
CHAPTER 4
THE SECURITIES CONTRACTS (REGULATION) ACT, 1956

Question 1
(a) (i) Delhi Stock Exchange wants to establish additional Trading Floor. Explain briefly

the meaning of and procedure for establishing additional Trading Floor.
(ii) Complaints of unethical practices have been received against members of the

Governing Body of a Recognized Stock Exchange.  Examine whether the
Government has any power to take action against the Governing Body of the said
exchange.

(b) The application filed by M/s XYZ Ltd. for the listing of its securities has been Rejected by
the Mumbai Stock Exchange.  Advise the company regarding the steps it can take
against the rejection.  (November, 2002)

Answer
(a) (i) According to Section 13 A of  Securities Contracts (Regulation) Act 1956, a Stock

Exchange may establish additional trading  floor with the prior approval of the
Securities Exchange Board of India in accordance with the terms and conditions
stipulated by the said Board.
For the purpose of this section 'Additional Trading Floor' means a trading ring or
trading facility offered by a recognized stock exchange outside its area of operation
to enable the investor to buy and sell securities through such trading floor under the
regulatory frame work of that Stock Exchange.

(ii) Section 11, of the Securities Contracts (Regulation) Act, 1956 deals with the powers
of the Central Government to supersede the Governing body of a recognized Stock
Exchange. The Central Government may serve on a governing body a written notice
specifying the reasons and after giving an opportunity to the governing body to be
heard, may, by notification in the Official Gazette, declare the governing body as
superseded. The Central Government after superseding the governing body may
appoint any person or persons to exercise and perform all the powers and duties of
governing body. It may also appoint one of such nominees as Chairman.

(b) Yes XYZ Ltd. can appeal against refusal of stock exchange to list the securities. Section
22 of Securities Contracts (Regulation) Act 1956 deals with this. According to section:
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where a recognized stock exchange refuses listing to a  company, it has to furnish
reasons for refusal to the company. Section 73(1) of the Companies Act, 1956 specifies
the time period within which stock exchange has to grant listing permission. If exchange
fails to do so within the time limit or refuses to list, the company may with in 15 days
make an appeal to the Central Government. The Central Government may after hearing
the Stock Exchange vary or set aside the decision of the Stock Exchange, or grant
permission for listing.
However, no appeal under this section shall be allowed after the commencement of
Securities Laws (Second Amendment) Act 1999 since appeal before Securities Appellate
Tribunal is permitted under Section 22A.
Where a Stock Exchange refuses listing or is unable to grant listing within time frame
prescribed, company is entitled to appeal to Securities Appellate Tribunal (SAT).  SAT
may, after hearing the exchange vary or set aside exchange's order or grant or refuse.
(Section 22A).

Question 2
(a) M/s AB & Company, a member of a recognised stock exchange propose to buy and sell

shares of a particular company on behalf of investors as well as on their own account.
They seek your advice as to restrictions, if any, under Securities Contracts (Regulation)
Act, 1956 for dealing in securities on their own account. Advise.

(b) Rampur Stock Exchange wants to get itself recognize.   Explain':
(i) Who enjoys the power to recognize stock exchange?
(ii) What information will have to be provided with the application for recognition?

 (May, 2003)

Answer
(a) Members not to act as principals in certain circumstances:

Members of stock exchange normally carry out transactions on behalf of investors and
hence principal agent relationship exists. A Member can enter into transaction as
principal with another member of the Exchange only.  If he desires to enter into contract
as principal with a non-member, then he has to get written consent from such person to
act as principal.  Contract note should indicate that he is acting as principal [Section 15,
Securities Contract (Regulation) Act, 1956].
Where the member has secured the consent of such person other wise than on writing he
shall secure written confirmation by such person or such consent within three days from
the date of the contract [Proviso to Section 15].
Spot delivery contracts are outside the preview of section 15 (Section 18).
A & Co, stock broker must bear in mind the above restrictions while entering into any
transaction as principal with a non member.
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(b) (i) Power to recognize Stock Exchange vests with Central Government.  However,
Central Government has delegated the powers to SEBI vide its notification
No.F.No.1/57/SE/93 dated 13.9.94. (Section 3 of Securities Contracts (Regulation)
Act, 1956).

