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INDIA 

SEBI has released a consultation paper (Link) on proposed framework for a gold 
exchange in India and draft SEBI (Vault Managers) Regulations. In the consultation 
paper, SEBI has sought opinion on the modalities of operations of the exchange, 
registration of the vault managers (VMs) as SEBI intermediaries, and issuing 
regulations for the VMs. This follows up the government decision to notify SEBI as 
the regulator of the entire ecosystem of the proposed gold exchange including 
vaulting, assaying and gold quality, and delivery standards. In a similar way, the 
government recently notified that International Financial Services Centre (IFSC) in 
GIFT City, Gujarat, will be able to regulate: 1) bullion spot delivery contract, and 2) 
bullion depository receipt with underlying bullion financial products and services. 
(Link) 

Key points to look forward is the role that the current exchanges will play in any 
new gold exchange in terms of possibility of joint or exclusive operations. It will 
also usher an important role for depositories, VMs, and clearing corporations. 
Liquidity management for the new exchange will be an important aspect and the 
consultation paper attempts to address concerns on logistics, taxation, fungibility 
and storage along with clear demarcation of roles of each stakeholder.  

 Government thrust on setting up a gold exchange has several structural 
targets including: 1) to create a vibrant gold ecosystem in India commensurate with 
India’s large share in global gold consumption. The proposed gold exchange would 
lead to efficient and transparent domestic spot price discovery, assurance in the 
quality of gold, and promotion of India gold delivery standards. 2) Increase active 
retail participation, greater integration with financial markets, and augment greater 
gold recycling in the country. 3) Enable India to become a price setter of gold globally 
in line with the huge domestic demand. 

 Two working groups were made by SEBI in this regard, who submitted reports 
on the nature and flow of the traded instrument on 27th Apr’21. The terms of 
reference for the first working group involved understanding the transaction flow from 
physical gold to electronic receipt and back to physical gold, role of each entity in the 
transaction flow, storage and handling capacity of existing vaults, clearing and 
settlement, risk management, taxation, etc. Terms of reference for the second 
working group involved understanding the various sources from where the gold is 
channelised for trading in the physical market, determining financial requirements for 
setting up vault managers (VMs), understanding the safety and security features 
followed by the VMs, and understanding the mechanism of verification.  

 Nomenclature of the instrument: It is considered that the instrument may be 
termed ‘Electronic Gold Receipt’ (EGR).  

 Proposed flow of transactions in the gold exchange: After extensive 
consultations, discussions with various stakeholders and considering the 
recommendations made by the two working groups, the entire transaction in the 
proposed gold exchange has been divided into three tranches as detailed in the 
inside pages.  

https://www.sebi.gov.in/reports-and-statistics/reports/may-2021/consultation-paper-on-proposed-framework-for-gold-exchange-in-india-and-draft-sebi-vault-managers-regulations-2021_50154.html
https://ifsca.gov.in/News/NewsDetail/5
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First tranche: Conversion from physical gold to 
Electronic Gold Receipt (EGR) 
A common interface will be developed between the Vault Managers (VMs), 
depositories, stock exchanges and clearing corporations. The source of supply of the 
physical gold, to be converted into EGRs, shall be the fresh deposit of gold, coming 
into the vaults, either through imports or through domestic refineries accredited by 
stock exchange/s. The existing deposit of gold lying in the vaults, which meets the 
aforesaid source criteria and has never been out of the vaulting infrastructure, may be 
transferred to the instant vault for conversion into EGR. The depositor (or owner of the 
gold) intending to convert his/her physical gold into EGR and trade on the stock 
exchange/s, shall ensure delivery of such gold to the VM. The VM shall then record 
relevant information, in the common interface and shall create the EGR. The VM shall 
ensure that no EGR is created without the presence of physical gold in the vaults.  
Based on the information of EGR/s, the Depository shall assign appropriate ISIN to 
EGR to make it tradeable on the stock exchange/s.  The standard operating guidelines 
with well-defined timelines shall be put in place for creation of EGR and flow of 
information from VM to depository / stock exchange / clearing corporations. The EGR 
shall reflect either in the existing demat account or new account of the depositor 
maintained with the depository participant.  The VM and the depository shall regularly 
reconcile the data. Additionally, the depository shall inspect the physical gold in the 
vault/s at frequent intervals.  

