Amnexure - 1

SECURITIES AND EXCHANGE BOARD OF INDIA
ORDER

UNDER REGULATION 29 { 3 ) OF SEB| (STOCK BROKERS & SUB BROKERS) REGULATIONS, 1892 AGAINST
SHRI PRAKASH K 8HAH . MEMBER , THE STOCK EXCHANGE MUMBAI

Mia Amara Rajs Dattenes Lid, ( hereinaer msferred 10 as ARBL' ) which was indially incorporated as a private imited
comparny in 1885 and the same was subsequently converted Into a public Emited company in the year 1990 ARBL’
came oul with a public issue in the year 1991 and the shares of 'ARBL' qot listed on The Stock Exchange, Mumbai |
BSE ), Natonal Stock Exchange ( NSE ), Hyderabad Stock Exchange Lid. ({ HSE ) and Calcutta Stock Exchange
Asgociation Lid. (CSE). The price of the scrip of "aREL" at BSE was R.91/- in the first week of Oclober, 2000 and went
up fo Re 205/ on January 1, 2001 and further louched a high of Rs.320¢- an March 8, 2001

On March 8, 2001, BSE closed the normal trading at 2 pm. io facilitate the Badia session and the price at that time
wag Re.308.405, On that date, NSE was functioning til 4.30 pm, and the price of the soip fell ta Rs, 266 75/ and
therefore on March 12, 2001, BSE adjusted the price of various serips %o that of NSE insduding that of '"ARBL', The price
of "ARBL' further fall down and thersafter touched a low of Rs. 78 50~ on March 19, 2007 It is algs found that the
wolumes in the scrip of "ARBL were approximatety 50,000-80,000 shares per day in October , 2000 and went up 1o
around B8-15 lakhs shares per day in the month of Fatruary and st week of March, 2001 at both BSE & NSE. The
avarage trading in the scrip of 'ARBL’ from January 1o March 2001 went to the extent of 10-15 lakhs shares per day
and this ecnstituted approximately 30% of the free floating stock of ‘ARBL' .

Securities and Exchange Board of India ( SEBI | received complaints regarding the market manipulations { imegularities
in the trading in the scrip of 'ARBL" and therefors, SEBI ordenad a detailed investigaticns in the matizr io EnguEra into
the aleged vislations of the provisions of SEBI Act, 1992 . SEBI { Prohibibon of Frauduient and Uinfair Trada Fraclices
Relating to Securities Market | Regulations, 1895 and SEBI | Stock Brokers & Sub Brokars ) Regulations, 1952 and
ether Regulatons and the role played by vanous persons / intermediaries including Shri. Prakash K Shah , Mamber
The Stock Exchange Mumbai { hereinafter referred to as "ihe broker member I

The Investigatons prima facie revealed that Shn Harinarayan Bajaj and his son, Shri Rahul Baja| were the predominant
traders in the serip of "AREL' during the pedod August 2000 to March 2001 { hereinaRer refarrad 1o as "the rilevant
pariad” |. Their trading has accounted for approximately 30% of the total trading on BSE & NSE and they had acsarbed
mast of the deliveries in the scrip by purchasing and carrying forwand their position on BSE. During the relevant periad,
Shrl Bajaj started making use of the different trading cycles of BSE & MSE to shift his position from ene eachange to
another. It was also found that Shri Harinarayan Baja) and his son, Shri Rahul Bam) were shifting positions of
approximately 5.5 lakhs shares of 'ARBL' between BSE & NSE in settiement Mo 1 of NSE and the same was increased
approxamately to 11 lakhs shares in Seltlement No. % of NSE. Further, it wes found that Shn Bajaj was nol having the
requisite funds fo pay for the deliveries and algo for the marging, The investigation alse found that when the price af the
senp af 'BRBL' fall down, Shei Bajaj could not purchase any funher shares due 1o lack of funds,

The investigations further revealad that variocus members of BSE & NSE had sided and abatted Shri Harinarayan Bajaj
In creating & false market in the scrip of '"ARBL and they have ‘ailed to exercise due care and skill in their dealings The
broker member had stamed dealing in fhe scrip of 'AREBL' since Oetebar 2008 and was Irarsacting through Mis
Khandwala Shah & Associates = The beoker member submitted befors the inveatigating autharity that averege trading
in the scrip of ARBL in each setement was in the range of 80000 1o 80000 shares. He further slated that normally the
ourchases were made on the first two days of the setiement and the sales wers execuled lowards the end of the
seitement. The setiement wise trading of te Broker member for Shri Harnarayan Bajaj through M/, Khandwala Shah
& Associales s sub broker are as follows -

Tradin Canry Forw Position

of

Amara Raja Batigrigs Lid. From Aug 00 1o Marnch 01

Sefil No.  Purchase  Sales cif Deivery
A-30 13,740 NI [13.740 Mil
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A3 20350  Ha107 10883 NI

A-32 81257 81,200 180) il

A33  Daoes 23208 Nil Nl

A-34 110,000 Hoood NI Nl J
A-35 62,150 62,150 Hil Nil B
A-36 07828 [4,07.926 Mil Nil =
A-37 — .0z2.401 102401 N N
A3 120,085  [1,08,403 11682 Nl )
A-38 1,371,752 1116682 37762 Nil

A-40 155,000 147,762 45000 "N

A1 62075 91075 5010 10,890 '
A4z 208,273 205273 5,000 ha ]
A43 180,000 160,000 Nil ~ |5,000

Add 118993 100,000 18,993 il

A-as 125,000 1.38,293 NI ’s.mu

A-4G [1,00000 1,00,000 NIl Nil

A47 75000 75000 NI N

A48 75000  [7s000 NIl il .
A48 85000 #5000 i N
Ak : i =
05-03-01 1 1,220,000 il |

070301 N 50000

08-03-01 | 23135 , §
09-03-01 NI M0000 30000 NIl .
TOTAL  19,50,180  [18.96460 | 21,700 |

It was admitted by the broker member before the investigating suthority that en enguiry with his sub broker and cther
markal paricipants in the last week of February, they came to know that Shr Shadesh Bagaj, a cefaulter membar of
BSE was invalved in the trading of the sorip. However, after few days the broker member submitted an affidavit stating

thal in fact Shn Haninarayan Bajaj was trading in the serip and that be had wrongly mentioned the name of Shi
Shailash Bajaj,

SEBI, therefore, in view of the above facts, vide its order dated June 1B, 2001 appointed an Enguiry Officer to enguire
inta the aftairs of the broker member in his deafings in the scrip of 'ARBL' and for the possible viclations of the
provisions of rules, Bye Laws & Reguistions of BSE | provisions of SEB1 Act, 1992, SEBI(Pronibition of Fraudulent and
Unfair Trade Practices Relating to Securities Markat ) Regulations, 1085 and SEB| (Stock brokers and sub brokers)
Regulations, 1922

Accordingly the Enquiry Cfficer issued a notice dated July 8, 2001 along with the findings of the investigations related
ta the broker member's allaged involvament in the price manipulation in the scrip of 'ARBL'. The allaged charges
Ieveled by the Enquiry Officer egainst the broker member is as under -

A “The broker member had aided and abetted Shri Harinarayan Aajaj and his family members in creating a false and
misleading markat in the scrip of "ARBL’ and therefore violated the provisions of Fegulation 4 of SEBI [Prohibstion of
Fraudulant and Unfair Trade Practices Refating to Securities Market ) Regulations, 1995,

B(1} The oroker member by wiu of his trading in 'ARBL' on behall of Shei Harinarayan Bajaj had failed to axercisa
duz sxill and care in its dealings.

B(2) The broker member had alowed the client 1o take pasition which i beyond his finansial position

B(3) The broker member had traded in the scrip of ARBL beyand his sub broker's financial capacity”

and thereby vioiated Regulation 7, Schedule || of SEBI (Stock brokers & sub brokers) Regulations, 1882 { hereinafter
resferred to as ihe 'said Reguiations' ) .

"5
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The broker member vide his letter cated August 11, 2001 had submitted the reply to the show cause notice dated Juaby
G, 2001 before the Enguiry Officer and inleralia stated that there was no camplant o any nature and all the payments
wera paid by the sub broker. Mis. Khandwala Shah & Agsociates in time. The broker member furthar statad that 509
of the trades in the scrip of ARBL were effected by Mis, Khandwala Shah & Assoogles

An oppartunity of personal hearing was granted by the Enquiry Officer to the broker member on Oclober 12,2001 . The
Enquiry Officer after conducting the enguiry and after penusing the Teply of the broker membar end the b MEERIoNE
made on behalf of the broker member found that the broker member is not guilty of wviglating the provisicns of
SEBIProhibition of Fraudulent and Unfair Trade Praclices Relating fo Securities Market) Regulations, 1955, However,
the Enguiry Officer found fat the broker member had given high exposure in one single scrip o his sub braker
Ulimately they were forced to take defivery of shares at the end of the final sattlamant of his. trading with the sub
broker, Mis Khandwaia Shah & Associates and the same shows that the broker member traded in the scrip of ARBL
beyond his sub brokers Snancial cagability . By execiiting transsction , as mentioned above | for his sub broker in fhe
scrip of ARBL | the broker member falled to exercise cue care and skill as mandated by Clause A(¥) of the Code of
Conduct prescribed under the said Regulatan and recommended that the cedificate of registration granted fo the
broker member may be suspended for a period of 3 manthe

SEBI 'ssued a notice dated March 13, 2002 under regulations 29 { 1) of the said regulations asking him to show cavse
why the penalty as recommended by the Enquiry Cfficer not be imposed against him . A copy of the Enquiry Repart
was also forwarded to the broker member along with the show cause notica . The broker mermber vide his lefler dated
Apnl 8, 2002 requested extension of fime wplo April 30, 2002 for filing his reply and subsequently the broker mesnber
filed his reply vide letter daled April 25. 2002 The broker member stated that Mis, Khandwala Shah & Associstes are
their registered sub brokers since 1937 and fhey had entered into the concemed agreement for the registration of the
SUD broker. As per the said agreement the registered aub broker s supposed to take individual client regstration form
and alea to enler into an agreement with the clients

The broker member also stated that §ll February 2001 the working of the sub broker with respect fo the margins,
deliveries, payments gtc. have been always regular and that they have given no cpportunity for any comglaint o
dizoute. Further the broker member stated that as per the agresmant with the sub Broker it is the duty of the sub broker
to monitor scrip level and client level Further, the broker member stated thal Fwy made enguires with e sub broker
and they were informed in late February 2001 by Shri Sanjay Shah, pariner of te sub broker that they were trading for
and ¢n behalf of their chent Shi Baga) and in the process ihe sub broker aiso informed them that hey collectad
fequired margin fram their ellent belome axecuting any transaction. The broker membar siss elated that they had
warmed he sub broker to clear the position without any delay of any nature and accardingly in Valan Nos 50 & 51 the
sub brower cleared the position,

The broker member further stated that due 1o the financial strength, family background snd market reputstion of the
sub broker they used fo allcw the sub broker the dally velume of Re.1 crore in the ardinary course of business and they
had collected margin in the range of K3, 35 to 80 lakhs from the sub broker and the same was deposied with BSE.
The broker member siated that they had given the required information as sought by BSE without any delay and BSE
did mot nform the broker memoer abowt the probabie malgractices suspected by it The broker memider vide its reply
refarred above agreed to undertake and ! or indemnity as may be considered by SEBI,

An opportunily of personal hearing was granted to the broker member on July 3, 2002 and the broker member along
wiln it representative and the accountant appeared before me and made their submissions, The represeniative
refierated the same submissions which they made vide their reply dated 25" Apri, 2002 and admitted that by
execiding the aforesald transaction for ils sub broker in their dealings in the scrip of ARBL . the broker member faied to
exercse due skll end care, as mandated under the provisions of the said Regulations. The broker member akso
requested to take a lenfant view, Subseguent 1o the aforesaid personal hearing the broker meamber vide its latter dated
July 11, 2002 admitted that their activiies attracts the fiduciary responsibility as they are the principal for thelr sub
broker, Mis Kahndwala Shah & Sssociates

| have perused the exiracts of the investigation repart | she Enquiry Report, the reply filed by the broker member and
the submissiona mede an behalf of the broker member at the time of the personal hearing. it is observed that due o
ihe transactions of Shr Harinarayan Bajaj and his sen Rshul Baja), the volurmaa in the gerip of ARBL wenl up to around
8-15 lakhg shares par day in the month of February & first week of March 2001 from 50,000 -80,000 shares per day in
Oct, 2000. It is also observed that the broker member had started dealing in the seip of ARBL since October 2000,

It is obearved that the broker member Fansacted in the sorip of ARBL through 15 sub brokar Mis Khandwala Shah &
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Assnciates. The broker member had execuled rades in the scop of ARBL and purchased 1550160 shares and sold
18.98, 480 sharas from Sotlement Mo, A 30 to 4-50

In this ragard | feei that . by execuling such a huge ransactions especially when the price of the scrip of ARBL which
was ruling at vesy high price during the said period, the broker member had failed io axercise gue skl and care in the
conduct of his business The broker should not have given such a huge exposure when the market price of the scrip of
ARBL was very high. The broker member had taken csivary of 21,700 shares during the relevant period. It is pertinent
to nide that the broker member had given such huge expasure to his sub broker particularly in the scnp of ARBL at a
time when the market price of the scrip was ruling very high. It is obsarved that the broker mambear hag axecuted
trades with buy pesition ranging from 13 742 to 2.05,273 shares per sethement Such s big expasing to the sub braker
i& nat indicative of any prudential nek managemeant norms adopted by broker membar

The above mentioned acts of the broker member clearly indicates that he had traded In fhe scrip beyond his sub
brokers financial capahility and therety the broker member violated Clause A 2 ) of the Code of Conduct prescribed
under reguiation T of the said reguiation which state s fallows:

Schedule I
A General
L | R

2 ) Exercise of due shil and care * A stock Broker , shall act with due skill . care and difigance in the conduet of afl his
business.