(ii) Application for recognition must be accompanied with Bye-Laws, Rules, Regulations
which must contain specific details on:
1. Constitution, powers of management and manner of transacting business by

the Governing Body of the Stock Exchange.
2. Powers and duties of the offer bearers of Stock Exchange.
3. Various classes of Members, qualification of membership and the exclusion,

suspension, expulsion and re-admission of members.
4. The procedure for registration of Partnerships as members to stock exchange

and rules of nomination of anthorised representatives.
Membership provisions, composition of Board Powers of Governing Board are
defined in the Articles of the Exchange. Rules governing Listing Trading and
Settlement, Penalties and Prohibitions, Disciplinary Actions and Defaults are
defined in Bye-Laws of the Exchange.

Question 3
(a) Mr. Patel has transferred his shares of a listed company registered in his name to Mr.

Mehta.  Mr. Mehta has failed to get the shares registered in his name before the
company declared and paid the dividend on the shares.  Examine with reference to the
provisions of Securities Contracts (Regulation) Act, 1956 whether Mr. Patel is entitled to
retain the dividend even though he has transferred the shares before declaration of
dividend.

(b) SEBI is of the opinion that in the interest of investors it is desirable to amend the rules of
XYZ Stock Exchange prohibiting the appointment of the broker-member as President of
the stock exchange.  Explain with reference to the provisions of the Securities Contracts
(Regulation) Act, 1956 whether it is possible for SEBI to amend the rules of the Stock
Exchange, if the rules are not amended by the stock exchange.  (November, 2003)

Answer
(a) Title to dividends: Section 27(1) of Securities Contracts (Regulation) Act, 1956 provides

that a holder of security can legally receive and retain any dividend declared by the
company even if he has transferred the security for valuable consideration. However, he
(i.e. holder of security who is a transferor) cannot receive or retain the dividend if the
transfer deed with all other documents required for transfer are lodged with the company
within 15 days of the date on which the dividend became due.
The period of 15 days shall be extended as follows: - (1) In case of death of the
transferee by the actual period taken by his legal representative to establish his claim to
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the dividend.  (2) In case of loss of the transfer deed by theft or any other cause beyond
the control of the transferee, by the actual period taken for the replacement thereof and
(3) In case of delay in the lodging of any security and other documents relating to the
transfer due to causes connected with the post, by the actual period of delay
(Explanation to Section 27(1) of SCRA).
In view of the above, Mr. Patel is entitled to retain the dividend received by him if the
transferee, Mr. Mehta has not lodged the transfer deed with the company within 15 days
of the date on which the dividend became due or the extended period as per explanation
to Section 27(1).
However, Section 27(1) will not affect the right of the transferee to enforce his rights, if
any against the transferor or any other person, if the company refuses to register the
transfer of security in the name of the transferee.

(b) Power of Central Government/SEBI to direct rules to be made or to make rules:
Central Government is empowered under Section 8 of the Securities Contracts
(Regulation) Act, 1956 to issue written order directing all or any of the recognized stock
exchanges to make any rules or to amend any rules already made within 2 months from
the date of the order in respect of matters specified in Section 3(2).  One of the matters
specified in Section 3(2) is the governing body of stock exchange, its constitution and
powers of management and the manner in which its business is to be transacted.  Hence,
the Central Government is empowered to direct the Stock Exchange in respect of
prohibition of broker-member being appointed as president of the stock exchange.
According to the notification issued by the Central Government under Section 29A, this
power is also exercisable by SEBI.
If any recognized stock exchange fails or neglects to comply with any order made by
SEBI within 2 months, SEBI may itself make the rules made, either in the form prepared
in the order or with such modifications thereof as may be agreed to between the stock
exchange and SEBI.  The amended rules should be published in the Gazette of India and
also in the Official Gazette of the State in which the principal office of the recognized
stock exchange is situate.  After such publication, the rules will be valid, as if they had
been made or amended by the stock exchange itself.
Hence SEBI can issue directions to the recognized stock exchange to amend the rules
and if the said stock exchange does not take steps for amending the rules, SEBI may
amend the rules on its own by following the procedure laid down in Section 8.

