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Sale of pledged securities: The Securities and Exchange Board of India
reiterates contract law safeguards

On February 5, 2026, the Securities and Exchange Board of India (the “SEBI”) issued a circular to all the depositories
titled ‘Creation/Invocation of pledge of securities through depository system’ (the “Circular”). The Circular reiterates
certain procedural safeguards in respect of invocation of a pledge of securities and subsequent sale of such securities.
The provisions of the Circular is required to be implemented by the depositories on or before April 6, 2026.

The existing framework for creating a pledge of securities is governed under the Depositories Act, 1996! (the
“Depositories Act”), the SEBI (Depositories and Participants) Regulations 20182 (the “DP Regulations”), the Master
Circular for Depositories3 dated December 3, 2024 and the bye-laws of National Securities Depository Limited (the
“NSDL”) and Central Depository Services Limited (the “CDSL”). Broadly, the regulatory framework provides that a
beneficial owner can create a pledge over the securities by issuing the relevant instructions to the depository which is
then required to lien mark a pledge in the records within 15 (fifteen) days of the request. Subject to the provisions of
the pledge document, the pledgee may invoke the pledge and on such invocation the depository is required to register
the pledgee as the beneficial owner and update its records. Both the pledgor and the pledgee will be informed of such
invocation by the depository participant. The current framework does not expressly stipulate the requirement of
providing a notice to the pledgor before the sale of the pledged shares by the pledgee.

The Circular makes the following changes to the legal framework:
1. Changes to the pledge request form:

The Circular requires the CDSL and NSDL (collectively, the “Depositories” and individually, a “Depository”) to
modify the pledge request form (i.e., the form lodged with the depositories to create a pledge). It provides that
the pledge request form must include an undertaking: (a) from the pledgee that reasonable notice will be given

2https://www.sebi.gov.in/legal /regulations /nov-2025/securities-and-exchange-board-of-india-depositories-and-participants-

regulations-2018-last-amended-on-november-22-2025- 98196.html
3 https://www.sebi.gov.in/legal/master-circulars/dec-2024 /master-circular-for-depositories 89245.html
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to the pledgor and that Sections 176 and 177 of the (Indian) Contract Act, 1972 (the “Contract Act”) will be
complied with; and (b) from both the pledgor and pledgee that they will abide by the Contract Act, the
Depositories Act, the DP Regulations, circulars, and applicable bye-laws.

For context, Section 176 of the Contract Act provides that, upon the pledgor (i.e., pawnor) defaulting in the
repayment of debt, and/or performance of obligations relating to the pledged goods. In such a case, the pledgee
may, inter alia, sell the pledged goods on giving the pledgor reasonable notice of the sale.

Section 177 of the Contract Act entitles the pledgor to redeem the pledged goods at any subsequent time before
their actual sale provided the pledgor pays any additional expenses which have arisen from the default.

2. Standardisation of the pledge request form:

The next change is the standardisation of the pledge request form across both the Depositories. Currently, each
Depository have their own formats of the pledge request form. The Circular mandates that both Depositories
standardise and adopt a common form, ensuring consistency and removing the scope for ambiguity and
interpretation.

3. Mandatory intimation by Depositories on invocation:

The Circular also introduces an additional compliance measure in the form of a notice which must be issued by
the Depository upon the invocation of a pledge. It provides that the Depository must issue a notice to both the
pledgor and pledgee recording the fact that the pledge has been invoked and that the pledgee has been recorded
as the beneficial owner of the shares/securities.

1. Itis pertinent to note that Section 176 of the Contract Act provides for notice to be given prior to ‘selling’ the goods
pledged. Similarly, Section 177 of the Contract Act entitles the pledgor to redeem/reclaim the goods at any time
prior to ‘actual sale’ upon payment of monies (and other expenses) advanced by the pledgee. This admits of 2
(two) possible interpretations:

a) ‘Sale’ means ‘sale to a third-party’. If the pledgee that has been registered as the beneficial owner intends to
sell the shares to a third-party, the pledgee is required to provide a reasonable notice of sale to the pledgor,
and the pledgor is entitled to reclaim the shares after payment of the dues; and

b) ‘Sale’ means ‘transfer of beneficial ownership of the shares to the pledgee’. It would require the pledgee to
furnish notice to the pledgor prior to invocation of the pledge (i.e., prior to the pledgee assuming beneficial
ownership of the shares).

