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UTTAR PRADESH, 208025

Email Address: ahxpy0089p@mabca.in

Show Cause Notice under Rule 4(1) of the SEBI (Procedure for Holding

Inquiry and Imposing Penalties) Rules, 1995 in the matter of dealings in
lliquid 8 F) at BSE

PART - A

Securities and Exchange Board of india (SEBI) has initiated Adjudication
Proceedings against you (Noticee). under SEBI (Procedure for Holding Inquiry
and imposing Penaities) Rules, 1995 (Adjudication Rules) for allegedly violating
Regulations 3{a),(b).(c}).(d) and 4(1 ), 4(2)(a) of SEBI (Prahibition of Fraudulent and
Unfair Trading Practices relating to Securifies Markets) Regulations, 2003 (PFUTP
Regulations), in the matter of trading in illiquid stock options at Bombay Stock

Exchange Ltd. (BSE).

SEBI had conducted an investigation into large scale reversal of trades in Stock
Options segment of the BSE during the period of April 01, 2014 to Septemnber 30,
2015 {Copy of relevant portion of investigation Report is placed at Annexure 1.
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Pursuant to investigation, it was observed that during the investigation period,
there were trades executed in BSE Stock Options Segment involving reversal of
buy and sell positions by clients and counterparties in the same contract {refer
Paragraph 6 of Investigation Report/Annexure 1). The reversal trades invcived
squanng off trades (either buy or sell), with significant difference in the price. You
are one among the entities who indulged in reversal trades, which allegedly
created false and misieading appearance of trading thereby generated artificial
volumes in the Stock Options Segment of BSE during the investigation period The
trades entered in the unique contracts were reversed on the same day with same
counterparties at a price difference which had no underlying basis and without an
intention of performing it or there being a change of ownershipirights in the
contracts These faciors indicate that these trades wers altegedly artificial angt non-

genuine in nature.

In this connection. the undersigned was appointed as Adjudicating Officer under
Section 15 of the Securities and Exchange Board of India Act, 1892 {SEBI Act}
to inauice nto and adjudge the atleged viciations by the Nohicee and determine
whether penaity under Section 15HA of the SEBI Act is liable to be imposed. Copy
of communicaticn appointing undersigned as Adjudicating Officer is placed at

Annexure 2.

Ali the entities identified by the tnvestzgatton including you, indulged in reversal
trades. Your trade details inciuding the trade dates, name of the counterparties,
time, price and volume are available in columns B, E/G. M, P and Z respectively
of the Reversal Trade Data placed at Annexure 3. Additionally, a summary of your
reverszl trades in the Stock Cptions contracts executed during the investigation
period is placed at Annexure 4.

in view of *he above. it is alleged that the Noticee herein, by induiging in execution
of non-genuine reversal trades in Stock Options, created false and misleading
appearance of trading in securities market and thereby, vioiated provisions of
a G A sy e A AN AT A of PFIITP Raaulations.
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7  The aforesaid alleged violations, if established, make the Noticee liable for
monetary penalty under section 15HA of the SEBI Act, which reads as beiow:

“Penalty for fraudulent and unfair trade practices.

15HA. If any person indulges in fraudulent and unfair trade practices relating to
securities. he shall be liable to a penalty which shall not be less than five lakh
rupees but which may extend to twenty —five crore rupees or three limes the
amount of profits made out of such practices, whichever is higher.”

(Emphasis Supplied)

PART-B

8. Meanwhile, SEBI has framed the SEBI Settlement Scheme, 2022 pursuant to the
Order dated May 13, 2022 passed by the Hon'ble Securities Appellate Tribunal
(Annexure 5). wherein the following directions were issued to SEBI:

“17. We are, thus, of the opirion that SEBI should reconsider and seriously give a
thought in coming out with a fresh scheme under Clause 26 of the Setllement
Regulations, 2018. Such scheme can be a onetime scheme for this class of
person. The terms of settlement should be attractive so that it could attract
the noticees / entities to come forward and settle the matter which will
ameliorate the harassment of penalty proceedings to the noticees and at the
same time would help to clear the backlog of these pending matters before
various AOs.” (Emphasis Supplied)

9. In compliance with the above directions of the Hon'ble Securities Appellate
Tribunal, SEBI has introduced a onetime settlement scheme called the SEBI
Settiement Scheme, 2022, in terms of Regulation 26 of the Securities and
Exchange Board of India (Settlement Proceedings) Regulations, 2018 in the
matter of llliquid Stock Options. The said scheme proposes payment of Settlement
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'S No Number of Contracts” | Settlement Amount (Rs.) _

K 1.5 ~71.00,000/-

2 s 50 "1 2,00.000/-

'3 | 51 and above 5,00,000/- base amount + 10,000 per
, | | contract j

* oy oy el %0 the reevant Annevurodabic “of ihe SCN winsh contar s @ summary of the contra 1 you

e o desomine the apolicably siak far selifemanl

The period of the SEBI Seftlement Scheme. 2022 will commence on August 22,
2022 and will close on Novemnber 21, 2022, so as to provide an opportunity for
settlement to the entities who have exacuted reversal trades in the stock options
segment of BSE during the period April 81, 2014 to September 30. 2015, against
whom enforcement proceedings have been initiated and are pending. in cage you
wish 1o avail the benefit of the said Scheme, you riay access the details of the
said Scheme, which would be available on the website of SEBI ie.

weaw.sebi.gov in, during the said period.

Necessary apolication for settiement may be filed within the vahdity period of the
scheme and payment of the settiement amount shalt be made online. Additinnally
for any clarification in regard to settlement scheme, you may refer to the FAQs at
SEB! website or send email to scheme2022@sebi.gov.in .

In case you do not wish to avail of the facility under the SEB Settlement Scheme,
2022, the adjudication proceedings in respedt of the allegations contained in Part
A of the SCN shall resume Accordingly, an inquiry shail be held against you in
terms of Adjudication Rules read with section 15-1 of the SEB! Act, and penalty, if
any, shall be imposed under section 15HA of the SEB! Act. In such case, you are
called upon to Fle your reply within 14 days of receipt of this Show Cause Notice,
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Enclosures' 1) Annexure 1 - Relevant Extract of investigation Report
2) Annexure 2 - Copy of the communication appointing the
Adjudicating Officer
3) Annexure 3 - Details of all the reversal trades of the Noticee
4) Annexure 4 - Summary of reversal trades of the Noticee
5) Annexure 5 - Copy of SAT judgment dated May 13, 2022
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Investigation In the matter of trading activities of certain ¢ 2 (02 case)

L An interim order dated August 20, 2015 (herelnafter refetred to as “interim order”)
{placed af Annoxure 1) wae passed by SEBI in the matler of Miquid Stock Options
restraining 59 entities from buying, selling or dealing in the securities markets, either
directly or indirectly, In sny manner, til further directions. Confirmatory orders dated
July 30, 2016, August 22, 2016 and August 24, 2018 (hereinafter referred to as
“Confirmetory order”) (placed at Annexure 2) In this regard, were passed by SEBI
vorfirming the directions issued vide sforemantioned Interim order agairst all 59
antitias. - :

. After passing of Interim order, ISD forwarded the matter to IVD for necessary action.