It is concuded that the broker member failed to exercise due skill and care and was not diigent in the conduct of hes
business by giving high exposure 1o his sub hroker in one $Crip, Le in ARBL and by executing frades wigh buy position
FRnging fom 13 742 to 2,055,273 shares per settlement at a time whan the maerket price of the serip of ARBL was ruling
wvary nugh,

In wiew of the above oreumstances it is conclsded that the broker membes had fatled io exercise due care and kil in
his dealing with his sub broker, M/s. Khandwala Shah & Associates and thereby violsted Clause A(2) of the Code of
L-onduc prescrive regulation 7 of SEBI [S1ock brokers & sub brokers) Regulations, 1952,

Therefcre by considering the above facts and circumstances | | agree wilh the recommendations given by the Enguiry
Ufficer and thanefore under the provisions conferred upon me under Section 4 [3) of SEBI Act, 1882 and under
Regulation 203} of SEBI (Gtock Brokers & Sub Brokers) Regulations, 1882 |, nerety suspand the certficate of
regisiration granted to Shei. Prakash K Shah Member, Mumbai Stock Exchange for 3 pariod of 2 manths w.e f August
1, X002

GMN. BaJPA
CHAIRMAN

SECURITIES AND EXCHAMGE BOARD OF MDA
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I} All Scheduled Commercial Banks (excluding RRBs ) and
I} All India Notified Financial Institutions

Dear Sir f Madam
Master Circular on Wilful Defaulters

Please rafer to tha r Gircular BR Mo, BC. ] -15 daia
July 1, 2014 consclidating instructionsiguidelines issued to banks/Fis till June 30,
2014 and updated as on January 7, 2015 on matters related to wilful defaulters.

2. This Master Circular consolidates instructions on the above matters up to June
30, 2015.

Yours fathiully,

(Sudha Damodar)
Chiefl General Manager
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1. Intreduction

Pursuant to the instructions of the Central Vigilance Commission for collection of
information on wilful defaulis of Rs.25 lakhs and above by RBEI and dissemination to
the reporting banks and Fls a scheme was framed by RBI with efect from 1=t April
1989 under which the banks and notified Al India Financial Institutions were required
to submit to RBI the details of the wilful defaulters. The scheme was modified in May
2002, based on recommendations of Working Group on wilful defaulters, which was
also revisad from time to time as per the recommendations of the Committes on
Data Format for Furnishing of Credit Information to Credit Information Companies
and various feedbacks received from different stakeholders.

2. Guidelines on Wilful Defaulters
2.1 Definitions of ‘Lender’, ‘Unit’ and ‘willul default’

<.1.1 Lender: The term ‘lender covers all banks / Fls to which any amount is due,
provided it is arising on account of any benking transaction, including off balance
sheet transactions such as derivatives, guarantees and letters of credit.

2.1.2 Upit: The term ‘unit’ includes individuals, juristic persons and all other forms of
business enterprises, whether incorporated or not. In case of business enterprizes
{other than companies), banks / Fls may alse raport (in the Director column of Annex
1} the names of those persons who ars in charge and responsible for the
management of the affairs of the businass enterprise,

2.1.3 Wilful Defaylt: A ‘wilful default’ would ba geemed to have occurred if any of the
following events is noted:

(8) The unit has defaulted in meeting ite payment | repayment obligations to the
lender aven when it has the capacity to hornour the said obligations.

(b) The unit has defaulted in meeting ils payment / repayment obligations to the
lender and has not ulilised the finance from the lendar for the specific
purposes for which finance was availed of but has diverted the funds for other
purposes,

(e} The unit has defaulted in meeting its payment / rapayment chbligations to the
lender and has sighoned off the funads so that the funds have not been utilised




far the specific purpose for which finance was availed of. nor are the funds
gyailable with the unit in the form of other assets.

id) The unit has defaulted in meating its payment / repayment obligations to the
lander and has also disposed off or removed the movable fixed assets or
immovable property given for the purpose of securing & term loan without the
knowledge of the bank / lender,

The identification of the wilful defautt should be made keeping in view the track
racard of the bomowers and should not ba decided on the basis of isolated
transactions | Incidents. The default to be categorised as wilful must be intentional,
detiberaie and calculated

2.2 Diversion and siphoning of funds

2.2.1 Diversion of Funds: The term ‘diversion of funds' referred to at paragraph
21.3(b) =bove, should be construed to include any one of the undemoted
OCCUTancas:

{a) utilisation of short-tem working capital funds for long-term purpasas not in
conformity with the terms of sancton;

(b) deploying barrowed funds for purposes | activities or craation of assets other than
those for which the laan was sanctioned,

(c) transferring borrowed funds to the subsidiaries / Group companies or other
corporates by whatever maodalites;

{d) routing of funds through any bank other than the lender bank or mambers of
cansorium without pror permission of the lenders

(e) investment in other companies by way of acquinng equities / debt instruments
without approval of lenders;

(f} shortfall in deployment of funds vis-a-vis the amounts disbursed | drawn and the
differance not being accounted for.

2.2.2 Siphoning of Funds: The term ‘siphoning of funds, referred to at paragraph
2.1.3(c) above, should be canstruad to occur if any funds borrowed from banks /Fls
are utliised for purposes unrelated to the operations of the borrower. to the detriment
of the financial health of the entity or of the lafidar. The decision as to whather a



paricutar instance amounis to siphoning of funds would have to be a judgment of the
lenders based on objectve facts and cireumnstances of the case.

2.3 Cut-off Limits

While the peral measures indicated at paragraph 2.5 below would normally be
attracted by all the borrowers identified as willul defaullers or the promoters mvolved
in diversion / siphoning of funds, keeping in view the present limit of Rs.25 lakh fixed
by the Central Vigilance Commission for reporting of cases of wilful default by the
banks / Flis to REBI, any wilful defaulter with an cutstanding balance of Rs.25 lakh or
maore. would attract the penal measures stipulated at paragraph 2.5 below. This limit
of R=.25 lakh may alsc be applied for the purpose of taking cognisance of the
instances of siphoning / diversion of funds

2.4 End-Use of Funds

In cases of project financing, the banks / Fls seek 1o ensure end use of funds by,
inter alia, ebleining certification from the Chariered Accountants for the purpose. In
case of shorl-term corporate / clean Wans, such an spproach cught to be
supplementad by ‘due diligance’ on the part of lenders themsealves, and to the extent
possible, such loans should be limited to only those borrowers whose Integrity and
reliability are above board. The banks and Fls, therefore, should not depend entirely
on the certificates issued by the Chartered Accountants but strengthen their internal
controis and the credit risk management system 10 enhance the quality of their loan
portfolio.

The requirement and related appropriate measures in ensuring end-use of funds by
the banks and Fis should form a part of their loan policy document The foliowing
are some of the illustrative measures that could be taken by the lenders for
monitoring and ensuring end-use of funds:

(a) Meaningful scrutiny of quarterly progress reports | operating statements / balance
sheets of the borrowars:

(b} Regular inspection of borrowers’ assete charged to the lenders as sacurity,




(e} Pedodical serutiny of borrowers books of accounis and the ‘no-lien’ accounts
maintained with other banks:

{d) Periadical wisits 1o the as=isted units;
{e) System of periodical stock audit, in case of working capital finance;

(N Periodical compreheansive management audit of the ‘credit’ function of the lenders,
54 as to identify the systemic-weaknesses in their cradit administration.

(it may be kept in mind that this list of maasures is only illustrative and by no means
exhaustve. )

2.5 Penal Measures

The following measures should be initiated by the banks and Flis against the wilful
defaulters identified as per the cefinition indicated at paragraph 2.1.3 above.

a. No additional facilities should be granted by any bank ! Fl to the listed wilful
defaulters. In addition, such companias {including their eantreprenaurs f
promoters) where panks / Fls have identified siphoning / divarsion of funds,
misrepresentation, falsifization of accounts and fraudulent transactions should
he debarred from instituticnal finance from the scheduled commearcial banks,
Financial Institutions, NBFCs, for floating new ventures for & pariod of 5 years
from the date of removal of their nama from the list of wilful defaulters as
publishad/disseminated by RBICICs,

b. The legal process, wheraver warranted against the borrowers / guarantors
and foreclosure for racovery of dues should be initiated expeditiously. The
lenders may initiate criminal proceedings against wilful defaulters, wheraver
necessary.

¢ \Wheraver possible, the banks and Fls enould adopt a proactive approach for
a change of management of the wilfully defaulting borrawer urit.

4. A covenant in the loan agreements, with tha companies to which the banks /
Fls have given funded / non-funded credit facility, should be incorporated by
tha banks / Fis to the effect that the borrowing company should not induct on
its board @ person whose name appears in the ligt of Wilful Defaulters and



that in case, such & person is found to be on s board, it would take
expeditious and effective steps for remaval of the persan from its board,

It would be imperative on the part of the banks and Fis to put in place s transparent
mechanism for the entire process so that the penal provisions are not misused and
the scope of such discretionary powers are kept to the barest minimum. It should
also be ensured that a saltary or isclated instance i not made the basis for
imposing the penal action.

28 Gun_rmmn furnished by individuals, group companies & non-group
companies

Whila deafing with wilful default of & single borrowing company in 8 Group, the banks
! Fls should consider the track record of the individual company. with reference to its
repayment performance to its lenders. However. in cases whers guarantees
fumnished by the companies within the Group on behalf of the wilfully defaulting units
are nat honoured when invoked by the banks f Fls, such Group companies should
alsc be reckoned as wilful defaulters.

In connection with the guarantors, in terms of Section 128 of the Indian Contract Act,
1872, the liability of the suraty is co-extensive with that of the principal debtor uniess
it is otherwise provided by the contract. Therafore, when a default is made in making
repayment by the principal debtor, the banker will be able to proceed against the
guerantor / surety even without exhausting the remedies against the principal debtor.
As such, where a banker has made a claim on the guarantar on account of the
defauit made by the principal debtar the liabiity of the guarantor is immediate. In
case the said guarantor refuses to comply with the demand mads By the creditor /
banker, despite having sufficient means to make payment of the dues, such
guarantor would also be treated as a willul defaulter. This treatment of non-group
corporate and individual guarantors was mads applicable with effect from September
8, 2014 and not to cases where guarantees were taken prior to this date. Banks/Fls
may ensure that this position i made known to all guarantors at the time o

accepting guaranteas '




27 Role of auditors

In case any falaification of accounis on the part of the barrowers is observed by the
banks / Fis, and if it is observed that the auditors were negligent or deficient in
conducting the audit. they should lodge a formal complaint against the auditors of the
borrowars with the Institute of Chartered Accountants of Incia (ICAl) to enable the
ICAl to examine and fix accountability of the auditors Pending disciplinary action by
ICAl, the complaints may also be farwarded to the RBI {Department of Banking
Supenigion, Central Office) and IBA for records. |BA would circulate the names of
the CA firms, against whom many complairts have been received, amongst all
banks whe should consider this aspact hefore assigning any work to them. RBI
would aiso share such information with other financial sactor regulators | Ministry of
Corporate Affairs (MCA) / Comptoller and Auditer General (CAG].

With a view to monitoring the end-use of funds if the lenders dasire a spectic
sartification from the borowers audilors regarding diversion I siphoning of funds by
the borrower, the lender should award a separale mandate to the auditors for the
purpose. To facilitate such certification by the auditors, the banks and Fls will also
need to ensure thatl appropriate covenants in the loan agreements are incorporated
io enable award of such a mandate by the lenders to the borowers { auditars,

I addition to the above, banks are advised that with & view to ensuring proper enc-
usa of funds and preventing diversion / siphoning aof funds by the borrowers, lendars
could consider engaging their own auditars for such specific certification purpose
without relying on cenification given by borrower's auditors. However, this cannal

substitute @ bank's basic minimum own diligence in the matter

2.8 Role of Internal Audit / Inspaction

The aspect of diversion of funds by the borrowers should be adeguately looked into
while conducting internal audit / inspection of their offices | branches and periodical
reviews on casas of wilful defaults should be submitted to the Audit Committee of the
bank.

2.9 Reporting to Credit Information Companies

{a) Reserve Bank of India has, in exercise of the powers confarred by Section 5
of the Cradit Infermation Companias (Regulations) Act, 2005 and tne Rules



and Regulations framed thereunder, granted Certificate of Registration to i)
Experian Credit Information Company of India Private Limited, (i) Equifax
Credit Information Services Private Limited, (i) CRIF High Mark Credit
Information Servicas Private Limited and tv} Credit Infarmation Bureau (India)
Limited (CIBIL) to commence/carry on the business of credit information,

(b) Banks / Fis should submit the list of suit-filed sccounts and non suit filed
accounts of wilful defaulters of Rs.25 lakh and above on a monthly er mare
frequent basis to all the four Credit Infermation Companies. This would enabie
such information to be available to the banks / Fis on a near real time basis.

Explanation
In this connection, it is clarified that banks need not report cases wheare

(i} outstanding amount falls below Re.25 lakh and

{iiy in respect of cases where banks have agreed for a compromise settiement and
the borrower has fully paid the compromised amount.
(c} Credit Information Companies (CICs) have also been advised to disseminate
the information pertaining to suit filed accounts of wilful defaulters on their
reepective webasites.

