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SECURITIES AND EXCHANGE BOARD OF INDIA
~ NOTIFICATION
Mumbai, the 13th November, 2006

Sec urltles antracts (Regulatlon) (Manner of i increasing and Maintaining Public Sharehoiding in Recognised Stock _
Exchanges) Regulations, 2006 :

o
S 0.1950(E).-— In exercise of the powers conferred by Section 31 read with sub-section (’8) of Section 4B of the
Securities Coritracts (Regulation) Act, 1956 (42 0f1956), the Board hercby makes the followmg regulatmns namely:—
3 ‘ _ CHAPTER I
1 ' . : PRELIMINARY
1. Shbrt title and commencement.— ( 1) These regulations may be called the Securities Contracts (Regulation)
(Manner of In¢reasing and Maintainifig Public Shareholding in Recognised Stock Exchanges) Regulations, 2006.
2) T‘\ey shall come into force on the date of their publication in the Official Gazette.
2, Ddﬁmtlons.— (1) In these Regulations, uniess the context otherwise requires :—
_ ‘ (@  “Act” means the Securities Contracts (Regulation) Act, 1956 (42 of 1956),
"~ (b) ‘“associate” inrelation to a shareholder having trading rights in a recognised stock exchange means a
persort— : ‘

() who directly or indirectly, by himself or in combination with other persons, exercises controi
over such shareholder or holds substantial shares entitling not less than fifteen per cent of the
voting nghts in such shareholder being a bady corporate; or

| (i) overwhom such shareholder, du’ectly orindirectly, by itself or in combmatmn w1th other persons,
‘ exermses control; or .

(i) whose dlrector or partner is also a director or a partner of such shareholder bemg a body
. corporate or a partnershlp firm, as the case may be; or

{iv) who is'a holding company or subs:dla.ry company of such shareholder of a company imder the
~ same management as such shareholder; or

(V) who is arelative of the shareholder being a naturaI personunder Schedule [ A of the Companies
Act 1956 (1 0£1956); or :

(vi) "who is a sub-broker of the shareholder in that stock exchange or

(vii) who acts in accordanée with instructions of such shareholder in the exercise of voling nghts
and other rights in the recognised stock exchange directly or mdlrectly

‘ \
,'35941 Thb-2
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ic) “Board” means the Securitics and Exchange Board of India established pndc,r provisions of Section 3
of the Securities and Fxchange Board of India Act, 1992 (15 of 1992);

(d) “company” means a company as defined in Section 3 of the Companies Act, 1956 (1 of 1956},

{e}  “control” has the meaning assigned to it in clause (c) of sub-regulation (l)'of regulation 2 of the
Securities and Exchange Board of India (Subbtantlal Acquisition of Shares and Takeovers) Regulations,
1697,

() “offer for sale” means offer for sale of equity shares, by shareholders of a recognised stock exchange
having frading rights therein to the public;

(z)  “private placement” means an issue of équity shares made by a recognised stock exchange on
preferential basis and/or through private placement to any person or group of persons not being a
shareholder having trading rights or an associate of any such shareholder, pursuant to a special
resojution passed under sub-section (1A) of Section 81 of the Companies Act, 1956;

(h)  “public” includes any member or section of the public but does not include any shareholder of the
recogtrised stock exchange having trading rights therein or any assoctate of such shareholder;

(13 “scheme™ means the scheme fur corporatisation or demutualisation of a recognised stock exchange
*approved by the Board under section 4B of the Act.

(2) All other words and expressions used but not defined in these regulations, but defined in the Act or in the
Companies Act, 1956 (1 of 1956 or in Securities and Exchange Board of India Act, 1992 (15 of 1992) or the rules and the
regulations made thercunder or in the scheme, shall have the same meanings respectively assigned to them in such Acts or
the Rules or the Regulations made thereunder or the scheme or any statutory modification or re-enactment thereto, as the
case may be.

3. Applicability —These Regulations shall be applicable to all recognised stock exchanges in respect of which the
scheme for corporatisation or demutualisation has been approved by the Board under Section 4B of the Act,

CHAPTER 11
MANNER OFINCREASING PUBLIC SHAREHOLDING

4. Manner of increasing the public shareholding.— Subject to the provisions of sub-section (8) of Section 4B of .
the Actand the scheme, the recognised stock exchange shall ensure that at ieast fifty-one percent of its equity share capital
is held by the public, either by fresh issue of equity shares to the pub ic through issue of prospectus or in the followmg
manner >

()  offer for sale, by issuc of prospectus, of shares held by shareholders having lrading rights therein,

(b} ptacement of shares held by sharcholders having trading rights to such persons or institutions as may be -
shurthisted by the recognised stock exchange with the approval of the B3oard;

{c) ssueof equity shares on privale placement basis by the recognised stock exchange to any person or group
of persons not being sharcheiders having trading rights or their associates subject to the approval of the
Board; or . -

(dy  any combination of the above.

