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SHRI &, VIDUTHALA! VIRUMBI (Tamil Nadu): Madam, the more
problematic area is the parking place. That is, a lot of vehicles would be
there at the stations. Workers would leave their two-wheslers at the station
and would catch the Metro to reach to their workplaces. But there is no
place for the vehiclas, as of now. Even after the passage of the Bill, | would
like the Minister to take this into consideration, making more parking place
available.

THE DEPUTY CHAIRMAN: Now we shall take up the Statutory
Resolution, the Securities and Exchange Board of India
{Amandment} Crdinance, 2002 and the Bill. We will discuss these
two together. Mr. Prithviraj Chavan.

STATUTORY RESULATION

SEEKING DISAPPROVAL OF THE SECURITIES AND EXCHANGE BOARD
OF INDIA (AMENDMENT) CRDINANCE, 2002

AND

THE SECURITIES AND EXCHANGE BOARD OF INDIA (AMENDMENT)
BILL, 2002

SHRI PRITRVIRAJ CHAVAN (Maharashtra): Madam, ! beg 1o move:

"That this House disapprovas the Securities and Exchange Board
of India (Amendment) Ordinance, 2002 {No. 8 of 2002) promulgated
by the President on the 28" October, 2002."

Madam, first of ali we have a serious objection to the way the
Government is bringing financial legistations through the Crdinance route. As
many as six Ordinances have been promulgated just a few days before the
summons for the Parliament Session were issued. In this particular cass, the
Parliament was summoned on 31* October; and the Ordinance came just
two days before, on 28" October. In fact, the Cabinet had decided to
summon the Parfiament on 18" November itself. Knowing fully well that the
Parliament was going tc be summoned, stil, the Government went ahead
and promulgated the Ordinances, very important legisiations, like the SEB!
Bill, the UTI Bill and the Bill that we just passed.

Everybody has gone into this aspect. Many Hon' Speakers, right
from late Shri Mavalankar, have, in absolute terms, castigated the
Government's bringing legislation through OCrdinances. | will not take the
time of the House and quote what has been said, but | take strong
objection to this practice, not only legislations by Ordinances, but also,
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bypassing the scrutiny by the Standing Committee. In fact, what happens is,
since the Government hurries it up because of urgency, it is not properly
examined. In the Standing Committees, we get some time to talk to experts,
get svidence on record and then give our suggestions. That is not possible
tlecause it is not being referred 10 a Standing Committee. 1 hope, in the
future, the Government will not resort to the route of Crdinances, in regard
to important financial legislations.

Madam, having said that, it was in 1992 that the Government
legislated the SEBI Act. It was one of the pillars of the economic reforms,
which was brought in to promote and regulate capital markets. 1t certainly
brought in some discipling, but, in spite of the SEBI, we didn't achieve the
purpose for which it was enacted. We have had a number of frauds. | shall
not take the time of the House recounting how many security market scams
have taken place, including that of the infamous Harshad Mehta Scam,
which was inquired into by the JPC. The JPC had made very important
recommendations.  Still we had a series of scams after that. My second
problem with this legislation is: Why this delay? When the Government
wake up that the SEBI needed to be empowered, that SEBI needed to be
strengthened, it had to have teeth, it was not effective In dealing with frauds
or corporate frauds, stock market frauds, the securities frauds, the JPC had
very clearly said in its report that the SEBI needs to be empowered and
strengthened. Why is this delay of ten years? Why is this delay of almost
five years since this Government came to power? Then all of a sudden
you wake up one morning and issue an Ordinance. If you had brought this
legislation two or three or four or five years back, we could have got an
opportunity and maybe some of the scams could have been avoided. My
third problem with this legislation is that the Government is treating this
business in a very ad hoc and piecemeal fashion. There are so many
pending issues and unanswered areas that you need to address, you need
to legislate and you need to clearly define the responsibilitias, | will come to
some of those areas. | am unhappy with this whole approach. We need to
take steps to revive the capital market. The capital market is down in the
dumps. We know the indices. There is a need also to avoid frauds so that
investors are protacted, they have the confidence in the capital markst and
they go back. There is also a need for an efficient and teansparent working
of the ragulator, Without an efficient, trangparent, statutory and
autonomous regulator, ne system of open economy or free market would
work. This is going to be a pillar of the basis of sconomic raforms and free
market. Before | come to my problems with the areas which have not been
addressed, | will refer to two or three areas specifically in the Bill. By and
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large, the Bill is welcome. What has been done is good. More needs to be
done. That is our worry and that is why we are opposing. We are not very
happy. The specific section | have been able to find out - maybse, the
Minister can clarify - on the Appellate Tribunal. We are now increasing the
number of members in the Appellate Tribunal from one to three. You have
made a provision that till the three-member Tribunal is constituted, the one-
member Tribunal will continue to function. But | have problems and
nowhere could | find what happens if one of the three members of the
Tribunal resigns and there are only two members and the Government, as
usual does not appoint this member in time. Would the two-member
tribunal, stil be functioning or would it stop functioning? Kindly clarify it.
The number of members in the SEBI has been increased from six to nine.
Good, maybe, specific responsibility, regional responsibilities could be
assigned and we support that. But one hopes that this will not be used to
pack the SEBI with former bureaucrats. | hope the Government will
professionalise SEBI with the professionals who have put in 20 years of their
life in this field. It is a very specialised area. Generally, civil service officers,
while they are wvery important and they have wide knowledge and
experience, but they cannot continue these institutions like they have been
running. There is also a slight problem about the mention of the
investigative agency. When the SEBI is to inquire intc something, they
would appoint soma officers as the investigative agency. This has not been
properly defined. It should be clarified. Madam, now | again come back to
the main concern why we are worried about this legislation because so
many areas are not being addressed. When wil you wake up? Some more
scams to happen! First of all, | have problems about overlapping jurisdiction.
The SEB! is supposed to regulate the capital market. There, as it exists
now, is also the Company Law Board which Is going to look into the
corporate areas and you are now proposing to change that body into a
Naticnal Company Law Tribunal and the National Company Law Appellate
Tribunal. That Bl is pending before the Parliament, In due course, we will
discuss that Bill also. We have serious problems on the size - sixty-two
Membaers - of the Tribunal and we db not know what SEBI would do and
what this Tribunal would do, There is no clear demarcation of areas,