3. Mechanism for identification of Wilful Defaulters

The mechanism referred to in paragraph 2.5 above should generally include the
following

(@l The evidence of wilful default on the part of the borrowing company and iis
promaoter / whele-time director al the relevant time shoukd be examinad by a

Committee headed by an Executive Director or equivalent and consisting of two
other senior officers of the rank of GM / DGM

(b} If the Committea cancludes that an event of witful dafault has occurred. it shall
issue a Show Cause Nolice to the concernad borrower and the promoter / whole-
time director and call for their submissions and after considering their submissions
'Ssue an order recording the fact of wilful default and the reasons for the same, An
oppartunity should be given to the borower and the promoter / whale-time director
for & parsonal hearing if the Committes feals such an opportunity is necassary,




(=] The Order of the Commitiee should be reviewed by anothar Committee
haaded by the Chairman / Chairman & Managing Director or the Managing Director
& Chisf Executive Officer | CEOs and consisting, in addition, to heo independent
directars / non-executive directors of the bank and the Order shal! become final only
after it is confirmed by the said Review Committee, However, f the Identification
Committea does not pass an Order declaring 8 barrower as 3 wilful defaulter, then
the Raview Committee nead not be sat up to review such decisions.

(d}  As regard a non-promoter / non-whols time director, it should be kept in mind
that Section 2(60) of the Companies Act, 2013 defines an officer who is in defaull to
mean only the following categories of directors:

(it whole-time director

(i) where there is no key managerial personnel, such director or directors as
specified by the Board in this behalf and who has or have given his or thair
consent in writing to the Board to such specification, or all the directors, if no
director is so specified;

(i) every director, in respect cf a contravantion of any of the provisions of

Companies Act, who is sware of such contravention by virtue of the receipt by

him of any proceedings of the Board or participation in such progeedings and

who has not obiected to the same, or where such contravention had taken place
with his consent or connivance.
Therafore, except in very rare cases, a non-whole time director should not ba
cansiderad as a wilful defaulter unless it is conclusively established that:

|, he was aware of the fact of wilful default by the borrower by wirtue of any

procaedings recorded (n the minutes of meeting of the Board or a Commitiee of

the Board and has not recarded his objection to the same in the Minutes; or,

Il the wilful default had taken place with his consent or connivance.

The above exception will however not apply to & promoter directar even if not a
whole time director.

{iv) A= a one-lime measure, Banks / Fls, while reporting detalls of witful
defaulters to the Credit Information Companies may thus remove the
names of non-whole time directors (nominee directors / independent
directors) in respect of whom they already do not have information about
their complicity in the default / wilful default of the borrowing company.

However, the names of promoter direclors, even i not whole fime
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direclors, on the board of the wilful defaulting companiss cannot be
removed from the existing list of wilful defaulters

(&) A similar process as detailed in sub-paragraphs (&) to {¢) above should be
followed when identifying & non-promater / non-whole time director a wilful
defaulter.

4. Criminal Action against Wilful Defaulters
4.1 JPC Recommendations

Reserve Bank examined, the issues relaling to restraning wilful defaults in
consultation with the Standing Technical Advisory Committee on Financial
Reguiation in the context of the following recommendations of the JPC and in
particular, on the need for initiating criminal action against concernad borrowers, viz.

a. It is essertial that offences of breach of frust or cheating construed to have been
committed in the case of loans should be clearly defined under the existing statutes
goveming the banks, providing for criminal action in all cases where the borrowers
divert the funds with malsfide intentions.

b. it is essential that! banks closely monitor the end-use of funds and obtain
certificates from the borowers certifying that the funds have been used for the
purpose for which these were obtained.

€. Wrong certification should attrac! eriminal action against the borrower.
4.2 Accordingly, banks / Flg are advised, as under
{i)y  Monitoring End-Use of Funds

In reference 1o Para 2.4 of this circular, it is advised that banks / Fls should closaly
monitor the end-use of funds and obtain certificates fram borrowers cerifying that
the funds are ufilised for the purpose for which they were obtained. In case of wrong
certification by the borrowers, banks / Fls may consider appropriate legal
proceedings, including criminal action wharever necessary, against the borrowers.
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() Criminal Action by Banks | Fis

It is essential to recognise thal there 1s scope even under the existing legislations to
initiate criminal action against wiful defaulters depending upon the facts and
circumstances of the case under the provisions of Sections 403 and 415 of the
Indian Penal Code (IPC), 1860. Banks { Eis are, therefore, advised to sericusly and
promptly consider initiating crminal action against wiful defaulters or wrong
cartfication by borrowers, wherevear considered necessary, based on the facts and
circumstances of each case under the above provisions of tha IPC to comply with
our instructions and the recommeandations of JPC.

It should glso be ensured that the penal provisions are used effectively and
determinedly but after careful consideration and dus caution. Towards this end.
banks / Fls are advised to put in place a transparent mechanism, with the approval
of thair Board, for inifiating criminal procesdings based on the facts of Individual
CBEE.

5. Reporting
5.1 Need for Ensuring Accuracy

Credtt Information Companies disseminate informaticn on non-suit filed and suit filed
accounts respectively of Wilful Defaulters, as reported to them by the banks { Fls and
ihersfore the responsibility for reporting corract information and also accuracy of
facts and figuras rests with the concerned banks and financial nstitutions. Banks |
Fls may alzc ensure the facts about directars, wherever possible, by cross-chacking
with Registrar of Companies.

5.2 Position regarding Guarantors

Banks | Fls may take due care to follow the provisions set out in paragraph 3 of the
thie circular in identifying and reporling Instances of wilful default in respect of
guarantors alsa. While reporting such names to RBI, banks/Fls may include 'Guar’ in
brackats | e (Guar) against the name of the guarantor and repan the same in the
Director column.
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3.3 Government Undertakings

In the case of Government undertakings. it should be ensured thal the names of
directors are nol reported Instead. a egend ‘Government of ——— undertaking'
should be added

5.4 Inclusion of Director Identification Number (DIN)

Minisiry of Corporate Affairs had introduced the concept of a Director Identification
Number (DIN) with the insertion of Sections 2664 10 266G in the Companies
{Amendment) Act, 2006. In order to ensure that directors are comrectly identified and
in no case, persons whose names appear to be similar to the names of directars
appearing in the list of wilful defaulters, are wrongfully denied credit faciliies on such
grounds, banks / Fis have been advised to inciude the Director Identification Number
(DIN) as one of the fislds in the data submitted by them to Credit Information
Companies.

Il Is reiterated that while carrying out the credit appraisal, banks should verify as to
whether the names of any of the directers of the companies appear in the list of
defaulters | wilful defaulters by way of reference to DIN / PAN eic Further, in case of
any doubt arising on account of identical names, banks should use indepandant
sources for confirmation of the identity of directors rather than seeking declaration
from the borrowing company.




Format for

hagiz:

The banks / Fls are required to submit
FTP Platform andior in Compact Disks |
hasis, using the following structure (with the same fieic names).

submission

of data on
filed accounts) of Rs.25 lakh & above fo a

cases of wilful
Il four CICs on monthly or more fraquent

Annaex 1
(Refer Para 2.9)

default (non-suit

data of wilful defaulters {non-sut filed accounts) on
CDs) 1o all four CICs on monthly or mare frequant

Field | Field Name Type Wi- Description Remarks
dth

1 SCTG Nurerc | 1 Categary of Number 1/2/4/5/8

bank/Fl should be fed
1 SBl and its associate
banks
2 MNationalised banks
4 Forelgn banks
& Private Sector Banks
& Financial |nstitutions

] BENM Character | 40 | Nama of bank/Fl | Mame of the bank/Fl

3 BKBR Character | 30 | Branch name Name of the branch

4 STATE Character | 15 | Name of state Mame of state in which
branch is situated

5 SENCG Numeric |4 Serial No. Serial No.
8| PRTY Character | 45 | Mame of Party The legal namea |

T REGADDR Character | 96 | Registered Registered Office

addrass | gddress

8 OSAMT Numeric & Cutstanding

amount in Rs.
lakhs (Roundeag
off)

] SUIT Character | 4 | Suit filad or not Type ‘SUIT in case suit |
iz filed. Far other casas
this fiald should be kept

. blank.

10 OTHER_BK Character |40 | Name of other | The names of other
banks! Fls banks/Fls from whom
the party has availed
credit faciiity should be
indicated, The names
may be fed in

abbreviated form eg
BOB for Bank of
Barada, SBl for State

| Bank of India etc.




1 11 DIR1 Character | 40 | Name of director {@ Ful name of
Director should be
indicated.

(b) In case of
Government
companies the |legend
“Gavt. of
undertaking” alone
should be mentioned,
(C) Against the names
of nominee directors of
banks! Fls/ Central
Govt/ Stete Govl,
abbraviation ‘Nom'
should be Indicated in
the brackets,
(d} Against the name of
| independent direciors,
abbreviation Ind'
should be indicaled in
the brackets.
12 | DIN_DIR1 Numefic 8 Diractor . & digit Director
'F‘:“r':i"““;"gm ;| \dentification Number
errosf of the Director at DIR1
13 | DIR? | Character | 40| Name of director | As in DIR1 =
14 | DIN_DIR2 Numeric |8 Directar 8 digit Director
::;Imhﬁ-califgmg Identification Mumber
umber o of the Director at DIR2
15| DIR3 Character | 40 | Name of director | As in DIR1
1§ DIN_DIR3 Mumeariz 8 Eﬁﬁm i 8 digit Director
N of DIR3 |dentification NMumbar
umber ' of the Diractor at DIR3
17 DIR4 | Character | 40 Marmsa of directar As in DIRY
18 DiIN_CNR4 Numeanc 8 Eﬁ;ﬂrﬂﬂ 8 digit Director
N I:T]IH 4 Identification Mumber
bl of the Director at DIR4
19 DIRS Character |40 | Name of director | As in DIR1
20 DIN_DIRS MNumeric 8 :I;irac_tnraﬁm ' 8 digit Director
Ha"hl:m of DIRS Identification Number
umoes of the Director at DIRS




DIN_DIRS

NumEric

Director

gy 8 digit Director
Identification |dentification Number
Number of DIRE | ¢ 4 Director at DIRG
| o Character | 40 | Name of director | As in DIR1
24 | DIN_DIR7 Mumeric |8 | Director 8 digit Director
Identification |dentification Mumber
Mumber of DIR7 | ot yhe Director at DIRT
25 | DIR@ Character | 40 | Name of director | 4 piR1
26 | DIN_DIR3 Mumeric |8 | Director 8 digit Directar
|dentification |dentification Number
Mumber of DIRB | ¢ e Director at DIRE
27 | DIR3 Character | 40 | Name ofdirector | .0 piRY
28 | DIN_DIR® Mumeric |8 | Director 8 digit Director
Identification ldentification Number
Number of DIRS | o ihe Directer at DIRD
20 | DIR10 Cnaracter | 40 | Name of diF@clor | . 0 DIRY
30 | DIN_DIR10 |[Mumerc (& | Director & digit Direclor
ﬁ“;"‘;;:“’”” of | 'dentification Number
u iractor at DIR10
OIR1D of the Dire
31 | DIRM1 Character | 40 | Name of director | .. miR4
32 | OIN DIR11 | Numeric |8 | Director 8 digit Direciar
HE"“:FWW” o | 'dentification Number
urmber of tha Director at DIR11
DIR11
a9 DIE12 Character | 40 Mame of directer A= in DIR1
34 | DIN_DIR12 |Numerc |8 | Director B  digt  Direclor
Identification Identification  Number
Number of | of the Director at DIR12
DIR1Z
35 | DIR13 Character | 40 | Name of director | 4. .o oiRq
36 | DIN_DIR13 |Mumeric |8 | Director & digit Director
l:e"“:jﬁm““” o | Identification Number
umbar fthe Diractor at DIR13
DIR1Z ° S el
37 | DIR14__ Character | 40 | Name of director | As in DIR1
38 | DIN_DIR14 |[Numerc |B | Director 3 digit Diracior
I¢entification Identification Number of
Numbaer of DIR4 | .\ micector at DIR14
Total bytes 953 |




(1} If total numbers of directors excead 14, the name of additional directers may ba
entarad in blank spaces available in the other direciors® columns,

(2) The data / information should be submitted in the above format on FTP Platform |
CD. While submiting the CD, the banks/Fls should ensure that

the CD is readable and is not corrupted / virus-affectad.

the CD is labelled properly indicating name of the bank, name of the list and
pariod to which the list belongs. and the name of list indicated on label and in
the latter are same.

the name and width of each of the fields and order of the fields is stricily as
per the above formai

records with outstanding amount of less than Rs.25 lakh have not been
included.

no suit-filed account has been included.

use of following types of words have been avoided {as lhe fields can not be
properly indexed) | "M/s’. 'Mr', 'Shii' elc.

the words ‘Mrs’, ‘Smt, ‘Dr' etc. have been fed al the end of name of the
person, if applicable.

Except for field "SUIT" and some of the fields from DIR1 To DIR 14 as
applicable, information Is completely filled in and columns are not kept blank

(3) In cese of NIl data, there is no need to send any GD and the position can be
conveyed through a letterfax

(4] A certificate signed by a sufficientty senior official stating that ‘the list of wilful
defaulters has been correctly compiled after duly verifying the detaits thereof and
RBI's instructions in this regard have been sirictly followed' is sent along with the CD,

(5] The technical working group comprising of member banks, IBA and CiCs,
which is headed by CIBIL, will be deciding a new format subsequently.



