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ACTION TAKEN REPORT ON RECOMMENDATIONS OF
JOINT PARLIAMENTARY COMMITTEE ON STOCK MARKET SCAM &
MATTERS RELATING THERETO - 2002
SI. No. Para No. Observation/Recommendation of JPC Reply of Government/Action Taken
1. 2A The main regulator of Stock Exchanges, SEBI, has been in place since The objective of the Government and the market regulator is to ensure
1988 and has been working under an Act of Parliament since 1992 and efficiency and integrity in the functioning of the capital markets. As per statutory
should have been able to regulate the liberalized market more efficiently. provisions, surveillance functions over the capital market operations have
The Committee found that SEBI has still a long way to go before becoming been assigned to SEBI.
a mature and effective regulator. If SEBI had continued to improve its Government does not interfere in the day to day regulation, surveillance or
procedures, vigilance, enforcement and control mechanisms, it could have functioning of capital markets in any way. However, it is in touch with SEBI to
been more effective in a situation where the stock market became appraise itself of developments with a view to taking any action that may be
unusually volatile, leading to an unprecedented surge and subsequent required at the level of the Government.
depression in the capital markets. It was also clear that the capital market Recently, SEBI Act has been amended to strengthen the mechanisms of
in India is neither deep nor wide enough to moderate volatility and, investigation and enforcement, equipping SEBI with additional powers to:
therefore, a few players could attempt to manipulate the stock markets. search premises and seize documents of any intermediary or person
Clearly, the various regulatory authorities were not able to foresee the associated with the securities market defaulters; pass an order requiring any
situation leading to the scam and prevent it. Nor was adequate attention person who has violated or is likely to violate, any provision of the SEBI Act or
paid in government circles particularly the Ministry of Finance as the any rules or regulations made thereunder to cease and desist for committing
custodian of the financial health of the economy. and causing such violation etc. The strength of SEBI board has been increased
from six (including Chairman) to nine (including Chairman), with at least three
of them being whole-time members. Further, the penalties specified in the
SEBI Act for violation of the SEBI Act or rules or regulations, have been
enhanced.
These amendments will go a long way in increasing the efficacy of the
regulator.
2. 2.7 In the present enquiry ‘Scam’ has to be considered predominantly in the Government agrees with the views of the Committee.
context of the Stock/Capital market. Individual cases of financial fraud in
themselves may not constitute a scam. But persistent and pervasive
misappropriation of public funds falling under the purview of statutory
regulators and involving issues of governance becomes a scam.
3. 2.8 The period of the scam, the main players involved, and its intensity have The HLCC was constituted by the MoF to resolve any important regulatory

been examined by the Committee. The present scam includes the role of

and policy issues requiring consideration at a high level. As per the present
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2.11

banks, stock exchanges, brokers, the Unit Trust of India (UTI), corporate
bodies and chartered accountants. Regulatory authorities like SEBI, RBI
and the Department of Company Affairs (DCA) should have been able to
lay down and implement guidelines and procedures that could prevent
such a scam or at least activate red alerts that could lead to early detection,
investigation and action against fraud as well as the rectification of any
systemic deficiencies discovered. Equally, supervisory authorities and
coordinating bodies, such as the Ministry of Finance and HLCC, should
have been more pro-active and vigilant in recognizing that liberalization
requires strong and effective regulation and greater autonomy for
regulators must go hand-in-hand with the accountability of regulators to
the country through the Ministry of Finance which, in our scheme of
constitutional jurisprudence, is responsible to Parliament for the financial
health of the economy, including sectors regulated by statutory and other
regulators. Moreover, the Ministry of Finance, the Regulators and all others
concerned had the benefit of the voluminous and detailed Action Taken
Reports (ATRs) submitted by Government to Parliament on the numerous
the 1993 Report of the Joint
irregularities in securities and banking transactions. Concerted mutual

recommendations of Committee on
interaction between Government and the Regulators, especially through
the institutional mechanism of HLCC, could have signally contributed to
effective pre-emptive and corrective action to forestall or moderate the
scam by the early detection of wrong-doing.

Wrong doing by banks have also contributed significantly towards the
scam although the number of banks involved in committing irregularities
in comparison to the total number of banks functioning in our country is
small. Notably, major banks were nationalized in 1969 but pursuant to
economic liberalization, new private banks including foreign banks were
allowed into banking sector. Public sector banks were in general not
involved in the scam and have fared well but private sector banks need to
be closely watched, especially in the area of risk management and stricter
regulation. Cooperative banks have tended to ignore rules, procedures

and risk management. This should set the RBI and the Government

terms of reference the HLCC, the Committee is expected to consider only
divergence in policy issues among different regulatory authorities. Keeping
informed the role of different regulators defined under the acts of Parliament,
it is not practical for HLCC to monitor day to day developments in different
segments of financial market under different regulators.

However, setting up of different technical committees, each headed by senior
functionary of RBI, SEBI and IRDA and having representation from other
regulator agencies and which can meet more frequently to monitor to
developments in the markets and suggest action on early warning signals, is
under consideration. HLCC in its present form, would continue to function
and look after the areas of policy, inter-regulatory co-ordination and sorting

out difference of opinion.

Reserve Bank of India has taken following action in the matter:

Private Sector Banks

Performance of select private sector banks posing regulatory or supervisory
concerns are monitored closely on monthly basis and Board for Financial
Supervision kept informed of the position.

(UCBs)

Urban Co-operative Banks

(i) UCBs are
compliance with and apprise

to ensure
the
observations of the RBI Inspection Report to the Audit Committee/Board

required to designate a Compliance Officer

the progress of compliance of

of Directors.



SI. No. Para No. Observation/Recommendation of JPC Reply of Government/Action Taken

thinking. There is need to have more effective regulation in the banking (ii) A summary of important findings of inspection of UCBs is sent to the

sector as a whole with particular emphasis on cooperative banks. State Government concerned for further action.
(iii) Concurrent audit has been made compulsory for all UCBs.
(iv) Audit Committees of UCBs should monitor implementation of RBI

guidelines.
Deficiencies/ irregularities observed during the inspection should be fully
rectified by the banks and a certificate submitted.
5. 2.12 One of the major concerns of the Committee was to look at the trading SEBI has informed that on the basis of information received from exchanges,

practices and procedures adopted in the stock market. Stock Exchanges,
brokers and regulators play a very important role in determining the
transparency of procedures and practices in the stock markets. The
Committee went into the functioning of these entities and generally found
that the quality of governance and the practices followed in the stock
exchanges were different from exchange to exchange, having evolved
from different local economic, social and historical conditions. SEBI, as a
regulator, had made some attempts at standardizing the practices in these
exchanges and had also instituted arrangements whereby the happening
in the stock exchanges would come to its notice. But, in practice, the
system did not function efficiently or in a transparent manner. When stock
markets were rising, there was general lack of concern to see that such a
rise should be in consonance with the integrity of the market and not the
consequence of manipulation or other malpractice. On the other hand,
when the markets went into a steep fall, there was concern all over. Such
dissonance in the approach to issues of regulation and good governance
needs to be replaced with effective regulation which concentrates on
market integrity and investor protection whether at any given point of
time the market is buoyant or not. This Committee did not concern itself
with either the rise or fall of the market but specifically with manipulations

or irregularities that caused unusual rise and fall.

including through meetings held with exchanges, it took a number of steps to
ensure safety and integrity of the markets. Starting from Oct '99, large price
fluctuations were observed in the price and volume movements of most of
the scrips belonging to the IT, communication and media sectors. In view of
the prevailing market conditions some of the measures taken by SEBI during

the period 1999 — early 2001, are as follows:
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SI. No. Date Measures Taken

1. Feb 17, 1999 It was seen that a number of companies were changing their name to software/ IT companies. Name changes of companies come under
the jurisdiction of DCA. SEBI brought the phenomenon of change in names by companies to reflect software / IT activity to the notice of
DCA.

2. 24" April 1999 SEBI, with a view to protect the interest of investors, also took the following steps (i) Made it mandatory for such companies to separately
show the performance and results of software activity in quarterly / annual report.

(ii) Further tightened entry norms for public / rights issues by such companies by way of requirement of profitability track record of 3 years
in the sector of information technology

3. 21 Dec 1999 Exchanges were asked to have more pro-active approach to certain sectors showing high volume of trading. It was reiterated that exchange
EDs were fully responsible for surveillance and monitoring.

4. 28" Dec 1999 In view of the overall exuberance about IT sector, exchanges were asked to analyse the trading pattern prior to or around mergers and
acquisitions. Exchanges were also asked to take proactive actions such as suspension of the trading in the scrip for shorter or longer
period when there is reasonable belief on the part of the exchange of manipulative activity.

Putting the scrips on spot or 100% margin
Exchanges were also asked to take up immediate verification of rumors and dissemination of the correct information / clarification to the
investors
5. 4" Jan 2000 Following temporary measures were taken to contain upward volatility:
Imposition of higher special margins on scrips with low floating stock
Reduction in exposure limit by 10%
Increase in daily and carry forward margin by 5%
Exposure reduction / early pay-ins in appropriate cases
AVM highest slab of margin increased to 30%
SEBI also issued a press release cautioning small investors that while doing transactions in the market, they should look at the fundamentals
of the scrips and should also exercise due care and consideration.
6. 11" Feb 2000 To contain increase in volatility, following temporary measures were taken
(i) Brokers with built up sizeable positions to be asked to either reduce positions or to make advance pay-in, or subjected to adhoc
margins by the stock exchanges.

(i) Impositions of special margins on volatile scrips.

(iii) Incremental additional capital and margins from the top 25 brokers in the form of cash or FDRs only, for the next four weeks, and not
by way of bank guarantees or securities.

7. 14" Feb 2000 In case of selected 10 highly volatile scrips which were having major outstanding position additional margin of 5% was imposed.

8. 13" March 2000 Increase in cash component of additional capital/ margins to 30%

9. 25" April 2000 Additional 5% margin for scrip wise net sale position at the end of the day was imposed temporarily

10. 28" April 2000 It was decided that in the carry forward system, carry forward charges would not be payable to the short sellers who did not either own

shares or did not borrow shares.



SI. No. Date Measures Taken

11. 29" June 2000 To encourage delivery based transactions, cash margin requirements was relaxed for delivery based transactions and it was decided to
allow all margin to be paid in form of bank guarantees for such trades. Threshold level for applicability of volatility margin was reduced.

12. 14" July 2000 Imposition of scripwise sub-limits in carry forward positions

13. 27" July 2000 Minimum margin requirement of 10% to be maintained by clients with their broker was specified

14. 5" March 2001 Threshold limit for applicability of the volatility margin reduced from the 80% to 60%.

Volatility margin to be applicable to the positions of financial institutions, foreign institutional investors, banks and mutual funds.
All the scrips in MCFS/ ALBM and BLESS to attract additional margin @ 10% on end of the day net outstanding sale position.

15. 7" March 2001 In view of current market conditions, it was decided that all sales transactions effective from March 08, 2001 shall be backed by delivery
unless a sale transaction is preceded by a purchase position of at least an equivalent amount in the name of the same client in the same
or any other exchange.

16. 11" March 2001 Following temporary measures were taken:

(i) Banks allowed to provide collateralised funding in ALBM and BLESS facilities of exchanges where these are guaranteed by the
Trade and Settlement Funds exchange/ clearing corporation.

(i) The existing trade guarantee funds set up by stock exchanges to provide counter party guarantee for all the transactions which
take place on stock exchanges and meet the payment obligations of the brokers immediately without waiting to declare them as
defaulters.

(iii) The securities that have been already borrowed under the scheme other than under ALBM and BLESS to be returned to the
authorised intermediaries latest by the close of business of March 15, 2001.

(iv) Additional margin of 10% on the “end of the day” net outstanding sale position of all scrips in MCFS/ALBM and BLESS increased
to 25% with effect from March 12, 2001.

(v) Broker-wise end of the day outstanding position of a member on any stock exchange other than BSE/NSE not to exceed Rs.50
crore with effect from Monday, March 12, 2001.

(vi) The gross exposure limit reduced to 10 times of the base capital and the additional base capital for NSE and to 15 times for the
other Stock Exchanges with effect from Monday, March 12, 2001.

Subsequently, SEBI has taken a number of steps, some of which are given below, to improve market safety and integrity:
1. 02 July 2001 Phasing out of deferral products. Compulsory Rolling settlement on T+5 bases, started in 414 stocks, with index based market wide circuit
breaker mechanism
2. 18 July 2001 Unique client code requirements prescribed
3. 01 April 2002 Rolling settlements moved from T+5 to T+3 settlements
4. 18 June 2002 Exchanges advised on surveillance requirements for derivatives segment
5. 27 Aug 2002 Reporting formats for stock exchanges revised to make them more comprehensive and to include reporting on derivatives segment
6. 01 April 2003 Rolling settlements moved from T+3 to T+2 settlements

Many of the above steps, namely, phasing out of deferral products, shifting to rolling settlements and reducing the settlement cycle from T+5 to T+2 have resulted
in systemic changes which have reduced the scope for manipulation by ensuring shorter settlements periods and daily settlements, and have thereby contributed

significantly to market integrity.
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6.

2.13

The procedures, adherence to rules and the concern for common
investor appear to have been quite loose in the CSE. The payment
problem that surfaced in Calcutta Stock Exchange brought to light many
ills of the institution. Worse, those ills such as unofficial badla could
have been recognised and corrected well in time.

SEBI has informed that on the aspect of unofficial badla there were some
reports appearing in the press about “unofficial market” operating in Calcutta.
It appeared that the participants in “unofficial market” were moneylenders,

big

or small, and some brokers and it did not appear that investors were

involved in this market.

According to SEBI’s records, no investor complained to SEBI about having
lost money in the “unofficial market” in Calcutta.

However, on January 14, 1999, SEBI advised all the stock exchanges
that they should not allow the ‘all or none’ or ‘minimum fill' order facility in
their trading system and also on September 14, 1999 advised all the
stock exchanges that all negotiated deals including cross deals shall not
be permitted and all such deals shall be executed only on the screen of
the exchanges in the price and order matching mechanism of the
exchanges.

CSE was advised vide letter dated August 10, 2000 to identify the brokers
who indulged in such abuse of the trading system, look into the other
ramifications like unauthorized badla and take appropriate disciplinary
action.

Following Brokers of CSE have been debarred thereafter by SEBI from
associating with securities market activities and dealing with securities market
till completion of investigation under sec 11 & 11B of SEBI Act.

0N O WN PR

©

10.
11.
12.

Name of the Broker Date of Chairman’s Order
Dinesh Kumar Singhania & CO. October 18, 2002
Doe Jones investments and consultans Pvt Ltd. October 18, 2002
Arihant Exim Scrip Pvt Ltd. October 18, 2002
Tripoli Consultancy services Pvt Ltd. October 18, 2002
Ashok Kumar Poddar October 18, 2002
Prema Poddar October 18, 2002
Rajkumar Poddar October 18, 2002
Ratanlal Poddar October 18, 2002

. Harish Chandra Biyani October 18, 2002
Biyani Securities Pvt Ltd. October 18, 2002
Sanjay Khemani January 21, 2003
N.Khemani January 21, 2003

SEBI took a number of steps which have been detailed in reply to para

no. 6.103. Briefly these are as follows:

Illegal trading is declared as a cognizable offence under section 19

of SC(R) Act within the meaning of Code of Criminial Procedures.
Accordingly in December 05, 2002 and January 02, 2003, SEBI wrote
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2.15

The Committee note that Ketan Parekh who emerged as a key player in
this scam received large sums of money from the banks as well as from

the Corporate bodies during the period when SENSEX was falling rapidly.

This led the Committee to believe that there was a nexus between Ketan
Parekh, banks and the corporate houses. The Committee recommend
that this nexus be further investigated by SEBI or Department of Company
Affairs expeditiously.

to the Chief Ministers of all States including West Bengal, to alert the
State Police machinery to check the abuses of the unofficial illegal
market.