2. The Supreme Court of India (“Supreme Court”) in PTC India Financial Services Limited vs. Venkateswarlu Kari and
Ors*, (“PTC Case”), has settled certain aspects of this question by, inter alia, stating that:

a) apledgee has a special right and not a general right in the pledged property, i.e., the pledgee does not have the
right of ownership but offers a limited right to retain possession and right of disposition/sale till the debt is
paid or promise is performed;

b) the term ‘sale’ under Sections 176 and 177 of the Contract Act means ‘an actual sale to a third-party’. A sale-
to-self, or the transfer of beneficial owner to the pledgee does not result in an ‘actual sale’ as the pledgee does
not receive any money which he can adjust against the debt due. Such transfer of beneficial owner to the
pledgee is a conversion;

c) a notice of sale to the pledgor prior to the consummation of sale of the pledged securities is mandatory. It
noted that prior notice under Section 176 of the Contract Act would not interfere with transparency and
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certainty in the securities market and would not have the effecting of rendering a blow to the Depositories Act
and the DP Regulations. It ruled that that the objective of a pledge is to realise money on sale of the security
for the pledgee and not a purchase of the security by the pledgee; and

d) while distinguishing an earlier judgment of the Delhi High Court, the Supreme Court appeared to indicate that
the right to follow the property in the hands of the third-party buyer may not apply in the context of sale of
listed shares. The court argued open market operations would be impacted otherwise.

1. The Circular reiterates the basic contract law principles of issuing a ‘reasonable notice’ and following procedural
safeguards prior to the consummation of sale of the pledged securities. It does not appear to create any exceptions
for listed securities and/or unlisted securities.

2. If one goes by the Supreme Court’s interpretation in the PTC Case, then the pledgee is required to issue this
‘reasonable notice’ to the pledgor prior to sale of the pledged securities to a third party. Therefore, the mere
invocation of pledge does not end the possibility of litigation (by way of interim orders of a court and/or tribunal)
and/or settlement proceedings, that can be initiated by the pledgor. There is, therefore, an unaddressed risk of
legal action by pledgor at the point of sale. This risk becomes more pronounced as time passes. A better strategy
may therefore be to sell the pledged shares immediately after invocation of the pledge and not harvest it on the
books of the pledgee for too long,.

3. The Circular does not clarify what constitutes a ‘reasonable period’ for the service of notice. In the absence of
guidance from the Depositories, the most prudent approach would be to expressly include a ‘reasonable period’
within the contract itself. Doing so would ensure adherence to principles of due process and procedural fairness.
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Corporate Practice

JSA’s corporate practice is centered around transactional and legal advisory services including day-to-day
business, regulatory issues, corporate and governance affairs. We have an expert team of attorneys who advise
on legal issues concerning inbound and outbound investments, strategic alliances, collaborations and corporate
restructurings. We advise clients through all stages of complex and marquee assignments including
restructuring, mergers and acquisitions (including those in the public space), private equity and joint ventures.
Our vast clientele includes multinational corporations and large Indian businesses in the private, public and
joint sectors. We work closely with in-house counsel teams, investment banks, consulting and accounting firms,
along with multilateral agencies and policy-making institutions on the development of policy and legal
frameworks. We provide assistance and counsel to start-ups and venture-backed companies by drawing upon
our in-depth understanding of how companies are incorporated, financed and grown. With an in-depth
understanding of the industry combined with years of expertise, our attorneys provide innovative and
constructive solutions to clients in complex transactional engagements. We emphasise teamwork across our
wide network of offices across India. This allows us to benefit from the various specialisations available for the
ultimate benefit of our clients. We also provide assistance in dealing with diverse corporate governance and
compliance issues including FCPA/Anti-Bribery/Anti-Corruption matters and investigations.
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This Prism is not an advertisement or any form of solicitation and should not be construed as such. This Prism has been
prepared for general information purposes only. Nothing in this Prism constitutes professional advice or a legal opinion.
You should obtain appropriate professional advice before making any business, legal or other decisions. JSA and the
authors of this Prism disclaim all and any liability to any person who takes any decision based on this publication.
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