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National Spot Exchange Limited (NSEL) 

Investigation Report: Role of the brokers 

Prepared by Economic Offence Wing, Mumbai Police 

 

Contents: 

 Backdrop 

 Entities involved 

 Typical pair trade transaction 

 Nature of fraud 

 Objective of the investigation into brokers role 

 Statutory compliance issues and issues in general 

 Important findings of certain major brokers 

 List of 139 broking houses/brokers with client exposure & money exposure is annexed. 

  



I.Backdrop 

The NSEL scam is estimated to be a Rs.5600 crore fraud that came to light after the National Spot 

Exchange failed to pay Its investors in commodity pair contracts after 31 July 2013. National Spot 

Exchange Limited is base in Mumbai, India. It was discovered after the exchange defaulted on 31 July 

2013 that most of the underlying commodities did not exist and the buying  and the selling of 

commodities like steel, paddy, sugar, ferrochrome etc. was being only conducted only on paper. 

An estimated number of 15000 investors along with public sector units like Metals and Minerals Trading 

Corporation of India (MMTC) and Project and Equipment Corporation (PEC) were victims of this NSEL 

scam. 

  



II. Entities Involved:  

The following are the various entities in a typical commodity pair trade transaction where this fraud has 

been perpetrated. 

 

1. NSEL itself is the main entity which served as Exchange on which commodity pair trade 

transactions took place. 

2. FTIL which was the holding company of NSEL which held 99+% of its shares. 

3. Defaulters or borrowers were those members who offered their commodities for trading on the 

exchange platform for which they got paid from time to time. For example N.K. Protein was one 

of the largest defaulters who owed over Rs. 900 crores to the exchange in July 2013. 

4. Brokers were members of NSEL who brought in investors to trade on the exchange. Examples 

are    Anandrathi, Motilal Oswal, IIFL, Geojit etc. who traded in huge volume on the NSEL. 

  



5. Investors were clients of brokers- members who invested on NSEL and who have been 

defrauded and   are victims in the scam. 

6. IBMA which was the subsidiary company of NSEL. This company was a member of NSEL and 

acted as Brokers and also actually offered trading for those brokers who did not have VAT 

registrations and apart from that it also traded on its own account. 

7. Warehouse where commodities were supposed to be kept before trading. NBHC was also a 

subsidiary of FTIL which offered warehousing services along with other such companies. 

8. NBFC companies belonging to individual brokers who funded and financed investors to trade on 

the exchange. Even brokers funded clients in their broking books by allowing debits to continue 

well beyond settlement cycle. 

  



III. Typical Pair Trade Transaction: 

A. A typical pair trade transaction is represented in the picture shown earlier where the first leg of the 

transaction on a day is effected on the exchange (due on T+1,2,3) in the first leg of the transaction the 

seller (defaulter) is supposed to have kept the commodity with the warehouse of NSEL before offering it 

for trading. The first leg is therefore purchase by a broker member on behalf of an investor from the 

defaulter on the exchange platform at the rate available on the trading platform. O the same day the 

second leg of the transaction reverses the purchase (settlement on T+25, 36) by the broker member at a 

different rate whereby the investor gains a profit (typically a certain percentage which may be akin to 

interest for that period). The stocks presumed to be in the NSEL warehouse are retained there and 

eventually to be collected by the defaulter after the 25/36 day period when he fulfills his settlement 

value by paying the exchange. The entire process of delivery of goods was simplified through 

Warehouse. Allocation receipts which were supposed to represent goods in warehouse and the 

allocated goods belonged to buyer client (investor). However the lure of waiving margin on goods sold 

and deposited with NSEL made the clients choose this option (Known as early payin of obligation) and 

thereby client lost complete control over goods. He had compulsorily depended on Exchange’s ability  to 

make the payout to realise his dues. 

