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three years. If you take the statistics of China, there are hardly ten thousand people who
are missing. In Pakistan, the figure is three thousand. But, in India, it is eight times more
compared to any country. It is a very serious matter. So, I want to bring this to the notice
of the Government. What steps are they taking? The National Human Rights Commission
says that we must put a DIG of Police in charge of this in every district of every State. Now,
I would like to say one thing that because of this, the children and the parents are getting
worried, and children are taken as beggars and for so many other reasons. So, their lives
are totally spoiled. Therefore, I would like the Government to categorically concentrate

on this as to how they are going to solve this problem in future.

SHRI K.N. BALAGOPAL (Kerala): Sir, I associate myself with the matter raised
by Dr. T. Subbarami Reddy.

MR. DEPUTY CHAIRMAN: Thank you. Now we will take up the Securities Laws
(Amendment) Bill, 2014. Hon. Finance Minister to move the motion ... (Interruptions) ..

31, faoraetestt wmelt (Fed uqen): W, H9 W SR 3ifaR & forg Aifew faar gan 2
MR. DEPUTY CHAIRMAN: Please sit down. What is your problem?

31, faoraaedt wmeit: 97, SR 3ifaw VST - & oy #97 sice s B

MR. DEPUTY CHAIRMAN: Give notice.

<1. facraaredt wmet: 89 ifew fear %, X1 I have given the notice.

MR. DEPUTY CHAIRMAN: It is not with me. You may renew it for tomorrow.

GOVERNMENT BILL

The Securities Laws (Amendment) Bill, 2014

THE MINISTER OF FINANCE; THE MINISTER OF CORPORATE AFFAIRS
AND THE MINISTER OF DEFENCE (SHRI ARUN JAITLEY): Mr. Deputy Chairman,

Sir, I move:

That the Bill further to amend the Securities and Exchange Board of India Act, 1992,
the Securities Contracts (Regulation) Act, 1956 and the Depositories Act, 1996, as
passed by Lok Sabha, be taken into consideration.

I may mention that in this regard on the 18th July, 2013, the UPA Government
had brought an Ordinance which has now lapsed on the 18th July, 2014. There is a little
period of hiatus because the Lok Sabha has cleared it, and after this Bill is cleared by this
House hopefully, it will be notified. Except this hiatus period, the Ordinance has been in
operation. This Bill seeks to amend identically three pieces of legislation, the SEBI Act,
the Securities Contracts (Regulation) Act and the Depositories Act. Now the amendments
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which have been proposed, I will also indicate the minor alterations that [ have made in the
Bill, which my predecessor had proposed, in the Bill gives power to call for information
and records from any person. The original Acts had only powers to call for information
from banks and other related financial institutions.

There is also a power to call for information if it is across the borders from regulators
and other countries, and this is to be done on a reciprocal basis. In cases on account of these
improper market practices, some profits are earned by a concerned person; these profits
would be disgorged and would be credited to the investor protection and educational fund
established by the SEBI. So, profits earned out of the illegal activities will not belong to
the person who has allegedly has earned them.

This law essentially deals with ponzi schemes, and various ponzi schemes are covered
under it as per the definition under section 11AA. There are some categories which are
left out of the definition. So, the general category is also being proposed in section 11AA

whereas residuary ponzi schemes can also be covered under this Bill.

The original Bill gave to the SEBI and other organisations, the power to conduct
searches anywhere in the country. The original Act had the power where the organisation
had to go to the Magistrate concerned who has jurisdiction in those areas, and, therefore,
asked for search permission. This used to leak out, and the suddenness and the surprise,
essential in the case, making a search effective were lost out.

So, the Bill which was proposed by Mr. Chidambaram had a provision that the SEBI
itself could do it. In view of the opinions expressed by various persons, including the
hon. Members of this House, when this has been informally discussed, I have marginally
altered that. We have created a Designated Court in Mumbai, and that Designated Court
will have the jurisdiction, every time a search is to be conducted, the SEBI and concerned
organisations will require prior consent of those courts. There is a provision to establish
several Special Courts. There is also a provision for compounding of various offences, and
the power to recover amounts which were not there originally with these bodies has also
been brought in. There is some alteration in the nature of the penalties which are intended
to be imposed by these Bodies. These are mostly procedural amendments except one or

two substantive amendments which are there in this Bill.
I commend this Bill to the hon. House for its acceptance after a discussion.
The question was proposed.

MR. DEPUTY CHAIRMAN: Hon. Members, there is one amendment by Shri Naresh
Agrawal for referring the Bill to the Select Committee. You can move it.

S} AR AT (SR Y=N) : W), H g4 19 o1 §, eifeb1 /=113y oy #3i1 ofl, o
SIRNECACIS R IR IRCIES IR

MR. DEPUTY CHAIRMAN: Are you moving it?
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SHRI NARESH AGRAWAL: I am not moving it. ofds # fot #=01 St &1 g i
BT ATEdT §l
MR. DEPUTY CHAIRMAN: You can raise at the time of your speech. You

can do that. So, the amendment is not moved. Now, we will take up the discussion.
Dr. T. Subbarami Reddy.

DR. T. SUBBARAMI REDDY (Andhra Pradesh): Mr. Deputy Chairman, Sir, I
rise to speak on the Securities Laws (Amendment) Bill, 2014 as passed by Lok Sabha.
This Bill presented by the hon. Finance Minister seeks to amend the Securities and
ExchangeBoardoflndiaAct,1992,theSecuritiesContracts(Regulation)Act,1956and
the Depositories Act, 1996. I welcome this Bill and support it wholeheartedly. Actually,
the UPA Government had proposed three Ordinances. They brought them and they were
very much eager to give more power, more strength and more teeth to SEBI so that they
could control and take action against the people who were adopting fraudulent measures
and trying to cheat the public. Here the most important thing is, the capital market is
very much interlinked with the Indian economy. If the capital market is strong, sound
and healthy, naturally the economic growth will also be very strong. But unfortunately,
so many people became victims of the Saradha deposit scam. So many innocent people,
middle-class people, old people, who had saved money for future, were cheated by the
Saradha deposit scam. Due to this scam, it was realized that we have to have very
stringent and strict rules to control all these things. In fact, as all of us know, many
people committed suicide. They had suffered so much that they came to the streets.
Such things always have a chain reaction. Because of such scams, people are afraid to
invest in the capital market. If you don’t invest, you can’t think of economic growth and
industrial growth. Therefore, it is very much important. Due to this reason, the UPA
Government felt it and brought three Ordinances, but they could not replace with the
Bill due to certain other circumstances. So, I welcome this Bill. If the country has to
progress, we must attract capital. This Bill is going to attract the common man because
they will feel that their money is safe. SEBI is not going to keep quiet, if anybody
follows fraudulent measures. That is a very welcome measure. Sir, you will be surprised
to know that previously out of 11 regional exchanges, 700 listed companies disappeared
because of frauds committed by so many people. It created a panic in the country. As a
result, the economic growth also has gone down phenomenally because money was not
coming. In fact, if one scam takes place, at least, for three years people get completely
stuck. They do not like to invest. Unfortunately, in the country, three-four scams have
shattered and harmed to the greatest extent our economic growth and our capital market.
Now, SEBI is being given full powers. As the hon. Minister said, they can draw any
information; they can write and take action. They need not go to the Ministers. They
have got full powers. SEBI is supposed to be a watchdog. Now, SEBI will become
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much more strong and will have dynamic powers. welcome it. Here a safeguard has
been provided that the Board would decide whether calling for information and records
from any person, including any bank or any authority or any corporation shall be
relevant to any investigation or inquiry by the Board in respect of any transaction in
securities. I welcome this. We also, welcome that the SEBI Board would be more
stringent to control the people who take undue advantage of capital market and cheat the
investors’ money. But sometimes, due to lack of communication, SEBI should not
punish the innocent people. Here I would like to caution the hon. Finance Minister to
take care that sometimes when you give abnormal powers to an institution, there is a
possibility of the particular official or particular authority, who may be temperamentally
too much emotional, punishing the innocent people. It will lead to complications. It is
very unfair to punish the innocent people. Therefore, I would like to point out one thing.
In spite of giving them full powers, how are you going to ensure that they will not, in
over anxiety, over emotion and over excitement, take action against the innocent people,
due to lack of communication or due to any misunderstanding? This is my pointed
question and a very, very important one. Then, Sir, if an ‘X’ entrepreneur does not, like
a Y’ entrepreneur, then, he will qo and report to the SEBI saying, “dg IR B TET T,
g8 gHTef B & &, ST S9G fa%g action o1 &1” Suppose, in over- anxiety, in
over-enthusiasm, the SEBI rushes to take action, then, what happens to the entrepreneur

if he happens to be innocent, if he is not a bad man? This is a serious matter which has

to be borne in mind.

As regards the power of the Board to enhance the quantum of penalty as awarded
by the adjudicating officer, clause 16 of the Bill inserts sub-section (3) to section 15-1 of
the SEBI Act as follows:

“The Board may call for and examine the record of any proceedings under this section
and if it considers that the order passed by the adjudicating officer is erroneous to
the extent it is not in the interests of the securities market, it may, after making or
causing to be made such inquiry as it deems necessary, pass an order enhancing the
quantum of penalty, if the circumstances of the case so justify;

Provided that no such order shall be passed unless the person concerned has been
given an opportunity of being heard in the matter.”

So, the principle of natural justice has been followed by giving an opportunity to the
party concerned, the Board will decide, in case the quantum of penalty imposed by the
adjudicating officer is erroneous and not in the interest of the securities market. At the same
time, it has also put a time-limit of three months within which this can be initiated. Here,
I would like to say that when they take action, there has to be a time-limit. Suppose they
conduct a raid against some entrepreneur and they take action and call for documents, etc.

This way, the entrepreneur’s business is totally shattered. And, if, for another three to five
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years, the investigation goes on, then, what happens to him? The charge may be true or
untrue, that is a different issue. We must take all care to see to it that a scare is not created
amongst the entrepreneurs. Sometimes, when you give powers to institutions, there is every
possibility that they may create a sensational fear, and once the case goes on, it gets stuck
for years together, and by the time the order comes, the business will get stuck. This will be
a chain reaction which is going to affect the business men. I would like the hon. Minister
to assure the House as to what safeguards he is going to take to protect the entrepreneurs

who are really innocent and who have become victims, by incident or accident.

Now, one thing, Sir, is about Investor Protection Education Fund. Another salient
feature of the Bill, I appreciate, is to create Investor Protection Education Fund, which would
be formed from the amount collected under section 11B of the SEBI Act, or section 12 A
of the Securities Contracts (Regulation) Act or section 19 of the Depositories Act. A lot of
investment education and public awareness campaign is required for educating the public
and to give them full, comprehensive information, pros and cons about any investment.
Many times, common people are taken for a ride by giving misleading information about
high rate of return, doubling the principal amount in two or three years, which I have told
already and they are lured to making investments in some deposits, which has not got the
approval of either the RBI or the SEBI. Here, my question is this. It is very good that you
have given full powers. We are very much interested to safeguard the investors. Suppose
the SEBI has taken action and put them behind bars, where is the guarantee that they
are, actually, wrong people? If, by any chance, they are found to be innocent, then, what
happens? Therefore, here again, it is a serious matter. In the normal cases, it is okay. But this
concerns the Indian economy. The Indian industry, the GDP growth, it is all interlinked with
it. If a message goes to the society that people are being harassed in the anxiety of having
more powers, it is going to create a great harm to our industrial growth as well. Therefore,
Sir, firstly, we must see to it that there is time-limit. Secondly, we also give warning to the
Authority, which is in power, that is, the SEBI, that in their over-anxiety, if they punish an
innocent man, an innocent entrepreneur, then, they are responsible for it. That fear should
be there. Otherwise, it is likely to be dangerous for the Indian economy Sir, I am coming to
the validation and confirmation of certain acts, even after expiry of the Ordinance. Finally,
in Clauses 56 and 57 of the Bill, they have provided validation and confirmation of certain
actions initiated under the earlier three Ordinances which will have continued effect. It
has been reported that SEBI has initiated 1,358 attachment proceedings in 389 cases and
recovered more than ¥ 1,600 crores. Therefore, this is required to remove the apprehension
that once the Ordinance lapses, the regulator may face legal battles in cases where assets
have been attached or action is initiated on the basis of powers conferred under the expired
ordinance. Therefore, my suggestion is, they should be friendly also. Actually, SEBI is the
heart of the Indian economic growth. SEBI has played a very important role. They should

also encourage entrepreneurs to do it carefully. There are cases where the chief promoters
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of entrepreneurship may be genuine. They may be misled by executives, by employees
also. They may commit mistakes, commit crimes. They may cheat. Therefore, it is very
necessary for SEBI to tutor the entrepreneurs to be cautious, conscious and judicious and
see that you take all care. They should not allow even the executives also to commit crimes
and cheat them. Therefore, in other words, there should be a friendly atmosphere between
SEBI and the entrepreneurs. One more thing, Jaitleyji, I am drawing the attention of the
Finance Minister to an important thing. In conclusion, what I would like to say is, this is
the opportunity to bring to your notice that there is a feeling that if any entrepreneur in the
country applies for permission from SEBI, they take their own time. There is a lot of red
tapism. There is a lack of communication and a lack of total coordination. As a result, it
takes months and years also. There is a major trouble for the market and industrial growth
if it is not done timely. Already SEBI, without much power, delays the matter. They take
their own time. It has come to my notice that if anybody wants permission, they simply
send by courier or they send a notice and seek many clarifications. It takes months together.
There are cases where for years together they won’t permit. So this is the opportunity you
must take to categorically instruct them about the time factor. With modern technology,
you can send by e-mail. My point is, the function should be cautious, conscious and
judicious. There is no compromise. You must follow the rules. But, at the same time, you
can follow quick action and red tapism can be vanished by giving an opportunity to the
entrepreneurs and tell them, ‘Come on, this is the thing what you have failed. You give it
immediately. Then we will give permission. So come and discuss. If necessary, you send
by e-mail.” Therefore, in other words, SEBI is the watchdog of capital market. But at the
same time, they must be friendly and also have a helping hand for the entrepreneurs, within
the specific time period and as much as possible follow the rules, regulations, the principles
and also the safety regulation. They must always do within the minimum time and give
the permission and guidance as early as possible. Then only it will help the Indian capital
market and also help in achieving the industrial growth. In conclusion, I congratulate
Shri Jaitley. Jaitleyji is a fortunate man. We have promulgated three Ordinances. We wanted
to pass the Bill. When they got the power, we came this side. So we did not get a chance.
We got the opportunity to issue these three Ordinances and the Bill, and you take the credit
in Indian history that ‘Yes, Mr. Jaitley has made SEBI strong, with full peak, power, to
control the cheaters and also the entrepreneurs who are going on the wrong track’. Once

again I congratulate you. Thanks to all.

MR. DEPUTY CHAIRMAN: The next speaker is Shri V.P. Singh Badnore, but there
is only one minute before we adjourn for lunch. Do you want to speak for a minute and

then continue after lunch?
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2.00 P.M.

SHRI V.P. SINGH BADNORE (Rajasthan): Sir, I rise to support the Securities
Laws (Amendment) Bill, 2014. The SEBI Act of 1992 was enacted for the establishment

of Securities and Exchange Board of India with an objective of protecting the interests
of ...

MR. DEPUTY CHAIRMAN: Mr. Badnore, you can continue your speech at
2.00 p.m. when the House re-assembles.

The House is adjourned for lunch till 2.00 p.m.