In the year 2002, SEBI also conducted surprise inspections on its
own at places where there were news reports / information of unofficial
trading and also asked NSE to conduct such inspection when ever
such reports have been received including some of the NSE broker
terminals in Kolkata. Action has been taken by NSE based on these
reports.

Besides, SEBI has superseded the Governing Board of Ahmedabad
Stock Exchange where SEBI had noted illegal trading in the premises
of the exchange (basement of the exchange).

SEBI has also superseded the Governing Board of Uttar Pradesh
Stock Exchange where various lapses were observed including their
failure to curb unofficial market.

In November 2001, SEBI carried out a focused inspection of UPSE
on unofficial carry forward transactions. Subsequently an inquiry has
been initiated against 14 members for their alleged involvement in
unofficial carry forward transactions under section 6 of Securities
Contracts (Regulation) Act 1956.

SEBI has initiated inquiry proceedings against 25 member of CSE
for their indulgement in the large scale off the floor transactions outside
the exchange.

SEBI had conducted investigations into the alleged market manipulations.
Based on investigations, SEBI had taken actions as given below:

1. SEBI vide Orders dated April 4, 2001 and April 10, 2001 under section
11B of the SEBI Act debarred Classic Shares and Stock Broking Services
(CSSB), Triumph Securities Ltd (TSL), Triumph International Finance India
Ltd (TIFL), NH Securities Ltd. (NH Sec), V N Parekh Securities Ltd (VNP
Sec), KNP Securities Ltd (KNP Sec), the entities controlled by and connected
with Mr. Ketan Parekh, and their directors Mr. Ketan Parekh and Mr. Kartik
Parekh from undertaking any fresh business as a stock broker or merchant
banker.

2. SEBI has cancelled the certificate of registration granted to Triumph
International Finance India Ltd to act as a stock broker.

3. Adjudication order dated July 31, 2002 passed against Ketan Parekh
entities namely Classic Credit Ltd, Panther Investrade Ltd for their dealings in
shares of Aftek Infosys Ltd, levying a penalty of Rs. 5 lacs.

4. Certificate of registration of Credit Suisse First Boston (I) Securities Pvt
Ltd (CSFB Securities) has been suspended for the period of two years w.e.f.
April 18,2001 for aiding, abeting and assisting Ketan Parekh entities in market
manipulations.
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5. Applications submitted by M/s Credit Suisse First Boston (a Foreign
Institutional Investor), for renewal of its FIl registration and also renewal/
registration of its sub-accounts viz. Kallar Kahar Investments Limited, Credit
Suisse First Boston (Cyprus) Limited and Credit Suisse First Boston,
Singapore Branch have been rejected by SEBI.

6. Prosecutions have been filed on March 7, 2003 vide case no 123/2003 in
the court of Addl. Chief Metropolitan Magistrate, 8th Court, Esplanade, Mumbai
against the following entities connected/as sociated with Ketan Parekh:

1. Classic Credit Ltd

2. Shri Kirtikumar N. Parekh

3. Shri Ketan V Parekh

4. Shri Kartik K Parekh

5. Panther Fincap & Mgt. Services Ltd.
6. Shri Navinchandra Parekh

7. Luminant Investment Private Ltd
8.  Shri Arun J Shah

9. Chitrakut Computers Pvt. Ltd

10. NH Securities Ltd.

11. Shri V N Parekh

12. Classic Shares & Stock Broker Ltd
13. Shri Kaushik C Shah

14. Shri Mukesh Joshi

15. Saimangal Investrade Ltd

16. Classic Infin Ltd

17. Panther Investrade Ltd
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7. SEBI has also taken actions against promoters wherever the violations of
SEBI Act and Regulations have been observed.

Details of such actions given below:

a. Actions against DSQ Software Ltd and their promoters

Orders were issued under section 11B of SEBI Act against DSQ Software
Ltd and Shri Dinesh Dalmia, which is as given below:

>

DSQ to cancel this alleged acquisition of Fortuna Technologies being
done on swap basis after following the procedure laid down under
the Companies Act.
DSQ be prohibited from accessing capital market for a period of one
year or completion of investigation and action thereupon whichever
is later.
Mr Dinesh Dalmia, Managing Director, DSQ be debarred from dealing
in securities for a period of one year or completion of investigation
and action thereupon whichever is later.

Prosecutions have been filed on April 4, 2003 vide case no 2776/2003 in
the court of XlIl Metropolitan Magistrate, Saidapet, Chennai against DSQ
Software, Directors of DSQ Software including Shri Dinesh Dalmia

First Information Report (FIR) filed against

DSQ Software including Shri Dinesh Dalmia

b. Actions against Global Trust Bank promoters

DSQ Software, Directors of

Orders were issued under section 11B of SEBI Act against promoter
entities not to buy, sell or transfer, pledge or dispose off or deal in any
other manner the shares of Global Trust Bank Ltd, directly or indirectly.

Ramesh Gelli

Premkala Gelli

Jayant Madhav

Girrish Gelli

Niraj Gelli

Sridhar Subasri

Annapurna Sridhar

Anjanaya Traders Pvt. Ltd.
Chiranjeevi Traders Pvt. Ltd
Gajanan Financial Services Pvt. Ltd.
Gajmukh Investments Pvt Ltd.

Kadrish Finance & Investments Pvt. Ltd.

Bombay Mahalakshmi Traders Pvt. Ltd.
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c. Actions against Aftek Infosys promoters
Adjudication order dated July 31, 2002 passed against promoters of Aftek
Infosys, levying penalty of Rs. 5.50 lakh
. Ranjit Dhuru
Nitin Shukla
Ashutosh Humnanbadkar
Mukul Dalal
Pramod Broota
Charuhas Khopkar
Sandip Save
: Ravindranath Malekar
8. SEBI has taken note of JPC observations/ recommendations.

8. 2.16 The process of liberalization of the economy has continued apace and it As regards effective coordination between the Regulatory and Investigative
is market forces that will increasingly determine economic trends in the Agencies, Enforcement Directorate have informed that a mechanism is in
country. With liberalization, the role of the Government as a direct player place through the Regional Economic Intelligence Coordination Committees.
in the financial market will diminish. This makes it all the more necessary There is regular coordination with the RBI through quarterly meetings.
that the procedures and guidelines laid down for the creation and The Directorate of Enforcement is also coordinating with SEBI to institutionalize
perpetuation of fair and transparent financial markets and institutions like a mechanism for holding mutual consultation on a monthly basis.
stock exchanges and banks have to be more specific, and effective For coordinated action by different regulatory and investigating agencies, a
mechanisms have to be put in place to ensure that they are regularly mechanism does exist in the form of the Special Cell headed by the Director
followed. That job will have to be done by the regulatory authorities; viz., General of Income Tax (Inv.), Mumbai and comprising representatives of SEBI,
SEBI, RBI and DCA in liaison with investigative agencies like the Income RBI, DCA, ED and CBI as its Members. Latest meeting of the Cell was on
Tax Department, Enforcement Directorate and the Central Bureau of 8.4.2003 to take stock of various market relating issues and other connected
Investigation. Coordination with Government on policy issues will, however, fiscal matters. It is proposed to have similar regular meeting by the Cell in
continue to be central to good governance as there can be no escaping future also.

Government’'s responsibility to Parliament and the country. Therefore,
Government must recognise that transactions in the market will be
insulated from scams only if the relinquishment of Government control
over the economy is accompanied by strong and effective regulatory
bodies. This point had also been underlined by the earlier JPC Report,
1993 on lIrregularities in Securities and Banking Transactions.
9. 2.17 The proceedings before the Committee themselves acted as a catalyst Out of the 273 individual items of observations/conclusions/recommendations

for many reforms in the system, which were put in place during the
Committee’s pendancy. These actions by regulators like SEBI and RBI
and by the Ministry of Finance have been touched upon in various
chapters. The Committee feel that after the presentation to Parliament in
August and December 1994 of the Action Taken Reports (ATRs) on the
scam relating to irregularities in securities and banking transactions, the
will to implement various suggestions of the previous Committee petered
out. But, as soon as this Committee began its sittings and searching

listed in the report of the Joint Parliamentary Committee set up in 1992 to
enquire into the irregularities in securities and banking transactions,
Government had identified 107 items which involved specific recommendations
for action. In the Action Taken Report submitted by Government in July 1994
Government had accepted 87 recommendations and reported that 20
recommendations could not be accepted or were only partially accepted.
Subsequently, Government has modified its position on some of the points to
conform with the JPC’s recommendations and in some areas the original
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questions were asked, SEBI, RBI and other regulatory authorities including
Ministry of Finance, went into active mode. Had this state of affairs
prevailed after the Action Taken Report, the probability of the present
Scam would have been negligible.

response of Government was elaborated to report further steps taken by
Government for implementation after the presentation of Action Taken Report
in July 1994. The revised response of Government to 147 items of the
observations/ conclusions/ recommendations of the JPC were presented to
Parliament in December 1994. The action in respect of certain
recommendations is long drawn by its very nature such as those involving
amendment to Acts, action against officials involved in irregularities, action
against statutory auditors who failed in their duties while auditing institutions
involved in the irregularities. Action in regard to some recommendations is of
continuous nature. Improvement in supervision and control over banks/financial
institutions, improvement in the internal control in banks/financial institutions,
toning of vigilance machinery in banks etc. are being made on a continuous
basis.

The RBI is monitoring departmental action being taken against officials of
banks/financial institutions involved in irregularities connected with securities
transactions. Out of the 285 officials identified, departmental action has been
completed against 263 officials and is pending in respect of 22 persons on
account of pendancy of court cases/stay given by the court etc. The CBI had
registered 72 cases relating to irregularities in securities transactions out of
which in 47 cases, charge sheets have been filed in courts and in the remaining
25 cases, the CBI after investigation had recommended departmental action
against concerned officials or closure of cases or cases were otherwise
disposed off. Out of the 47 cases where charge sheets were filed in the court
judgments were delivered in respect of 9 cases. 27 cases are at pre charge
stage and 11 are at evidence stage. In order to expedite disposal of cases
pending before the Special Court (Trial of Offences Relating to Transactions
in Securities) Act, 1992, the Chief Justice of India has once again been
requested to consider appointment of 2 more additional Judges in the Special
Court, Mumbai for which staff has already been provided for. The Chief Justice
of India has also been requested to take up with the respective High Courts
for expediting CBI cases pending before the Special Judges (Anti Corruption)
in their respective jurisdiction.

After presentation of ATR in July, 1994, copies of these reports were circulated
to various departments concerned with implementation/follow up action on
the recommendations of the JPC for compliance. Action was also taken to
monitor progress in the matter and after ascertaining the position from the
Departments/agencies concerned a consolidated report showing the action
taken was reported to Rajya Sabha on 24" March 1999. The Assurance
Committee of the Rajya Sabha had also taken evidence of Finance Secretary
and other officials during November 1999 and the Committee was apprised
of the action taken by Government.

In regard to the number of recommendations in the present report which are
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analogus to the recommendations of earlier JPC revealing the extent of non-
implementation, it is stated that the recommendations of the earlier JPC relating
to the irregularities in security and banking transactions and the failure to
detect these irregularities, the systemic weaknesses, the system of
empanelment of brokers by banks for inter-bank transactions, punishment of
erring brokers, effective system of handling investors complaints, role of
nominee directors on the boards of nationalised banks/stock exchanges etc.
have been implemented. Similarly the recommendations of the earlier JPC
relating to setting up of Board for Financial Supervision, action against banks,
toning up of vigilance machinery, reform in the system of audit and empowering
RBI to impose graded penalty commensurate with the seriousness of the
irregularities have also been implemented. The irregularities brought out in
the present Stock Market Scam do not reveal any systemic weaknesses but
are basically violation of RBI norms and involve transactions of a fraudulent
nature by a few private/co-operative banks.

10. 2.20 This Scam is basically the manipulation of the capital market to benefit Government have noted the observations of the Committee. Detailed replies
market operators, brokers, corporate entities and their promoters and have been given in the relevant paragraphs. However, SEBI has taken various
managements. Certain banks, notably private and co-operative banks, steps to tone up the administration of stock exchanges. The broker members
stock exchanges, overseas corporate bodies and financial institutions have been debarred to hold the position of president, vice-president, treasurer
were willing facilitators in this exercise. The scam lies not in the rise and etc. in the stock exchange. Besides, to segregate ownership, management
fall of prices in the stock market, but in large scale manipulations like the and trading rights in the stock exchanges, SEBI had set up a Group under the
diversion of funds, fraudulent use of banks funds, use of public funds by chairmanship of Justice M H Kania on Corporatisation and Demutualisation
institutions like the Unit Trust of India (UTI), violation of risk norms on the of the Stock Exchanges. The recommendations of the Group have been
stock exchanges and banks, and use of funds coming through overseas approved by the SEBI Board and for its implementation necessary steps are
corporate bodies to transfer stock holdings and stock market profits out being taken. SEBI had also issued a circular to stock exchanges to submit
of the country. These activities went largely unnoticed. While the stock the scheme for corporatisation and demutualisation within six months. Steps
market was rising, there was inadequate attempt to ensure that this was are being taken by the Government to amend the Securities Contract
not due to manipulations and malpractices. In contrast, during the (Regulation) Act, 1956 to implement the scheme of demutulisation of stock
precipitous fall in March 2001 the regulators showed greater concern. exchanges.

Another aspect of concern has been the emergence of a practice of
non-accountability in our financial system. The effectiveness of regulations
and their implementation, the role of the regulatory bodies and the
continuing decline in the banking systems have been critically examined,
for which the regulators, financial institutions, banks, Registrars of
Co-operative Societies, perhaps corporate entities and their promoters
and managements, brokers, auditors and stock exchanges are responsible
in varying degrees. The parameters of governmental responsibility have
also been taken into account.

11. 2.21 It is the considered view of the Committee that besides the factors detailed Action taken by the Government is covered in the reply to para 2.17. Regarding

in the previous paragraph, the lack of progress in implementing the

the Special Cell, it is submitted that in the wake of the outbreak of the scam
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recommendations of the last Joint Parliamentary Committee set up in DGIT (Inv) Mumbai was working in several areas including coordination with
1992 to enquire into Irregularities in Securities and Banking Transactions various enforcement agencies looking into transactions involved in the scam,
emboldened wrong-doers and unscrupulous elements to indulge in working as a Member of Disposal Committee for disposal of assets taken
financial misconduct. The Special Cell constituted by the Ministry of over by the special court appointed under a Separate Act for this purpose in
Finance in June 1994 to investigate the nexus between brokers and 1992. Income Tax Department has till date made recovery of Rs. 913.01
industrial houses in pursuance of the recommendation of the previous crore towards outstanding liabilities of notified persons after satisfying the
Committee having gone defunct since 22 May 1995, without coming out Special Court. DGIT (Inv.), Mumbai was also actively engaged in aiding
with any tangible findings or recommendations for remedial action, is one investigation and assessment in cases of large number of notified persons.
of the examples of apathy on the part of different agencies and All these work with which DGIT (Inv.) was actively engaged in essence implied
departments concerned. The Committee express their concern at the the pursuit of the very subject which the Special Cell was asked to investigate.
way the supervisory authorities have been performing their role and the The final report submitted by the Cell in October, 2002 has been circulated
regulators have been exercising their regulatory responsibilities. That the to all concerned agencies to take note of and to implement its observations
regulatory bodies failed in exercising prudent supervision on the activities and recommendations.
of the stock market and banking transactions, became evident during the
course of evidence taken by the Committee and this has been detailed in
the succeeding chapters. In the Committee’'s view no financial system
can work efficiently even if innumerable regulations are put in place, unless
there is a system of accountability, cohesion and close cooperation in the
working of different agencies of the government and the regulators.

