BEFORE THE ADJUDICATING OFFICER
SECURITIES AND EXCHANGE BOARD OF INDIA

[ADJUDICATION ORDER NO. PG/AO/SPV/76/2012]

UNDER SECTION 15-1 OF SECURITIES AND EXCHANGE BOARD OF INDIA
ACT, 1992 READ WITH RULE 5 OF SECURITIES AND EXCHANGE BOARD OF
INDIA (PROCEDURE FOR HOLDING INQUIRY AND IMPOSING PENALTIES BY
ADJUDICATING OFFICER) RULES, 1995

In respect of

Mr. T.A.N. Murti (Appallanarasimha Murti Tanikkella)

[PAN: AAGPT9677A]

In the matter of

Satyam Computer Services Ltd.

Background of the case

Securities and Exchange Board of India (SEBI) had conducted investigation
pertaining to issues relating to insider trading in the scrip of Satyam Computer
Services Limited (SCSL) during the financial year 2008-09 (investigation
period). The investigation revealed that SCSL’s announcement on December
16, 2008 to acquire Maytas Infra Limited (MIL) and Maytas Properties Limited
(MPL), the subsequent cancellation of the said proposal on December 17, 2008
and the confession made by Mr. B. Ramalinga Raju, the then Chairman of
SCSL on January 07, 2009 were price sensitive information. It was also
observed that certain employees and clients had sold SCSL shares between
November 25, 2008 and December 16, 2008 till before the announcement and
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some 80 clients sold shares before January 7, 2009. The trading window was
closed from December 17, 2008 and stayed closed till June 12, 2009. On
December 17, 2008 the price of the scrip fell to a low of ¥ 151, i.e 33.5% fall
from previous close price but after the cancellation of decision of acquisition, it

recovered marginally to close at I 157.10 on NSE.

2. The investigation alleged that Shri T.A.N. Murti ( “Noticee”), Head, Investor
Relations of SCSL, indulged in insider trading when he was in possession of
unpublished price sensitive information relating to the acquisition of MIL and
MPL by SCSL which was announced on December 16, 2008. It was alleged
that the noticee was one of the key personnel of SCSL who got to know about
the announcement of acquisition of MIL and MPL in advance and traded
immediately before the announcement of acquisition. The noticee had sold
14,500 shares on December 15, 2008 at around 11.30 AM, after which his
holding in SCSL was reduced to 3000 shares. It was further observed that the
noticee had sent SMS to Mr. Srinivasu Satti (SS), Head of Mergers and
Acquisitions department of SCSL at midnight i.e, 00:18:51 on December 15,
2008. It was also observed from the telephone records of SS that he had called
the noticee at 12:36:05 hours on December 14, 2008 and at 00:19:27 hours on
December 15, 2008, which lasted for about 9 minutes. SS had mailed the draft
presentation on the acquisition deal to the noticee on December 14, 2008 at
7:56 PM. The financial results of MPL were also sent to the noticee by SS at
7:53 PM and 10:09 PM on December 14, 2008 through two e-mails.

3. In view of the findings of the investigation as given above, SEBI, vide Orders
dated January 07, 2011 and April 08, 2011, appointed the undersigned as
Adjudicating Officer (AO) under Section 15-I of the SEBI Act, 1992 (SEBI Act)
read with Rule 3 of Securities and Exchange Board of India (Procedure for
Holding Inquiry and Imposing Penalties by Adjudicating Officer) Rules, 1995
(Adjudication Rules) to inquire into and adjudge under Section 15G of the
SEBI Act, the alleged violation of Regulation 3 (i) of the SEBI (Prohibition of
Insider Trading) Regulations, 1992 (PIT Regulations) read with Section 12A
(d) and (e) of the SEBI Act by the Noticee.
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Show Cause Notice, Reply & Personal hearing

Show Cause Notice dated August 17, 2011 (SCN) was issued to the Noticee in
terms of the provisions of Rule 4 (1) of the Adjudication Rules to show cause as
to why an inquiry should not be held against him in respect of the violations
alleged to have been committed by him. The SCN alleged that the Noticee had
traded in the shares of SCSL when in possession of unpublished price sensitive
information. Copy of the statement of the noticee recorded by SEBI, noticee's
letter dated February 01, 2010 to SEBI, telephone records of the noticee of his
phone no. 9849171150 mentioning details of calls to the number (9849098158)
of SS and copies of e-mails received by the noticee on December 14, 2008 from

SS were furnished to the noticee along with the SCN.

