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Preface

The Securities and Exchange Board of India (Depositories and Participants)
Regulations, 1996 represent a watershed moment in the evolution of India's capital
markets, marking the transition from a paper-based securities system to a sophisticated
electronic infrastructure that has transformed the way securities are held, traded, and
settled in the country. These regulations, formulated under the authority of the
Depositories Act, 1996, established the foundational framework for the
dematerialization of securities and created a robust regulatory structure governing the

operations of depositories and their participants.

The genesis of these regulations can be traced to the recognition that India's securities
market required modernization to compete globally and provide efficient, secure, and
transparent services to investors. The traditional system of physical share certificates
was fraught with challenges including theft, forgery, loss, and cumbersome transfer
procedures that created significant barriers to market participation and efficiency. The
SEBI (Depositories and Participants) Regulations, 1996 addressed these systemic
issues by establishing comprehensive guidelines for the establishment and operation
of depositories, registration and supervision of depository participants, and protection

of investor interests in the dematerialized environment.

These regulations have been instrumental in creating one of the world's most efficient
post-trade infrastructures, enabling India to achieve near-complete dematerialization
of securities trading and settlement. The regulatory framework established under these
provisions has facilitated the reduction of settlement cycles, minimized counterparty

risks, and enhanced market liquidity while maintaining the highest standards of

© Bhatt & Joshi Associates 2024 1


http://www.bhattandjoshiassociates.com

_ www.bhattandjoshiassociates.com

investor protection and market integrity. The success of this regulatory framework is
evident in the fact that India today boasts one of the shortest settlement cycles globally

and has eliminated most of the operational risks associated with physical securities.

The continuous evolution of these regulations, through various amendments and
updates, reflects SEBI's commitment to adapting the regulatory framework to meet
changing market dynamics, technological advancements, and international best
practices. This booklet aims to provide a comprehensive analysis of the legal and
regulatory framework governing depositories and depository participants, examining
the statutory provisions, regulatory guidelines, judicial interpretations, and practical
implications of these regulations for various market participants. The analysis
encompasses the historical context, current provisions, and future directions of the
depository system in India, making it an essential resource for legal practitioners,
compliance professionals, market participants, and academic researchers interested in

understanding the intricacies of India's securities market infrastructure.

Sincerely

Bhatt & Joshi Associates
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Disclaimer

The information contained in this booklet is for general guidance only. Readers should
obtain professional advice before taking any action based on its contents. Neither the
authors nor the firm assume any liability for actions taken by any person based on this
booklet's contents. We expressly disclaim all responsibility for any consequences

resulting from reliance on the information presented herein.

Contact

For any help or assistance please email us on office@bhattandjoshiassociates.com or

visit us at www.bhattandjoshiassociates.com
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Chapter 1: Dematerialization Revolution and

Legal Framework

The Depositories Act, 1996: Statutory Foundation for

Dematerialized Securities

The Depositories Act, 1996 stands as the cornerstone legislation that fundamentally
transformed India's securities market by providing the legal framework for
dematerialization of securities. This Act emerged as a response to the inefficiencies
and risks associated with physical share certificates, which were prone to theft,
forgery, and cumbersome transfer procedures. The Act established a comprehensive
regulatory structure that enabled the conversion of physical securities into electronic
form, thereby revolutionizing the way securities are held, transferred, and traded in

India.

The Act defines a depository as a company formed and registered under the
Companies Act with the primary objective of acting as a depository. It provides the
legal basis for maintaining securities in dematerialized form and facilitates their
transfer through book entries rather than physical delivery. The legislation empowers
depositories to maintain records of securities in electronic form and enables beneficial
owners to hold securities through depository participants, creating a multi-tiered

structure that ensures security and efficiency in securities transactions.

Under the provisions of this Act, securities can only be dematerialized with the

consent of the issuer company, and the depository is required to maintain records of
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all transactions in dematerialized securities. The Act also establishes the rights and
obligations of depositories, depository participants, issuers, and beneficial owners,
creating a comprehensive legal framework that governs all aspects of dematerialized

securities trading.

Section 11(1) of SEBI Act, 1992: Regulatory Oversight
Authority

Section 11(1) of the Securities and Exchange Board of India Act, 1992 vests SEBI
with comprehensive regulatory powers over the securities market, including the
authority to oversee and regulate depositories and depository participants. This
provision empowers SEBI to protect the interests of investors in securities and
promote the development and regulation of the securities market. The section
specifically grants SEBI the power to regulate the business of depositories and their
participants, ensuring that the dematerialization process operates within a robust

regulatory framework.

The regulatory oversight extends to various aspects of depository operations,
including the registration of depositories and depository participants, supervision of
their activities, and enforcement of compliance with prescribed regulations. SEBI's
authority under this section enables it to frame regulations governing the conduct of
depositories, their eligibility criteria, operational procedures, and risk management
systems. This regulatory framework ensures that the dematerialization system operates

with transparency, efficiency, and investor protection as its primary objectives.

Furthermore, Section 11(1) empowers SEBI to investigate violations, impose

penalties, and take corrective measures to maintain the integrity of the depository

© Bhatt & Joshi Associates 2024 8


http://www.bhattandjoshiassociates.com

_ www.bhattandjoshiassociates.com

system. This regulatory oversight is crucial for maintaining investor confidence and
ensuring that the benefits of dematerialization are realized without compromising

market integrity or investor protection.

National Securities Depository Limited and Central

Depository Services Limited Establishment

The establishment of National Securities Depository Limited (NSDL) in 1996 and
Central Depository Services Limited (CDSL) in 1999 marked significant milestones in
India's journey towards complete dematerialization of securities. NSDL, promoted by
the Unit Trust of India, Industrial Development Bank of India, and National Stock
Exchange, became India's first depository to commence operations under the

Depositories Act, 1996.

NSDL was incorporated with the primary objective of providing reliable depository
services to all market participants, including individual and institutional investors,
brokers, and issuers. The establishment of NSDL created a robust infrastructure for
holding securities in dematerialized form and facilitated efficient settlement of trades
through electronic book entries. The depository's operations encompass services such
as dematerialization and rematerialization of securities, transfer of securities,

corporate actions processing, and pledge services.

CDSL, established as the second depository in India, was promoted by Bombay Stock
Exchange and leading banks and financial institutions. The creation of a second
depository introduced healthy competition in the market and provided market

participants with alternative options for depository services. CDSL's establishment
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further strengthened the dematerialization infrastructure and contributed to reducing

systemic risks associated with dependence on a single depository.

Both depositories operate under strict regulatory oversight and maintain sophisticated
technology systems to ensure secure and efficient processing of securities transactions.
Their establishment has been instrumental in transforming India's securities market
from a paper-based system to a modern, electronic system that ranks among the

world's most efficient settlement systems.

Integration with Securities Contracts Regulation Act, 1956

The integration of the Depositories Act, 1996 with the Securities Contracts
(Regulation) Act, 1956 created a comprehensive legal framework that governs both
the trading and holding of securities in India. The Securities Contracts (Regulation)
Act, 1956 primarily regulates the trading of securities on stock exchanges, while the
Depositories Act focuses on the holding and transfer of securities in dematerialized

form.

This integration ensures seamless connectivity between trading and settlement
systems, enabling trades executed on stock exchanges to be settled efficiently through
the depository system. The linkage between these two Acts eliminated the need for
physical delivery of securities, thereby reducing settlement cycles and minimizing
settlement risks. The integration also facilitated the implementation of rolling

settlement cycles, which significantly improved the efficiency of the securities market.

The combined framework established by these Acts ensures that securities traded on
recognized stock exchanges can be held and transferred through the depository

system, creating a unified ecosystem for securities trading and settlement. This
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integration has been crucial in establishing India as one of the few countries with
completely dematerialized trading and settlement systems, enhancing market

efficiency and reducing operational risks.