The House then adjourned for lunch at one of the clock.
The House re-assembled after lunch at two minutes past two of the clock,
(MR. DEPUTY CHAIRMAN in the Chair.)
MR. DEPUTY CHAIRMAN: Yes, Mr. V.P. Singh Badnore to continue his speech.

SHRI V.P. SINGH BADNORE: Sir, I will start again. Sir, I stand to support the
Securities Laws (Amendment) Bill, 2014. Sir, the SEBI Act of 1992 was enacted for the
establishment of the Securities and Exchange Board of India with the object of protecting
the interests of the investors in the stock market and promote and regulate the securities
market and matters connected to it. The SEBI has proved itself to be one of the best capital
market regulators in the world. It has a very important place in the IOSCO, which happens
to be the International Organisation of Capital Market Regulators. I reiterate, the SEBI
enjoys a very good reputation in the regulators of the world today.

Sir, the capital market throws up new challenges and they need to be met with
confidence so that the belief of investors in the stock market is reinforced. This amendment
Bill has been pending for some time, and I do commend the Finance Minister that he has
taken the right decision and taken it up with the due importance it deserves. Sir, this Bill is,
in away, a landmark securities law, which will empower the regulators to search premises
and seize assets. Now, we have seen that earlier also this recommendation has come about,
but never adhered to. There have been scams and there have been JPCs, but this is the
first time that this is being done. The watchdog now gets more teeth to tackle the menace
of ponzi schemes and regulate them by framing regulations. Sir, there is some scepticism
regarding the CIS and the pooling of funds and the registration under 11 AA (2). People
are a little worried about the ambiguities. They need to be defined so that scepticism is not
there. I feel that those people who are in this business, there is 11 (b), which is to review.
There should be something as a sunset clause also. I do not know if 11 (b) is actually a
sunset clause because people who want to wind up, must be given a time to do it. Now,
if they are not given that time, then there will a distressed sale. So, this registration, the
11(a), the 11(b) and the framing of the regulations and rules must be done. Sir, in the last
decade, there have been a lot of ponzi schemes which have mushroomed all over the country.
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Much has been said about ponzi schemes. I was really wondering what ponzi scheme is.
I thought they were con schemes or other schemes where an investor or somebody gives
them some sort of inducement, you know, so that he makes an investment which is not
real in the sense that if he is given like what in 1899 Ponzi came about and he defrauded
one million by a ponzi scheme, what he promised then and all these ponzi schemes have
been named after him is 10 per cent every week. If somebody is given 10 per cent every
week, it is not possible. He made a million dollars out of it but landed himself in jail. A lot
of schemes have come about. But when they are talking about these schemes which are
going to be regulated in the SEBI, they are of hundred crores. Now I do not know if I can
really talk and ask the Finance Minister because he is Finance Minister and not the ‘SEBI’
Minister. Then what happens to the schemes which are smaller in nature, which do not
pool to X100 crores? All this is happening in the rural areas and where I come from, many,
many of them are floating around. It will be interesting to put to this House that somebody
with a very innovative idea and imagination said, he bought a land of about 100 bighas.
Now he has a land of worth about 100 bighas and he floated this scheme where he said,
‘that you buy one goat. The goat multiplies very fast, every three month they give babies.
So, he said that ‘in one year, there will be ten babies, and I will be able to give you, if you
invest ¥10,000 in two goats, hundred per cent back in three years.” He floated this saying
that goats multiply so many times and they give two-three babies three months or four
months in a year, so he will able to make this. Now, when he came about this, he made
crores of rupees. Now, all these things are there. Who is going to govern this? How are they
going to be governed? There are lots of gullible people everywhere who fall for such ponzi
schemes. But there are schemes which have been so innovative that what they have done
is they have put insurance along with them. They make a packet and they sell that packet.
Then, it becomes a pyramid scheme with a lot of people where somebody gets more. This
is multi-level marketing which is going on in the world. There are some countries that have
given a legal stamp also to it. Who is going to regulate them? How are we really going to
ascertain that they are legal or not? These are also to be looked into.

Having said all this, I would like to come back to the SEBI. And, when I come back
to the SEBI, I have only two things to say. In the world, there is a great debate going on
about regulators. There are a lot of regulators even in our country. In US also, you have
the FEDEX, you have the SEC. And, there is always a feud as to who is superior, as to
who is the super regulator. In India also, there is a debate on this. The Financial Stability
Board has recommended an umbrella of regulators and the Unified Financial Agency
(UFA). There was also the Financial Sector Legislative Reforms Commission, under
Shri B.N. Srikrishna. Now, I would like to ask the hon. Minister what he had thought about
it. If you have so many regulators, do you think there is a requirement of a super regulator?
It should also be ensured that it does not affect their autonomy as well. Giving them the
autonomy who is going to regulate the regulators is a question which is being raised the
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world over. Our Finance Minister is not just a financial man, but he is also a legal luminary.
Somebody, like him, only from outside can objectively look into how and what needs to be
done. The other most important thing to which nobody, even the most advanced countries,
has really found an answer in the stock market is the insider trading. It was an Indian, the
banker Rajat Gupta, who went to the US - and it was only BECAUSE OF his 15 minutes’
talk that he was caught, otherwise he was getting away - indulged in insider trading and
had to go to jail. But what can we do? Is it (Time-bell-rings) that the insider trading can be
contained? This is the biggest problem, not just in India, but the world over. If something

could be done in this regard, it will be a good thing.

Thank you very much.

#f TS PAR BT (SR Ya) : STAHT FBIG, AT 3T 597 Gelg [
R G BT JGER (AT, $9D (Y H 3MUB] T7IaT8 ol gl GRBR PO STRax | HeIE
TIHR 3MTS & 3IR B AhlT 2 [ 7 g IR 212 1 81§89 U8 el JUIY TRHR &
FHI Al S8 Q- IR SFTSHE Y A1 s 991 4 WY T s, Iaf 9 Wl T ol iR
THI Aot TS A& & AR &1 Heled, Sl Al 39T & SIRY AT TN BRIGRT &b SIRY
ollare] HRd &, S9h RIcTh HRAT B Bl by A& e 94, 399 A dl
HEANT &, It 37T S &l d1d I8 2 b $9 THM BIAI iR HeNEH1 & draca Wl &l
AN I 4 I IR 3, 37 IS 7 HH 3718 &, [P ol T8 S a1 a1 7 forg
I8 HeNGT R TA7? 1 95 AR G ¥R P g AIE &, 9gd N g9 AR Grerai
& AT AT T M AR TR 8F IR IS H W1 SEd 8, o yaeli 7 ol GId 8, 9gd 9y
U ST, fTTd I | A1 el 81T fh d IS & A1 SRR S 8, I5-9$ Fe-i
H ATl 8 3R T8 YR Bl &, SN Bl TG B Bl BRI Bl &, & Tl drsl
TR AR B BT AT BT © AR 19 ShT I8 G981 < Y9 IR el ST &,
ST S Al | 37 S &, 9 ST 3Mffhd daf 8, I Hei 8, a1 &) Tel Ferdl Irdi-
T d AT 379 Th 95 B Il &, 3199 BRITR § Y & & AR SOTRI-ATET AT, Sl
39 SHT ¥ a9 axd 8 {5 S9d U9 &) gelas) 8ift, S9d 99 § gelas! 8, 9 99R
B TR 1Y TIGR I3 Y& ©| SHBT G ST JHEH, Sl &9 T §, 98 TR Al
BT BT 81 Bs IR TRIF MMSHY, TaTd dl! I ST AT Ive YHIfad BRd 8, SIP Tdhs d
31T ST € 31K 3791 HHH SR SaxTd dad Hl S THH BT U 3791 U7 o717 <l
g, R IR 7 wrem & 7E 211 5 9 neS € a1 oRiReS €, STaT Wed w T B
I 980 T91 JHAM SARN S & Igd AR AT bl IS TSl 21 Aelgd, § A1 741
ST A U &1 ISl SR S Bl 3201 G gl 3T 9 AN Bl gwg H 1T B
BT SVIET fIERrs H STfex foha 81 ARe T & I91 3T <ITATEieT & STRY SRIe B_e Bl
UFehaT BT S 91T & 3R WIgT B & procedure DI Ul 3TI FIH 3IHT GGRIT B, offeh
T 39 RICH BI, 39 $AST BT SIS BRI P U F FBRIST <21 & a4 ur=di & 9917
ST ? RIT §7ehT [aRIR ISTeT JRAT Teh 4T BIRTT? hael e S8 UR, Ueh ICC H g
U STt ST AT BIC GT AT Al D1 AT G F YR <2 P hIgH Bl b YT AT
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HHG T B H ST A18dT § {6 89N GRBR $HST W1 fIIR ®8f TP B Bl
SRIGT X 87 39 R A1 AT A1 914 81 111 @t A-7 v 240 o aram At ol qot
HY Y W@ FRE 6 TR 1R GBI B BT SRIET 89R] TRBR BT 87 B3 IR B
Al Bg IR ATET DI SIS & ol T 39 YS! DI, Hdl DI T Waid w9 F UH
R 35 & U H 39 <9 § WITUT B IR fIaR B1? 396 37eldr 59 IR Ried
P IR I & 1T MU dI€ BT T3 bl gTetifeh el & 3ier g0 <1, 9@ ugl,
BT FIT TRy &, FIT Rived &, fhaw I 811, &I 1 81T, foRdR & 89 a8 S+
BT T8I Frel STUFHTIfy Aeicy, 9 3MUd A1eH I I8 ST dredl fb O ais &1 o
39 IR RIReH $1 dHgld B & fofg f5am 121 7, A #1301 ST 310+ IR H T ST™ex
T W BN b 59 9IS BT UTRY RIT 7, 39 9IS BT RISH RIT © 3R RIT 39 UTHy H S
THIH IS BT T T AT © S <3 &6 3 FI9RT # 31 97 82 #9erd # Rorderd @t
T P, JARETVT B 1 Bl GIS b ST H R AR AL H Ja<t AMBRI &b 10
JNRETT BT LA WR TR B T Dl (A9 ST fomam 11 27 39 R Wl 3R Bl
IR e, Y <9 BT 39 STFGRT el 3Ts 89R <21 § Holl Al BYSBR HIhe H 31
T2 T 3R R I & A1He F A Bl IS 32 T 3FR 37T Fad I91 T DI S |
8181 8, A1 98 Hoil AIcl & BU+ § 3R S9$ A1de 7 A 4 81 W81 8l 4RI faar 8,
< 3! T § 6 9ga IRt Ut UoiiST € i MRT & STarTal Ge it <2l | ) Holl v,
Bl AIC ATHR, THN G b ITSTR Al D TS BT DIRILT BT 5

SYFHTINRT ST, § AT ATEAH I g8 ST D TR G b a1 /=it w4311 St
VAT ToiiTST B, RTFd6T S YR a8 § J7 HRA | 9188 & <3 § Holl Ale BIIH) IR
$ IOIR & AT DI [T BT &l ...(AHT B °Tl)... T I RIed Al Bl T
HTIaTE! B BT RIeH AT § oI SIYm? 396 IR § A TeEIHRo7 81 <Y, o §
TSI § 5 98 31287 81 9 2

St STUTIfA: oM. ., TIATE]|

3 TR AR HIIY: ITFHIRT AE1S Y, G351 AT © [ T 1 €S 997 71 8 3f”
R I BT FHI GATK 81 1 31 98 AR St Ul € i1 99-9$ 8 ol 3Tl &
3R 519 9 31 HHHAS H HMAE 81 S &, ol <21 DI Hl, FATST BT Wl 98 I9T loss BIdT
1980 AR =it 9N <9 4 gU 8, U 954 AR SR & 9 A U &, S H S9!
< AT g1 SUFHTIRT HElGd, § 3ATUd J1ed F A1 H31 Sff F SGRIY ST b 3179
39 AT P1 AT &, I8 e 91 &, <lfhl 59 STAIH BT AT YA BAR <
FITEET? ...(A Bl E).... P BT 3R BOATATST B el Sl HRIART A &, 39 TR
THT ST ST H 3 fohd=il i &M, 36T HY SR <31, 1 36T 89| &=IdTE|

SHRI D. BANDYOPADHYAY (West Bengal): Sir, I rise to support the Bill. This
is a three-in-one law. It simultaneously amends the Securities and Exchange Board of
India Act, 1992, the Securities Contract (Regulation) Act, 1956 and the Depositories
Act, 1996. This is a fairly complicated piece of legislation which requires a thorough
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knowledge not only of the laws it seeks to amend but also the complex functioning of

the financial market.

The Securities and Exchange Board of India Act, 1992 was enacted for the purpose
of increasing the confidence of investors. But, unfortunately, the Act was not implemented
in the true spirit. Inaction on the part of the authorities under the SEBI Act and the
lackadaisical attitude of the authorities under the SEBI Act have resulted in the Act not
being properly implemented. Steps were not taken against erring stock brokers, sub-stock
brokers, share transfer agents and other intermediary and non - banking institutions who
are actively associated with security market and to refund the money to the poor investors.

In the interplay of sharks of the money market, they lost out totally.

Chit funds have grown in this country like mushrooms in the last three or four decades.
They have a history, beginning in the Southern Indian States and then spreading all across
the country. Three or four decades ago, scam involving a company called Sanchaita came
to light in West Bengal. Thousands of families were ruined but culprits got away. This chit
fund menace continued to grow, unchecked through the 80s and 90s in different names -
cheating unwary investors. Most of these chit funds were not registered under the SEBI
Act for three long decades. These unregistered chit funds functioned to maximize profits
for themselves, caring nothing for the investors. Investors were left in the lurch. I would
fervently appeal to the Finance Minister to prevent any further mischief and to protect the
general investors who had been the unfortunate victims of the foul game of the financial
operators in the market. We are happy that the Government has come forward to protect
unwary investors from falling victims to the sharks who operate in the money market to
maximize their own gain or their corporate gain at the cost of investors. Once the Bill
becomes an Act, SEBI would have powers to call for information not only from the people
or entities associated with the securities market, but also from persons who are apparently
not directly associated with the securities market. Besides, the capital watchdog would
get increased powers to crack the whip on illegal investment schemes. The Bill aims at
protecting investors as well as to curb fraudulent investment schemes thriving at the expense

of poor, innocent investors.

Sir, we are happy to note that to deal with the huge pendency, special courts would
be established for the prosecution of offences under the Securities law to provide a speedy
trial. This is a welcome feature. To keep the credibility of the SEBI intact, we would caution
the Government not to use its powers to settle any political score. While appointing the
Chairman, the Government must ensure that the candidate has the highest credibility to

have investors’ confidence.

Sir, in West Bengal, we have a bad and long history of activities of such chit funds for

the last 40 years. This is not a new phenomenon. The case of Sanchaita is well known. SEBI
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should proactively try to control such mushroom growth of chit funds in whichever name
they operate. The Trinamool Congress would always support any pro-people legislation.
But SEBI should not convert itself into another CBI. The Finance Minister may consider
two observations. One, the opponents of this Bill say that giving such powers to one body
may lead to misuse and make this legislation draconian. There is a clause to summon
anyone not even directly connected with the matter. However, the pluses in this Bill far
outweigh the few negatives. Secondly, consider an orderly exit to such schemes, so that
small investors are not inconvenienced. We must do all that it takes to stand by the smallest
investor who looks to us to look after his interest.

MR. DEPUTY CHAIRMAN: Thank you very much for keeping up the time.

SHRI DEREK O’BRIEN (West Bengal): Sir, he always sticks to the time. He is
always ahead of the times.