Second tranche: Trading of EGR/s on stock exchange/s 
The stock exchanges, on receipt of information pertaining to the EGR/s from the 
depository on a daily basis, shall list the EGR and allow trading. The clearing 
corporation shall settle the trades executed on the stock exchange/s, by way of 
transferring EGR/s and cash to the buyer and seller of EGR/s respectively. The 
clearing corporation shall inform the depository and the stock exchange, regarding the 
change in beneficial owner of the EGR at the end of the trading day 

Third tranche: Conversion from EGR to physical gold 
Beneficial owner intending to obtain physical gold against the EGR/s shall be required 
to surrender the EGR/s. The VM after delivering the gold to the beneficial owner shall 
extinguish such EGR/s and request the depository to cancel the entry of said 
extinguished EGR from the DP account of the beneficial owner. The depository shall 
simultaneously send the information about the extinguished EGR to the stock 
exchange and clearing corporation to carry out necessary revisions in the records. The 
information with respect to the list of valid EGRs shall at all points in time remain 
reconciled in the records of VMs, depositories, stock exchanges and clearing 
corporations.  If there are any disputes related to the quality of physical gold, during 
the withdrawal of physical gold, the same would be dealt with by obtaining quality 
report from an independent assayer. 
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SEBI has asked for opinion on whether it will be a single 
exchange or multiple exchanges 
The existing stock exchanges may be allowed to deal in EGRs either through a 
separate segment or as a new asset class in an existing segment. However, setting up 
a new stock exchange exclusively for EGR has advantages such as single Gold 
Delivery Standard, reduced market fragmentation, improved liquidity, single reference 
price, etc. However, it will be time consuming and will: 1) require fresh investments in 
setting up new stock exchanges and clearing corporations, 2) require fresh registration 
of members of stock exchanges, 4) increase compliance cost and may not be viable 
being based on a single product, i.e., gold available for trading.  

Product denomination for trading and conversion of EGR 
into physical gold: SEBI has sought views on the trading 
and conversion denominations.  
To begin with, the EGR of 1-kg, 100-grams and 50-grams denomination may be 
available with the stock exchange/s with same denomination for trading of EGR and 
conversion of EGR into physical gold. In order to attract more players to this market, 
EGR with smaller denominations such as 10-grams and 5-grams may also be allowed, 
for trading purposes. Considering delivery and logistics aspects, conversion of such 
smaller denomination of EGR/s into physical gold, may be permitted only when the 
beneficial owner has accumulated, say, at least 50 grams (or multiples thereof) of 
physical gold in the form of EGR/s. Since EGR is created on the backing of physical 
gold, the question may come that how such EGR of 10 grams (or 5 grams) of gold be 
created in first place when delivery of 10 grams of physical gold is not to be permitted. 
To resolve this, they may consider that, at the time of deposit of physical gold, the 
depositor shall indicate the denomination of EGR to be created (which shall not be 
changed subsequently).  

Trading and validity period of EGRs 
 Since EGRs will be notified as ‘securities’, all features of trading as applicable to other 
securities would be made applicable to EGR as well. Also, considering the EGRs as 
equivalent to any ‘securities’ traded on the stock exchange/s, a perpetual life period of 
EGR is being considered. Such perpetual life period of EGR may also promote the 
instrument for investment purpose. However, the storage charges levied by the VM for 
the physical gold, lying in the vaults against such EGR/s, shall have to be borne by the 
EGR holder. The VMs are traditionally known for safe storage and transfer of physical 
gold and not as much for storage of physical gold for longer (or perpetual) duration. 
Hence, the storage charges levied by the VMs may be higher as compared to the 
bank locker charges where, alternatively, the EGR holder can safely keep the physical 
gold. However, the gold stored in bank lockers shall not be available for trading on the 
stock exchange/s. SEBI has sought opinion on: (1) whether all trading features 
generally ascribed to ‘securities’ traded on the stock exchange/s be also applied to 
EGRs? (2) Considering the storage charges of the physical gold, whether there should 
be perpetual validity for EGR?  
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Fungibility of EGR and inter-operability between Vault 
Managers (VMs) 
It is being considered that EGR may be made ‘fungible’ and ‘inter-operability between 
Vault Managers’ may be allowed. Fungibility means that the EGR, so created by the 
VM/s, shall not be linked with the unique bar reference number of the physical gold, 
i.e., gold deposited against EGR1 can be delivered against surrender of EGR2 (for the 
same contract specifications). ‘Inter-operability between Vault Managers’ means that 
physical gold deposited at one location and with one VM, can be withdrawn from a 
different location of same or different VM (depending on the availability of physical 
gold).  

Delivery centres 
In commodity derivatives market, there is a practice of having a base delivery centre 
and additional delivery centre/s. Such delivery centres are known in advance to the 
market participants and disclosed in the contract specifications by the stock 
exchange/s. Additionally, there is also a mechanism of charging premium / discount 
based on the location of physical delivery. It is being considered that similar model of 
base delivery centre and additional delivery centre/s may be adopted for the delivery 
location of physical gold in the proposed framework.  