Case Law: Religare Enterprises Ltd. v. SEBI (2015) -

Depository Participant Obligations

The landmark case of Religare Enterprises Ltd. v. SEBI (2015) established important
precedents regarding the obligations and responsibilities of depository participants in
the dematerialized securities system. This case addressed crucial issues related to the
fiduciary duties of depository participants and their accountability for client securities

held in dematerialized form.

The Securities Appellate Tribunal's decision in this case clarified that depository
participants owe fiduciary duties to their clients and are required to act with utmost
good faith in handling client securities. The judgment emphasized that depository
participants cannot claim immunity from their obligations merely by relying on
system-generated processes and must ensure adequate supervision and control over

client account operations.

The case established that depository participants are responsible for maintaining
proper records, implementing adequate internal controls, and ensuring compliance
with regulatory requirements. The tribunal's decision reinforced the principle that the
convenience and efficiency of the dematerialized system should not compromise the
protection of investor interests. This judgment has significant implications for the
depository system as it establishes clear standards of accountability and professional

conduct for depository participants.
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Constitutional Validity under Article 19(1)(g) and Investor

Protection

The constitutional validity of the dematerialization framework has been examined in
the context of Article 19(1)(g) of the Indian Constitution, which guarantees the
fundamental right to practice any profession or carry on any occupation, trade, or
business. The dematerialization system has been challenged on grounds that it restricts
the freedom of investors to hold securities in physical form and imposes mandatory

electronic holding requirements for certain categories of investors.

However, courts have consistently upheld the constitutional validity of
dematerialization requirements, recognizing them as reasonable restrictions imposed
in the public interest. The judiciary has acknowledged that the dematerialization
system serves legitimate regulatory objectives, including investor protection, market
efficiency, and reduction of systemic risks. The courts have held that the restrictions
imposed by dematerialization requirements are proportionate to the regulatory

objectives and do not violate the fundamental rights of investors.

The constitutional analysis has also emphasized the state's obligation to protect
investors and maintain market integrity under the directive principles of state policy.
The dematerialization framework has been recognized as a progressive measure that
enhances investor protection by eliminating risks associated with physical certificates,
such as theft, forgery, and loss. The constitutional validation of the dematerialization
system has provided legal certainty and strengthened the foundation for India's

electronic securities market infrastructure.
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Chapter 2: Depository Structure and

Participant Framework

Application for Recognition as Depository

The establishment of a depository in India requires formal recognition from the
Securities and Exchange Board of India (SEBI) under Regulation 3 of the SEBI
(Depositories and Participants) Regulations, 2018. This regulatory framework ensures
that only entities meeting stringent financial, operational, and governance standards

can operate as depositories in the Indian securities market.

The application process for recognition as a depository involves comprehensive
documentation and adherence to prescribed criteria. The applicant entity must
demonstrate its capability to handle the complex responsibilities associated with
holding securities in electronic form and facilitating their transfer. The regulatory
authority evaluates various aspects including the applicant's financial strength,
technological infrastructure, risk management systems, and governance framework

before granting recognition.

One of the most significant financial requirements for establishing a depository is the
mandatory net worth requirement of Rs. 500 crore. This substantial capital
requirement serves multiple purposes in the regulatory framework. Firstly, it ensures
that the depository has adequate financial resources to meet its operational obligations

and handle potential contingencies. Secondly, it acts as a barrier to entry, ensuring that
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only serious and well-capitalized entities can establish depositories, thereby

maintaining the integrity of the securities market infrastructure.

The Rs. 500 crore net worth requirement reflects the critical role that depositories play
in the securities market ecosystem. Given that depositories hold securities worth
trillions of rupees on behalf of investors, this capital requirement provides confidence
to market participants about the financial stability of the institution. The substantial
net worth also enables depositories to invest in robust technological systems, maintain
adequate insurance coverage, and establish contingency funds to handle operational

risks.

Three-Tier Structure Framework

The Indian depository system operates on a well-defined three-tier structure that
creates clear demarcation of roles and responsibilities while ensuring efficient service
delivery to end investors. This structure comprises the Depository at the apex level,
Depository Participants at the intermediate level, and Beneficial Owners at the base

level.

Depository Level

At the apex of this structure sits the Depository, which serves as the central institution
responsible for holding securities in electronic form and maintaining records of
ownership. The depository acts as the primary custodian of securities and provides the
technological backbone for electronic settlement of trades. It maintains the master
database of all securities held in dematerialized form and ensures the integrity and

security of these records.
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The depository's responsibilities extend beyond mere record-keeping to include
providing settlement services, corporate action processing, and facilitating the
movement of securities between different participant accounts. The depository also
plays a crucial role in maintaining system integrity through robust risk management

practices and technological safeguards.

Participant Level

Depository Participants form the crucial middle tier in this structure, acting as
intermediaries between the depository and the beneficial owners. These participants
are typically banks, financial institutions, stockbrokers, or other eligible entities that
have been registered with the depository to provide depository services to investors.
The participants serve as the primary interface for investors seeking to access

depository services.

The role of depository participants encompasses opening and maintaining demat
accounts for investors, facilitating the transfer of securities, processing corporate
actions, and providing various value-added services. Participants are required to
maintain detailed records of their clients' holdings and ensure compliance with
regulatory requirements. They also play a vital role in investor education and

grievance redressal.

Beneficial Owner Level

At the base of the three-tier structure are the Beneficial Owners, who are the actual
owners of the securities held in the depository system. These beneficial owners hold

their securities through demat accounts maintained by depository participants. The
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term "beneficial owner" is used to distinguish the actual owner of securities from the

depository, which holds the securities as a custodian.

Beneficial owners enjoy all the rights associated with their securities, including voting
rights, dividend entitlements, and other corporate benefits, even though the securities
are held in the name of the depository. This structure ensures that while the depository
provides custodial services, the economic and legal ownership of securities remains

with the beneficial owners.

Depository Participant Registration and Eligibility Criteria

Regulation 25 of the SEBI (Depositories and Participants) Regulations, 2018,
establishes comprehensive registration and eligibility criteria for entities seeking to
become depository participants. These criteria are designed to ensure that only

competent and financially sound entities can provide depository services to investors.

The eligibility criteria encompass various aspects including financial soundness,
operational capability, technological infrastructure, and governance standards.
Prospective participants must demonstrate adequate net worth, which varies
depending on the category of participation sought. The regulatory framework
recognizes different categories of participants, each with specific eligibility

requirements tailored to their intended scope of operations.

Professional competence forms another crucial aspect of the eligibility criteria.
Participants must have qualified personnel with relevant experience in securities
markets and depository operations. The regulatory framework also mandates

compliance with fit and proper criteria for key personnel, ensuring that individuals
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with questionable backgrounds cannot hold significant positions in participant

organizations.

The registration process involves submission of detailed documentation, including
financial statements, system audit reports, compliance certificates, and other relevant
documents. The depository, in consultation with SEBI, evaluates these applications

based on prescribed criteria before granting registration.

Professional Indemnity Insurance Requirements

Regulation 26 mandates comprehensive professional indemnity insurance coverage
for depository participants, recognizing the significant risks associated with handling
investor securities and funds. This insurance requirement serves as an additional layer

of protection for investors and helps maintain confidence in the depository system.

The professional indemnity insurance must cover various risks including errors and
omissions in service delivery, negligence in handling client securities, system failures
leading to financial losses, and other operational risks. The insurance coverage
amount is typically linked to the participant's business volume and risk profile,

ensuring adequate protection commensurate with the scale of operations.

Participants must maintain continuous insurance coverage and provide regular updates
to the depository regarding policy renewals and coverage details. The insurance policy
must meet specific terms and conditions prescribed by the regulatory framework,

including coverage for legal costs, third-party claims, and business interruption losses.

Landmark Case Law: Karvy Stock Broking Ltd. v. SEBI
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The case of Karvy Stock Broking Ltd. v. SEBI (2020) represents a landmark judgment
in the realm of participant conduct and regulatory enforcement in the depository
system. This case highlighted the serious consequences of participant misconduct and
established important precedents regarding regulatory penalties and enforcement

actions.

