m SEBINotifies Stock Brokers Regulations, 2026 and

Tax Flash

modification of Technical Glitch Framework
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The Securities and Exchange Board of India (‘SEBI’) has notified
the SEBI (Stock Brokers) Regulations, 2026, (‘the New
Regulations’)! replacing the SEBI (Stock Brokers) Regulations,
1992, (‘the Old Regulations’) last amended on 18 August 2023.
The New Regulations embodies the regulatory framework for
stock brokers and clearing members outlining their operational
and general obligations, responsibilities, and related provisions.

The New Regulations reflect the proposals and rationale outlined
in SEBI’s consultation paper dated 13 August 2025 inviting
comments revamping the Old Regulations.
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Key highlights

(A) The New Regulations

Change in control: Under the Old regulation, any
proposed change in control of a stock broker required
prior approval directly from SEBI. Under the new
framework, such applications must now be routed
through a recognised stock exchange in the manner
specified by SEBI.

Material change notification: Under the New
Regulations, stock brokers are required to inform
SEBI, through their recognised stock exchange, of
any material change in the information furnished at
the time of registration. Material change includes
changes in control, designated director, key
managerial personnel, compliance officer, name,
registered office, constitution, or net worth falling
below the prescribed minimum, ‘fit and proper person
status’ as well as any other changes specified by
SEBI.

Other permitted activities: In a welcome move, the
New Regulations allow stock brokers to undertake
activities under the regulatory framework of other
financial sector regulators or specified authorities,

such as RBI, IRDAI, PFRDA and IFSCAZ. This
enabling provision aims to facilitate participation in
other activities along with NDS-OM and GIFT-IFSC3
under Separate Business Units, promoting flexibility
and integrated financial services while ensuring
compliance under respective regulators.

Incidental advice: Under the New Regulations, stock
brokers may continue to provide incidental investment
advice to their broking clients. Earlier, brokers could
make recommendations if they reasonably believed
them to be suitable based on client information.
However, the New Regulations now align with Chapter
Il of SEBI Investment Advisers Regulations, 2013,
Imposing specific obligations including compliance
with fiduciary duties, suitability assessment, risk
profiling, disclosure norms, and record-keeping
requirements.

Definitions:

- Proprietary trading means trading by a stock
broker in its own account, in any segment of a
recognised stock exchange.

2 RBI - Reserve Bank of India; IRDAI - Insurance Regulatory and Development
Authority of India; PFRDA - Pension Fund and Regulatory Development
Authority; IFSCA - International Financial Services Centres Authority

3 NDS-OM - Negotiated Dealing System — Order Matching; GIFT IFSC - Gujarat
International Finance Tec-City International Financial Services Centre
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Proprietary trading member: Under the Old
Regulations, proprietary trading member means
a stock broker who trades in debt segment of the
recognised stock exchange exclusively on its
own account. Under the New Regulations,
reference to debt segment has been eliminated
thereby permitting trading by a stock broker in its
own account in any segment of a recognised
stock exchange.

Execution-only platform means any digital or
online platform which facilitates transactions such
as subscription, redemption and switch
transactions in a direct plan of a scheme of a
Mutual Fund.

Mule Account shall include a trading account
maintained with a stock broker or a
dematerialised account or bank account linked
with such trading account in the name(s) of a
person, where the account is effectively
controlled by another person, whether or not the
consideration for transactions in the account are
paid by such other person.

Market abuse means a manipulative, fraudulent
and unfair trade practice including through a mule
account which may contravene any of the

provisions of the Securities and Exchange Board
of India (Prohibition of Fraudulent and Unfair
Trade Practices relating to Securities Market)
Regulations, 2003 or the Securities and
Exchange Board of India (Prohibition of Insider
Trading) Regulations, 2015 or Section 12A of the
The Securities and Exchange Board of India Act,
1992.

Designated director: SEBI introduces residency
requirement mandate for the management. SEBI
now requires that at least one designated director
of a stock broker must stay in India for 182 days
or more during the financial year. Existing brokers
must meet this residency rule by 7 July 2026.

Designated director shall mean a person
designated as such by the stock broker or
clearing member and shall include:

I. the managing director or a whole-time director
duly authorised by the Board of Directors, if the
entity is a company;

ii. the managing partner, if the entity is a
partnership firm or a designated partner, if the
entity is a Limited Liability Partnership;

lii. the proprietor, if the entity is a proprietorship
concern; and
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Iv. such other person or class of persons as may
be specified by SEBI, if the stock broker or
clearing member does not fall in any of the
categories above.