In response to the SCN, the noticee had sought, vide e-mail dated September 02,
2011, 6 weeks time for filing reply. However, the Noticee was informed vide letter
dated September 09, 2011 that such long extension of time for filing reply to SCN
cannot be granted and he was advised to appear for personal hearing on
September 29, 2011. Further, vide e- mail dated September 14, 2011, the noticee
was advised to submit response to the SCN. The noticee appeared for hearing
on September 29, 2011 and submitted that he had filed consent application for
settling the proceedings. SEBI, vide communication dated September 04, 2012
advised that the consent application filed by noticee had been rejected. Vide e-
mail dated September 27, 2012 , the noticee has also intimated that the consent
application filed by him had been rejected by SEBI and sought time till October
25, 2012 for filing reply. Vide notice dated October 05, 2012, the request of the
noticee for extension of time was acceded to partially and the noticee was
advised to file the reply on or before personal hearing scheduled for October 19,
2012. The noticee’s representative, Shri Joby Mathew, Advocate, vide letter
dated October 15, 2012 sought time for filing reply till October 25, 2012 and also
requested for rescheduling the personal hearing fixed for October 19, 2012. The
noticee was advised to appear for hearing on November 05, 2012. The noticee
submitted detailed reply vide letter dated October 31, 2012 and appeared for
hearing on November 05, 2012. During the hearing, while reiterating the
submissions made vide reply dated October 31, 2012, the noticee sought time till
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November 12, 2012 for filing additional submissions. The noticee submitted

additional submissions vide letter dated November 09, 2012.

The salient submissions of the Noticee in response to the SCN, made vide his
letters dated October 31, 2012 and November 09, 2012 are as under:

e He is an alumni of the prestigious Indian Institute of Management (l1IM)
Bangalore and Birla Institute of Technology (BITS) Ranchi

e He joined SCSL in 2001 and he has never been a designated
employee nor a key managerial person in any offer document and
public record. He was not part of the "Leadership council”

e As an Assistant Vice President of Finance & Investor Relations, he
was not always privy to information available to Board of Directors or
the senior management of SCSL.

e With regard to the merger of MIL & MPL, he received a draft version of
the proposal from SS on December 14, 2008 & the said proposal did
not mention the names of the entities to be merged, the date of merger
or any other material particulars based on which a decision could have
been taken to sell the shares of SCSL.

e He met the Chairman of SCSL only late in the evening of December
15, 2008 (after he had sold his shares) i.e. on the eve of the Board
meeting and only in the said meeting for the first time he came to know
about the merger and the identity of the entities that were proposed to
be merged with SCSL. He was involved in the Board meeting with the
Chairman and was given information regarding the merger for having
interaction with investors following the announcement of the merger.
Further, he was equally surprised by the decision of the Board to
withdraw the proposal for merger on December 17, 2008. He sold the
shares of SCSL in December, 2008 to accumulate funds for purchase
of a house/flat at a better location and having better amenities in
Hyderabad.

e He had received the draft presentation on proposed acquisition of the
two companies from SS at 7.53 pm and 10.09 pm on December 14,
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2008. However, he would not have been able to take the decision to
sell a major portion of his holdings in SCSL based on such incomplete
data / information.

e The contract notes issued by broker in respect of the sale of 14,500
shares of SCSL on December 15, 2008 show the time of sale as 11.16
am whereas in the Show Cause Notice, the time of sale is stated to be
from around 11.30 a.m.

e |t is not established from the SMS sent by the noticee or the
conversation that he had with SS was with the knowledge of the
proposed merger or the details thereof. The call on December 14,
2008 at 12:36:05 was for a mere 7 seconds thereby precluding the
chance of SS passing on the purported unpublished price sensitive
information, as falsely alleged or otherwise.

e Even the Compliance Officer of SCSL closed the trading window only
on December 17, 2008. As the trading window was not closed, he did
not suspect the presence of UPSI.

e The sale of these shares was influenced by numerous analyst and
Bloomberg indicating lower profit estimates and target prices for many

IT sector companies.