MR. DEPUTY CHAIRMAN: Yes, yes. The Trinamool always adheres to the rules.
That is very good! Now, Mr. K.C. Tyagi. Tyagiji, you may follow the example of Shri
Bandyopadhyay.

it &30 @i ([98R): R, H 39 AWy H 984 <& 78| §, S9IoT 3UD] g STHR
TRI=TaT BT 6 § 9ga &F 9T | 21 3] T B

MR. DEPUTY CHAIRMAN: You are competent to speak on every subject. You are
well-versed in every subject. That is what our understanding is .... (Interruptions) ...

it .38 @l W=, S 2013 &1 R SEE €, T2 D! e HT AT e 7
3R ST 77 fASre o1 2, g3t IHD! W1 e+ iR <@ Pl HidT el 21 S Bic fderd
g, S geN¥e drd 8 ARy, Jg SR dawl ®f a1 g1 fSo=g &l dax <t
TTARIRHE BRI B3Nl ©, 81 Wbl © (b 9 [98d & U B | I (4219 B galell
Bl 39 3O UB A B fdesd 3R Sl &1 S T 8, ST N7 fhar o1 fb fea areg 9
ST 81 I8 8, Sl H gH! WUIS Bl g1 31U S8 Sl JffUdR Jd &l fay
2, 39 39 A feada Ig © T 3rew &1 o forg oft fopsd) dver &1 afe sureT st R < <,
AT IHD Wl GOUAN DI HHGAIY §+1 X<l &l ST 5 ARBTRAT BT Fgfch 81, A=T
=Y AEIGy 9 f1deq © foh 390! qarferct ¥t 81, 9@ Iuafafere) it g1 gaat oft e
G Y o I A1l & SIRY 539 i & i T gieTer 7 81 Sy, s9ferg it
ST YfaRTeld Ue IR &, Sd! $8H TR (el &1 &1 3@ gU Sl 191K &,
S IS BT TaRRE 991 X8, $HGT &9 XG4T 81T H 3391 & A1 sqdhT 99—
HRAT G| 3T eI Fler BT AR [T, $HP [ofQ AT gd-9gd gars|

MR. DEPUTY CHAIRMAN: Tyagiji, I think, this is the best speech,

...(Interruptions)...

i} 9T ST ITTUTYL ST, ShT <189 84 < fefiu
it STl TN SN, I8 T 3TTHT W7 27|
ot .30 i 3R TR foTT e @R 8707 2|
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SHRI PAUL MANOJ PANDIAN (Tamil Nadu): Sir, the Bill is brought forward with
the object of empowering the Securities and Exchange Board for the purpose of protecting
the interests of investors in the securities market. Sir, I wish to submit a few issues with

regard to the Bill which may be taken into consideration by the hon. Minister.

At the outset, Sir, the Bill contains provisions with regard to search and seizure. Earlier
the power was given to the SEBI itself. But now the power is given to a special court at
Mumbeai. Sir, I wish to state that the Bill provides for the establishment of special courts
in all the places of their local jurisdiction where the offences are committed. However, the
same Bill provides for the establishment of a special court only for the purpose of search
and seizure. The search and seizure is being done by the special court at Mumbai. If an
offence is committed, say, in Andhra Pradesh, the special court in Andhra Pradesh should
be taken cognizance of the offence; the trial will be conducted on a day-to-day basis. But
this Bill provides that a portion of the power with regard to search and seizure will be given
to a special court at Mumbai. So, when search and seizure is questioned on the ground
of jurisdiction, Mumbai court has no jurisdiction. When there is a special court to try the
same offence under the same Act, I have my own doubt, it will affect the prosecution. That
is my first point. Sir, you know about the RBI Act of 1934. It provides that the power of
search and seizure is given by a Magistrate. Sir, now it provides that it can be given by a
Magistrate or a special court at Mumbai. It must be within the local limits as provided in
the RBI Act, 1934. Sir, my second point would be: In the Bill, it has been provided that
the trial will be conducted by a Special Public Prosecutor, and the Bill itself provides that
the Public Prosecutor must be appointed in terms of Section 2( u) of the Code of Criminal
Procedure. Sir, Section 2(u) of the Code of Criminal Procedure itself provides that if a
person is appointed as a Public Prosecutor, he should have a practice of not less than 10
years. Sir, I will read, Section 24 of the Cr.P.C. It provides the term ‘Public Prosecutor’
means any person appointed under Section 24, and includes any person acting under the
directions of a Public Prosecutor.” Section 24(8) says, “ .... who has been in practice as an
advocate for not less than 10 years as a Special Public Prosecutor.” Sir, this Bill provides
that the person who has been in practice for not less than 7 years can be appointed. But in
the same Bill they provide that the Public Prosecutor should have a practice of 10 years
as provided under 2( u). This has to be considered. It further goes to say, “the person
who has held the post for a period of not less than seven years under the Union or State.”
This means that a person who is not in practice but who has held the post under the State
Government or the Central Government can be appointed. Sir, now, we have the process
of disposal of a case before a special court by appointing a special public prosecutor. So, a
person, who has been in active practice as a special public prosecutor, alone can conduct,
but not the person who has held a post in the State or the Central Government. This is my

second point.
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Sir, my third point is with regard to similar Acts which are prevailing in various
States. Sir, I wish to State that there are about three such Acts. One is in the State of Tamil
Nadu itself. The other ones are in Maharashtra and Puducherry. We have special Acts to
protect the innocent public. With regard to investment schemes, we have the Tamil Nadu
Protection of Interests of Depositors (in Financial Establishments) Act. Sir, in the same
way, it is also there in the State of Maharashtra and in Puducherry. Validity of all these
Acts has been upheld by the Supreme Court. I wish to state to the hon. Minister that there
might be a clash of jurisdiction between the Centre and State legislations, as it has occurred
in the case of Puducherry Act, where an attachment of a property was made under the
SARFAESI Act and, at the same time, an attachment was also made under the Depositors
Act. Sir, the Supreme Court held that the attachment under the Depositors Act would
prevail. Therefore, the Bill must make this point clear. Though there is an application under
Section 32, it is also provided that the provisions of this Act shall be in addition to, and
not in derogation of, any other law enforced. However, there is no clarity on the point that
under what circumstances, the cases can be taken under the States’ Act, and under what

circumstances, cases can be taken under this Act.

Sir, I would like to make one suggestion. If a case is registered under the State Act,
this Bill provides that the defaulter himself can come and can get a consent order. When a
case is registered under the State Act, will this Bill prohibit such a person to come and get
the consent order with regard to the amount that has been paid to the investor? There is a
clash and we need clarity on this aspect also. Thereafter, I wish to state that in this Bill,
a list of negative offences can also be mentioned which cannot be closed on the basis of
consent order because the Statute should provide a negative list of serious offences. For
serious offences, there should a negative list which cannot fall under the purview of the
consent mechanism. Anybody, after committing a grave crime, should not take advantage

of this provision by just taking a consent order.

Finally, I would like to mention about the sharing of information. Sir, I was just
discussing this issue with my colleague, Shri Navaneethakrishnan, who is also the former
Advocate General. When we seek information, there must be a valid order. Sir, they must
be put on notice. There must be a speaking order. And also, when we share information
with other regulators, it must be with the consent of the Central Government. So, all these

issues may be taken into consideration. With these words, I support the Bill.

MR. DEPUTY CHAIRMAN: Thank you, Mr. Pandian. You have raised very valid
legal points. Now, Shri Naresh Agrawal.

it FRTT AT AR SURTHTYRT ST, § AR T I /3 S 9 uget 991 1%
BT ST ATEAT ¢ b &H UTwoll ThIF & U&T H Te] &1 89 918 & b il T 01 3R ot
Fers Bl H I8 TEl a9 T ¥ET ¢ % gra F ugel v ok Ty # St raree off, a8
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eI # Y 95 732 goic MY 319 1Y, A fIwRH it &7 §9ic oTY| 3 S9N Bl
aRec e fhaT STU Vel BT Fe1 gaTl fprran WY gl &1 o foram I Adl fadt, <t a1
faanfad faet o, smue! w1 & 6 I8 e <9 & b BR_1 ®I §8 = & foy a1
71 I T F ot #30 Sft ST -9 IR $B < & 3R W I8 et g &1 gd v #:0
SI Bl 93 81 I THYA T HA! PIITAd SHR AT, S &< F241 BT Hraferd 7oiga
or| Tfere, 3ot T <TET §1 oid I8 it WefeT waet # T, Ierdd RimeT S 99 wefeT
HHST I BT & IR o, B AN SHb T 9, Mexoiy fafdy 537 oY S9dh #wR
9y, Toig 918 Y I9F HHR ¥, 1 89 994 39 f9e1 IR g9fery e &t oft foh 3R 8y
Teh IR DI ST TS| AT & 1, Al Hei--Dhe! ST gl 81 3R VA1 7 81 fb
SENTYRT 9 S DI BIS B O o1 MY S Y, 9 SHH H 39 <9 H gaveHe
D B3N AR el 3§ SuraT gai| 1 Gl € o o1y IHH 1S SreHeH of T 8, alfdb
Wﬁ DY I[PpIY ) 81 SN 3MMUBT ST Collective Ivestment Scheme (CIS) %, W’ﬁ 39
foperepl ATl €, H ATE fob $ a1 DI 3MTY SR I BR <1 89 39 a1 A WA © b
‘Ponzi SCheme’,Gﬁ100&@3@@&?@?@%%?&1@?31%@@@@&7%
T QI A 31T I% 9a18Y fF SR SIS ¥ ATST AT Ta ¥ &R G 8, 6
S1-81 BRI BUY & 100 AT 50 &R 1Y &, 39 ¥ IS9P I 100 TS 39 & T &,
RIT IABT 3T CIS AT 3R RIT T8 AT P 3SR H TAT SIMYN? BIg BRIRST whiH,
ST 100 BRI SIA B 8RN, FIT I8 W S 3T el St ?

T BT T A Rex WY § 8l SH= 9 Bf R 91 3! 8139 11AA
P 2(a) H IRAT S 2, <R DTS T S A1 H Uofipd T2 8, IFH 100 BRIS 39 AT
IO 3B BT AT GIARIRT BT UTed fhaT ST, Collective Investment Scheme THSIT
SITQI™ H =red § o S 319 ATsT Hengd B | g “Ponzi® W& T dTell ¥ea 78] ©,
Sl 59 forg 39 &I fafdre eres e MU it @M “Ponzi” @1 BT &R B &,
TR T 81 WaRT © 3R ST HROT ATST $9 A&l DI <1 DI a1 s ©, al Ponzi’ ST
DI THMH, I Al H Uofigpd 81 2 3R S 100 RIS BU BT AR PR 8] &, ITh] 37T
S I of MV ST I T H RG] WhH S| Ul 3Ts, fIgR a1 Uleats 31Ts AT
TS H THTH e 31TH &, 3R g HIETH ¥ M9 I Aol U= ferer o a1 H SRR gl

It BT AT TH 9TaR g W < <1 o At B 9 ST HRa1 Aha1 g1 I M A <o |
S SR &1 BIF T R Bl UTdR Ul of fAell g3 7, Jsdl, WIS, S, §75h4 cad,
TT TaHE 3R 31F T8 UTaR MY A4l B WY ¢ W2 1 39 <9 H R AIHT BIF U &
ST, 1 fohR ITs o™i} Uare fohs 91 T X8 ST ? 31TR e Addh BIF < B T, T
fOhR <eT ¥ TS dT T I8 SITQEN? | A1ed § b $a! |l 3119 W R < [ Hal Bl B
U B DI UTaR & AT B2

JA T, B O f&T 4 g9 2, ST e 9§ A B 2, offd omg A 5
retrospective effectﬁ?ﬂ"lﬁ?ﬁ%l e fe= e W,ﬁ@?ﬁwﬁmﬁ:{@
3fffS= SR fobarr, S a1 | 98 @] 811 <ifeh g1 el 1 39 Rabds 78] fhan
2, I 39 WR AMD] Big Goird Al 781 fQU &1 | a1 Ired g b TRBR DI 39 14 Bl
THRAT 9 o1 I18T1 ARBR ga+! STeal | T 81 87 39 AT FeNEF & aq1er o 9
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Standing Committee on Finance&ﬁﬁﬁé‘cﬁ, Igt ufehar Y 81 3R TSI HHST I 3MUh
IR DTS ReBHS 31Tl 3R 67 317y $eh! orcff, a1 # |weran € fos e orest 8,
AT ST 8 3 319 98 STeal 9 €1 319 SIH1 H a1 S 85 ©, Jo e A1H &, olfb
ITD] ART TR Bl F7F T | 37T STeal § ol I8 &, Hel 7 del g8 d1d qdh dar
PR &1 H 98 AT 1 e g [ SFRIDT O} ARG <21 H 91 eleR Bl ga-il urar
81 &, R amus oft 21 31y Ig garsy b S Mee W1 e Y&l 8, &1 I “Ponzi
Scheme’ # &I &1 3151 WISY BT THM BIS MR AN HHIIS I I8l &, oId YT
WIS+ TS, T MM IADI “Ponzi Scheme’ H AT & AT 21 ? 31T I8 1 HI TE B &
5 I T T AT P ST YT AT LT MY ?

TS R Pl AfATY fHt Werdht €, 3FR I 100 HRIe DI fhSt Wt of, df a1 IqB!
It P Ifad B <M? B a1 feel &1 o\ B 8, 3R §9 =X Bl 100 AfFArg
HeTdR Uh-Ud BRrs T & fhdl ST &, a1 100 FRIS $9A BI fht 1 At v
T SITEHT? Al I8 CIS U VY ST B, 3R S 31T SlaRT Hel hil, W& 8l
BN, AT PEI 1 Hel SABT GOUANT BIF B AP B I8 UP AR 33 &1 I8 fIeg
BT U I &, ST 3T F[elex Bl a1 IR I off ¥ & MR 39 forg 3mae I8
iR o7 faan for gras ®IE | WM o 81 &9R gas el 7 onft 9gd wel 9
335, Why only Mumbai Court? 3R IR <% &I ¥ 8, Al @S H IHD! GdTs
FIT e BIN? afeerdt et &1 F9 2, T BB DIC | IAD! GAaATS 1 Tl sF AT
AT &1 &4 T, Al ISP ol T=Ts DIC R el 7 SADBI Add I8 B fh 3R DIy
JATSHT BIABIT BT &, Il T8 3 Il B JHH] TS| AT $H 379 U IR R 3
<RayI <21 3 U1 DI AT 21 2, Foradl R 3w § Rith U &1 BIC Il T, B BIC Bl
39T U jurisdiction BIdT 81 3FR 39 tﬁ sﬁ'ﬂiﬂ DT jurisdiction fRrb Q‘cﬁﬂﬁé PIET
0, 1 i g 31 fhaferg 27 818 BI &1 Wt I8 Uik 7181 © % 98 T &l &1 3@
T | TS DIC T T DI ST &, 3T RRFFSFIT BT SWT &, Afeh 3R 37T 3HH
TS BIC BT IR < B Gi-sil THH DI, T I B 100 BRI BT HRMETH T Bl S@
aﬁWééﬁ,a@ﬁwwwW%l It is a violation of the law. 3R fp<it 5
Feiot R fe, A1 g8 B 7 {6l 37 null and void @R & Sgem a1 # =g fb
qD! A1 3119 TS TR 4 <

3119 391 28T <RIY| 3 28T H A9 A&l Pl G-I gell &l GlaR & X8 81 379
I UG MY o 31T IU aRI1-91 Ui & R81 87 g SIQ, el B o, §8 6 <,
Qg HIC T ST, J UTasd gH! B B SEN? J uiad ar Hidiems a1 st or +ff 71k
g1 AGRIE Y eR At BT sl 8, A BIS F SHBI dRE ofcll 8, b MY 28T H
I ST UTaR <1 B a1 BR & 2 o o7 ReT © o fegvatt # 319 gap qrirens Uet e
2 21 U T8 MBI I STHT & ATHE 1 3128 o 32 87 3R d 3ifhasd S STH
#H ¥ BRTT B aRETE B b [l o1 &, Tl U] Al 39 MbAd I Bel Uil 1y
T SifheT™t B I A 7 TS| DT ITH AT ST M2 H FHEA1 A 6 T8 H
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ARAfET AT 81 I8 b VAT DI a1+ ST R8T 2, Sl 39 <% H 9gd g- ddb Bl IR
< H 18 § 6 1 B a7, 98 3F<eT a1 H [N Al B8 T81 AT, 9gd A BT <% &
oIy aree 181 81d &1 H BIg....

i} IToa Yot (FERTS): FET TR AR, I IR-9R fUwell ARPR UR &Y &
B B fpa eRM B 910 PRI &, IAN? ...(FaH™)....

it 9T SaATe: 31Y Al 8 Y ....(AGLT)...
it Trofta gpa: f5d BRT7 &1 919 &, 9182 ...(FAEH)...