5. Procedure for fresh issue of equity shares or offer for sale to the public.— (1) Any fresh issue of equity shares
or offer for sale Lo the public through a prospectus shall be in compliance with the provisions of the Companies Act, 1956
¢l of 1956) and Guidelines or Regulations of the Board relating to issue of capital.

(2) Where any fresh issuc of equity shares or offer for sale to the public is made under clause (a) of regulation 4,
an application for listing thereof shali be made to the same recognised stock exchange or any other recognised stock
exchange and Section 73 of the Companices Act, 1956 (1 of 1956) shall apply to such application and the provisions of the
Secunities and Exchange Board of India (Disclesure and [nvestor Protection) Guidelines, 2000 (or any statutory modxﬁcation
or replabement thereof) relating to public issue shall as far as may be apply to such offer for sale.

(3) Listing of equity shares or other securitics of a recognised stock exchange on the same recognised sfock
¢xchange shall be in compliance with such conditions as may be specified by the Board.

6. Private placement.— (1) Where a recognised stock exchange whose shares are not listed on any recognised
stock exchange inakes a private placement for-the purposes of clause (¢) of régulation 4, such private placément shali be in
compliance with applicable legal provisions, including those of the Compames Act, 1956 (1 of 1956) and the Unlisted Public
Clomparnics ( Prefcrential Aliotment) Rules, 2003,

(2) Where a recognised stock exchange whose equity shares are listed on any recognised stock exchange, makes
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a private placemjnt of equity shares, such placement shall be in accordance with the provisions of the Compames Act, 1956
and Guidelines or Regulations of the Board relating to preferential issue of capital ;

Pr ovrdjd that where a placement is made under sub- regulation (1) or sub regulation (2) to fifty or more persons, it
shall be in compliance with provisions of the Cornpames Act, 1956 (1 of 1956) and Guidelines or Regulations of the Board
relating to public issue of capital.

7. Confirmation of compliance w1th Sub-section (8) of Section 4B. —When the Board is satisfied that any reoogmsed .
stock exchange has comphed with the provisions sub-section (8) of Section 4B read with this Chapter it shall issue a
confirmation to the recognised stock exchange to that effect.

_ CHAPTER 1II
. ‘ SHARE HOLDING RESTRICTIONS

8 Sharhholdmg and transferabrhty restrictions,— (I) No person shall, directly orindirectly, acquire or holdmore
than five per cedt in the pard up equity capital of a rccognlscd _stock exchange at any time af’te_r commencement of these .
regulations; |

Provided that any person holdlng equity shares in arecogmscd stock exchange in excess of the limits specrf‘ ied in

-this regulatron attthe commencement of these regulations shall reduce his holdrn'g to ensure compliance with this regulation
within the time specified in sub-section (8) of Section 4B of the Act or the time extended under the proviso thereto.

'(2) No shareholder having trading rights in a recognised stock exchange shall, prior to issuance of the confirmation
under regulation|7, transfer his shares in such recognised stock exchange to any person otherwrse than in accordance with
Chapter I1. i :

9. Eligibility criteria for persons acquiring or holding more than one per cent equity shares in a recogmsed
stock exchangei— (1) No person shall, either individually or together with persons acting in concert with him, acquire and/
or hold more than one per cent of the paid up equity capital of a recognrsed stock exchange after commencement of these
regulatlons unless-he is a fit and propes person and has taken prior approval of the Board for doing so.

(2) For the purpose of sub-regulation (1), a person shall be deemed to be a fit and proper person if—

(i} éuch person has a general reputatlon and record of faimess and 1ntegr1ty, including but not limited ‘l()—
Qa) financial integrity;
Qb) good reputation and character; and
qc) honesty. . .
(u)\ such person has not incurred any of the f0110wrng disqualifs cat1ons—
Qa) the person or dny of its whole time directors or managing partners has been convicted by a 1 Court for
| any offence involving moral turpitude or any economic offencc or any offence’ agamst the securities .
laws; : :
(b) an order for wmdmg up has been passed agamst the person;

¢) the person or any of its whole time directors or managmg partners has been declared msolvent and has
not been discharged; ,

(d) an order, restraining, prohrbrtmg or debamng the person, or any of its whole time directors or managing
partners from dealing in securities in the capital market or from accessing the eapital market has been
passed by the Board or any other regulatory authority and a period of three years frorn the date of the
expiry of the penod specified in the order has not €lapsed; .