The case involved allegations of misuse of client securities by Karvy Stock Broking
Ltd., which was functioning as a depository participant. The regulatory action taken
by SEBI in this case demonstrated the authority's commitment to protecting investor
interests and maintaining the integrity of the depository system. The penalties imposed
and the enforcement actions taken sent a strong message to the market about the

consequences of violating participant obligations.

This case underscored the importance of proper segregation of client securities,
maintenance of adequate records, and compliance with regulatory requirements. It
also highlighted the role of depositories in monitoring participant activities and
reporting suspicious transactions to regulatory authorities. The judgment reinforced
the principle that participants hold a fiduciary responsibility toward their clients and
must maintain the highest standards of conduct in handling investor securities and

funds.
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Chapter 3: Account Opening and KYC

Compliance

Regulation 13 - Beneficial Owner Account Opening

Procedures

The Securities and Exchange Board of India (SEBI) has established comprehensive
guidelines under Regulation 13 of the SEBI (Depositories and Participants)
Regulations, 2018, which mandates specific procedures for account opening with
particular emphasis on beneficial owner identification. This regulation forms the
cornerstone of investor protection and market integrity by ensuring that all
participants in the depository system are properly identified and verified before

gaining access to securities holding and trading facilities.

Under Regulation 13, depository participants are required to establish the identity of
beneficial owners through a multi-layered verification process that goes beyond
surface-level documentation. The regulation specifically addresses situations where
accounts are opened through intermediaries, corporate entities, or trust structures,
requiring participants to pierce through these arrangements to identify the ultimate
beneficial owners who exercise control or derive economic benefits from the

securities holdings.

The beneficial owner identification process mandates that depository participants
maintain detailed records of ownership structures, particularly in cases involving

corporate clients where shareholding patterns may be complex. This includes
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documentation of shareholders holding more than 25% stake in the corporate entity,
details of directors and key managerial personnel, and identification of any persons
exercising ultimate effective control over the entity. The regulation also requires
periodic updates to beneficial ownership information, ensuring that any changes in

control structures are promptly reflected in the depository records.

Furthermore, Regulation 13 establishes specific timelines for account opening
procedures, requiring depository participants to complete the verification process
within prescribed timeframes while maintaining the integrity of the due diligence
process. The regulation also provides for risk-based categorization of clients, allowing
for enhanced due diligence measures for high-risk categories while streamlining

procedures for low-risk retail investors.

Know Your Customer (KYC) Norms and Documentation

Requirements

The Know Your Customer framework represents a fundamental pillar of financial
market regulation, designed to prevent money laundering, terrorist financing, and
other illicit activities while ensuring that financial institutions maintain comprehensive
knowledge of their client base. In the context of depository services, KYC norms have
evolved into a sophisticated system of client identification, verification, and ongoing

monitoring that extends far beyond basic documentation requirements.

The documentation requirements under current KYC norms encompass a wide range
of identity and address proof documents, with specific provisions for different
categories of investors including individuals, Hindu Undivided Families, corporate

entities, partnership firms, trusts, and foreign institutional investors. For individual
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investors, acceptable identity proofs include Aadhaar cards, PAN cards, passport,
driving licenses, and voter identity cards, while address proof requirements can be
satisfied through utility bills, bank statements, Aadhaar cards, or passport with current

address.

Corporate clients face more stringent documentation requirements, including
certificate of incorporation, memorandum and articles of association, board
resolutions authorizing account opening and appointment of authorized signatories,
audited financial statements, and detailed information about directors and substantial
shareholders. The KYC framework also mandates submission of ownership structure
charts for complex corporate arrangements, ensuring transparency in beneficial

ownership patterns.

The regulatory framework also addresses special categories of clients such as
non-resident Indians, foreign portfolio investors, and qualified foreign investors, each
with specific documentation requirements tailored to their unique circumstances and
regulatory obligations. These specialized KYC procedures take into account
international compliance requirements, tax obligations, and regulatory restrictions

applicable to foreign investments in Indian securities markets.

Regular updates to KYC information form an integral part of the compliance
framework, with periodic review requirements based on risk assessment of different
client categories. High-risk clients may require annual KYC updates, while low-risk
retail clients may have longer review cycles, subject to trigger events that necessitate

immediate KYC refreshing.
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Central KYC Records Registry (CKYCR) Integration
Mandate

The Central KYC Records Registry represents a revolutionary approach to KYC
compliance in India's financial sector, established under the Prevention of Money
Laundering Act, 2002, and operationalized through detailed rules and regulations
issued by the Reserve Bank of India. The CKYCR integration mandate for depository
participants represents a significant shift toward centralized KYC processing, aimed at
reducing compliance costs, eliminating duplication of KYC processes, and enhancing

the overall efficiency of customer onboarding procedures.

Under the CKYCR framework, depository participants are required to upload KYC
data of their clients to the central registry within specified timelines, typically within
ten days of account opening or KYC updation. This uploaded information becomes
part of a centralized database that can be accessed by other regulated entities, subject
to client consent and regulatory permissions. The system enables a 'KYC once, use
anywhere' approach, significantly reducing the documentation burden on investors

who wish to establish relationships with multiple financial service providers.

The integration mandate requires depository participants to implement robust
technological infrastructure capable of seamless data exchange with the CKYCR
platform. This includes secure data transmission protocols, standardized data formats,
and comprehensive audit trails to ensure data integrity and regulatory compliance.
Participants must also establish internal procedures for handling CKYCR-related
queries, corrections, and updates, ensuring that the centralized database remains

accurate and current.
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The CKYCR system also introduces the concept of KYC identifiers, unique
alphanumeric codes assigned to each KYC record that enable easy retrieval and
verification of customer information across different financial institutions. Depository
participants must incorporate these identifiers into their internal systems and use them

for all subsequent customer interactions and regulatory reporting purposes.

Compliance with CKYCR requirements extends beyond mere technical integration to
encompass comprehensive staff training, system security measures, and ongoing
monitoring of data quality and accuracy. Participants must also ensure that their
CKYCR integration processes comply with data protection and privacy regulations,

maintaining appropriate safeguards for sensitive customer information.

Power of Attorney and Standing Instructions Framework

The regulatory framework governing power of attorney arrangements and standing
instructions in depository services represents a critical component of operational
efficiency while maintaining adequate investor protection safeguards. These
mechanisms enable investors to delegate certain decision-making authorities to trusted
individuals or entities while establishing clear boundaries and oversight mechanisms

to prevent abuse.

Power of attorney provisions in the depository context are governed by specific
regulations that mandate detailed documentation, clear scope definition, and robust
verification procedures. The framework requires that all power of attorney documents
be properly stamped, notarized, and registered with the depository participant, along
with comprehensive identification and verification of both the grantor and the

attorney. Special provisions apply to corporate power of attorney arrangements,
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requiring board resolutions, authorized signatory verification, and periodic renewals

based on corporate governance requirements.

Standing instructions represent another important aspect of operational flexibility,
allowing investors to establish predetermined criteria for various depository services
such as automatic transfer of securities, dividend collection, and corporate action
elections. The regulatory framework mandates that standing instructions be
documented in writing, clearly specify the scope and duration of the instructions, and

include appropriate safeguards to prevent unauthorized modifications or misuse.

The framework also addresses revocation procedures for both power of attorney and
standing instructions, ensuring that investors retain the ability to modify or cancel
these arrangements as their circumstances change. Depository participants are
required to maintain comprehensive records of all such arrangements, including
execution dates, modification history, and revocation details, subject to regular audit

and regulatory review.

Risk management considerations form an integral part of the power of attorney and
standing instructions framework, with specific requirements for monitoring unusual
activities, implementing transaction limits, and establishing alert mechanisms for
potentially suspicious or unauthorized activities. These safeguards help protect
investors while maintaining the operational efficiency benefits of delegated authority

arrangements.