H. Subsequent (o passing of aforamentioned Interdm order against 59 entities, SEBI also
passod an interim order dated Fabruary 17, 2046 (placod s Annaxura 3) againet 22
trading members In the same matter of llliquid Stock Options. However, the said order
was sot aside by Hon'ble SAT vide lts orders dated February 25, 2016, March 04,
2016, March 09, 2016, March 14, 2016, March 15, 2018, March 18, 2016 and Agpxil 05,
20186 (placed at Annexure 4). Thereafter, SEBI challenged the aforesald Hon'ble SAT
order in the Hon'ble Suprems Court and Hon'ble Supreme Court vide its order dated
July 01, 2018 (placed a2t Annaxure 3) directed SEBI to pass another order after
hearing the concerned entities and also direcied that til SEBI decides the case
pending before II, the order passed by SAT shall remaln operative.

iV, Thereafter, SEBI passad another order dated August 12, 2018 (placed at Annexure 8)
in the matter of trading members in Sliquid Stock Options wherein it was mentioned
that reversal ransactions have diminished on BSE Stock Options segment pursuant to
regulatory interventions and BSE had teken various comrective measures including
discontinuation of weekly stock options contracts and introduction of Reversal Trade
Prevention Check system for the equity derivaives segment. In the said order, no
Interim direcilons weré:jgsued againgt the 22 rading members and it was meniioned
that a final view for appropriate action should be taken after complstion of ongoing
invesiigation in the matter. This matter Is being deait separately in “investigation in the
matter of cerlain Trading Members in Hliquid Stock Options®. The presant report deais
with the trading activiies of certain entities in illiquid Stock Options,

V. Pursuant to investigation by IVD, the following Is noted:

i} The volume in the BSE's Stock Options segront incraased significantly during the
yedr 2011-12 when BSE introduced "Liquidity Enhancement incantive Programmes®
(hereinafter referred to as "LEIPS™) in Rs derivatives segment. {(Page 13.14)

i) During investigation, it is observed that majority of the volume thet was generated in
BSE's Stock Options segment during the |.P. was artificial volume that was generated
by large scale execution of reversal trades / non-genuine trades (54.68% of tolal
market volume) by lange number of entities {14720 entities). However, this generation
of artificial velume was not restricted lo any specific contract or beiween apy specific
et of entities. This executing of reversal trades was & market wide phenomenon that
axisted in BSE's Stock Options segment during the 1.P. (Page 7-13) .

iif) The aforementioned execution of reversal trades on a large scale was noticed by
SEBI's surveillance system and an Interim order dated August 20, 2015 was passed
against 58 top entitles that had contributed to artificlal volume by executing reversal
trades. (Page 2-4)

iv) After passing of Intérim order & Confirmatory order by SEB!, BSE discontinued the

LEIPS scheme from the Stock Optione segment with effact from October 18, 2 e %
aveostnstion in the alterof freling astheteg of cojtetn entios In Py Stoch Qagione 2o Teng A0
. age ! of : 2 g“?bi’fi, . ‘:ﬂ
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intraduced the sysiem of Reversal Trade Prevention check in BSE's 8tock Options
sopment with ef from Maroh 14, 2018. During the same time, frading in BSE's
Siock Options segment declined and reduced to nil during 2016-17. (Page 14-16)

v)%ﬁwmmmmmmMmmmsmo ns
segment during the 1.P. and the market Integrity in BSE's Stock Optlons segment was
breached. it Is notad that BSE look the cotrective measures only after SEB) obsserved
hwmmmmwmmmﬂgﬂm es and
treding members from accessing the securities markets. (Page 13-16).

“* 1. Based on the findings of investigation, recommended actione are as follows:

)] The genersiion of artificiel volums In BSE's Stock Options segment during the |.P. by
sxecution of reversa) rades was a merket wide phenomenon and not restricted to any
MGWMJM.FW.Mwmmwmmem
been taken by the exchangs. Hence, directions lssued ws 11(1), 11(4) and 118 of
BEBI Act, 1992 against 50 entities vide Interim order dabed August 20, 2015 and
Wmmmm.mw.mzz,mmmma 2018 may

mmmmmmmSWsmmﬁmmpmmm)m
axamine the fallure of BSE in ensuring market intagrity In #ts Stock Options aegment
and to identify any possible polloy changes to prevent such similar kind of treding
pattern (contribution to volumes through reversal trades / non-genuine trades) to occur

on-the exchangae platform.

The detalls of the Investigation sre given helow:

Backaround of the gase: As a part of ongolng surveliiance, SEBI came across severel

instances / infernal alerts wherein a set of entities were consistently making loss by thelr

mmom-onlmmmichmlmon&mBSE.Tmofthaao
entities sppeared sbnormal because they were consistently ssen meking eignificant

MWMWMWWWMWMmmMmm

same dey or the next day. On enalysia of the stook optione segment of BSE for the

wmmmwmmm.mnmmmmuemmm

mwmmmmmmmmmas&.Tmm macie 8

besorpmﬂtofmm-&mﬁs.&m&nth&ﬁwkopﬂ&wgmﬂmmumd

reversal ransactions were shorfiisted for further examination. The following was, inter
alla, observed by ISD in the examination:

i) The loss-making entities were trading mainly in options on individual stocks which
were thinly traded. The trades by these loss-meking sntities, In many cases,
contributed to 70% to 100% of total traded volume for the coniracts on those days.

in qua;wuydfmaiom.thaqumdmdmpﬂombougmmsddbyﬁwm

entities for @ contract was Identicsi, however, there was a significant
differenice In the seil vaiue end buy value of the transactions reeulting into significant

ﬁ}&ummmﬁmwmmaqupmammd
transactions thereof were trade reveraals Le. if the stock options were sold first to an
entity, they would be bought back in exact quantity from the same entity or vice-
varsa.

iv) As the first feg of these reversal trades, these loss-making entities ware mainly seen

seliing stock oplions without any corresponding offsetling position in the undertying
wb.inmym.ﬂmaepﬁommmatmmmu ‘v prices.

VD/ID-8/2016-17773
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7} In the second leg of the reverssl trades, the options once sold by an entlly at
unreasonably low prices were subsequently bought back on the same day or on the
next rading day at substantially higher prices when compared o the first fag seli

price.

vi) In certain instances, variations lo the above patlern were seen which inter-alla
lncl;ided losg-making entlties Incurring loss by buying the oplicns first instead of
selling them.

vil) Further, during the period when stock options position was kepl open, there was no
sigrificant changs in the price of the underlying sorip to justify the difference
betwean the prices of the two legs of tha reversal trade.

viii)The trading done by loss-making entities in stock options in the above manner,

 accounted for significant proportion of their overall trading on that segment,

ix) The loss~-making entities as well as the profit-making entities were seen trading
repeatedly in desp In-the-monay options and deep out-of-the-money options on
tndividual stocks, which were thinly raded. -

x) Majority of the profit-making entities had opened specific accounts for exclusively
carrying out susplcicus transactions in stock options.

Subsequent to passing of aforementioned Interim order against 59 entitles, SEBI! also

passed an Interim order dated February 17, 2016 against 22 trading members in the

same matter of llliquid Stock Options, Howaver, the sald order was sat aside by Hon'ble

SAT vide its orders dated Februery 25, 2018, March 04, 2016, March (08, 2018, March

14, 2018, March 15, 2016, March 18, 2016 and Aprfl 05, 2018. Hon'ble SAT mada the

following key observations in Its aforsmentioned orders while setting aside SEBI Interim

order dated February 17, 2016;

i} As per Table-2 set out In the impugned order, In all 12584 clients had trasied through
22 stock brokers during the period from 01.04.2014 till 30.08.2015 and out of 12564
cllents, 11228 clients of the 22 stockbrokers did raversal trades in the stock options
segmant whersby ahnormal trading profit has been eausad to ona gat of clients and
abnprmal loss has bean caused (o another set of clients. if 11228 cllents of 22 stook
brokers have indulged in abnormal trades which are detrimentat to the interesis of
the securities market then the WTM of SEBt ought o have passed restraint order
against those cllents first and then proceed against the stock brokers to find out as
to whether they were parties to the objectional trades canied out by the cilents.

1) ¥ SEBI finds it difficult to take actisn agalnst 11228 clients who ara alleged to have
indulged in non-genuine trades without carrying out further investigation, then, by
applying the same yard stick, SEB! could not have passed ex-parte order against the
stock brokers when the investigation is etifl in progress.

lii} # the prima facle view Is that the trades of the 11228 clients were not gentine, then
to take action against 22 stock brokers but not against the 11228 clients amounts {o
applying double standard l.e. one standard for the stock brokers and another
standard for cllents, which is not proper.

SEBI challenged the aforesald Hon'ble SAT order in the Hon'ble Supreme Courl and
Hon'ble Supreme Couri vide its order dated July 01, 2016 directed STBl o pass
another order after hearing the concemed entities and also directed that till SEBI
decides the case pending before i, the order passed by SAT shall remaln operative.

Thereafter, SEBI passed another order datad August 12, 2016 in the matter of irading
members in illiguiy Stock Options whereln it was mentioned that reversal transaglions
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have diminished on BSE Stock Options segmant pursuant to regulatory interventions
and BSE had teken various corrective measures including discontinuation of weekly
stock options contracts and Introduction of Reversal Trade Prevention Check system for
the equity derivatives segment. In the said order, no interim directions were issued
ageinst the 22 trading members and it was mentioned that a final view for appropriete
action should be teken after completion of ongolng investigation In the matter. This
matter is being dealt seperately in “Investigetion in the matter of certain Trading
Members in lifiquid Stock Options™. The present report desis with the trading activities of
cartain antities in litiquid Stock Options.

