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I N T R O D U C T I O NI N T R O D U C T I O N

The Reserve Bank of India (“RBI”), on January 16 of this month, rolled out the RBI (Acquisition and Holding of Shares

or Voting Rights in Banking Companies) Directions, 20231 (the “Directions”) along with the Guidelines on Acquisition

and Holding of Shares or Voting Rights in Banking Companies2 (the “Guidelines”) with an objective to ensure

diversification and eligibility of the ultimate ownership and control in the banking companies. The Directions

consolidate the provisions (with suitable modifications) of the master directions for the prior approval for acquisition of

shares or voting rights in private sector banks, (“Acquisition Directions”)3 issue and pricing or shares by private sector

banks (“Issue Directions”)4 and ownership in private sector banks (“Ownership Directions”)5 (together, the “Erstwhile
Directions”), thereby repealing the Erstwhile Directions.

P R I O R  A P P R O V A L  F O R  A C Q U I S I T I O NP R I O R  A P P R O V A L  F O R  A C Q U I S I T I O N

The Directions require any person intending to become a ‘major shareholder’, i.e. acquire shares / voting rights,

directly or indirectly, of 5% or more in a bank to procure prior approval of RBI.6 The RBI, upon receipt of application,

would coordinate with the concerned bank, and seek for bank’s comments and documentation with respect to the

eligibility, i.e. compliance with the ‘fit and proper’ status, of the applicant.7 Upon undertaking the necessary due

diligence on the applicant, the RBI may either deny or grant permission, or grant permission for acquisition of a lower

shareholding than what applied for, such decision being binding on the bank and the applicant.

Interestingly, in the event where the shareholding drops below 5% and the shareholder seeks to re-raise it to 5%, fresh

approval of RBI would be needed.

Additionally. the Directions have prohibited persons belonging to Financial Action Task Force (“FATF”) non-compliant

jurisdictions to not acquire major shareholding in an Indian bank. In cases where any existing major shareholder is

from such nation, maintenance of investments has been permitted, provided that any further acquisition would require

RBI’s prior permission. Having said that, RBI may any time look into the fitness of such shareholders and provide

necessary orders on their permissible voting rights in the bank.

Furthermore, RBI has provided a 6-month window to a currently operational bank, excluding any payments bank,

whose shareholding is not in conformity with the below limits to submit a shareholding dilution plan. 

S H A R E H O L D I N G  L I M I T SS H A R E H O L D I N G  L I M I T S

The Guidelines stipulate following shareholding limits:

Promoter Non-promoter

26% of the paid-up share capital or

voting rights of the banking company

after the completion of business of 15

years (Please see Note below) from

the commencement of business of the

banking company.

Kindly note that RBI may allow

promoters to hold a higher %age of

shareholding before completion of 15

years, subject to such permission

being there under the licensing

conditions or the shareholding dilution

plan submitted to and approved by the

RBI.

10% of the paid-up share capital /

voting rights of the banking company

in case of natural persons, non-

financial institutions, financial

institutions directly or indirectly

connected with large industrial houses

and financial institutions that are

owned to the extent of 50% or more or

controlled by individuals (including the

relatives and persons acting in

concert)

15 % of the paid-up share capital /

voting rights of the banking company

in case of financial institutions

(excluding ones mentioned in column

2), supranational institutions, public

sector undertaking and central/state

government.

Note: In case of Small Finance Banks (“SFBs”) transited from Urban Co-Operative Banks (“UCBs”), the 15-year period

would commence from reaching the net-worth of INR 200 crores.  

Please note that on a case-to-case basis, RBI may permit higher shareholding than the above prescribed limits.
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C O N T I N U O U S  M O N I T O R I N G  A R R A N G E M E N T SC O N T I N U O U S  M O N I T O R I N G  A R R A N G E M E N T S

The banking companies have been mandated to ensure continuous compliance of the fit and proper criteria by

applicants whose applications are pending as well as those who have received approval.8

Further, a major shareholder is bound to inform the bank of any change in the previously provided information which

may have an impact on its fit and proper status.

L O C K - I N  R E Q U I R E M E N TL O C K - I N  R E Q U I R E M E N T

Akin to the Ownership Directions, the Guidelines prescribe lock-in requirements for following shareholders:

Importantly, any encumbrance9 of the locked-in shares is prohibited under the Directions. 

R E P O R T I N G  R E Q U I R E M E N T S  F O R  B A N K I N G  C O M P A N I E SR E P O R T I N G  R E Q U I R E M E N T S  F O R  B A N K I N G  C O M P A N I E S

The Directions require banking companies to report the details of issue and allotment of shares within 14 days of the

completion of the allotment process. The banks would also need to ensure that there are no breaches in limits.