St AR IATd: E! 3MY 1Nl ...(FHY BT €. od Yol Sil Bl BRI
..(TaI)...

it STqHTI: TR S, <189 BT & IR
Y TR AT TR, H GH PR 6T g1 H A o oy AT ST A L(F@uT).

it STt S[a: ... (AYT)... SHD! ST & AHT WE IR & ...(FGLH)...

ft 9T 3ATS: * ...(FGHT)... 31d 3T IS SST, 3N 7 TATSU|
Y STUTIRY: TR S, TH BTl

it T InaTe: A STFHART ST, H AR e SR St & g e
...(TaYT)...

THE LEADER OF THE OPPOSITION (SHRI GHULAM NABI AZAD): Sir, this
should be taken out. .. (Interruptions) ..

SHRI BHUBANESWAR KALITA (Assam): Sir, this should be expunged. The hon.
Member has taken the name of another Member of this House .. (Interruptions) .. Either
he has a right to reply .. (Interruptions) .. or it should be expunged.

MR. DEPUTY CHAIRMAIN: He will take care of that. Why do you worry? He in
a very Seasoned Member.

i} TR SrETer: TR H I HE 6 BXGH HH FTA ghiacd B B ...(FGHTH). .
SHRI RAJEEV SHUKLA: This should be expunged, Sir.
MR. DEPUTY CHAIRMAN: I will look into it.

it TR IATS: TR, 3R HTA S a1 3T I1¢ f% &¥ Bl 1R 81 % 9
U -GN DI $CRE BRI, 9 WG d HIIA THEN T80 81| AT $HD! 1 F Usel [
a1 H @ B 6 3R o1rd Aolae HHE H 9 < <, 1 SATeT 3r<e o, Ifd I8
I B9 W U B T, 81 a1 I8 WS HHST H SI1ar 3R 981 IR Gey 1 faar
G B TP A 39 9 BT ..(AHT B €Y. T Y & 9= A1 G <, Al SATET
3T BIdTl

*Expunged as ordered by the Chair.
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o1 SIS & o #9111 71271 SB1 &, S1dh SR a1 & A1 -W1 3777 §9 d1d Bl 6
H gead Hn b et <21 a1 feaeex T8l 7T, Wl 9 S H AN Bl 99 BT B
BT, AT Bl AT BT BT 1 BRI T=aTe |

SHRIK.N. BALAGOPAL (Kerala): Sir, I rise to support this Bill. The amendment in
three Acts is for helping the common investors of this country. Through this amendment,
I hope that the regulator, SEBI, will go into the details of many of the frauds that are
happening in the country in the name of share market. But, Sir, I also fear that some of the
provisions, like other hon. Members have said, may lead to some arbitrariness. But, in the
name of arbitrariness, we cannot say that such strengthening of provisions is not necessary.
We have been hearing a lot of cases from Harshad Mehta onwards. Now, in the yesterday’s
newspaper, I read a story about a video conferencing facility in Tihar Jail to discuss sale
of property with people from other countries. The owner of one of the biggest investment
banks in the country is in Tihar Jail and he is trying to sell property worth twenty thousand
crores of: rupees to give back the debt to the people. For that, the hon. Supreme Court
or High Court arranged video conferencing facility in the Jail. So, this is a rare occasion,
Sir. Such a person was booked because of some continuous struggle by some of the SEBI
officers and others, but generally these people are not coming under the law and they do
not have to face these kinds of difficulties. Sir, now, we are reading some stories about
the huge loan take by the Bhushan Steel. Around forty thousand crore rupees were taken
by a company in the country. Even the State Bank of India and other banks gave them
loan and it is much more than their network. So, this much money is going. Sir, another
case of IDBI which is about Kingfisher has come. After Kingfisher went into trouble, one
thousand crore rupees were given. These kinds of stories are coming. So, SEBI and other

regulators should be strengthened. I also accept that point.

Sir, when I look at the provisions, I find that clause 2 (i) (a) says, “(ia) calling for
information and records from any persons including, any bank .. “ The investigation can
be a fishing expedition. When it comes to investigation of a company, the company suffers.
In the famous case of Minerva Mills, the Supreme Court said that investigation should
not be a fishing expedition. A proper case should be there. The arbitrary attitude of the

officers may create problem.

Clause 2(i)(b) mentions its retrospective effect from 1998 onwards. This particular
amendment provision will come into effect from 1998 onwards. I do not know the basic
need for this. It will be very good if the Minister while replying clarifies it. We already
passed GAAR. That is a tax matter. I know the difference. But why is it coming with
retrospective effect? I am not against that. But proper clarification should be given about

its retrospective effect.
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Sir, clause 3(i)(b) says, ... involving a corpus amount of one hundred crore rupees
or more shall be deemed to be a collective investment scheme.” For a collective investment
scheme, one hundred crore rupees are needed. So, those who are collecting for a collective
investment scheme, which involves less than one hundred crore rupees, will not come
under the purview of this Bill. I think it should be less than that.

Saradha Chit Fund is not directly coming here. But many such funds may be there.
The funds which are collecting more than one hundred crore rupees will only come under
the purview of this Bill is not a good thing. It should be reduced. It should be made effective
for other companies.

Sir, now I come to the issue of designated court. Nareshji already spoke about it.
You can have a designated court in every State. That is a good suggestion. Why is it
given only in Mumbai? I know that the headquarters of SEBI is in Mumbai. Its registered
office is in Mumbeai. That logic is there. I know that a special court is there. Provision is
there under every High Court. High Court is an appellate body in that. That is separately
coming. I am talking about notice for search. The designated court is only in Mumbai
for search orders. I am also supporting the argument made by Nareshji. It can be put in
other States also.

Another important provision is this. This Bill is very strong in general reading.
But the weakness of the amendment can be seen when we look into the matter related
to penalties. Earlier all the Acts had very strong provisions for penalties. I don’t know
if penalties were properly imposed or not. I don’t know about all the cases. But penalty
provision was there. Here, at least, at some twenty places amendment is there and a very
strong amendment provision is also given. The amendment is also separately given by Mr.

Rajeev Chandrasekhar. He is also concerned about this.

Sir, clause 6, which is relating to fine, says, “ ... which shall not be less than one lakh
rupees but which may extend to one lakh rupees for each day during which such failure
continues subject to a maximum of one crore rupees...”” Earlier this provision of one lakh
rupees for each day was not there. Now it is like electricity bill. If I fail to pay electricity
bill on time, I can pay it with fine. He can pay one lakh rupees per day means up to 100

days he can remain a failure.
Not only that, in clause 12, there is a provision for fine for insider trading.
MR. DEPUTY CHAIRMAN: Please conclude.

SHRI K.N. BALAGOPAL: Sir, please give me one minute. Insider trading is in the
US. We are following them. We say that many of the Companies Act in the corporate
areas in the US are very good. But in the corporate law, if it is in the US, insider trading is
a very good reason for banning the company from the listing, seizure of documents, etc.
Earlier, for insider trading, there was a huge fine. Now, it is reduced.
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MR. DEPUTY CHAIRMAN: Please conclude now.

SHRI K.N. BALAGOPAL: Regarding the fine or penalty part, this amendment is
not strict. It has a liberal aspect which has to be looked into. Strong punishment should be

there for violators. Thank you.

SHRI BHUPINDER SINGH (Odisha): Mr. Deputy Chairman, Sir, I rise to support
this Bill. My Party also supports it. X, B HdTel AN fEATT  orrd € o 1 w=r &
1 {6 39 fory Siife™a a1 us1? dRTdHel Al &7 B <RTH & Feveed ®l Hlcde
BHIAT 21 e DI graR # VAT 7 B off S 97 RS & SeNved Bl UicaT el a TS
3R foads foru fffe=r @1 UT just on the eve of election? 3% d1€, eI Bl
BTSY | dI o<1 81 US| dfp, JBT BIC 3-Ivey &l 919 93 Vel 8, Nisi IRdIemS &t
TMESAEY ¥ 9181 SThR 99 3dg fhy, Ry et BIe AR I odx BIe fear dab,
TRT T FHY B 8T 8, FT 3P foIU 31T I8 oMU ? ofs ufaafore= § Refaferes= &
T aRIsl v9 79 TR @R enfearlRid &7 fiel, S 91g 8+ feuiivied S I
T 3R O TRY 9 31T <91 & IR IIeR H e e & w9 H GBRAT 81 Y8l §, T S
SIETSIT ST 8 I Aral T b Il bl AT Ay urar &1 1Y a1 3dl a8l b ugd
UTY? 3R Ul B T8 dd g A © A1 921 H STal-oTel 4l ¥l Yaiasl &, del-a8f ddb
S UTaR Bl UgAT Bl 81 Jde BT 8T

¥, RBI had also suggested that ST I(adg)cd fShiccd %, g fges %%I'Q@‘Gﬁ
DI graR < S AN RIS & Sl fAapd fShiced 8, I B o d% 9 40 R
PHRIS SIY Al TN §P A 6 TR RIS SUY o ol & a1 Uh-Udh § A U -Udh HIRURS
BISY 3o U9 o ofd 87 o<l Ia_d w=, | 7ty /i1 #eiqg | a1 99 & |4l
AR A W I8 el Arg [ 89 ¥R IT HR WG & {7y {6l §& 4 o9 o S &
dl g4 d& o1 IR feaeia dfcfihded o7 Usd &, aWl 98 9% &4 oF <dT &, Tl ol g4
I 72T et ura 51 7 I8 qo1 arg i P SRl 31 5K 4 U9 faapd fShiced w9
JNMY? RIT g 91d I I AT | 118, 519 sl fe=4a @ 11 1?7 ¥R, I8 A
SFHRI H 2 3R I8 AT WY ST & b U 98 IR (Swieed fUod o3 |rall 3 A
3ITA ¥R B ¥R, B9 PEd & & e RR A od R 8, S9$ RR # € df STefl Srer &
3R e STR-<faror-yre-ufeed g1 Ar-0e Big 81 8Id1 8, IqD! Fars Al 78l
BT 21 3R DS b b | SR o< =1 aT8dl & a1 98 Fofl3R T8 8 Il § 3R
DT eTgHen Y & firer ot 1 5 e Rude o &, St fdpe fewicex 7 2,
Si faRTaRe @i RfGforael Ufe &=ar g, S9 &1 alF 81 e uTal g1 S9fot #-1 I8
HE1 € b 1, S o gep [eieyl 91S) 8, S/H qIRAT DI, Teb AATRE! P UTaR 7 &1
W,Wﬁﬁ&ﬁﬂﬁ%?ﬁ%lﬁmw,a{%ﬁmﬁﬁmfull bench of the Supreme
Court fEfIST Ichl 2, A1 98 B B Iog B, IAD VI BT AW 3@ gV Fefis orcht
2, SUI UHR 54 |l Had Ud JIRHT I IRARST 7 Iz, dfcdh $69H Udh §d o4, UH
TR Bl WY ATRET BT AR ST SAFRNT HHII TS U HFR BT 7, o o9 o9
R BT G (AT AT B IHH S ASIRED BIA & S B A1 B GidTs siail 2 dl AT
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3.00 r.m.

TG A A H HY A7 Ahd = & 3iex Bis WY IR 81, o & feAmT 5 98 7 o1y fob ag <
ITE PR o 3R B! T UfaR 7 €Y 1Y o6 a8 991 79 & a9 & o 1R 7, a8 d”
o1 Tl I €T | Il §Y H IHIG HO (6 H1 A818T & A H+1 Sl Hardt {6 g,

IHHT IR 31 (el 40T 980 -984d g=iars|

MR. DEPUTY CHAIRMAN: Mr. Y.W. Chowdary, not present. Mr. Ishwarlal
Shankarlal Jain.

SHRI ISHWARLAL SHANKARLAL JAIN (Maharashtra): Mr. Deputy Chairman,
Sir, I rise here to support the Securities Laws (Amendment) Bill, 2014.

As you know, in the earlier days, the investment into Stock Exchange was coming
in a very small and paltry way. But former Prime Minister of India, Mr. Rajiv Gandhi had
given a thought to the entire country that we should invest money into Stock Exchange
so that it could be properly utilised for the betterment of the country. Later on the people
started investing into Stock Exchanges. But many frauds occurred. So, it has been felt that
the SEBI should be given more powers, more teeth to control these things so that frauds do
not occur again and again. So, I congratulate the Government that they have come forward
with the Bill. Actually it was the UPA Government who had moved it. But now the NDA

Government has brought it with minor alterations according to their own tune.

But one thing is contradictory in their saying. During the discussion on the Finance
Bill, the Finance Minister said that they do not believe in retrospective enforcement of
the base tax and Acts also. But here you are enforcing this Bill retrospectively. There is a
contradiction in the statement. What is the necessity to give effect to this Bill from 18th
July, 2013?

Sir, an Ordinance was there. As per the Ordinance the work was carried out. Now,
a new Bill has come. It has replaced the old Bill. It should have come into force and that
could have served the purpose. But here the Government has contradicted itself. [ am really
surprised to listen to this statement.

Sir, a Special Court has been designated and it will be in Mumbai. The reason may
be that the SEBI office is situated in Mumbeai itself. If search and warrant is to be issued
from Mumbai, it could be carried out anywhere in the country. So, I do not think it is
contravention of jurisdiction. Because when we are empowering that Special Court with
powers to search and issue a warrant, where is the question of jurisdiction? I think the
entire country becomes under the jurisdiction of this Special Court. I do not think there
is any ambiguity.

Regarding the investment of X 100 crores, it is really surprising. Less than X 100 crores
means how much? Again it is a question of limitation. Even X 10 crores may be more for
somebody, and even X 10 crores is less for some. So, less than I 100 crores doesn’t fall
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under that, and above X 100 crores fall under that is something which doesn’t appeal to my
mind. That should be given a rethought. As my hon. friend, Mr. Naresh Agrawal has said, it
could have been sent to the Select Committee. Actually that would have been really better.
But the SEBI has posted a consultation paper on their website in January, 2014. So, most
of the suggestions had come from professionals, from persons dealing in particular fields,
those who are dealing in securities. The expert opinion had already been gathered by SEBI
and it was submitted to the concerned Departments. Sir, though we are the law-makers and
we have the right to give our opinion, we are not experts in all the fields. Ultimately, the
persons who are experts and who are dealing in this field, their opinion should be sought.
Lastly, the Companies Act was passed hurriedly last year itself. Now the new Government
is saying that as there are a lot of anomalies and practical difficulties in the Companies
Act, we have to bring a new law again. Sir, to avoid this, there was a need to take an expert
opinion. I think that has already been taken. So, the Bill seems to be very perfect one as
it is strengthening the SEBI Board. I congratulate the Government for bringing it at the
right time. With these words, I support the Bill. Thank you.