DELS and od of the Investigation: The focus of the investigation was o ascertain

the whether any of the suspected entities have violated the provisions of SEB! (PFUTP)
Regulations, 2003 during the period April 01, 2014 to March 31, 2015,
However, SEBI In iis Interim order dated August 20, 2015 in the matter of Hilquid Stock
Options recorded the following: “The investigation shall also cover the examination of any
other entity executing stmilar fictitious trades in the stock options segment.” Further, SEBI in
s Confirmatory order dated August 22, 2018 in the matter of Hilquid Stock Optlione
recorded the following: "The fact that certain entivies have been left out of the interim order
does not signify that they are outside the scope of SEBI's Investigation or have been exonerated.”
in view of above, the focus of the investigation Is taken as "o ascertain whether any of
the entities have violated the provisions of SEBI (PFUTP) Regulstions, 2003".

The period of examination as taken In interim order was April 01, 2014 to March 34,
2016, Further, SEB! in its interim order dated February 17, 2018 in respect of Trading
Members in the matter of Hiliquid Stook Options had extended the sxamination period,
The examination pericd as taken In the aforesald order dated February 17, 2018 was
Apri 01, 2014 to September 30, 2015. Since the matter of Ifliquid Stock Optiens and
Trading Members In tliiquid Stock Optlons are related, the period of Investigation for this
report Is taken as Aprii 01, 2014 to September 30, 2015 (hereinafter referred to a5
"investigation Period” or *1.P."}

Fursther, whersver necessary, reference has been made to period outside the
investigation period.
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Quantity / Artificial volume - Revarsal frades have been classified as those frades in
which an entity reverses its buy cr sell positions in a contract with subsequent sell or
buy posftions with the same counterparty during the same day. For the sake of clarity, 8

contract is shortlisted (i.e. "HDIL14NOV100.00CEW2") and alt trades that weare
axscuted in this contract during the 1P, Is shown below:

“
Il

-

E BECURITIES AND EXCHANGE BOARD OF INDIA Confidential
Lo making Entites R __ Profitmaking Bniltes ~ "
B, Entity Name Entity PAN ':a Entity Name Entity PAN
17 Skest Comses Trading Lip (ACAFS58088 51 SowabhHBora ___|ADIPBTORIR |
18 Ashok Kumar Damani o _..t"%ﬁWﬁ.ﬁ? Eden Tincing Services PVI. LY. AADECT2T2A
19 Vinay Ramanii Shah Hul jifmmw 152 Mammon Concest PV, Ltd. _AAGLMBE3SG
20 'Bweran Fnaccei Prvata Limted  AAECS#024R 154 Bhawani Femous Pvilll AACCB3399A
24" \htreg Rejendraiumar Sheth BSUPS7I30K 186 ngsm Py . _iARCCT2881K
22 Saviri Sone "_AANFE8002C 156 'Panom SteeiPvi. (1. ' AAACPB5IZR
23 Gymdaeplmamka ;AGBPKOMOF |87 Deapak Natvariel Pankhiyan Huf AAJHPE260L
24 Gagdjvjrvyntmm Private Limited  {AACCEI017C 58 'KimiRamiKotharl E@&m&
i25 iRashi Commercial Company ~ ~ ~  IAAAFRI0ZBK 169 |UmeshMalani _ ~~ ~ IBDHPME3IOA |
1. m‘.mTa n T AADCPI04E ?‘} ' -
27! Baid JARCCGAT4P
28§WFMMMMMW TAABCO11280G |
129 [Pragys Commodities Privale LimRed  |AABCPSTE4C ‘{
30| Nouvells Advisory Services Piltd AADCN1774A
81 |Gck Stock Prvate Linited ~ AAACASSBOG |
32 [OmGalesCoporation T TAARPY4343F |
33 | Poomst mmmg}l.g ST “A_.gg_(_:_ﬁmos 1
‘84 Turmeet Bhgh % | AAOPGASIE
In the above table, entities appearing at 8. No. 1 to 34 were calegorised as “Loss
making entitiea” La, those entities that had made a loss of Rs. 5 crore or more by
executing reversai transactions in BSE's stock options segment during the period April
01, 2014 to March 31, 2015. Further, enlities appearing at 8. No. 35 to 59 were
categarised as "Profit making entities” Le. thosa entities that had made a profit of Rs. §
crore of more by executing reversal transactions in BSE's stock options segment during
the period April 01, 2014 to March 31, 2018,
However, as mentioned at Para 2, in light of the directions in the interim order, this
investigation covers the entire trading happened in BSE's Stock Optlons segment
during the L.P. This includes the trade analysis of all entities that have traded in BSE's
Stock Options segment during the P, (including the aforementioned 50 entities).
4. Trading in B8E's Stock Options segment during the investigation Period -
Trade data of BSE's Siock Options segment during the LP, was obtained from BSE
(piaced at Annexure 7} and the following is observed:
Teble 2 - Trade data of BSE' Stock Options sogmomm tho lLP, _ g
| Totsl No, of unique mmmmwaumguip e _ WSO Sy i j _‘,
Total No. of rades during he 1P, ~ e - __-..ﬂ_ér"..!.___*..,__,m__;
Totai No,_ aemmwaum;mw L il T
Tetgi vadad vehime during the L. tn ) - 1513&3&57‘1 )
“Total iraded vakue during the LP. [in Rs.! {based on remisn bamover; _iRe, 72048470 847
Total raced vaiie duricg the LP. (In . ) (based on nominal amover'] “Ra. 231438,60 86,465 .
* Promium Turnover = sum iotal of (Premiwm value * quarntity of #ach m«)ﬁrwmmmm '
* Nominal Turnover = sum lotal of [(Svike Price + Premium valus} * quantity of each trada] for all contracts
during the LP.
From the above {able, it is observed that during the 1P, 21,652 entities traded in BSE's
Stock Options segment in 23,885 different contracts with number of trades being
3,568,372 and total tumover of Rs. 7,204 crores.
5. !dentification of Reversal Trade / Non Genuine trades and Reversal Trade

PP
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s I : 1 i H Trade Trads
A T ! Y OrSer rrada Time |Reta fin|oo0S Vaiue (in
e [l Rs,) Y|Re.)
SRS ST WS I e | - -
L]

115.21.01,64,16:24 20.73, 15:24:26.73 1.1:5 120000 132000

e v, R

| 10:54:36.77]10:54:41.95] 10:54:41.08)  1.25] 400000| 500000
 j0:64:28. 06 10:54-41.05] 10544195  04] 4000, 400

e

1211124321 141.70] 1z1%41700 118 48000  65200!

B R T - ma—— - LR,

121049831121 141.70; 121141,

12:13-27.%; 12:93:30.76) 121330, 0.08; 48000) 2400]

-t B e B " A

12:1927 38{12:19:30.37] 12:13:30.87] 008l ad000] 2200

7,12,000] 746,800

a. In total 7 trades were exsculed in the contract "HDIL14NOV100.00CEW?2" during

the LP. Out of 7 trades, Samarth Financial Services placed a buy order of 86,000
units of Put Option of contract "HDIL14NOV100.00CEW2" on 13/11/2014 at
12:11:41 pm. This buy order got matched with pending 2 sell orders of Kanan
Khanik Shah in the same confract for a tolal of 88,000 units. This resylted in 2
trades with total trade quantity of 98,000 units and trade value of Rs, 1,112,800,

b. Thereafter, on the same day, about 2 minutes later, Samarth Financlal Services

piaced a sell order of 92,000 units of contract "HDIL 14NOV100.00CEW2" which
got matched with corresponding 2 pending buy orders of Kanan Khanik Shah in
the same contract for a total of same units. This resulted in 2 trades with total
trade quantity of 82,000 units and trade value of Rs. 4,600.

¢. The remaining 3 trades in this contract during the LP. were sxacuted bsiween

differant sel of entities and were not reversed by them.

d. From the above, it oan be seen that total number of non genuine trades that were

executed in the contract "HDIL14NOV100,00CEW2* wers 4 (trades shown at 8.
No. 4 to 7 at Table 3) and total artificial volume gensrated through such non
genuine tradea was 1,84,000 units (48000+ 48000+ 44000+ 44000).