12. 2.22 In August 2001, after the freeze by UTI in US-64 unit repurchases, the Steps taken with regard to UTI are elaborated in reply to specific paragraphs
Committee were additionally mandated by Parliament to enquire into UTI concerning UTI
matters. The Committee find that weaknesses in management and
regulations of stock exchanges was compounded by serious management
deficiencies in the UTI and financial institutions. The Committee also
examined the interaction between the Ministry of Finance and UTI in the
context of the responsibilities of government arising out of the UTI Act of
1963 in particular of US-64 involving the investments of several million
unit holders. These issues are dealt with in detail in Part Il of this Report.

13. 3.4 The overall impression that the JPC gathered was that after a certain Action taken is elaborated in the reply to para 2.17
time there was slackness in the implementation of the ATRs. Consequently,
the Committee’s general impression is that parliamentary committees
carry out their work and make their recommendations but, at the
implementation stage, things are put under the carpet. This impression
prevails in the financial world but more so in the mind of the public in
general. There being no fear that swift and effective action will be
forthcoming, the players in the financial world ignore the laid down rules,
regulations and procedures without any fear of punishment.

14. 3.6 Specific issues where the implementation was found inadequate are Action taken is elaborated in the reply to para 2.17

contained in subsequent paragraphs.



14

SI. No.

Para No.

Observation/Recommendation of JPC

Reply of Government/Action Taken

15.

16.

17.

18.

3.10

3.11

3.14

3.18

Unless the regulators are alert and the punishment is swift and adequately
deterrent, scamsters will continue to indulge in financial misconduct. Under
the present system, there is no deterrence to malpractices, irregularities
and manipulations in capital markets.

Lack of urgency on the part of the Government has led to a stage where
after more than 9 years, 66 out of 72 cases of 1992 scam have yet to be
adjudicated. This clearly sends out a signal that future wrong doers can
evade the consequences of their wrongs and can also enjoy their ill-gotten
gains. The Committee emphasize that adequate number of courts should
be set up to ensure final disposal of cases within two years.

The Committee regret to note that the Special Cell constituted by CBDT
on the recommendation of the previous JPC in order to examine the role
of Industrial Houses with regard to the Securities Scam 1992 became
non-functional without arriving at any findings after holding 5 meetings in
1994 and 1995. The Special Cell was reactivated after the present JPC
commenced functioning. The Cell has now arrived at the finding that nexus
between brokers and banks/financial institutions was prominently visible
more with Foreign Banks through various Instruments. The nexus between
Industrial/Business Houses and the Banks was mainly through the
Portfolio Management Scheme in violation of RBI guidelines, etc. The
Committee hope that in the light of these findings necessary action will
be taken.

The Department of Company Affairs exercises supervision over the affairs
of Institute of Chartered Accountants of India and 6 members nominated
by the Central Government are on the Council which manages the affairs
of the Institute. The delay in adjudicating 23 out of 27 disciplinary
proceedings and the approval of the names of 3 firms to conduct audit of
banks even though the disciplinary proceedings are pending in their case
shows complete lack of urgency and disregard of the promises on the
JPC’s recommendations by the Institute of Chartered Accountants of India
(ICAl), the government as well as the RBI. This Committee have also
come across failures on the part of certain auditors in the present scam.
Auditors have a greater responsibility and if they themselves become a

part of malaise, the financial checks and balances would collapse.

SEBI, over a number of years punished several intermediaries and launched
prosecution against Directors of companies, Issuers. Registration of many
intermediaries have been suspended and /or cancelled. In some cases,
monetary penalties have been imposed. Besides, SEBI Act has been amended
recently conferring wide-ranging powers on SEBI.

Already covered in reply to para 2.17

Regarding Special Cell, the position is explained in reply to para 2.21.
Regarding Portfolio Management Scheme (PMS), RBI have given detailed
guidelines to banks/subsidiaries according to which banks require specific
approval of RBI to introduce PMS schemes. Banks are now not operating
PMS schemes and RBI has not given any approval except in the case of
State Bank of India which manages statutory funds like accounts of Employees’
Provident Fund, Coal Mines Provident Fund etc.

ICAI has clarified and stated that they were aware of 17 cases listed by the
JPC as Appendix No XVIII in Volume Il of its report. Apart from these 17,
ICAl had also identified 48 other entities based on other reports such as the

Janakiraman Report. The status with regard to these 65 entities is as follows;-

1. Filed on prima facie stage - 35
2. Referred to Disciplinary Committee - 30
Out of the above (2)
(a) Numbr of entities where the Respondents are
exonerated (at the Council level) - 13
(b) Number of entities in which there is punishment
(at the Council level) - 06
(c) Pending with Disciplinary Committee - 02
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Department of Company Affairs should ensure expeditious disposal of (d) Pending with Council for consideration of
disciplinary proceedings. Disciplinary Committee Report - 09
Out of the said 17 entities, in the case of 8 entities, there was case for the
year 1990-91 as well. The relevant data is as under: -
1. Filed on prima facie stage - 03
2. Referred to the Disciplinary Committee - 05
Out of the above (2)
(a) Numbr of entities where the Respondents are
exonerated (at the Council level) - 01
(b) Number of entities in which there is punishment
(at the Council level) - 03
(c) Pending with Disciplinary Committee — NIL
(d) Pending with Council for consideration of
Disciplinary Committee Report - 01
19. 3.19 It is obvious to the Committee that implementation was far from satisfactory. Already covered in reply to para 2.17. Besides, RBI have informed that they
have noted the observations for taking strict action as per law against private/
cooperative banks.
20. 3.21 Dual control (that of RBI and the Registrar of Cooperative society of the Duality of control over cooperative banks emanates from constitutional

State) is a matter of serious concern. RBI should have followed it up with
financial penalty or such like punishment.

provisions. Cooperatives are a state subject under the Constitution. Their
formation, registration, operation and winding up are all governed by State
laws and regulations. The Reserve Bank does not control their management,
order their winding up nor can it impose penalty on them. Measures which
enable RBI to safeguard interests of depositors and general public do not
apply to cooperatives. The Task Force on Rural Cooperatives under Shri
Jagdish Capoor, the then Deputy Governor, RBI and the High Power
Committee on Urban Cooperative under Shri K. Madhva Rao, former Chief
Secretary, Andhra Pradesh have examined this issue and recommended
removal of duality of control over cooperative banks by way of either replacing
the existing State Cooperative Societies Act with the Model Cooperative
Societies Act recommended by Choudhary Brahm Perkash Committee or by
way of incorporating essential features of the Model Act in their respective
Cooperative Societies Act by the State Governments. Ministry of Finance is
also of the view that removal of duality of control is essential for proper
regulation and management of cooperative banks. Therefore, the above
legislative change has been made a principal pre-condition for taking up
revitalization of cooperative banks as announced in the Union Budget for the
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21.

3.22

These instances of regulatory laxity in the present scam are a result of
delay by the RBI in following up its own inspection and observations on
the functioning of banks’ operations. It was also noticed by the Committee
that RBI seemed content with the routine replies of the banks concerned.
There appears to have been a lack of concern and absence of strict
action till matters went out of hand.

year 2002-2003 to usher reforms in the cooperative banking sector. The
revitalization scheme with contribution of 60:40 from Central and State
Governments is under consideration of Government. This scheme is expected
to encourage State Governments to undertake the above legislative exercise
for availing revitalization assistance by the cooperative banks.

Amendments to various Acts is an on-going process and suggestions/
proposals received from RBI are dealt with in the Ministry of Finance with due
care and alacrity. Thus, since its enactment in 1949, the Banking Regulation
Act has been amended 33 times. Amendments have also been carried out to
the RBI Act, NABARD Act, Small Industries Development Bank of India Act
and may other Acts administered by the Ministry of Finance. RBI proposal
regarding setting up an apex supervisory body for supervising urban
cooperative banks did not find favour with the Government since it did not
address the basic issue of duality of control on the cooperatives. Even the
proposals submitted by RBI in May 2001 to the Ministry of Finance were not
found to be adequate in tightening the supervisory control of RBI over the
cooperative banks. These proposals have been further discussed with RBI
and NABARD and amendments to Banking Regulation Act are now being
finalized which would give RBI adequate powers to effectively supervise
cooperative banks. These proposals are in the final stages and Government
expects to introduce a Bill in the Parliament in this regard in the ensuing
Monsoon Session.

Reserve Bank of India has reported as follows:-

1. The MMCB, Ahmedabad, was first registered on September 27, 1968
under Gujarat Co-operative Societies Act, 1961 and later, got registered itself
under the Multi-State Co-operative Societies Act, on January 9, 1975. The
bank is thus under the control of Central Registrar of Co-operative Societies
(CRCS), Government of India.

2. Prior to the crisis faced by it in 2001, the bank was last inspected by RBI
with reference to its financial position as on March 31, 1999, between
September 30, 1999 and October 20, 1999. The findings of the statutory
inspection did not reveal any serious irregularities; the irregularities revealed
were of rectifiable in nature, such as, absence of an effective credit appraisal
system, constitution of audit committee, etc. These irregularities did not warrant
any drastic action against the bank. These deficiencies were discussed by
the inspecting officers with the Chairman and the board on the concluding
day of the inspection and the board was asked to take expeditious action to
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rectify the deficiencies. As per the normal system followed in the case of
scheduled urban cooperative banks, the Chairman, directors and CEO of the
bank were called for discussion on the findings of the inspection, steps taken
| proposed to be taken for rectifying the irregularities etc., at Central Office of
RBI on June 23, 2000. The Chairman and the directors, were advised to
initiate immediate corrective action to remove the deficiencies observed in
the inspection report. The Chairman and the directors assured that the
irregularities observed would be rectified expeditiously. Since the irregularities
observed were of rectifiable in nature and no serious violation of the RBI
guidelines were observed, no monetary penalty was imposed on the bank.

3. The bank faced a sudden rush of depositors at the bank’s Ahmedabad
branches for withdrawal of their deposits on March 9, 2001, which increased
steadily up to March 12, 2001 and this run was triggered by strong rumours
that the bank had extended bank guarantees to Shri Ketan Parekh, a leading
stock broker at Mumbai, who had suffered huge losses in his stock exchange
transactions. RBI had deputed its officials to the bank’s head office to ascertain
the factual position and also whether the bank had any account in the name
of the said broker Shri Ketan Parekh, if so the extent of financing. The bank
had denied in writing that it had any account of Ketan Parekh. It had also
promised to furnish to the RBI, the trial balances as at the close of business
of March 8 and 9 2001 by March 12, 2001 (March 10 and 11 being holidays).
This assurance was not met by the bank. Meanwhile, the bank went on meeting
the heavy demands of depositors by extending its working hours well past
the normal business hours until the morning of March 13, 2001, when it
suddenly closed down all its branches, ostensibly as it was no longer in a
position to cope with the run. The bank closed its shutters on March 13, 2001
onwards without giving any notice. This triggered a run on the deposits of
several cooperative banks, not only in Ahmedabad but also in other towns of
Gujarat. Meanwhile, both the Chairman and the Managing Director of the
bank disappeared from the scene and were not contactable.

4. The bank’s Head Office and branches remained closed with effect from
March 13, 2001 to March 16, 2001. The Chairman and the Managing Director
resurfaced on March 15, 2001 and with the persuasion of Reserve Bank and
assistance of Government of Gujarat, the bank opened its branches on March
16, 2001. A quick scrutiny was taken up with reference to the bank’s position
as on March 16, 2001 as to the circumstances leading to the run on the bank
and the present financial position.

Salient features of scrutiny
5. The irregularities revealed in brief were the following:
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(i) The bank had built up huge exposure to share brokers after October,
2000, in violation of the RBI instructions. The urban co-operative banks are
prohibited from making any loans to share brokers / share broking firms. This
increased exposures led to spurt in borrowings by the bank, leading to severe
liquidity crunch in first week of March 2001.

(ii) Of the advances outstanding at Rs.1594.17 crores (as on March 16, 2001)
a sum of Rs.1082.22 crores, constituting 68% of the advances were in the
nature of unsecured advances, granted mainly to 21 borrowal accounts
belonging to or related to stock brokers. At least 10 such accounts indicated
linkages with Shri Ketan Parekh in respect of whom the exposure was
Rs.843.57 crores i.e., 77.9% of total advances to share brokers. In several
cases, the balances outstanding in the borrowal accounts were far beyond
the sanctioned limits — the gap ranged between 100% to 400%. The
unauthorized over-drawals were allowed as per the oral instructions of the
Chairman and not confirmed subsequently. The purpose for which such
advances were given was indicated as “Loans against Fixed Assets” primarily
with a view to camouflage its lending to share brokers which is prohibited by
RBI.

(iii) Connected lending to stock broking firms associated with the Chairman
were also observed.

(iv) The bank had issued in violation of RBI guidelines three Bank Guarantees
involving a sum of Rs.1.50 crore to the Ahmedabad Stock Exchange on behalf
of the Chairman’s firm viz., M/s. Madhur Shares and Stock Ltd. The guarantees
were issued against deposits of only Rs.0.20 crore. The Ahmedabad Stock
Exchange has invoked all these Bank Guarantees on account of non-
settlement by the party.

(v) The bank has blatantly violated RBI directive with respect to credit
exposure for single borrower (20% of capital funds) or group of borrowers
(50% of capital funds) by sanctioning credit limits much in excess of its credit
exposure ceiling.

It was thus clear that the irregularities observed in MMCB were an aberration
on account of the deliberate intention on the part of the board of directors, its
Chairman, and CEO, to flagrantly violate the RBI guidelines, throw out sound
banking practices to make personal gains. These types of irregularities were
not noticed during the inspection conducted by RBI during September-October
1999 and clearly indicates unethical practices indulged in by the Chairman
and the board.

1. When the irregularities were noticed in March 2001, RBI had taken prompt
action by issuing directions under Section 35A of the Banking Regulation Act,
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1949 (AACS), filing of criminal complaint against the Chairman, the board,
etc

2. A directive by RBI under Section 35(A) of the B.R. Act, 1949, was imposed
on MMCB, on March 13, 2001, directing the bank not to accept fresh deposits
or give fresh loans and not to repay more than one thousand rupees to any
single depositor. The ceiling was imposed taking into account the overall
liquidity position of MMCB.

3. Since MMCB was unable to meet its clearing obligations due to insufficient
balance in its current account with RBI, Rule 11 of the Clearing House rules
was invoked to unwind the clearing transaction and the bank was compelled
to return all the presentation made on it by the various members banks.

4. A criminal complaint was lodged in the Court of Chief Metropolitan
Magistrate, Ahmedabad against the bank, its Chairman and Managing Director
on March 14, 2001 under Section 46 of the B.R. Act, 1949 read with Section
58 B of the RBI Act, 1934 for having made false statements to RBI, with
respect to their call money borrowings and also failing to meet its assurance
for submitting the required information.

5. With a view to securing proper management at the instance of RBI on
March 14, 2001, the Board of Directors of the bank was superseded and an
administrator appointed on March 19, 2001 by the Central Registrar of Co-
operative Societies to manage the bank’s affairs.

6. In pursuance of the Court’s Orders, the criminal complaint lodged by the
Administrator of MMCB on March 21, 2001 at Madhavpura Police Station,
Ahmedabad against above mentioned officials was transferred to CBI, B.S. &
FC, Mumbai, for investigation and an FIR has been registered with Special
Police Establishment B. S. & FC / CBI / Mumbai branch on May 18, 2001.

7. As recommended by the JPC, the Government of Gujarat has been
requested to get the nexus between the Chairman, MMCB and the Chairman
of KP Group Companies investigated further by appropriate agencies.

8. The RBI has also set up a one-man Enquiry Commission under a retired
Banking Ombudsman to look into the involvement of RBI officials, if any, in
the irregularities committed by MMCB.