Now | come to the issue of auditors. Many frauds have taken
place becauss the auditors have failed to discharge their responsibility.
What is the role of the Institute of Chartered Accountants of India? Would
that be a separate body looking at auditors or wouid SEBI has some rale to
play? Then, there is a role for the RBI, which has coms into picture. | can
give you one example. The RBI puts limit on borrowing against shares. It
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is an area, which, probably, should fall under the SEBI. That is the very
crucial area for the revival of the stock market. | request the hon, Minister
to kindly look at the possibiity of overlapping jurisdiction - between the
proposed Company Law Tribunal and the SEB!

There is a pending issue about the structure of the stock
exchanges - de-mutualisation of stock exchanges. This issue is hanging fire
for so many years. There has been the Kania Committee Report. | think,
you have made a statement in the other House and outside that you are
going to do it. When are you going to do it? The Report has been lying
there for a very long time. How much more time would you require to
analyse the Report and accept the Report or reject it? But, whatever you
do, | hope, you will do it fast and also | hope that you wil not allow one of
the stock exchanges to dis. There neads to be a competition between the
National Stock Exchange and the existing Bombay Stock Exchange. | think
the stockbrokers agree with the Kania Committee Report and, | think, the
Government shouid immaediately take a decision on de-mutualisation,

Madam, there are other issues about corporate governance, There
is a Committee of SEBL. The Kumaramangalam Birla Committee has
suggested something. There has been & suggestion that, maybe, there
should be a more organised structure - something like an Institute of
Corporate Governance, as has been suggested by some pecople. Recently,
in the U.S., there has been a plethora of legisiations after a number of
corporate frauds came out, The Corporate Accountabilty Act has been
legislated. We could do something like that.

The third area on which | have a serious worry has not been
addressed. It is, after a number of vyears, the problem of inactive
companies and the disappearing companies. There are over 15,000 listed
companies. But how many are activea? Not more than 1,000-1,500 are
actively traded. What are you going to do about de-listing of thess
companies and the money that is locked-in, particularly the plantation
companies, the fly-by-night operators, who came in the wake of 1691
reforms, and defrauded the common man? And, as a result of it, the
common man has lost his interest and confidence in the stock market and
is not coming back.

There is aiso a confusion about the number of investors. Nobody
seems to know how many investors are thers. About the number of
investors in the mutual fund, SEBI, in March, 2002, estimated that there are
about 30.9 milion investors. While the ICAER has estimated that there are
only 23 milion mutual fund investors. This was 1899 figure. Now, are we
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saying that almost 8 milion investors have come in the last two years?
Similar is the case with regard to investors in equity market. How many
investors are thers in the UTI? The UTI says that there are about 28 million
investors, as of June, 2002. Whils, the SEBI says that there are about 24.4
million investors, as of March, 2002. Which means, from March, 2002 to
June, 2002, aimost, 5 million investors have gone to the UTI. It does not
seem credible. To avoid this whole thing, a suggestion has been made and
is pending before you for creation of "A National Register” which will have
compiete data of investors and a database ¢ould be created. It wil have
the total profile of the investor and they could be given a permanent folio
number.

Madam, there is an urgant need to revive the capital market, One
of the suggestions for reviving the capital market has been to virtually iift the
ban on borrowing against shares, A limit of Rs. 20 lakhs has been fixed by
the RBI. No other capital market in the world has such & imit on lending
against shares. If the RBl does not have confidence in shares, it does not
allow shares to be used as security against borrowings, how do you expect
a common man to have confidence in the stock market? Please resocive
this issue also.

There is also a need to discipline brokers, Please stop brokers
from playing the market. They should only act as intermediaries and help
others in investing, and should not play with their own monay, like big
scammers did it. It is not allowed in many countries, Please look into it
also.

Then comes the question of confidence of investors in the stock
market. Today, we are legisiating this Bill in order to strengthen the SEBI,
30 that the confidence of the people increases in the regulator and thHey
come back to the market. That brings me to the point of corporate frauds.
There have been major corporate frauds in the West, particularly in the USA
- the Enron fraud, the Worldecom fraud, the Xerox fraud. That had
propelled the US Government to immediately act and legisiate. Have we
acted with such a speed? No. The USA has enacted the Corporate
Accountability Act, 2002, The UK has the Office of Serious Frauds, The UK
Cffice of Sericus Frauds works so waell that almost 71 per cent cases are
successful. | think, there is a need for you to consider some special
economic offences court. Of course, you are thinking on those lines about
starting the Office of Serious Economic Frauds, for large corporate houses
and large stock market scams. But, please do it quickly so that the
confidence of the people returns.
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4.00 p.m.