9, The entity wise contribution to numbar of non genuine trades and artificial volums

in the above contract Is shown below:
Table 4 - Entity wise contribution fo non. genuine trades and ertficial voiums In the contract
THDIL14NOV'100.00CEWZ" d thelf,

[ A TNumber % of antificisl volume ]s‘sf;i}}a&}ui
5, Eniity Name voiome gonurated through non jron gerusine
No, through non. riiing trades to total % o total
e e e e [EOORIOS trodes . |merketvolume |mackettrades |
1 wwm} Y I B ™" S X7
{2 lKenan Khank Shah _1,84000 ) 25.84%; 57.14%
Total Non genuine trades f 1,84,000] 4 25.94%] 87.14%,

From Table 3, # is observed that trades at S, No. 4 to 7 are considered as non
genuine frades. Further, out of 4 non genuine trades, Samarth Financial Services
was Involved in &l such 4 trades (by appesring as buyer In 2 trades and as seller
in 2 trades). Hence, It Is concluded that Samarth Financlal Services was involved
in 4 non genvine trades and generated artificial volume of 1,84,000 through

Wiy, reversal trades. Similarly, Kanan Khanik Shah was algo involved in 4 non genuine

IVD/D-82N6-17/73
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" trades and generatad artificial volume of 1,84,000 through reversal trades. Hence,

the aforementicned two entities have viotatead Regulations 3(a), (b), {€). (d), 4(1),

4(2ya) of SEBI Prohibltion of Fraudulent and Urdair Trade Practices relating to
Securiies Market) Regulations), 2003.

§. Analysis of Reverss! trades / Non genuine Trades during the LP. - The modus
operandi that was identified in the Interim order and Confirmatory order was that certaln
entities had continuously made profits and cerein entities had continuously made
lnsses hy reversing their trades or executing reversal trades in various individual Stock
Ogptions contracts on BSE's Stock Options segment. In the Interim order, thesa reversal
trades wers also referred to as "non-genuine trades”
in view of the directions in the infenm order and Confirmatory order, investigation of
trades has been dons for att entities thal had traded in BSE's Stock Options segment
during the LP. Total number of contracts during the LP. was 23888 contracls. The

details of irading in such 23885 contracts are shown in table below:
Tuble 5 - aefam; of tndfng fn aﬂ con!racfs of BSE' Steck Options sogmen! during the LP.

Particulars = ]  ROTAL MM
Numberofcontrects [ R ¥ .-
:Tatai Numoet of. nm&ies ' e 1. CSE'
.hmovnr Jn Rs : e j.: Rs. 7,204,865 ¢ cmrss
Tiaded Quanity T G 1,510.98 crores

Numbar of Irades | I iy 358877
*Iu nkar 3¢ Non ;mulne tnu!m - 2,951,643
'ﬁmtf <i§l voluine genurated tiweugh Nosigandieiedss " 1 33031 crore!
% ot Nan ganulna tndta 1o tnhl number of market trades 81. 3&%

% of articlal voluma nenoratod thraugh Non genulne trades (o market volumo| §4.68%
Number of entitias invoived in necuﬂng non gﬂ:uine &mfes 14720

"From the above table, the foliowing is observed:
i} Outof total trades that were executed In BSE's Stock Onptlons segment during the
L.P., 81.38% tradas were Non genuine trades.
i) Total artificial volume generatod though such Non genuine trades was 54.68% of
totet traded voiuma in BSE's Stock Options segment during tha 1P,
i) Out of 21,652 entities that had traded in BSE's Stock Options segment during the
LP., 14,720 entities were involved in exacuting such Non genuine trades.

7. Contract wiso analysis of trade data during the LP.- Total number of unique
contracte that were {raded during the L. in were 23885 contracts, it may be noted that
rading in one conlract may or imay ool lnpect trading in another contract since
contracts are unique in terms of underlying stock, strike price, explry date stc. Further,
out of 23,885 contracts, there would ba certain coniracts in which the number of trades
would be minimal (as the tolal trades across all contracts during |L.P. were 3,58,372).
Hence, analysing trading In each contract separately would not be feasible. Therefore,
the contracls are first classified based on the number of lrades executed in esch
contzact and then the analysis of separate categories of contracts is done. The
contracts are calegorised based on the number of trades in each contract as shown
below,

Table 6 - Catepories of conlracts based on mmmrof rmdesﬁn cech contract

f 5. ‘Classification of  Number ; ‘Number | Number |
No. ‘contracts by of "Turnover {In Rs.} Traded Quantity af _ of antitlas |
number of trades  contrects! trados tradod A
1 >5000Gades . - . & _ 2266@.0&0 130,17, ggo 82880, -.“,_...3.3._.
2 1100'!»5000 trades 66 57,88,88,088 3,18,05, 5 1 04 533! i,
»f;%*“"m’:
S 5%, ;}'\

muc_esi};aqtfo.ée_iaii_?ajiféa"}fmr,%}jéfd.fii:i,;reummﬁée’};gx}éﬂe mwa ';““;;;,;«;»;mm ook Qotlons
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[Claselfication of [Number - ' TRumber ] Rumber
:.o contracts by ol !Twmw {in Rs.) : Traded Quantity of ! of enilties
[ jnumber of trades | coniracts N o ltades |treded
811011000 trades __ B2 84,10 ;g%;“g.__._._,.._ﬂ;z'@z‘@,_ AL238T T Eed
4 [61100tades | 138] ﬁ.g_.._. : 6720.89,378| 88641 D066
5 |41-50 trades 113 211,87.26,3881 _ _ 36,60,28,000/  5062] 1742
€6 !3140tades | 270, 42122903238 01,76,18,200] 9433 3,300 |
; &gm 66,6437, 4 17,3_%

11 Mﬂ“ H R B4, 08 87 4 18

{Total Market 1. 23885| 7204,64,70,847.  1510,0598,571 3,58,372; 21,857

From the above tabls, it Is observod that maximum trading in terms of turnover hed
happened in contracts In which the number of trades are less than 10 trades In sach
contract. it is evident from the fact that out of total trading turmover of Rs. 7204 crore
(approx.} in BSE's Stock Options segment during the LP., Rs. 3483 crore (48,40% of
tolal market) was contributed by conlracts in which the number of trades was between
1-1) trades each. The tolal number of such contracts was 19601 contracts out of total
23886 contracts In which trading happened during the 1P,

The aforementioned classification of confracts was further classified into 2 brosd

categories:
1) Group A Contracts - inciudes all such contracts in which number of trades was

more than 100 trades during the 1.P. (1.e. contracts shown at S. No. 1 to 3 in above
tabis). Since the number of trades In each of these contracts Is more end
consequently the number of entities trading In sach of such contracts was also
more. Hence, trades hsppenad in these contracts were analysed in datall to
identify any manipulative pattern.

) Group B Contracts - Includes all such contracts in which number of trades was

squal 1o or less than 100 trades during the 1P, (i.e. contracts shown at S. No. 4 o
9 in above table). In Group B Contracts, the number of trades happened was very
less and consequently the entities trading in each of such contrect was aiso less,
In such a scenario, there is high possibility that the buy / sell ordere placed by one
entity get matched with the same entity or with a fow entities only whe had traded
in such contracts. Hence, the percentage of artificial volume through reversal /
non-gendine trades to total trading volume would be very high, However, this may
not be called as manipulation as the number of entities trading in each of such
contracts would be very few and the reversel trades are bound to happen in such
scenario. Further, In CGroup B contracts, the chances of repetition of any
manipulative patiern (in terme of reversal / cireular trades) by any particular enfity
in a particular contract are also limited as the fotal number of trades happened in
sach contract ls less {less than 100 trades).