In order to strengthen the supervisory framework over UCBs, RBI has issued
instructions making concurrent audit compulsory for all urban cooperative
banks. Instructions have also been issued requiring urban cooperative banks
to designate a compliance officer to ensure compliance with and apprise the
progress of compliance of the inspection reports of the RBI to the Audit
Committee/ Board of Directors. The Audit Committee of urban cooperative
banks are also now required to monitor implementation of RBI guidelines. A
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summary of important findings of inspection of urban cooperative banks is
sent to the concerned State Government for further action. RBI has also issued
instructions to urban cooperative banks that deficiencies/ irregularities
observed during the inspection should be fully rectified by the banks and a
certificate submitted. False certificate would invite penalties. The Banking
Regulation Act is being amended to give greater powers to Reserve Bank of
India for taking action against Cooperative Banks for non-compliance of its
directives.

Steps taken to strengthen / improve quality of internal control, audit and
management, legal reforms, etc.

In the light of developments concerning the UCBs, RBI has taken concerted
efforts to strengthen the internal control system, compliance with the RBI
instructions / guidelines, governance in UCBs, etc. as under:

Designating Compliance Officer in UCBs

* UCBs have been advised to designate a senior official as Compliance Officer,
who should ensure to furnish compliance to the observations made in
inspection reports to the RBI within the prescribed time limit, apprise the
position on the above matters to the Audit Committee of the bank / Board of
Directors, etc.

* Furnishing important findings to the Chief Secretary of the State Prior to
January 2002, a copy of the inspection report on UCBs was being forwarded
only to the Registrar of Cooperative Societies. Since January 2002, a summary
of important findings of the inspection of UCBs is being sent to the Chief
Secretary of the concerned State also to enable the State Government to
take immediate action.

System of concurrent audit

* The system of concurrent audit, which was applicable only to UCBs having
deposits in excess of Rs. 50 crore, was extended to all UCBs, in pursuance to
the recommendations made by the Hon. JPC at paragraph 10.9 of its report.
* The concurrent auditors are now required to certify that the investments
held by UCBs as on the last reporting Friday of each quarter and as reported
to RBI are actually owned / held by the UCB as evidenced by physical securities
or the custodian’s statement.

Monitoring of implementation of RBI guidelines

* The Audit Committees of the Boards required to be set up at the board level
for overseeing the follow up action on the findings of the inspection reports,
instructions issued by RBI, etc. have been vested with the responsibility for
monitoring implementation of the RBI guidelines.
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Rectification of deficiencies within 6 nmonths

* As recommended by JPC, UCBs have been advised that they should rectify
the deficiencies / irregularities observed during the inspection in all respects
for specific compliance in each case within a maximum period of four months
from the date of inspection report and submit a certificate to that effect. The
UCBs have also been advised that if the certificate submitted by the bank is
found to be false, penal provisions of the Banking Regulation Act, 1949 (AACS)
would be invoked.

Governance in co-operative banks

* The UCBs have been asked to co-opt two professional directors with
experience in banking and related areas with a view to improving the
governance standards in the banks.

Off-site surveillance of UCBs

* RBI has also initiated steps to strengthen off-site surveillance of UCBs. With
this end in view, an Off-Site Surveillance Division (OSS) has been set up in
the Central Office of the Department to detect early warning signals, which
will facilitate initiation of immediate corrective action.

Technical Assistance Programme (TAP)

* RBI has also initiated a Technical Assistance Programme (TAP) to strengthen
the Management Information System (MIS) in urban cooperative banks in
collaboration with external training institutions like National Institute of Bank
Management (NIBM), Pune. This initiative will ensure that the UCBs have a
robust MIS, which will meet with the twin objective of having in UCBs, a robust
management information system as a support decision making and regulatory
compliance.

Asset-Liability Management (ALM

* With effect from June 2002, asset liability management system has been
introduced to scheduled UCBs under which the UCBs are required to manage
their asset liability mismatches within acceptable tolerance levels.
Monitoring of CD ratio

* The Regional Offices of the Department have been advised to monitor the
CD ratio of all UCBs and to ensure that the high level of CD ratio is not being
achieved, by violating the statutory requirements on maintenance of cash
reserve and liquid assets.

2. Other issues

(i) MMCB, is one of the largest scheduled banks in the State of Gujarat. The
bank had a large amount of institutional deposits which amounted to as much
as Rs. 350.55 crore as on March 31, 1999 forming 49.9% of the total deposits
which increased to Rs. 590 crore in March 2001. The bank’s inter-bank funds
transfers were accordingly high. However, the need for such high fund transfers
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22.

23.

24.

3.24

3.25

3.29

It has been observed by this JPC that there was a very low level of
attendance of SEBI nominated Directors (including nominated Directors
who were employees of SEBI) in the board meetings of Calcutta Stock
Exchange (where a pay in default occurred in March 2001 primarily due
to lack of proper margin collection). One Director did not attend even a
single meeting out of 26; another attended 3 out of 13 and yet another 25
out of 62.

The purpose of having independent nominated Directors mentioned in
the ATR was, therefore, lost as the elected broker Directors attended all
Board meetings and in effect took all the decisions. Thus, the
implementation in respect of close supervision of the working of the Stock
Exchanges by SEBI was in fact not effective.

Regular inspection and follow up action of Stock Exchanges was obviously
not implemented properly by SEBI. The CSE and erring brokers were let
off the hook as early as 1994 which resulted in the payment crisis on
CSE in March 2001. Both CSE and SEBI were lax in monitoring,
surveillance, investigation and implementation. SEBI's action was totally
inadequate in dealing with irregularities mentioned in paras 3.26 and 3.27.
Had the action been prompt, many of the CSE’s shortcomings could have
been corrected in time.

and high call-money borrowings was also discussed at Central Office on June
23, 2000 with the Chairman, directors, CEO, etc. as part of the follow up
discussion on the findings of the inspection conducted in 1999. It was indicated
that the large volume of transactions was to meet the bank’s operational
requirements on account of institutional deposits, remittance facilities, etc.
The Chairman and the directors were, however, cautioned to reduce the level
of inter-bank deposits and borrowings.

(ii) As recommended by the JPC, full ban on granting of loans and advances
to the directors and their relatives and the concerns in which they are
interested, is being imposed.

(iii) The penal provisions for submitting false returns and for non-compliance
with RBI instructions are being enhanced, in the proposed amendments to
the Banking Regulation Act, 1949.

SEBI has written to all SEBI Nominee and Public Representative Directors
on the exchanges whose attendance in the governing board meeting was
found to be unsatisfactory requesting them to be regular in attendance and to
indicate their willingness or otherwise to continue so that an alternative
arrangement, if necessary, is made. The attendance is being monitored on a
quarterly basis and in case the attendance is consistently below 60 per cent
nomination will be reviewed.

SEBI had withdrawn its officers as nominee representatives from the Boards
of Stock Exchanges since January 10, 2002.

As against 3.24

SEBI has informed that the objective of annual inspection of stock exchanges
was generally to ascertain the compliance of the stock exchange with
Securities Contracts (Regulation) Act 1956, Securities Contracts (Regulation)
Rules 1957, the various directions issued by SEBI from time to time and the
Rules, and Byelaws of the exchange, also to look into the organization and
systems of the exchange. These annual inspections did not cover the
surveillance and monitoring systems of the exchange.

It was also the policy of SEBI to follow up the compliance with the findings of
the inspection and rectification through off site reporting requirement. As the
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compliance reports were submitted by the stock exchange with the approval
of respective Boards, these were relied upon. The compliance of previous
year’s inspection was checked in the subsequent year’'s inspection of the
stock exchange. This was the policy and practice then followed by SEBI in
respect of all stock exchanges.

In the case of CSE also, the same practice was followed and no deviation
was made. The quarterly compliance reports submitted by CSE by and large
showed the compliance or indicated that the deficiencies were in the process
of rectification.

On the observation regarding the findings of the inspection of CSE in 1994, it
may be mentioned that the subsequent action was taken by SEBI only after
the approval of SEBI board. The SEBI board had considered the report of the
inquiry into the affairs of CSE and decided to issue a show cause notice
under Section 11 of SC (R ) Act . The reply to the show cause notice was
considered by the SEBI board which also heard the President and Executive
Director of CSE who has shown their willingness to take corrective action.
The SEBI board decided to review the progress made by CSE after the period
of four months. Thereafter, SEBI board at the meeting in November 1994
took note of the steps taken by CSE in implementing / complying with the
findings of the inquiry and expressed satisfaction over the same.

On the issue of monitoring, as mentioned above SEBI had been following a
uniform monitoring policy for all stock exchanges. The steps taken by SEBI in
the case of CSE were as follows:

The findings of the inspections were being communicated to the CSE
advising them to rectify the deficiencies, improve the system and ensure
compliance with SEBI guidelines.

As per the then existing practice, the exchanges are required to send
compliance reports to SEBI, after being approved by their respective
Governing Boards, informing the actions taken by them with respect to
the findings of the inspection.

CSE were sending such compliance reports.

Eurther Improvement and Action
SEBI has since further strengthened its internal capability of inspection

and monitoring of the stock exchanges. For this purpose, a separate division
with exclusive responsibility of inspection with separate staff has already been
set up. SEBI is taking steps to continuously modernize and upgrade its follow
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up system making effective use of technology. Besides, it may be mentioned
that SEBI has taken the following specific measures:
It has been decided to conduct joint inspection of stock exchanges, both
for routine operation of stock exchanges, compliance with various rules,
regulations byelaws as well as for surveillance and monitoring.
An action plan for follow-up of inspection findings has also been put in
place. As per the action plan, in line with the decision of the Board of
SEBI, letters of displeasure were issued to exchanges, inspections in
respect of which were conducted during the year 2002 and had failed to
comply with the suggestions for improvement and to rectify deficiencies
pointed out in SEBI's previous inspection reports.
Meetings were held with the Executive Directors/ Managing Directors
and other operational heads of the stock exchanges to discuss the findings
and status of implementation of the inspection reports.
The exchanges have been advised to submit to SEBI a time-bound action
plan for implementation.
Continuous follow-up is being done for achieving implementation by the
outlined date. There is also a quarterly reporting of the status of compliance
and follow up on inspection to the Board of SEBI.
The subsidiaries of stock exchange are also being inspected and the
findings are discussed with the Executive Directors of the parent
exchanges as well as the heads of the subsidiaries. Letters of displeasure
have been issued to the subsidiaries. The exchanges were advised to
ensure implementation of the reports relating to their subsidiaries.
SEBI has framed a new policy for subsidiaries and issued a circular for
restructuring the management of the subsidiaries, to reduce the conflict
of interest.
Additionally, the following measures taken by SEBI would also help in
reducing/eliminating conflict of interest, and ensure more efficient and
transparent working of the exchanges.
SEBI had discontinued the account period settlement and introduced the
rolling settlement from T+5 cycle to now T+2. This would reduce
significantly the types of problem emerged from the account period
settlement.
VAR based margining system would enhance the risk management and
margining system.
Demutualization and Corporatisation of the stock exchanges would eliminate
the conflict of interest.
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25.

26.

27.

28.

29.

3.30

3.31

3.32

3.33

4.4

The instances of lack of implementation indicated above are illustrative.
But this Committee’s main concern is that a thorough inquiry can become
meaningless unless concrete steps emerge from such an inquiry, and
that their recommendations, as accepted by the Government, are
implemented effectively to their logical conclusion. This is borne out of
our experience from the report of JPC 1992, and the two ATRs.

Accordingly, this Committee feel that fresh thinking has to go into the
implementation aspect. The Committee recommend following steps to
effectively implement the recommendations contained in this report:

(a) The Government should present their ATR on this report within 6
months of the presentation of the report

(b) The High Level Co-ordination Committee (HLCC) functioning in the
Ministry of Finance in addition to its existing function, should be entrusted
with the task of ensuring expeditious implementation of the
recommendations of the JPC. For this purpose, there should be a separate
Secretariat in the Ministry of Finance to assist HLCC for its efficient and
effective functioning.

(c) Every six months, the government should present to Parliament a
report of progress on ATRs on the recommendations of JPCs until action
on all the recommendations has been fully implemented to the satisfaction
of Parliament.

The Committee are concerned to learn that the Ministry of Finance took
so casual an approach to the implementation of JPC, 1992
recommendations, as set out in the two ATRs of 1994, that they neither
monitored implementation nor informed successive Finance Ministers
about non-implementation. This culture must change.

At Appendix-Ill is given a chart which sets out how many recommendations
contained in this Report are analogous to the recommendations of the
earlier JPC, starkly revealing the extent of non-implementation which
characterises the system.

This does not reflect well on the alertness of the Regulator to happenings
in the market.

As against Para No. 3.29

(a) and (c) accepted.

(b) HLCC addresses policy issues of coordination of regulatory gaps amongst
various regulators. Stand of the Government regarding redefining the role of
HLCC is covered in reply to para 13.38. However, it will be the endeavour of
the Government to ensure that recommendations of JPC are implemented
expeditiously.

As against 2.17

As against 2.17

SEBI has informed that during the period prior to the budget in 2001, SEBI
had been responding to various signals emanating from the market, by taking
several measures from time to time including actions such as actions related
to companies which changed names to reflect activity in specific sectors,
directing exchanges to contact for verification and

companies rumour
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30.

4.42

The Committee find that Shri Ketan Parekh was a key person involved in
all dimensions of the stock market scam which surfaced in March 2001,
as also in payments problem in the Calcutta Stock Exchange (CSE) and
the crash of Madhavpura Mercantile Cooperative Bank (MMCB). He was
operating through a large number of entities which facilitated hiding the
nexus between source of funds flow and their ultimate use. Various layers
were created in his transactions so that it became difficult to link the
source of fund with the actual user of fund. SEBI's investigations after the
scam have revealed that the amount outstanding from Ketan Parekh
entities to certain corporate houses at the end of April, 2001 was over Rs.
1,273 crore. Dues of Ketan Parekh entities to MMCB were around Rs.
888 crore and to Global Trust Bank over Rs. 266 crore. There were also
dues to other entities. The funds received from corporate houses and

immediate dissemination of verified information by exchanges to investors,

advising investors to invest in scrips on the basis of fundamentals, periodic

examination of trading activity by top brokers, advising exchanges to monitor

trading in scrips showing abnormal activity etc.

When the market movement appears to be abnormal which may be because

of certain factors mentioned above, SEBI considers appropriate steps including

initiating preliminary examination, conducting inspections etc. Stock

exchanges also take up various alerts for further examination of trading, as

part of their surveillance functioning. If a preliminary examination reveals a

concentration, common clients or any other abnormality, investigation is

conducted by the exchanges and a report is sent to SEBI, if there are any

adverse findings.

In the recent past, SEBI has taken a proactive and alert approach to market

abnormalities and several actions have resulted from these proactive

measures, some of which are tabulated below:

S.No. Measures Taken

1. Proactive Initiation of investigation in case of small cap penny stocks

2. Interaction with exchanges prior to budget of 2003 to alert exchanges for
heightened surveillance

3. Review of surveillance actions with exchanges, pursuant to reports of
large buildup of positions in PSU bank stocks

4. Revision of periodic reporting by exchanges

5. Review of surveillance activity of exchanges in derivatives segment

Different regulators and investigating agencies have to perform the task
assigned to them. HLCC is expected to consider only divergence in policy
issue among different regulatory agencies. It was also not practical for this
body, which meets occasionally, to monitor day-to-day developments in
markets or keep track of emerging trends in different segments of the financial
markets supervised by different regulatory agencies.

