul can request 

redemption of his units at any time (subject to any exit load as applicable). He can 

also set up SIPs or STPs into this fund going forward if it’s open-ended. If it’s a 

closed-ended fund, new purchases aren’t allowed after the NFO; one would have 

to buy units on the exchange where it’s listed. 

Importantly, units bought at ₹10 (the NFO price) may trade at a premium or 

discount to NAV in the market depending on demand and performance. For 

instance, if the fund’s NAV goes to ₹12, existing units might trade at ₹13 or more. 

Rahul understands that while the ₹10 price in the NFO is attractive, he shouldn’t 

assume instant gains – it’s more like entering at a fixed point and then participating 

in the fund’s journey. 
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Examples: SEBI often limits NFO duration (max 30 days). Recently, new NFOs 

keep popping up – e.g. a “NextGen Infrastructure Fund” or “Rural Development 

Fund”. NFOs can be open-ended (buy/sell anytime after launch) or closed (fixed 

tenure, units listed on exchange). For example, an Equity Linked Savings Scheme 

(ELSS) NFO might appear every year ahead of the tax season. If Sita subscribes 

₹10,000 in that ELSS NFO at ₹10, she gets 1000 units and won’t get them back for 

3 years (lock-in). 

Rahul and Sita learned that an NFO can offer initial access at a fixed price, but it’s 

not necessarily “cheaper” than existing funds – it just has no performance history. 

It’s vital to read the SID and be comfortable with the fund’s strategy. 

Rahul likes to compare an NFO’s plan to similar existing funds. Sometimes an 

NFO introduces a theme not found in older funds, which could diversify his 

choices. Other times, it’s a repackaging of old ideas. As Rahul and Sita discovered, 

NFOs are marketing events too – mutual fund houses often advertise them 

vigorously. But the smart approach is to treat an NFO as you would any fund: check 

who the manager is, what the charges are, and how it fits your goals. 

Takeaway: A New Fund Offer is an AMC’s way of starting a new mutual fund 

scheme. You invest at a fixed offer price (often ₹10) during the NFO window (up 

to 30 days). SEBI requires broad participation (min 20 investors, 25% cap). After 

subscription, units are allotted (typically in ~5 days) and then you can buy/sell at 

NAV like any other fund. Use NFOs cautiously – read the details and compare with 

existing funds before jumping in. 
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9.14 Key Takeaways for Chapter 9 

● Professional, Diversified Investing: Mutual funds pool money so you get 

a diversified portfolio managed by professionals. The sponsor–trustee–

AMC structure under SEBI creates checks and balances to keep your 

money safe. 

● NAV Matters: The NAV is the per-unit price of a fund. It reflects the 

portfolio’s value, but focus on percentage returns (NAV growth) rather 

than absolute NAV. Buying at a lower NAV doesn’t mean a fund is 

“cheaper.” 

● Match Fund to Goal: There’s a fund type for nearly every goal. Equities 

for long-term growth, debt for stability or short-term goals, and hybrids 

for balance. Choose funds that fit your time horizon and risk comfort (e.g. 

small-caps for long haul, liquid funds for very short term). 

● Invest Systematically: SIPs and other systematic plans help instill 

discipline and average out volatility. Lump sums can work if timed well, 

but SIPs (and step-ups) are great for regular incomes like salaries. Use 

STPs to deploy lump sums gradually and SWPs for steady income in 

retirement. 

● Costs and Taxes: Lower costs and tax efficiency boost returns. Go direct 

if you can, to save on commissions. Equity funds held >1 year enjoy better 

tax treatment (LTCG up to ₹1.25L exempt, then 12.5%) compared to debt 

funds (now taxed as income for any holding period). Plan holding periods 

to minimize taxes. 

● Beware of Fads and Fees: Don’t chase last year’s winners blindly. 

Understand what the fund holds and how it fits your risk. Watch out for 

high expense ratios and exit loads. Review and rebalance periodically 

instead of hopping around. 