7.1. Analysis of trades in Group A Contracts - Ae mentioned above, Group A contracts
refars to all such contracts in which number of trades was more than 100 trades
during the LP. The number of such contracts during the |.P. was 148 contracts. The

detalls of trading in such 148 contracts is shown in table balow:
_.u i Jlaits Oor Iran t

bie 7 - Detalls of frading In Group A contracts dwing thelp, = ==~ e
Classification of contracts e ol - ’ [TOTAL ™
particul »5000 1001-8000 {161-1000  i{>100 |
L = .iirades Emu trados) : i
Nunberpfconrecls JUUN - [SRNY D. T
[Total Number of entiies : 80, 554, I ] )
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Cussification of contracts ' o - - ' rom. B
Particulars ;mm 1m1 o :::gtfm ummw 3] |
Traded Quandty . "71.30,11,800]3.16,05,375111,21,96,750/15,71,13,626
Number of trades L. B2858 j‘,(14,!.’»33‘1~ 41,228 1,088,614
'Number of Non genuine trades TSR] 104,484, = 349,864 1,97,180
amnom volunte through Non gonine trades |1,30,07,750] 3,18,94,500) 4,60,73,750] @ m’fﬁ;m
of Non genuine trades to totsl number of | ‘
’ym“ of traden i m_ i R &MI fﬁ.'m% | 90.28%
% of Arfificial volume ganerated throligh Non' & | !
‘gomﬂm trades to total murket velume | ERATS o ?937% LTS 57'”?3
:uﬁl?ar of antitisé involved In Non geniina I 28 70 220 29|

From the above table, the foliowing Is observed:

i} Almost all trades that had nagpened in category of contracts with more than 1000
trades sach were non genuine trades. Further, the artificial volume generated
through such non genuine trades was aiso 89.87% of total irading volume in such
contracts.

i) In category of contracte with trades between 101-1000, the number of non
genuine trades executed was 96.70%. however, the artificial volume generated
through such trades was 40.17% total market trading volume In such contracts.

U On an overall basis, the number of non genuine trades durlng the {,P. in contracts
with more than 100 traces each (Group A contiracts) was 89.28% of total number
of tradas in such contracis which signifies that these contracts were used by the
entities for only reversing their transactions.

iv} The total number of entities that were trading In Group A contracts was 614
antities and out of these 278 entities were indulged in executing non genuine
traces.

7.2, Analysls of trades in Group 8 ';:ontracta As mentioned at Para 7, Group B
contracts refars to all such contracts in which number of rades was equal to Or less
than 100 trades during the [.P. The number of such contracts during the 1P, was
23739 contracts. The datalls of trading in such 23738 contracts ia shown ir table

below:

Tabie 8 - Detalls of trading [n Group B contracts during the LP.

Patticulars , Taﬁ_g‘;m«m trldu)_

‘Number of contrects : — za,::*:ag1
Tolal Number of entfies PE, SIS o 2928
Tumover {in Rs.} = e Rs.7,060.96 crores
TradedQuentity = L _”..‘..L.4§§,~...d_.-25m_§.
‘Numberofirades " — 1,509,754,
'Number of Non genulne frades Sl TR
"Artificlal volume generated through non genuine ine traden | 817.21 crores:
% of Non senuine frades fo tolal number mrht&m I e B.12%
% of wriificial volume generated through nen gendine rades 24,857
o total market volume e )
Number of entities Invefved in non genulne trades g U Y1)

From the above table, the following is observed:

i} Percentage of non genuine trades was 59.12% of total trades that were mcuted
in. Group B contracts during the 1P,

) Arificial volume generated though such non geniine trades was 84.65% of total
traded volume in Group B contracts during the |.P.

i} Out of 21,528 entities that had traded In Group B contracts during the | P.. 14,676
entities were involved in executing non genuine trades,

e -t i o b
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?Q.Emmmmmwﬂngmmmmm:mwmm As
mentioned at Table & of the report, if is observed that 14,720 eniities were indulged in-
sxacuting non genvine frades during the LP. A summery of non gemine irades
executed by top 10 sntitles during the 1.P. is given in tabis beiow:

Table 9« Maqammmmm?ﬁgwmmmm&

Humtm‘ artifictal

‘|Artinolal |oman

[Voluiw

non |

5 TA ”m Bocny
mr:,*m.’:*mm'p

nngng.m‘fm *@‘n QLIJ"{‘E 34,38

thaabowwme.ﬁbmdmwpiﬂanﬂﬁesmlwmm
execuling nor: genuine irades that confributed 4.09% 1o tolal number of trades
executed in BSE's Stock Options segment during the LP. Further, the
contribution of top 10 entities to artificle! volume generated through non genuine
trades was 9.76% fo total market volume during the L.P. If was also observed
that all the aforementioned 10 entities were part of those 59 entities against
which directions were issued in the Interim order dated August 20, 2016.
Apart from the individual contribution of entities to market volume through non
genuine trades, the contribution of various unique peirs of entities was also
analysed. Here, Unique Palr of entities refers to any 2 entities who had
engeged in revorsal of trades among themseives. Contribution of Top 10 such
pairs of entities who have contributed maximum to artificial volume by reversing
thelr transactions across all contracts in the markat during the LP. are shown
table below:

%wum fal volume genersted by top 10 palr of entities during the Investigation

Wmmmmmmmummmmnms "

From the above table, it is obsarved that top 10 unique pair of entities have
together contributed 1.70% fo market volume and none of the single unique
palr of entities have contributed more than 0.34% to fotal market volume. On

VDYID-8/2016-17773
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analysing complete trade data of alt contracts during the i.P., it Is observed that
there were 22680 different pairs of enliliss who have contributed 54,68% to
total rmarket volume through non genuine trades.

7.4. Conclusion on trade analysis - The following are the key observations made at

Para 7.4, 7.2 and 7.3:

i) The percentage of non genuine trades execuied fo total number of trades was
higher in Group A contracts {99.30% of total trades) than in Group B contracts
{62.32% of total trades). : . o

i) The artificiai volume generated through non genuine trades was almost same for
both categortes of contracts (Group A contracts - 57.27% and Group B confracts -
54.65%).

ity Trades of alt entities across all contracts are analysed and H is observed that the
top most unigue pair of 2 entitles that have contributed to artificlel voluine had
contributed 0.34% to total market volume and top 10 pair of entities. contributed
1.70% 1o market volume by exaculing reversal irades. Hence, no concentration Is
seen betwesn any specific sef of entilies who had contributed to ariificial volume
through reversal trades. However, a large number of enlities (fotal 14720 entities)
were engaged in generation of artificlal volume by exacuting reversal trades.

In view thereof, it is concluded that majority of the volume that was generated In
BSE's Stock Options segment during the LP. was artificial volume. A totsl of 14720
ertitios wore involved in executing non genuine trades thereby violating Regulations
a), (b), (o), (d) 4{1), 4(2)8} of SEBI Prohibition of Fraudulent and Unfair Trade
Practices ralaling to Securities Markel) Regulations), 2003. However, this artificial
volume was not restricted between any specific set of antities. This execution of
reversal trades was a markel wide phencmenon that existed in BSE's Stock Options
segment. Further, SEBI passed directions against top 58 entities vide Interim order
dated August 20, 2015. The sams is discussed at Para 8 of the report. It Is aleo
sbserved that after passing of aforomontionsd interim order by SEBI, various
measures have besen taken by the exchange iv resolve thix problam of reversal
trades. The sams is discussed al Pary 10 of the report,

In view of above and In particular that being & market wide phenomenon, no actiont 18
recommandad In the matier. Hence, directions issued u/s 11{1), 11(4) and 11B of
SEB! Act, 1992 against 59 entities vide interim onder dated August 20, 2015 and.
Confirmatory orders dated July 30, 2018, August 22, 2018 and August 24, 2016 mey
he revoked.