SEBI has informed that they had taken actions as given below:

1. SEBI vide Orders dated April 4, 2001 and April 10, 2001 under section
11B of the SEBI Act debarred Classic Shares and Stock Broking Services
(CSSB), Triumph Securities Ltd (TSL), Triumph International Finance India
Ltd (TIFL), NH Securities Ltd. (NH Sec), V N Parekh Securities Ltd (VNP
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banks have gone to three major broker groups in CSE and been utilized
in capital market operations. Ketan Parekh entities appear to have chosen
CSE mainly to exploit the known weaknesses of the Exchange. They also
used a networking of various Overseas Corporate Bodies, Foreign
Institutional Investor sub-accounts and mutual funds for large transactions.
Not till the MMCB crash occurred did the regulatory authorities even begin
looking in Shri Ketan Parekh’s directions although this was being
underlined in Parliament and the media. It is difficult to believe that the
Stock Exchanges or SEBI were quite unaware of what was going on in
the market when Ketan Parekh entities were manipulating the market
using their network. Nor did the High Level Coordination Committee
(HLCC) or the SEBI seek a check on where Shri Ketan Parekh was getting
his funds from or his methods of manipulating the market. This is all the
more disturbing in the context of the previous JPC’s findings against Shri
Ketan Parekh.

Sec), KNP Securities Ltd (KNP Sec), the entities controlled by and connected
with Mr. Ketan Parekh, and their directors Mr. Ketan Parekh and Mr. Kartik
Parekh from undertaking any fresh business as a stock broker or merchant
banker.

2. SEBI
International Finance India Ltd to act as a stock broker.

has cancelled the certificate of registration granted to Triumph

3. Adjudication order dated July 31, 2002 passed against Ketan Parekh
entities namely Classic Credit Ltd, Panther Investrade Ltd for their dealings in
shares of Aftek Infosys Ltd, levying a penalty of Rs. 5 lacs.

4. Prosecutions have been filed
2003 in the court of Addl.

Esplanade, Mumbai
with Ketan Parekh:

on March 7, 2003 vide case no 123/
Chief Metropolitan Magistrate, 8th Court,
against the following entities connected/associated

1. Classic Credit Ltd

2. Shri Kirtikumar N. Parekh

3. Shri Ketan V Parekh

4. Shri Kartik K Parekh

5. Panther Fincap & Mgt. Services Ltd.
6. Shri Navinchandra Parekh

7. Luminant Investment Private Ltd
8. Shri Arun J Shah

9. Chitrakut Computers Pvt. Ltd
10. NH Securities Ltd.
11. Shri V N Parekh
12. Classic Shares & Stock Broker Ltd
13. Shri Kaushik C Shah

14. Shri Mukesh Joshi
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31.

4.43

During the oral evidence before the Committee, Shri Ketan Parekh owned
up involvement of his entities in the CSE payment crisis and the crash of
Madhavpura Mercantile Co-operative Bank in March, 2001. Shri Ketan
Parekh admitted that his entities did build huge positions in the market in
select scrips, that they grossly over committed themselves to the market
and that they crossed the principles of risk management. Further, he also
conceded that certain trades such as the sale to Credit Suisse First Boston
and Dresdner Kleinwort Benson, which SEBI described as ‘Circular
trades’, were pre-arranged trades though he claimed that those trades
were meant for short term funds. While acknowledging that his entities
received funds from certain corporate houses and that they built huge
positions in the market in these companies, Shri Ketan Parekh asserted
that his entities received those moneys only after the start of the market
fall from September, 2000 and that the corporate funds were not for

15. Saimangal Investrade Ltd

16. Classic Infin Ltd

17. Panther Investrade Ltd
Regarding the Special Cell, it is submitted that in the wake of the outbreak of
the scam, DGIT (Inv) Mumbai was working in several areas including
coordination with various enforcement agencies looking into transactions
involved in the scam, working as a Member of Disposal Committee for disposal
of assets taken over by the special court appointed under a Separate Act for
this purpose in 1992. Income Tax Department has till date made recovery of
Rs. 913.01 crore towards outstanding liabilities of notified persons after
satisfying the Special Court. DGIT (Inv.), Mumbai was also actively engaged
in aiding investigation and assessment in cases of large number of notified
persons. All these work with which DGIT (Inv.) was actively engaged in
essence implied the pursuit of the very subject which the Special Cell was
asked to investigate.

The final report submitted by the Cell in October, 2002 has been circulated
to all concerned agencies to take note of and to implement its observations
and recommendations.

So far as SEBI is concerned, action taken is covered in reply to para 4.42
Regarding the Swiss bank account of Shri Parekh, CBI have informed that
they had sent a letter rogatory to the Swiss authorities, who have informed
that the same cannot be executed because of the directions of the High Court
at Zurich.
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32.

33.

4.44

4.45

investment in their own shares nor for jacking up price. Notably, he
disclosed that MMCB issued pay orders without balance in his account.
Shri Ketan Parekh also divulged that his entities paid to Calcutta based
brokers a sum of Rs. 3,191 crore towards purchase of shares, payment
of margin, etc. and acknowledged that they availed of the advantage of
faulty margin system in Calcutta Stock Exchange. All these admissions
of Shri Ketan Parekh corroborate the SEBI’'s findings. The committee note
that SEBI has since taken action to cancel the registration of Triumph
International Finance (India) Limited. The Committee urge that SEBI must
complete its remaining investigation expeditiously and take swift action
for various violations by Ketan Parekh entities including the criminal action
which is stated to be under contemplation.

The various acts of omission and commission having been clearly
established, the Committee urge that the Government should take all
necessary steps to finalize proceedings against Ketan Parekh entities
and to ensure that suitable action is taken against them without delay.
The Committee also urge that expeditious action should be taken to as
certain the facts regarding the Swiss bank account of Shri Ketan Parekh
and to follow up the matter.

Ketan Parekh entities owe considerable sum of money to Banks.
Expeditious action should be taken to recover this amount from Ketan
Parekh entities.

SEBI has indicated that the action taken by SEBI against Ketan parekh
entities for involvement in price manipulation of certain sciprs, inter-alia, include
debarring Ketan Parekh and all entities connected with him from undertaking
any fresh business as stock broker/merchant banker and cancellation of the
certificate of registration of Triumph International Finance (I) Ltd., one of the
broking entities of Ketan Parekh.

Prosecution proceedings against Ketan Parekh entities are being initiated
for the violation of securities laws.

CBI have intimated that the chargesheet in the case relating to Bank of
India has already been filed in the competent court. Regarding Madhavpura
Mercantile Cooperative bank, investigation is at an advanced stage and is
likely to be finalized shortly. Regarding Swiss Bank accounts of Ketan Parekh,
the Swiss authorities had intimated in December, 2002 that the Letter Rogatory
sent in this matter cannot be executed because of the directions of the High
Court at Zurich.

Enforcement Directorate have intimated that certain OCB’s which SEBI
has designated as KP entities, have already been charged for offences under
FERA/FEMA through issue of SCN, as, has been pointed out in the JPC
report. The Adjudicating Authority has been advised to expedite the
proceedings.

As per the information available with Reserve Bank of India (RBI), as on
31.3.2003 Bank of India, Global Trust Bank Ltd., ICICI Bank Ltd., Centurion
Bank Ltd. and Bank of Punjab Ltd. have recovered an amount of Rs.137.31
crores from Ketan Parekh entities as against a total exposure of Rs.424.87.
RBI has advised the banks in January 2003 to take effective steps to recover
the entire amount from the Ketan Parekh entities expeditiously. Legal action
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for recovery has already been initiated by GTB, ICICI Bank, Centurion Bank,
Bank of Punjab Ltd. Bank of India has been permitted by Government to
enter into a compromise settlement in respect of Ketan Parekh Group of
companies subject to inclusion of a clause in the compromise agreement that
the agreement is without prejudice to the criminal case against Ketan Parekh
and others.

34. 4.68 The Committee note that the three broking groups belonging to Shri D.K. Pursuant to investigations against Singhania Group, Poddar Group, Biyani

Singhania, Shri A.K. Poddar and Shri H.C. Biyani were primarily Group and Khemani groups, SEBI has filed prosecutions as follows:
responsible for the payment problem in March 2001 in CSE. Their default
in pay-in obligations in three settlements in March -2001 was about Rs.
107 crore. D.K Singhania Group and A.K. Poddar Group along with Sanjay
Khemani Group received over a period a sum of Rs. 3191 crore from
Ketan Parekh entities for taking deliveries on behalf of the latter and had
close linkages with Shri Ketan Parekh. The Committee find that these
broker groups exploited the weaknesses in the working of Calcutta Stock
Exchange as discussed in another section of this Report and built large
concentrated position in a few scrips in violation of exposure limits. The
brokers’ plea of ignorance about the defects in the CSE margin system is
not convincing. The Committee urge that the civil and criminal proceedings
initiated against the defaulted brokers should be expeditiously completed
and the guilty punished at the earliest.

N o Name of the Case Filed against Case No. Filed at Date of filing
1. SEBI vs. Smt Prema Poddar Prema Poddar 4910/02 Chief Metropolitan Magistrate, Kolkata November 30, 2002.
2. SEBI vs. Tripoli Consultancy Tripoli Consultancy Services Pvt. Ltd., 4908/02 Chief Metropolitan Magistrate, Kolkata November 30, 2002.
Services Pvt. Ltd. Shri B P Singhania, Shri Pravin Kumar Agarwal
3. SEBI vs. Shri Ashok Kumar Poddar Shri Ashok Kumar Poddar 4909/02 Chief Metropolitan Magistrate, Kolkata November 30, 2002.
4. SEBI vs. Shri Raj Kumar Poddar Shri Raj Kumar Poddar 4911/02 Chief Metropolitan Magistrate, Kolkata November 30, 2002.
5. SEBI vs. Shri Ratanlal Poddar Shri Ratanlal Poddar 4912/02 Chief Metropolitan Magistrate, Kolkata November 30, 2002.
6. SEBI vs. Doe Jones Investments Doe Jones Investments and Consultants Pvt. Ltd, 4913/02 Chief Metropolitan Magistrate, Kolkata November 30, 2002.
and Consultants Pvt. Ltd. Shri Raj Kr. Patni,
Shri Raj Kr. Jain, Shri Gopal Singhania

SEBI vs.Biyani Securities Pvt.Ltd Biyani Securities Pvt. Ltd., 4914/02 Chief Metropolitan Magistrate, Kolkata November 30, 2002.
Shri Aloke Biyani, Shri Ravindra Biyani

SEBI vs. Arihant Exim Scrip Pvt. Ltd. Arihant Exim Scrip Pvt. Ltd.,
Shri Basudeo Singhania,
Shri Sanjay Kr. Jain 4915/02 Chief Metropolitan Magistrate, Kolkata November 30, 2002.
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N o Name of the Case against Case No. Filed at Date of filing
9. SEBI vs.Shri Dinesh Kr.Singhania Shri Dinesh Kr. Singhania 4916/02 Chief Metropolitan Magistrate, Kolkata November 30, 2002.
10. SEBI vs.Shri Harish Chandra  Biyani Harish Chandra Biyani 4917/02 Chief Metropolitan Magistrate, Kolkata November 30, 2002.
11. SEBI vs Sanjay Khemani Sanjay Khemani C/1429/03 Chief Metropolitan Magistrate, Kolkata March 27, 2003
12. SEBI vs Sanjay Khemani Sanjay Khemani C/1429/03 Chief Metropolitan Magistrate, Kolkata March 27, 2003
13. SEBI vs. N. Khemani N. Khemani C/1428/03 Chief Metropolitan Magistrate, Kolkata March 27, 2003
Registration of the following stock broking entities of CSE has been cancelled by SEBI under Stock Brokers Regulations:
1. Dinesh Kumar Singhania & Co.
2. Doe Jones Investments & Consultants P Ltd.
3. Arihant Exim Scrip P. Ltd.
4. Tripoli Consultancy Services Pvt. Ltd.
5. Biyani Securities P. Ltd.
6. Harish Chandra Biyani
7. Raj Kumar Poddar
8. Ratan Lal Poddar
9. Ashok Kumar Poddar
10. Prema Poddar
SEBI vide order dated October 18, 2002 issued under Section 11 and 11B of the SEBI Act, 1992 debarred following persons from associating with securities market
activities and dealing in securities till the completion of investigation proceedings against Shri Ketan Parekh and some entities associated with him. During the
period, they have been directed not to buy, sell or deal in the securities market directly or indirectly.
1. Shri Ashok Kumar Poddar
2. Mrs. Prema Poddar
3. Shri Raj Kumar Poddar
4. Shri Ratan Lal Poddar
5. Shri Dinesh Kumar Singhania
6. Doe Jones Investments & Consultants Pvt. Ltd.
7. Shri Raj Kumar Patni alias Raj Kumar Jain, Director, Doe Jones Investments & Consultants Pvt. Ltd.
8. Shri Gopal Singhania alias Gopal Krishna Singhania, Director, Doe Jones Investments & Consultants Pvt. Ltd.
9. Arihant Exim Scrip Pvt. Ltd.
10. Shri Basudeo Singhania, Director, Arihant Exim Scrip Pvt. Ltd.
11. Shri Sanjay Kumar Jain, Director, Arihant Exim Scrip Pvt. Ltd.
12. Tripoli Consultancy Services Pvt. Ltd.
13. Shri Bhagwati Prasad Singhania, Director, Tripoli Consultancy Services Pvt. Ltd.
14. Shri Praveen Kumar Agarwal ,Director, Tripoli Consultancy Services Pvt. Ltd.
15. Biyani Securities Pvt. Ltd.
16. Shri Aloke Biyani, Director, Biyani Securities Pvt. Ltd.
17. Shri Ravindra Biyani, Director, Biyani Securities Pvt. Ltd.
18. Shri Harish Chandra Biyani

As advised by SEBI, CSE has also filed FIR against Singhania Group, Poddar Group and Biyani
Street P.S./DD Case no. 476 dated 24.09.2002 U/s 120B/420/409/467 /468 [471/477A IPC).

Group of brokers with Kolkata Police Authorities (Case Ref. — Hare
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35.

36.

37.

4.69

4.117

Shri H.C. Biyani had deposited 10 lakh shares of DSQ Software Ltd. as
security towards his pay-in dues to CSE on 21.3.2001. It transpired during
the Committee’s examination that Shri Biyani did not have ownership of
those shares when he deposited them and could not have transferred the
shares to CSE. It was a fraud on CSE by Shri Biyani. CSE has reportedly
filed an FIR against Shri Biyani and Biyani Securities in this regard. The
Committee expect that the matter be investigated and on the basis of
outcome thereof, appropriate criminal proceedings will be initiated.

In another instance, Shri H.C. Biyani had entered into a transaction with
Stock Holding Corp. of India Ltd. (SHCIL), which was classified by CSE
as trade in the nature of accommodation and expunged the same. The
trade in question related to his sale of DSQ Industries shares under Sell-
n-Cash scheme of SHCIL on 2.3.2001 for Rs.24.45 crore where the
counter party broker was Shri Biyani himself. This matter has since been
looked into by an independent inquiry appointed by SHCIL as discussed
in the section on SHCIL.

SEBlhas not so far provided conclusive evidence to substantiate its
conclusions in regard to the brokers/groups mentioned in Section 3 above.
Accordingly, the Committee recommend further investigations in this
regard.

SEBI have informed that Biyani Securities Pvt. Ltd., had tendered 10,00,000
shares of DSQ Software to CSE for meeting its pay in obligations. It was
stated by the broker in correspondence to the CSE that these shares were
obtained from one of its clients against the dues of the clients towards the
broker. However, later, broker changed his version in investigation before SEBI
and said that the entity from whom these shares were obtained did not act as
client and was merely an entity of a friend who wanted to help it tide over
payment difficulties. However, this was contradicted by the stated friend.
Accordingly, criminal proceedings were initiated against Biyani Group by CSE
with Detective Department, Kolkata Police vide case Ref. — Hare Street P.S./
DD Case no. 476 on 24.09.2002 U/s 120B/420/409/467/468/471/477A of IPC.
Kolkatta Police have informed that investigations are in progress.

SEBI has ordered investigation to ascertain as to whether there was any
nexus among SHCIL officials, Dinesh Dalmia promoter of DSQ Industries,
Biyani Group in relation to the transactions done by Biyani Group through
SHCIL and more particularly to ascertain whether any provisions of the
SEBI Act, 1992 and various Rules and Regulations made there under have
been violated. Investigation is currently in progress.