List of Circulars consolidated by the Master Circular

Annax 2

|
| Sr. Circular No. | Date Subject Para No. |
Ma.
1, | DBOD.No.DL{W).BC.12/ | 20.02.1888 | Collection and 1
20,16 .002(1)/98-99 Dissemination of
Information on Cases of
Witful Default of Rs.25 lakh
and above
2. DB0D. No.DL.BC 46/20. 10.05,1998 | Disclosure of informaticn Anpeay 1
18.002/88-59 regarding defaulting
borrowars - Lists of
Defaultersd Suit filed
accounts and Data on Wiful
Cefault
3 | 01.04.2000 | Collection and 5 and
' DBOD.No.DLIW).BC Dissamination of Annex 1
1614/20.16.002/99-2000 infarmation on defauting
borrowers of banks and
Financial Institutions
4, No.D 22 412.2001 | Collection and 5
16.001/2001-02 dissemination of information
an defaultars
5, MM@-EL A0.05.2002 | WWilful defaulters and action | 2, 2,110
020, 16.003(112001-02 there against 28
Submission of Credit 3
6 ‘.EDUE;ITE' . 1 04.08.2002 | | rmation to Credil 18
| 16.001/2001-02 Information Buraau (CIB)
T DBOD. Mo DL{W).BC.58/ 11.01.2003 | Wilful defaulters and 21, 22
20.16.003/2002-03 Diversion of funds - Action
there against
. DBEOD.Ne Ol BC.7/20.1 20.07.2003 | Wiful Defaullers and action 3
£.003/2003-04 there against
g, 9520, | 17.08.:2004 = Annual Policy Statement for 29
16.002/2003-04 the year 2004-05 -
Dissemination of Credit
| Information - Role of CIBIL
1|:|-. DBEOD Me DL.BC 94/20, | 17 D6 2004 | Annual Policy Stetement a
16.003/2003-04 2004-05 - Wilful Defaulters
= Clasification an Procass




23.07.2004

Checking of wilful defaults
and measures against Wilful
Defaulters

No. DL{VWIBC 87720 16.0

| 032007-08

| 28.05.2008

Wilful Defaulters and action
thare against

2.1

13, | Mail-Box Clarification

17.04.2008

Reporting of accounts under

| compromise settlement

14 | DBOD No.DL

12738/20.16.001/2008-09 |

03.02.2009

298

Submission of information

about List of Defaulters
(non-suit filed accounts) /
Wilful Defaulters (non-suit
filed accounts) on Compact
Disks

Anmex 1

15,
5.042/2008-10

04.03.2010

Grant of 'Cartificate of
Registration' — For
Coemmencing business of
credit information —
Experian Credit Information
Company of India Private
Limited

2.9

18 |p DLEBC.

17. | DBOD.No.DL.BC 110/20

16.045/2009-10

31.03.2010

Grant of ‘Certificate of
Registration' - For
Commencing business of
credit information — Equifax
Credit Information Servicas

| Private Limited

29

11.06.2010

18. | DBOD

f2010-11

No.CID.BC.40/20.15.048

Submission of data to Credit
Information Companies —
Format of data to be
submitted by Credit
Institutions

28

21.09.2010 |

Submission of cradit data to
Credit Information
Companies = Indusion of
Director Identification
Mumber (DIN)

5.4 and
Annex

18, . 1D.BC.
16 042/2010-11

01.12.2010

Grant of Certificate of
Registration' — For
Commeancing business of
credit information — High
Mark Credit Infarmation

28




Sarvices Private Limited

20.

DBOD No.CID.BC 30120,
16.042! =12

05.08.2011

Submission of Credit
Information to credit
Information Companies =
Defaulters of Rs.1 Crore
and above and Wilful
Defaulters of Rs 25 lakh
and above- Dissemination
of Credit Information of suit
filed accounts.

2.8

21,

DBOD No.GID BC.84(20,
1 11-1

05.03.2012

Grant of ‘Certificate of
Registration’ — For carrying
an the business of credit
information = Cradit
Information Bureau (India)
Limnited

2.9

22

96.02.2014 |

Framework for Revitalising
Distressed Assets in the
Economy — Guidelines on
Joint Lenders’ Forum and
Corractive Action Plan

28

23

D.BP 4
04 132/2013-14

26.02.2014

Framework for Revitalising
Distressed Assels in the
Econgmy- Refinancing of
Project Loans, Sala of NPA,
and Other Regulatory
Maasures

27, 54

24

cID
8,003/2013-14

20.1

27.6.2014

Defaulters of Rs 1 crore and

above (non-suit filed
accounts) and Wikful

| Dafaulters of Rs.25 lakhs

and above (non-guit filed
accounts) = Changes in
reporting to RBICICs

29

25

DEOD.Ng.CID. 4112016,
003r2014-15

09.09.2014

Guidelines an Witiul
Defaulters -

Clarification regarding
Guarantor, Lender and Unit

21,28
and 5.2

26

DBR No CID.BC.6020.1
6 056/2014-15

15.01.2015

Membership of CICs

Annex |

2.5and

27

DBER. 1
6.003/2014-15

23.04.2018

Colaction and
Disseminalion of
Information an Wiful




| 28

Mail box clarification

Cefaultars

05.06.2015 | Wilful defaulters-satting up
of the Review Committee

29

Mail box clarificatinn

05.06.2015 | Defaulters/\Wilful Defaulters
-~ Removal of the names of
MNon-whole time directors for
glready classified and
reported accaunts.
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Master Circular on Wilful Defaulters

REV2D14-1673
DBR.No.CID.BC.57/20.15.002/2014-15

July 1, 2014
(Updated up to January 07, 2015)
I} All Scheduled Commercial Banks {excluding RRBs and LABs) and
i} All India Motified Financial Institutions

Dear Sird Madam
Master Clrcular on Wilful Defaulters

RBI has been recehdng references from banks and other agencies seeking clarification as well as posing cerain Issues
concaming the waroue guidelnes contained in the current Master Circular on \Willul Defaulters, These references have
bean examined and the Master Circular has been madifisd accordingly, A copy of the same is attached

2. While quite a few of the modifications in the guidelines are definitional and clarificatory in nature, cenain substaniive
changss have bean made 10 bring in greater transparency and accountability in the due procass required o be adopted
for entiication of Willul Defauliers (paragraph 2 5(d) and 3} Further, in wew of the limite. rale of non-promoternan-
whole tme directors [Nominee and Independent directors) in the management of & company's debt contracts their
rames shall now be excluded frem the list of Wil Defaulters, except In the mrest circumstances which lso have besr
specified at paragraph 3 of the Master Circular,

4. The modifications to the Master Circular have bean fumnished separatedy in the Annex,

Yours faithfully,

(Sudarshan Sen)
Chief General Manager-in-Charge

Annex
Modifications to Master Circular on ‘Wilful Defaulters'

(i} The meanings of terms 'Lender’ and 'Unit’ have been cladfied at paragraph 2.1 &s per the circular dated Segtember 9.
2014 an Guidelines on Wilful Defaulters.

{it) Paragraph 2.2.1(c) has bean changed as below:

Transterring borrowed funds to the subsidianes / Group companies or other corporates by whatever modalities

{lif}y Paragraph 2.5(d) has been charged as below:

A covenant in the loan agreements with the companies In which the banks/Fls hawe significant stake, should be
incorporated by tha banks/Fla to the effect that the borrowing company should not induct o its board a sarson whoge
name appears in the list of Wilful Defaulters and thet in case, such a person is found to be on its board. It would take
expeditious and efiective steps for remonal of the persan from its board. It would be imperative on the part of the banks
and Fis to put in place a iransparent mechanism for the entire process so that the penal provsions are nol misused and

the scope of such discretionary powers are kept to the barest minimum. it showld also be ensured that a salitary or
solated instance i not made the basis for imposing the panal action,

{iv) Paragraph 2.8 on guaraniees fumished by individuals, group companies and nonN-group companies have bean
modfied as per the circular 'Guidelines on Willul Defaulters — Clarification regarding Guarantor, Lender and Unit' dated
Seplember 8, 2014,

v Paragraph 3 on 'Grievances Redressal Mechanism' would now be titled 'Machanism for idantification of VWilkul
Defauiters' and read as balow:

The transparent mechanism refermad to in paragraph 2 5{d} sbowe shaud genemslly include the following:

a. The evdence of wilful default on the part of the borrowing company and its pramoten'wholedime director at
the relevant time should be examined by a Committes headed by an Executive Director and consisting of
two other senior officars of the rank of GM/DGM.

b. I the Committes concludes that an event of willul default has occurred, it shall issue a Show Cause Notics

to the concemed borower and the promoter'whole-ime director ard call for their submissions and afier

. considenng their submissions Issue an order reconding the fast of wilful default and the reasons for the
game. An opportunity should be given 1o tha borower and the promoter'whole-lime disector for a peraonal
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hearing if the Committee B&is such an opportunily s NECcessary,

& Tha Order of the Commities should be reviewed by anothes Commiltes headed by the Charman / CEQ and
MO and consisting, In addition, of twa Independent directors of the Bank and the Craer shall bacoma final
onky after it is confirmed by the said Redew Commitias,

d, As regard a nan-promaternon-whole time director it should be kept in mind that Section 2{60) of the
Companies Act, 2013 defines an aficer whe i in defaull to mean caky the fallowing categories of directors:

i, Whole-time director
i, where there is no ey managarial personnel, such direclor or directars as specified by the Board in this

hehalf ardd who has of have given his or their cansent in writing to the Board to such specification, or all the
directars, if no director is 50 specibed,

i, ewery director, in respect of a contravention of amy of the provsicns af this Act, who is aware of such
contravention by wriue of the recaipt by him of any proceedings af the Board or paficipation in such
proceedings and who has nat objected to the same, of whare such contravention had laken place with his
consent or Connivance.

Tharefore, excepl in very rare ¢ases, a non-whole time director should not be considered as a wilful dafaufter Uniess it is
conclusively established that
| he was aware of the fact of witful default by the porowar by wirtue o mﬂLﬂnﬁMmhmﬂpmﬂm tha Mirutes of the

Bosard or a Committes of the Board and has not recarded fis objection to the same in the Minutes. of
il tne witful default had taken place with his consent or connhyance,

A similar process as detailed in sub paras (a) tu {c) above should be foliowed when igentifying a non-promoternon-
whole time director as a wilful defaulter,

i) Paragraph 5.7 on ‘Need for ensuring Accuracy’ with respect to reporting would read as befow

REl / Credit Infkemation Companies dissaminate information on non-suil filed and sult filed accourits respectively of
Wilkul Defaulters, as reported to them by the manks | Fls and therefora. the responsibility for reporting comect
informatian and also accuracy of facts and figures rests with the concemed banks and financial institutions.

{wil) Paragraph 5,2 has now been litled ‘Position regarding guarantors’ and containg instructions issued wde the circular
dated September 9, 2014, Position regarding Independent and Nominee Directors has now been incorporated in
paragraph 3.

(i} Remark o) against field 11 of Annex 1 is. daleted as it is no longer required.

Master Circular on ‘Wiltul Defaulters’
Purposs

To put in place 3 system Io disseminate credit information pertaining to willful detaulters for cautoning banks and
fnancial institutions so as to ensure that further bank finance s not made awilabie 1o them

Application:
To all scheduled commarcial banks [excluding RRBs and LABs) and All indsa Notifed Financial Institutions.
Structure:

1 | Introduction
3 Guidelines esued on wilful defaulters on May 30, 2002
2.1 Definition of Witful Detault
2.2 Dnersion and siphoning of furnds
2.3 Cut-off limits
2 4 End-use of Funds
2.5 Penal meaaguras

Guarantees furvished by individuals, group companies & non-group
COMpPAaniss

P 2.8
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2.7 Role of Augions

28 Raole of Infemal Audit / Inspectian

2.9 Reporting to RBI / Cradit Information Companies
3 Mechaniem for identfication of Wil defaulters
4 Corminal Action against Wilkul Dafauliers

4.1 J P C recommendations

4.2 Monitonng of End Use

4.3 Criminal Action by Banks / Fls

5 Reporting

5.1 Need for Ensuring ACcuracy

9.2 Pesition regarding Guaranlors

5.3 Govwemmeant Undertakings

5.4 Inclusion of Directer Mentificatian Number (DN}
& Annex 1 - Reporting Format

Annex 2 - List of Circulars consolidated

1. Introduction

Pursuant to the instructions of the Cantral Vigilance Cemmission for collection of information on willul defaults of Re 25
lakhs and abowe by RBI and dissemination to the reporting banks and Fis, a scheme was framad by RBI with efiect from
18t April 1589 under which the banks and notifed All India Financial nstitutions were required fo submit to REI the
details of the willl defaulers. Wiltul default broadly covered the fdlowing

a] Celiberate non-payment of the dues deepite adeguate cash flow and good networth:

bi Sipharing off of funds to the detiment of the defaulting unit;

c} Assets financed either not baen purchased or been sold and proceeds hawe been misutilisad:
d] Micrepresentation / falsification of records;

&) Disposal / removal of securities without bank's knowladge,

f) Fraudulent transactions Oy e bomowar,

Accordingly, banks and Fls Flaried eporting all cases of wilful defaults, which occumed or warne detectad gfier 31t
March 1999 en a quarterly basis. It covered al| non-periaming bomowal accounts with outstandings (funded fazilites and
such nonfunded facilities which are convered inta funded facilities) aggregating Rs.25 |akhs and abowe identfied as
wilful defsull by a Committes of higher funclionaries headed by the Executive Director and consisting of two

detected. In caza of congarfiummultiple lending, banks and Fls were advised that they report witful defaults to ather
participating/financing banks also. Cases of wilful defaulls &t overseas branches are required to be reported if such
disclosure is permitted under the laws of the host country

2, Guidelines issued on wilful defaulters

Further, considering the concems expressed over the persistence of willul defaull in the financial system in the 8ih
Repart of the Pariament’s Standing Committes on Financa on Financial Institutions, the Reserne Bank of India, in
consultation with the Gowernment of India, constituied in May 2001 a Werking Group on Wilkd Defsulters (WGWD)
under the Chairmanship of Shn 5. 5, Kohil, the then Chaiman of the Indian Banks' Association, for examining same of
the recommendations of the Committes, The Group submitted Hs repant in Novernber 2001, The recommendations of the
WGWD were further examined by an In House Working Group constituted by the Resene Bank Accordingly, the
Schema was further revised by RBI on May 30, 2002

The above schame was in additian 1o the Scheme of Disclosure of Information on Defauiting Bomowers of banks and Fis
" intoduced in Apel 1994, vide RBI Circular DBEOD.No. BCICIS/47/20.16.002/04 dated 23 April 1594,
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2.1 Definition of wilful default

The term ‘lender’ appearing in the circular covers all banks/Fls to which any amount |s due, provided it |s arising &n
account of any banking transaction, including off balance sheet iransactions such as dervatives. guarantes ang Letter
of Cradit

The term “unit” appearing therein has to be taken t2 Include indiaduals, juristic persons and all other forms of business
entempnses, whether incorporated or not. In case of business enterorises (other than companies), banks/Fls may alsa
report (in the Director column) the names of those pesons who are in charge and responsible for the management of
the affairs of the business enterprise.