  



Nature of the fraud: 

The Borrower-members could not pay the outstanding amounts that it owed to the exchange and 

consequently NSEL exchange defaulted in its payments obligation after July 2013, and investors to the 

extent of Rs. 5600 crores were unable to get the amounts due on settlement dated thereafter. NSEL did 

not have these commodities in the warehouses and therefore there was no security as promised to the 

investors. NSEL also had not kept aside sufficient funds in the Settlement Guarantee Fund. Therefore 

investors did not have any way to get back their investment and eventually a complaint was lodged by 

them with the EOW for recovery of this money. The MPID court is currently hearing this case. 

The EOW is investigating this case from all the following angles: 

- Role of NSEL the Exchange, its promoter company, its employees, FTIL and the Directors 

- Role of the Seller and Defaulter –Members and the money trail   

- Role of brokers-members 

- Role of the auditors 

- Role of IBMA 

Warehousing, NBHC and other entities within the FTIL group have not been taken up yet. This report 

deals with the role of brokers in this fraud. 

  



IV. Objectives of this Investigation into the brokers’ role: 

A scam of this magnitude would be difficult to continuously occur for 3 years without some of the large 

brokers’ gross negligence or perhaps active participation. 

The actual role of the brokers was: 

 To bring in investors to invest in ‘pair trades’ promising them assured returns and the investors 

got about 13-16% p.a. for investing in the commodity.  

 The sellers got finance at 18-20 or more % by pledging their commodity in NSEL warehouse. 

They got brokerage from investors on the NSEL platform, and those brokers who had their 

NBFCs got additional revenue by financing investors for investing on NSEL.  

Though the matter is still under investigation brokers have also received back from the 

exchange certain charges collected from investors such as transaction fees, delivery and 

warehousing charges, etc. It is suspected that these are indirect motivation incentives for 

brokers to generate huge volumes. It is also possible that brokers may have benefited from or 

compensated by the sellers or defaulters.  

The higher the trading turnover, the higher revenues for the exchange and the brokers. 

Therefore both wanted to increase turnover at the exchange. 

 

In light of the foregoing the objective of EOW in investigating brokers was to inquire whether 

they had been involved in any wrong doing connected with trading on the NSEL. Specifically to 

determine whether they participated in. 

  



a) Any activities which were detrimental to the investors, NSEL, or third parties. To determine 

whether they had made false and misleading representations, offered inducement, financing 

and deliberately made wrongful assertions purely to get brokerage and facilitate NSEL in 

generating higher volumes. 

 

b) Whether they had any illegitimate personal enrichment or, there has been, have been 

knowing dereliction in their duties as clearing and forwarding agents towards the commodities 

and protect the investors. 

 

c) It was also deemed necessary to ensure that their activities were within the frameworks of 

the law. 

  



V. Statutory non compliances and matters under Investigations and general issues arising therefrom 

      The brokers are being investigated for the following: 

 

1. IPC-Sec 420 Cheating, Definition: Whoever cheats and thereby dishonestly induces the person 

deceived to deliver any property to any person, or to make, alter or destroy the whole or any 

part of a valuable security, or anything which is signed or sealed, and which is capable of being 

converted into a valuable security, shall be punished with imprisonment of either description 

for a term which may extend to seven years, and shall also be liable to fine. 

2. IPC-sec 463, Definition:  Whoever makes any false documents or false electronic record or part 

of a document or electronic record with intent to cause damage or injury, to the public or to 

any person, or to support any claim or title, or to cause any person to part with property, or to 

enter into any express or implied contract or with intent to commit fraud or that fraud may be 

committed, commits forgery. 

3. NSEL bye laws-UCC code changes, SGF, warehousing matters. Some of these matters may be 

applicable to brokers who undertook market capturing. Applicability of SEBI’s circulars 

regarding UCC modifications also need to be reviewed particularly since NSEL’s circulars were 

inchoate in many respects.  

  



4.  Ministry of Finance- Financial Investigation Unit matters (FIU). Suspicious transactions being 

moved through multiple accounts by certain employees and client investors of brokers will 

have to be reported to the FIU/SEBI for further questioning. 

5. VAT payments, A thorough VAT investigation needs to be done to determine whether all 

brokers have paid fully the VAT collected on the NSEL trading platform from investors or from 

borrowers. 