Case Law: SEBI v. Sharepro Services (2018) - KYC Violation

Penalties
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The landmark case of SEBI v. Sharepro Services, decided in 2018, represents a
watershed moment in the enforcement of KYC compliance obligations within India's
securities market infrastructure. This case established important precedents regarding
the consequences of KYC violations and clarified the regulatory expectations for

depository participants in maintaining robust client verification procedures.

The case arose from SEBI's investigation into alleged KYC violations by Sharepro
Services, a registered depository participant, which was found to have inadequate
client verification procedures and deficient documentation practices. The investigation
revealed systematic failures in beneficial owner identification, incomplete KYC
documentation, and inadequate ongoing monitoring of client relationships. These
violations were particularly concerning given the scale of operations and the potential

systemic risks posed by such compliance failures.

The Securities Appellate Tribunal's judgment in this case emphasized the critical
importance of KYC compliance as a foundational element of market integrity and
investor protection. The tribunal noted that KYC violations not only expose individual
institutions to regulatory sanctions but also undermine the overall credibility and
stability of the securities market infrastructure. The judgment established that
ignorance of regulatory requirements or reliance on inadequate internal systems

cannot serve as defenses against KYC violation charges.

The penalty structure imposed in this case reflected the seriousness with which
regulators view KYC compliance failures. The tribunal imposed substantial monetary
penalties alongside operational restrictions, effectively demonstrating that the cost of
non-compliance far exceeds the investment required for robust KYC systems and

procedures. The case also resulted in enhanced regulatory oversight of the entity's
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operations, including mandatory third-party audits and regular compliance reporting

requirements.

The precedential value of this case extends beyond the immediate parties, serving as a
clear warning to all market participants regarding the regulatory expectations for KYC
compliance. The judgment has influenced subsequent regulatory guidance and
enforcement actions, establishing benchmarks for compliance standards that continue

to shape industry practices and regulatory policies.

Prevention of Money Laundering Act (PMLA) Compliance

Integration

The integration of Prevention of Money Laundering Act (PMLA) compliance
requirements into depository operations represents a comprehensive approach to
combating financial crimes and ensuring the integrity of India's securities markets.
The PMLA framework, administered by the Financial Intelligence Unit and enforced
by the Directorate of Enforcement, establishes stringent obligations for depository

participants as reporting entities under the anti-money laundering regime.

Under PMLA requirements, depository participants must implement comprehensive
customer due diligence measures that go beyond traditional KYC requirements to
include enhanced scrutiny of transactions, ongoing monitoring of account activities,
and systematic reporting of suspicious transactions. The Act mandates maintenance of
detailed records of all transactions, client interactions, and suspicious activity reports
for prescribed periods, typically five years from the date of transaction or account

closure.
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The suspicious transaction reporting obligations under PMLA require depository
participants to establish sophisticated monitoring systems capable of detecting unusual
patterns, unexplained wealth accumulation, and other indicators of potential money
laundering activities. These systems must be calibrated to account for the specific
risks associated with securities transactions, including large cash deposits, rapid
portfolio turnover, and complex corporate structures that may be used to obscure

beneficial ownership.

Record maintenance requirements under PMLA encompass not only transaction
records but also comprehensive documentation of customer relationships, including
KYC documents, account opening forms, transaction instructions, and all
communications with clients. These records must be maintained in a manner that
facilitates easy retrieval and analysis, both for internal compliance purposes and

regulatory inspections.

The enforcement mechanism under PMLA includes significant penalties for
non-compliance, ranging from monetary fines to criminal prosecution in severe cases.
Depository participants must therefore invest considerable resources in compliance
infrastructure, staff training, and ongoing system upgrades to ensure adherence to

evolving PMLA requirements and regulatory expectations.
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Chapter 4: Corporate Actions and Dividend

Distribution

Regulation 42 - Record Date and Corporate Action Processing

The Securities and Exchange Board of India (SEBI) Listing Obligations and
Disclosure Requirements (LODR) Regulations, 2015, specifically Regulation 42,
establishes the fundamental framework for determining record dates and processing
corporate actions in the Indian securities market. This regulation mandates that listed
entities must fix a record date for the purpose of determining the eligibility of
shareholders for various corporate actions, including dividend payments, bonus

shares, rights offerings, and other entitlements.

Under Regulation 42, companies are required to give at least seven working days'
notice to the stock exchanges before fixing the record date. The record date cannot be
more than sixty days from the date of the board meeting or general meeting in which
the corporate action is approved. This provision ensures adequate time for investors to
position themselves appropriately and for the depository system to process the

necessary ownership transfers.

The regulation further stipulates that the record date must be a business day, excluding
Saturdays, Sundays, and public holidays declared by the central or state governments.
The determination of beneficial ownership on the record date is crucial as it
establishes the legal entitlement of shareholders to participate in corporate actions.

The depository participants play a vital role in maintaining accurate records and
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ensuring that the beneficial ownership details are properly updated before the record

date.

The processing of corporate actions under Regulation 42 involves coordination
between multiple entities including the issuer company, registrar and transfer agents,
depositories, depository participants, and stock exchanges. Each entity has specific
responsibilities to ensure smooth execution of corporate actions while maintaining the

integrity of the shareholding records and protecting investor interests.

Dividend Distribution Through Depository Mechanism

The depository mechanism has revolutionized dividend distribution in India by
eliminating the need for physical dividend warrants and enabling electronic transfer of
dividend amounts directly to shareholders' bank accounts. The National Securities
Depository Limited (NSDL) and Central Depository Services Limited (CDSL) serve

as the primary depositories facilitating this electronic dividend distribution process.

The dividend distribution process begins when a company declares dividends and
fixes the record date in compliance with Regulation 42. The company provides the
dividend details to the registrar and transfer agent, who then coordinates with the
depositories to obtain the list of eligible shareholders as on the record date. The
depository system automatically identifies beneficial owners holding shares in

dematerialized form and those holding shares in physical form separately.

For shareholders holding dematerialized shares, the dividend distribution is processed
through the Electronic Clearing Service (ECS) or National Electronic Clearing Service
(NECS) mechanism. The company transfers the total dividend amount to the

depository, which then credits individual shareholders' bank accounts based on their
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registered bank account details with their respective depository participants. This
process typically takes place within the statutory timeline of thirty days from the date

of declaration of dividend.

The depository mechanism also incorporates robust reconciliation procedures to
ensure accuracy in dividend distribution. The system maintains detailed audit trails of
all transactions and provides comprehensive reports to companies, enabling them to
track the status of dividend payments and identify any discrepancies or unclaimed
dividends that need to be transferred to the Investor Education and Protection Fund as

per the provisions of the Companies Act, 2013.

Rights Issue and Bonus Share Allotment Procedures

Rights issues represent a fundamental corporate action whereby existing shareholders
are offered additional shares in proportion to their current holdings at a predetermined
price, typically below the prevailing market price. The procedural framework for
rights issues is governed by the Companies Act, 2013, and SEBI regulations, ensuring

fair treatment of all shareholders and maintaining market integrity.

The rights issue process commences with the board of directors' resolution approving
the issuance of rights shares, followed by obtaining shareholders' approval through a
special resolution if required. The company must then file the draft letter of offer with
SEBI and obtain the necessary regulatory approvals before proceeding with the issue.
The determination of the rights ratio and subscription price requires careful

consideration of market conditions and the company's valuation.

The record date for rights entitlement is fixed in accordance with Regulation 42, and

the depository system generates the list of eligible shareholders. Rights entitlements
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are credited to shareholders' demat accounts automatically, and these entitlements can
be traded in the secondary market during the rights trading period, providing

flexibility to shareholders who may not wish to subscribe to the rights shares.

Bonus share allotment procedures involve the issuance of additional shares to existing
shareholders without any consideration, effectively capitalizing reserves and surplus.
The bonus issue process requires board approval and, in certain cases, shareholders'
approval through ordinary resolution. The company must ensure compliance with the
prescribed bonus ratio and maintain adequate reserves for capitalization as mandated

by the Companies Act, 2013.