Tha term “wilful default™ has been redefined in supersessien of the earlier defnifion as under
A "wilful default” would be desmed to have occurred if any of the follewing events is neted:-

(@) The unit has defavlted n meeting i'e payment | repay ment obligations te the lender even when it has ihe capacily lo
honaur the said obligations.

(b) The: uniz has defaulted |n meeting Its payment ! repaymant coligations to the lender and has not ulilised the finance
from the lender for the apesific purposes far which finance was avaled of but has diverted the funds for other puposas,
(¢} The unit has defaulted in meeting its payment / repayment obligations to the lender and has siphaned off the funds

50 that the funds hawe not been utilised for the specific purpose for which finance was availed af, nor ame the funds
avallable with the unit in the form of ofher assefs.

[d} The unit has defaulted in meeting its payment | repayment obligations to the lender and has also disposed of or
removed the movable fixed assets or iImmowsbie property gven by him or it for the purpose of Secunng a fterm Ioan
without the knowledge of the bank/larder

2.2 Diversion and siphoning of funds

The terms “diversion of unds” and “siphoning of funds” should construe to mean the followeng -

2.2.1 Diversion of funds. referred to at para 2.1(b) above, would be construed to include any one of the undemaoted
OCcumances:

{a) utilisation of shor-term working capital funds for langtemmn purposes not in canfarmity with tha tarms of sanction:

(b} deploying borowed funds for purposes ! activties or creation of assets other than thase far which the loan was
sanctioned,

{c) transferming bormowed funds to the subsidianes / Group companies or ather corporates by whatever modalibes:

(d} routing of funds throwgh ary bank other than the lender bank or members of consorium without oror permission of
the lender;

i8] imestment in cther companies by way of acquiring aquities / debt instruments without appronal of lenders:
(f shorfall in deploymeant of funds vs-a-s the amaunts disbursed / drawn and the diference not being accounted for.

2.2.2 Biphoning of funds, refemed 1o at para 2.1(c) abowve, should be conatrued to accur if any funds bormowed from
banks | Fls are ulilised for purposes un-related to the operations of the bormower. to the detriment of the financial health
of the entity or of the lender. Tha decision as to whether a paricular instance amounts la siphoning of funds would hawe
to be a judgemant of the lenders based on obyective facts and circumstances of the case,

The identification of the wilful efaull should be made kesping in view the track record of the borrowers and should not
be decided on the basis of solated transactions/incidents. The delult to be categorised as wilhud musl be inbentionzl,
deliberate ard calculated.

2.3 Cut=off limits

While the penal measures indicated at para 2.5 below would nermally be attracted by all the borrowers identified as
wilful defaulters or the promoters involved in drersion [ siphoning of funas, keeping in view the present limit of Rs, 25
lakh fixed by the Central Vigilance Commissian for raporting of cases of wilful default by the banks/Fis 1o REI ary wilful
defaulter with an outstanding balance of Rs, 25 lakh or more, would attract the panal measures slipulated at para 2.5
below. This limit of Rs. 28 lakh may also be applied for the purpose of taking cognisance of the instances of 'siphoning’ /
divevsion’ of Linds

Z.4 End-use of Funds

the Chartered Accountants for the purpage, In case of shart-term comporate / clean leans, such an approach aught to be
supplemanted by 'dus diligence’ on the part of lenders themselves, and to the extent possible. such loans should be
¢ limited to only those barrowers whose infegrity and refiability are above board. The Eanks and Fis, therefore, shauld not
tepend entirety on the cemficales issuad oy the Chartered Accountants bul strengthen their intemal canfrals and tha



Needless to say, Bnsunng end-use of funds by the banks and the Fis should form a part of their |oan palicy document

for which appropriate measures should be put in place. The following ara some of the ilustrative measures that could be
taxen by the lenders for manitoring and ensuring end-use of funds

(d) Periedical vsits o the assisted units:
(@) Systam of periadical stock audit, in case of warking capital finance:

if} Penodical comprenens v management audit of the 'Cradit’ functian of the lenders, 50 as 1o identify the systemic-
weaknesses in the cradit-administration

it m=y be kept in mind that this list of measures is only illestrative and by no means exhaustiva_)
2.5 Panal measures

I order to prevent the BLCESS 1o the capital markets by the willul defaultors. & copy of the list of wilful defaulters (mon-
suit filed accounts) and list of wilful defaulters (suit fileg BCCounis) are forwarded fo SERI by RBI and Credit Informatinn
Bureau (India) Ltg, ICIBIL) respectialy,

The following measures should be intiated by the banks and Fls 2gainst the willl detaulters identified as per the
definition indicated at paragragh 2.1 aboe:

8] No adaitional facilities should be granted by any bank ¢ Fl to the listed Wilkd gefaulters. In addition. the Enireprengurs
/ promoters of companies whers banks / Fls have identifad siphoning / diversion of funds, misrepresentation
falsification of accounts and fraudulent transactions should be debared from institutional finance fom the scheduled
commercal banks. Devetopmeant Financial Institutions, Gowmment owned NBFCs, Imestment Institutions atc. for
floating new veniures for & peficd of 5 yaars fram the date the name of the willful defaulter is published in the fist of wilful
defauliers by the RBI

d} A cowenant in the lean agreements with the companies in which the banks/Fls hawe significant stake should ba
incorporated by the banksiFls 1o the effact that the Damesing company sheuld not Induct on its board a person whose
Rame agpaars in the list of VWiliul Defaulters and that in casa Such a person is found to be on its board, it would take
expeditious and eflective stape for removal of the besan fom its board. it would pe imperative on the part of the banks
and Fiz to put in place a transparent mechanism for he entire process so that the penal provisions are net misused and
the scope of such discretionary powers are kept to the bares! minimum |t should also be ensured that 8 solitary ar
isolated instance is nat made the basis for Impasing the penal action,

1.8 Guarantees furnished by individuals, group companies & non-group companies

While dealing with wilful defaull of a single bemowing compary in a Group, the banks /Fls should consider the track
record of the indnidual Company, with mference te He repayment performance {o its lenders. Howewer, in cases whena
Quarantess fumshed by the companies within the Group on bekalf of the wilkdly gefaulting units are ne henoured when
invoked by the banks (Fis, such Group companies should also e reckoned as wilful dessulters.

debior unless |t i3 otherwise Frovided by the contract. Therefore, when a default is made In making repayment by the
principal debtor, the banker will be ahie te procead against the guarantarfsurely even without exhausting the remedies
aganst the principg! debtar As such, where a banker has made a clam on the guarantor on account af the cefaul}
made by the prncipal dettor, the liablity of the guarantor & immediste. n ©ase the said guarantor refuses 1o comply
with the demand mage by the creditor/banker, deepite having sufficient means to make payment of the dues, such
guarantor would also be treated as 8 wiili defaulter. It is clarified that this treatment of non-group corporate and
indhedual guarantors would apply anly Frospectivaly and not to cases whare guarantees wase taken prics to this circular.
Banks/Fls may ensure that this position is made known ia sl prospective guarantors g the time of accepting

2.7 Role of auditors
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In case any falsificalion of Accounts on the pand of the bamowers s obsened by the banks / Fls, and if it is ohsered that
the auditors were negligent or deficient in conducting the sudit, they should lodge & formad complaint against the
auditors of the bomawers with the Instilute of Chantered Accountants of India (ICAl} to enable the ICA) I examine amd fx
accourtability of the auditors Pending disciplinary action by ICAl the complaints may alst be forwarded to the RE|
(Depariment of Banking Supendsion, Central OMice) ard IBA for records. IBA would circulate the names of the CA firms
against whom many complaints have been receied amonget all banks whe should consiger this aspect befora
as$igning any wark to them. RE| would also share such Information with other financial sector regulatars/Ministry of
Corparate Aflirs (MCA) / Comptroller snd Auditor General (CAG).

With a vew 1o menitafing the end-use of linds, if the lsnders desire a specific certification from the bemowers' auditors
regaring diversion / siphoning of funds by the borowes, the lender should award a separate mandate 1o the audiiors for

N addition ta the abowe banks are advised tha with a view 10 ensufing Froper end-use of funds and prevanting
dlmionfslphnning of funcs by the oomawers, lenders could consider engaging their own auditors for such specific
cefificabon purpose without ralying on certification gnen by borower's auditors. Howeser, this cannot substitute bank's

2.9 Reporting to RBI/ Credit Information Companies

(8} Banks/Fls should submit the kst of suit-filad accounts of witlul defaulters of Rs. 25 lakh and above a5 at end-March,
June, September and Decembar e\ery year lo a credd information Company which has obtained cerifeate of
registration from RBI in terms of Section 5 of the Credit Information Companies (Ragulation) Act, 2005 and of Which it is
8 mamber, Resene Bank of India has, in axercise of the povers conferred by ihe Act and the Rules and Regulaticns

(i} Equifax Credit Information Sanices Private Limited, (i) CRIF High Mark Credit Information Sendces Private Limited
and (iv) Credit Infarmation Bureay (Indéa) Limited (GIEIL) 1o commencelcamy on the business of credit information. Credit
Infermation Companies {CICs) hawe also been advised o disgerminate the information peftaining to suit fled accounts of
Willul Defautters en their respective websites,

(B} Banks / Fis shoutd, however submit the quartery list of wilfil defsulters Whnere suits have not bean filed only to REI
in the format giver in Annex 1.

arder to make the cumrant syster of banks/Fls reporting names of syit fleg accounts and nan-suit fled accounts

() In
of Wilkdl Defaukers and its @vailabilily to the banks by CICs / RBI as current as possible, banks ! Fis are advsad bo
forward data cn wilful defaclters to the ClCs/Reserwe Bank ar the aarliest but not |zter than a manth fom the rmporting

d) Afer examining the recomnmendations of the Committes 1o Recommend Data Format for Fumishing of Credit
Information to Credit Information Companies (Chairman: Shri, Aditya Pus) it has been decided to implement the
fellowing measures with regard o reporling and dissemination of information on willis detaulters:

2. Banks/Fls may continue to umish the data on wiltul defaulters (non-sult fled accounts) of Rs. 25 |akhs ang
above for the quarter ending June 30 2014 and September 30, 2014 to RBI in the existing farmat,

o In terms of Credit Inforrmation Companies (Regulation) Act, <0035, banks/Fis are advised to fumish the
aforementioned data in respect of willul defaulters (nan-suit filad accounts) of Rs. 25 lakhs and above for the
Quarter ending December 31, 2014 to CICs and not to RBIL Thereafter banks/Fls may continue ta furmish
data in respect of wilki defaulters to CICs on a manthly of a8 mone frequent basis. This would enable such
informeation to be avadable to tha banks/Fls en a near real time basis,

Explangtion
In this connection, it is clarified that banke need nat repart cases wharg

(I} outstanding amoeunt falls below Rs 25 lakh and

() In respect of cases where banks have agreed for & compromise settiement ang the Borrower has Wully paid the
compromised amount,

3, Mechanism for identification of Wilful Defaulters
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The trans panent mechanism referred o in paragraph £.5(d) abowe should oenzrally include tha Bllowing:

(a) The evdenca of wiful default an the part of the Lormewing company and its promater’whala-time director at thia
relevant time should he examined by & Commiltes hesded by an Executive Director and cansisting of two other senior
officars of the rank of GM/DGM.

ib) If the Committee concluges that an ewvent of wilful cefauh has occurred, it shall issua a Show Cause Notice to the
concerned bomower and the promoter'wholedime director and call for their submissions and after cansidenng their
submissions =sue an oder racording the fact of wilfyl default and the reasens for the same, An oppartunity should be
given o the borower and tha promater'whole-time director for 3 personal hearing if the Committes feels siuch an
oppartunity ig necessary

(c) The Order cf the Committee should be reviewed by anather Committee headed by the Chairman / cEQ and MO and
consisting, in addition. of two independent directors of tha Bark and the Order shall eecome final only ater it ig
confirmed by the said Revew Commiltes.

id} A regard 3 I'lﬂn—p-mrnm:un’n-cr_n-'ﬁhnfﬂ tire director, it showld be Kept in ming that Saction 2(B0) of the Companies

\iif} every director in respec! of a contravention of any of the provisions of thig Act, who is aware of such conlravention
by wirtua of the receipt by him of any praceadings of the Board or participation In such proceedings and who has nat
objected to the same, gr where sLch contravention had taken place with s consent or connivance,

Tharefore, except n VETY rare cases, a non-whaole time directar should not be considared as a willal defaulter untess it &
conclusively established thas

. he was aware of the fact of wiful default by the borrower by virlue of any proceadinge rgcorded In the Minutes of the

I the wilful detault Fad taken place with his Consant of conniance

A similar process as detailed in sub Paras (a) ta {¢) above shouwd be fellowed when tentifying a non-promoternon-
whola tima director as a witful defailter,

4. Criminal Action against Wiltul Defauiters
4.1 J.P.C, Recommendations

a. It is essential that offences of breach of trugt or cheating construed to have been committed in the case of loans
should be cleary defined under the axizting statutes goweming the banks, wovding for erminal action in &ll casasg
where the bormowers divert the furids with malafide intestions.

b. It is essential that banks cloasly monitar the end-use of funds and obtain certificates from the borrwers certifying
that the funds hawe been psad for the purpose for which these wems obtained.