● Know Alternatives: For advanced investors, there are higher-level 

options. SIFs (₹10L min) allow limited hedge strategies within the mutual 

fund framework. PMS (₹50L min) is personalized portfolio management 

with potential for outperformance but higher fees. AIFs (₹1Cr min) 

include venture capital, private equity, and hedge funds, offering unique 

opportunities for ultra-HNIs at high risk. Learn about these but use them 

only when they clearly add value beyond mutual funds. 
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By carefully matching your choice of funds and strategies to your goals, and staying 

informed about costs and rules, you can make mutual funds (and related vehicles) 

work effectively for you. Mutual funds remain a versatile, regulator-protected 

gateway to the markets, and Rahul and Sita are now equipped to drive their own 

financial journey with confidence. 
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The markets are like a vast ocean — endless, unpredictable, and mesmerizing. Most 

people stand on the shore, dipping a toe, afraid of the waves. But you — you’ve 

stepped in. You’ve taken your first stride into those waters with clarity, not fear. 

You now understand how businesses are born, how they grow, and how they invite 

investors like you to be a part of their story. You’ve seen how markets breathe — 

through IPOs, exchanges, and the invisible rhythm of buyers and sellers. You’ve 

built what 90% of people skip — a strong foundation. 

Take a moment to realize what you’ve done. 

You’ve moved from “What is a stock?” to “I understand how ownership works.” 

From “Markets are risky” to “Markets are logical.” From confusion to confidence. 

But remember — this is only the beginning. 

You’ve built the base of your financial fortress. Now it’s time to raise the walls. 

In Book 2 – The Candle Code, you’ll enter the thrilling part of the market’s story 

— where price becomes a language, and charts become the map of human emotion. 

You’ll see how traders read fear and greed in every candle. You’ll learn to sense 

when a breakout is brewing or when silence before a storm is forming. 

This is where observation meets instinct. Where your foundation turns into skill. 

Where you start to see what others only react to. 

Every chart you’ll study in Book 2 will whisper a secret — about demand, supply, 

and crowd psychology. And once you learn to listen, the market will never feel 

random again. 

So, close this book with pride — and open the next one with curiosity. 

Because the fire you’ve lit here… 

is only the beginning of your Bonfire. + 
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As you reach this final page, pause for a moment and look at how far you’ve come. 

You entered this book with curiosity… maybe even with a little confusion or fear. 

But now, you stand here with clarity — not because the market became easy, but 

because you chose to understand it. 

The markets reward many things — discipline, patience, consistency — but above 

all, they reward those who choose to learn before they choose to earn. 

Throughout this book, we explored how companies are born, how markets operate, 

how mutual funds create long-term wealth, how SIPs shape habits, and how the 

mindset of a good investor matters more than the mechanics of investing. These 

are not just concepts; they are tools for a lifetime — tools that can protect your 

money, guide your decisions, and transform the way you look at financial growth. 

But remember this: Knowledge alone doesn’t change your life. Applying it does. 

The purpose of this book was never to predict markets or promise returns. It was to 

give you direction — a structured, safe, and sensible path to begin your financial 

journey with confidence. 

If, at any point in the future, your decisions feel clouded by noise, hype, or emotion, 

return to the basics you learned here. Read these chapters again. Revisit the 

Reader’s Promise you made. The market changes daily… but the principles of 

discipline and risk management never change. 

You are now part of a growing generation of Indians who are choosing financial 

literacy over shortcuts, long-term planning over instant excitement, and confidence 

over confusion. That choice alone puts you ahead of most market participants. 

As you step into your next chapters — whether it is trading, long-term investing, 

mutual funds, derivatives, or wealth building — walk with patience, clarity, and 

purpose. 

And whenever you feel lost, remember: 
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A disciplined investor may move slowly, but they never move backward. 

Thank you for allowing me to be a small part of your journey. My hope is simple 

— that these pages help you make decisions that your future self will be proud of. 

Your journey doesn’t end here. It begins here. 

With respect, purpose, and gratitude, 

 — Upendra Nimmadi 

 Founder & CEO 

 Bonfire Trader Strategic Pvt. Ltd. 

 
 
 