The depository mechanism facilitates seamless allotment of bonus shares by
automatically crediting the entitled shares to shareholders' demat accounts based on
the bonus ratio and their holdings as on the record date. The system ensures accurate
calculation and distribution while maintaining proper audit trails for regulatory

compliance and investor protection.

Stock Split and Merger/Demerger Processing Protocols

Stock splits involve the division of existing shares into multiple shares of smaller
denomination, thereby increasing the number of shares outstanding while reducing the
face value proportionally. The processing of stock splits requires coordination
between the company, registrar and transfer agents, depositories, and stock exchanges

to ensure seamless transition and maintenance of shareholding records.

The stock split process begins with the board resolution approving the subdivision of
shares, followed by obtaining shareholders' approval if required under the Companies

Act, 2013. The company must fix the record date for determining eligible shareholders
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and coordinate with the depositories for processing the split. The depository system
automatically adjusts the shareholding records by multiplying the number of shares
held by each investor according to the split ratio while adjusting the face value

accordingly.

Merger and demerger processing protocols involve complex procedures due to the
transfer of assets, liabilities, and shareholding from one entity to another. In merger
transactions, the shares of the transferor company are extinguished, and shareholders
receive shares of the transferee company based on the approved share exchange ratio.
The depository system processes these changes by debiting shares of the merged

entity and crediting shares of the surviving entity to shareholders' accounts.

Demerger processing requires the creation of new shareholding records for the
demerged entity while maintaining the existing holdings in the parent company. The
depository mechanism handles this through a systematic process of creating new ISIN
codes for the demerged entity and crediting shares to eligible shareholders based on
the demerger ratio approved by the relevant authorities including the National

Company Law Tribunal and regulatory agencies.

Case Law: Yes Bank Ltd. Corporate Action Processing (2020)
- Regulatory Oversight

The Yes Bank Ltd. case of 2020 presents a significant precedent in corporate action
processing under extraordinary circumstances involving regulatory intervention and

reconstruction schemes. The Reserve Bank of India imposed a moratorium on Yes

Bank in March 2020 due to serious deterioration in its financial position, followed by
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the implementation of a reconstruction scheme that fundamentally altered the bank's

shareholding structure.

The reconstruction scheme involved the dilution of existing shareholders' holdings
and the infusion of capital by State Bank of India and other investors. The processing
of this corporate action required unprecedented coordination between multiple
regulatory authorities including RBI, SEBI, and the depositories to ensure compliance
with legal requirements while protecting stakeholder interests within the constraints of

the reconstruction framework.

The case highlighted the importance of robust depository systems in handling
complex corporate actions under distressed situations. The depositories had to process
the write-down of existing shares and the allotment of new shares to investors
participating in the reconstruction scheme while maintaining accurate records and
ensuring transparency in the process. The regulatory oversight ensured that all

procedural requirements were met despite the exceptional circumstances.

This case established important precedents regarding the role of depositories in
implementing court-approved reconstruction schemes and the importance of
maintaining detailed audit trails during complex corporate actions. The successful
processing of this corporate action demonstrated the resilience and adaptability of the
Indian depository system in handling extraordinary situations while maintaining

investor confidence and market stability.

Electronic Clearing Service and Direct Credit Mandate

Compliance
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Electronic Clearing Service (ECS) and Direct Credit mandates form the backbone of
electronic dividend distribution and other corporate benefit transfers in the Indian
securities market. The ECS system, operated by the Reserve Bank of India and
commercial banks, enables bulk electronic transfer of funds from corporate accounts
to individual beneficiary accounts, eliminating the need for physical instruments and

reducing processing time significantly.

The compliance framework for ECS operations requires companies to maintain proper
authorization from shareholders for electronic credit of dividends and other corporate
benefits. Shareholders must provide their bank account details along with
authorization for electronic credit through their depository participants. The system
incorporates multiple validation checks to ensure accuracy of bank account details and

prevent fraudulent transactions.

Direct Credit mandates provide an enhanced mechanism for dividend distribution by
establishing a direct relationship between the paying company and the beneficiary's
bank account. This system offers greater control and transparency in the payment
process while ensuring compliance with anti-money laundering regulations and Know
Your Customer requirements. The mandate system also facilitates easier tracking and

reconciliation of payments.

The regulatory framework governing ECS and Direct Credit mandates emphasizes the
importance of data security and privacy protection. Companies and their service
providers must implement appropriate safeguards to protect sensitive financial
information and ensure compliance with data protection regulations. Regular audits

and monitoring mechanisms are essential to maintain the integrity of the electronic
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payment system and build investor confidence in the digital infrastructure supporting

corporate actions.
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Chapter 5: Pledge and Hypothecation

Framework

Regulation 58A - Creation and Enforcement of Pledge on

Demat Securities

The Securities and Exchange Board of India (SEBI) introduced Regulation 58A under
the SEBI (Depositories and Participants) Regulations, 1996, to establish a
comprehensive framework for the creation and enforcement of pledge on
dematerialized securities. This regulation represents a paradigm shift in the traditional
approach to securities lending and collateral management, providing a robust legal and

operational infrastructure for pledge transactions in the electronic environment.

Regulation 58A mandates that all pledge transactions on dematerialized securities
must be executed through the electronic systems of registered depositories, namely the
National Securities Depository Limited (NSDL) and the Central Depository Services
Limited (CDSL). The regulation establishes clear procedural requirements for the
creation of pledge, including mandatory consent from the beneficial owner, proper
documentation through prescribed forms, and real-time recording of pledge

transactions in the depository system.

The enforcement mechanism under Regulation 58 A provides adequate protection to
both pledgors and pledgees through a structured invocation process. The regulation
stipulates that pledge invocation can only be initiated through proper legal procedures,

including issuance of appropriate notices and compliance with cooling-off periods.
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This framework ensures that the rights of beneficial owners are protected while
simultaneously providing security to lenders and other pledgees regarding their

collateral interests.

The regulation also incorporates provisions for partial release of pledged securities,
modification of pledge terms, and transfer of pledge from one pledgee to another.
These features provide operational flexibility while maintaining the integrity of the
pledge system. Furthermore, Regulation 58A establishes audit trails and reporting
requirements that enhance transparency and facilitate regulatory oversight of pledge

transactions.

Electronic Pledge System Implementation and Operational

Guidelines

The implementation of the electronic pledge system represents a significant
technological advancement in securities market infrastructure. The system operates
through a sophisticated network connecting depositories, depository participants,
stock exchanges, clearing corporations, and various market intermediaries. This
interconnected architecture ensures seamless processing of pledge transactions while

maintaining high levels of security and data integrity.

The operational guidelines for the electronic pledge system encompass various aspects
including system access protocols, user authentication mechanisms, transaction
processing workflows, and error handling procedures. Market participants are required
to establish appropriate technological infrastructure and implement robust internal

controls to ensure compliance with system requirements. The guidelines also specify
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minimum technical standards for connectivity, data transmission formats, and backup

procedures to ensure system resilience.

The electronic pledge system incorporates real-time processing capabilities, enabling
instantaneous creation, modification, and invocation of pledges. This real-time
functionality is particularly crucial for margin trading and derivatives transactions
where collateral requirements can change rapidly based on market movements. The
system also provides comprehensive reporting features that allow market participants

to monitor their pledge positions and generate necessary regulatory reports.

Operational guidelines further address contingency procedures for system downtime,
data recovery protocols, and alternative processing mechanisms during technical
disruptions. These provisions ensure business continuity and minimize operational
risks associated with system failures. The guidelines also establish clear escalation

procedures for resolving technical issues and disputes arising from system operations.

Margin Pledge for Trading and Lending Against Securities

The margin pledge framework constitutes a critical component of the securities
trading ecosystem, enabling investors to leverage their existing securities holdings for
additional trading capacity or borrowing requirements. Under this framework,
investors can pledge their dematerialized securities as collateral to obtain trading
margins from brokers or loans from lending institutions, thereby enhancing capital

efficiency and market liquidity.