C. Wirong certification should attract criminal sction against the bomower,

4.2 Monitoring of End Use

Banks / Fls should closely monitor the end-use of funds and obtain certifcates fom bormowers cerifying that the funds

4.3 Criminal Action by Banks/ Fls

[t iz essentizd 15 recognise that there is Scape even under the existing legisiations to initiste criminal action against
wilfiul defaulters depending upon the facts and circumstances of the case under the provisians of Sections 403 and 415
of the Indian Penal Code (IPC) 18680. Banks / Fis are, therefore. advised to sariously and prompily consider initiating
criminal action against wiltiul defaulters o wiong centification by borowers, wherewes tonsiderad necessary, based on
the facts and circumstances of #ach case under the above provsions of the IPC to comply with our instructions and the
recammendations of JPC.
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of their Board, for initiating erminal proceadings based on the facts of individual case.
5. Reporting
5.1 Need for Ensuring Accuracy

RBI ! Credit Information Companies disseminate Infarmatian on nan-suit fled and suit filed dcCounis respectively of
Willul Defautters. 45 reported to them by the banks / Fls and tharefora, the responsibillty for reporting corect
information and also at-CUracy of facts and figures rests with the concemed banks and fnancial institutions,

5.2 Position rega rding Guarantors

Banks/Fls may take dus care to follow the provisions =et out in paragraph 3 of the Master Circulsr on Wik Defautiers
dated July 1, 2014 in identifying and reporting instances of wilful feBult in respect of guarantors also, Whike reparting
Such names to RBI, banks/Fis may include "Guar” in brackets i e (Guar) against the name of the guarantor and report
the same in the Directar column

5.2 Government Undertakings

In the case of Govemment undertakings, it shouwld be onsured that the names of directors are mat to be reported,
Instead, a legend "Gevarnmant of undertaking” shauld be added,

Information Companias,

It s reiterated that while Camymg out the credit appraisal, banks should verify as 1o whether the names of any of the
direciors of the companies appear in the list of defaulters, wilfl defaulters by way of refarence te DINFAN etc. Furiner,
in case of any doubt ansing on account of identical names, banks should use Independent sources for confirmation of
the identity of directors rather than seaking declaration from fhe Borrowing company .

Annex 1
(Refer Para 2.9)

Format for submission of data on cases of wilful default (non-suil
filed accounts) of Rs.25 lakh & above to RBI on quarterly basis:

The banks/Fls ane required to submit data of wilkul detaulters Inon-guit fled accounts) in Compact Disks {CDs) to RBI an
Quarterly basis, using the following structure (with the same fizid namas):

: Field Wi-
Field s yipe dth Description Remarks

1 BCTe Mumerig 1 Category of bank/FI Number 1/2/4/6/& should be fisg
1 5Bl and its associate banks
2 Natienalised banks
4 Foreign banks
B Priate Sactor Banka
B Financial Institutions

£  BENM Character 40 Name of bank/F | Mame of the bank/F]

3 BHKBR Character 30 Branch name Mame of the branch

qd STATE Character 15 Nama of state Marme of state in which branch iz situated

5 SBRNO Murmiere 4  Serial Mg, Serial Na

& PRTY Character 45 MName of Party The legal name

f REGADDR Character 95 Registered address Registared Office address

8 OSAMT Numeric g Sulstanding amount in

Rs. lakhs {Rounded offy

Type 'SUIT in case suit is filed, Far other

r 9 sum Character 4 Sult fled or not cases this field should be kept blank
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10 OTHER_BK Charseter
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4l  Name of other banks/ Fis The names of ather canks/Fis from whom

Character 40 Marme of dirsctor

1 DIR1

12 DIN_DIR1  Numeric
13 DIRz2 Character
14 DIN_DIRZ Mumeric
15 DIR3 Character
16 DIN_DIRZ  Numeric
17 DIR4 Character
18 DIN_DIRE  Mumeric
18 DIRS Character
20 DIN_DIRS  Numeric
21 DIRS Cheracter
22 DIN_DIRE  Mumeric
&3 DIRT Character
24 DIN_DIR? Numerc
25 DiRg Charactar
26 DIN_DIRE  Numeric
27 DIRS Character
28 DHN_DIRD  MNumeric
28 DIR1D Charmacter
30 DIN_DIR10  Numeric
31 DR Character
42 DIN_DIR11  Numeric

a8

44p

a0

40

40

B

Director dentification
Number of DIR1

Mame of direcior

Director entidcation
Muimber of DR

MName of director

Director identificatian
MNumber of DIRA

Marme of director

Directar ldentifization
MNumber of DIR4

MName of director

Director loentification
Mumber of DIRS

Mame of directar

Director identification
Mumber of DIRS

Mame of directer

Dirsctor Identification
Number of DIRT

Name of director

Diractar identification
Number of DIRA

MName of diractor

Diiractor Identdication
Mumber of DIRG

Name of director

Lirector Menatification
Number of IR0

Mame of ulr_a::bnt

Director Identification
Number of DIR11

the party has availed crect aeility should
e indicated. The names may be fed in
abbredated form e.g. BOB for Bank of
Baroda, SBI for State Bank of India efo.

() Full name of Directar should be
indicated.

(b} In case of Government companies the
legend "Gouw. of —_undenaking” algne
shouid be mentignad

i¢] Against the names of romines
directors of banks/ Fls! Central Gou.y
State Gest.. abbrevation Nom' shoukd be
indicated in the brackats

(d) Agains! the name of indepardant
directors, abbredation ‘Ing’ shaild  be
indicated in the brackets,

8 digit Director Identification Nurmber of the
Director at DIRY

Az in DIR1

8 digit Director identification Number of the
Director at DIRZ2

A% in DIRT

B aigh Director Identification Number of the
Director at DIR2

Az in DIRY

B digit Director Identification Number of the
Director at DIR4

As In DR

8 digit Director [dentficatian Number of the
Director at DIRS

As in DIR1

& digit Director lgentification Number of the
Director at DIRS

As in DIRY

8 digit Director Idenfification MNumber of the
Cirectar at DIRT

Asin DIRT

B digit Director Identification Number of the
Direclor at IRE

As in QIR

B digit Director Igentfication Mumber of tha
Director gt DIRG

Ag i DIRY

& digit Director identification Number cfthe
Director at DIRA0

&% in DIRY

B digit Director Identification Number of ihe
Director at DIR1+



ki
33

i
35
36

37

k.

(1) If total

Feseng Bork of fngig « Molificationg

DiRiz2 Character 40 Mame of directeor As in DIRY

, Directar Kentificatian 8 digit Director Identificatian Number of the
ONDIR12 Numenc g Number of DIR 12 Director at DIRT2
DIR13 Character 4 Name of directar As i DIRT

\ Director Identification B digit Direcioe Identification Mumbar of the
OIN_DIR13 Numeric Number of DIR13 Ditector al DIR {3
DIR14 Character 4p Name of direciar As in DIR1

. Dérector ldentification 2 digit Director Kentification Number of the
OIN_DIR14 Numerc Number of DIR14 Director at DR 414
Total bytes 053

numkers of directors excend 14, the name of additional direelars may be entered in blank Spaces aailable in

the other drectars columns.,
{2) The data / itformation should be submitted in the above format in Compact disks as -Ubf file only. While

submitting

the CD, the banks/Fis ghayld Enswe thal:

the CO is readanle and is mgp Comupted / vrus-affactad

the CD is labelleg Propedy indicating name of the bank, nama of the list and pariod to which tha list belongs
and the name of ligt ndicated on label and n the latter are sama

the name and width af each of the ficids ang order of the fields is sinctly as per the abowe fermal.
records with autstanding amount of jegs than Rs.25 jakh hawe naot been inchuded
no guit-filed account has been inclugded,

use of following types of words hawe been awoided (as the fialds €an not be propery Indexed) - Mg Mr,
'‘Bhi” ete.

the words ‘Mrs', ‘Smt*. oy ElC. hawe been fed at the end of name of the Ferson, if applicable.

Except for field "syum and some of the fislds fram DIR1 To DIR 14, as applicable, information 15 completaly
fillad in and columne are nol kepd blank,

(3)In case of 'Nil' data, there is o heed to send any CO and the position can be comeyed through a lettertax,

4] A ceificate signed by a sufficiently seniar official stating that ‘the list of wilfyl defaulters has bean corectly compilad
after guly verifying the details thereof and RBIs instructions in this regard hawe baan striclly followed’ is sant alang with

the CD,

Annex 2
List of Circulars consolidated by the Master Circular
Circular No, Date Subject F;ﬂ"
Callection and Disseminaticn of
DE-EIE}.N:I-EI_[W].EC. 12120, 16.002(1)y08-50 20,02 1959 Information on Cases of Wikl 1
Dafault of Rs_25 lakh arn_:l abgve
DBOD.Ne.DL.BC. 48/20.16.002/98-00 10.05.1899  Disciosure of information reganding
defaulting bormowers - Lists of FT——
Defauiterss Suil filag dCcournts and
Data on Witk Defaudt
01.04.2000 Collection and Dissemination of

DBOD. Ne.DL(W).BC 161/20.16.002/98-2000 information cn defaulting bonowers Aﬁr:;'“1
of banks and Financial Institutions

i f
22.12 3004 Callection and disseminatian o

4. DBOD.Mo.OL BC.54/20.16.001/2001.02 information on defayfiers .
DBOD. No. DL(W).BC.110/20. 18.003(1)/2001- Wittul defaulters and action 22110
II 2 [1)e] 30.05.2002 Thereagainst 2.8
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Submission of Credit Information
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funds - Acticn thereagainst

Wiliul Defaulters and action
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- Role of CIBIL

29

21,22
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vannual Policy Statement 2004-05
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on Process
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Wilhul Defaulters and action
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Disks

Grant of ‘Cerdificate of Registration
- For Commencing business of
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Credit information Company of
India Private Limited

Grant of 'Cerificate of Registration’
- Far Commancing business of
credit information - Equifax Credit
Information Serdces Private
Limited

Submission of data to Credit
Information Companies — Format
of data to be submitted by Credit
Inattutians

Submission of credit data to Credit
Information Companies — Inclusion 5.4 and
of Director identification Mumber Annexi
{DIN)

Grant of 'Certificate of Registration’
- For Commencing business of
credit inkarmation — High Mark
Credit Information Serdces Privale
Limited

Submission of Credit Information
to credit Information Companies -
Defaulters of Rs, 1 Crore and
gbove and Witkul Defaulters of Rs.
25 lakh and above- Dissemination
af Credit Information of suit $lad

2.8

29

28

29
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[ADJUDICATION ORDER NO. BM/A (- 132 2013

In respect of

Naresh Chandra Sharma

(PAN: ADWPS61541)

In the matter of Bk of Rajasthan L,

investigation into the affairs of Bank of Rajasthan Ltd, (hereinafier refemed 1 a5 'BoR)
during the period June 2007 b December 2009 (herefnafier referred to as the "investigation
period’). Investigations reveaied that the promaters of Bo [ad by Mr, Pravin Kumar Tayal,
along with soeme tempanies that were connected 1o Mr. Pravin Kumar Tayal and/ or his
relatives, by way of their continuous disclosure, publicly announced thar their stake had come
dawn from 44, 18% ag on quarer ending June 2007 1o 28.61% 2 o quarter ending December
2002, However, Tt was alleged, though as per disclosure thejr holding seemed 1o have
reduced. but in reality 1he holding of the promoters Bctually increased with the acijye
collusion of front entities. [y was alleged that the promoter companies of BoR and some
companies that were connected 1o Mr Pravin Kumar Tayal 2nd! or his relatives transferred
shares of BaR in the off market and funds 1o ofher connected! related companies and als
maade third party PEYmEnts o certain brokers as consideration for purchase of shares of BoR
by related’ connected cempanies from the market, Thus. & was alleged that the shareholding
of the promoters of BoR with persons 4Cling in concert {PACS) had increased from 46.80% in
June 2007 ta £3.15% in December 2000, 11 was alleged that while the PrOmoters conveyed
the impression that they were reducing their sharehalding, they did 1ot dilute their controlling
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stake In BOR. On the contrary they s acially increased thej; holding in a deceprive
manner with the active collusion of their front entities and allegadly made wiong disclosures
10 the exchange,

In view of the above it was alleged that Naresh Chandra Sharma (hereinafier referred to s
‘the Noticee'), as a directar of Eskay K'nit {India) Ltd. (hereinafjar referred 10 as "Eskay') o
tompany connected’ reluted to Pravin Kumar Taval and/ ar hiz relatives, through the hove
metions vielated Seciion 12 4 (), (b)) and (¢) of Securities and Exchange Board of India Act,
1992 (hercinatter referred 1o as 'SER] Act’) and Regulation 3(a), 3{k), 3ied, Hd), 41 and
42X0 of SEBI [Prohibition of Fraudulent and Unfair Trade Practices) Regulation, 2003
(hereinafter referred 1o as ‘PFUTP Regulations’). The above violations make the Noticee
liable for monetary penally under Section 15 HA of the SER] Act,

i 1™

[ was appointed as the Adj udicating Officer, vide order dated January 235, 2012, under Section
15 I'of the SEBI Act read with Rule 3 of SEBI {Procedure for Holding Inquiry a Imposing
Penalty by Adjudicating Officer) Rules. |095 (hereinafter referred to as the ‘Rules") 1o
inquire into and adjudee under Section 15 HA of the SEB] Act for the alleged violation
comnminzd by the Notices.

w L L E ] | P

Vide common Show Cause Notice dated Jupe 20, 2012 July 5, 2012 and July 9, 2012
(herzinafter refermed to as *SCN') issued under Rule 4 of the Rules, the Noticee was asked (o
show cause as o wihy an inguiry should not be held against him and penalty not be imposed
under Section 15 HA of the SEB] Ag for the alleged violations specified in the SCN.