Question 4
(a) Securities and Exchange Board of India received serious complaints against the Affairs

of a Member of a Stock Exchange.  Explain the powers of SEBI under Securities
Contracts (Regulation) Act, 1956 to make enquiries and to take action, if necessary,
against the member of a Stock Exchange.

(b) The governing body of City Stock Exchange Association Ltd. is desirous of putting
various restrictions on voting rights of its members to be exercised in a meeting and on
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their right to appoint a proxy.  You are required to state whether the same is permissible.
Also state the role of Central Government in this respect.  (May, 2004)

Answer
(a) Disciplinary action against members of Stock Exchange: SEBI can exercise the

following powers under Securities Contracts (Regulation) Act, 1956 on receipt of serious
complaints against the affairs of a member of a stock exchange.
(i) SEBI may, if it is satisfied that it is in the interest of the trade or in the public

interest, by order in writing call upon the member of the stock exchange to furnish in
writing information or explanation in respect of the matter under inquiry [Section
6(3)(a)].

(ii) SEBI instead of calling for information, may either appoint one or more persons to
make an enquiry or direct the governing body of stock exchange to make inquiry
and submit its report to SEBI [Section 6(3)(b)].

In case of adverse fundings, SEBI can direct stock exchange to take disciplinary action
against the member such as fine, expulsion from membership, suspension from
membership for a specified period and any other penalty of a like nature not involving the
payment of money.  Bye-laws of the stock exchange usually provide for such punishment
[Section 9(3)(b)].  Stock exchange is under obligation to take the action as directed.

(b) As per Section 7A(1) of the Securities Contracts (Regulation) Act, 1956 a recognized
stock exchange may make rules or amend any rules made by it in respect of voting rights
of its members and also on appointment of proxy.  The restrictions can be put in respect
of the following matters:
(a) The restriction of voting rights to the members only in respect of any matter placed

before the stock exchange at any meeting.
(b) The regulation of any voting rights in respect of any matter placed before the stock

exchange at any meeting so that each member may be entitled to have one vote
only, irrespective of his share of the paid up equity capital of the stock exchange.

(c) The restriction on the right of a member to appoint another person as his proxy to
attend and vote at a meeting of the stock exchange.

(d) Such incidental, consequential and supplementary matters as may be necessary to
give effect to the matters as stated in (a), (b) and /or (c) above.

As per section 7(A)(2) of the said Act, the role of the Central Government in respect of
the restriction placed by the stock exchange as stated above is as follows:
(i) Approval of the proposed changes by the stock exchange.
(ii) Publishing the same in the Official Gazette.
(iii) To make such modification in the proposed changes as it deems fit.
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Question 5
The Rural Electrification Corporation, New Delhi issued 6 years bonds to public directly and
not through any Stock Exchange.  Whether the Rural Electrification Corporation can do so?  Is
it not a violation of Securities Contracts (Regulation) Act, 1956?  (November, 2004)

Answer
In order to prevent undesirable transactions in securities and to promote healthy stock market,
the Securities Contract (Regulation) Act, 1956 was enacted.  Stock Exchanges are recognized
under the Act. Section 73 of the Companies Act, 1956 lays down that offer of shares or
debentures to public for subscription shall be only after the permission of the Stock Exchange.
Section 28 of the Securities Contract (Regulation) Act, 1956 says that the provisions of the Act
shall not apply to the Government, the Reserve Bank of India, any local authority or any
corporation set-up by a special law or any person who has effected any transaction with or
through the agency of any such authority as stated above. The Rural Electrification
Corporation is a corporation established under a special statute enacted by the Parliament.
Therefore, the Corporation need not require permission of any Stock Exchange.  It is
exempted.  There is no violation of the provisions of the Act of 1956 because according to
section 28 provisions are not applicable to this corporation.

Question 6
Working of City Stock Exchange Association Ltd., is not being carried on by its Governing
Board in public interest.  On receipt of representations from various Investors and Investors’
Association, the Central Government is thinking to withdraw the recognition granted to the
said Stock Exchange.  You are required to state the circumstances and procedure for
withdrawal of such recognition as per the provisions of Securities Contracts (Regulation) Act,
1956 in this regard.  Also state the effect of such withdrawal on the contracts outstanding on
the date of withdrawal.    (May 2005)

Answer
Section 5 of the Securities Contracts (Regulation) Act, 1956 empowers the Central
government to withdraw the recognition granted to a Stock Exchange. The circumstances and
procedure to be followed for withdrawal of such recognition is stated below:
(i) If, considering the interest of the trade or the public interest, the Central Government is of

the opinion that the recognition granted to a stock exchange should be withdrawn, the
Central Government shall serve a written notice of the governing body of the stock
exchange.

