Press Release

NSDL's report / action taken / recommendations upon inspection of Karvy - DP conducted in terms of SEBI Order in the matter of Yes Bank Ltd.

SEBI had asked NSDL to carry out an inspection of Karvy Share Broking Ltd. - DP (Karvy) particularly focussing on the Know Your Client (KYC) norms vide its order dated December 15, 2005, in the matter of Yes Bank Ltd. IPO allotment.  Subsequently, it had asked NSDL to submit its report by December 28, 2005 vide its e-mail dated December 26, 2005. NSDL has conducted a special inspection to examine the various issues arising from the KYC done by Karvy and accordingly, submitted its report to SEBI on December 28, 2005.

1. It was observed that even though bank documents as required by SEBI norms were made available, there have been lapses at Karvy in processing account opening applications and these have not been dealt with the care with which they ought to be treated.  NSDL has asked Karvy to conduct an enquiry and take appropriate action in cases of both negligence as well as complicity. 

2. Karvy has been advised to identify all those clients (with the addresses mentioned in the SEBI order) 'in person’ either by calling those clients to visit its office or by deputing its own employees to visit these clients. In case it is unable to identify the clients, Karvy has been advised to freeze the accounts for all transactions till such time the clients identify themselves. It has been also asked to take similar action in case of all accounts introduced by the same sub-broker. Till such time the above activity is completed, Karvy has been advised to stop opening fresh demat accounts.  

3. Karvy has stated that it never carried out a check based on common addresses.  Karvy has claimed common addresses occur because it is a market practice to have company address in case of employees and financier’s address in case of IPO financing. In order to check whether applications with common addresses was a more widespread phenomenon, Karvy was requested to give us a list of common address applications where more than 100 applications have been made from the same address in case of ‘Yes Bank IPO’.  NSDL has suggested that SEBI may investigate whether these common addresses (list attached) also lead to the conclusion that there has been an abuse of the primary market process.

4. In respect of accounts already opened with common addresses, NSDL has asked all its DPs to check the KYC documents with reference to those client accounts where more than 20 accounts have a common address, on December 17, 2005. (Circular available on the NSDL website).

5. Since the issue of common addresses has come up now, we have taken the following steps:

(i) The inspection team of NSDL when it visits the DPs will carry with it an analysis of the client accounts opened in the previous year where more than 20 accounts have the same address. 

(ii) The KYC documents with regard to such accounts will be scrutinized, in addition to the random check being carried out by us at present.

6. The problem of multiple applications in primary issues is not new.  SEBI had in the past introduced proportionate allotment to remove the incentives for multiple applications. NSDL has recommended to SEBI to examine whether this needs reintroduction.

7. The depository system provides full audit trails of all transfers in an account in the depository. However, for the purpose of the identification of the individual behind the account, we need a system of UIN for each individual.  Such system should be such that :

(i) It is easy to verify whether an individual claiming to have a particular UIN is indeed the one registered in the system against that UIN.

(ii) One person should not be able to obtain two UINs.

(iii) The UIN cannot be obtained unless a person is physically present so that the question of non existent persons having a UIN will not arise. 

NSDL has recommended to SEBI to consider introduction of the UIN system in a manner considered suitable by SEBI.

Place : Mumbai
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