[THE VICE-CHAIRMAN, (DR. SATYANARAYAN JATIYA,) in the Chair]

DR. ASHOK S. GANGULY (Nominated): Sir, I rise to support the Bill. However,
my request is that we should not throw out the baby with the bath water because there
were some very good features in the Securities Laws (Amendment) Bill, 2013 which
has, unfortunately, lapsed. For example, there was a clause, “SEBI can attach bank
accounts, property and arrest a person for his failure to comply with disgorgement

ER)

orders.” Fortunately, you have introduced a clause saying ‘permission from the
Magistrate or a judge’. The reason why SEBI was given this authority, which I thought
was draconian, was that news should not leak out. How we are going to protect the
news from leaking out from the network of those who violate the law, is something that
we need to think about a little more deeply. Sir, another retrospective clause of 2013 Bill
that would allow SEBI to settle non-criminal proceedings by issuing consent orders was
added, and I hope that will survive. There is no question that the revised Amendment
Bill has certain positive features and we should compliment the Government for that.
One of the features in the 2014 Bill, which has been brought to this House, is to
authorize SEBI to enhance penalties imposed by an adjudicating officer while also
prescribing minimum levels of penalties for these offences. I think that is a flexibility,
which is well defined. However, one of the questions that came to my mind, while
going through the Bill, was that given the organization of SEBI, does it have enough
resources to carry out the enormous task that you are handing over to them? This is
something that you might wish to look into because we have a lot of good laws, but the
problem is that we fail to implement them. For example, the banks’ campaign against

habitual defaulters has really not made any progress. Recently, a bank Chairman or a
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CEO was detained already for taking bribe which might be more widespread than we
may be aware of. Why aren’t wilful defaulters being dealt with far more stringently,
heavily and with a sense of urgency? It reminds me and a lot of people have spoken
about the Ponzi schemes. It is an American word from Mr. Ponzi. But the fact is, it is
the anti- ponzi scheme. We call this GSfl; savings. T1 STl & faR1e § il €11 &, 981 891
T H widespread g, that is completely under the radar screen 3R TR & TN, 99 o
SITd €1 On the other hand, the Ponzi schemes are being used to launder black money.

That is the major use of the Ponzi schemes.

You will recall that truckloads of depositors’ receipts were sent to the SEBI to
investigate who are the depositors to whom their money was returned by a certain company,
which I do not wish to mention the name of. Therefore, the worry that I have is that the
SEBI’s public pronouncement, sometimes, border upon an overreach. And I would say that
there must be some safeguards also that this ‘holier-than-thou and holier-than-all’ attitude
may not start, and one end of the pendulum swinging to the other end. This is a worry
that I share with the House. I hope that the hon. Minister will take a note of it because all
the pronouncements of the SEBI are more worrying than the reality of what it has done.
...(Time-bell-rings)... The Vice-Chairman, Sir, having rung the bell, I, having never exceeded

the time, as a disciplined Member, as always, will leave my speech incomplete.

THE VICE-CHAIRMAN (DR. SATYANARAYAN JATIYA): You were allotted only

four minutes. We are running short of time.

DR. ASHOK S. GANGULY: I think, the hon. Minister would know, 3+ 9dT g f&
Y T GrerT AT, R BT fEATI Thank you.

PROF. M.V. RAJEEV GOWDA (Karnataka): Mr. Vice-Chairman Sir, [ am happy to
get this opportunity to talk about the Securities Laws (Amendment) Bill, 2014. T am also
very happy to learn that over the last few years, the SEBI has been able to crack down on a
number of chit fund and ponzi scheme scams. Around 20 lakh investors were being cheated
of nearly ¥ 20,000 crores. Sir, it was possible for the SEBI to investigate these frauds and
bring the culprits to book because of the Securities Laws (Amendments) Ordinances that the
UPA Government brought in over the last two years. It is, finally, a very great relief to see
that after years of these Ordinances being extended because of Parliamentary disruptions,

the Securities Amendment Bill is set to become an Act.

India has a large number of very talented entrepreneurs. But if we create a regulatory
ambience and an infrastructure that has gaps in it, then, there are some who go astray, who
are tempted to milch the poor investors of their hard-earned savings. This, often, takes
place through fraudulent savings, chit funds and ponzi schemes. Every such scam gives a

bad name to legitimate chit funds and spoils the investment landscape for the poorest of
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the poor. The SEBI has long been requesting sweeping powers, and the UPA’s Ordinances
and this Bill are the first major steps for plugging these regulatory gaps and for turning

the situation around.

In order to protect the Aam Aadmi and Aurat, the UPA Government had promulgated
these Ordinances. Finally, these Ordinances are seeing the light of the day in the form
of an Act and this will really help change the whole regulatory environment. Already, in
response to a Parliamentary Question in March, 2013, we saw that the SEBI had been quite
effective. Six hundred and sixty nine companies were probed by the SEBI for violating
the Collective Investment Scheme and collecting about ¥ 7,435 crores. These Collective
Investment Schemes are often illegal, unregulated and are ponzi schemes. Five hundred and
fifty two of such companies were prosecuted and convictions were secured in 124 cases.
Another 75 wound up their businesses and refunded money to their investors. The SEBI has
initiated action against many such cases and companies that raised close to I 4,000 crores
and asked them to wind down their schemes. In this fiscal year itself, 28 firms have faced
the SEBI’s wrath and are now turning around their operations and refunding the resources.
On this note, I would like to congratulate and thank the NDA Government for adopting yet

another vital and crucial policy initiative of the predecessor, the UPA Government.

Sir, one may ask: How does this Bill strengthen SEBI? This Bill gives tremendous
scope to SEBI to determine what constitutes a Collective Investment Scheme. It allows
potentially fraudulent schemes to be regulated carefully irrespective of the capital amounts
involved or whether they were started by formal corporate entities or even by individuals.
These were gaps in the previous regulatory architecture. This flexibility is vital for SEBI

to do its job effectively.

Sir, another aspect of this Bill is Section 11 (c) which allows SEBI additional
powers, including for search and seizure, for recording statements under oath etc. SEBI
has been empowered to enforce court orders through attaching the violator’s property,
bank accounts, through the arrest and detention of the violator. Such kind of powers are
absolutely necessary, Sir, under certain amount of judicial oversight. This will ensure that

potential violators think twice before indulging in their criminal activities.

The NDA Government has also realized the importance of speedy and certain justice.
It has retained the provisions in the Bill creating a special court to ensure speedy trials.
Sir, at this moment, under the proposed law, this special court consists of a single judge.
Basically, if you think about the scope and the magnitude of the challenge before us, this
may be a limitation of this Bill. We take pride in our democracy, we take pride in our rule
of law, but our reputation suffers because of an overloaded judicial system. Justice delayed
is not just justice denied, Sir, it is also a signal to crooks and criminals that they can get

away by gaming the judicial system. Our Finance Minister in his previous avatar as a
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Law Minister had also paid attention to this particular issue and it introduced a number of
measures to unclog the judicial system. He would be quite cognizant of what I am talking
about, and, therefore, I would urge him to ensure that such special courts are not just set up
in Mumbai, but across the country so that in every region we have the judicial architecture

strengthened to ensure that white collar criminals do not get away with their scams.

Sir, over the years, SEBI has really needed a lot of regulatory support to do its
job. This can be seen from a Report, a survey conducted in SEBI and NCAER in 2011.
It showed that the investor population in India has actually dwindled from 20 million
to 10 million in the last 25 years. This has happened despite automation, despite trade
guarantees, tax concessions and a sharp decline in brokerage charges. Investors have
left the market because they have seen people’s investment get decimated because of
shady practices without any redress available. Barring occasional blips, the primary
market remains lifeless, Sir, and mutual funds are not able to attract the retail money

that it needs to attract.

Sir, in economics, we teach a concept called ‘Revealed Preference’. To understand
how well the regulatory environment functions, we need to see what people actually
do. Through their actions we are able to understand the true impact of our regulatory
architecture. In India, when we look at the true impact, you see where people are parking
their savings. They are parking their savings in fixed deposits in banks, knowing fully well
that inflation will reduce the value of their savings. They are focussing their money on
the temptations offered by Ponzi schemes, by other elements like chit funds, which really
should not necessarily be part of a modern financial architecture. Sir, SEBI has a huge
role to play in fixing this kind of a problem. It needs to reassure every Indian that equity
markets and mutual funds are viable, secure avenues for investment, that their risks are

transparent and visible to everyone.

SEBI has both the roles of a nurturer of markets and of a policeman, and it is not as
if these roles are in conflict. The more effective SEBI is, as a policeman, the more trust it
engenders in the people of India and the more resources will flow into the stock markets.
If SEBI can end scams, then India has a treasure trove of savings below people’s pillows,
underneath their beds, wherever they park their savings, and that will start coming back
into the market and it will ensure that Indian entrepreneurs can draw on huge resources that
are currently lying dormant or being invested in gold. Sir, SEBI can do much more on the

enforcement front. Already, some of my colleagues have spoken about insider trading.

Sir, let me also draw your attention to the Non-Performing Assets of various public
sector banks. Numerous promoters have ended up defrauding these banks and, somehow,
have escaped even prosecution and arrest. Sir, SEBI needs to go after such sorts of criminals

and ensure that our banking system is also strengthened in alongside our equity market.
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Similarly, many foreign private equity firms have come into the Indian market and
invested in various private sector companies here. Again, various promoters have run
away with those resources, siphoned them off and the private equity. investors have had
no option but to sell their stake at a deep discount just to ensure that their overall portfolio
does not get tainted by this particular experience. We need to go after those kinds of crooks
and criminals as well. Only then we will be able to attract one more avenue of investment

which is crucial to India’s growth.

Sir, SEBI also has some other challenges. I would like to point out that public
accountability over SEBI needs to be strengthened. There is also concern about investor
voices being paid attention to by this organisation. And, finally, there is also concern
about overlapping jurisdictions and what impact that would have on the actual regulatory

outcome.

Sir, on accountability, I would like to point out that we must institute a mechanism
by which SEBI tells some pillar of the Government about how well it is doing in terms of
its enforcement mandate every year. Asking the Government to pay attention to this would
essentially become executive interference into the affairs of an independent regulator. But,
nothing comes in the way of Parliament asking SEBI for an Annual Report on how well it
is doing the job that we have entrusted it with. I would urge, through you, the hon. Finance
Minister to work out an arrangement whereby SEBI provides us this kind of accountability
every year. Today, any time Parliament interacts with regulators, it is in the context of some
crisis or some scam. Those settings are not conducive for constructive engagement. We
end up in a confrontational setting. At least, one of the parties may be on the defensive. We

need to change that in the interest of strengthening our financial regulatory architecture.

Sir, India’s regulatory mechanisms — whether RBI, SEBI, IRDA and FMC — have not
been part of a concrete design; they have evolved over the years through various decisions

taken in different contexts.

Through these gaps, we find Ponzi Schemes emerging. We find various regulatory
overlaps, and gaps These allow various entrepreneurial firms, not in the healthy sense
but in the sense of looking for holes in the system, to innovatively shop between various
regulatory forums, to come up with mechanisms that evade regulation. We cannot allow
that to happen. And, we must strengthen the regulatory enforcement architecture to ensure

that no such gaps remain.

Sir, I do have a concern with another aspect of this Bill. This has to do with
disgorgement of funds that have been collected from scamsters. Right now, the hon. Finance
Minister proposes to park this money in SEBI’s Investor Protection and Education Fund.

Sir, this money belongs to investors who have lost their precious life-savings. How can
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you take it and put it aside in one of the funds? Why doesn’t the Finance Minister earmark
one of his trade mark ‘¥ 100 crores’ for the education purpose and ensure that this hard
earned savings of the poorest of the poor goes back to those who have invested in chit

funds and Ponzi Schemes?

Finally, SEBI looks at its mandate in a somewhat limited manner. Just like the RBI
adopted a mandate of financial inclusion which ensures that banking services reach the
poorest of the poor in every village similarly, I urge, through you, the hon. Finance Minister
to ensure that SEBI also takes up financial inclusion as part of its mandate. There is no
reason why equity markets and mutual funds should be the preserve of urban well-heeled
individuals. These sorts of markets, these sorts of investment avenues must be accessible
to the poorest of the poor, must be accessible to everyone in every village.

Sir, I believe, SEBI can make financial inclusion part of its mandate and give a
new meaning to the word ‘equity’. It is not just about stocks, it is also about justice and
inclusion. Only when SEBI actively pays attention to financial inclusion, will we be able
to ensure that these modern elements of financial architecture—the mutual funds, the stock
market schemes, each one of them—would be accessible to every individual; they will not
need to be tempted by prospects from various fly-by-night operators.

Sir, with these suggestions and taking all these other issues into consideration, I
commend this Bill as a key step to improve India’s financial architecture. It is still a small
step in a long journey and there is much more to do in the days ahead. Thank you, Sir.

SHRI RAJEEV CHANDRASEKHAR (Karnataka): Sir, our economy is only
beginning to recover from several years’ of decline and drift. As the Finance Minister
is aware, Sir, I have repeatedly argued in Parliament and outside that our economy and
Government need significant reforms and changes for a transformation and for it to recover
and grow sustainably. Having well-regulated, free and competitive financial markets is
one important part of that.

Sir, I had last spoken about this subject in 2010 when the House was debating the
Securities and Insurance Laws (Amendment and Validation) Bill, where I had raised
the issue of decline of independent regulation in the financial sector. Over the last few
years, as many of my colleagues have pointed out, we have witnessed a spate of scams
and crises that have their roots in regulatory failure or incapacity. These have, in turn,
caused serious setbacks to investor and consumer confidence in many areas that still need
investment and growth. So, Sir, this Bill that strengthens the securities regulator, SEBI,

is very welcome.

I only hope, Sir, that the Finance Minister makes this the first step of a review and
strengthening of the complete spectrum of independent economic regulators because,
I believe, these institutions, more then any other single governance action, will impact
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the ability of our country to attract long -term investments. As my colleague said, the
Parliament has not spent enough time reviewing the Acts and performance of most

of these regulators.

Sir, the issue of accountability is an important one before we discuss powers that are
to be granted to regulators. I strongly believe, Sir, and many hon. Members have echoed
this today that the banking regulator, for example, needs to explain why it blindly oversaw
the unprecedented concentration of risk, where nine-ten industrial groups have accounted
for 95 per cent of the banking system's net worth, creating a too-large-to-fail situation and
putting tax-payers and owners of the public sector banks at risk for the performance of

these groups.

The stock market also, Sir, similarly is increasingly becoming a playground for
laundering money and is reportedly seeing many insider trading linked transactions linked
to either takeovers or M and As. It is in this background and context that we are discussing

the strengthening of the stock market and securities regulator, SEBI.

Sir, coming to this Bill, the SEBI has, in recent times, redeemed itself partially with
assertive action on insider trading and Collective Investment Schemes. This amendment
is primarily to cover the regulatory gap or vacuum that exists vis-a-vis the CISs. There
have been many instances where investment schemes have managed investment funds or
depositors’ funds without supervision of SEBI or any other regulator and that has been the

call from investors to strengthen SEBI.