The Noticee replied to the SCN vide his letter dated July 25, 2012 stating therein that he Wi
# hon executive independent director in Eskay, & Hsted company, during the invesiigation
period. Vide hearing notice dated December 17, 2012, the Naticee wiis granted an
Opportunity of personal hearing befire me on January |1, 2013, Subsequently, the hearing
was preponed 10 January 4, 2003, and on the scheduled dute, Dr. SK Jain, the author ped
represenlative of the Motices. appeared for the hearing, and made submissions before me an
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behalf of the Notices, reiterating the earlier writien submissions. Thereafier, the Noticoe was
advised to submit the evidence in support of his submission that he was an independem
director in Eskay. In this regard, Eskay submitted the Annual Repost of the company for
2008-2009 and 2009-2010. T note that under the: corparate governance report, the Noticee i
named as an independent director, Further, a confirmation was saught from Eskay with
regard to the role of the Noticee iy the company. In reply 1 the same, Eskay has submitted
that during the investigation perjod the Noticee was an independent directar in the COMpany.

FI N

I have cxamined the SCN, the reply of the Noticee and the documents available on record. |
observe that the allegation in the SCN is that the promoters of BoR and their PACS, by their
acl of concealinent of correct disclosure, defranded the investors of BoR and the markst at
targe. Eskay was alleged to be o PAC and the Moticee was o director of Eskay. Through the
above actions, the Noticee, as g director of the above named company, wis alleged to have
viololed Section 12 A ta), (k) and (c) of the SEBI Act and Regulation 3aj, 3(h), 3{c), Hd)y,
A1) and 4(2% ) of the PFUTP Reguiations,

Wow the issues that arise for consideration in the present case aps

A Whether the Noticee violated Section 12 A (a), (b} and (c) of the SEDI Act and
Regulstion 3ia), 3(b), 3(e). 3d). 4 1) and 4¢23(1) of the FFUTP Regulations?

b.  Does the violation, |f any, on the part of the Moticee attract manetary penalty under
Section 15 HA of the SERI Agt?

c. If so, what would be the manciary peralty that can be imposed tking into
comsideration the factors mentioned in Section 15 ol the SEBI Act?

Before moving forward, it wil] be appropriate 1o refer 1o the relevant provisions of the SEBI
Actand PFUTP Regulations, which read as under:

Prehibition of certuin dealings in securities
I No persen shalf directiv or indirevil—
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rajy By, welf or otherwise deal ln securitiey in g Hrernidulont manier,

fih use or emplay, in conmection wih 158ne, purchase or safe of any security
listed or proposed to be listed in a@ recogmized siock exchange, an W Inanipwlative or
deceptive device or comrivance in confravention af the provisions of the Aof or the
rulex ar the regulations made there tincler:

fezh empioy any device, scheme or artifice io dafraud W camnection with
dealing in or isswe of securities which are listed or proposed 1o be fistecd on a
recogized srock exchanpe;

i engage In any act, praciice, course af business which aperater or widd
Operate gt fraud ar deceil wpon ARy persom in connection with any dealing in o
Lisue f securities which ave listed or proposed to be lsted on a recagnized sftock
exchange in eontravention of the proviviows. of the Aot or tie riles omdd the
regulaiions made thereinder

¥. Prohibition of manipatasive, SAraidulent and unfoir trade praciices
(i) Withowr prejudice ro the prvisions of regulation 3, ao persan shal
inchalge in & fraudulent or an wrfalr rade praviice M securities,
2 Dealing im securities shali be desmed to be a frawdident or @ tinfailr
trade. practice i it fnvelves Jraud and may inchde gl or any af the following,

SEBI Act

Frohibition of manipulative and deceptive devices, insider trading amd substomntial
Gcquisition af securities or controf

124, No persan shall divectly or itdlrectiy-

securities listed or proposed to be lisied an o recognized stock exchampge,
Y manipilative or deceptive device e contrivatice in comravention of the
pravisions af this Act or the rudes or the reguiatinms made thereunder:

(h)- employ any device, scheme or ariifice to deffaud in cormection with isgue ar
dealing in securities which are lisied or propoved o be ligrad on oo
Ferogrized steck exchnpe:

) empuge in any acl, pracrice, course eif busitess which operates or would
eperate as fraud or deceit upon any Perscet, i comnection with the fssu,
dealing in vecurities which wre listed or Proposed te be lsted pm g
recognized stock exchange, in CORNTavention of the provisions of thiz et ar
the rufes ar the regwlarions maede Ereremnder,




13.
#nd Exchange Board of India.
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In terms of Ruie & af the Rules, copy of this order is sent 1o the Natic

ee also 1o the Securities

BARNALI MUKHERJFE
ADJUDICATING OFFICER
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WTM/KMA/93/IVDI0T/2009

BEFORE THE SECURITIES AND EXCHANGE BOARD OF INDIA
CORAM: DR. K.m. ABRAHAM, WHOLE TIME MEMBER

ORDER

UNDER SECTION 11(4) OF SECURITIES AND EXCHANGE BOARD OF
INDIA ACT, 1992 IN THE MATTER OF GHCL LIMITED

1. Securities and Exchange Board of India {hereinafter referred to as SEBI)
received a complaint alleging that GHCL Limited {hereinafter referrad to as
GHCL) had been reporting false shareholding detais of jis promoters in jts
Quarterly filing with the stock exchanges. Thereafter, an examination of the
records of heldings of promater entities of GHCL from the stock exchanges and
Link Intime India Private Limited (the registrar of GHCL) was carried out {o
verify the authenticity of the disclosures made by GHCL From the said
examination, it was observed that the disclosures made by GHCL with respect
o its promoters holding, across the four Quarters of the vear 2008, were al
significant vaniance with the actual holdings of the promoters. The observed
differences in the holding is as divergent as 17.65% being the actual and
40.30% being the disclosed holding for the quarter ended september, 2008 - a
diffierence of more than 100%. As if Appeared that GHCL had filed false
shareholding of the pramoters repeatedly over the four quarters of 2008, the
said conduct of GHCL, its promoters and management were prima facie found
to be in violation of Regulation 4(2)(f) and 42)(r) of the Securities and
Exchange Board of India {Prohibition of Fraudulent and Unfair Trade Practices
Relating to Securities Market) Regulations, 2003 (hereinafter referred to as
FFUTP Regulations). In view of the same, SEBI, vide an ad-interim ex-parta
order dated April 20, 2009 inter afig directed the promoters of GHGL namely,
Alankar Commercial Private Limited, Banjax Limited, Bharatpur Investment
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Limited, Carefree Investment Company Limited, Chirawa Investmant Limitad,
Dalmia Finance Limited, Divine Leasing & Finance Limited, Excellent
Commercial Enterprises and Investment, Gems Commercial Company Limited,
General Exports and Credits Limited, GTC Industries Limited, Harvatas
Engineering & Processing Company Limitad, Hexabond Limited, Hindustan
Commercial Company Limited. Holey Company Limited, Internaticnal
Resources Limited Lakshmi Vishnu Investment Limited, Lhonak International
Frivate Limited, Moderate Investment and Commercial Enterprises, Mourya
Finance Limited, MNareshchandra Jain, Owval Investment Private Limited,
Fashupatinath Commercial Private Limited, Ram Krishna Dalmia Foundation,
Ricklunsford Trade and Industrial Investment. Sanjay Trading Invesimant
Company Private Limited, Sikar Investment Company Limitad. Sovereign
Commercial Private Limited, Suman Jain, Swastik Commercial Private Limited,
Trishul Commercial Private Limited. WGF Financial Services Limited and World
Growth Fund Limited not to buy, sell or deal in the securities market until further
orders. Further, GHCL was directed fo reconcile and file the correct
shareholding details with the stock exchanges. The aggrieved parties were
advised that they may file thair objections, if any, to the said order,

2. Fursuant to the aforesaid Interim order, Alankar Commercial Private
Limited. Banjax Limited Bharatpur Investment Limited, Carefree |nvestment
Company Limited, Chirawa Investment Limited, Dalmia Finance Limited, Divine
Leasing & Finance Limited, General Exports and Credits Limited, GTC
Industries Limited, Hexabond Limited, Hotex Company Limited, Lakshmi Vishny
Investment  Limited, Mourya Finance Limited, Nareshchandra Jain,
Fashupatinath Commerzial Private Limited, Ram Krighna Dalmia Foundation,
Ricklunsford Trade and Industrial Investmant. Sanjay Trading Investment
Company Private Limited, Sikar Investment Company Limited, Sovereign
Commercial Private Limited, Suman Jain, Swastik Commercial Private Lirited,
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Trishul Commercial Private Limited, WGF Financial Services Limited and Warld
Growth Fund Limited filed their objections to the said ad interim order, vide
Separate letters dated May 05, 2008, Thereafter, an opportunity of hearing was
afforded to the aforesaig 25 entitiesipersons on May 22, 2000 when they were
fepresentsd by Mr. P. N. Modi and Mr Vinay Chauhan, Advocates. who made
submissions on their behalf Subsequently, a letter was received by SEBI en
June 01, 2009 from Corporate Law Chambers (Advocates on behalf of the
aforesaid 25 entities) providing details of sale/purchase made by Bharatpur
Investment Limited, Dalmig Finance Limited and General Exports and Credits
Limited.

3 Excellent Commercial Enterprises and Investment Gems Commercial
Company Limited, Harvatax Engineering & Processing Company Limited,
Hindustan Commerecial Company Limited. Internatisnal Resourcas Limited,
Lhonak International Private Limited, Moderate Investmen: and Commercial
Enterprises and Oval Investment Private Limited filed their objections vide
separate letters dated June 04, 2009 and sought for a personal hearing.
Subsequently, vide separate letters dated June 10 2009, the aforesaid antiting
inter aiia requested that they be allowed to withdraw their request for personal
hearing and to adopt the argumentsioral submissions made by the
aforementioned 25 promoter entities made by them during the nearing on May
22, 2008 For the sake of convenience, the entitiesipersons mentioned in
Paragraph 1 above shall hareinafter be collectively referred to asg promoter
enlities,

4. In the meanwhile, the promoter entities filed appeals in Appeal Nos. 85 &

86 of 2009 before the Hon'ble Securities Appeliate Tribunal against the ex-parfe
ad interim order dafed April 20, 2008. The Han'ble Securities Appellate Tribunal
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disposed of the said appeals on June 20, 2009 with a direction 1o SERI o pass
an order on or bafore July 10, 2009,

5. | have examined the objections filed by the Promater  entities,
submissions made during the hea ring held on May 22, 2009 ang other material
available on record. The only issue that réquires consideration in this arder is to
see whether the interim directions Issued vide order dated April 20, 2009
against the promoter entties need 1o continue or N6t Though the prometer
entities had filed separate submissions, the same are more or less similar in
substance. The said submissions in brief, are as follows:

a. That they had no rale o play in the reporting of the shareholding done by
GHCL to the stock exchanges. That they were not even aware of the
sharehelding disclosures made by GHCL te the stock exchanges,

b. That no Opportunity was affarded to clarify or explain the position with
respect to the allegation regarding reparting of wrong shareholding
oefore passing of the order.

¢ That the order does not justify the invacation of the provisions of the
PFUTP Regulations.

d. That the purportad expression of desire of Al Rostamani Group of
purchasing 25% of shares in GHCL and the said desire having failed io
take shape had been wrongly understood a5 an intention on the part of
the promoters to dilute their 25% shareholding in GHCL without there
being any evidence of the same. That they had no role to play in tha
publication of the said news report (in the Economic Times on June 11,
2008)

€. That they had not traded in the shares of GHCL between June 11, 2008
and June 18, 2008,
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f. That there was no vanation betwezan their shareholding as disclosed 1o
the stock exchanges undar Clause 35 of the Listing Agreement by GHCL
and their shareholding as recorded in the Register of Members
maintained by the share transfer and register of GHCL .

9. That they requested that the ex-parte interim order be withdrawn

&, As can be seen, for the Quarter ended March 31, 2008 the number of
shares held by the promaoters as disclosed by GHCL was 4,70,73.557 whereas
they had actually held 3,24.27,853, the difference being 14.64%. For the
quarter ended June 30, 2008, the shares actually held by the promoters ware
1.84,11.,821, but the disclosed quantity to the stock exchan ge was 4,04 24 554
shares, a difference of 21 p19g Similarly, for the quarler ended September 30,
2008. the shares actually held by the promoters wera 1.80,19,245, but the
disclosed quantity by GHCL 1o the stock exchange was 4,03,11,856 shares. a
difference or 22 25%. Likewise, for the quarer ended December 31, 2008, the
number of shares held by the promoters as disclosed by GHCL was
3,83.27.618 whereas they actually held 1,87.42 935 shares, the differance
being 18.74%. Thus, it is found that the disclosures made by GHCL across all
the four quaners in the year 2008 In respect of its promoters holding are at
noticeable variance with the actual holding by the promaters.

T. The promoter entities had submitted that they had no role to play in the
reporting of the shareholding done by GHCL to the stock exchanges and that
they were not even aware of the shareholding disclosures made by GHCL to
the stock exchanges. It was further submitted that there Was no variation
between their shareholding as disclosed 1o the stock exchanges under Clause
35 of the Listing Agreement by GHCL and their shareholding as recorded in the
Register of Members maintained by the share transfer agent & registrar of
GHCL. Though. it may be so, the promoter group when taken as a whole
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constitutes one single body for the purposes of Securities and Exchange Board
of India (Substantial Acquisition of Shares and Takeovers) Regulations 1997
and for olher purposes,

8. It was further submitted by the promoter entities thai the purported
expression of desire of A Rostamani Group of purchasing 25% of shares in
GHCL and the said desire having failed to take shape had been wrongly
understood as an intention on the part of the promoters to dilufe their 25%
shareholding in GHCL without there being any evidence of the same and that
they had no role to Play in the publication of the said news report which
appeared in the Economic Times on June 11. 2008, In this regard, it must be
noted that the interim order had taken only a prima facie view that the said
report was a ploy of GHCL to inject positive news about It in the market in order
fo induce investment by the public.