(ii) The said notice shall specify the reasons for the proposed withdrawal of the recognition.
(iii) The governing body of the stock exchange shall be afforded an opportunity of being

heard by the Central Government.
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(iv) Even after hearing the governing body, the Central Government is satisfied that the
recognition granted to the stock exchange should be withdrawn, the Central Government
may, by way of a notification in the Official Gazette, withdraw the recognition granted to
the stock exchange.

The proviso to the said section 5 states that no such withdrawal shall affect the validity of any
contract entered into or made prior to the date of notification withdrawing the recognition and
the Central Government may, after consultation with the stock exchange, make such provision
as it deems fit in the notification of withdrawal or in any subsequent notification for the due
performance of any contracts outstanding on that date.

Question 7
Delhi Stock Exchange has refused to grant listing of the shares of ABC Limited but the
Exchange has not disclosed any reason therefore. The company wants to challenge the
decision of the Stock Exchange in the Civil Court.
Advise the company pursuant to relevant provisions of the Securities Contracts (Regulation)
Act, 1956.  (May 2005)

Answer
Under section 22A of the Securities Contracts (Regulation) Act, 1956 where a recognised
Stock Exchange refuses to list the securities of any public company, the company shall be
entitled to be furnished with reasons for such refusal.  If aggrieved, the company may appeal
to the Securities Appellate Tribunal:
(i) within 15 days from the date on which the reasons for such refusal are furnished to it, or
(ii) where the Stock Exchange has omitted or failed to dispose of within the time specified in

section 73(1A) of the Companies Act, 1956 (i.e., before the expiry of ten weeks from the
date of closing of the subscription list as per prospectus) within 15 days from the expiry
of the specified time or within such further period not exceeding one month as Securities
Appellate Tribunal may allow.

In terms of section 22E of the Act, Civil Court has no jurisdiction to entertain any suit in
respect of this matter.
The company may be advised accordingly.

Question 8
Describe the provisions of the Securities Contracts (Regulation) Act, 1956 regarding the
powers of the Central Government to supersede the Governing Body of a recognized Stock
Exchange and the consequences of such supersession.    (November 2005)

Answer
According to the provisions of section 11 of the Securities Contracts (Regulation) Act, 1956,
where the Central Government is of opinion that the governing body of any recognized stock
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exchange should be superseded, then notwithstanding any thing contained in any other law
for the time being in force, the Central Government may serve on the governing body a written
notice that the Central Government is considering the supersession of the governing body for
the reasons specified in the notice.  After giving an opportunity to the governing body of such
Stock Exchange to be heard in the matter, the Central Government may, by notification in the
Official Gazette, declare the governing body of such Stock Exchange to be superseded.
The Central Government may appoint any person or persons to exercise and perform all the
powers and duties of the governing body.  If more than one person is so appointed, one of
them may be the Chairman and another as the Vice-Chairman.  Such person or persons shall
hold office for such period as may be specified in the Notification and the Central Government
may vary such period by way of another Notification.
On the publication of the notification in the Official Gazette, following are the consequences:
(i) The members of the governing body of such Stock Exchange ceases to hold office as

such members on and from the date of notification.
(ii) The person or persons appointed by the Central Government may exercise and perform

all the powers and duties of the governing body which has been so superseded.
(iii) The property of the Stock Exchange as deemed necessary and so specified in writing by

such person or persons to carry on the business of the Stock Exchange shall vest in such
person or persons.

Question 9
(i) Delhi Stock Exchange wants to establish additional trading floor.  Advise.
(ii) Complaints of unethical practices have been received against members of a recognized

Stock Exchange by the Government.  Examine whether the government has any power
to suspend the business of such a recognized Stock Exchange. (November 2005)

Answer
(i) According to Section 13A of Securities Contracts (Regulation) Act, 1956, a Stock

Exchange may establish additional trading floor with the prior approval of the Securities
Exchange Board of India with the terms and conditions stipulated by the said Board.
‘Additional Trading Floor’ means a trading facility offered by a recognized stock
exchange outside its area of operation to enable the investors to buy and sell securities
through such trading floor under the regulatory frame work of that Stock-Exchange.