Sir, let me just quickly raise a few issues relating to this Bill. Under Clause 3, SEBI
would regulate all schemes with a corpus of ¥ 100 crores or more. I strongly believe, this
should be caveated by the corpus or number of investors. It should be ¥ 100 crores or 500
investors, or any appropriate number that you consider. Sir, there is also an issue of the
new definition of ‘CIS’. Is this definition too large? Will it cover normal FMCG companies
that raise deposits from the dealers, for example? Therefore, is there a need to make sure
that the definition is not something that is so large and creates harassment and problems
for legitimate businesses? Specially, Sir, this is on Clause 11AA(2). This provision should
be considered in light of the fact that only one CIS has been registered with SEBI since
1999, and that CIS also is yet to launch a scheme. I would, therefore, like the Government
to clarify this issue, even though I do believe that it is better to over regulate on behalf of
investors rather than not having any protection for them, as has been the case for the last

few years. (Time-bell rings)

Sir, on the issue of powers, I would like to say that in the process of giving powers to
regulators to prosecute criminal elements ... (Time-bell rings) Sir, I am going to conclude

quickly. Please give me one more minute. Sir, I will quickly run through three issues.
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Sir, the Bill correctly provides a safeguard in terms of search and seizure by making a
magistrate’s approval required. Sir, I think, that principle should also apply for attachment
because attachments create a very disorderly exit for investments and disruption of jobs.
I think, since there is a special court, it may be a good idea to amend that clause to ensure
that attachment is also sought after a magistrate’s approval.

Sir, Clause 15 in the original Act and sub-Clauses 6 to 15 in the Bill are about penalties.
I think, the penalties are not punitive enough, and I propose that it should be raised from
¥ 1 lakh and one crore to X 5 lakh and five crore.

Sir, finally, to the issue of transparency in the functioning of SEBI, regulators like
SEBI are being granted increasing powers by Parliament assuming that these powers would
be exercised in the interest of investors and the economy. (7ime-bell rings) Sir, please
give me one-and-a-half minute more. But there will always ‘be a temptation to misuse
this power. Therefore, | am suggesting amendment in Clause 17 or indeed have a new
clause that ensures all consent agreements and cases are transparently disclosed, along
with SCORES, on the SEBI website, instead of it being kept secret. This must be made
legal and binding on SEBI as a part of its obligation to be transparent.

Sir, I hope these amendments would be considered by the Government to make the
Bill and SEBI more effective and more accountable. Thank you, Sir. Jai Hind.

i U= ATET (TSI SUGHIEel Heled, AT Adl e R Faf <l gy HIol
IR 7 AT TGSt Bl A AR AMfdhe 7 Sl faeths o BICT-BICT dufi 8, ¥ a9
# ool a9 A1dll # WfdHc BT st A gU I HHTIT S &, STd Hde # oo farR
I B ¥l B A1 ggel U BIC - Hdl & AR 11AA & VI DI Sl defof fhar T
o1, 39 TR SIS < gY weredT el Sft &t dfhal &1 g fam o011 99 Siorie | S
URhal 9N BI 7S ff, § ITD! BIC HRAT A8 g, "Earth provides enough to satisfy
everyman’s need, but not everyman’s greed." Ig Gl AT ART DI ATALIHATSI Bl E{%
PR Al 8, oAfcbd Tl ARN b SATerd b Yl T8 PR Febell| G BIc = AT GART
SToTHe U, RTIO 9ol 9 fear §, S99 W @I -1 vahdrss fhar f adam 9 <1 a4t
TIe &, IHD] SATET A g1 Bl ATGIGAT & H U IS BT SToRE . TR
AT Al Bl BIc HIAT A8 T _§", “India’s capital market in the recent times has
witnessed tremendous growth, characterized particularly by increasing participation of

public. Investors’ confidence in the capital market can be sustained largely by ensuring
investors’ protection. Disclosure and transparency are the two pillars on which market
integrity rests. We would like to demonstrate on the fact of this case as well as the law
on the point that market abuse has now become a common practice in India’s securities
market, and if it is not properly curbed, the same would result in defeating the very
object and purpose of the SEBI Act which is intended to protect the interest of investors
and securities and to promote the development of securities market”. $Afely Ug S fdat
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AT &, ggel W I IR e & A1euH A IR B Ig D! MaeIhdl P ST
1T & b Folfded gavetic T Sl TR 11AA ©, I8 1999 | 59 Ude § g=¢ fhar
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T eSSl SR Qegfesherd &I a1d g 8! ol Yool 3R UeffSher H Sif
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D] TR Wl B WeIey] die! BT UTaeT [Ha1 741 51 I8 fdT fraer &1 1 & oy
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3ITeT BT § b 59 el & A1eqd | fFa=repl @l ofR A1he B g 78 Aorgal Fer iR
TTIURC H9R | B9 31+ (21T & ATl =TT B Ah | =IaTe|

SHRI NARESH GUJRAL (Punjab): Sir, I rise to support the Bill. The securities
markets play a crucial role in the economic and the financial stability of a nation. They

transform domestic savings into a real sector. The more efficient the market, the more
healthy and prosperous is the economy. To ensure that markets take robust and clean
shape, the hon. Finance Minister is ushering in some key reforms. I congratulate him for
this Bill, which can be summarized as follows : (a) To protect the interests of the
investors, especially against the ponzi schemes; (b) to punish the fraudsters
expeditiously by constituting special courts; (c¢) to strengthen the investigative and
prosecutorial powers of the SEBI by giving it more teeth; and (d) to provide protection
and safeguard against the misuse of search and seizure powers of the SEBI, which
were not there in the original Ordinance. I hope that the same safeguards would also
apply if SEBI decides to intrude into somebody’s privacy by tapping phones, etc. The
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hon. Finance Minister, while your intentions are noble, the problem is that the
investigative and the prosecution process takes too much time in our country. Don’t we
all remember Harshad Mehta, Ketan Parikh, and, now, Jignesh Shah? While they were
all arrested, their properties were seized, but those who suffered the losses are still
waiting to be reimbursed. I would urge upon you to provide rules that explicitly provide
the first right to disburse funds to those who suffer wrongful losses due to the unfair

actions of the cheats.

Similarly, day in and day out, small investors, especially those living in remote areas
where the banking services are not there, are cheated by Mr. Ponzis and Mr. Natwarlals
day after day; and, their numbers are increasing because the punishment is not meted out

expeditiously.

Sir, I have four suggestions for the hon. Finance Minister. One, create a new
investor-protection service on the lines of the IPS or the Customs Service or the IRS
where officers are trained to process domain knowledge to crack such cases of economic
fraud expeditiously. Second, as my colleagues have mentioned before, invest heavily in
the judicial infrastructure, including enacting fresh laws which will not allow smart and
expensive lawyers to prolong cases infinitely and allow the rich to get away. In the USA,
the entire process takes 15 to 18 months. In Japan, it is even less. But in India, cases go

on for decades and nobody is punished for a long, long time.

Thirdly, like in the USA, the security meetings are held in open public and the Senate
exercises control over their Securities and Exchange Committee, we should also have an
effective Parliamentary control over the SEBI. I hope, again, the rules will provide for

some such institution.

Lastly, Sir, irrespective of the name, reputation, position or stature of a crook, every
fraudster should be treated equally before the law. Hon. Minister, go after the crooks who
looted our nationalized banks, especially in the last ten years. They looted the country in
the name of infrastructure and PPP. Go after-those who cornered scarce national resources
including spectrum. Go after those who created companies in the Stock Exchange which
vanished with the promoters, and go after those who have cheated the small investors
through ponzi schemes. Sir, if you bring even 50 per cent of them to book expeditiously,
I am sure going ahead, economic crimes would decrease in the country. Mr. Finance
Minister, you are one of the ablest lawyers in the country and I am sure that you will find
a way to provide sufficient protection against the sharks to the small investors so that the

Indian market prospers. Thank you.

SHRI ANIL DESAI (Maharashtra): Mr. Vice-Chairman, Sir, I rise to support the
Securities Laws (Amendment) Bill, 2014, as it takes certain steps to ensure not only the

support but it also takes into account the interest of the middle class, especially the lower
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middle class. The definition of ‘domestic savings’, in real parlance, if you happen to see,
is that it comes from the middle class and the lower middle class of the country. To protect
investors’ interest and ensure orderly development of security markets, it is necessary to

enhance the powers of SEBI which is the capital market regulator.

The Bill seeks to amend the Securities and Exchange Board of India Act, 1992,
with the consequential changes in the Securities Contracts (Regulations) Act, 1956 and
the Depositories Act, 1996.

Sir, Collective Investment Schemes are a class of investment products regulated by
the SEBI. The Bill considers widening the scope to include all pooling of funds of I 100
crore or above. Till now, they were not regulated by any law. This amendment is essential
as it could catch ponzi schemes and will also protect the interest of small investors who
contribute almost 45 per cent to the GDP. The Bill also empowers the Chairman of the
SEBI to authorize search and seizure of documents relevant to an investigation. TheBill
provides SEBI with explicit powers to order disgorgement of unfair gains. It also permits
SEBI to attach bank accounts, property and arrest and detain a person for his failure to
comply with disgorgement orders or pay any monetary penalty. The Bill estalblishes
special courts to try offences under the Act. Two provisions are enacted with retrospective
effect. One, the SEBI is giving powers to settle non-criminal proceedings, issuing consent
orders. Two, it may sign agreements for exchange of information with foreign financial

regulators.

Sir, in our country, a series of frauds are committed by chit funds, cheating millions of
poor people. These chit fund operators would continue with their unfair games because they
will not come under the net since they are operating well below the level this legislation is
taking place. They will smartly keep their turnover within I 100 crores. It is a significant
amount and millions of poor people may be cheated. There should be some regulatory
body to take care of this. Sir, another thing which I would like to mention is algorithmic
trading done by foreign institutions, making huge money by using hitech gadgets. They
use these gadgets in the form of hitech computers. They take milliseconds. Transactions
take place at a very high speed and huge profits are garnered which do not come under the
domain of the people, or, people, at large, are not aware of it. This should be determined
very seriously. This should be taken care and they should not go unchecked where this

kind of ungainful things, which happen in the markets, take place.
(MR. DEPUTY CHAIRMAN in the Chair)

Especially, these kinds of transactions do take place when the market is very volatile,
particularly, when the Budget Session is on. Somehow, some newspapers had covered these

stories but nothing has happened as far as any action is concerned.
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The last point which I would like to make is, the effectiveness of any legislation
would depend on how implementation of the same would be there. As far as this new
law is concerned - the new Bill, the amendment Bill, which would come into practice its
effectiveness would depend on the powers which are given to the SEBI Chairman — the
SEBI which will operate it - like the attachment of property. There is a possibility that the
honest employees - like whistleblowers — of an organization may bring to light any frauds
which take place in an organization. How would you protect the honest employees? The
firm that would be taken to task for such frauds will be coming under the scanners of SEBI.
But what would happen to employees and their families who have done it because they are

the bread-winners for the family? So, that has to be taken into account.

Another thing which I would like to mention is similar law is prevailing in the State
of Maharashtra. So, in the case of multiplicity of laws, if any conflicting things come,

which law would prevail? That also needs to be made clear.
With these words, I support the Bill. Thank you.

SHRIM.P. ACHUTHAN (Kerala): Thank you, Sir, I support this Bill. The aim of the
Bill, it is stated, is providing more powers to the capital market regulator for enforcement
of laws against illegal collective investment schemes and to curb insider trading. These
amendments would give the market regulator legal backing to clamp down on unscrupulous

entities that are using new methods to take investors for a ride.
[THE VICE-CHAIRMAN, (DR. E.M. SUDARSANA NATCHIAPPAN), in the Chair.]

But the real issue is the implementation of the Act and avoiding delay in pronouncing
the verdict in cases. I don’t know whether SEBI will be able to do much with its new
powers which include the power to search and seize the assets of defaulting firms and give
an access to call the data records in case of insider trading activities with the present staff
strength. For this, SEBI’s staff pattern needs to be drastically changed. It is to be staffed
with people with appropriate level of expertise in different aspects of law and accounting.
Simply enhancing the number of staff will not do. The recruitment drive will have to be
accompanied by large-scale training of understanding of securities laws and new powers
and dynamics of market. It will have to open more offices across the country to make the

new powers operational. Then only can this Act be implemented effectively.

Recently, the SEBI has given an instruction that all the listed companies, including
public and private sector companies, must give 25 per cent of their shares to public. This is
a policy matter. Sir, we have discussed many times the issue of disinvestment of the public
sector companies in this House itself. Disinvestment is a policy matter. How can SEBI insist
on giving 25 per cent of the shares of the public sector companies, including navaratna

companies such as ONGC, for disinvestment? This is a back-door way of disinvestment
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and privatization. I think, SEBI has no power to insist on giving out 25 per cent of the
company’s shares for disinvestment. The hon. Finance Minister must clarify this and ask
SEBI not to give instructions that are contrary to the policy of the nation. Even when the
Government came forward with the disinvestment of 5 per cent or 10 per cent shares of a
public sector undertaking, there was strong resistance from workers and political parties.
How can SEBI, the regulator, insist on such a method and act in contrast on policy matters?
This needs to be looked into. I support this Bill. Thank you.

DR. K. P. RAMALINGAM (Tamil Nadu): Thank you, Mr. Vice-Chairman, Sir.

I rise to support the Bill. I support the Bill because the hon. Finance Minister would
certainly have given it a considerable thought and applied his wisdom before finalizing the
draft of the Bill. I also hope and believe that our Finance Minister would have given a deep
thought to the effect and implications it would have if a statutory authority like SEBI is
vested with judicial powers. Certainly, the hon. Minister’s experience and wisdom would
have prevailed upon him. It is under this assumption that [ support the Bill.

Sir, the Statement of Objects and Reasons of the Bill has validated the cause and the
background under which the Bill has been moved. I am convinced with all the reasons
enumerated. Also, after hearing the Finance Minister’s detailed introduction, I am fully
satisfied.

Sir, the amendment to Section 11 of the principal Act empowers SEBI to call
for information and records from any person, including any bank, authority, board or
corporation established or constituted under any Central or State Act which, in the opinion
of the Board, shall be relevant to any investigation or inquiry by the Board in respect of
any transaction in securities. While functioning so, it should be ensured that SEBI does
not transgress its powers. I would expect an affirmative reply from the Minister in this
regard during his reply.

Sir, the amendment proposed in Sections 15A, 15B, 15C, 15D, 15E, 15F, 15G,
15H and Sections 15HA and 15 HB pertain to the quantum of penalty. I welcome all

those provisions.

Sir, I now come to the introduction of new Sections — 26A, 26B, 26C, 26D and
26E. These Sections deal with the establishment of Special Courts. Establishment of these
Special Courts with the sole purpose of providing a speedy relief to the affected investors
is a good initiative. But, he must take care that the investors do not get into any legal tangle
while trying to get back their hard-earned money. What is the point in securing the shed

after the horses have run away?

Sir, various schemes with tall and high claims and scams cheated the common man
all over the nation. Starting from the Kalaimagal Sabha scam 15 years ago in Tamil Nadu,

the Teakwood Scheme, that is, Thekku maram-growing scheme, Ramesh Cars Scheme in
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Tamil Nadu, Chit funds fraud in Tamil Nadu, Sahara case, Ponzi scheme, Emu farming
scheme and then, last but not the least, the Sharada Chit Fund Scheme in Odisha and West
Bengal, they all cheated the poor man out of his money. There are many instances of the
common man being cheated regularly, in a systematic manner. There is no end to this.
The hard-earned money of the common man is cheated by a few and the law has been
blind in this regard so far. At least now we woke up with this Bill. We have made a new
beginning. I hope this initiative will go a long way in preventing the common man from

being cheated.