8. Analysis of trade data of 58 entitles against whom directions were issued in
Intartm ordor and Confirmatory order -
in: the Interim order and Corfirmataty order, directions were issuad against 59 entilles.
A summary of revarsal trades executad by these 69 entities in all Stock Oplions
contracts during the i.P. Is given in table below:
Table 19 » Bummary of Non genuine trades executod by 59 entities agalnst which dirsations were
_ tssupd in Interim and Confirmatory order

" Rumber of % of artificial volume % of non

8, Emity Nama EMi_ﬁcm Hon \generated through  lgenuine -

Na. ;wtum igenuine  Non genulne tradas to tradss to total!
) ., 088 total market volume _markot trades:
1.80versess T1B07027.660;  4BeR 2.03% .  139%
ENViimpex Pt LW, §.845742,500; 5845 : 1,63%, 1.56%,
3 Motisons Commodities PyL tid. = L“..@&.;‘!i.%%,__m a339; . 1.48%: '
4Umnarg Nerand e 2185440000 830, A A5%;
Sysputvep Pyt ldd. o 11.5537.000; S0 0.76%!

iovesiation n e maitec of o, actviles of ariain snles in k! Siock 0pgeas
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Is also observed from Table 10 that the

I m

pemenlaga af artificlal voiume
nged between 0% to 2.03%. However, it

maximum artificlal volume generated

by
raw Bxecuting non genuine trades by & unique pair of entities was 0.34% that was
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generated by Motisons Comodities Pvt Lid (mentioned at 8, No. 3 in above table)
and Gyandeep khemka (mentioned at 8. No. 7 in above table). Further, artificial
volums generated by top 10 unigue peir of entities taken together ls 1.70% to market
volume. Hence, It 18 concluded that the generstion of artificial volume by executing
reversal trades / non genuine trades was not restricted to any specific set of entities.
However, it was 8 market wide phenomenon that existed in BSE's Stock Options

sagment.

ingestgetion in the nzgmr ﬁ.&'ﬁtﬁa astivitios of ‘ﬁ“‘"ﬁ““%’
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\‘}{.c ynclusion and Recommendations - '
11/7.“conc!unlon - In view of obsesvalions made in the investigation, the following Is
v/ conchuded: - -
() The volume in the BSE's Stock Options segment increased significantly during the
~  year 2011-12 when BSE introdused “Liquidity Enhancemsent incentive Programmes®
(hereinafier referred to as “LEIPS®) in its derivstives segment.

i) During investigation, it is observed that majority of the volume that was ganerated in
BSE's Stock Options segment during the LLP. was artificial volume that was
genarated by targe scale exscution of reversal rades / non-genuine trades (54.68%
of total market volume) by large number of entities (14720 entities). Howsver, this
gsnaration of artificial volume was not restricted o any specific contract or between
sny specific set of entities. This execyting of reversal trades was a market wide
phenomencn that existed in BSE's Stock Options segment during the 1P,

#li) The aforemantioned executiori of reversal trades on 8 large scale was noticed by
SEBI's surveillance system and an interim order dated August 20, 2015 was pasead
agéinst 59 top entities that had contributed to artificial volume by executing reversal
trades.

iv) Alter passing of interlm order & Confirmatory ordder by SEBI, BSE discontinued the
LEIPS scheme from the Stock Options segment with effect from Oclober 16, 2016
and introduced the system of Reverssl Trade Frevention check in s K

. Dptions segment with effect from March 14, 2018. During the same time, t{adlng in
- FA‘QSE 's Stock Options segmat declined and reduced ta.nil during 2018-17..1

-

11.2.Recommendations -
i) The generation of artifictat volume in BSE's Stock Optians segment during the LP.
by execution of reversal trades was a market wide phenomenon and not restricted to

any specific contract / entity. Further, the comrective actions to address the same
have also been teken by the exchange. Hence, directions Issued ufs 11(1), 11(4)

and 118 of SEBI Act, 1892 against 58 entities vide interim order dated August 20,
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20185 and Confimatory orders dated July 30, 2018, August 22, 2018 and August 24,

" 2016 may be revoked

The m ‘f?iizr:e rgr&m to SEBf's Market Reguation Depariment (MRD) to
exa of in ensuring mmmym:msmm.mm
and to identify any possible potlcymngumprevemw::hsktﬂafkindofmmg
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43. Referencos to other department
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14. Past Actlona Against The Atieged Entities {(8EBI Action Taken Report)
SEBI ATR dsiabase has been checked on November 23, 2017 fw ail entities mentioned in
Action Chart (Table 14) and the past acticns ars obsarved against the following entities:
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SECURITIES AND EXCHANGE BOARD OF INDIA
Order communicating appointment of Adiudicating Offlce

Whereas, Securities and Exchange Board of india (S$EBI) has conducted
examination into the trading in options on Individual stocks listed on Bombay
Stock Exchange for possible violation of the provisions of the securities and
Exchange Board of india Act, 1982 (hereinafter referred to as the 'SEBI Act)
and various Rules and Regulations made there under.

Whereas, the Competent Authority [s prima facle of the view that there are
grounds to adjudicate upon the alieged violations of provisions of Regulations
3(a), (b), (c}), {d) and Regulations 4(1), 4(2)(a) of Securities and Exchange
Board of India (Prohibition of Fraudulent and Unfair Trade Practices relating to
Securities Market) Regulations 2003 by certain entities.

The Competent Authority has, therefore, in exercise of the powers conferred
under Section 19 of the SEBI Act read with Section 15 K1) of the SEB! Act and
Rule 3 of secunties and Exchange Board of India (Procedure for Holding
inquiry and Imposing Penalties) Rules, 1985 (“hereinafter referred as the
‘SEBI Rules’) read with section 18 of the SEBI Act, vide Order dated
September 20, 2021, appointed certain Division Chiefs as Adjudicating
Officers to enquire into and adjudge under Section 15HA SEBI Act, the alleged
viclations by the entities.

The list of the entities against whom adjudication is approved and the names
of the respective Adjudicating Officers who are appointed to adjudicate against
these entities is enclosed as Annexure.

The said proceedings of appointment are hereby being communicaled to the
Adjudicating Officers who shall conduct the Adjudication Proceedings in the
manner specified under Rule 4 of the of the SEBI Rules read with sub-saction
{1} and {2) of Section 15 | of SEBI| Act. ’5"’

Pace {of2



The Adjudicating Officers shall enquire into and adjudicate upon the aileged
violation as stated above and if the Adjudicating Officers are satisfied that the
entities have become liable for penally, may impose penalty, as they think fit,
in terms of Ru'e 5 of the SEB! Rules and provisions of Sections 15HA of the
SEBI Act,

Dated at Mumbai, this 27" day September 2021,
BHAVANA RAVIKUMAR
GENERAL MANAGER
SECURITIES AND EXCHANGE BOARD OF INDIA
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Snnerene 4

BEFORE THE SECURITIES APPELLATE TRIBUNAL
MUMBAI

Order Reserved on: 11,05.2022

Date of Decision  : 13.05.2022

Appeal No. 191 of 2022

Shubham Singhal

Radha Bagh Colony,

Chomu, Jaipur,

Rajasthan - 303 802. ceen Appeliant

Versus

Securities and Exchange Board of India
SEBE Bhavan. Plot No. C-4A. G-Block,
Bandra-Kurls Complex, Bandra (East),
Mumbai - 400 051, -.. Respondent

Mr. Ashish Sharma, Advocate ib Jain Sharma & Co.
Chartered Accountants for the Appellant.

Mr. Abhiraj Arora, Advocate with Ms. Anshu Mchta,
Mr. Shourya Tanay and Mr. Harshvardhan Nankani,
Advocates i’b ELP for the Respondent (SEBI).

WITH
Appeal No. 192 of 2022

Goodlaith Infra Ventures Private Limied
48. Dobson Road,
Howrah - 711 101 v Appellant

Versus

Securities and Exchange Board of India
SEBI Bhavan. Plot No. C-4A. G-Block,
Bandra-Kurla Complex, Bandra (Fast),
Mumbai 400 051, ... Respondent

/6
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Mr, Samyak Gangwal, Advocate with Mr. Krishnesh Bapat.
Advocate for the Appetlant.

Mr. Gauray Joshi, Senior Advocate with Mr. Abhiraj Arora.
Ms, Anshu Mehta, Mr, Shouna Fanay and Mr. Hashvardhan
Nankani. Advocates i/b ELP tor the Respondent (SEBDD.

WITH
Appeal No. 193 of 2022

Kala Patodia
2L, 31 Binova Bhave Road. -
Kolkata - 700 (38, Lo Appelane

Versus

Seeurities and Exchange Board of India
SEBI Bhavat. Plot No, C-4A0 G-Block,
Bandra-Kurla Complex. Bandra (Easty.
Mumbai - 400 051, .. Respondent

Mr, Mani Shankar Chattopadhava, Advocate  for  the
Appellunt.

Mr. Abhiraj Arora. Advoeate with Ms. Anshu  Mebia,
Mr.  Showvya Tanay and Mr, Harshvardhan  Nankani.
Advocates i/b FLP for the Respondent (SEBD.

WITH
Appeal No. 194 of 2022

Sudhir Kumar Saha

2344, Lake Town,

Block AL

Kolkata 700 089, o Appetlan

Versts
Sccuritics and Exchange Board of India
SEBI Bhavan, Plot No. C-4A, GG-Block.