Consideration of Issues, Evidence and Findings

7. | have carefully perused the documents available on record, written and oral
submissions made by the Noticee. The issues that arise for consideration in the

present case are:

a. Whether the Noticee has violated the provisions of Regulation
3 (i) of the PIT Regulations read with Section 12A (d) and (e)
of the SEBI Act?

b. Does the violation, if any, on the part of the Noticee attract
penalty under section 15G of SEBI Act?

c. If so, how much penalty should be imposed on the Noticee
taking into consideration the factors mentioned in section 15J
of the SEBI Act?
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8. The relevant provisions of the SEBI Act and the PIT Regulations are as

follows:

"Section 12A, SEBI Act- Prohibition of manipulative and deceptive devices, insider
trading and substantial acquisition of securities or control: No person shall directly

or indirectly-

(d) engage in insider trading;

(e) deal in securities while in possession of material or non-public information or
communicate such material or non-public information to any other person, in a manner
which is in contravention of the provisions of this Act or the rules or the regulations made

thereunder....."

Reg.3(i), PIT Regulations- Prohibition on dealing, communicating or counseling on
matters relating to insider trading: No insider shall- (i) either on his own behalf or on
behalf of any other person, deal in securities of a company listed on any stock exchange

when in possession of any unpublished price sensitive information;

9. Regulation 3 (i) of the PIT Regulations prohibits dealing in securities of a
company when in possession of unpublished price sensitive information.
Section 12A (d) and (e) of the SEBI Act prohibit insider trading and dealing in
securities, while in possession of material or non-public information, in a
manner which is in contravention of the provisions of the SEBI Act and the

rules and regulations made thereunder.

10. | note that in order to establish the charge, it is necessary to prove that the
noticee was an 'insider' and whether he dealt in securities when in possession
of any 'unpublished price sensitive information’. In terms of Regulation 2(e) of
the PIT Regulations, an ‘insider' is any person who is or was connected with
the company or is deemed to have been connected with the company.
Regulation 2(c) of PIT Regulations deals with the term 'connected person’ and
as per Regulation 2(c) (ii), inter alia, any person who occupies the position as

an officer or an employee of the company is a person connected to the
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company. | find that the noticee was Head, Investor Relations of SCSL during
the period of investigation and being an employee of the company he was a

‘connected person' and was thus an 'insider' of the company.

11. In order to decide whether the said acquisition proposal amounted to 'price
sensitive information’, it is imperative to look into the relevant legal provisions
concerning the same. Regulation 2(ha) of the PIT Regulations states as

under:-

"price sensitive information’ means any information which relates directly or
indirectly to a company and which if published is likely to materially affect the
price of securities of company.

Explanation.- The following shall be deemed to be price sensitive information:-
(i) periodical financial results of the company;

(ii) intended declaration of dividend (both interim and final);

(i) issue of securities or buy-back of securities;

(iv) any major expansion plans or execution of new projects;

(v) amalgamation, mergers and takeovers;

(vi) disposal of the whole or substantial part of the undertaking; and

(vii) significant changes in policies, plans or operations of the company"

12. | find that the various types of information mentioned in the above list are very
wide in nature & scope and are not limited to only concrete decisions/steps
taken in that regard. They are broad enough to cover within their ambit any
information, related to these 7 types of information in the list, which if
published is likely to materially affect the price of securities of a company,
which could even be in the nature of a proposal. | find that SCSL's
announcement on December 16, 2008 about the merger of MIL & MPL with
SCSL was price sensitive information. This announcement resulted in a fall in
the price of SCSL scrip to I 151/- (33.5% fall from previous close day's closing
price). However, after the announcement of cancellation of the decision on
December 17, 2008, the price recovered marginally to close at ¥ 157.10 on
NSE .
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13.

