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PROMOTERBROKEROPERATOR
NEXUS

An extension to market manipulation and fraudulent practices is the nexus
between promoters, operators and brokers.

Promoter – Broker – Operator Nexus: Modus Operandi

The nexus between promoters and so-called market 'operators' and the
quantum of off-market transfers came into light after disclosures on promoter
holding and shares pledged by promoters were made mandatory. The modus
operandi is curiously simple:
1. Operators open an account with brokerage firm/s with nation-wide
presence.
2. Thereafter, promoters transfer a large chunk of shares to the accounts of
operators (obviously off-market transactions), who, in turn, create
artificial liquidity through circular trading.
3. And once the desired price is achieved, the shares are transferred back
to the promoters’ account.

Good for both

In the process of drumming up the market, the operators get a chance to earn an
extra income while the promoters attract investors thanks to increase in price
levels engineered by the operators)
Market players take on these operations is that the whole exercise is concluded
within a single quarter in order to avoid change in the shareholding pattern in
the following reporting season. Moreover, promoters are careful in ‘not’
triggering the 2% limit that leads to SEBI’s mandatory disclosures (wherein any
change more than 2% in shareholding requires detailed disclosure by SEBI
within 2 working days of the change).

Penalty

The penalties for such frauds are decided by SEBI on case by case basis and are
primarily monetary in nature.
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CASE STUDIES
Sanjay Dangi
One of the biggest crackdowns by SEBI on Insider Trading / Share Manipulation
or Promoter-Broker-Operator nexus cases is the case of Sanjay Dangi, a Mumbai
based High Networth Individual. Dangi’s cohorts were his wife Alpana Dangi and
brother Sunil Dangi.
In 2010, it was reported that, SEBI in its interim order barred the promoters of
four companies Ackruti City (now known as Hubtown), Welspun Corp, Murli
Industries and Brushman India from dealing in their listed entities and group
entities in the securities market- for colluding with market operators to ramp up
their stock prices. SEBI also banned two operators- Dangi and Ashika group
(through a total of 24 entities) for manipulating the stock prices of these four
companies in nexus with the promoters.
Cases where Dangi played a major role
According to SEBI, Dangi was amongst a handful of operators who took part in
circular trading in the shares of Granules India between December 2002 and
January2003. Dangi used his flagship company, Pacific Corporate Services, to
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buy a few lakh Granules India shares. C. Krishna Prasad, the promoter of the
company, wanted to sell a part of his existing holding in the company. But it was
feared that a sale would hammer the stock further down from its already low
price and poor liquidity. Dangi created liquidity to facilitate offloading of the
promoter's shares at better prices. Dangi, according to the SEBI order, placed
two buy orders of 100,000 shares each on a single trading day. By resorting to
circular trading in the stock, Dangi and some other operators succeeded in
pushing the Granules India stock from a low of Rs 18 in December 2002 to a high
of Rs 52 a month later
Murli Industries set up 10 bogus companies to manipulate its share price during
12 Dec’ 06 to 31 Jan ’07, just before commencement of the company’s Foreign
Currency Convertible Bond (FCCB) issue. The share price of the company
increased six fold from Rs 200 to Rs 1200 during the given period. Sanjay Dangi
was the operator who helped the promoters of Murli Industries to ramp up its
share price. This sudden rise in the share price of the company along with
Nagpur I-T department’s investigation giving evidence of the manipulative
activities helped SEBI to further investigate the Dangi group. This lead to the
discovery of Dangi's involvement in similar manipulation for Ackruti, Welspun
and Brushman.
In Ackruti’s case, the stock price was ramped up in two tranches, first from 28
June 2007 to 23 October 2007 and second from 1 January 2009 to 19 March
2009. The first was at the time of a preferential issue and the second at the time
of a QIP issue. In 52 trading days, by mid-March 2009, the Ackruti stock
increased 250% from Rs 650 to more than Rs 2,300 (while the Sensex fell by 10
%!). What made Dangi’s task of mopping up the Ackruti stock even easier was
the low free float in the market. The Shah family of Ackruti held almost 82% of
the equity.
In the case of Brushman India, the manipulation took place between February
2008 and November 2008 and during the period when the company’s FCCBs
were issued (Jun ’08).
For Welspun, price manipulation was done between May 2009 and November
2009. The stock scaled up from Rs 100 to Rs 250 during the period.
Status: In 2010, SEBI barred Dangi and 24 group entities and individuals
including his wife and brother from the stock markets.
In August 2013, SEBI imposed a total penalty of Rs 12 lakh on three entities for
alleged non-compliance with market regulator's summons related to its probe
on charges of fraudulent trading activities by Sanjay Dangi and associated
entities. It also has penalized the entities associated with Dangi to the extent of
Rs 3-6 lakhs, for allegedly failing to give necessary information sought by the
regulator's Investigation Authority regarding a probe into the alleged share
price manipulation by Sanjay Dangi and other entities in scrips of various
companies.
Dangi's hand in playing the stocks of a clutch of companies that had a combined
market capitalization of over Rs 10,000 crores played havoc in the markets:
Source Business Today.
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Ketan Parekh
Please refer to the IiAS related report on market manipulation &
fraudulent practices.
It is speculated that Ketan Parekh is still active in the markets. The blight of
Promoter- Operator- Broker nexus appears to still exist!
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Disclaimer
This document has been prepared by Institutional Investor Advisory Services India Limited (IiAS).