SEBI have informed the following action taken by it.

A. First Global Group

Based on investigation/findings in the case of First Global Group, an enquiry
was conducted against First Global Stock Broking Pvt. Ltd. (FGSB) and Vruddi
Confinvest India Pvt. Ltd. (VCIP). The Enquiry Officer, vide report dated January
09, 2002, recommended cancellation of registration as Stock Broker and
Portfolio Manager and cancellation of registration as Sub-broker, granted earlier
to FGSB and VCIP.

The Board, in pursuance of the directions of the Hon’ble High Court of Bombay
and in exercise of the powers conferred by section 4(2) of SEBI Act, 1992
read with Regulation 13 of SEBI (Prohibition of Fraudulent and Unfair trade
practices relating to securities market) Regulations, 1995 read with Regulation
29(3) of SEBI (Stock Brokers and sub-brokers) Regulations, 1992, and
Regulation 35 (3) of SEBI (Portfolio Managers) Regulations, 1993, cancelled
the certificate of Registration granted to FGSB as Stock broker (SEBI Reg.
No. INB230722136 and INB010722152) and Portfolio Manager (SEBI Reg.
No. INP000000381) and VCIP ( SEBI Reg. No. INS010647738/01-07221) as
a Sub-broker.
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Pursuant to Board’s order, Prosecution has been filed on January 15, 2003
(vide C. C. no 23/S/ 2003) against FGSB, VCIP, Shri. Shankar Sharma and
Ms. Devina Mehra, for violating SEBI (Prohibition of Fraudulent and Unfair
trade practices relating to securities market) Regulations, 1995.

Further, SEBI has filed for Prosecution against FGSB, VCIP, Virta Trade
Agencies Pvt. Ltd., First Global Finance Pvt. Ltd., Shri. Shankar Sharma and
Ms. Devina Mehra on January 15, 2003 (vide C. C. no 23 A /S/ 2003), for non-
compliance to SEBI Summons.

B. CSFB Securities: Credit Suisse First Boston (I) Securities Pvt. Ltd. (CSFB
Securities) had transacted in a big way on behalf of entities connected/
associated with Ketan Parekh, certain OCBs namely Wakefield, Brentfield,
Kensington, FII sub-account—Kallar Kahar Investment Ltd., Mackertich
Consultancy Services Pvt. Ltd. and also on its own account.

SEBI's investigation have concluded that CSFB Securities and CSFB
proprietary account aided and abetted Ketan Parekh entities in putting fictitious
and non-genuine trades with a view to create misleading appearance of trading.
Credit Suisse First Boston also aided, assisted and abetted Ketan Parekh
entities in creating artificial volumes and market in certain scrips through
circular trades. Shares were being rotated from one entity belonging to Ketan
Parekh to other entities belonging to him. There was no change in beneficial
ownership. These transactions were put with a view to induce others to
purchase and sell the securities

Based on the findings of investigations, SEBI had issued orders against CSFB
asking it not to undertake fresh business as a broker and enquiry proceedings
were initiated against the broker. Enquiry proceedings have been completed
against the broker and SEBI has suspended the certificate of registration of
Credit Suisse First Boston (I) Securities Pvt Ltd (CSFB Securities) to act as a
stock broker for the period of two years w.e.f. April 18,2001 for aiding, abeting
and assisting Ketan Parekh entities in market manipulations.

C.DKB Securities: SEBI's investigation have concluded that Dresdner
Kleinwort Benson Securities (India) Ltd., (DKB Securities), a foreign brokerage
registered with SEBI aided and abetted Ketan Parekh entities in putting fictitious
and non-genuine trades with a view to create misleading appearance of trading
and in creating artificial volumes and market in certain scrips through circular
trades. Shares were being rotated from one entity belonging to Ketan Parekh
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38.

4.131

The Committee note that SEBI

of

is transactions under

‘Sell-N-Cash’/’Cash-on-Payout’

inspection has brought out various
irregularties by Stock Holding Corporation of India Ltd. (SHCIL) in respect

schemes with

to other entities belonging to him. There was no change in beneficial ownership.
The transactions were put with a view to induce others to purchase and sell
the securities. SEBI conducted enquiry against DKB Securities and Enquiry
officer has recommended suspension of certificate of registration of DKB
Securities to act as a stock broker for the period of two years. Show cause
notice has been issued.

E. Khemani Group
The investigation of Khemani Group has revealed the violation of the following
provisions by Sanjay Khemani and N Khemani:
Section 19 of Securities Contracts (Regulation) Act, 1956
Regulation 4 (b) of SEBI (Prohibition of Fraudulent and Unfair
Trade Practices relating to Securities Market) Regulations, 1995
Rule 4 (b) of SEBI (Stock brokers and Sub-brokers) Rules, 1992,
Regulation 7 of SEBI (Stock brokers and Sub-brokers)
Regulations, 1992
For the above violations, SEBI vide its Order dated January 21, 2003 issued
under Section 11 & 11B SEBI Act, 1992 has debarred Sanjay Khemani and
N. Khemani from associating with securities market activities and dealing in
securities till the completion of enquiry proceedings against them and the
completion of investigation proceedings against Shri Ketan Parekh and some
entities associated with him. During the period they are directed not to buy,
sell or deal in the securities market directly or indirectly.

H. Bang Group of Entities

In the light of the findings of investigation and after considering the findings
of the enquiry officer, in exercise of powers conferred upon under Section
4(3) of SEBI Act, 1992 read with Regulation 29 (3) of SEBI (Stock Brokers
and Sub Brokers) Regulations, 1992 read with Regulation 13 of SEBI
(Prohibition of Fraudulent and Unfair Trade Practices Relating to Securities
Market) Regulations, 1995 SEBI passed an order dated July 30, 2002
canceling the registration of M/s Nirmal Bang Securities Ltd. (NBS), M/s Bang
Equity Broking Pvt. Ltd. (BEB), Bama Securities Ltd. (BSL) - all stock brokers
registered with SEBI and Bang Securities Pvt. Ltd. (BS), sub brokers registered
with SEBI.

SEBI has informed that enquiry conducted by M/s Haribhakti & Co and its
findings were sent to SHCIL to obtain their comments and calling for an
explanation as a part process of natural justice before taking further action.
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39.

40.

4.132

4.133

Biyani Group of Calcutta Stock Exchange. Some of the irregularities are:
Exposure of one-third of its net worth (exposure of about Rs. 43 crore) for
one scrip and one broker group viz., Biyani Group;

Doing trade of 7.2 lakh shares when there were only 1.1 lakh shares in
the beneficiary account;

Negotiating with promoter Director of the traded scrip for extension of a
facility to a broker;

Issue of a letter of comfort/assurance to Indusind Bank by local office
followed by Head Office regarding issuance of cheques;

Issue of cheques by unauthorized signatories;

Reduction of service charge from 0.5% to 0.2%.

The Committee hope that SEBI will take suitable action on the basis of its
above findings.

SHCIL at the instance of JPC instituted an independent enquiry to look
into this case. The enquiry was conducted by a Chartered Accountant
(Haribhakti & Co.). The enquiry has concluded that though the Sell-N-
Cash scheme was not meant for brokers, SHCIL extended the facility to
brokers and that the procedures laid down were not followed. The limits
laid down were exceeded and such excesses were ratified by the then
Managing Director and C.E.O. The enquiry has concluded that while they
have not come across any evidence to indicate malafide intention on the
part of officials of SHCIL, there was negligence in operation of the schemes
and lack of proper judgement on the part of the Managing Director and
C.E.O. in approving the transaction and not keeping the Board informed
in advance. The enquiry report has recommended certain corrective
measures such as review of the Sell-N-Cash and Cash on-payout
Schemes, restricting the schemes only to investors, etc. The Committee
urge that necessary action be taken on the measures suggested by the
enquiry.

SEBI's report has highlighted that SHCIL did not follow prudential norms
and regulations while conducting its business. The ‘Sell-N-Cash’ Scheme
envisaged for small investors has been used by SHCIL as an avenue for
financing brokers and used as a funding mechanism for creating artificial
market in scrips. There was also lack of internal control procedures. The
Committee urge SHCIL to look into these issues and devise appropriate
norms to ensure that its schemes/activities do not result in market
manipulation or promote unfair trade practices.

The comments have since been received and have been examined. Further
action including conducting an enquiry in accordance with Securities and
Exchange Board of India ( Procedure for holding enquiry by an enquiry officer
and imposing penalty) Regulations, 2002, or any other action would be taken
shortly.

As against 4.131

As against 4.131
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5.55

The Committee note that although there do not appear to have been any
serious violations by the Bank of the guidelines issued by RBI till 30.6.2000,
there was thereafter a steep increase in advances without a corresponding
increase in deposits. In fact, the CD ratio went up between October 2000
and March 2001 from 76 per cent to 131 per cent, which meant that the
Bank was lending beyond its means. The steep increase in advances
was mainly owing to the Bank improperly and illegitimately making vast
sums available, under various guises, to certain stockbrokers, in particular
entities controlled by Shri Ketan Parekh. That the exponential increase of
advances to KP Group companies occurred when the market was falling
shows that the nexus between the Bank and the broker was of
long-standing. The Committee also note that at the Mandvi branch, Mumbai
of the Bank, large Pay Orders were issued to the Ketan Parekh group of
companies aggregating Rs. 4626.19 crore between 27.11.2000 and
9.3.2001. Of the advances outstanding at Rs 1594.17 crore (as on
16.3.2001) a sum of Rs. 1082.22 crore, constituting 68% of the advances,
were in the nature of unsecured advances granted to 21 borrowal accounts
belonging to stock brokers. Out of these, at least 10 accounts indicated
linkages with Ketan Parekh, in whose case the exposure was Rs 943.57
crore i.e. 77.9% of total advances to share brokers.

MMCB was relying on the Call Money Market to meet with exigencies but
on no occasions defaulted in its repayment obligations except on 7.3.2001
when its borrowings from Call Money market, attributed largely to the
advances it had given to the Ketan Parekh and other broking entities in
the form of Pay-Orders etc. were left unsecured. While the Ketan Parekh
entities were able to avail of instant credit by discounting the MMCB
Pay-Orders aggregating to Rs.137 crore from the Stock Exchange Branch
of Bank of India, Mumbai, the entities enjoyed substantial sanctioned
limits, MMCB failed to meet with its obligations at the Brihan Mumbai
Clearing House when the said Pay-Orders were presented for settlement
on 9/3/2001. The feasibility of the Bank’s harnessing potential alternative
means to satisfy its clearance obligations was nipped in the bud when
RBI stepped in on 13.3.2001 and invoked Rule 11 barring MMCB from
accessing the Clearing House in any manner with retrospective effect
from 9.3.2001. The Committee are of the view that while the nexus between
Chairman, MMCB and Chairman of KP group companies warrants further
investigation by the agencies concerned, it is also necessary for RBI and
SEBI to draw the right lessons from the regulatory point-of-view to put in

As against 3.22

The investigation regarding nexus between Chairman, MMCB and Ketan
Parekh is being looked into during the investigation of MMCB case.

SEBI has informed that the process of improving & institutionalizing
coordination between SEBI & RBI has been initiated and measures have
been taken for implementation of JPC recommendations. A group has been
formed with representation from SEBI & RBI for exchanging information on
alerts related to the areas regulated by the respective bodies. The group will
be working on modalities for identifying unusual activity in the system which
might have a bearing on market integrity, based on the desparate signals
arising from different market segments, regulated by the two regulatory bodies.
Two officers from SEBI & three officers from RBI have been nominated in this

group.
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5.57
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place an integrated system of alerts which would piece together disparate
signals from different elements of the market to generate special attention
to any unusual activity anywhere in the system which might have a bearing
on the integrity of the stock market.

The Committee take serious note that the Chairman and top executives
of the Madhavpura Mercantile Co-operative Bank indulged in a series of
irregularities flouting all prudent Banking norms and the guidelines laid
down by the Reserve Bank of India. This resulted in a run on the Bank in
March 2001 and triggered a run on the deposits of several co-operative
Banks, not only in Ahmedabad but also in other towns of Gujarat. In view
of its inability to meet the heavy demand of the depositors, MMCB closed
down all its branches on 13.3.2001.

Other glaring irregularities pointed out by RBI in their special scrutiny
undertaken after the exposure of the scam in March 2001 were that, in
several cases, the balances outstanding in the borrowal accounts were
far beyond sanctioned limits, the gap ranging between 100% and 400%.
The wide deviation between sanctioned limits and outstandings reflected
overdrawals which were allowed as per the oral instructions of the
Chairman and these were not confirmed even subsequently. Loans to
stock broking companies were unsecured and much beyond permissible
limits. The purpose for which such advances were given was indicated as
“Loans against Fixed Assets” primarily with a view to camouflaging the
Bank’s lending to brokers in violation of RBI guidelines. Moreover, the
Bank's Board violated RBI guidelines relating to the review of large
borrowal accounts. Limits were sanctioned without proper credit appraisal
and post-disbursement supervision was ineffective. Besides, the Bank
had been resorting to large borrowings through the call money market for
the purpose of lending to these big borrowal accounts. Between December
2000 and March 2001, the Bank’s daily exposure to the Call Money
Markets rose from Rs. 122 crore to a peak of Rs. 270 crore and stood at
Rs. 197 crore on 21.3.2001.

During the RBI inspection conducted for the year 1999, it has been noticed
that the standard of credit appraisal obtaining in the Bank was deficient.
However, RBI did not take corrective action. The Bank violated RBI
directives with respect to credit exposure, sanctioning credit limits much
in excess of its credit exposure ceiling. It also defaulted in the maintenance

As against 3.22

As against 3.22

As against 3.22
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46.

47.

5.59

5.60

of the Statutory Liquidity Ratio (SLR). Although RBI has said CD ratios
were not required to be included in monthly/quarterly reports received
from UCBs, the Committee are of the view that even in the absence of a
specific provision for the calculation of CD ratios in the format of report
submitted to RBI, discrepancies between credits and deposits in MMCB
returns should have been evident from the face of the record.

The Committee take serious note of the fact that the then Chairman of
the Bank was instrumental in getting huge amounts of loans sanctioned
by the Bank in blatant violation of extant rules/guidelines either for his
personal gain or for the benefit of his close relations. He misused his
official position for his personal business interests by securing from the
Bank credit facilities much beyond exposure norms for M/s Madhur Food
Products Ltd., a company in which he was a Director. Large funds were
transferred between different accounts belonging to the business concerns
of the Chairman; for instance, amounts were withdrawn from the loan
account of M/s Madhur Food Products and transferred to other accounts
of the Chairman, that is, M/s Madhur Shares and Stocks Ltd. and M/s
Madhur Capital and Finance Ltd. In the pursuit of his vested interests, the
Chairman colluded with Ketan Parekh. For example, between 17.1.2001
and 28.2.2001, Rs. 135 crore were transferred from the hypothecation
account of M/s Panther FinCap and Management Services Pvt Ltd.-a
company belonging to the Ketan Parekh Group to the current account of
M/s Madhur Capital and Finance Pvt Ltd.-a company belonging to the
Bank Chairman’s group. This appears to have been done in consideration
of unduly large credits extended by the Bank to the Ketan Parekh Group
at its Mandvi branch, Mumbai, indicating a business nexus between the
Chairman and Shri Ketan Parekh.

The Committee note that way back in 1998, one Shri Jasubhai S. Patel of
Ahmedabad registered a complaint against MMCB regarding misuse of
public monies and gross violation of rules/regulations etc., simultaneously
but separately with the Registrar of Cooperative Societies, Gujarat and
RBI. RCS Gujarat conducted an inquiry through the District Registrar,
Ahmedabad who gave MMCB a clean chit. However, after conducting its
own investigation, RBI found that the Chairman of the Bank was indulging
in all sorts of malpractices for personal gains. RBI also noted many other
irregularities. Yet, although the RBI report was forwarded to RCS Gujarat
for taking further action, RCS Gujarat merely reiterated the clean chit

CBI has informed that the transfer of funds to the tune of Rs. 135 crore from
the account of Ketan Parekh Group entities to M/s Madhur Capital & Finance
Pvt. Ltd., a company belonging to the Chairman’s Group is being investigated
in case RC 4(E)/2001-BS&FC/ Mumbai relating to MMCB.