6. Criminal liability in case some charges have been refunded by NSEL to brokers and if they have 

not been repaid to investors. Similarly if defaulters have compensated brokers, then they have 

abetted with them to defraud the investors. 

7. Compliance of NBFC regulations and possibility of wrongdoings under other laws for Benami or 

Hawala transactions, income tax violations also may be reported. 

8. FEMA, I Tax, PMLA may also be attracted. 

9.  EOW is investigating in ambit of IPC offences and has not gone into code of conduct or 

licensing term violation on behalf of these brokers, which may be separately enquired into by 

SEBI/FMC as the case may be. 

 

  



 Brokers had repeatedly made false statements to investors and are also liable for action under 

the Indian Penal Code. Some of them falsely presented NSEL as an exchange regulated by FMC & 

the investment secured by stocks and Settlement Guarantee Fund. 

 Defaulted in verifying the authenticity of warehouses receipts, existence of warehouse and 

goods. This was their responsibility wherever C & F agency agreements were signed by them. 

They even gave out contract notes to investors which were backed against warehouses receipts. 

(In the case of IICL they were providing warehouse receipts when demanded by the investors 

only. The broker, by not providing warehouse receipts to all investors on settlement day or 

immediately thereafter failed to complete a very important aspect of the settlement process vis 

a vis the client) 

 Several brokers confirmed to the auditors of NSEL, in writing the stock position as at the year 

end on 31 March 2012. 

 Financing certain brokers financed investors through their sister concerns to encourage them to 

trade on NSEL. Certain brokers also provided funds to employees which were used to trade on 

the exchange. And certain brokers allowed debits of the client to continue in the broking books 

thereby indirectly funding the client may be even using up funds in pool account remaining to 

due credit balances of  other clients. 

  



 Instances of suspicious transactions to be reported to the Financial Investigation Unit of Ministry 

of Finance: Certain investors moved funds through multiple accounts within a day or two before 

trading on NSEL. In One instance funds have been given to foreign branch and then rotated 

through multiple accounts before being traded in NSEL. 

 Market capturing: instances of broker involved in mass trading (bulk buying) in investor’s name 

without permission and then distributing trades to other clients through code changes. 

 Back office code changing done without consent of the Exchange. 

 Maintaining dual transaction on details & accounting. 

 Manipulated trading volumes. 

 Benami Tradings 

 Hawala Transactions 

 Illegal transactions using front entities 

  



VI. Finding related to some major brokers  
Broker: AnandRathi and his group companies (AR) 
 
Started trading on the NSEL platform in 2009, 12900 clients & trading worth Rs. 19,130.2 crores, (in the 
past 4 years) Around 16% of the overall turnover on NSEL. Total Brokerage earned:_____________ 
 
Collection of evidence and information till December 31, 2014 which appear to support the following: 
 

 False assurance to investors as regards NSEL with wrongful and misleading statement and 
assurances. 

 Failure in responsibility to act as a C & F agent, which would include responsibility to ensure of 
stocks in NSEL warehouses conduct periodic verifications and conduct overall due diligence to 
protect investors as their agent. 

 Possible nexus with M/S N.K. Proteins (largest defaulter) 

 Possible tie up with NSEL/FTIL/or its Directors indicating conflict of interests and absence of 
transparency and impartiality 

 Misleading submissions to EOW regarding signed agreement for C & F services 

 Market capturing practices by large scale  UCC manipulations 

 Short selling on the Exchange 

 Suspicious Transaction of funding through multiple accounts which need to be reported to FIU 

 Illegal back office changes in UCC 

 Falsely assured inventors of due diligence & sufficient settlement guarantee funds  
  



 Acted as clearing and forwarding agents, and gave NSEL auditors false information about adequate 
goods being in warehouses. 

 Masqueraded as its client to do large deals (known as UCC manipulation) 

 Carried out suspicious transactions of funding through multiple accounts, and to increase the 
volumes on NSEL platform, indulged in circular funding by transferring funds into various accounts 
of their own employees and relatives. 