There is also an issue that in spite of having the SEBI Act, we have
had scams. Now, we have strengthened the SEBI. We have given it teeth,
Whatever you wanted to do, you have got it. We are supporting what is
being done. But in spite of this because of lack of application by the SEBI
or irresponsibility on the part of some officers, scams happen. We need to
think and discuss about accountability of these regulators, There could be
cases where they are genuinely not able to catch the offenders. But if there
is irresponsible behaviour, | think, we need to think about fixing the
accountability of the SEBI also,

We welcome that certain steps have now been taken with regard
to “insider trading”. This ig a very tricky area. We do nct have culture
where information about insider trading comes easily. There is, again, a
need to look at as to how you are going to actually implement the laws,
and punish the guilty people involved in insider trading. Our history has not
been very good. Of course, the SEBI bad punished some companies,
particularly the Hindustan Levers in an insider trading case. But, then, the
Appellate Tribunal, the Ministry of Finance, overruled them. This should not
happen. Maybe, whistle-blowers think that somebody from inside needs to
be protected, A legislation on those lines is also needed, so that not only
the Board of Directors, but auditors, the credit-rating agencies, financial
advisers who give wrong advice, or purposely and deliberately leak
information, are also brought under the net. | am sure, under the rules, you
can do that because we are now going to give you powers tc prohibit
cutsider trading.

Now, | come to my last point regarding accounting standards.
There are many other points, but | would not take much time of the House.
There is a need to line up our accounting standards with the international
standards. How will it be done? What role will the SEBI play? What role
will the Institute of Chartered Accountants of India will play? We need to
clarify all these things. This is an area which we cannot let go. We are
now giving you, with this Bill, the power to piug the lacuna which existed in
inspection, investigation and enforcement.  Policing powers have been
increased. | wish these powers are utiized by properly framing rules,
through proper selection of Members of the SEBI and Appellate Tribunals,
s0 that you can go to banks, you can see any record, you can keep
records with you. Penaities have been increased. All those are welcome.
Madam, | wili finish my speech by saying that the Government should now
complete the agenda on capital market reforms by bringing out legislations
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and rules in areas that | have mentioned. With this piecemeal legislation,
you will not be able to achieve the purpose that you intend tc achieve; that
we all want to achieve, that is, the revival of the capital market and bringing
back the confidence of small investors. Thank you, Madam.

THE MINISTER OF FINANCE AND COMPANY AFFAIRS (SHRI
JASWANT SINGH) : Madam, | beg to move:

"That the Bill further to amend the Securities and Exchange Board
of India, Act, 1992, as passed by Lok Sabha, be taken into
consideration.”

Madam, Deputy Chairperson, the amendments proposed in this Bill
are necessary for enhancing the powers of the capital market, to regulate,
and to strengthen its management structure, in the light of recent
developments. A number of very good points were raised by my friend,
Shri Prithviraj Chavan. Of course, t will respond to them at the end of the
debate. But, at the moment, a need has been felt for strengthening SEBI in’
terms of its organisational structure, and, that is why, this Bill addresses
these issues. As it has been, we are proposing to empower the Central
Government, amongst other things, to grant immunity from any action under
the Act or rules or regulations. to a person giving information to SEBI about
offences of viclation of the SEBI Act. With these words, | commend the Bill
10 this House.

The questions were proposed.

SHRI C. BAMACHANDRAIAH (Andhra Pradesh), Madam, | am very
happy that, ultimately, a Bill is being brought with many amendments, to
provide more teeth to SEBI so that it can tackle irregularities in the capital
market and to reguiate the security market. The entire country knows that
two large scams occurred in this country. One was the Harshad Mehta
Scam, which was inquired nto, and the Report on which has already been
submitted. The other scam is also being inquired into. In this connection, |
want to bring to the notice of the august House that Finance Ministers of
the post-liberalisation period, that is, from 1990-91 onwards, and persons
connected with these Ministries had given an impression that bubbling and
buoyant stock markels are true indices of the sound economy of this
country. This is a very unfortunate misconception that has developed in this
country. Madam, | will quote certain figures which prove this point to be
totalty wrong.  During 1993-97. the industrial growth rate was 8.5 per cent.
In 1997-2007. it came down to 4.8 per cent. | am giving you the average
percentages of four years. The agricultural growth rate came down from a.5
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per cent to 1.2 per cent. In spite of such a steep falt in agricultural and
industrial growth rate, the sensitive index in BSE has gone up to more than
six thousand points. It is totally devoid of the strong fundamentals of this
economy. And never to SEBI or to the Ministry of Finance has it occurred
that an alarming situation had arisen.

[SHRI RAMA SHANKER KAUSHIK in the Chair]

Despite all the prudence of SEBI, and the prudence of the babus' in the
Ministry of Finance, it never occurred to them that some alarming situation
had arisen and that it had to be inquired into. It never occurred to them,
They have quoted some scripts in the stock market, "capitalising 400-500
years of profits.” One need not wonder if | say that even country's borders
cannot remain for 400-500 years. And you want to vouchsafe the profiting
capacity of a particular company for 400-500 years. In spite of that, it never
occurred to you that sornething was wrong with the capital market, or,
stock market. | am sorry to say that Securities and Exchange Board of
India failed to take note of it, as also the Ministry of Finance. The Ministry
of Finance may say that since autonomy has besen conferred on the SEB, it
cannot interfere in its day to day administration. | would like to bring to the
notice of the Government that in spite of the autonomy that has been
conferred on the SEBI, ingpite of having so many autonomous bodies in this
country, still, the concerned Ministries are accountable to Parliament. It is
net like the Supreme Court or the Election Commission of this country
which are totally independent of the Constitution. We cannot equate SEBI
with these bodies. Still, the Ministry of Finance has got powers over the
SEBI. It can summon them, it can issue directions to them, and it can
formulate policies for them. So, SEBI has to be very vigilant. | don’t think
these amendments alone will confer more powers on the SEBI. The SEBI
should always remain vigilant. It should be more than a watch dog of the
capital market. We bave given many concessions to the SEBI. There are
so many players in the field to attract more investments. We are
transforming our economy from a regulated economy tc market forces
dominated economy. S0, every player is free to take advantage of these
opportunities or exploit the situation. That is why | am saying that there
need to be a very strong and vigilant regulator. Since #t was not as vigilant
earlier, a lot of scams took place. Those scams proved {0 be detrimental to
the nation, detrimental to the small investors and detrimental to the growth
of the economy. Besides this, it totally shattered the confidence of the
investors that was reposed in them. | am happy that these amendments
will provide more teeth to the SEBI, such as right to call more information,
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increasing the level of punishment and call and retain books. It is not that it
was lacking such powers earlier. But thera was a lack of will on its part to
regulate or use even the limited power it had got. Earlier also, it enjoyed
the same powers when the sensex went up to 8000. On a similar
occasion, earlier also, | was privieged to speak on the same subject. If |
weigh 500 kgs, then, definitely, something is wrong with my heaith. if it is
50, | should run to a doctor. But that never occurred to SEBI.  When
economy was decelerating, industrial growth was going down, how the
sensex index went up to 60007 Even a commcn man wili have a doubt
that something is wrong with the market of this country. But, unless it is
vigilant -- it is a continuous process, whatever the lapses may be, whatever
the loopholes may be, whatever the deficiencies you may find in
implementing this Act - unless they come to the Government, unless there
is a contirucus interaction, unless it is endorsed with more powers, people
will continue to take advantage of the deficiencies containted in this Act.