Action taken by RBI indicated against Para 3.22.

As per the provisions of the Cooperative Societies Acts, the complaints against
the Chairman, Directors, CEOs, etc., are forwarded to RCS, to conduct an
enquiry under the powers vested with him in terms of the State Co-operative
Societies Act of the concerned State. Accordingly, the complaint received
from Shri Jasubhai S. Patel, in 1998, was forwarded to the Registrar of Co-
operative Societies, Government of Gujarat, to conduct an enquiry into the
allegations under Section 86 of the Gujarat Co-operative Societies Act, 1961,
and to fix accountability and to initiate appropriate action against the managerial
personnel. The Joint Registrar of Cooperative Societies (Audit), Government
of Gujarat, vide letter dated January 04, 1999 advised RBI that the RCS,
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48.

5.61

given earlier by the District Registrar. Thereafter, RBI did not pursue the
matter further. Nor did RBI take up the matter, as it should have, with the
Central Registrar of Co-operatives. The Committee are unable to accept
the plea taken by RBI that they were helpless in the matter in view of the
report received from the State Registrar.

The Committee question the role played by the State Registrar, who,
instead of constituting a special audit, just forwarded the report received
from the District Registrar and did not bother himself to investigate the
veracity of the charges made. The Committee consider this a serious
lapse on the part of the State Registrar. The Committee find that under
the Act itself, the State Registrar was vested with wide powers and could
have superseded the board. Consequent to the delegation of authority by
the Central Registrar to the State Registrar, there should have been a
mechanism in place for the Central Registrar to be informed of any unusual
activity in the Bank.

Ahmedabad had inquired into various allegations made by Shri Jasubhai S.
Patel and reported that they had found no substance in any of the allegations.
As per the notification, issued by the Central Government, under the provisions
of Section 4(2) of the Multi-State Cooperative Societies Act, 1984 (MSCSA)
read with Section 3(c) of the Act, on September 16, 1995, the powers
exercisable by the Central Registrar of Co-operative Societies under the Act
other than the powers of the registration of —

The Multi-State Co-operative Society,

Amendment of Bye-laws of a Multi-State Co-operative Society registered or
deemed to be registered under the Act, shall be exercisable by the designated
Officers of the State Government, subject to certain conditions. As per the
conditions specified therein, the powers under sub-section (1) of Section 48
relating to supersession of the Board of a Multi-State Co-operative Bank to
which the provisions of the Banking Regulation Act, 1949 are applicable, shall
be exercisable only with prior concurrence of the Central Registrar. All other
matters thus stand delegated to the State Government. In view of the above
position, and what was being done in other cases relating to multi-state banks,
RBI directly referred the complaint received from Shri Jasubhai Patel, to the
RCS, Government of Gujarat, even though the bank was under the MSCSA.

Ministry of Agriculture have reported that the recommendation primarily relates
to the State Registrar of Cooperative Societies, Gujarat. They have written to
the State Government of Gujarat to take suitable action against the then State
RCS.With regard to the mechanism suggested therein, it is submitted that
the Central Registrar used to maintain liaison with the State Registrar through
review meetings. There was no report or indication from the State Registrar
to the Central Registrar that the Madhavpura Bank was not working properly
and it had committed irregularities in sanctioning loans and making advances.
The Central Registrar held a meeting of the major urban cooperative banks
of Gujarat & Maharashtra at Ahmedabad on 06" August, 2000 to discuss the
problems of these banks which was attended by the State Registrar and
officials of the State Government. But no such problem was brought to the
notice of Central Registrar even in this meeting. In fact the UCBs used to
send the financial statements periodically to the RBI and not to the Registrar.
In the wake of the new MSCS Act, 2002, the Central Registrar ceases to have
any powers of supersession of the board of a multi-state cooperative society
including the urban cooperative banks or issue directions to them.
Consequently, no delegation has been made to the State Registrars. However
under section 120 of the MSCS Act, 2002, a mechanism has been provided,
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whereby the banks are required to submit returns to the Central Registrar. A
suitable proforma has also been devised by the Central Registrar for these
banks and they are now submitting these reports to the Central Registrar.
The mechanism suggested by the Committee has now been put in place.
49. 5.62 The question of duality of control engaged the consideration of the As against 3.21
Committee. This aspect is covered in detail under the chapter relating to
RBI.
50. 5.63 The Committee also note the dubious-role played by the auditors who Department of Company Affairs have informed that two complaints have been
failed to point out serious irregularities while conducting audit for the year received by the Institute of Chartered Accountants of India, against auditors,
1998-99 and 1999-2000. A formal complaint is reported to have been from RCS Gujarat, in the context of the 2001 ‘scam’. The Council of the ICAI
lodged in this regard by the RCS Gujarat with the Institute of Chartered has come to the prima facie opinion that a disciplinary inquiry be conducted.
Accountants of India in March, 2002. Even in the absence of the calculation Accordingly both the complaints have been referred to the Disciplinary
of the CD ratio, discrepancy between credt to deposit were evident from Committee for enquiry.
the face of the records.
51. 5.64 The Committee were informed that a criminal complaint was lodged by The criminal complaint lodged by the Administrator of MMCB on 21.4.2001

the RBI in the court of Chief Metropolitan Magistrate, Ahmedabad against
the MMCB, its Chairman and Managing Director on 14.3.2001 under
section 46 of the Banking Regulation Act 1949, read with section 58(B) of
the Reserve Bank of India Act, 1934, for having made false statements to
RBI with respect to call money borrowing and also failing to meet its
assurance for submitting the required information. A criminal complaint
had also been lodged by the Administrator of MMCB Ltd. with Madhavpura
Police Station, Ahmedabad on 21.4.2001. Later, in terms of the order of
the High Court of Gujarat, Ahmedabad dated 2.5.2001, CBI has been
directed to investigate the deeds/misdeeds of the ex-Chairman and
Managing Director and other officials involved in the mismanagement of
the Bank. In pursuance of court orders, the case was transferred to CBI,
Mumbai, and an FIR has been registered with Special Police
Establishment, Mumbai Branch on 18.5.2001. On 1.6.2001, charge sheet
in the case has been filed against Ketan.V.Parekh, Kartik.K. Parekh,
Ramesh Parekh, Chairman, MMCB, Devendra B. Pandya, Managing
Director, MMCB and Jagdish.B.Pandya, Branch Manager u/s
120-8,420,467,468 and 471 of IPC. The case is stated to be pending in
the Court of the Chief Metropolitan Megistrate, Mumbai. The Committee
desire that these cases be decided expeditiously.

with Madhavpura Police Station, Ahmedabad, was registered as CR No. 67
of 2001 and the same has since been transferred to the CBlI BS&FC, Mumbai
in its RC. 4(ED 7.3.2003)/2001-CBI BAFC Mumabai on 18.5.2001 vide orders
dated 2.5.2001 of the High Court of Gujarat, Ahmedabad. The chargesheet
filed on 1.6.2001 against Sh. Ketan Parekh and Others relates to RC.3/E/
2001-BSFC/MUM registered on 30.3.2001 by CBI BSFC Mumbai and the
same is pending trial in the Hon’ble Court of CMM Mumbai as CC No.60/P/
2001. The draft charges have been submitted by the prosecution to the court.
The CBI has appointed an exculsive special counsel to conduct the trial of
this case and all efforts are being made by it with the court to expedite the
trial.
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52.

53.

5.65

5.66

(0

The Committee note that in view of the serious irregularities committed
by MMCB, a series of measures have been taken by RBI whereby UCBs
have been prohibited from extending financial assistance against securities
of shares and debentures. RBI has also prohibited UCBs from grant of
advances from financing Initial Public Offerings (IPOs). RBI has also
directed that steps be taken to recall all such advances to stock brokers.
Whereas prior to 11.6.2001, pursuant to RBI directives, inspection of UCBs
was effected once in two years, after that the periodicity will henceforth
be once every year.

It will be seen that almost everything was being wrongly done in MMCB
and almost everyone was involved. This case therefore deserve severest
action. The Committee recommend the following :

The Committee is of the opinion that in the gross irregularities committed
in the functioning of the MMCB, everyone was involved. The Committee
believe that all those involved must be dealt with severely and expeditiously.
The Committee recommend that RBI, State Registrar of Co-operative
Societies and Central Registrar of Co-operativeSocieties should fix
responsibilities for wrong doings and proceed expeditiously against all
those who are found involved. Had such misdeeds not been committed,
the fabric of co-operative Banking system could not have been affected
to this extent.

As against 3.22

As against 3.22

Ministry of Agriculture has informed that:

(a) Immediately after the problem of Madhavpura Mercantile Cooperative Bank
surfaced, the Board of Directors of the Bank was superseded and an
Administrator was appointed. In order to assist the Administrator, an Advisory
Committee consisting of the RCS, Gujarat, representatives of Gujarat State
Urban Cooperative Banks, one Chartered Accountant and representatives of
the creditors, consumers and shareholders was constituted. An inquiry under
section 69 of the old MSCS Act, 1984 was instituted and a snap scrutiny of
the bank was conducted by the RBI and based on the RBI report further
action was taken.

(b) A criminal complaint against the then Chairman of the Bank, Sh.
Rameshchandra Nandlal Parikh, the Chief Executive of the Bank Sh. Devendra
Pandya and Branch Manager of the Mandavi Branch, Mumbai, Sh. Jagdish
Pandya was lodged with the Police, Ahmedabad on 21.4.2001 under Section
405, 406, 408, 409 and 120B IPC for committing acts of omissions and
commission in 19 loan accounts of K.P. Group. These cases were subsequently
transferred to the CSI by an order of the Hon’ble High Court of Gujarat.

(c) The then Managing Director of the bank and the Branch Manager of the
Mandvi Branch who were primarily responsible for the debacle have already
been dismissed from the service.

(d) 13 more criminal cases were filed in June 2002 and another 35 cases on
5-12-2002 against the firms for irregular transactions which are under
investigation by the State Police.

(e) Recovery proceedings with regard to the loans outstanding have been
launched and so far an amount of Rs.142 crores has been recovered from
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(i)

(iif)

(iv)

The Ministry of Finance must give a serious thought to the problem of
dualityof control in the case of co-operative banks which in fact is not only
resulting in cross directives adversely affecting the working of the
co-operative banks but also since most of the State Registrars are not
exercising proper control and surveillance over these banks, it is noticed
that the co-operative banks often flout rules with a sense of total impunity
without the fear of any kind of accountability. The Committee therefore
are inclined to agree with the recommendations made by the High Powered
Committee and desire that the bank-related functions of the co-operative
banks should be brought fully under the purview of Banking Regulation
Act, 1949, so as to bring a clear demarcation of areas of activities of
co-operative banks which will fall under the domain of RBI visa-vis the
Registrar of Co-operative Societies. The legislative proposals submitted
by the RBI to the Ministry of Finance as well as the proposal regarding
setting up a separate apex body for regulating the entire urban co-operative
sector therefore, merits early consideration.

In order to prevent irregularities of the type surfaced in the case of some
of the co-operative Banks which were examined by the Committee they
are of the view that full ban on granting of loans and advances to the
directors and their relatives in concerns in which they are interested needs
to be imposed. Appropriate legal procedures may be initiated to ensure
that there is no conflict of interest in the grant of loans and advances to
the directors and their relatives in the concerns in which they are interested.

The Committee recommend that stringent laws be put in place to deal
with fraudulent transaction like the ones that have come to light in relation
to the affairs of MMCB and conduct of it Chairman and other senior
functionaries. The laws must ensure that those guilty be brought to book
expeditiously and disgorge their ill-gotten gains through confiscation of
property and other appropriate measures.

the defaulters. From Mr. Ketan Parikh, an amount of Rs. 16 crores has been
recovered. For the remaining amount, the civil court at Ahmedabad has given
him a period of 3 years.

f) The Institute of Chartered Accountants of India has already been requested
to take disciplinary action against the Chartered Accountants of the bank
who failed to point out the serious irregularities committed by the bank.

As in para 3.21

(iii) The Reserve Bank of India has informed that it is contemplating to impose
a complete ban on loans and advances to the Directors of the banks and their
relatives including the secured loans.

Penal provisions for submitting false returns and for non-compliance with RBI
instructions, in the proposed amendments to the Banking Regulation Act,
1949.
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(v) Penalties under the Banking Regulation Act, 1949 for false return/ Penal provisions for submitting false returns and for non-compliance with RBI
information must be enhanced to serve as a deterrent. instructions, in the proposed amendments to the Banking Regulation Act,
1949.
54. 5.109 The Committee regret to note that the City Cooperative Bank flouted all RBI has reported as follows:-

prudential norms of the RBI. This became clear during the investigation
conducted by the RBI. The Bank had no investment policy, loan
disbursement policy and credit appraisal system. Carrying out a concurrent
audit was also missing. The Bank had opened deposit accounts in respect
of four front companies of the promoter of M/s Century Consultants Group
viz. Shri Anand Krishna Johari who was also a Director on the Board of
the Bank. The accounts were opened without observing the usual
safeguards such as introduction, obtaining of Memorandum and Articles
of Association etc. The Board had vested full powers of investment on
Shri Anand Krishna Johari and all investment decisions were taken by
him. The result was that between 5th and 15th March, 2001, the Bank’s
funds to the extent of Rs. 6.50 crore were utilized for investments in bonds
of Cyber Space Infosys-a concern of Shri Johari, contrary to RBI
instructions prohibiting equity investment in such companies. There was
also a total absence of any loan policy/committee and all credit decisions
too were taken only by Shri Anand Johari. The Bank had invested funds
to the extent of Rs. 15.68 crore in term deposits and receipts aggregating
to Rs. 2.62 crore could not be produced to RBI for verification during the
investigations. It was noticed that these were however encashed but not
accounted for and the proceeds had simply been siphoned off. Similarly,
the Bank did not have any documentary evidence in respect of a large
amount of investment amounting to Rs. 21.40 crore indicating that the
money had been misutilised by Shri Anand Krishna Johari. The advances
were disbursed on the orders of the Secretary cum CEO. In addition,
advances against shares in physical form were granted in excess of the
ceiling of Rs. 10 lakh per individual as prescribed by the RBI which resulted
in turning the entire portfolio to the tune of Rs. 1.53 crore into NPAs.
Furthermore, the Bank had violated RBI directives on unsecured advances
by sanctioning limits in excess of Rs. 50,000 in a number of cases, in
blatant violation of the RBI directive on maximum limit in relation to
unsecured advances. During the period January-March, 2001, the Bank
had sanctioned large advances to the tune of Rs. 5.88 crore to 15
borrowers without the backing of any tangible security in blatant violation
of RBI directives. Astonishingly loans were sanctioned even against blank

The City Co-operative Bank, a non-scheduled bank based in Lucknow, was
inspected with reference to its position as on March 31, 1999, during May-
June, 1999. The statutory inspection did not reveal any serious irregularities:
the irregularities revealed were of rectifiable in nature, such as, absence of
any loan policy, deficiency in credit appraisal system, laxity in post-
disbursement supervision, unsatisfactory functioning of management and loan
committees, lack of effective internal control system and control over branches.
These irregularities did not warrant any immediate drastic action against the
bank. As per the normal procedure followed, these deficiencies were discussed
by the inspecting officers with the Chairman and the board on the concluding
day of the inspection and the board was asked to take expeditious action to
rectify the deficiencies and submit specific compliance to RBI.

Inspection report pointed inter-alia, that the bank had violated the Reserve
Bank of India guidelines on credit exposure of individual exposure norm of
20% of its capital funds and group exposure norm of 50% of its capital funds
in several cases and the bank had defaulted in maintenance of Cash Reserve
Ratio (CRR).