The margin pledge system operates through predefined haircut matrices that determine
the collateral value of different categories of securities. These haircuts are periodically

reviewed and updated based on market volatility, liquidity characteristics, and risk
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assessment parameters. The system automatically calculates available margin based
on the market value of pledged securities, applicable haircuts, and outstanding

obligations, providing real-time visibility of collateral positions to all stakeholders.

For trading purposes, the margin pledge framework integrates seamlessly with the risk
management systems of stock exchanges and clearing corporations. This integration
enables automatic adjustment of margin requirements based on portfolio positions,
market movements, and regulatory changes. The system also incorporates
mark-to-market mechanisms that ensure adequate collateral coverage throughout the
trading session and trigger margin calls when collateral adequacy falls below

prescribed thresholds.

In the context of lending against securities, the margin pledge framework provides a
secure mechanism for financial institutions to extend credit facilities backed by
securities collateral. The electronic pledge system ensures that lenders maintain
perfected security interests in the pledged securities while providing borrowers with
continued beneficial ownership rights, including receipt of dividends and corporate

action entitlements, subject to the terms of the pledge agreement.

Invocation Procedures and Beneficial Owner Protection

Mechanisms

The invocation procedures under the pledge framework are designed to balance the
legitimate rights of pledgees to enforce their security interests against the need to
protect beneficial owners from arbitrary or premature enforcement actions. The
procedures incorporate multiple safeguards including mandatory notice requirements,

cooling-off periods, and opportunities for remedial action by pledgors.
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The invocation process typically commences with the pledgee serving a formal notice
of default to the pledgor, specifying the nature of the default, the amount due, and the
proposed course of action. The beneficial owner is provided with a specified period,
generally ranging from seven to fifteen days depending on the nature of the
underlying obligation, to remedy the default or make alternative arrangements. This
cooling-off period serves as an important protection mechanism, preventing hasty
enforcement actions and providing pledgors with reasonable opportunity to address

defaults.

Upon expiry of the notice period without satisfactory resolution, pledgees may
proceed with invocation through the electronic system by submitting appropriate
invocation requests along with supporting documentation. The depository system
validates the invocation request against the original pledge terms and ensures
compliance with procedural requirements before processing the invocation. Once
invoked, the pledged securities are transferred to the designated account of the

pledgee, subject to any specific instructions regarding disposal or retention.

The framework also incorporates dispute resolution mechanisms that allow beneficial
owners to challenge improper invocations through established grievance procedures.
These mechanisms provide an additional layer of protection against wrongful
enforcement while ensuring that legitimate invocations are not unduly delayed. The
system maintains comprehensive audit trails of all invocation transactions, facilitating

regulatory review and dispute resolution processes.

Case Law: DHFL Pledge Invocation (2019) - Creditor Rights

Protection
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The Dewan Housing Finance Corporation Limited (DHFL) pledge invocation case of
2019 represents a landmark judicial pronouncement that significantly clarified the
rights and obligations of various stakeholders in pledge transactions involving
dematerialized securities. This case arose in the context of DHFL's financial distress
and subsequent resolution proceedings under the Insolvency and Bankruptcy Code,
wherein multiple creditors sought to enforce their security interests in pledged

securities.

The National Company Law Tribunal (NCLT) and subsequently the National
Company Law Appellate Tribunal (NCLAT) examined the interplay between pledge
rights under securities laws and the moratorium provisions under insolvency laws. The
courts established important precedents regarding the priority of secured creditors
holding valid pledges over dematerialized securities and clarified that properly created
and registered pledges under the depository system enjoy protection even during

insolvency proceedings.

The judgment emphasized the importance of compliance with procedural
requirements under Regulation 58A and related depository bylaws for creating
enforceable security interests. The courts noted that electronic pledges created through
the depository system with proper documentation and consent procedures enjoy
greater legal certainty compared to traditional physical pledges or other forms of

security interests that may lack clear registration mechanisms.

The case also addressed practical issues relating to invocation procedures during
corporate insolvency, establishing guidelines for resolution professionals and creditors
regarding the treatment of pledged securities. The courts balanced the need to preserve

the corporate debtor's assets for resolution purposes against the legitimate rights of

© Bhatt & Joshi Associates 2024 41


http://www.bhattandjoshiassociates.com

_ www.bhattandjoshiassociates.com

secured creditors to enforce their collateral interests, providing a framework for

managing such conflicts in future cases.

Integration with Central Registry of Securitisation Asset

Reconstruction and Security Interest (CERSAI)

The integration of the pledge framework with CERSAI represents a significant
enhancement in the transparency and enforceability of security interests over financial
assets. CERSAI, established under the Securitisation and Reconstruction of Financial
Assets and Enforcement of Security Interests Act (SARFAESI), serves as a central
repository for registration of security interests created by companies and limited

liability partnerships in favor of banks and financial institutions.

The integration mechanism requires that pledge transactions involving securities,
where the pledgee is a bank or financial institution covered under CERSAI
regulations, must be registered with CERSAI in addition to being recorded in the
depository system. This dual registration provides enhanced legal protection to lenders
and creates a comprehensive public record of security interests that can be accessed by

other potential lenders, credit rating agencies, and regulatory authorities.

The operational integration involves automated data sharing between depository
systems and CERSAI, reducing compliance burden on market participants while
ensuring accurate and timely registration of security interests. The system generates
unique identification numbers for each registered security interest and provides search
facilities that enable stakeholders to verify the existence and details of security

interests before entering into lending arrangements.
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This integration also facilitates better risk assessment and credit decision-making by
financial institutions, as they can access comprehensive information about existing
security interests and collateral commitments of potential borrowers. The enhanced
transparency resulting from CERSAI integration contributes to overall financial
system stability by reducing information asymmetries and enabling more informed

lending decisions.

The framework also addresses priority issues that may arise when multiple security
interests exist over the same securities, establishing clear rules based on registration
timestamps and the nature of security interests. This clarity helps prevent disputes and
provides certainty to market participants regarding their relative rights and priorities in

enforcement scenarios.
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Chapter 6: Inter-Depository Transfer and

Connectivity

Regulation 76 - Transfer of Securities Between NSDL and
CDSL

The Securities and Exchange Board of India (Depositories and Participants)
Regulations, 2018, under Regulation 76, establishes a comprehensive framework for
the transfer of securities between the National Securities Depository Limited (NSDL)
and Central Depository Services Limited (CDSL). This regulation ensures seamless
interoperability between India's two primary depositories, maintaining market

integrity while facilitating investor convenience.

Regulation 76 mandates that both depositories maintain standardized procedures for
inter-depository transfers, requiring mutual recognition of each other's systems and
processes. The regulation specifies that transfer requests must be initiated through
authorized depository participants who act as intermediaries in the transfer process.
These participants are required to verify the authenticity of transfer instructions and
ensure compliance with all regulatory requirements before processing any

inter-depository movement of securities.

The technical infrastructure supporting inter-depository transfers operates through a
secure electronic messaging system that connects NSDL and CDSL platforms. This
system ensures real-time communication and settlement of transfer instructions while

maintaining comprehensive audit trails for regulatory oversight. The regulation
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requires both depositories to implement robust risk management frameworks to
prevent unauthorized transfers and protect investor interests during the transfer

process.

Under Regulation 76, specific timelines are established for completing
inter-depository transfers, typically requiring completion within T+1 days from the
date of instruction receipt. The regulation also addresses scenarios involving corporate
actions, dividend payments, and other securities-related events that may occur during
the transfer process, ensuring that investor rights are protected throughout the

transition period.

Common Depository Receipt Mechanism for International

Securities

The Common Depository Receipt (CDR) mechanism represents a sophisticated
financial instrument that facilitates international securities trading while maintaining
regulatory compliance across multiple jurisdictions. This system enables foreign
companies to access Indian capital markets through depository receipts backed by
underlying securities held in their home jurisdictions, creating a bridge between

domestic and international investment opportunities.

