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Dr.Kirit Somaiya
         B. Com., F.C.A. Ph. D

Ex - Member of Parliament
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February 8, 2006

Shri P. Chidambaram

Hon’ble Minister for Finance

Govt. of India

New Delhi

Sub: Action on Demat Scam needed

Dear Sir,

Income Tax Dept. found thousands of bogus Demat accounts of Shri Purshottam Budhwani in October 2005.  SEBI issued two Orders – on YES Bank IPO on 15.12.2005 and on IDFC IPO on 12.1.2006.

No other action seems to be taken by any Department since then to show the commitment of Government, Regulators, Department that scamsters shall not be let go scot-free.

We would request to take following action :

1.
Criminal action against Panchals and others for opening bogus Demat and Bank Accounts.  Companies Act is clear on this under Sub-section (1) of Section 68A :

“Any person who : a) Makes in a fictitious name an application to a Company 

                             for acquiring or subscribing for any shares therein, or 

         b) Otherwise induces a Company to allot, or register any 

   transfer of, shares therein to him, or any other person in   

   a fictitious name, shall be punishable with imprisonment           

   for a term which may extend to five years.”

           As per Sec. 55A of Companies Act, provision of 68A is to be administered by 
           SEBI.  In case of listed companies, Sec. 621 authorizes SEBI to file complaints          

           for offences under the Companies Act.

2.
SEBI must immediately issue orders to freeze Bank accounts of the scamsters including Panchals, Budhwanis, Manjodev Seksaria, Sugandh Investment and others.

3.
SEBI should immediately recover the profit earned by these scamsters by cornerning, siphoning off the Small Investors’ quota.  SEBI has already found out such profit in YES Bank and IDFC Issues.

4.
Task Force : Various agencies to work in coordinated manner – SEBI, RBI, DCA, Income Tax Dept., NSDL, CDSL, NSE, BSE and others.  The Task Force should prepare time bound Action Plan.
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5.
SEBI Investigation Team : We appreciate the work done by SEBI Investigation Team leader.  There is a need of more human resources keeping in mind the size of the Scam.  It has started from August 2004 covering more than 53 companies, more than 1,00,000 bogus/fictitious/benami/multiple Demat accounts.  Officials of NSDL, NSE, Income Tax Dept. may be given to SEBI Investigation Dept. on temporary deputation to supplement and expedite the efforts.

6.
Aim & Objective :  Full Scam be unearthed.  Profit earned be recovered and heavy financial penalties – 5 times penalty be levied.  The amount be distributed among the Small Investors/applicants of particular IPOs.  Remaining amount be transferred to IEPF.  Criminal action be taken against Panchals and others.

7.
Functioning of DPs : Full-fledged investigation of those DPs who are also acting as Registrar and Stock Brokers be conducted, e.g. Karvy.  Licences be cancelled.

8.
Criminal action against DP and Bank officials : Such large scale bogus fictitious transactions, opening of accounts, refund can only happen in connivance with Bank officials and DP officials.  Strict action be taken against them.

9.
Income Tax : Fictitious companies, investors, flimsy layers have been used by the scamsters.  In most of the cases, the broker, the DP, the investment companies (layer) are same, have entered into informal arrangement, agreement with so-called Panchals.  In some cases, it is 50%, in some cases 75% share.  The source of fund should be found out and nailed down.

10.
The failure of surveillance and vigilance system at SEBI, RBI, NSDL, CDSL, NSE, BSE, Banks needed to be studied.  In some cases, it is negligence and in some cases, it is connivance.  Corrective action to strengthen the system and to give positive message to Small Investors.

We would request to do the needful.

Thanking you,

Yours truly,


Dr. KIRIT SOMAIYA

Encl: Short Note
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