(ii) Section 12 of the Securities Contracts (Regulation) Act, 1956 deals with the powers of
the Central Government to suspend business of recognized Stock Exchange.  Central
Government, if it deems fit, is vested with power to suspend business for a period not
exceeding 7 days by notification in Gazette. Central Government also have power to
extend this period by a like notification.  However, such power can be exercised by the
Central Government, if it is of opinion that an emergency has arisen and it is expedient
so to do.
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Question 10
On 31st March, 2006 D holds certain securities issued under ‘Collective Investment Scheme.’
His name appears in the books of the scheme. He has transferred these securities to another
person for a consideration.  The transferee lodged the instrument of transfer with the
authorities one month after the date on which the income on these securities became due.
Examining the provisions of the Securities Contracts (Regulation) Act, 1956 state:
(i) Whether D is entitled to receive and retain the income on these securities for the

financial year ended 31st March, 2006 in the given case?
(ii) Would your answer be still the same in case the transferee lodged the instrument of

transfer with the authorities 14 days after the date on which the income on these
securities became due? (May 2006)

Answer
Transfer of securities under Collective Investment Scheme under the Securities
Contracts (Regulation) Act, 1956 (Section 27A)
Problem as asked in the question is based on the provisions of Section 27A of the Securities
Contracts (Regulation) Act, 1956, wherein it shall be lawful for the holder of any securities,
being units or the other instruments issued by collective investment scheme, whose name
appears on the books of the scheme, issuing the said security to receive and retain any
income in respect of units issued by the scheme in respect thereof for any year,
notwithstanding that the said security, being units issued by the scheme, has already been
transferred by him for consideration, unless the transferee who claims the income in respect of
units issued by the scheme from the transferor has lodged the security and all other
documents relating to the transfer which may be required by the scheme with the scheme for
being registered in his name within 15 days of the date on which the income in respect of units
or other instruments issued under the scheme became due.  The period of 15 days can be
extended in certain contingencies as stated in Explanation  to Section 27A (1).
Applying the above provisions in the given case:
(i) the holder of securities (i.e. D, the transferor) has right to receive or retain the income on

these securities for the financial year ended 31st March, 2006, since the instrument for
transfer was lodged one month after the date on which the income became due.

(ii) The answer in the second case would differ. The holder (i.e. D, the transferor) cannot
receive and retain the income since the instruments for transfer was lodged with the
company within the statutory period of 15 days by the transferee.

Question 11
The Executive Committee of a recognized Stock Exchange desires to transfer certain duties
and functions of a clearing house to a recently set up Clearing Corporation, incorporated as a
company under the Companies Act, 1956.  Examining the provisions of the Securities
Contracts (Regulation) Act, 1956:
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(i) State the purpose for which such transfer of duties and functions can be made to
Clearing Corporation.

(ii) What is the procedure to be adopted for such transfer of duties and functions?
(May 2006)

Answer
Transfer of certain duties and functions of a clearing house by a stock exchange to
clearing corporation under the Securities Contracts (Regulation) Act, 1956
(Section 8A)
Purposes:
A recognized stock exchange may, with the prior approval of the Securities and Exchange
Board of India, transfer the duties and functions of a clearing house to a clearing corporation,
being a company incorporated under the Companies Act, 1956 for the purpose of:
(i) the periodical settlement of contracts and differences thereunder,
(ii) the delivery of, and payments for, securities;
(iii) any other matter incidental to, or connected with, such transfer.
Procedure:
1. Every clearing corporation shall for the purpose of transfer of the duties and functions of

a clearing house to clearing corporation make bye-laws and submit the same to the SEBI
for approval.

2. The SEBI may, on being satisfied that it is in the interest of the trade and also in the
public interest to transfer the duties and functions of a clearing house to a clearing
corporation, grant approval to the bye-laws submitted to it under sub-section (2) and
approve transfer of the duties and functions of a clearing house to a clearing corporation.

