Wt mfersyfer

i Ik fafmad
Securities and Exchange
Board of India

ADJUDICATING OFFICER

EAD-1/SBM/VS/11859/2022
March 22, 2022
ARIHANT INTERNATIONAL LIMITED
(PAN NO.: AAECA5555B)
326, SREEMANTA MARKET,
AT ROAD GUWAHATI, ASSAM-781001

Email Id: Cement arihant@yahoo.co.iy

Sub: Notice under e 4(1) of SEBI (Proced ire for Hg

Rules, 1995 read with Section 151 of SEBI Act, 1992

1. Securities and Exchange Board of India (hereinafter referred to as ‘SEBY), vide communiqué dated
September 30, 2021 (Annexure-A), appointed the undersigned as Adjudicating Officer (hereinafter
teferred to as ‘AO") under Section 19 read with Section 15-I(1) of Securities and Exchange Board of
India Act, 1992 (hereinafter referred to as ‘SEBI Act’) read with Rule 3 of SEBI (Procedure for Holding
Inquiry and Imposing Penalties) Rules, 1995 to inquire into and adjudge undes the provisions of Section
15HA of the SEBI Act, the violation of the televant provisions of Securities and Exchange Board of

India (Prohibition of Fraudulent and Unfair Trade Practices related to Securities Market) Regulations,
2003 (hereinafier referred to as PRUTP Regulations’), alleged to have been committed b.y Arihant
Intemational Limited (hereinafter referred to as ‘Noticee’) by carrying out reversal trades, which were
non-genuine trades in the illiquid stock options segment at Bombay Stock Exchange (BSE),

2. SEBI observed large scale reversal of trades in Stock Options segment of BSE leading to creation of
artificial volume. Pursuant to the same, SEBI conducted an investigation into the trading activities of
certain entities in illiquid Stock Options at BSE for the period April 01, 2014 to September 30, 2015
(hereinafter referred to as ‘Investigation Period’ /’relevant petiod’). The copy of relevant extract of
the investigation teport is enclosed as Annexure-B,
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3. It may be noted that reversal trades are considered non-genuine trades if it involves an entity reversing
its buy or sell positions in a contract with subsequent sell or buy positions with the same counterparty
during the same day. In this regard, artificial volume is considered as the volume {no. of units) reversed
in non-genuine trades, compitising both original volume and reversed volume while keeping out the

volume which is not reversed.

4. Pursuant to the investigation, it is alleged that, during the investigation period, a total of 2,91,643 trades ]
comprising substantial 81.38% of all the trades executed in Stock Options Segment of BSE were non-
genuine trades. The aforesaid alleged non-genuine trades resulted into creation of artificial volume to
the tune of 826.21 crore units or 54.68%% of the total market volume in Stock Options segment of BSE
during the Investigation period. Itis alleged that 14,720 entities were involved in the execution of non-
genuine trade during the above mentioned investigation period and further, it is alleged that the Noticee
is among the 14,720 entities which have indulged in the said non-genuine trades during the investigation
period. In this regard, derails of all the alleged non-genuine trades of the Noticee in Stock Option
Segment of BSE during relevant period are attached as Annexure-C.

5. Itis further noted that said alleged non-genuine trades were not restricted to any specific contract or
between any specific set of entities. Following points deals with the dealings of Noticee during the

Investigation period and allegations against its execution of non-genuine trades.