Sir, now, | come to the amendments which have been introduced
in this Bill. The conviction rate of SEBI is woefully very poor. You have
taken a lot of time to enquire about the Videocon, Sterlite, BPL. Hs a
classic case related to Harshad Mehta's scandal. But they have been set
aside by the SAT.

The SEBI has failed to take up the investigations on OCB activities,
stating that it is not under the regulation of SEBL If it is not the
responsibility of the SEBI, | do not know whose responsibility it is {0 enquire
about the OCBs. it has not been defined, as a wrong doing, in this Bil.
You have classified synchronized deals as wrong, structured deals as
wrong, and you have said about so many other things, but, what actually a
wrong doing is. has not been defined. The basic issue is, unless you
classify a particular thing as an aberration, as a crime by a legislation, you
cannot prosecute a person, and he is trying to take advantage of it.
Suppose | violate certain traffic rules, but since you have not legislated it as
an offence, | cannot be penaiised. That is why a lot of deficiencies have
taken place in the SEBI Act, and it was prevented from taking action,
..{Time-bell rings)... Sir, you have to give me 3-4 minutes because there
are various things about which | have to say.

The SEBI argues that structured deals will obstruct the price
discovery. There is no logic in it. It says that it creates artificial volumes.
Then, what about a day trader? He is also doing perfectly legitimate
business, buys and sells on the same day. So, you cannot prevent him.
And, he is creating artificial volumes. There is every possibility of it. It is,
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therefore, necessary to be precise in the definition of certain clauses in the
Bill.

Ancther problem in the functioning of SEBI s lack of rigorousness
in its investigations, The quality of investigation has to be improved. And,
this has led to a very poor conviction rate, The main aspect of this
amendment is that markets surveillance should be increased. It is very
difficult to comprehend the argument of the SEBI that it is the responsibility
of the Stock Exchanges. No; the Stock Exchanges in this country have not
been vested with such powers, and they have not reached that level of
maturity that SEBI can delegate or transfer its responsibility to them. It is
the SEBI's duty to have a surveillance continuously. | would like the hon.
Finance Minister to take note of it that surveillance is a very vital thing that
SEBI has to be vested with, and the responsibility has to be fixed.

One more thing that | would like to say is this. Of course, this
matter has been referred to the JPC and the JPC is inquiring about it, and
it 13 about to submit its report during this Winter Session. Such a scam has
occurred in this country, which has rocked the confidence of the small
investors, but till now Parliament has not been supplied with a White Paper
on this issue, either by the Ministry or by the Regulators.

Sir, | wouid mertion about two more points, and then | would
cenclude, Since the points are very compiicated and technical, | am taking
a little maore time. One more aspect to which | would like to refer to is about
the funding of brokers by corporates, and thus the capital markets. An
important ioophole in the law has been the inter-corporate deposit route. I
the SEBI is given the power to enforce disclosures in the balance-sheets, on
details lke, from whom the ICDs borrowed, or to whom [CDs lent, by a
corporate, not just at the end of the year, but every trangaction through the
year above a cut-off level, the disclosure should alert investors and analysts
on the activities of a corporate, with implication on its stock prices. So,
these inter-corporate deposits are playing a lot of havoc. The public has
got every right to know about it. The Company management is supposed
to publish in the balance sheet at the year-end aggregate deposits. |t
should not be the case. The case should be every inter-corporate deposit
has to be explained in the balance sheet and annexure notes. Then only
people will come to know. There is one more aspect. This is with regard
to take over bids. Some amendments have been proposed in the Bill giving
more powers to SEBI. Sir, it is the practice or #t is mandatory on the part
of the corporate body, when it is acquiring more than 15 per cent of the
shares in the company, it has to go to the public for offering 25 per cent of
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the shares. |t is correct. Sir, there is a very vital point about preferential
allotment, which | want the hon. Finance Minister to take note of. Suppose |
am a company and | want to offer 15 per cent to a particular individual, So,
he is expected to purchase only 15 per cent. He cannot purchase beyond
15 per cent. As per the rules, you insist that 25 per cent, he has to offer to
the public, which he may not be in a position to buy. So, the opportunity
of raising that amount is being lost by stipulation. So, this Code has to be
amended that when the shares are being allotted on pricrity by a
preferential aflotment, the insisting on 25 per cent to the public has to be
dispensed with, Otherwise, the company, which is issuing the shares will
lose the opportunity of mobilising its fund.