. {e)} any other order agamst the person or any of its whole time directors or managing partners which has
a bearing on the capital markct has been passed by the Board or any other regulatory authority and a
| period of three years from the date of the order has not elapsed; _

tf) the person has becn found to be of unsound mmd by a Court of competent Jurrsdrctron and the ﬁndmg ‘

I isin force; dnd -

(b) the person is financially not sound )
(3) If any question arises as to whether a person is a fit and proper persen, the Board’s decision on such question
shall be final. |
10. Derhaterrahzatlon —A recognised stock exchange which has issued equrty shares or whose equrty shares
are offered for safle in the manner provided in these regulations shall— :
' (a) - enter into an agreement with the depositories for dematerialization of the equrty shares proposed to be
- issued or proposed to be sold; and
(b)‘ it shall give an option to the subscribers or transferees to receive the share cert:ﬁcatc or hold the shares

| in dematerialized form witha deposn:ory
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[1. Obligations of the recognised stock exchange.—(I) Arecognised stock exchange shalt monitor and ensure:—

(a) that no transfer or issue of equity shares therein is made otherwise than in accordance with these
reguiations;

{b) .that at least fifty-one per cent of its equity share capital is continuously held by the pubtic; and

(c} that the restrictions contained in regulations 8§ and 9 are complied with in respect of the shareholdmg
therein.

(2) Without prejudice to the provisions of the Act and the rules made thereunder, the recognised stock exchanges
shall submit a report to the Board disclosing the following on a quarterly basis within fifteen days from the end of each
quarter:- '

{a} the names of ten largest shareholders along with the number of shares held by them and their percentage -
shareholding; .

(by the names of the sharehelders falling under regulatlon 8 who had acquired shares in that quarter

(c) the shareholding patiern in the recognised stock exchange in sucl format as may be specified by the
Board.

(3) The recognised stock exchange shall subimit an undertaking confirming the compliance of the provisions of
sub-regu ation (1) to the Board o a quarterly basis within fifteen days from the end of each quarter.

- (4) Natwithstanding anything contained in this reguiation, the Board may from time to time catl for any information
from the recognised stock exchange, any shareholder having trading rights or any transferee of shares held by such
sharehelder, under the provisions of Seeurities Contracts {Regulation) Act, 1956 and the Securities and Exchange Board of
[ndia A¢t, 1992 and the rules and regulations made thereunder.

3) Without prejudsce to the provisions of the Companies Act, 1956, the recognised stock exchange shall maintain
and preserve ali the books, registers, other documents and records relating to, the issuc or sale ofequ1ty shares under these
re«*u}dhons fora perlod of ten years.

CHAPTER IV
POWERS OF THE BOARD
12, Power of Inspection.~—(1) The Board may at any time undertake inspection, conduct inquiries and audit of any
recognised stock exchiange or any shareholder having trading rights therein or any associate of such sharehelder, in

accordance with the provisions of the Securities and Exchange Board of India Act, 1992, the Act and the rules made
thereunder,

(2) Where an inspection of any recogaised stock exchange or any shareholder having trading rights therein or any
associate of such shareholder is undertaken by the Board, every manager, managing director, officer and other employee of
such recognised stock exchange or shareholder or associate shall co-operate with the Board.

13. Action in case of default. Without prejudice to power to impose monetary penalty, initiate prosecution or issue
directions under the provisions of the Act or the Secaritics and Exchange Board of India Act, 1992, the Board may, issue
such directions as it deems fif, including- -

{a) directing disinvestment of shares held by shareholders having trading ri.ghts In breach of sub-section (8)
of section 4 B of the Act, in such manner as may be specified in the direction;

{b) directing a person holding equity shares in a recognised stock exchange in contravention of regulations
8 or 9 to divest his holding, in such manner as may be specified in the direction;

(c) directing transfer of any proceeds or securities to the investors protection fund of a recognised stock
exchange,

{ d) debarring any recognised stock exchange, any shareholder having trading rights- therein, any associate
of such shareholder orany (ransferee of shares from such shareholder from accessing the capital market
ot dealing in securities for such period as may be determined by the Board, .
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M. DAMODARAN, Chairman
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