6. For the purpose of illustration of non-genuine trades and creation of artificial volume by the Noticee,

details of trading done by the Noticee in the contract viz. «BOSH15MAR26400.00CEW3” on March

11, 2015 is given below:
Buy Order | Seli Order Trade Trade Trade
Date Buyer Seller Time Time Time | Rate (%) | Quantity
Arhant Arjan Dass 8
11/03/2015 International o 10:00:27 10:00:27 10:00:27 930 1625
L. Sons Pvt. Ltd.
Limited
. Arhant
11j03/2015 | 2 Dess & Tacenational 09:53:12 00:50:36 | 09:59:36 160 1625
Sons Pvt. Ltd. L :
Limited | |
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It is observed from the table above that the trades entered by the Noticee in the contract of
“BOSH15MAR26400.00CEW3” on March 11, 2015, with its counterparty viz. Atjan Dass & Sons Pt
Ltd. were reversed between the Noticee and the same counterparty on the same day resulting in reversal
of trades which are, prima Jade, considered to be as non-genuine. Therefore, in the process artificial
volume in the stock option conttact at BSE has been generated by the Noticee through such non-
genuine trades. From the table above, it is observed that the artificial volume created as no. of uhits
reversed in non-genuine trades 3,250 units comptising both volume of initial trade and volume of
reversal trade, while not considering the volume which is not reversed. In the process, it is observed
that the Noticee had made a loss of Z1 2,51,250/-.

The transactions in a said contract were reversed with the same counterparty indicates a prior meeting

‘of mind with a view to execute the reversal trades at a pre-determined price. Since these trades were

done in illiquid option contracts, there was no trading in the said contract and hence, there was no price
discovety in the strictest terms. The wide vatiation in prices of the said contracts, within a short span
of time, is a clear indication that there was pre-determination in the prices by the counterparties while
executing the trades. Thus, it is observed that Noticee had indulged in reversal trades with its
counterparty in the stock options segment of BSE and the same wete non-genuine trades.

Itis further observed from the trade data of the Noticee that it has allegedly entered into non-genuine
trades in 11 contracts wherein it had executed a total of 41 trades all of which were, prima facie, non-

Lt v

genuine trades. In view of this, it is alleged that such fraudulent trades of the Noticee had resulted into
creation of artificial volume of total 1 ,28,81,758 units.

From the petusal of the trade data of the alleged non-genuine trades of the Noticee, it is observed that
Noticee has allegedly executed non-genuine trades in 11 contracts. The total volume of 1,28,81,758
units generated by the Noticee in these 11 contracts due to its alleged fnon-genuine trades was artificial
volume generated by the Noticee in the stock option segment of BSE. These alleged non-genuine
trades, executed by Noticee in above contracts, had significant differentia] in buy rates and sell rates
considering that the trades were teversed on same day.
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11. Further, summary of dealings of Noticee in 11 Stock Options contracts in which it had allegedly

executed non geouine trades during the relevant period is enclosed as Annexutre-D. The details of
artificial volume generated by the Noticee through the alleged non-genuine trades are mentioned in the
table below:

% of
Anificial % of
% of Non Volume Anrificial
% of Non Gepuine generated Volume
Genuine trades of | by Moticec generated
trades of Noticec in the by Noticee
Noticee in in the contract to in the
Total Toul the contract | contract Noticee's contract 10
Avg. Buy Avg. Sell to Noticee’s | to Total Total Total
Buy Volume Sell | Volume | Totaltrades | trades in | Volumein | Volume in
8. Rate | (no.of | Rate | (no.of in the the the the
No. Contract Name O units) ) units) Contract Contract Contract Contract
1 BOSH15MAR26400.00CEWS 930 1625 930 1625 100 50 100 56.52
2 GMRI15MAR11.00PEW3 0.75 1816234 0.75 1816254 100 100 100 100
3 1FCI15MARM.00CEW3 0.8 1232000 0.8 1232000 100 70 100 87.01
4 JALA1SMARL BOOPEW3 09 544000 0.9 544000 100 33,33 100 58,37
5 JPPW15MAR] 2.00CEW3 1.85 255000 1.85 255000 100 66.67 100 62.96
[ TPPW15MARS OOPEW2 1.1 600000 1.1 60000 100 14.29 100 31.87
7 LNTE15MAR.00CEWS 205 208000 205 208000 100 33.33 100 18.67
8 NHPCI15MAR30.0CEW? 0.55 980000 0.55 980000 100 100 100 100
£ RPOW15MAR40,00PEW3 2.85 72000 2.85 72000 100 18.18 100 32.43
10 TATP15MARG0.00PE 1.54 404000 154 404000 100 100 100 100
11 UCOB15MARS0.00PEWS 2.33 328000 2.33 328000 100 28,57 100 12.54