ST (s T WY FfS); I T T v HRO|

SHRI C. RAMACHANDRAIAH: This is the last point, which | want
to make. There are a number of points, which | don't want to make now.
The market manipulation is the result of shallow markets. So, unless you
widen the market, it cannot absorb scams. Scams are usual in soc many
other countries, all capitalist countries. So, unless you create g wide
market, which can absorb these shocks, it is very difficult. Otherwise, even
a small scam can rock this entire country. The need of the hour is to
increase the width of the market. As on today, capital market rescurces are
1.5 per cent to 2 per cent of the GDP {time belll. So, there is a necessity
to strengthen the widening of the market and uitimately | want that whatever
powers you give, the regulators should be continuously vigilant. | do not
expect them to be bloodhounds. They have to be watch dog, but, a
vigilant watch dog. They continuously have interaction with Ministry. So,
whatever the powers they need or whatever the policy that has to be
formulated, and avowed objectives of creating this Act have to be achieved,
and the Government, the Ministry of Finance will always be accountable to
Parliament.

SHRI SANTOSH BAGRODIA (Rajasthan); Mr. Vice-Chairman, | rise
to support this Bil, The Securities and Exchange Board of India
{Amendment) Bill, 2002 and also seriously object to the procedure, which
has been adopted, that is, the route of Ordinances. As my c¢olleague has
also mentioned earlier, any fiscal decisions coming through Crdinances do
not speak very well, If there was an emergency, | can understand it. But, |
do not think, there was really such a serious emergency that we need to
have an Ordinance. | hope, this Government will stop ruling the country
through Ordinances, at least, in future. Sir, | will compliment and support
any action whatsoever, that this Government takes, if it helps the investors;
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if it helps the economy of the country, if it helps the smallest depositor in
the country. This step, it appears, has been desired to take, so that it
helps the smallest investor. But, Sir, a number of scams have taken place
during the last few years. The famous, the most famous, was started by
Harshad Mehta. Perhaps, this kind of a Bill could have come much earlier.
| had no objection. After that, we have Ketan Parikh, Hiten Dalal and so on.
Sir, this particular organisation, SEBI, as we call it in short, is for regulating
the stock exchange markets. Big investors always have the information in
advance. They never have any problem. They always make profit. It is only
the small investors, whose number runs into lakhs, are suffering. | am not
going into those figures and details, which the two speakers, who spoke
before me, have given. Millions and millions of small investors are suffering.
That is either becauss of fraud in the companies or for some insiders
trading. For example, in America, where these reguiations are supposed to
be very up to date, they say that they have all the information technology at
their fingertips. But, the worse kind of frauds and insider trading take place
in America, and the example of Enron is well-known to everybody in the
world. When the company was actually going down, these pecple have
given wrong information not only to their employees, but also to the
investors. | wonder whether the hon. Minister is in a position to explain to
me how this particular legislation is going to help us in  similar
circumstances. What is my concemn? My concern is, if we have more
Enrons in India also, is this legislation going to help us? If not, make more
amendments, bring in more legislations, but please save the investors.

What | find in this Bill is, just increase of powers at every stage.
We may have more inspector raj. in this world of liberalisation, more
inspectors will be appointed. It might sound very contradictory, because, on
the one hand, | say bring more. legislations; and on the other hand, | say:
"Why do you want the inspector raj?" But, having more laws does nct mean
that we must have inspectors. Laws have to be such that we can
implement them without inspectors. | would like to draw the attention of the
hon. Finance Minister to one thing. The biggest Scam is going on withir: the
SEBI, Sir. How is it taking place? It is because the directors of the SEBI
themselves are manipulating the accounts for their own conveniences. The
CAG has given a report stating therein that they are staying in houses
paying Rs. 10,000/- per month as rent. But, they are giving advances of
Rs.2 crores, 3 crores and 4 crores, and crores of rupees have been
given as deposits for the convenience of residences. of the directors,
because, under the law, they cannot pay more than Rs. 10,000/- as rent. If
we have people with this kind of background, with this kind of character,
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working in the organization, how can we expect anything good for the
country? | will request the hon. Minister to look into this matter very
seriously and do something, because, each residential fiat of the director
costs Rs. 1.25 lakhs, and | think, the number of directors has been
increased. So many lakhs will be spent more. | don't mind as long as it is
within the law. You, please, bring amendments that each Director will get
residential allowance of Rs. 1.25 lakhs, | have no objection. But, if that is
the law, that they can spend only Rs. 10,000 or Rs. 20,000 - | know, in
Mumbai it may be difficult - but if they themselves are circumventing the
laws, how can they catch people who will be circumventing the laws of the
entire country? They can be compromised. Sir, Clause 2(a), section 4 says,
"the Board may take measures to undertake inspection of any book or
register....." | am only reading the operative portion of it, the important
portion which | want to refer. Then, the last two sentences of the same
clause, ie., Clause 4, Section 11 of the principal Act, says "to believe that
such company has been indulging in insider trading, or, fraudulent and
unfair practices relating 10 securities market.” Are we going to believe that
this kind of power is not already there with the Board? They already have
these powers, This is nothing very special. Bul, they have to have the will to
handle a situation. Does the Board have the will to catch such people who
are indulging in this kind of insider trading? Sir, insider trading is not only by
Directors of the companies; insider trading in today's world is by the
officers, by the managers, and sometimes, this is done in collusion with the
Government officers, and also, the officers of the SEBI. What provision do
we have in this Bill that anybody who is connected with this kind of insider
trading should be booked? What action is going to be taken against officers
of the SEBI, or officers of the Government, including the officers of the
company involved, and including the cofficers of the stock exchanges? If all
the laws are made only for one type of people, they are not going to be
successful, because there will be others who will protest against them in the
process. Sir, in the same Clause 4, Section 11, sub-section 4 says :
"Without prejudice to the provisions contained in sub-sections (1), (2), (2A),
(3) and section 11(B), the Board may, by an order, for reascns to be
recorded in writing, in the interests of investors, or securities market, take
any of the following measures, either pending investigation, or inquiry, or on
completion of such investigation or inquiry, namely, suspend the trading of
any security in a recognized stock exchange.” All these powers have been
taken, but | believe these powers are already there. Only a few commas, full
stops, might have been changed here and there. The SEBI, even now,
without passing this Bill, can suspend the trading of any security. | believe
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s0; if | am wrong, you can correct me, Sir. Then | come to section 11(B) of
the principal act, sub-clause (b}, which says "it may, at any time, by order,
in writing, director any person thereafter in this section referred to as the
investigating authority specified in the order to investigate the affairs of such
intermediary persons associated with the secuwrities market and to report
thereon to the Board." It is okay; we have no problem. But i feel these
things have come only after s0 many scams took place, just to divert the
attention of the people, just to tell the peopie of the entire country that we
were powerless; so, we could not handle the scams earlier. Again, when
some new scams take place, the Government will coma back, firstly, with
an Ordinance, and, then, with some new amendments, and the things will
continue in the same way. When do we expect that these scams will, at
least, get reduced, both in volume and number, if not completely vanish?