Bandra-Kurla Complex. Bandra (East).
Mumbai 400 05], Respondent

L7
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Mr. Varun Nathani, Advocate with Mr. Sukrut Mhatre,
Advocate for the Appellant.

Mr. Abhiraj Arora, Advocate with Ms. Anshu Mchta,
Mr. Shourya Tanay and Mr. Harshvardhan Nankani.
Advocates i/b ELP for the Respondent (SERI).

WITH
Appeal No. 195 of 2022

Sudhir Kumar Agarwal 1{UF

A-75, Gandhi Nagar,

Moradabad,

Uttar Pradesh - 244 001. - Appellant

Versus

Securities and Fxchange Board of India
SEBI Bhavan, Plot No. C-4A. G-Block,
Bandra-Kurla Complex, Bandra (East),
Mumbai - 400 05]. .. Respondent

Mr. Shadad M. Khan. Advocate for the Appellant.

Mr. Abhiraj Arora, Advocate with Ms. Anshu Mehta.
Mr. Shourya Tanay and Mr. [arshvardhan Nankani.
Advocates irb ELP for the Respondent (SEBI.

WITH
Appeal No. 196 of 2022

Aaina Engincering Pvt, Lid.

9, India Exchange Place,

3™ Floor,

Kolkata - 700 001. v Appellant

Versus

Securitics and Fxchange Board of India
St:BI Bhavan. Plot No. C-4A, G-Black,
Bandra-Kurla Complex, Bandra (I:ast),
Mumbai 400 051. ... Respondent

'Y



Mr. Rajiv Kumar Choudhary. Advocate with Mr. Kailash
Dhanuka, Advocate for the Appellant.

Mr. Abhiryj Arora. Advocate with Ms, Anshu Mchia.
Mro Shourva Tanay and  Mr. Harshvardhan  Naeskani,
Advocates ¥'b ELP for the Respondent (SEBD,

WITH
Appeal No. 206 of 2022

Rajendra Kumar Agravwal

LH3 30 Sall Lake Block.

HB Premises TOENTD WORD LT,

Salt Lake SN 24PGS.

Kotkata.

West Bengal - 700 106, o Appeltunt

Versus

Sccuritics and Exchange Board of India
S1BI Bhavan, Plet No. C-4A. G-Black,
Bandra-Kurla Complex, Bandra (East).
Munibai - 400 051, .. Respondom

Mr. Ram Awatar Dhocl. CA b R AL Dhoot & Co. Chartered
Accountants for the Appellant.

Mr. Abhiraj Arora, Advocate with Ms. Anshu  Mchta,
Mr. Shourya Tanay and Mr.  Harshvardhan  Naokani,
Advocates i’k ELP for the Respondent (511,

WITH
Appeal No. 207 of 2022
Rajeev Gupta HUF
R0 £1-68. Ashok Vihar,
Phase 1.
New Deitn - T 052, e Appellan

Versus

Seeuritics and Lixchange Board of India

SEBI Bhavan. Plot No. C-4A. G-Block.

Bandra-Kurla Complex, Bandra (Fast).

Mumbai — 400 051, .. Respondent
1 (7
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Mr. Mukesh Mohan Goyal, Advocate i'h RG Laws for the
Appeliant.

Mr. Abhiraj Arora, Advocate with Ms, Anshu Mehia,
Mr. Shourya Tanay and Mr. Harshvardhan Nankani,
Advocates i/h ELP for the Respondent (SEBY).

WITH
Appeal No. 208 of 2022
Seema Agarwal
FD 356 Salt Lake City,
Sector [T, Kolkata,
West Bengal - 700 091, ... Appellant
Versus

Securities and Exchange Board of India

SEB1 Bhavun, Plot No. C4A. G-Block,

Bandra-Kurla Complex, Bandra (Last),

Mumbai - 400 051, ... Respondent

Mr. Ram Awatar Dhoot. CA i'b R. A. Dhoot & Co. Chartered
Accountants for the Appellant.

Mr. Abhiraj Arora, Advocate with Ms, Anshu Mehta.
Mr. Shourya Tanay and Mr. Harshvardhan Nankani.
Advocates ib ELP {or the Respondent (SEBI).

AND
Appeal No. 209 of 2022

Rajendra Kumar Agrawal HUF

HB 30 Salt Lake Block,

HB Premises TO END WORD 17,

Salt Lake 8 N 24PGS,

Kolkata,

West Bengal 700 106, oo Appellunt

Versus

Sceurtties and iixchange Board of India

SEBI Bhavan. Plot No. C-4A. G-Block.

Bandra-Kurla Complex, Bandra (East),

Mumnbai - 400 051. ... Respondent
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Mr. Ram Awatar Dhoot. CA ¢b R. A. Dhoot & Co. Chartered
Accountants for the Appellant,

Mr. Abhirai Arora. Advocate with Ms. Anshu Mchta,

Mr. Shourva Tanay and Mr. Harshvardban  Nankani.
Advocates ib ELP for the Respondent (SEBI.

CORANM ¢ dustice Tarun Agarwala, Presiding Officer
Justice ML foshi. Judicial Member
Ms. Meera Swarup, Technical Member

Per; Justice Tarun Agarwala, Presiding Officer

1. Fven though separate orders have been passed. the issue
is common. snd accordingly all these appeals are buing taben

g {ogether.

2. The appeals have been filed against wvarious orders
passed by the Adpmdicating Qfficer A dor sharis of by
Securttios and Fxchanae Boaed of findae CSEBRE tor short
imposing penalty under Section 13HA of SEBL Act. 1992 for
violation of Regulation 3 and 4 of the SEBI (Prohibition of
Fraudulent and Unfair Trade Practices refating to Securities

Market) Regulations, 2003 ¢PEU TP Regulbitions” for short),

3. Alter hearing various counsels for the appetlants we find
that the controversy invelved i the present appeals is

squarely covered by the decision of this Tribanal in Glebal



Earth Properties and Developers Pvt. Lid. vs. SEBI, Appeal
Ne. 212 of 2020 decided on September 14, 2020,

4.  The learmed counsel for the appellants tried to
distinguish the said decision of this Tribunal on various
grounds, nankly, that the provisions of Section 15HA of
SEBI Act is not applicable in view of the fact that appellant is
not responsible for carrving out these transactions on un
anonymous platform in as much as it was the broker who was
responsible and who should have also been impleaded as a
party and consequently the proceedings should be dismissed
for non-joinder of necessary parties. Some of the appellants
also contended that the investigation report was not supplicd
and in view of the latest decision of the Supreme Court in the
matier of T. Takano vs Securities and Exchange Board of
Tndia & Anr. (Civil Appeal Nos. 487 - 488 of 2022) decided
on February 18, 2022 the impugned vrder should be set aside
and the respondent should be dirccted 1o supply the
investigation report before proceeding further, [t was also
urged that the penalty imposed is excessive and arbitrary and
does not commensurate with the violation. It was contended
that only one or two trades were made for which a heavy

penalty hias been imposed and that the factors contained under

| O



Section 151 has not been taken into consideration while
adiudging the guantum of penalty. It was also vrged that sonie
of the AQ)s have exonerated certuin entities and persons for
the similar offence on the ground that the alleged trades were
miniscule and did not create an impact. One ot the anﬁ@cllants
contended that the presumption drawn by the AO was wholly
crroieous and against the diveetions given by the Supreme
Couwrt in the case of Securities and Exchange Board of ndia
s Kishore R, Ajmerg [(2016) 6 SCC 368] and in the
case of Balram Garg vs Securities and Exchange Board of
India in Civil Appeal No. 7054 of 2021 decided recently on

April 19, 2022,

5. Having heard the learned counsel for the parties at some
length. we find that the adniitted position in all these appeals
is. thwt gppellants have net dispoted  the execution und
subsequent reversal of trades ax allezed in the show cause
nolice. We find that the exeeution of trades in an illiguid
‘market with such precision in order placement indicates &
prior mccling of minds with a view to execute reversal trades
at prcdf.:tm'minéd price. We also find that there is a significant
price difference between the sell price and the buy price

within minutes and sometimes within seconds, T his indicates

9



that the impugned transactions were manipulative and was a
deeeptive device o ereate a desired loss and/ur profit, Such
transactions were fraudulent and. therefore, violative of
Regulation 3 and 4 of the PFUTP Regulations. Thus, it is not
necessary for this Tribunal to delve into the assertions raised
by the appellants. All the appeals fail and are dismissed in the
light of the decision of this Tribunal in the matter of Global

Eurth Properties and Developers Pvt. Ltd. (supra).