The irregularities observed in the bank’s functioning were perpetrated after
the statutory inspection of the bank conducted by the RBI during May-June
1999 and indicates a clear case of nexus of the board with firm/s connected
with the directors.

2. In the light of the findings of the scrutiny, RBI has taken the following
measures:

(i) With a view to prevent preferential payment to depositors and to contain
the run, a Directive by RBI under Section 35 A of the Banking Regulation
Act, 1949 (As Applicable to Cooperative Societies), was imposed on March
22, 2001 directing the bank not to accept fresh deposits or give fresh
loans and not to repay more than one thousand rupees to any single
depositor.

The Registrar of Cooperative Societies, Uttar Pradesh had been requested
on April 03, 2001 to supersede the Board of Management of the captioned
bank and to appoint an Administrator for securing proper management
by invoking the provisions of Sub-section (iii) of Section 90 B of the U.P.
Co-operative Societies Act, 1965. Accordingly, the Registrar of Cooperative

(i)
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applications and without obtaining signatures on the necessary
documents. Advances and funds were released by way of demand draft
without ensuring their end use.

Societies issued an order on April 09, 2001 superseding the Board and
appointing the District Magistrate, Lucknow as the Administrator of the bank.
In view of the serious irregularities in the functioning of the bank as revealed
in the interim report on scrutiny of books of account of the bank, a criminal
complaint was filed by the Reserve Bank against the Chairman, Directors
and Chief Executive Officer of the bank in the Court of Judicial Magistrate,
Lucknow on April 03, 2001.

The City Co-operative Bank Ltd., Lucknow, has filed two Criminal cases
with Police Authorities against Shri Gorakh Nath Srivastava, the ex-
Secretary of the bank and Shri Anand Krishna Johari, then Director of
the bank, for siphoning of bank’s funds to the tune of Rs.3230.22 lakh
(approximately) in the form of fictitious investments and benami loans.
3. The City Co-operative Bank Ltd. was allotted four centres for opening of
branches (no licence was issued for opening these branches) on February
27, 2001. This was based on the bank’s financial position as on March 31,
2000 and the then prescribed eligibility norms for allotment of centres to UCBs.
A scrutiny was later carried out in March 2001 on media reports concerning a
run on the bank. Certain irregularities were detected and the centres allotted
were cancelled on May 09, 2001 well before issue of licences for opening the
branches at the allotted centres.

4. A scheme of revival of the bank is under consideration of the Government
of Uttar Pradesh.

5. The CBI had registered two cases pertaining to defrauding of City
Cooperative Bank to the tune of Rs.28.97 crores and Rs. 1.71 crores
respectively. The investigation in the first case has revealed that out of the
total amount of Rs.28.97 crores, an amount of Rs.17.16 crores was transferred
to Mumbai and utilised for meeting the pay-in obligations of M/s. Century
Consultants Ltd. and its associate companies and persons with Bombay Stock
Exchange and National Stock Exchange. The funds were also used for trading
in shares of Cyberspace Infosys Ltd. which was done by the promoters
themselves for artificially hiking up the price of its shares in the market.
Ultimately, when the share price of Cyberspace Infosys Ltd. fell down drastically
the money was lost. An amount of Rs 11.81 crores was transferred to the
accounts of Century Consultants Ltd. and associate companies and were
utilised for meeting various obligations. Funds defrauded from City Cooperative
Bank and investors of Century Consultants Ltd. and its group companies are
mixed up and were used as one entity as and when required to meet the pay-
in obligations to Bombay Stock Exchange and National Stock Exchange. In
order to safeguard the interest of City Cooperative Bank and investors of
Century Consultants Ltd. the CBI had requested Securities and Exchange
Board of India for freezing the pay outs of 21 parties/persons which was the
only means to ensure that the funds are not floundered further. The operation
of current accounts and depository accounts of Century Consultants Ltd. and

(iii)

(iv)
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55.

5.110 The Bank had reportedly violated RBI guidelines on credit exposure in
respect of the individual exposure norms of 20% of its capital fund and
group exposure norm of 50% of its capital fund in several cases. The

associate companies were also stopped. The field investigation has been
completed and is under scrutiny in the CBI for taking a final decision in the
matter. The CBI has completed investigation in the case pertaining to
defrauding of City Cooperative Bank, Lucknow to the tune of Rs.1.71 crores
and chargesheet has been submitted in the Court of Special Magistrate, CBI,
Lucknow. The trial is at the stage of admission. In this case the CBI had
recommended regular departmental action under major penalty against one
Shri K. Srinivasan, officer State Bank of Hyderabad. Accordingly the bank
has initiated major penalty proceedings against him in consultation with the
Central Vigilance Commission.

6. RBI has issued instructions making concurrent audit compulsory for all
urban cooperative banks. Instructions have also been issued requiring urban
cooperative banks to designate a compliance officer to ensure compliance
with and apprise the progress of compliance of the inspections reports of the
RBI to the Audit Committee/ Board of Directors. The Audit Committee of urban
cooperative banks are also now required to monitor implementation of RBI
guidelines. A summary of important findings of inspection of urban cooperative
banks is sent to the concerned State Government for further action. RBI has
also issued instructions to urban cooperative banks that deficiencies/
irregularities observed during the inspection should be fully rectified by the
banks and a certificate submitted. False certificate would invite penalties. The
Banking Regulation Act is being amended to give greater powers to Reserve
Bank of India for taking action against Cooperative Banks for non-compliance
of its directives.

7. Government of Uttar Pradesh has vide orders dated 24.02.2003 set up a
high level enquiry by Member, Board of Revenue to look into the laxity of
Registrar of Cooperative Societies and his officers in discharging their duties
regarding inspection of a bank. Law Department of Uttar Pradesh has sent a
request to the Hon’ble Allahabad High Court for constitution of special court
for expeditious disposal of these cases. The matter is under consideration of
Hon’ble High Qourt.

As against 5.109
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56.

57.

5.111

5.112

liquidity position of the Bank was extremely unsatisfactory as the deposit
liability of the Bank as on the date of scrutiny i.e. 22.3.2001 stood at Rs.
65.90 crore against the liquid assets of Rs. 8.14 crore. The Bank had also
circumvented the CRR guideline as laid down under Section 18 of the
Banking Regulation Act, 1949. It had adopted a novel way of inflating its
balances with notified/eligible Banks in its books of accounts by booking
fictitious debit entries. The Committee also note that there was no system
of concurrent audit and the Bank had also violated RBI guidelines on
income recognition, asset classification and provisioning. This ultimately
resulted in systematically siphoning off the Bank’s funds to the tune of
Rs. 32.30 crore through the companies of Shri Anand Krishna Johari and
turning negative the net worth of the Bank.

Neither the State Registrar under whose direct control the Bank functions
nor the RBI which is an apex regulator in the case of urban cooperative
Banks came to know of the misuse of powers and flagrant violation of
regulations/directives of the RBI until a public outcry and news in the
press. Though under the UP Cooperative Societies Act, 1965 wide powers
of conducting inspections, enquiry and audit are vested with the Registrar
of the Cooperative Societies, these powers were not exercised to check
the functioning of the Bank. RBI too surprisingly issued licences as late
as February, 2001 for opening four more branches of the Bank, thereby
giving an impression that the Bank was functioning well. In fact even when
in the annual inspection report of 1999, the RBI had clearly indicated
some glaring irregularities and the auditors of the State Cooperative
Department for the period 1997-2000 had pointed out serious irregularities,
immediate steps were not taken for rectifying the irregularities. This leaves
the Committee with the impression that both the RCS as well as RBI
showed laxity in discharging their duties even prior to March, 2001 when
the run on the Bank surfaced.

The Committee were informed that RBI has filed criminal complaints
against the Chairman, Secretary-cum-Chief Executive Officer and 11 other
Directors in the Court of Chief Judicial Magistrate, Lucknow. In addition
two FIRs dated 2nd May and 18th May, 2001 were also lodged against
the erstwhile Director Shri Anand Krishna Johari and erstwhile Secretary
Shri Gorakh Nath Srivastava for siphoning off funds from the Bank in the
form of fake investments etc. to the tune of Rs. 30 crore approximately.
The second FIR related to siphoning off funds in the form of cheque

As against 5.109

As against 5.109
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58.

59.

5.113

5.116

purchase for Rs. 1.71 crore. These two cases were subsequently taken
over by CBI in July, 2001. Whereas in one case CBI has fled a charge
sheet, investigations in the other case are not yet over. Departmental
proceedings against Shri Gorakh N. Srivastava have also been initiated.

In view of the foregoing observations, the Committee recommend the
following specific action:

()

(i)

(iii)

(iv)

(v)

(vi)

(vii)

In order to expedite action on the criminal complaints which are
presently pending adjudication in the Court of the Metropolitan
Magistrate, Lucknow, it is recommended that such case be tried by
a Special Court.

UP Government may be asked to initiate further enquiry against the
concerned State Registrars for not being vigilant and exercising
supervision on the working of the Bank even when the UP
Cooperative Societies Act, 1965 empowers the Registrar to hold
an enquiry into the working of the co-operative society, carry out
inspection on his own and even supersede the Committee of
Management in case it is found that any act is committed which is

prejudicial to the interest of the society or its members or otherwise
if the society is not functioning properly. This should be done
expeditiously.

CBlI must complete the investigations expeditiously in the case
wherein FIR has been filed for siphoning off funds in the form of
cheque purchase for Rs. 1.71 crore.

RBI must introduce a system whereby the irregularities pointed out
in the annual inspection Reports are removed by the Banks and
compliance report is submitted within a period of six months from
the date of inspection.

Strict penal provisions be incorporated in the Banking Regulation
Act, 1949 for non-compliance of the directives/guidelines issued by
the RBI from time to time and in case of default, strict disciplinary
action should be initiated against the erring officials.

As an apex body, though it is not possible for RBI to monitor each
and every transaction, it is essential that concurrent audit is conducted
in the Banks on a regular basis. The Reserve Bank of India may
consider making this mandatory.

Investigation must be conducted to unearth where the siphoned
money (Rs. 32.30 Crore) has been deployed. Expeditious action is
needed to recover the money.

The Committee note that RBI has taken note of the irregularities committed
by these UCBs and is taking appropriate action. The various aspects

As against 5.109

This is an observation of the Committee. No action is required.
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60.

61.

5.156

5.157

relating to the capital market exposure of some Urban Cooperative Banks
in violation of RBI guidelines and the subsequent steps taken by the RBI
to do away with the shortcomings in the Urban Cooperative Banking sector
and various systematic reforms introduced or proposed to be introduced
to strengthen the surveillance and vigilance mechanism have been dealt
with in detail under the chapter ‘Reserve Bank of India’ of this report.

The Committee note that during the year 2000, the Global Trust Bank’'s
exposure to the Capital Market by way of advances against shares and
guarantees issued on behalf of the brokers was relatively higher and the
Bank had a very high exposure to a particular stock broker. However,
there were no violations of any prudential norms. It exceeded the minimum
limit prescribed by the Board of the Bank, each of which was ratifed by
the Board. Subsequently the Bank brought down the same gradually. It
was done only with the intervention of the RBI. RBI advised the ex-CMD
to step down and accordingly Shri Ramesh Gelli relinquished his position
on 12.4.2001. The RBI subsequently issued a show cause notice in May
2001, followed by a letter of displeasure. At the industry level, it is noted
that UTI Bank has also exceeded the relatively high ceilings fixed by the
Board and RBI after a scrutiny has expressed displeasure. There were
also other banks who had significant exposure to capital market namely,
HDFC Bank, Bank of Punjab, Centurion Bank and Bank of Madura (since
merged with ICICI Bank). Also, three Banks, viz., Karnataka Bank, Bank
of America and Development Credit Bank, had exceeded the 5% limit of
investments in shares, etc. as of 31.1.2000.

The Committee also note that the guidelines issued by the RBI in
November, 2000 had provided that a bank’'s exposure to the capital market
by way of investment in shares, convertible debentures and units of mutual
funds (other than debt funds) should not exceed 5% of the bank’'s domestic
advances as on March 31, of the previous year. It was not considered
necessary to prescribe an overall ceiling for advances against shares
and issue of guarantees on the ground that the shares are taken as
security and are subject to market discipline. The decision in this regard
was left on the Boards of the individual banks. It was only recently in May,
2001 when fresh guidelines on the subject have since been issued by
RBI and the Bank’s exposure to capital market has been further regulated.
The Committee is of the view that RBI should have been proactive in
prescribing exposure limits to brokers, particularly after having done so
in terms of exposure to investments in shares, etc. and IPO financing.
Additionally, RBI should periodically monitor exposure of banks to sensitive
sectors.

A scrutiny of the capital market exposure of Global Trust Bank conducted by
RBI during March 2001 revealed that its exposure was quite high and even
violated the ceilings set up by the bank’s board for such exposure. The bank
had also misled the board while reporting its exposure to capital market by
reckoning non funded exposures to enlarge the quantum of bank’s advances
and to give the impression that such exposure was within the Board prescribed
limit at 20% of total advances. The extent of capital market exposure was
also manipulated by calculating with reference to the outstanding advance for
the current quarter instead of at 31 March of the previous year as required.
The Capital Market exposure of GTB Ltd. is being closely monitored by calling
for monthly data in this regard. The level of exposure as on January 3, 2003
and February 28, 2003 was 9.4% and 9.08%, respectively as percentage of
advances as at the end of March 3, 2002. The bank was directed to bring
down the level of exposure within the prescribed limit by March 2003.
Though the rules/guidelines of Reserve Bank of India are common for all
banks the type of violations thereof varies from bank to bank. RBI is objective
in applying the prescribed guidelines and decides on the severity of penalties
consistent with the gravity of violations from case to case.

The Reserve Bank of India has issued comprehensive guidelines to all
commercial banks prescribing ceiling on exposures to capital market. A ceiling
of 5% in relation to the bank’s total outstanding advances as on 31% March of
the previous year has been prescribed as total exposure including both fund
based and non-fund based to capital market by banks in all forms. This will
illustratively cover direct investment by banks in equity shares, convertible
bonds and debentures and units of equity oriented mutual funds; advances
against shares to individuals for investment in equity shares (including IPOs),
bonds and debentures, units of equity oriented mutual funds etc; secured
and unsecured advances to stockbrokers and guarantees issued on behalf
of stock brokers and market makers. The Reserve Bank of India has also
prescribed that Boards of banks should fix within the overall ceiling of 5%
prescribed for investments in capital market sub-ceiling for total advances to—
all the stock brokers and market makers (both fund based and non-fund based)
i.e. guarantees, and

to any single stock broking entity, including its associates/inter connected
companies.
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The ceilings are monitored through the returns. The Reserve Bank of India
has increased the periodicity of submission of such returns from quarterly to
monthly intervals. There is a monthly return on exposure to sensitive sectors
which covers exposure to capital market including advances against shares
and investments in capital market and also advances to real estate sector.
The banks have also been asked to disclose information regarding lending to
sensitive sectors in their balance sheets.

62. 5.158 Cases have also reportedly been filed before the Debt Recovery Tribunal In the light of the JPC recommendation, RBI on 11" January 2003 has again
for recovery. The Committee were also informed by the RBI that the reiterated its guidelines relating to willful defaulters issued in May 2002. RBI
diversion of funds is not a specific violation under the Banking Regulation has also advised Banks to take action against borrower companies where
Act. falsification of accounts and/or negligence/deficiency in auditing is observed.

Further, a Working Group under the Chairmanship of Shri D.T. Pai, Banking
Ombudsman, Uttar Pradesh, has been set up by RBI to suggest penal
measures and criminal action against the borrowers who divert the funds
with malafide intention.

63. 5.159 In view of the foregoing the Committee recommend the following: -

(i) Action for recovery of the outstanding advances which have been (i) Global Trust Bank (GTB) has reported