Storage (vaulting) and delivery charges – Levy and 
collection 
The storage or vaulting charges, as levied by the VMs, shall be paid by the beneficial 
owner of the EGR as at the end of the trading day, whereas the delivery charges shall 
be borne by the beneficial owner of EGR opting for withdrawal of the physical gold. It 
may not be possible for VMs to collect storage charges and delivery charges from 
each EGR holder, or beneficial owner opting for withdrawal of physical gold 
respectively. It is being considered that the storage and delivery charges shall be 
collected by the depository participant from the beneficial owner of EGR/s to be 
deposited with the depository for onward payment to the VMs. The request of the 
beneficial owner of EGR/s, intending to withdraw the physical gold, shall be sent to the 
VM only upon payment of storage/delivery charges by such beneficial owner to the 
depository.  

Regulating gold logistics and assaying  
Currently, in commodity derivatives market, LBMA approved refiner’s gold or BIS 
‘Refined Gold and Silver Bars for Good Delivery’ standards are being accepted for 
physical delivery of gold. It is understood that assaying is mostly not resorted to in 
case of imported gold or LBMA-approved refiner’s gold. However, after BSE, NSE and 
MCX have (recently) allowed BIS standard gold also to be delivered on the commodity 
derivatives platform, there may be need for assaying of gold by the buyer. Therefore, 
considering that assaying may not be a regular activity in case of physical delivery of 
gold, it is not being considered to register ‘assaying agencies’ as SEBI intermediaries. 
Such ‘assaying agencies’ may be empanelled by the VMs or any other suitable entity 
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in the proposed framework. Presently, in the commodity derivatives market, the 
physical movement of gold is the responsibility of the owner of the gold for which 
he/she avails the services of vault service provider (for safe and secure 
transportation). As far as the choice of vault service provider or the choice of vehicle 
used for such transportation is concerned, SEBI or the clearing corporations do not 
have any role to play in the same. It is being considered that the same may be 
followed in the gold exchange also with SEBI not having jurisdiction over logistic 
services.  

Taxation and incentives to create liquidity in trading of 
EGRs 
 Securities Transaction Tax (STT) will be applicable to trading of EGR on stock 
exchange platform as it is applicable to trading of any other ‘securities’. Additionally, 
Goods & Services Tax (GST) may also be applicable during the conversion of EGR to 
physical gold, i.e. at the time of withdrawal of physical gold from the vaults. Further, 
due to the buyer and seller possibly being from different states, there may be issues 
with regard to levy of SGST. In view of this, it is being considered that IGST alone 
shall be made applicable at the time of withdrawal of gold from the vault/s.  

SEBI Regulation for Vault Managers, 2021  
As stated in the foregoing, SEBI will regulate the VMs as part of the gold ecosystem. It 
is proposed to regulate the gold-exchange-related business of the VMs thereby not 
hindering their non-gold-exchange business.  
 

 

 



 
 
 

Indian exchanges, May 22, 2021 ICICI Securities 

 

 6 

 

In case of industry/sector reports or a report containing multiple stocks, the rating/recommendation for a particular stock may be based on the last released stock 
specific report for that company. 

 
 

This report may be distributed in Singapore by ICICI Securities, Inc. (Singapore branch). Any recipients of this report in Singapore should contact ICICI Securities, 
Inc. (Singapore branch) in respect of any matters arising from, or in connection with, this report. The contact details of ICICI Securities, Inc. (Singapore branch) are 
as follows: Address: 10 Collyer Quay, #40-92 Ocean Financial Tower, Singapore - 049315, Tel: +65 6232 2451 and email: navneet_babbar@icicisecuritiesinc.com, 
Rishi_agrawal@icicisecuritiesinc.com. 

 

"In case of eligible investors based in Japan, charges for brokerage services on execution of transactions do not in substance constitute charge for research reports 
and no charges are levied for providing research reports to such investors." 

 

New I-Sec investment ratings (all ratings based on absolute return; All ratings and target price refers to 12-month performance horizon, unless mentioned otherwise) 
BUY: >15% return; ADD: 5% to 15% return; HOLD: Negative 5% to Positive 5% return; REDUCE: Negative 5% to Negative 15% return; SELL: < negative 15% return 