Further, any details on permitted encumbrance of shares would need to be reported to the Department of Supervision,

RBI within 1 working day followed by the bank submitting the report to its board, and then within 30 days of the event,

submitting such report to the Department of Regulation, RBI.

N D A  V I E W SN D A  V I E W S

Since the constitution of the internal working group10 (“IWG”) to review the guidelines on ownership and corporate

structure for Indian private sector banks and the subsequent release of the report of IWG11, industry participants had

been awaiting an overhaul in the Erstwhile Directions. While the industry reaction on the Directions and Guidelines is

still awaited, the initial response seems to be a positive one.

While the Erstwhile Directions were only applicable to private sector banks12, including Local Area Banks (“LABs”),

RBI has now widened the applicability to all banking companies13 including LABs and SFBs as well.

A 6-month time period has also been provided to banking companies, other than PBs, to take steps to ensure that they

are in compliance with the Directions and Guidelines. In addition to requiring prior approval, the Directions and

Guidelines also prescribe limits on shareholding, lock-in and ceiling on voting rights, and also mandating regular

updates on developments for continuous monitoring.

The Directions and Guidelines emphasize on the fulfilment of the fit and proper criteria for the major shareholders, not

only during acquisition, but on a strictly continuing basis. RBI has widened the illustrative criteria for the determination

of the fit and proper status of applicants by adding the track record of applicants in non-financial matters, expanding

the nature of proceedings to those of serious nature, removing the specification of disciplinary or criminal nature that

was provided by the Acquisition Directions, while also requiring adherence to the Guidelines.

For acquisitions in excess of 10%, the Directions have done away with certain factors viz., the requirement of the

acquisition being in public interest, the desirability of diversified ownership, and the consideration of the applicant

being a financial entity, which is widely held, publicly listed and a well-established regulated financial entity in good

standing in the financial community.

It should be noted that in addition to the above-mentioned prescriptions, any foreign investment into a banking

company should be subject to any restrictions prescribed under the extant Foreign Direct Investment (“FDI”) policy as

well.

In the recent past, we have seen regulatory authorities, namely SEBI stressing on the compliance with FATF norms.

Along the same lines, RBI has prohibited persons from FATF non-compliant jurisdictions from acquiring major

shareholding in banking companies which definitely seems to be the right step.

– Ritul Sarraf, Prakhar Dua & Kishore Joshi

You can direct your queries or comments to the authors

1 https://rbi.org.in/Scripts/BS_ViewMasDirections.aspx?id=12439

2 https://www.rbi.org.in/Scripts/NotificationUser.aspx?Id=12440&Mode=0

3 https://rbi.org.in/Scripts/BS_ViewMasDirections.aspx?id=10126

4 https://rbi.org.in/Scripts/BS_ViewMasDirections.aspx?id=10363

5 https://rbi.org.in/Scripts/BS_ViewMasDirections.aspx?id=10397

6 Section 12B of Banking Regulation Act, 1949 mandates every person intending to acquire shares (including both equity and preference
shares) or voting rights up to 5% or more of the paid-up share capital / voting capital of a banking company to obtain prior approval of the
RBI.

7 A list of illustrative criteria for determining ‘fit and proper’ status has been provided under Annexure II of the Directions.
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8 Actions prescribed under para 5.2 of the Directions.

9 Regulation 28(3) of the SEBI (Substantial Acquisition of Shares and Takeovers) Regulations, 2011.

10 https://www.rbi.org.in/Scripts/BS_PressReleaseDisplay.aspx?prid=49945

11 https://www.rbi.org.in/Scripts/PublicationReportDetails.aspx?UrlPage=&ID=1160

12 The Acquisition Directions defined private sector bank as banks licensed to operate in India under the Act, other than Urban Co-
operative Banks, Foreign Banks and banks licensed under specific Statutes.

13 Section 5(c) of the Act defines a banking company as any company which transacts the business of banking.
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The contents of this hotline should not be construed as legal opinion. View detailed disclaimer.

This Hotline provides general information existing at the time of
preparation. The Hotline is intended as a news update and Nishith
Desai Associates neither assumes nor accepts any responsibility
for any loss arising to any person acting or refraining from acting
as a result of any material contained in this Hotline. It is
recommended that professional advice be taken based on the
specific facts and circumstances. This Hotline does not substitute
the need to refer to the original pronouncements.

This is not a Spam mail. You have received this mail because you
have either requested for it or someone must have suggested your
name. Since India has no anti-spamming law, we refer to the US
directive, which states that a mail cannot be considered Spam if it
contains the sender's contact information, which this mail does. In
case this mail doesn't concern you, please unsubscribe from mailing
list.
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