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U. K. Sinha

Chairman SECURITIES AND EXCHANGE BOARD OF INDJA
{;ﬁ : MIRSD-2/ KR/LS/21446/2013
'c”,) 0 : ; : ; August 30, 2013

Dear Shri Nagar,

Sub: Cases of police action in disputes between brokers and their clients. e o
.. regarding stock exchange related transactions i e

" Asyouare éwa_l_re,' Securities and Exchange Board of India (SEBI) has been set o
pursuant to ‘enactment of SEBI Act 1992 with a View to protect the interests of

investors in securities market and to promote the development of and to regulate the

. Tsecurities market,

2 Generalpnncxpleof j_u,riSp.rjudehcé,}r'eyquire‘s that when there'is a specific legis'l':a’tioh
Gl ) and a specific authority to deal with matters pertaining to their area of activity then

iR |

g fEs{S/ action under general [aws should be avoided. Even higher caurts in the. country

ave been consistently following the principle that when a quasi judicial or tribunal - '
‘mechanism is in existence then the -specific remedial ‘mechanism should be
~exhausted before approaching the High Courts/Supreme, Couirt. However,  stock
L& }‘»exchah’g’e‘s',_‘the;stock brokers and their associations have brought to our notice that
- 7 the police authorities are registering cases against their officials under the provisions
. of Indian Pénal Code (IPC) based on the complaints filed by some of the clients_of
o @EASIEk brokers regarding disputes pertaining to Securities market transactions.
Sia Ciom ‘ ' e e e gy
- g@hsThe sanctity of Indian securities market is dependent tpon a robust risk management
; ~system, where collaterals are placed by the brokers with the exchange. In case of
m?wj default or failure by the broker the exchange can liquidate the securities to ensure a
e smooth payment and settlement. We have got instances where police authorities are
K ouod passing orders restraining disposal of securities thereby endangering the entire

Q clearing & settlement system in the~ma_,rket. Such actions on the part of police can
gb also incentivise collusive behaviour by brokers & clients where the exchange is likely

- I~ 1o take action against the broker. -
ﬁg_?? agsﬁg‘)es, the clients are apprdaching the police even before availing the mechanism
put in place by SEBI for the redressal of disputes or sometimes when the dispute is
still under resolution at the stock exchange. | would like to inform you that SEBI has

putin place the following mechanism to redress the complaints of investors:

1w T ; :
«chiange for non-redressal of complaint by his stock broker. Stock Exchanges are
e

up and recognised by SEB! under SCR Act 1956. Stock exchanges are
éuired to redress the complaints in a time bound manner. These centres are

e client can approach the Investor Service Center (ISC) of the concerned stock :
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. currently set up in 8 cities viz. Delhi, Mumbai, Kolkata, Chennaj Ahmedabad, .
-ydfej‘ra‘baq,_Ka:npur._and Indore and these IScs are goin ened in morc
Cities in a phased manner. ISC of the exchange
Grievance essal. Committee (IGRC) for

et e client alsg hoS e optionto o
gion from a pool of arbitrators. Gl %
SISts of eminent independent perso

cial services. The clie

3. While the complaint of the client may give the impression that the complaint is of
- criminal nature like cheating and forgery attracting the provisions of IPC, the
~ complaint may actually be of civil nature redressable under the aforesaid redressal
meChanismi:Sdmetimes complaints are filed by clients and accepted by police
authorities even after the arbitration award has already been passed in the matter.
The police authorities sometimes mistakenly consider officials of stock exchange also
as the party to the transaction. As a result, the police issues summons, non-bailable
warrants, arrest warrant, notices etc. to officials of stock exchange and stock brokers
and they are summoned/detained at police station for interrogationf‘{f;l\/lany times the
police have also issued orders to stock exchanges under Section 102 of CrPC inter
alia directing the stock exchanges to withhold pay-out of funds and/or securities. The
pay-infout of funds and securities remains withhald for years without final orders from
the police authorities’} Such orders passed by police defeat the principle of finality'
and ‘irrevocability’ of trades done on Stock Exchange and guarantee of the clearing
and settlement of the trades by the clearing corporation of the Exchange.

3/-



() Complaint of a client against another client for forgery or stealing of
documents, passwords, shares etc. s

(i) Broker has defaulted in returning the funds taken from any person under
scheme of loan etc. and there is no transaction in the stock exchange.

(i) Where stock exchanges, depositories or SEB| comes to the conclusion that the
case is fit for examination under IPC.

7. In case the police authorities require any guidance on the issue, we shall be glad-to |
organize training programs for them. '

| shall be grateful to receive your response in this regard.
With regards,

Yours sincerely,

yﬁ*‘\“/

U. K. Sinha

Shri Deo Raj Nagar, IPS

Director General of Police, Uttar Pradesh
Police Headquartesr, 1, Tilak Marg,
Lucknow - 226001,

Uttar Pradesh.