Sir, | would fike to mention that the Government should take a
precaution, keeping in view the interests of the companies. The
investigating authority can keep, in its custody, any books; it can seize
anything, if there is a doubt; | have no objection to that. But, in ail faimess,
at the time of seizure itself, it must leave photo-copies of the documents it
seizes. Whatever the investigation agency might be, whether it is the
Income Tax Department or the SEBI, if they seize some documents or some
papers, they do not want to give a list or the photo-copies of themn. It is not
that the document the investigating agency has seized or the institution it
has tried to raid, is necessarily wrong. Maybe, some innocent persons are
invoived because of over-enthusiasm or because of some vasted interasts.
The principle of faimess demands that photo-copies of all the documents
seized, under the law, should be given at the time of attachment itself,

Sir, at page 7 of the Securities and Exchange Board of India
{Amendment) Bill, 2002, it is stated:

"For section 15C of the principal Act, the following section shall be
substituted, namely:-

15C. If any listed company or any person who is registered as an
intermediary, after i, aving been called upon by the Board, in writing,
to redress the grievances of investors, fails to redress such
grievances within the time specified by the Board, such company
or intermediary shall be liable to a penalty of one lakh rupees for
each day during which such failure continues or one crore rupees,
whichever is less.”
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| think, this is, definitely, what | call it, a draconian provision,
because the grievances have to be redressed within the time specified by
the Board. The penalty is very high. Sir, for a country like India, the
penalty of one lakh rupees for each day during which such failure continues
or one crore rupees, whichever is less, is very high. | do not say that the
grievances should not be redressed, but the time-limit needs to be
specified. It cannot be left to the discretion of the Board. They can give
some extension, but, at least, a certain time-limit needs to be specified.
The Minister should specify a minimum time-limit of three months or six
months, or whatever he thinks proper. Ctherwise, we are giving 0o much
freedom. They can misuse their discretionary power and favour a few
parties, and not others. Sir, | know we are going to pass this Bill today
itself. | know the time is running out . Since my friend has covered most
of the relevant points, | would only make a request to the Minister. This
morning, | read in some newspaper that he is a reluctant Finance Minister.
After taking care of the Foreign Ministry for so many years, his heart is stil
there. | request him to bring his heart to the Finance Ministry. We want
him there, and we wish him good luck. | only wish that he brings cut even
more regulations, not only passing this Bill so that we can have complete
safety for the investor. There could be some kind of an insurance for the
small investors, say, Rs. 40,00 or 50,000. This may also be considered.
There could alsc be some kind of an insurance against fraud or inside-
trading. Because, only today, | saw in the ‘Indian Express’ that the share
price of Mardia Chemicals, which was, sometime back, rupees 122 is just
Re. 1 today. So, this is going too far. With these words, | conclude. Thank
you very much, Sir, for giving me this opportunity.
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SHRI P.G. NARBAYANAN (Tamit Nadu): Sir, | welcome the
Securities and Exchange Board of India (Amendment) Bil, 2002. The
Securities and Exchange Board of India Act, 1992 was enacted to provide
for the establishment of a Board to protect the interests of investors in
securities and to promote and regulate the development of securities
market.

:
]
:
g
:
|

The new amendments would definitely improve the organisational
structure and institutional capacity. These amendments would strengthen the
mechanisms available to the SEBI for investigation and enforcement so that
it is better equipped to investigate the malpractices.

It is a welcome move which will definitely address the long-standing
problems of the vibrant capital market and will protect the interests of the
investors.

it has got some other striking features also. Calling for information
and record from any bank or other authority, or a board, or a corporation
established or constituted by or under any Central, State or Provincial Act in
respect of any transachion in securities which are under investigation or
inquiry by a board, would not only protect the investors but would facilitate

to have a vibrant market.
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The new amendments would give teeth to the SEBI to direct any
intermediary or any person associated with the securities market in any
manner not to dispose of or alienate an asset forming part of any
transaction which is under investigation.

The SEBI would have powers to impose deterrent fine up to Rs. 25
crores or three times the undue profit derived by committing offences,
whichever is higher.

The quantum of fine would go up from the present range of
Rs.5,000/- to Rs. 5 lakhs and from Rs. 1 lakh to Rs. 25 crores or even
more. Al the amount realised by the SEBI by way of penalties would go to
the Consolidated Fund of India which would definitely help the exchequer.
Sir, the other striking feature is amending the composition of the Securities
Appellate Tribunal. This will help the speedy disposal of cases and facilitate
easy justice to the investors. The bold initiative of enhancing the penalties
will definitely prohibit malpractices, manipulative and fraudulent trade
practices and insider trading to the maximum extent. The major thrust here
is that Government should implement the provision in letter and spirit to
further strengthen the mechanism of investigation and enforcement to
protect the capital market and interests of investors. Thank you, Sir.