 
ANALYST CERTIFICATION 
I/We, Ansuman Deb, MBA, BE; Ravin Kurwa, CA; authors and the names subscribed to this report, hereby certify that all of the views expressed in this research 
report accurately reflect our views about the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly 
related to the specific recommendation(s) or view(s) in this report. Analysts are not registered as research analysts by FINRA and are not associated persons of the 
ICICI Securities Inc. It is also confirmed that above mentioned Analysts of this report have not received any compensation from the companies mentioned in the report 
in the preceding twelve months and do not serve as an officer, director or employee of the companies mentioned in the report.  
Terms & conditions and other disclosures:  
ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution 
of financial products. 
ICICI Securities is Sebi registered stock broker, merchant banker, investment adviser, portfolio manager and Research Analyst. ICICI Securities is registered with 
Insurance Regulatory Development Authority of India Limited (IRDAI) as a composite corporate agent and with PFRDA as a Point of Presence. ICICI Securities 
Limited Research Analyst SEBI Registration Number – INH000000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stock broker. ICICI Securities 
is a subsidiary of ICICI Bank which is India’s largest private sector bank and has its various subsidiaries engaged in businesses of housing finance, asset 
management, life insurance, general insurance, venture capital fund management, etc. (“associates”), the details in respect of which are available on 
www.icicibank.com.  
ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our 
associates might have investment banking and other business relationship with a significant percentage of companies covered by our Investment Research 
Department. ICICI Securities and its analysts, persons reporting to analysts and their relatives are generally prohibited from maintaining a financial interest in the 
securities or derivatives of any companies that the analysts cover. 
Recommendation in reports based on technical and derivative analysis centre on studying charts of a stock's price movement, outstanding positions, trading volume 
etc as opposed to focusing on a company's fundamentals and, as such, may not match with the recommendation in fundamental reports. Investors may visit 
icicidirect.com to view the Fundamental and Technical Research Reports. 
Our proprietary trading and investment businesses may make investment decisions that are inconsistent with the recommendations expressed herein.  
ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Institutional 
Research. The views and opinions expressed in this document may or may not match or may be contrary with the views, estimates, rating, and target price of the 
Retail Research. 
The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained 
herein is strictly confidential and meant solely for the selected recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to 
any other person or to the media or reproduced in any form, without prior written consent of ICICI Securities. While we would endeavour to update the information 
herein on a reasonable basis, ICICI Securities is under no obligation to update or keep the information current. Also, there may be regulatory, compliance or other 
reasons that may prevent ICICI Securities from doing so. Non-rated securities indicate that rating on a particular security has been suspended temporarily and such 
suspension is in compliance with applicable regulations and/or ICICI Securities policies, in circumstances where ICICI Securities might be acting in an advisory 
capacity to this company, or in certain other circumstances.  
This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its 
accuracy or completeness guaranteed. This report and information herein is solely for informational purpose and shall not be used or considered as an offer document 
or solicitation of offer to buy or sell or subscribe for securities or other financial instruments. Though disseminated to all the customers simultaneously, not all 
customers may receive this report at the same time. ICICI Securities will not treat recipients as customers by virtue of their receiving this report. Nothing in this report 
constitutes investment, legal, accounting and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific circumstances. 
The securities discussed and opinions expressed in this report may not be suitable for all investors, who must make their own investment decisions, based on their 
own investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent judgment by any 
recipient. The recipient should independently evaluate the investment risks. The value and return on investment may vary because of changes in interest rates, 
foreign exchange rates or any other reason. ICICI Securities accepts no liabilities whatsoever for any loss or damage of any kind arising out of the use of this report. 
Past performance is not necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the risks associated before 
investing in the securities markets. Actual results may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be 
subject to change without notice.  
ICICI Securities or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the 
subject company for any other assignment in the past twelve months.  
ICICI Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from 
the date of this report for services in respect of managing or co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage 
services or other advisory service in a merger or specific transaction.  
ICICI Securities or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage 
services from the companies mentioned in the report in the past twelve months.  
ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICICI Securities or its 
associates or its analysts did not receive any compensation or other benefits from the companies mentioned in the report or third party in connection with preparation 
of the research report. Accordingly, neither ICICI Securities nor Research Analysts and their relatives have any material conflict of interest at the time of publication of 
this report.  
Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.  
ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in the 
report as of the last day of the month preceding the publication of the research report.  
Since associates of ICICI Securities and ICICI Securities as an entity are engaged in various financial service businesses, they might have financial interests or 
beneficial ownership in various companies including the subject company/companies mentioned in this report.  
ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.  
Neither the Research Analysts nor ICICI Securities have been engaged in market making activity for the companies mentioned in the report.  
We submit that no material disciplinary action has been taken on ICICI Securities by any Regulatory Authority impacting Equity Research Analysis activities.  
This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other 
jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation or which would subject ICICI Securities and affiliates to any 
registration or licensing requirement within such jurisdiction. The securities described herein may or may not be eligible for sale in all jurisdictions or to certain 
category of investors. Persons in whose possession this document may come are required to inform themselves of and to observe such restriction.  
This report has not been prepared by ICICI Securities, Inc. However, ICICI Securities, Inc. has reviewed the report and, in so far as it includes current or historical 
information, it is believed to be reliable, although its accuracy and completeness cannot be guaranteed. 