Period of maintenance of books of accounts and
records: Books of accounts and records to be
preserved for eight years instead of five years.

Investor grievance: Investor grievance redressal
period reduced to 21 days, compared to one month
under the Old Regulations.

Protection of client’s funds and securities: The
New Regulations expand the responsibilities and
obligations for stock brokers; it mandates robust risk
management systems, segregation of client funds
and securities, and strictly separating client money
and securities from their own accounts or those of
other clients, using them only for permitted purposes.

The implementation of comprehensive risk
management framework includes adherence to
Know-Your-Customer (‘KYC’) norms, cyber security
and resilience frameworks, compliance with audit
requirements, and enrolment on grievance redressal

platforms like SCORES* and ODR?® It also prescribes
obligations on outsourcing, advertising, and
technology governance.

Criteria for Qualified Stock Broker (‘QSB’): QSBs
to be designated based on objective metrics viz active
clients, assets of clients with brokers, trading volumes,
margins, proprietary trading. The compliance score
and grievance redressal score have been removed as
qualifying criteria as these aspects are already
monitored for all brokers.

Systems for surveillance of trading activities and
obligations with respect to prevention and
detection of fraud or market abuse: The New
Regulations introduce technology-driven proactive
framework for fraud prevention and market abuse
detection marking a shift from enforcement approach
to prevention. Brokers must implement surveillance
systems and internal controls, define roles and
reporting responsibilities, review controls annually,

and set alert thresholds. The regulations also mandate
restricting proprietary accounts to proprietary trades,
ensuring trading terminals are used only by authorized
staff at approved locations, detecting mule or
suspicious accounts, and establishing mechanisms for

4 SEBI Complaints Redress System
5 Online Dispute Resolution Portal
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employees to report fraud promptly. Additionally,
whistleblower policies and reporting suspicious
activities to exchanges within 48 hours are
compulsory.

Inspection: SEBI, along with the recognised stock
exchange, clearing corporation or depository may
conduct a joint inspection of the stock brokers in the
manner as may be specified.

Net worth requirement: The Net worth requirement
for members dealing in securities remains same
under the New Regulations.

Repeal and Saving: The Old Regulations stand

repealed with the notification of the New Regulations.

(B) Review of Framework to address the ‘technical
glitches’ in Stock Brokers ‘Electronic Trading
Systems’

SEBI has issued a circular® and press release’
effective 9 January 2026 superseding the 2022
guidelines regarding technical glitches® in the
electronic trading systems managed by stock brokers.

Key changes include:

«  Only brokers with more than 10,000 clients will fall
under this framework.

- Simplified reporting — Non-critical glitches are
exempt from reporting; brokers now have two
hours (instead of one) to notify exchanges and
clients, and a single Common Reporting Platform
has been introduced.

«  Exclusions — Issues arising from global
disruptions (e.g., cloud service failures),
exchange-side problems, back-office systems,
payment gateways, and decision-support tools
are excluded.

6 Circular no. HO/38/44/12(1)2026-MIRSD-TPD1 dated 9 January 2026

7 PR N0.04/2026 dated 9 January 2026

8 Technical glitch shall mean any malfunction in the electronic system of stock
broker, including malfunction in its hardware, software, networks/bandwidth,
processes or products or services, directly or indirectly related to trading and
risk management, occurred during trading session of stock exchange.
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- Enhanced governance — Brokers must submit a
preliminary report by T+1 and a root cause
analysis within 14 working days. The framework
also mandates capacity planning, rigorous
software testing, monitoring mechanisms, and
rationalized disaster recovery requirements
based on broker size and technology
dependency.

These measures aim to enhance investor protection
and ensure continuity of trading services.

Our comments

sl

The New Regulations mark a significant shift from the
Old Regulations, moving beyond basic operational
norms to a risk-based, technology-driven compliance
regime. By codifying cyber security and grievance
redressal mechanisms, and harmonizing rules across
segments, SEBI has signalled its intent to align Indian
markets with global best practices. While these
changes will increase compliance costs for
intermediaries, they are expected to boost investor
confidence and reduce systemic risk, making the
securities market more robust and future-ready.
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