[THE DEPUTY CHAIRMAN in the CHAIR]

SHRI R.SHUNMUGASUNDARAM (Tamil Nadu): Thank you, Madam.
Madam, | rise to support the Securitics and Exchange Beoard of India
{Amendment) Bill, 2002, which has been introduced by the hon. Finance
Minister after experimenting with the parent Act for about 10 years. |t is
better late than never. These amendments are aimed at further
strengthening the intention of the original Act, the parent Act, which is for
the protection of investors. The SEBI has to be watchful, otherwise, the
interest of the small investors will be bulidozed. Therefore, these
amendments have been brought forth to strengthen the investigative
mechanism. But, there are certain clarifications, | want to seek from the
hon. Minister. There is an investigative authority provided under the new
amendment, the constituticn of that authority, the investigating authority, has
not been specified. | expect the Minister to clarify on the composition of
the investigating authority. As the hon Member, Mr. Prithwviraj Chauhan,
informed this House serious fraud Office of the United Kingdom, which has
the composition of financial experts, as well as from the police. Some
provision on that line must be introduced for effective investigation and that
will really be a welcome relief.  The investigating authority wil be having a
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role, which will be in addition to the police investigation. And, therefore,
whatever has been contemplated for the attachment of the bank account,
etc., for one month pernod as per the clause 11{4), sub-clause (e} will be
actually redundant, once the investigation is taken over by the police. The
police investigator will be having an attachment separately; and if the
investigating authority of the Board is going to have one-month attachment
of the bank accounts, and other property, after the hfting of attachment, the
police will once again take it over by attaching the accounts. During this
interregnum period, the person accused could operate and manipulate the
accounts. It should be clarified in what manner this attachment, which is
provided to the investigative machinery, is going to be effective. Like that,
Madam, there are other provisions, such as Section 24{A} which is for
compounding and 24(B) for immunity from prosecution. These two
provisions are really welcome, because the Board is going to get the best of
evidence from a person who is involved in the violation promised of
immunity, if he is going to make true and full disciosure of all the relevant
information. And, for taking evidence, there is no separate procedure
prescribed for investigation, except the powers that are given? (n what way
the investigations of the Board are going to be different from the police
investigation. That must be clarified. With these words, | support the Bill.
Thank you, very much.

THE DEPUTY CHAIRMAN: Mr. Prithviraj Chavan, do you want to
say more?

SHRI PRITHVIRAJ CHAVAN: No, Madam.
THE DEPUTY CHAIRMAN:  Mr. Minister.

SHRI JASWANT SINGH: Madam Deputy Chairperson, | am grateful
to the hon. Members for the issues they have raised. | will endeavour to
respond to as many of them as | can,

Madam, | agree with the prominent observation made by almost
every hon. Member who participated in the discussion, that the route of
Ordinance is not a proper route. | too agree that it is not a route that the
Government should adopt lightly, that it is only when we are compelled by
circumstances, when the circumstances are such that not bringing an
Crdinance would result in significant economic or commercial difficutty that
we should adopt it. In this particular case, a number of appellate tribunal
decisions had been taken which created a sense of urgency. If we hadn't
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acted in time in bringing an Ordinance, it was possible that it would have
caused an avoidable erosion to the functioning of the SEBI and such other
regulatory bodies, because, -- | had shared this view earlier also -- there is
one absolutely fixed principle on which | am waorking, and it is that 'the freer
the market, the stronger the regulator’. It is impossible to have a free
market economy without a very strong and a very effective regulator. And,
every endeavour that we make is to make the regulators more and more
effective, not really as policemen, but as effective regulators, and that is the
underlying philosophy in this particular step alsc,

The cother broad guestion that arose, which hon, Shri Chavan has
also raised was about de-mulualisation. We already have the Kania
Committee Report which in fact, is quite advanced, and when | was in
Mumbai, | had given an assurance that we would implement it, and we are
very close to implementing it now. That is why the observation that brokers
themselves should not be actually trading, is perfectly valid. There have to
be three separate functions of brokering, trading, and ownership, that is,
corporatisation. That is what de-mutualisation is really said to be about.
We are moving towards it. And, | think, the SEBI reform process wili, in
fact, accelerate it.

The third is about the serious frauds office. As the hon. Members
know, soon after | got this responsibility, in the case of banking, | proposed
that there ought to be a Lenders’ Responsibility Bill.  Also, with my
experience here, over the passage of time, -- | have the benefit of working
in Parliament now for over six terms -- | can say that the complexity of
commercial fraud is now such that it is simply not possible for only the CBI
or one investigative agency to address it effectively. The CBI, originally, had
its root as an anti-corruption organisation. That is, essentially, where its
ethos and its specialisation lies. But corporate frauds are now in such a
complexity that we need altogether a different and a highly specialised body
which will cover all aspects of corporate fraud from money and other
activities. | have initiated the move to have Serious Frauds Office. For that
considerable groundwork has already been done and | hope to be able to
bring forward a legisiation to that effect, at least, introduce the legislation,
possibly, during this Session itseff, failing which, certainly, in the next
sesgion. We will benefit whern Members of the Standing Committee
contribute their views to its improvement, but | am committed to having a
Serious Frauds Office in the shortest possible time. As far as the individual
observation made by hon. Shri Santosh Bagrodia is concerned, he spoke
very Kindiy about my heart being somewhere else. | do not know where he
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read about my heart not being on my job. My heart is very much on my
job. My heart is with my body and my body is with my heart.

THE DEPUTY CHAIRMAN: He might be meaning that it is with your
wife, )

SHRI JASWANT SINGH: | am saying, my heart is on my job,

THE DEPUTY CHAIRMAN: As long as your mind is on the job, it is
enough.