The Noticee has contended that he only received a draft proposal by e- mail
from SS and the said proposal did not mention the names of the entities to be
merged, the date of merger or any other material particulars based on which he
could have taken a decision to sell the shares of SCSL. | find that the noticee
who was Head, Investor Relations at the relevant time was a key personnel at
SCSL and sold a major chunk of his holdings i.e, 14,500 shares of SCSL on
December 15, 2008 at around 11.30 AM. After this sale, his holding in SCSL
was reduced to 3000 shares. | find that the noticee had received an e- malil
from SS at 7.53 PM on December 14, 2008. The subject of the said mail was
"B2: Balance sheet". Another e-mail was received by the noticee from SS at
7:56 PM on December 14, 2008. The attachment to the said mail was titled
"Acquisition of B1 & B2 by Alpha -notes.pptx.". The attachment contained draft
presentation about the acquisition of two companies. Following this mail, at
around 10:09 PM, the noticee received another mail from SS with the subject
"B2: Financial Statements" and the attachment to the said mail was titled
"Maytas Properties_2008.pdf:Maytas Properties 2008 _Auditor Report.pdf".
This attachment contained the financials and auditors report for MPL. From all
these mails, it is clear that that "B2" is the code for MPL. The e-mails talk about
the acquisition of two companies and from the above discussion, it is clear that
one of the two companies is MPL ("B2"), then it can be reasonably presumed
that "B1" is the code for MIL. Thus, | find that the noticee was aware of the
acquisition of MIL and MPL by SCSL before he transacted in the shares of
SCSL. Further, the e- mail sent at 7.56 PM was addressed to the noticee and
a copy of the same was marked to Mr. Vadlamani Srinivas (CFO of SCSL).
The e-mail which was sent at 10:09 PM was sent to Mr.G Ramakrishna (VP,
Finance) and Mr G Jayaraman (Compliance Officer, SCSL) and copies were
marked to the noticee and Shri Vadlamani Srinivas. E- mail sent at 7:53 PM
was originally sent to Mr. G Ramakrishna , G Jayaraman and Vadlamani
Srinivas and later on was forwarded to the noticee. As all the recipients of the
said mails are key personnel /senior management persons of SCSL, it is clear
that the discussions on the proposed acquisition of MIL and MPL were
happening for some time and the noticee was also aware of the said

acquisitions. In view of the same, | am not in a position to accept the
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14.

15.

contention of the Noticee that he was not aware of the proposal for acquisition
of MIL & MPL by SCSL before he sold SCSL shares.

Further, | find from the mobile records of the noticee that he had sent an SMS
to SS at midnight i.e, 00:18:51 on December 15, 2008. SS had called the
noticee at 12:36:05 hours on December 14, 2008 and at 00:19:27 hours on
December 15, 2008, which lasted for about 9 minutes. Taking into account the
mobile records and the e- mails as stated above and the subsequent
transaction of the noticee on the morning of December 15, 2008 in the shares
of SCSL, | find that the noticee was aware of the forthcoming acquisition deal
by December 14, 2008 itself and traded when he was in possession of the said
information. Being a seasoned finance professional with substantial experience
in the field, there would not have been any difficulty for the noticee to anticipate
the possible market reaction to the acquisition of MIL and MPL by SCSL. In
fact, SCSL’s announcement on December 16, 2008 (evening) to acquire MIL
and MPL resulted in a substantial fall in share price of SCSL on December 17,
2008 when the scrip fell to a low of ¥ 151, a 33.5% fall from previous close, but
after the cancellation of the decision, recovered marginally to close at ¥ 157.10
on NSE.