12, In view of the foregoing, it is alleged that the Noticee, by indulging in execution of reversal trades in

Stock Options with same entities on the same day, which were non-genuinc in nature, has created false
or misleading appearance of trading in the aforementioned contracts traded in the option segment of
BSE. In view of the fact that these options contracts were illiquid in nature, having very small volume
in trading, the Noticee allepedly created artificial volumes in stock options which was manipulative and
deceptive in nature. Therefore, in view of above, it is alleged that the Noticee has violated Regulaton
3(a), (), (¢), (d), 4(D) and 4(2)(a) of PFUTP Regulations, 2003. The text of aforementioned provisions

of law is being reproduced below:

PFUTP Regulations

3. Prohibition of certain dealings in securities
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No person shall directly or indirect)y—

(@) by, sell or otherwice deal iy Securifies in a fraudulent manner;

(8) st or emplay, in conmection with #ssue, purchase or saly of any security listed or Proposed 1o be ksted
™ a recognized stock exchange, any manipuiative or decsptive devie or contrivance in contravention of
the provisions of the Act or the rues oy the regulations made there under;

(¢) emplay any device, scheme or arfifice 1o defrand in connection with dealing in or issue of Securities
which are listed or Proposed to be listed oy 4 recognized stock exchange;

() engage in any ac, Practice, course of business whish operates or mosld gperate a5 Jrand or decei

the regulations made there under:

4. Prohibition of manipulative, fraudulent apd unfair trade practices

(1) Without prejudice 0 the Drovisions of regulation 3, ne person shall indulge in 4 Jraudnlent or an
HBJair trade practice in securities,

(2) Dealing in securitiss shall b deerved 1o be a fraudulent or ap unfair trads practice if it inyolves
Jrand and may includs all or any of the following, namely—

(2) induiging in an act which creates false or misleading appearance of trading in the securities market;

said provisions is teproduced below:
Penalty for frandulent and unfair trade practices,
I5HA. I any person induiges in fraudulent and unfair trade practives relating to securities, he shall
be liable 10 a penalty which shall wot be less than five Jak rupees but which may exctend 1 twenty-five
crore rupees or three times the amount of profits made out of such practices, whicheer is bigher.
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by Adjudicating Officer) Rules, 1995 read with Section 151 of the SEBI Act and why penalty, if any,
should not be imposed on the Noticee under the provisions of Section 15HA of the SEBI Act.

15. Your reply,

along with supporting enclosures and documents, should reach the undersigned at the

address mentioned below as well as through email at sureshm(@sebi.gov.in and vikrams@sebi.gov.in
in pdf and M3 word format within 15 (fifteen) days from the date of receipt of this Notice, failing

which it shall be presumed that you have no submissions to make, in which case, the matter shall be

proceeded with on the basis of matexial/facts on secord. You may also indicate in your reply if you

desire a personal hearing in the matter. You are also required to submit a copy of your PAN Card and

your contact details (contact person, phone aumber, email details, fax etc.) for our records. Further, in

case there is any change in your address o contact details during the period of the current Adjudication

Proceedifigs, the same may be brought to the notice of the Adjudicating Officer immediately.
] /
SURESH B. MENON
Enclosures:
List of documents L
& St. No. | Documents Annexute
L 1 | Copy of the Appointment Order dated September 30, 2021 A
P2 Copy of the relevant extract of the investigation report B j
\7 3 Trade log depicting all non-genuine trades of Nofticee in Stock Option c ]
‘ ' segment of BSE during investigadon period
P4 Summary of dealings of Noticee in contracts wherein he executed non- D
l | genuine trades
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