The information contained herein is from publicly available data or other sources believed to be reliable, but
we do not represent that it is accurate or complete and it should not be relied on as such. IiAS shall not be in
any way responsible for any loss or damage that may arise to any person from any inadvertent error in the
information contained in this report.
This document is provided for assistance only and is not intended to be and must not alone be taken as the basis for any
investment decision. The discussions or views expressed may not be suitable for all investors. This information is strictly
confidential and is being furnished to you solely for your information. This information should not be reproduced or redistributed
or passed on directly or indirectly in any form to any other person or published, copied, in whole or in part, for any purpose. This
report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any
locality, state, country or other jurisdiction, where such distribution, publication, availability or use would be contrary to law,
regulation or which would subject IiAS to any registration or licensing requirements within such jurisdiction. The distribution of
this document in certain jurisdictions may be restricted by law, and persons in whose possession this document comes, should
inform themselves about and observe, any such restrictions. The information given in this document is as of the date of this report
and there can be no assurance that future results or events will be consistent with this information. This information is subject to
change without any prior notice. IiAS reserves the right to make modifications and alterations to this statement as may be required
from time to time. However, IiAS is under no obligation to update or keep the information current. Nevertheless, IiAS would be
happy to provide any information in response to specific queries. Neither IiAS nor any of its affiliates, group companies, directors,
employees, agents or representatives shall be liable for any damages whether direct, indirect, special or consequential including
lost revenue or lost profits that may arise from or in connection with the use of the information. The disclosures of interest
statements incorporated in this document are provided solely to enhance the transparency and should not be treated as
endorsement of the views expressed in the report. The analyst for this report certifies that all of the views expressed in this report
accurately reflect his or her personal views about the subject company or companies and its or their securities, and no part of his
or her compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this report.
The information provided in these reports remains, unless otherwise stated, the copyright of IiAS. All layout, design, original
artwork, concepts and other Intellectual properties, remains the property and copyright of IiAS and may not be used in any form or
for any purpose whatsoever by any party without the express written permission of the copyright holders.
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For Subscriptions
Please write to us at
solutions@iias.in or
login to our
subscription module.
Website: www.iias.in

About IiAS
Institutional Investor Advisory Services India Limited
(IiAS) is a proxy advisory firm, dedicated to providing
participants in the Indian market with independent
opinion, research and data on corporate governance issues
as well as voting recommendations on shareholder
resolutions for over 300 companies.
IIAS provides bespoke research, valuation advisory
services and assists institutions in their engagement with
company managements and their boards.
To know more about IiAS visit www.iias.in

Bloomberg: iias <go>
Twitter:
www.twitter.com/IiASAdvisory

Institutional Investor Advisory Services
15th Floor, West Wing,
P J Tower, Dalal Street,
Fort, Mumbai - 400 001
India.
Contact
solutions@iias.in
T: +91 22 2272 1570-3
F: +91 22 22721574
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