The noticee has sold 14,500 shares of SCSL at an average price of ¥ 226/- per
share on December 15, 2008 before the news of acquisition of MIL & MPL
became public. The trading window that was closed on December 17, 2008
remained closed till June 12, 2009, thereby the employees could trade again
only on June 15, 2009 (June 13-14,2009 being Saturday and Sunday) when
the scrip of SCSL opened at %. 77.40. If the noticee had held on to those
14,500 shares without selling them on December 15, 2008, the noticee could
have sold them off earliest on June 15, 2009 atX 77.40. As a result, the noticee
has avoided losses of about ¥.148.60 per share being the difference between
the average sale price on December 15, 2008 and the price on June 15, 2009.
This difference amounts to . 21, 54, 700/- for 14,500 shares.
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16. From the discussion above and the facts and circumstances of the case, | find
that the noticee being an insider was in possession of 'unpublished price
sensitive information' when he sold 14,500 shares of SCSL. Hon'ble SAT in
the matter of Mrs Chandrakala vs SEBI (Appeal No 209/2011 decided on
31.01.2012) observed thus:

.......... If an insider trades or deals in securities of a listed company, it may be

presumed that he/she traded on the basis of unpublished price sensitive information in

his/her possession unless contrary to the same is established. The burden of proving a

situation contrary to the presumption mentioned above lies on the insider".

17. In this context, | have perused the reasons given by the noticee for his sale of
14,500 shares of SCSL on December 15, 2010. | find that the noticee is very
inconsistent or unstable regarding the reasons for the said sale. He has cited
different reasons at different times. In his letter dated February 01, 2010 he
mentioned numerous reasons such as funding for exercise of options, selling
before quiet period (trading window closure), bearish outlook of investment
community towards IT industry etc. In his letter dated October 31, 2012, he
mentions that he wanted to purchase a house at a better location and he
needed money for the same. However, in his letter dated November 09, 2012,
he mentions about analyst reports as the reason. He has not submitted any
documents which indicate that he had a pressing need of funds at that time
for purchase of house. In other words, the noticee has not given any
convincing evidence for selling such a large quantity of shares at that point of

time.

18. In the instant case, the noticee was an insider and he had traded while in
possession of unpublished price sensitive information. The noticee has
contended that he was not aware that the two companies SCSL was going to
acquire were MIL and MPL as the names of the companies were mentioned
as B1 and B2 in the draft presentation he received from SS. This contention
does not appear to be correct because from the e- mails received by the
noticee from SS on December 14, 2008 it is clear that "B2" was the code for
MPL.
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19. The frequent conversations by the noticee with SS on December 14-15, 2008
further support the view that the noticee was aware of the information of

acquisition of the two companies.

20. Thus it is clear that the noticee sold the shares of SCSL on December 15,
2010 when he was in possession of unpublished price sensitive information
and has thus violated the provisions of Regulation 3(i) of PIT Regulations read
with Section 12A (e) and (d) of the SEBI Act.

21. The aforesaid violations by the Noticee make him liable for penalty u/s. 15G
of the SEBI Act which reads as under:

“Penalty for insider trading
15G. If any insider who,-

0] either on his own behalf or on behalf of any other person, deals in
securities of a body corporate listed on any stock exchange on the basis of
any unpublished price sensitive information; or

(i) communicates any unpublished price- sensitive information to any person,
with or without his request for such information except as required in the
ordinary course of business or under any law; or

(iii)  counsels, or procures for any other person to deal in any securities of any
body corporate on the basis of unpublished price-sensitive information,
shall be liable to a penalty of twenty-five crore rupees or three times the
amount of profits made out of insider trading, whichever is higher.