6. However. before parting we would like to say that a
large numbers of appeals are being filed on the samc issue on
a daily busis. We find that SEBI had made an investigation
which revealed that thousands of cntitics were indulging in
reversal trades which were found to be non-genuine trades
and o misuse of the Stock Exchange platform. SEBI
accordingly initiated penalty proceedings in a large number of
maftlers in which penalties were imposed, against which large
number of appeals were filed which were decided by this

‘Iribunal in Glebal Earth Properties and Developers Pvt. Lid,

(supra).

7. We are informed that SEBI has initiated proceedings
agdinst 14720 entitics which are pending before various AOs

which have clogged up their dockets,



i0

8. In the past when appeals against these Kind of orders
being passed we had directed SEBI by our order dated
October 14, 2019 that SEBI should explore and come out with
some mechanism or a scheme such as a Lok Adalat so that
partics could settle the natier. Based on the directions given
by this Tribunat. SEBE came out with a settlement scheme in
August 2020 which was framed onder the SEB] (Settlement
Proceedings) Regulations, 2018 ¢ Scutlement Regulations,
MOIRT tor showty, This scheme came to an end in December
3020, Fhis scheme was not successtul for two reasons.
namely, that the terms of settlement perhaps were oherous,
sitingent and unviable and further the scheme was issued

during the peak of the Covid pandemic.

9. Woe find that as on date more than 14000 matiers are
pending before various AQs. Their dockets are exploding and
!"hc; disposal of ‘these matters will whe atleast a couple of
vears. As a result. all the AOs are over worked. their dockers

are ¢logeed and serions matters are given » back seat,

i0.  We also find that in & large number of cases the AOs
have exoncrated the noticees or have imposed lesser penalty
based on which. appeals are being filed before this Tribunal

secking reduction in the quantum of penalty.

7
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Il. In this regard the penalty which is being imposed is
under 15HA of the SEBI Act which prescribes a minimum
penalty of Rs. 5 lakh. This provision was amended on
September &, 2014 by Act No. 27 of 2014. Most of the trades
in this illiquid stock option matters are during the period
2014-15. We find that where transaction were executed prior
to September 8, 2014 the AOs have imposed a penalty of
Rs. | lakh and on similar trades executed after September 8,
2014 a penalty of Rs, § lakh have been imposed. Thus, on the
same set of violation two quantum of penalties are being
imposcd. Rs. 1 lakh and / or Rs. 5 lakh or more as the casc
may be. This has created an anomalous situation and is a bit

unfair.

12, Section 15JB of the SEBI Act provides for settiement of
administrative and civil procecdings. For facility, the said

provision is exiracted here under:-

Setriement of administrative and civil proceedings.

“13JB. (1) Nonwithstanding anything contained in uny
other law for the time being in force, uny person,
against whom any proceedings lave been initiated or
iy be initiaied wirder section 11, section 11B, section
H D, sub-~section (3} of section 12 or section §5-1, may
Sie an application in writing tu the Bourd proposing
for settlement of the proceedings initiuted or 1o be
irtitiaied for the alleged defaudts.
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£2) The Board muy. afier taking into-consideration the

netre, gravity and impact of defaides, agree 1o the

proposal for seitlenient, on puvment of such s By the

deflier ar o such other terms as mon he detersined

By the Board in accordance with the regndations made

iclor this ot

(3i The settfement procecdings wnder this scction shall

he conducted v aceordance wirt the procedure

speetfiod v ihe regnfaiens made wonder 1y Adet, 14)

No wppeal shedt Lo wader section 137 ageinse ame

ovedor passed My e Board ar adpsdicating aificer, ox

the case may he, wnder ihis section.
13.  The satd provision starts with a non-ebstante clause.
namely. “mopvithstending anvthing contained in any other
law for the time being fn force ”. Where any procecdings have
been initiated ander the SEBL Act. any person may file wn
application tor settlemient of the proceedings. Section 1513(3)
provides that settlement proceedings would be conducted in
accordance with the prosedure specificd in the Regalations.
Chapier I provides the procedure for filing “AppHeation {or
settfoment’. Chapter 1)1 provides the Scope of Senddment,
Chapter 1V provides the “tenus of Settfement”. Cluptey 'V
provides the constiitien of a High Powered Advisory
Committee which recommends the terms of settlement and
Chaprer VI provides the Procedure Tor Seatement”. e
procedure envisaged under the scttlement rules s thas

complicuted and at times the ferms of sentlement becontes

stringent.

N\
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14.  The settiement scheme that was issued in August 2020
under Chupter VI of the aforesaid Settlement Regulations,
2018 did not generate interest to these small time noticees
who had excouted few trades for small gains as the proposed
seitfement terms were found o be stringent, onicrous and
unviable and that could be one of the reason why many

noticees did not opt under that scheme.

15.  We, however, {ind that the respondent could still initiate
another scheme under Clause 26 of the Scttiement
Regulations, 2018, For facility. the said provision is extracted
here under:-

Settlement af Schemes.

“26. Nowwithstunding unything contuined in these
regulations, the Buard muy specify the procedure and
terms of settlement of specified proceedings under
setthement scheme for any cluss of persons imolved in
respect of any similur specified defaulls.

Explanation- 4 settlement order issued wnder
Settlement scheme shall be deemed to be a settlement
arder under those regudations ™

16. The atoresaid provision also starts with a nen-cbstante
clause. namely, "notwithsianding anvthing contained in these
regulations " that is to say, notwithstanding the procedure

provided under Chapter I, 111 1V, V and VI the Board could

specify the procedure and terms of settiement of specified
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proceedings under a settfement scheme for any class or
persons involved in respect of any similar specificd delaults.
‘Specilied proceedings’ has been defined under Section (1)
of the Settiement Regulations, 2018, namely. the proceedings
that have heen initimied by SEBI under the SED! Act
Seeuritics Contracts (Regalation) Acl. 1936 or Depositorivs
Act. 1996 as the case may be. 14.000 odd cases have been
initiated under the illiquid stock opuon matters  wherein
similar kind of transaction have been exeewted and sunilar
violation is proposed against all these noticoes under
Regulation 3 and 4 of the PFUTP Regulations. These 14.000
entitics form a class of persons and are involved lor similar
defaulis. Theretfore, in our opinion. the Board can specify a
procedure and kerms of settiement for these classes of persons

under Clause 26 of the Settlement Regulations, 2012,

17. We are. thus. of the apinion that SEBI should reconsider
and seriously give o thought in coming out with a fresh
scheme under Clanse 26 of the Sculement Regutations, 2018,
Such scheme can be o onetime scheme for this class of
person, The werms of settiement should be attractive so that it
could attract the noticees < entities to come Torward and settle

the matter which will ameliorate the harassment of penalty
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proceedings to the noticees and at the same time would help
1o clear the backlog of these pending matters before various

As,

18. While considering the scheme SEBI should take imto
consideration the provision of Section I5SHA of SEBI Act
prior to the amendment made by Act No. 27 of 2014 with
effect from September 8, 2014. We find that various AOs
have imposed a sum of Rs. 1 lakh for similar trades which
were executed prior to September 8, 2014 and Rs. 5 lakh have
been imposed for similar trades after the amendment of

Seplember 8, 2014,

19, SEBI should also take into consideration that only a few
trades were executed for small gains and some of the AOs
have exonerated these noticees on the ground that such

miniscule trades did not create any impact.

20, We also request SEBI that while framing & scheme
under the Settlement Regutations, 2018 it may also take into
consideration the reduction of the quantum of penalty

imposed in matters decided so far.
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2L We direct the Registrae of this Tribunal 1o send a
ceriified copy of this order 1e the Charperson of S5 BI within

& woek for necessary information and action.

22. This order will be digitally signed by the Private
Secrctary on hehalf of the bench and afl concerned partios are
directed to act on the digitally signed copy of this order.
Certified copy of this order is also asvailuble from the Registn

on pavment of usual charges,

Justice Tarun Agarwala
Presiding OtTieer

Histice M. [ Joshi
Judicial Member

M, Moeera Swarup
Fechmeal Member
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