Sir, I would also request the hon. Minister to provide for a special provision in this
Bill stating that when a public sector undertaking is being sold, the Central Trade Union

must also be consulted. This is my request.
With these words, I whole-heartedly welcome this Bill.

SHRI ARUN JAITLEY: Mr. Vice-Chairman, Sir, a very large number of hon.
Members, almost 20 of them, have participated in this debate on this Bill which has been
pending between the two Houses for a reasonable period of time. Sir, as I had mentioned
in the opening, this Bill was first brought in by an Ordinance on the 18th of July, 2013, and
in order to maintain the continuity some of the provisions relate back to the date on which
the Ordinance came in. Similarly, an hon. Member wanted to know as to why one of the
provisions with regard to sharing of information relates back to 6th of March, 1998. Now
this is in order to validate the sharing of information between the SEBI and the equivalent
authority in the United States. The MoU between the two was entered into on the 6th of
March, 1998 and, therefore, we have been exchanging information with them since that
day. So, in order to validate the information which SEBI has got from the United States
in relation to any market violations or its investigations, this particular provision has been
related back to that date so that no person who is otherwise guilty can get advantage of the
fact that the information was unlawfully obtained from the United States — it has been
given the sanction of law itself. Sir, before I reply to some of the other questions which
have been raised, let me clarify the principal issue, which a large number of Members have
raised, with regard to this ¥ 100 crore requirement. The scheme of the Act, as it originally has
been, has been marginally altered by one of the amendments which have been introduced.
The provision that deals with these collective investment schemes is Section 11AA. Now
this mentions that any scheme or arrangement which satisfies the conditions referred to in
sub-section (2) shall be a collective investment scheme. Now in sub-section (2), there are
four sub-parts which originally existed. Each of the four sub-parts relates to some element
of contribution which has been made, pooling in of those investments and being utilized
for a scheme or for an investment. Now, hon. Members raised an issue that even though

there are a large number of such ponzi schemes or even genuine schemes, which are not
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ponzi schemes, only one of them got registered under the Act. The reason was that the
person who framed the schemes would frame it in a manner that by definition it would
not fall into one of the conditions of sub-section (2). So, they would frame a scheme in a
manner which would bypass each of the four conditions and then say, no law is applicable
to us. The State legislations would apply to the chit funds. These schemes would not be
a chit fund. These schemes would not collectively or separately come under any of the
four circumstances mentioned or conditions mentioned in sub-section (2). Now these
conditions which are mentioned in sub-section (2), for those existing conditions; there is
no requirement of 100 crore. So, even if it was I5 crore scheme or 10 crore scheme, it
would come under Section 11AA (2). Now what do we do with those large schemes which
don’t fit into this but are otherwise schemes which would require a registration? It is only
for these schemes that this non-obstante clause proviso has been added below Section
11AA(2). Now, this would be an exception to the above four, and this reads, “Provided that
any pooling of funds under any scheme or arrangement, which is not registered with the
Board or is not covered under sub-section (3), involving a corpus amount of one hundred
crore rupees or more shall be deemed to be a collective investment scheme.” The word is
‘deemed to be’. Now, ‘deemed to be’ is a legal fiction. It is not, but we are deeming it to

be. So, by a fiction, we are assuming it to be so.

So, the new scheme of the Act is that any collective investment scheme, which
falls under first four categories of 11AA(2), will be a collective investment scheme, but
if somebody frames a scheme, which is outside the language of those four exceptions,
and he is pooling in more than hundred crores or collecting more than hundred crores,
whichever way he frames the scheme, that scheme would be covered under this proviso by
this deeming fiction. So, it is a very wide definition which would almost include everything

which is not covered under the first our.
(MR. DEPUTY CHAIRMAN in the Chair)

Now, Mr. Naresh Agrawal very rightly raised an objection - what if some people pool
their resources, let us say, Rs .200 crores and start building a co-operative building society
in NOIDA, or, a similar investment, if not housing, of any other kind of a co-operative
exception. The Act takes care of this situation. Just as sub-section (2) deals with what is a
collective investment scheme, sub-section (3) deals with what is not a collective investment
scheme. So, what will not come under the definition of ‘collective investment scheme is
also clarified under sub-section (3), and the very first exception made is, “notwithstanding
anything contained in sub-section (2), any scheme or arrangement made or offered to a
co-operative society, registered under Cooperative Societies Act or a society being a society
or deemed to be a society under any law relating to co-operative societies for any such
purpose, shall not be a collective investment scheme.” So, any form of co-operative exercise

is not a CIS. Any non-banking financial institution is not a collective investment scheme.
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We could all get together and collectively form a non-banking financial institution for our
own members. It is not a collective investment scheme. A collective insurance scheme
is not a collective investment scheme. A collective pension scheme or an employees’
provident fund scheme is not a scheme under this Act. Similarly, some of these schemes,
which are provided for under the Companies Act, will be dealt with under the Companies
Act. Therefore, it will not be deemed to be schemes as collective investment schemes
under this Act. So, the Act now has been fine tuned and the new architecture of this Act is
that if you have a collective investment scheme and were not covered under the original
language, a wider language has now been introduced. If you are having a big scheme, you
will be included in it, but the exception as to what is not a collective investment scheme
will also continue to operate.

There was a second main question raised by a number of Members.

st R SFAETer: Q1 Tiol € A fa HEt ST, B 319w WIYuT H et i 2T, *1ma
PITRfET o 971 AT {6 PBlTRICT 3R IS & AT S 3 AISrT § a1 forar Sirgem|
PRIS BUYY BT ST A Pal [ TS H R DI TS Y HBIA F1Y, PIg Felc Iid
PRIS W BH BT 8] 8, 25 Foic g0 a1 Gl HRIs BYU A HUR P &1 U 3R He & 21 ar
RIT SHD] W1.37M8.T. HHT ST SR T I8 Al & =TI S ? FH:R-2, e s
HHEAL, T AT P i i ft Hrot o1l ®, STt uR Uy fyaer Y g ®, S Y g
2, A1 7 98 Sl WS Al 8, IAD] Jdl GuRaATgSl B BN ? H g7 &1 Aol Bl T IHRT
EIESIE]

i} 301 Sicell: ITFWIRT HBlGd, A SR 37 X FTAT Sl §RT YD Y
HaTel & IR H H I g1 =G P e e bueiet Bl S dRA &b oy I3l &
DI g 3R Il | fe e & 9wy H S special legislations el ?%%, J 3TRe Eﬁﬁ,
Afb EX H el \'HTQ'ﬁI EX T S 3rgdre feam %, it is, 'falling within the meaning of
chit fund as defined under the Chit Funds Act will not be a Collective Investement
Scheme'. T% fore e &) 91 Bl

HEIGd, HUISl &1 UHR W fSUIICH gdhs Bl &1 T Huil 7 fasmi+ faa i #)
8T feuifore &I, SMUBT 9-10 TRAT ST el T T 58A HU-IST Tde & dad
SHgI B | TART BUIST Tae H Ueb Y198 FIofl sl &1, 59 99 & R0 & forg
HUHIST T BT ARHRT fTIRe HRAfT| SHd foTv AT BT Collective Investment Scheme
SINEERRIT

You cannot have an anarchic situation where more than one regulator deals with

the same space. There cannot be grey areas. Space ‘x’ must belong to Companies Act and
space ‘y’ must belong to the SEBI Act, and, therefore, what comes under the Companies
Act will be excluded from the SEBI Act altogether.

Another question, which was raised by hon. Members, was that a large number
of people may get cheated and the company will make profits out of it, the Collective
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Investment Scheme company may make profit out of it. Now, this disgorgement amount,
which is earned, is deposited with the Investor Protection and Education Fund. Should
it also not go to the persons who have been cheated? Why should it be entirely kept for
a generic purpose like education? It must also go to these people. Sir, this is based on a
principle that no person can benefit out of a crime. He cannot enrich himself unjustly out
of a crime. No person can keep the profits of a crime. In this case, if it is a fraud in the
name of a Collective Investment Scheme, the person, earning out of that fraud, cannot be
allowed to retain the profits of fraud.

Now, what happens to the profits of fraud and how it is to be dealt with is elaborately
provided for in a generic section, and, that is, section 118, and that section also is now
sought to be amended with an explanation. Section 118 has the power to issue directions.
Now, the power to impose penalties on such person, the power of disgorgement comes
under the power of direction itself, and, with that power of direction, the money is collected
and goes into the fund, which is known as the Investor Protection and Education Fund.
It is also protection. Therefore, there are rules which are framed for the purposes of the
Investor Protection and Education Fund.

Section 11 (5) which is being added reads, ‘The amount disgorged pursuant to a
direction issued under section 11B of this Act or section 12A of the Securities Contracts
(Regulation) Act, 1956 or section 19 of the Depositories Act, 1996, as the case may be,
shall be credited to the Investor Protection and Education Fund established by the Board
and such amount shall be utilised by the Board in accordance with the regulations made
under this Act.’

Now, under this Act, regulations have been made and regulation 5 deals with
utilization of the fund. Under that regulation 5, there is a sub-provision, which I will
read for the benefit of Members. It will be used for education. Sub-regulation 3 says,
“Notwithstanding the provisions of sub-regulations (1) and (2), amounts disgorged and
credited to the Fund in accordance with clause (h) of regulation 4 of these regulations and
the interest accrued thereon shall, in cases where the Board deems fit to make restitution
to eligible and identifiable investors who have suffered losses resulting from violation of
securities laws, be utilised only for the purposes of such restitution.”

So, there is already a scheme that when monies come into this particular fund,
monies will be used for restitution to the investors who have been cheated by the Collective
Investment Scheme. And, therefore, the disgorged fund itself will be used for that purpose.
The balance can also be used for purposes of investor education and so on.

The third question is, and a large number of Members were concerned, with regard
to alleged misuse of power or do they have the power to tap telephones. Sir, interception
of electronic communications is not a subject matter of this law itself. Under this law, there



284 Government [RAJYA SABHA] Bill
[5T) 31507 STeell]

is absolutely no power to tap telephones. In power to call for information, you can call
for information or a document. You can’t extend that power to tap somebody’s telephone.
So, in the process to call for information, it may extend to calling for the CDR records,
that is, the Call Data Records. You can call for the Call Data Records whether as a part of
insider trading, ‘A’ has been in communication with ‘B’ or not so that he has been parting
with information. But as it happened in the United States in the famous case which has
been repeatedly mentioned by the Members, the power to bug telephones or intercept
electronic communications is not given under this Act. It can’t be given under this Act
because we have a special legislation, the Telegraph Act, which deals with it. And that
power is independent; it is with the authorities mentioned in the Telegraph Act. I may just
reiterate that that power can be exercised under that Act coupled with its interpretation by
the Supreme Court in certain set of cases. It can be done in cases of national security; it
can be done for the prevention of a crime. These are the circumstances mentioned under
that Act when it can be done after taking permission of the Home Secretary. SEBI is not
being empowered as far as that purpose is concerned.

Sir, having mentioned these basic facts, questions have been raised with regard to
overlapping jurisdiction of SARFAESI Act and various deposit Acts, as far as the States
are concerned, there is no overlapping jurisdiction. SARFAESI Act operates in an entirely
different area. It is an Act which enables the financial institutions and banks in order to
issue a notice and take over whatever are the assets which have been mortgaged with those
institutions in order to realize the amounts which are owed to banks and institutions. That
has nothing to do with the deposits. It is quite likely that there may be depositors of that
company who would be asking for their share of money, but then the process of distribution
of assets of a company which goes into liquidation or a company which is unable to pay
its debts to various categories of creditors will depend on the law as to who is the priority
debtor. Therefore, banks, financial institutions, workmen, etc., are all priority debtors and
it is only then that others could likely to get it.

Sir, an issue has been raised whether it is mandatory for all PSUs to divest 25 per
cent. That has nothing to do with this amendment. But if a PSU is not a listed company,
it is not necessary. If it is a listed company, then whatever are the guidelines issued from
time to time by the listing authorities, which is the SEBI, they will have to follow. So far
the provision has been that 25 per cent shareholding of a listed company must be divested
refers to normal companies. For public sector companies, it is 10 per cent. Tomorrow, if
they come up and say it is 15 per cent or 25 per. cent, then that will be the different set
of guidelines. If any PSU wants to avoid that, it has to get itself delisted or go into the
provisions where it is not bound by law. But if a company is listed, then you will be bound
by the listing guidelines itself.

SHRI K.N. BALAGOPAL: Sir, the Government is taking the policy decisions.
Disinvestment is a policy of this Government. That is a right of the Government to take
that, but how is SEBI saying that this should be done?
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SHRI ARUN JAITLEY: Government does not decide the listing guidelines. SEBI
decides the listing guidelines. So, if a company .. (Interruptions) .. if a PSU decides to get
itself listed, then it is bound by the listing guidelines. If it doesn’t get listed, it is not bound
by the listing guidelines. So, PSUs won’t have another set of laws itself.

Sir, several other suggestions have been made. | have noted most of those suggestions.
When the rules under these amendments are worked out, including some amendments,
which my learned friend Mr. Gujral and Mr. Chandrasekhar have made, we will certainly
go into those questions. But these were three-four basic issues which were issues of doubt
in the minds of Members and I thought I must clarify those so that there is no scope left
for any misuse.

SHRI JAIRAM RAMESH (Andhra Pradesh) : A concern has been raised by many
Members as to why the designated court is given only in Mumbai. I would like the hon.

Finance Minister to respond to that question.

SHRI ARUN JAITLEY: Sir, the original position under the pre-existing SEBI Act
was that it gave a scope for interpretation which could actually lead to a mischief. That
interpretation was that if SEBI, in order to bust a collective investment scheme, which
is a ponzi scheme, wants to raid thirty places in the country, it would have to go to thirty
different courts under whose jurisdiction those places are restricted. If you have to go to
thirty different courts, a lot of time and energy are spent. The offender gets to know what
is happening, he removes the evidence and the search itself is frustrated. Therefore, what
my learned predecessor had proposed was that SEBI need not go to court; SEBI must go
and directly search the premises itself.

Both in the other House and in this House, Members have expressed dissatisfaction
against this provision. They say that this is too arbitrary a power and that you are
empowering an officer who is not even a police officer to start searching places all over
the country. They say that while sitting in Mumbai, he can decide that he can search many
premises in the country and that this power has to be tapered down. I, therefore, discussed
the issue with various stakeholders, including SEBI, so that SEBI’s functioning does not
become difficult or impossible. The headquarters of SEBI is in Mumbai. Therefore, SEBI
under this amendment will have a designated court in Mumbai. If it wants to search any
premises, it will have to show to some judge that it has prima facie material to suspect
that there is a violation. If the magistrate concerned is satisfied, it can permit SEBI to
search it. It was a via media we worked out between giving an arbitrary power to SEBI
and a provision under which SEBI has to go to thirty different courts. We thought that this
perhaps would be a fair via media and I personally do believe that it is a fair via media.

... (Interruptions)...

SHRI MADHUSUDAN MISTRY (Gujarat) Sir, I am happy that he is giving more
power to SEBI. There is no doubt about it. I would have been happier had the Finance
Minister looked at the functioning of SEBI itself. Very serious frauds just happen within



286 Government [RAJYA SABHA] Bill
[Shri Madhusudan Mistry]

a radius of two kilometres of Ahmedabad which is the largest share market and capital
market. If any company has to list its [PO, it has to come to Ahmedabad, Gujarat. SEBI
is not very effective to stop Dabba trading, illegal trading and insider trading. The entire
functioning of SEBI itself requires overhauling. Not only that ...(Time-bell rings)... under

the control of Finance Ministry and so on.
MR. DEPUTY CHAIRMAN: Okay. Please conclude.