22. | find that unlike the charging provision of regulation 3 (i) of PIT Regulations
which prohibits trading in a scrip ‘while in possession’ of UPSI regarding the
same scrip, section 15 G of SEBI Act penalises trading in a scrip ‘on the
basis of the UPSI. For interpretation of the words ‘on the basis of’ in section
15G of SEBI Act, | rely on the interpretation of the words ‘on the basis of' by
the Hon’ble SAT in its order dated May 09, 2008 in the matter of Rajiv B
Gandhi vs. SEBI (Appeal No.50 of 2007). In the said case, the Hon’ble SAT
has elaborated on the issue of whether the insider, though in possession of

unpublished price sensitive information, had traded ‘on the basis of that
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information or not? In this regard the Hon'ble SAT made the following

observation:

We are of the considered opinion that if an insider trades or deals in securities of a listed
company, it would be presumed that he traded on the basis of the unpublished price sensitive
information in his possession unless he establishes to the contrary. Facts necessary to
establish the contrary being especially within the knowledge of the insider, the burden of
proving those facts is upon him. The presumption that arises is rebuttable and the onus would
be on the insider to show that he did not trade on the basis of the unpublished price sensitive
information and that he traded on some other basis. He shall have to furnish some reasonable
or plausible explanation of the basis on which he traded. If he can do that, the onus shall

stand discharged or else the charge shall stand established””.

23. The Hon'ble Supreme Court of India in the matter of SEBI vs. Shri Ram
Mutual Fund® held that “once the violation of statutory regulations is established,
imposition of penalty becomes sine qua non of violation and the intention of parties
committing such violation becomes totally irrelevant. Once the contravention is

established, then the penalty is to follow.”

24. While determining the quantum of penalty, it is important to consider the

factors stipulated in section 15J of SEBI Act, which reads as under:-

Factors to be taken into account by the adjudicating officer.
While adjudging quantum of penalty under S.15-1, the adjudicating officer shall have due
regard to the following factors, namely:-
(a) the amount of disproportionate gain or unfair advantage, wherever quantifiable, made
as a result of the default;
(b) the amount of loss caused to an investor or group of investors as a result of the
default;

(c) the repetitive nature of the default.”

25. Itis one of the basic tenets of PIT Regulations is to prohibit trading by insiders
by virtue of their access to price sensitive information and thereby gain at the
cost of investors. This is to bring about fairness in the securities market. Thus,
any violation of the PIT Regulations has to be viewed seriously. For orderly
and fair functioning of the securities market, it is essential for every market

player to fulfill the requirements mandated by the law. Hence, the violation by

1 (2006) 68SCL 216 (SC)
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the Noticee needs to be viewed seriously. In the instant case, the information
was highly price sensitive and when the same was made public, the market
reacted very adversely leading to a fall of 33.5% of share price which is quite
substantial. The noticee by selling 14,500 shares of SCSL on December 15,
2008 has avoided a loss of . 21, 54, 700/-.

Order

26. After taking into consideration all the facts and circumstances of the case, |
come to the conclusion that this is a fit case for imposing the monetary penalty
on the aforesaid Noticee. I, in exercise of the powers conferred upon me
under section 15- | (2) of the SEBI Act, impose a penalty of ¥ 65,00,000
(Rupees Sixty Five Lakh only) on the Noticee in terms of Section 15G of the
SEBI Act for violation provisions of Regulation 3(i) of PIT Regulations read
with Section 12A (e) and (d) of the SEBI Act. | am of the view that the said

penalty is commensurate with the violation committed by the Noticee.

27. The penalty shall be paid by way of a duly crossed demand draft drawn in
favour of “SEBI- Penalties Remittable to Government of India” payable at
Mumbai within 45 days of receipt of this order. The said demand draft shall be
forwarded to General Manager, Investigation Department-6 (IVD-ID6),
Securities and Exchange Board of India, Plot no.C4-A, ‘G’ Block, Bandra
Kurla Complex, Bandra (E), Mumbai- 400 051.

28. In terms of the Rule 6 of the Adjudication Rules, copies of this order are sent

to the Noticee and also to the Securities and Exchange Board of India. The

matter is disposed of accordingly.

DATE: 21.12.2012 PIYOOSH GUPTA
PLACE: Mumbai ADJUDICATING OFFICER
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