CDR mechanisms operate through bilateral agreements between Indian depositories
and their international counterparts, establishing standardized procedures for creating,
managing, and redeeming depository receipts. These agreements specify the legal
framework governing cross-border securities transactions, including provisions for
corporate governance, disclosure requirements, and investor protection measures that

align with both domestic and international regulatory standards.
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The operational structure of CDR mechanisms involves multiple layers of custody and
settlement arrangements. International securities are held by qualified custodians in
the issuer's home jurisdiction, while corresponding depository receipts are created and
maintained in Indian depositories. This structure ensures that Indian investors can
trade international securities through familiar domestic market infrastructure while
maintaining the legal and beneficial ownership rights associated with the underlying

foreign securities.

Regulatory oversight of CDR mechanisms involves coordination between the
Securities and Exchange Board of India and relevant international regulatory
authorities. This collaborative approach ensures that all CDR transactions comply
with applicable securities laws in both jurisdictions, maintaining market integrity and

investor confidence in cross-border trading activities.

Application Supported by Blocked Amount (ASBA)

Integration

Application Supported by Blocked Amount (ASBA) represents a revolutionary
mechanism in the Indian securities market that streamlines the Initial Public Offering
(IPO) application process while ensuring efficient fund management for investors.
This system integrates depository services with banking infrastructure to create a

seamless application and allotment process for public issues.

Under the ASBA framework, investors can apply for IPO shares without immediately
transferring funds from their bank accounts. Instead, the required application amount

is blocked in the investor's bank account upon submission of the IPO application. This
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blocking mechanism ensures that funds remain under the investor's control while

guaranteeing availability for share allotment if the application is successful.

The integration of ASBA with depository systems enables real-time coordination
between banks, depositories, and registrars during the IPO process. When investors
submit applications through their depository participants, the system automatically
communicates with designated banks to block the requisite amounts. This integration
eliminates the need for physical cheques or demand drafts, significantly reducing

processing time and operational complexity.

ASBA's technological architecture supports multiple application channels, including
online platforms, mobile applications, and traditional broker networks. The system
maintains comprehensive records of all application transactions, enabling efficient
tracking and reconciliation throughout the IPO lifecycle. This transparency enhances

investor confidence while providing regulators with detailed oversight capabilities.

The refund processing mechanism under ASBA operates through automated systems
that ensure prompt return of blocked amounts for unsuccessful applications. When
share allotment is finalized, the system automatically debits the actual allotment
amount from blocked funds while releasing excess amounts back to investors'

accounts, typically within 24 hours of allotment confirmation.

Electronic IPO Application and Refund Processing

Electronic TPO application systems have transformed the traditional public offering
process by leveraging digital technologies to enhance efficiency, transparency, and

accessibility for retail and institutional investors. These systems integrate with
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existing depository infrastructure to provide end-to-end electronic processing

capabilities for all [PO-related transactions.

The electronic application process begins with investor registration through authorized
platforms that connect to depository systems. Investors can access real-time
information about available IPOs, including pricing details, subscription levels, and
regulatory disclosures. The system validates investor eligibility based on depository

records and applicable regulatory requirements before accepting applications.

Processing infrastructure for electronic IPO applications incorporates advanced data
management systems that handle high-volume transactions during peak subscription
periods. These systems employ load balancing technologies and redundant processing
capabilities to ensure continuous availability throughout the IPO subscription period.
Real-time monitoring systems track application volumes and system performance,

enabling proactive management of technical issues.

Refund processing mechanisms operate through integrated banking networks that
facilitate direct credit of refund amounts to investor accounts. The system
automatically calculates refund amounts based on final allotment decisions and
initiates electronic fund transfers within prescribed timelines. This automation
eliminates manual intervention in refund processing, reducing errors and ensuring

timely completion of [PO cycles.

Case Law: Coal India Ltd. IPO - Depository Coordination
Efficiency

The Coal India Limited Initial Public Offering of 2010 stands as a landmark case

demonstrating the critical importance of effective depository coordination in
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managing large-scale public offerings. As India's largest [PO at the time, the Coal
India offering tested the capabilities of the country's depository infrastructure and

established important precedents for future large-scale issues.

The Coal India IPO attracted applications worth approximately 2.3 lakh crores
against an issue size of 15,200 crores, representing an oversubscription of more than
15 times. This unprecedented demand placed enormous stress on existing systems and
highlighted the need for robust coordination between NSDL, CDSL, and associated

market infrastructure institutions.

Coordination challenges emerged primarily in the areas of application processing,
fund blocking, and allotment procedures. The sheer volume of applications required
enhanced processing capabilities and extended operational hours for all participating
institutions. Depositories implemented special protocols to ensure seamless data flow
between different system components while maintaining accuracy in record-keeping

and transaction processing.

The successful completion of the Coal India IPO led to significant improvements in
depository coordination protocols. Post-issue analysis revealed areas for enhancement
in system capacity, communication procedures, and contingency planning. These
insights informed subsequent regulatory amendments and infrastructure upgrades that

strengthened the overall efficiency of India's depository system.

Cross-Border Depository Linkages and Foreign Investment

Facilitation

Cross-border depository linkages represent sophisticated arrangements that enable

seamless trading and settlement of international securities while maintaining
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compliance with diverse regulatory frameworks. These linkages facilitate foreign
investment flows by creating standardized procedures for cross-border securities

transactions and custody arrangements.

The establishment of cross-border linkages requires comprehensive legal and
operational agreements between participating depositories. These agreements address
critical issues including legal title recognition, settlement procedures, corporate action
processing, and dispute resolution mechanisms. Regulatory authorities in participating
jurisdictions must approve these arrangements to ensure compliance with applicable

securities laws and foreign investment regulations.

Operational infrastructure supporting cross-border linkages incorporates advanced
technology platforms that enable real-time communication and settlement between
different depository systems. These platforms must accommodate varying time zones,
currencies, and regulatory requirements while maintaining security and reliability

standards appropriate for institutional-grade financial transactions.

Foreign investment facilitation through depository linkages extends beyond simple
trading mechanisms to encompass comprehensive custody and administration
services. International investors benefit from streamlined onboarding procedures,
centralized reporting capabilities, and integrated tax compliance services that simplify
participation in domestic securities markets. These enhanced services attract foreign

capital while ensuring regulatory compliance and market integrity.

© Bhatt & Joshi Associates 2024 50


http://www.bhattandjoshiassociates.com

_ www.bhattandjoshiassociates.com

Bibliography

Primary Legal Sources

1. The Depositories Act, 1996 (Act No. 22 of 1996)

Securities and Exchange Board of India Act, 1992 (Act No. 15 of 1992)
Securities Contracts (Regulation) Act, 1956 (Act No. 42 of 1956)
Companies Act, 2013 (Act No. 18 of 2013)

Companies Act, 1956 (Act No. 1 of 1956)

A

SEBI Regulations and Rules

6. SEBI (Depositories and Participants) Regulations, 1996

7. Securities and Exchange Board of India (Depositories and Participants)
Regulations, 2018

8. SEBI (Listing Obligations and Disclosure Requirements) Regulations, 2015

9. SEBI (Issue of Capital and Disclosure Requirements) Regulations, 2018

10. SEBI (Prohibition of Fraudulent and Unfair Trade Practices) Regulations, 2003

Government Notifications and Circulars

11. Ministry of Finance Notification dated August 20, 1996 regarding Depositories
Act

12.SEBI Circular SEBI/CFD/DIL/DP/07/2005/25/04 on Depository Operations

13. SEBI Master Circular for Depositories and Depository Participants dated April
1,2024

© Bhatt & Joshi Associates 2024 51


http://www.bhattandjoshiassociates.com

_ www.bhattandjoshiassociates.com

14. Reserve Bank of India Circular on Foreign Investment in Depositories

15. Ministry of Corporate Affairs Notifications on Dematerialization

Case Law and Judicial Decisions

16.Religare Enterprises Ltd. v. SEBI, Securities Appellate Tribunal (2015)

17.NSDL v. Central Information Commission, Delhi High Court (2019)