SHRIMADHUSUDAN MISTRY: Sir, not only that, what about innocent investors?
The companies are floated. After two years, they do not exist. And the same Director floats
another company and SEBI, in fact, recognises those [POs and initiates those IPOs. That

is my suggestion to the Finance Minister. Please look into this issue.
MR. DEPUTY CHAIRMAN: Clarifications only.

DR. T. SUBBARAMI REDDY: I raised several important points. If SEBI, by mistake

or with wrong information, troubles or harasses anybody, what will be the action?
MR. DEPUTY CHAIRMAN: Put question only.

SHRI RAJEEV CHANDRASEKHAR : Sir, I just want to seek a clarification from
the Finance Minister. ... (Interruptions)... I had raised a point under section 11AA(2).
...(Interruptions)... What is the position of manufacturing companies that seek deposits
from the retailers? ... (Interruptions)... There are many manufacturing companies that seek

deposits for trade. ... (Interruptions)... These are trade deposits.

SHRI NARESH GUJRAL: Sir, I have one small clarification. Section 11AA (3) is
silent on AoP which is Association of Persons. They collect more than one hundred crore

rupees to invest in some business. Would they be part of the CIS?

SHRI PAUL MANOJ PANDIAN: Sir, my query is that the special courts are for all
purposes to take up all issues including search and seizure in the entire country. When such
is the case, segregating the power of search and seizure to the special court at Mumbiai is

beyond the territorial jurisdiction as per the RBI Act. Is it legally tenable?

SHRI BHUPINDER SINGH: Sir, RBI suggests SEBI to take action against wilful
defaulters. Whether the RBI and other banks have no teeth and you need to have more
strong teeth for SEBI to take action against the wilful defaulters?

it N1 IATS: TR, Wl 7 U circular FbTa1 & RTHH HHYR &1 ld Taqid,
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MR. DEPUTY CHAIRMAN: Okay. That’s all .... (Interruptions) ... You had raised it.
... (Interruptions) ... That’s all ... (Interruptions) ... You had asked. You had a clarification ....

(Interruptions) ... No, no. You cannot have two clarifications .... (Interruptions) ... Okay.

SHRI K.N. BALAGOPAL: Sir, this is about the penalty provision. Earlier, it was
from X 1 lakh to X 1 crore. For insider trading, it was X 25 crore. Now, it has been reduced
to X 1 lakh; then, per day, X 1 lakh and the maximum is ¥ 1 crore. Earlier, it was from X 1

lakh to ¥ 1 crore. Why has the penalty provision been liberalised in such away?

SHRI VIVEK GUPTA (West Bengal): Sir, through you, I want the hon. Finance
Minister to reply to my query. On 22nd May, SEBI has issued a circular. The Calcutta
Stock Exchange, the oldest stock exchange, will be shut down and all entrepreneurs from
Kolkata will be forced to go to Mumbai or to NSE to get themselves registered and listed,

which has three times more fees.

MR. DEPUTY CHAIRMAN: Now, hon. Finance Minister. ... Interruptions)... That’s
okay. ...(Interruptions)... | allowed you. What is this? ...(Interruptions)...

DR. T. SUBBARAMI REDDY: One is harassment. Second is time limit.
...(Interruptions)... Sir, this is a debate. I said so many things. ...(Interruptions)... He did

not touch upon my points. ...(Interruptions)... I have every right to seek clarifications.
MR. DEPUTY CHAIRMAN: You already have sought. ...(Interruptions)...

DR. T. SUBBARAMI REDDY : Sir, my clarification is this. I want to know
categorically the time-limit. It cannot go on for years together. Second point is about

harassment. How to actually control it if anybody takes undue advantage?

SHRIARUN JAITLEY: Sir, a large number of queries has been raised. Now, the first
one raised by Dr. T. Subbarami Reddy has some relation with the question which some
hon. Members also have raised as to who regulates SEBI if there is something improper
done by SEBI itself. Who regulates the regulator? That was one of the questions which
were raised. What if there was misuse of power by SEBI? Now, under the present scheme
of law, in various areas, where we allow market forces to operate, regulators have come
up over the last 15 odd years. There are several reasons for it. As Government exits its
own control over these areas, for a variety of reasons, you need the regulators, and you
need to strengthen the regulators. Let us take the case of insurance. The Government,
through the public sector insurance companies, is an insurance player. There are private
sector insurance players also. Now, Government is a competitor and also a Government.
It can’t be a rule-setting agency; it can’t be a tariff-determining agency. So, you need an
independent tariff-determining agency. In telecom, the Government is a player through
the BSNL and the MTNL. There are private players also. The Government can’t be a

competitor and a rule-setting agency itself. So, there is a regulator. In order to ensure
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that there is a fair play in the market, you have the regulators. The Reserve Bank itself is
a banking regulator. So, SEBI is a regulator as far as the securities market is concerned.
Appeal against SEBI, in case there is an unfair order or misuse of power, used to earlier
lie with the Central Government. Then, it was considered that, that meant SEBI becomes
inferior to the Central Government. Therefore, to withdraw the Government or keep it at
an arm’s length distance, now, the Securities Appellate Tribunal has been created headed
by aretired Judge. So, if anybody has a grievance, he can go there. You can challenge that.
Further petitions against SAT may go to the Government itself. Now, trade deposits that
you have indicated, both hon. Members, Mr. Rajeev Chandrasekhar and Mr. Naresh Gujral
have asked, the nature of these deposits and these practices will have to be sealed. If they
come within the definition, that is, positive definition under sub-clause 2, and exclusive
power under sub-clause 3, then, it will be a CIS. But if it is an ordinary case, let us say, I
have an auto or motorcycle dealership, and I have made a deposit to the company which
gives me a dealership, it is not a collective investment scheme. But there are certain schemes
which are multi-level marketing schemes which are actually shaped as marketing schemes,
but effectively become collective schemes. Some of those schemes could be covered.
Therefore, each case will depend on the facts of each case itself. Why have we created a
Designated Court, and not a Special Court? I have already explained why a Designated

Court in Mumbai itself was necessary.

Now, as regards this whole question of Stock Exchanges, it is not a question of any
region. Now, the nature of Stock Exchange market itself has changed. Today, you have
a National Stock Exchange and the Mumbai Stock Exchange. Now these are the Stock
Exchanges where the old concept of a Stock Exchange where physically there was a
building, share brokers who entered the building, and if you recollect, a few years ago every
morning there would be trading, everybody would be shouting, buying and selling of shares.
There would be a chaotic scene there. Today, that age of Stock Exchange is gone. Now, if
you have a computer at your house, if you are a member of the Stock Exchange, you can
work from there. As a result of which a large number of old style Stock Exchanges have
become obsolete. Physically those buildings are there. Some of the Stock Exchanges have
become non-functional. As far as Stock Exchanges are concerned, there is an exit policy.
This is not confined to a particular city. Now, some of the old practices remain, whether
it is the Mumbai Stock Exchange or, Stock Exchanges in any other part of the world,
that you go in the morning, if it is a new issue, you strike the bell. Those old conventions
remain. But effectively the nature of Stock Exchanges functioning is today entirely on the
computer. You don’t need a building. All you need is a membership. The membership is a
costly affair which is in crores. Today, their values have crashed because of the advent of

the technology. The idea of the old Stock Exchange building itself is not so relevant.
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Lastly, Sir, penalties under all these Acts are fixed keeping the extent of the offence
in mind. There always has to be a nexus or relationship between the punishment and the
nature of the crime itself. Now, if there is a small offence which is made out, you need
not impose crores of rupees of penalty. You don’t use a hammer to kill a fly. That is the
principle of proportionality. But if there is a serious offence, then, the penalty itself goes
up. If it is even more serious, then, the penalty is in addition to the prosecution which is to
be taken. These have been scanned by various expert bodies, and depending on the extent
of violation, each one of these penalties has been today fixed. That is all I have to say. |

commend the Bill to the House.
MR. DEPUTY CHAIRMAN: Okay, thank you. The question is:

That the Bill further to amend the Securities and Exchange Board of India Act, 1992,
the Securities Contracts (Regulation) Act, 1956 and the Depositories Act, 1996, as

passed by Lok Sabha, be taken into consideration.
The motion was adopted.
MR. DEPUTY CHAIRMAN: We shall now take up clause-by-clause consideration
of the Bill.
Clause 2 was added to the Bill.

MR. DEPUTY CHAIRMAN: In clause 3 there are two amendments. One by
Shri Rajeev Chandrasekhar and the other is by Shri Naresh Gujral. Are you moving
them?

SHRI RAJEEV CHANDRASEKHAR: Sir, I am not moving.
SHRI NARESH GUJRAL: Sir, I am not moving.
Clause 3 was added to the Bill.
Clauses 4 and 5 were added to the Bill.

MR. DEPUTY CHAIRMAN: In clause 6, there are two amendments by Shri Rajeev
Chandrasekhar and by Shri Naresh Gujral. Are you moving them?

SHRI RAJEEV CHANDRASEKHAR: Sir, I am not moving.
SHRI NARESH GUJRAL: Sir, I am not moving.
Clause 6 was added to the Bill.

MR. DEPUTY CHAIRMAN: In Clause 7, there are two Amendments (Nos. 5 and
6) by Shri Rajeev Chandrasekhar and Shri Naresh Gujral. Shri Rajeev and Shri Naresh,

are you moving your Amendments?
SHRI RAJEEV CHANDRASEKHAR: Sir, I am not moving.
SHRI NARESH GUJRAL: Sir, I am not moving.
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Clause 7 was added to the Bill.

MR. DEPUTY CHAIRMAN: In Clause 8, there are two Amendments (Nos. 7 and
8) by Shri Rajeev Chandrasekhar and Shri Naresh Gujral. Shri Rajeev and Shri Naresh,

are you moving your Amendments?
SHRI RAJEEV CHANDRASEKHAR: Sir, I am not moving.
SHRI NARESH GUJRAL.: Sir, I am not moving.
Clause 8 was added to the Bill.
MR. DEPUTY CHAIRMAN: In Clause 9, there are four Amendments (Nos. 9 to

12) by Shri Rajeev Chandrasekhar and Shri Naresh Gujral. Shri Rajeev and Shri Naresh,
are you moving your Amendments?

SHRI RAJEEV CHANDRASEKHAR: Sir, I am not moving.
SHRI NARESH GUJRAL: Sir, I am not moving.
Clause 9 was added to the Bill.
MR. DEPUTY CHAIRMAN: In Clause 10, there are two Amendments (Nos. 13 and
14) by Shri Rajeev Chandrasekhar and Shri Naresh Gujral. Shri Rajeev and Shri Naresh,

are you moving your Amendments?
SHRI RAJEEV CHANDRASEKHAR: Sir, I am not moving.
SHRI NARESH GUJRAL: Sir, [ am not moving.
Clause 10 was added to the Bill.
MR. DEPUTY CHAIRMAN: In Clause 11, there are four Amendments (Nos. 15 to
18) by Shri Rajeev Chandrasekhar and Shri Naresh Gujral. Shri Rajeev and Shri Naresh,

are you moving your Amendments?
SHRI RAJEEV CHANDRASEKHAR: Sir, I am not moving.
SHRI NARESH GUJRAL: Sir, I am not moving.
Clause 11 was added to the Bill.
MR. DEPUTY CHAIRMAN: In Clause 12, there is one Amendment (No. 19) by
Shri Rajeev Chandrasekhar and Shri Naresh Gujral. Shri Rajeev and Shri Naresh, are you

moving your Amendment?
SHRI RAJEEV CHANDRASEKHAR: Sir, I am not moving.
SHRI NARESH GUJRAL: Sir, [ am not moving.
Clause 12 was added to the Bill.
MR. DEPUTY CHAIRMAN: In Clause 13, there is one Amendment (No. 20) by
Shri Rajeev Chandrasekhar and Shri Naresh Gujral. Shri Rajeev and Shri Naresh, are you

moving your Amendment?
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SHRI RAJEEV CHANDRASEKHAR: Sir, I am not moving.
SHRI NARESH GUJRAL: Sir, I am not moving.
Clause 13 was added to the Bill.
MR. DEPUTY CHAIRMAN: In Clause 14, there is one Amendment (No. 21) by
Shri Rajeev Chandrasekhar and Shri Naresh Gujral. Shri Rajeev and Shri Naresh, are you

moving your Amendment?
SHRI RAJEEV CHANDRASEKHAR: Sir, I am not moving.
SHRI NARESH GUJRAL: Sir, I am not moving.
Clause 14 was added to the Bill.
MR. DEPUTY CHAIRMAN: In Clause 15, there is one Amendment (No. 22) by
Shri Rajeev Chandrasekhar and Shri Naresh Gujral. Shri Rajeev and Shri Naresh, are you

moving your Amendment?
SHRI RAJEEV CHANDRASEKHAR: Sir, I am not moving.
SHRI NARESH GUJRAL: Sir, I am not moving.
Clause 15 was added to the Bill.
Clause 16 was added to the Bill.
MR. DEPUTY CHAIRMAN: I think you did not read Clause 16! In Clause 17,
there is one Amendment (No. 23) by Shri Rajeev Chandrasekhar and Shri Naresh Gujral.

Shri Rajeev and Shri Naresh, are you moving your Amendment?
SHRI RAJEEV CHANDRASEKHAR: Sir, I am not moving.
SHRI NARESH GUJRAL: Sir, I am not moving.
Clause 17 was added to the Bill.
Clauses 18 to 20 were added to the Bill.
MR. DEPUTY CHAIRMAN: In Clause 21, there is one Amendment (No. 24) by
Shri Rajeev Chandrasekhar and Shri Naresh Gujral. Shri Rajeev and Shri Naresh, are you

moving your Amendment?
SHRI RAJEEV CHANDRASEKHAR: Sir, I am not moving.
SHRI NARESH GUJRAL: Sir, I am not moving.
Clause 21 was added to the Bill.
Clauses 22 to 34 were added to the Bill.
MR. DEPUTY CHAIRMAN: In Clause 35, there is one Amendment (No. 25) by
Shri Rajeev Chandrasekhar and Shri Naresh Gujral. Shri Rajeev and Shri Naresh, are you

moving your Amendment?
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SHRI RAJEEV CHANDRASEKHAR: Sir, I am not moving.
SHRI NARESH GUJRAL.: Sir, I am not moving.
Clause 35 was added to the Bill.
Clauses 36 to 57 were added to the Bill.
Clause 1, the Enacting Formula and the Title were added to the Bill.
SHRI ARUN JAITLEY: Sir, I move:
That the Bill be passed.
The question was put and the motion was adopted.

MR. DEPUTY CHAIRMAN: Now let us start the Discussion on the Ministry of

Women and Child Development. The Bill will be taken up tomorrow. ...(Interruptions)...

oY IR AT : STFUTYRT Sft, 5 I ST X2 8, 6 g9 S¥< YT TATH< RIT Tl
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SHRI DEREK OBRIEN: We are honouring Parliamentarians today. This can wait.

MR. DEPUTY CHAIRMAN: Let Shri Satish Chandra Misra initiate the discussion.

After his speech, we will adjourn, if you all agree.
SHRI D. RAJA: He will take another 45 minutes.

MR. DEPUTY CHAIRMAN: What is the harm? It is only 4.45 p.m. Now,
Shri Satish Chandra Misra.

[THE VICE-CHAIRMAN, (DR. E.M. SUDARSANA NATCHIAPPAN,) in the Chair.]

DISCUSSION ON THE WORKING OF THE MINISTRY OF WOMEN
AND CHILD DEVELOPMENT
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