3. The provisions of Sections 4 to 12 shall, as far as may be, apply to a clearing corporation
as they apply in relation to a recognized stock exchange.

Question 12
The shares of MLM Ltd. were listed in Cochin Stock Exchange.  The stock exchange delists
the shares of the company.  The aggrieved company approaches you to know the remedy
available to the company.  Give your suggestion to the company keeping in view the provision
of the Securities Contracts (Regulation) Act, 1956.         ( November 2006)

Answer
Section 21A of Securities Contracts (Regulation) Act, 1956 contains the provision relating to
delisting of securities.  As per this section
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(1) A recognized Stock Exchange may delist the securities after recording reasons therefor
from any recognized stock exchange on any ground or grounds as may be prescribed
under this Act.

(2) The Securities of a company shall not be delisted unless the company concerned has
been given a reasonable opportunity of being heard.

(3) A listed company may file an appeal before the Securities Appellate Tribunal (SAT)
against the decision of the recognized stock exchange delisting the securities within
fifteen days from the date of the decision of recognized stock exchange delisting the
securities.

(4) Securities Appellate Tribunal may, if it is satisfied that the company was prevented by
sufficient cause from filing the appeal within the said period, allow it to be filed within a
further period of not exceeding one month.

So here, the company may make an appeal to the Securities Appellate Tribunal against the
delisting within fifteen days or such extended period not exceeding one month after showing
sufficient cause of not filing within fifteen days.

Question 13
Explain the powers, which can be exercised by the Securities and Exchange Board of India
under the Securities Contracts (Regulation) Act, 1956, while approving the schemes for
corporatisation and demutualization submitted by recognized stock exchanges, so that there is
segregation of ownership and management from the trading rights of members of such stock
exchanges. (November 2006)

Answer
Corporatisation and Demutalisation – Power of SEBI under SCRA, 1956
SEBI has been empowered under sub-section (2) of Section 4B of Securities Contracts
(Regulation) Act, 1956 to approve the scheme of corporatisation and demutalisation with or
without modification.  SEBI can reject the proposed scheme if it is satisfied that it would not be
in the interest of the trade and also in the public interest to approve the scheme.  Besides
these general powers, SEBI has got certain specific powers under Section 4B(6).  SEBI,
while approving the scheme, may, by an order in writing restrict
(a) the voting rights of the shareholders who are also stock-brokers of the recognized stock

exchange.
(b) the right of shareholders in a stockbroker of the recognized stock exchange to appoint

the representatives on the governing board of the stock exchange.
(c) the maximum number of representatives of the stock-broker of the recognized stock

exchange to be appointed on the governing board of the stock exchange shall not exceed
one-forth of the total strength of the governing body.

On receipt of approval of scheme, stock exchange will issue shares to public within 12 months
so that at least 51% equity shares are with public other than shareholders having trading
rights.  SEBI can extend the period upto another 12 months [Section 4B(8)].



Corporate Laws and Secretarial Practice

272

Question 14

Describe the provisions of the Securities Contracts (Regulation) Act, 1956 regarding the
powers of the Central Government to supersede the Governing Body of a recognized Stock
Exchange and the consequences of such supersession. (May 2007)

Answer
In accordance with the provisions of Section 11 of the Securities Contracts (Regulation) Act,
1956, where the Central Government is of opinion that the governing body of any recognized
stock exchange should be superseded, then notwithstanding anything contained in any other
law for the time being in force, the Central Government may serve on the governing body a
written notice that the Central Government is considering the supersession of the governing
body for the reasons specified in the notice.  After giving an opportunity to the governing body
of such Stock Exchange to be heard in the matter, the Central Government may, by
notification in the Official Gazette, declared the governing body of such Stock Exchange to be
superseded.
The Central Government may appoint any person or persons to exercise and perform all the
powers and duties of the governing body.  If more than one person is so appointed, one of
them may be the Chairman and another as the Vice-chairman.  Such person shall hold office
for such period as may be specified in the Notification and the Central Government may vary
such period by way of another Notification.
On the publication of the notification in the Official Gazette, following are the consequences:
(i) the members of the governing body of such Stock Exchange ceases to hold office as

such members on and from the date of notification.
(ii) The person or persons appointed by the Central Government may exercise and perform

all the powers and duties of the governing body which has been so superseded.
(iii) The property of the Stock Exchange as deemed necessary and so specified in writing by

such person or persons to carry on the business of Stock Exchange shall vest in such
person or persons.