SHRI JASWANT SINGH: Both are there. There was an
observation made by him about clause 4. The powers te suspend trading,
etc. and restraining from excess to market, these are not specifically
provided for in the SEB! Act and SEBI was issuing orders, direction under
section 11 (b} of the Act and that is why many of the SEBI orders have
been challenged and set aside by the Securities Appellate Tribunal, as also
by courts. Now, these provisions are being specially provided for, including
new provisions for impounding proceeds, for suspending office-bearers of
the stock exchanges, attaching bank accounts, etc. That is why, we have
done it. About clause g, this is really for investor agreements, because of
high penaity being provided. Yes, it is a very high penalty, as against the
earlier provision, which was Rs.10,000 a day. But, this is very serious
because if investor is being cheated, if the penalty being paid, it ought to be
really deterrent against Rs.10,000 per day. We are raising or enhancing the
penalty to Rs. 1 lakh per day, or, Rs. 1 crore, whichever in that case
becomes less. This is really with a view to providing deterrence. Along
with general peoints, another important point was made by hon. Shri
Prithiviraj ji,"What happens if there is a vacancy in the Appellate Tribunal,
does the Appellate Tribunal cease functioning?” No, Sir. It continues,
because it can frame its own rules and provisions in regard to quorum.
"Why is SEBI being strengthened after ten years?* It is very difficult for me
to answer -- why this ten years gap has taken place. Bui, it was amended
in 1995 once and we felt the need t¢ do so now. And we are doing it.
You have raised the point on insider trading; and some other Members
also spoke on the, same subject. The Insider trading is now being defined
explicitly in the Bill. The existing penalty for insider trading was Rs.5 lakhs
and we are now raising it to Rs.25 crores or five times the amount involved
for insider trading, whichever is higher, not whichever is lower. So, to the
extent that is humanly possible we are making it as deterrent as possible.
Hon, Member, Shri Ramachandraiah had spoken about the SEBI and it has
not taken action against violators of the Act, rules or regulations. | do not
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wish to go into the statistical reply of this. But, since inception, the SEBI
has directed the 548 entities to refund the money collected through the
Collective Investment Scheme. They have also been debarred from
operating in the . capital’ market. Prosecution proceedings have been
launched against 132 entities. Ninety-two so-called vanishing companies
have been debarred from any further access to or operation in capital
markets, and, in 17 cases, prosecution proceedings have been launched for
insider-trading. Besides, punishment for insider-trading has been provided
in the Bil, as | have explained just now. So far as the White Paper on
market regulations is concerned, as the hon. Member knows, the Joint
Parliamentary Committee is engaged in examining all these things.
Therefore, let us await the report of the JPC, and then we shall address this
aspect. The hon. Member, wiwen @it 3 weT f& a% sede aga wea & afiw
ST i & A & st ot ger1 Some other hon. Member also
asked about the investigating authority. The investigating authority may be
appointed by the Board itself, but there should be adequate safeguards,
and it should not be arbitrary. - The Companies Act and the Income-tax Act
have provisions for appointment of such an autherity, and, since there are
precedents, we are doing it in this legislation. w¥ar v ¥ uE i s=T oY %
ot 9@t A F Aw £ s F=ffede = &1 The parent Act provides for
the qualifications. They shall be persons of abllity, integrity, standing and
capacity in dealing with problems relating to security markets, with special
knowledge and experience of law, finance, economics, accountancy,
administration, etc.

o} dow wrRifdar © o e then & Tt Y o A Y fe
vl g ) TR # A FE) FaleT # e £

o s faw s =% gwg st #1 agy wEewe gee ) sl
wael & @ i ger & wwor o w QR am 3 fagfE sefe wwen &
IR A A9 TE, T GHE awen o & £

sl avar el - A ) R ¥ Ay B, oue R &
& 42

aft s iy . ¥R A R & O Rl e ot sEmEd « i
Fuq g A ¥ TaReE & A AEew ® A R e samde & dw @)
o oY o 3w T ¥ 99 QX1 e &, e T WY AR R deew o
gY@ T & e eWrlt werd o 3 Repe T g o e ¥ @ B

e &1 A qRT R femng |
With these words, Madam, | commend the Bill to the House.
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THE DEPUTY CHAIRMAN: Mr. Chavan, are you pressing your
Resolution now?

SHRI PRITHVIRAJ CHAVAN: | am not pressing, Madam.

THE DEPUTY CHAIRMAN: Hon. Members, does the hon. Member
has the permission of the House to withdraw his Statutory Resolution.

[The Statutory Resolution was, by lkeave, withdrawn.]

THE DEPUTY CHAIRMAN: | shali now put the motion moved by
Shri Jaswant Singh to vote.

The question is:-

"That the Bil further to amend the Securities and
Exchange Board of India, Act, 1992, as passed by Lok
Sabha, be taken into consideration,*

The motion was adopted.

THE DEPUTY CHAIRMAN: We shall now take up the ciause-by-
clause consideration of the Bill.

Clauses 2 Io 32 were added to the Bill
Clause 1, the Enacting Formula and the Title were added o the Bill
SHRI JASWANT SINGH: Madam, | move:-
"That the Bill be passed.”
The question was put and the motion was adopted.

THE DEPUTY CHAIRMAN: There is a message from Lok Sabha.
Secretary-General.

MESSAGE FROM LOK SABHA

THE SUPREME COURT JUDGES (SALARIES AND CONDITIONS OF
SERVICE) AMENDMENT BILL, 2002

SECRETARY-GENERAL: Madam, | have to report to the House-the
following message received from the Lok Sabha, signed by the Secretary-
Genera! of the Lok Sabha:

"In accordance with the provisions of rule g6 of the Rules of
Procedure and Conduct of Business in Lok Sabha, | am directed to
enclose the Supreme Court Judges (Salartes and Conditions of
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