18. Harshad Mehta v. Union of India, Supreme Court of India (1998)

19. SEBI v. Sahara India Real Estate Corporation Ltd., Supreme Court of India
(2012)

20.IL&FS Transportation Networks Ltd. v. SEBI, Securities Appellate Tribunal
(2018)

Official Publications and Reports

21. Securities and Exchange Board of India Annual Report 2023-24

22.National Securities Depository Limited Annual Report 2023-24

23. Central Depository Services Limited Annual Report 2023-24

24. Committee on Capital Market Reforms Report (Malegam Committee), SEBI
(2010)

25.High Level Committee on Capital Markets Report (Usha Thorat Committee),
2019

Academic Books and Treatises

26. Somasekhar Sundaresan, Guide to the SEBI Act and Rules & Regulations, 4th

Edition, LexisNexis

© Bhatt & Joshi Associates 2024 52


http://www.bhattandjoshiassociates.com

_ www.bhattandjoshiassociates.com

27.V.K. Singhania, Securities Laws and Capital Markets in India, Taxmann
Publications

28. Prithvi Haldea, Capital Issues and SEBI Guidelines, PHI Learning

29.M.Y. Khan, Indian Financial System, McGraw Hill Education

30.S.S. Gulshan and G.K. Kapoor, Business Law, New Age International

Journal Articles and Research Papers

31.Bhole, L.M. (2004). "Financial Institutions and Markets: Structure, Growth and
Innovations", Tata McGraw Hill

32. Thomas, Susan (2005). "How the Financial Sector in India was Reformed",
Economic and Political Weekly

33. Shah, Ajay and Thomas, Susan (2000). "David and Goliath: Displacing a
Primary Market", Global Financial Markets

34. Varma, Jayanth R. (2005). "Market Microstructure of Indian Stock Markets",
IGIDR Working Paper

35. Patnaik, Ila and Shah, Ajay (2010). "Why India Choked When Lehman Broke",
NIPFP Working Paper

International and Comparative Sources

36. Group of Thirty (1989). "Clearance and Settlement Systems in the World's
Securities Markets"

37.International Organization of Securities Commissions (IOSCO), "Objectives
and Principles of Securities Regulation"

38.Bank for International Settlements, "Recommendations for Securities

Settlement Systems"

© Bhatt & Joshi Associates 2024 53


http://www.bhattandjoshiassociates.com

_ www.bhattandjoshiassociates.com

39. Committee on Payment and Settlement Systems, "Delivery versus Payment in
Securities Settlement Systems"
40. European Central Securities Depositories Association, "Standards for

Securities Clearing and Settlement in the European Union"

Online Resources and Databases

41.Securities and Exchange Board of India Official Website (www.sebi.gov.in)

42.National Securities Depository Limited Official Website (www.nsdl.co.in)

43. Central Depository Services Limited Official Website (www.cdslindia.com)
44, Ministry of Corporate Affairs Official Website (www.mca.gov.in)

45.India Code - Legislative Department Official Database (www.indiacode.nic.in)

© Bhatt & Joshi Associates 2024 54


http://www.bhattandjoshiassociates.com
http://www.sebi.gov.in
http://www.nsdl.co.in
http://www.cdslindia.com
http://www.mca.gov.in
http://www.indiacode.nic.in

OUR TEAM

Adv. Aaditya D. Bhatt Adv. Chandni Joshi
Co-Founder Co-Founder

<

Adv. Sneh R. Purohit Adv. Arjun S. Rathod
Senior Associate Senior Associate

Adv. Dhruvil V. Kanabar Adv. Vishal D. Davda
Associate Associate

Adv. Harshika Mehta Adv. Pra|:;ti B. Bhatt
Associate Associate



B&J ‘ BHATT & JOSHI

ASSOCIATES

Adv. Aaditya Bhatt

Co-Founder, Bhatt & Joshi Associates
Advocate Aaditya Bhatt, co-founder of Bhatt
& Joshi Associates, is a distinguished legal
professional with a remarkable career.
Renowned for his unwavering ethics and
innovative problem-solving, he excels in
various legal disciplines. Bhatt's leadership
and analytical prowess make him an
invaluable asset to the firm and legal

—— e ... Tl

COoimnimuiidy.

Adv. Chandni Joshi

Co-Founder, Bhatt & Joshi Associates
Advocate Chandni Joshi, co-founder of Bhatt
& Joshi Associates, is a prominent legal
expert with extensive knowledge across
multiple disciplines. Her commitment to
professional ethics and innovative solutions
sets her apart. Joshi's exceptional
interpersonal skills and sharp analytical
mind make her an indispensable leader in

both the firm and the wider legal sphere.

Office No. 311, Grace Business Park B/h. Kargil
Petrol Pump, Epic Hospital Road, Sangeet
Cross Road, behind Kargil Petrol Pump, Sola,
Sagar, Ahmedabad, Gujarat 380060

www.bhattandjoshiassociates.com

BHATT AND JOSHI ASSOCIATES



	 
	Preface 
	Chapter 1: Dematerialization Revolution and Legal Framework 
	The Depositories Act, 1996: Statutory Foundation for Dematerialized Securities 
	Section 11(1) of SEBI Act, 1992: Regulatory Oversight Authority 
	National Securities Depository Limited and Central Depository Services Limited Establishment 
	Integration with Securities Contracts Regulation Act, 1956 
	Case Law: Religare Enterprises Ltd. v. SEBI (2015) - Depository Participant Obligations 
	Constitutional Validity under Article 19(1)(g) and Investor Protection 

	Chapter 2: Depository Structure and Participant Framework 
	Application for Recognition as Depository 
	Three-Tier Structure Framework 
	Depository Level 
	Participant Level 
	Beneficial Owner Level 

	Depository Participant Registration and Eligibility Criteria 
	Professional Indemnity Insurance Requirements 
	Landmark Case Law: Karvy Stock Broking Ltd. v. SEBI 

	Chapter 3: Account Opening and KYC Compliance 
	Regulation 13 - Beneficial Owner Account Opening Procedures 
	Know Your Customer (KYC) Norms and Documentation Requirements 
	Central KYC Records Registry (CKYCR) Integration Mandate 
	Power of Attorney and Standing Instructions Framework 
	Case Law: SEBI v. Sharepro Services (2018) - KYC Violation Penalties 
	Prevention of Money Laundering Act (PMLA) Compliance Integration 

	Chapter 4: Corporate Actions and Dividend Distribution 
	Regulation 42 - Record Date and Corporate Action Processing 
	Dividend Distribution Through Depository Mechanism 
	Rights Issue and Bonus Share Allotment Procedures 
	Stock Split and Merger/Demerger Processing Protocols 
	Case Law: Yes Bank Ltd. Corporate Action Processing (2020) - Regulatory Oversight 
	Electronic Clearing Service and Direct Credit Mandate Compliance 

	Chapter 5: Pledge and Hypothecation Framework 
	Regulation 58A - Creation and Enforcement of Pledge on Demat Securities 
	Electronic Pledge System Implementation and Operational Guidelines 
	Margin Pledge for Trading and Lending Against Securities 
	Invocation Procedures and Beneficial Owner Protection Mechanisms 
	Case Law: DHFL Pledge Invocation (2019) - Creditor Rights Protection 
	Integration with Central Registry of Securitisation Asset Reconstruction and Security Interest (CERSAI) 

	Chapter 6: Inter-Depository Transfer and Connectivity 
	Regulation 76 - Transfer of Securities Between NSDL and CDSL 
	Common Depository Receipt Mechanism for International Securities 
	Application Supported by Blocked Amount (ASBA) Integration 
	Electronic IPO Application and Refund Processing 
	Case Law: Coal India Ltd. IPO - Depository Coordination Efficiency 
	Cross-Border Depository Linkages and Foreign Investment Facilitation 

	Bibliography 
	Primary Legal Sources 
	SEBI Regulations and Rules 
	Government Notifications and Circulars 
	Case Law and Judicial Decisions 
	Official Publications and Reports 
	Academic Books and Treatises 
	Journal Articles and Research Papers 
	International and Comparative Sources 
	Online Resources and Databases 