Question 15
SEBI is of the opinion that in the interest of investors, it is desirable to amend the rules of RSP
Stock Exchange prohibiting the appointment of the broker-member as President of the Stock
Exchange.  Explain briefly with reference to the provisions of Securities Contracts (Regulation)
Act, 1956, whether it is possible for SEBI to amend the rules of the Stock Exchange, if the
Stock Exchange does not change the rules. (May 2007)
Answer
In accordance with the provisions of section 8 of Securities Contracts (Regulation) Act, 1956,
The Central Government is empowered to issue written order directing all or any of the
recognized stock exchange to make any rules or to amend any rules already made within two
months from the date of the order in respect of matters specified in section 3(2) of the said
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Act.  One of the matters specified in the said section 3(2) is the governing body of stock
exchange, its constitution and powers of management and the manner in which its business is
to be transacted. Hence, the Central Government is empowered to direct the stock exchange
in respect of prohibition on broker-member being appointed as President of the stock
exchange.  According to notification issued by Central Government under section 29A of the
said Act, this power is also exercisable by SEBI.
If any recognized stock exchange fails or neglects to comply with any order made by SEBI
with in two months, SEBI may itself make the rules or amend the rules made by stock
exchange either in the form proposed in the order or with such modification thereof as may be
agreed to between SEBI and the stock exchange.  The amended rules are required to be
notified in the Gazette of India and in the Gazette of the State where the principal office of the
stock exchange is situated.  After such publication, the rules shall be valid as if the same were
made or amended by the recognized stock exchange itself.
Accordingly of the above provisions of Securities Contracts (Regulation) Act, 1956, SEBI can
issue directions to RSP Stock Exchange to amend the rules and if the said stock exchange
does not comply with the above, SEBI can amend the rules on its own.
Question 16
PQR Ltd. is holding 33% of the paid up equity capital of Koya Stock Exchange.  The company
appoints MNL Ltd. as its proxy who is not a member of the Koya Stock Exchange, to attend
the vote at the meeting of the stock exchange.  Examine whether the Koya Stock Exchange
can restrict the appointment of MNL ltd. as proxy for PQR Ltd. and further restrict, the voting
rights of PQR Ltd. in the Koya Stock Exchange.        (November 2007)
Answer
Section 7(a) of the Securities (Contracts) Regulation Act, 1956 provides that a recognised
stock exchange is empowered to amend rules to provide for all or any of the following matters:
(a) Restriction of voting right to members only.
(b) Regulation of voting rights by specifying that each member is entitled to one vote

only irrespective of number of shares held.
(c) Restriction on right of members to appoint proxy.
As such Koya Stock Exchange can restrict the appointment of MNL Ltd., as proxy, if rules of
the exchange so provide.  If it is not so provided, rules may be amended and after getting
approval of the Central Government regarding amendment, it can restrict appointment of
proxies.
Koya Stock Exchange can also restrict the voting rights of PQR Ltd. as proxy if rules of the
exchange so provide.  If it is not so provided, rules maybe amended and after getting approval
of Central Government regarding amendment, it can restrict appointment of proxies.
Koya Stock Exchange can also restrict the voting rights of PQR Ltd.
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Question 17
Working of City Stock Exchange Association Ltd., is not being carried on by its governing
Board in public interest.  On receipt of representations from various investors and Investors’
Association, the Central government is thinking to withdraw the recognition granted to the said
Stock Exchange.  You are required to state the circumstances the procedure for withdrawal of
such recognition as per the provisions of Securities Contracts (Regulation) Act, 1956 in this
regard.  Also state the effect of such withdrawal on the contracts outstanding on the date of
withdrawal.  (May 2008)
Answer
Section 5 of the Securities Contracts (Regulation) Act, 1956 empowers the Central
Government to withdraw the recognition granted to a stock exchange.  The circumstances and
procedure to be followed for withdrawal of such recognition is stated below
(i) if considering the interest of the trade or the public interest, the Central government is of

the opinion that the recognition granted to a stock exchange should be withdrawn, the
Central Government shall serve a written notice on the governing body of the stock
exchange.