4. Having considered the facts and crcumstances and the submissions
made by the promoter entities, | am of fhe view that the restraint order in
respect of the said 33 prometer entities need not continue. The issues are jaft
Open, as a detailed investigation in the matter i on going.

10, In view of the foregoing, the interim directions issued vide ex-parte ad-
intarim order dated April 20, 2009 against Alankar Commercial Private Limited,
Banjax Limited, Bharatpur Investment Limited, Carefree Investment 'l:{:mpanam.r
Limited, Chirawa Invesiment Limited. Dalmia Finance Limited, Divine Leasing &
Finance Limited, Excellent Commercial Enferprises and Investment, Gems
Commercial Company Limited, General Exports and Credits Limited, GTC
Industries Limited, Harvatax Engineering & Processing Company Limited,
Hexabond Limited, Hindustan Commercial Company Limited, Hotax Company
Limited, International Resources Limited, Lakshmi Vishnu Investment Limited,
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Lhonak International Private Limited, Moderate Investment and Commercial
Enterprisas, Mourya Finance Limiteg, Nareshchandra Jain, Oval Investment
Private  Limited, Fashupatinath Commercial Private Limited, Ram Krishna
Dalmia Foundation, Ricklunsford Trade and Industrial Investment, Sanjay
Trading Investment Company Private Limited, Sikar Investment Company
Limited, Sovereign Commercial Private Limited, Suman Jain, Swaslik
Commercial Private Limited, Trishul Commercial Private Limited, \WGF
Financial Services Limited and World Growth Fund Limited stands vacated.

1. This order shal come into force with immediate effect,

DR. K. M. ABRAHAM
WHOLE TIME MEMBER
SECURITIES AND EXCHA NGE BOARD OF INDIA

Place: Mumbai
Date : July 07, 2009
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Avnexure -6

BEFOR E ]| 0
SECURITIES AND C E BOARD OF IND

[ADIUDICATION ORDER NO. DSR/ AC-16/ 2008)

UNDER RULE 5 OF SEB (FROCEDURE FOR HOLDING INQUIRY AMND
IMPOSING PENALTIES By ADTUDMCATING OFFICER) RULES, 1995 READ
WITH SECTION 151 OF SECURITIES AND EXCHANGE BDARD OF INDIA
ACT, 1992,

In respect af
Jamnalal Sopg Private Linted

(PAN No. AAAG)3176H)

BRIEF FACTS OF THE CASE:

L. Mukand Limited {herenafter referred as ‘MKL® ar Target Company*) has
its registered office at Bajaj Bhavan , lamnalal Bapaj Marg . 226 , Nariman
Fomt, Mumbai and its shares are listed in Bombay Stock Eschange
Limited (hereinafter reformad toas "BSE™), and Matlenal Seeck Exchange of
India Limited (hereinafter referred to as "NSEY). MKL came out with a
Rights issue of 50,656880 equity shares of Ra.10 each for cash at par
Aguregating to e 5,06,568,800 to the equity shareholdess of MKL tn the
ratio of nine equity shares for every four equity shares held aa on Jlanuary
9, 2M. The festal Paid-up equity share capital of MKL prior t the rights
tsue of 50,608,840 equity shares was 212,505,280 equity shares of s 10,
each, amounting 1 Ks.2.35,083 800/ - and subsequent 1 the rights jssue
Ehe satal paid-up squity share capital of MKL became 7,91,14.139 BC[uity
shares amounting to Rs. 7.31.141 B (1

2 M/s Jamnalal Sons Private Limited (hereinatter referred to a3 " acguirer”),
belonging 1o the Prometer group held 96350 shares priar o the rghts
2sue, therefore, the acquirer was entitled for 2,716,583 equity shares in the
rights issue, However, due io renunciation by other companies belenging
to the promoter group and the nights issue being undersybscribed . the
acquirer appliad for additional 20,028 890 equity shires and was albotted
3331975 shares. Consequently, the acquirer's holding pursuant o the
Fighis issue rese from 96,959 equity thares constitating 0.43% of the pres
rights Issue share capital of MKL 1o HHAT 240 conslibuting 28.22% af the
past rights Bsue share capital of ML
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3 Subsequently, the Acquirer vide letter dated 29.09.2006, filed & repart in
terms of Regulation 3(4) of SEB] (Substantial Acquisivon of Shares and
Takeovers), Regulations, 1997 (hereinagter referred to as SAST), in terms of
Fozgrulation 31 b) to Jaim exemgtitn from the apphicability of Regulation
L{1) of SAST. It was obsarved that the acquirer had filed the report with a
delay of 90 davs and was alleged that the acquirer had nat complied with
the provisions of Regulation 3(4) of SAST

AFFOINTMENT OF AD-

4. Shri Amit Pradhan was appeinted as Adudicating Officer under Section
13 L of SEBI Act 1992, rvad with Rule 3 af SEB] (Procedure For Haolding
Inguiry And Imposing Penalties By Adjudicsting Offices) Rules, 1995
{hereinafter referrad as "Adjudication Fules) vide crder dated March 13
M7 to inquire into and adjudge under section 154 {2) of SERI Act. 1992,
the alleged vialation of Regulation 34) of SAST by the acguirer. Pursuant
b the transfer of Shri. Amit Pradhan to Northorn Regional Office, [ was
appointed ay Adpud icating Officer vide order of the Whobe Time Member ,
dated June 12, 2007 and  the proceedings thereol were ¢onveved vide
communication dated July 15, 3007,

SHOW CAUSE, REPLY AND HEARING:

3 A Show Cause Notice (BCN) dated May 24, 2007 was isued to the
acquirer under Rule 4(1) of Adjudication Rules, wherein it was stabed that
tve: acquirer had soquired 20,535,981 shares of MKL in the rights lssue on
<2.03.2004, constituting 2778% of MEL's post righte iseue  equily share
capital, thereby increasing jts Ageregate holding in MKL from 0.43% 1
S8.22% of its equity as under:

Acquirer Prior ko rights After rights
allotment allotment |
Shares % Shares %
Acquirer (Promuoter) 95,50 [ ] G320 | g2

Promoters(Uther than | 9032682 | 4013 12178480 | 1679
Arvguirer)
Total Prematers 9128941 | 4056 | 32,910,720 | 5.7

It was also stated in the SCN that in terms of Regulation 3(4) of SAST. the
report should have been filed within 2] days of the date of acquisition
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alongwith all the suppéring docurents b SERL However, 45 the said
report was filed by the acquiner with & delay of 900 days, therefore, it was
alleged that non compliance with the aforementioned Regulation attraces
penalty under Sectinn 15A(n) of SEBT Act, 1992

- The acquirer vide letter dated 07.06.2007. inter alia. submitted that the
tetal promoters holding Pursuant o the nghts Bsue increased only by
445% (i.e from 40.56% o 45.01% i which is within the creeping acquisition
limit of 5% as stipulated under Regulation 11{1} of SAST, Therofore, the
filing of the report under regulation 3(1) of SAST by the BCqikirer was ot
raquired.

- In the mterest of natural Jusbice, 4 natice of inguiry dated 22.08.2007 was
ssaied Lo the acquirer tixing the date of inquiry on 4.09 2007 Thereafier,
the representative mada writles submissions vide letter dated 04-09-2007
slabing .inter-alia, that Regulation 24) stipulates that if holding of the
dcquirer topether with persons acting in concert entitles the person ko
exercise 15% cr more of the veling nghts in a compamy then the repart ks
required to be filed, since the acquirer {who also belongs to the promoter
Froup] in concert with other promater group have anly acquired 4.45% of
the toal voting capital, therefore. filing of report in terms of Regulation
3(4) was not required.  Further, it was aleo submitted that the proviso o
regulateon 3(L(b) states that regulation 11 will not be aticacied provided
the acquisition is made by persans presently in contrel of the company
and adequate disclosuses i this effact have been made m the letier of
offer. The acquirer also submitted hat the report under Regulaton 3{4) of
SAST was submitted &5 0 measure of sbundant caubion in complinnee
with SEBL's letter dated September 11, 2006,

The aequirer vide letter dabed 04-08-2007, inter alia, cited the decision of
Hon'ble Securities Appellate Tribunal in the matter of Rahul Hobding{1)
Limited . wherein it was held that as the Hock exchanges as woll as SE8|
were informed of the acquisition | it could be said that acquisition was not
of & material development in the economic life of the Target Company
requiring immediate compliance with Fegulation 34) and the lapse was a
condonable one particularly becatse none of the factors cutlined in
Section 15-] of SEBT Act. 1992 were atracted,
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CONSIDERATION OF ISSUES AND FINDINGS THEREOQF:

in the instant matter | note that the scquirer’s mdividual holding rose
from 0.43%  28.22% subsequent to the acquisition of 20,535,087 equity
shares of MEL in the rights issge, The acquirer belongs o the promoter
group. The prometer group's sharcholding rose from 9128941 equity
shares constituting 40.56% of pre-rights issue of wial paid up equity
capital of MKL to 32910720 cons thuting 45.01% of post-rights issue fotal
pald up equily capital of MEL

In this contest, the rolevan provisions of SAST are mprodured as wndae

Applicability of the regulation.
(1} MNothing contained in regulations 10, 171 amd 12 of these regulatons
shall apply to:

£

(b} allotment pursuant to an application made by the sharcholder for
nghts issue,

(Frto the exbent of his entitlemnent: and

{if) up o the percentage spedified in regulaton 11:

Provided that the Limit mentioned in sub-clagse {1} willl not apply to the
acquisition by any person, presently in control of the company and who
has n the niphts letter of offer made disclosiares that they inkend to acquire
dddslitional shares beyond their entithement, If the issue is undersubscribed:

Provided further that this exemption shall not be availsble in case the
acquisition of securibes resuls in the change of contral of management;

Consolidation of holdings.

Regulation 11. {1k Ne acquirer who. together with persons acting in
concerl with him, has acquired, in aceordance with the previsions of law,
13 per cent or more but less than 75 percent of the shares ar voling rights
th-a company, shall soquire. either by himself or Bwraugh ar with persone
acting m concert with him, additional shares of voting rights entitling him
to exercise more than 5 per cent of the vating rights, in any financial Vear
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ending on 31st March unless such acquirer makes & public announceimnent
to acquire shares in sccordance with the regulations.

Definition:

“acquirer” means any person who, direclly or indirectly, acquires or
agrees o acquire shares or voting rights in the Rrget company, or
Squires or agrees to acquire contml over the target company, either by
himself or with any person acling in concect with the acquirer

Regulation 3d): In respect of acquisitions under clauses (), {5}, (£) and (3)
of sub-regulation (1}, the dequirer shall. within 21 days of the date of
acquisilion, submit a repart along with supporting documents to the
Board giving all details in respect of acquisitions which (taken together
with shares or voting rights, i any, held by him ar by persons acting m
concert with him) would entitle such person lo evercise 15 per cent ur
more of the voting rights in 4 company.

10 Upon careful perusal of the aboye provisions of [sw, | find merit in the
cantentions of the acquirer that filing of the report in tering of Begiilabon
M) of SAST was not warrantsd a5 the addition of 4.45% in shareholding
of promoters is within he creeping limit (is 5%) ag specificd under
Begulation 11{1) and filing of the report in terms of Regulation 3(4) is
warranted only when the acquirer toguether with persons acting in concert
s entitled to exvercise 15% or more of the voting rights in a company, since
the acquirer in concert with ofher promioter group was already having
mirre than 15% shares Svoting rights of MET, stherefore, filing of report in
erms of Regulation 3(4) was not warranted. Furthes, the argument of the
scquirer, that 25 per the provies to regulation 3(1){k), regulation 11 will
not be attracted provided the aequisition is made by persons presently in
control of the company and adequate disclosures 1o this effect have boen
madle in the lethor of offer, is alsa enmvincing,

L1 I rote that, at page number 9 of the | stter of Offer, it has bean disclosed
that the total promoter group’s holding as on January 12, 2004 (e prior to
the rights issue) was 4057% Further, at page number & of the Letter of
offer. it has beon abso disclosed that the promoters intend to acouire
additional shares beyond their entitlement, i the issue is undersubscribad.
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12. Furthor, upon careful esamination of the defindbion of acquirer as
provided under SAST, it is evident that scquisition of shares by the
scquires means acquisition by the acquirer along with other persomns
ACNE in concert. In the instant case, as the acquirer adritiedly belonges o
the promoter group, therefors, for determining the triggering of
provisions of SAST, the acquisition made by the whole promoter ETOUp
should be taken into consideration. | alsa nate that the promoter group's
betal helding  increased only by 445% (ie from 4056% o 45:01%)
subsequent o the rights issue. ‘This increass in the promoter group's
holding is within the creeping acquisition limit (i.e 5%} as specified wnder
Regulation 11(1) of SAST. Therefore, the question of claiming exemption
by the acquirer from the applicabiliey of Regulation 11(1) of SAST does nat
arise. Consequently, the question of filing of report by the suiuirer, i the
facts and clrcumstances of this case, does net arise. Thas, the allegation
that the acquicer had filed the report with a delay of 900 days is untenable
and the allegation against the acquirer doss not stangd establislnd,

Tl matter is, accordingly. dispased aof.

131 terms of Rule & of the Adjudication Bules, copics of this order are sent
be acquirer and also to Seeuritios and Exchange Board of Indias,

DATE: AUGUST 28, 2008 M8 REDDY
FLACE: MUMBAIL ADJUDICATING OFFICER
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