(ii) The said notice shall specify the reasons for the proposed withdrawal of the recognition.
(iii) The governing body of the stock exchange shall be afforded an opportunity of being

heard by the Central Government.
(iv) Even after hearing the governing body, the Central Government is satisfied that the

recognition granted to the stock exchange should be withdrawn; the Central Government
may, by way of a notification in the Official Gazette, withdraw the recognition granted to
the stock exchange.

The proviso to the said section 5 states that no such withdrawal shall affect the validity of any
contract entered into or made prior to the date of notification withdrawing the recognition and
the Central Government may, after consultation with the stock exchange, make such provision
as it deems fit in the notification of withdrawal or in any subsequent notification for the due
performance of any contracts outstanding on that date.

Question 18
The Executive Committee of a recognized stock exchange desires to transfer certain duties
and functions of a clearing house to a recently set up clearing corporation, incorporated as a
company under the companies Act,1956, examining the provisions of The Securities Contract
(Regulation) Act, 1956. State the purposes for which such transfer of duties and functions can
be made to clearing corporation.
What is the procedure to be adopted for such transfer of duties and functions?

       (November 2008)
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Answer
A recognized stock exchange may, with the prior approval of the Securities Exchange Board of
India, transfer the duties and functions of a clearing house to a clearing corporation, being a
company incorporated under the Companies Act, 1956 for the purpose of:
(a) The periodical settlement of contracts and differences there under
(b) The delivery of, and payment for, securities;
(c) Any other matter incidental to, or connected with, such transfer
PROCEDURE
Every clearing corporation shall for the purpose of transfer of the duties and functions of a
clearing house to clearing corporation, make byelaws and submit the same to the SEBI for
approval.
The SEBI may, on being satisfied that it is in the interest of the trade and also in the public
interest to transfer the duties and functions of the clearing house to a clearing corporation,
grant approval to the byelaws submitted to it under sub-section (2) of Section 8A of the
Securities Contracts (Regulation) Act, 1956 and approve transfer of the duties and function of
a clearing house to a clearing corporation.
The provision of Sections 4 to 12 of the said act shall as far as may be apply to a clearing
corporation as they apply in relation to a recognized stock exchange.
Question 19
Mr. Bansal holds certain securities on 31st March, 2008, issued in his favour under the
“Collective Investment Scheme.” For a consideration, Mr. Bansal transferred the said
securities in favour of another person. One month after the date on which the income on these
securities became due, the transferee lodged the instrument of transfer. Decide in the light of
the provisions of the Securities Contracts (Regulation) Act, 1956.
(i) Whether in the given case Mr. Bansal is entitled to receive and retain the income on

these securities for the financial year ended 31st March, 2008?
(ii) What would be your answer in case the transferee lodged the instrument of transfer 10

days after the date on which the income on these securities became due?
               (November 2008)

Answer

TRANSFER OF SECURITIES:
The problem as asked in the question is based on the provisions of Section 27A of the
Securities contracts (Regulation ) Act, 1956, wherein it shall be lawful for the holder of any
securities, being units or the other instruments issued by collective investment scheme, whose
name appears on the books of the scheme, issuing the said security to receive and retain any
income in respect of units issued by the scheme in respect thereof for any year,
notwithstanding that the said security, being units issued by the scheme, has already been
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transferred by him for consideration, unless the transferee who claims the income in respect of
units issued by the scheme from the transferor has lodged the security and all other
documents relating to the transfer which may be required by the scheme with the scheme for
being registered in his name within 15 days of the date on which the income in respect of units
or other instruments issued under the scheme become due. The period of 15 day can be
extended in certain contingencies as stated in explanation to Section 27A (1) of the said Act.
Thus,
(i) the holder of the securities i.e Mr. Bansal, the transferor has right to receive or retain the

income of the said securities for the financial year ended 31st March 2008, since the
instrument for transfer was lodged one month after the date on which the income became
due.

(ii) the answer in the second case would differ. The holder i.e. Mr. Bansal, the transferor can
not receive and retain the income since the instrument for transfer was lodged with the
company within the statutory period of 15 days by the transferee. Accordingly the
transferee would be entitled to receive the income on these securities.