 
 
Broker: Geojit Comtrade Limited 
 
Total turnover during last 3 years period: Rs. 5540.91 crores. 
 
Collection of evidence and information till 13th January 2015 which appear to support the following: 
 

1) Details regarding name of company, its registered office and name of directors responsible for 

commodity exchange at Geojit Comtrade Limited 

2) Evidence regarding membership certificate approval letter, membership application form and board 

resolution authorizes to transect in NSEL product. 

3) Year wise brokerage and turnover as well as C&F charges and other for NSEL paired contract. 

4) False assurance to investors as regards NSEL with wrongful and misleading statements and 

assurances. 

5) Possible tie up between NSEL 

6) Market capturing practices by large scale UCC manipulation 

7) Short selling on the exchange 

  



8) Suspicious transaction of funding through multiple accounts and written off 128.26 Crores as bad 

dept provision in F.Y.2013-14. 

9) Stock lying certificate to Auditor 23/03/2012 

10) Lurement by way of financing through sister concern and also writing off Rs. 160 crores worth of bad 

laons in single financial year. 

 

Broker: India Infoline Commodity Limited (IICL) 

Total Turnover during the last 4 years period: Rs. 9183.48 crores. 

     Collection of evidence and information till 15th January 2015 which appear to support the following: 

- False assurance to investors as regards NSEL with wrongful and misleading statements and 

assurances. 

- Possible tie up between NSEL ?? 

- Market capturing practices by large scale UCC manipulation. 

- Transaction of funding through NBFC and directly by the broking entity (multiple accounts) 

- Stock verification confirmation as on 31-3-2012 

 

About the company India Infoline Commodity Limited 

India Infoline Commodity limited (IICL) was incorporated in the year March 2004, its office is at IIFL 

Centre, Kamala City, Senapati Bapat Marg, Lower Parel, Mumbai-400013. India Infoline Commodity 

Limited is a member of MCX, NSEL, NCDEX, NCDEX spot exchange. It offers commodity trading activity 

online to clients across India. Board of Director 

  



(BOD) consists of Mr. Nirmal Jain, Mr. R. Venkat Raman, and Mr. Chintan Modi. 

Become a member of NSEL in 2010, trading worth Rs. 9183.48 crores. Brokerage earned Rs. _________ 

 False assurances to investors of expect returns between 19 to 21%. (? may be on funded 

transactions) 

 Misled investors that the trades were guaranteed by exchange and contingency funds to protect 

any losses. 

 Risk free product as it was arbitrage. 

 Goods in NSEL accredited warehouses (this would lend a sense of security as exchange was 

handling stocks like other exchange handling Equity/Debt instruments) 

 Depiction that goods would be insured by NSEL 

 While all the above gave a sense of security and sense of relief regarding secured nature of 

transaction, the Member-Client agreement contained a clause (9 of IICL agreement) that NSEL 

was only providing a platform to carry out trades and the client himself would personally liable 

to each other. 

  



for all obligations, etc…Pl refer extract below 

The Constituent acknowledges that all trades/transaction entered on the trading system of NSEL 

for purchase and sale of commodities would be between the Constituent i.e, buyers and sellers 

inter-se and the Constituents would be personally liable to each other/counter party 

Constituent for the fulfillment of all obligation pertaining to the transactions/trades executed by 

them through their respective members and NSEL has only a limited role of facilitating the 

trading and settlement thereof and regulating the contract and relationships which are 

governed by the Rules, Regulations, Terms & Conditions, instructions and directions 

framed/issued by NSEL. The Constituent acknowledges and agrees that in case of any difference 

dispute arising between the Constituent and the member or the Counter party Constituent 

pursuant to the dealings under this agreement. NSEL shall have no role in the dispute and the 

Constituent shall settle the same with the other party without making the Exchange a party to 

the dispute. 

 

 Trades in Client names without permission. 

 They have denied existence /availability of recorded conversations with client for trades as well 

as trade changes. 

 Making mis statements about trading by the company, (prop trading done using client codes), 

Directors their relatives and their group/ associates companies. 

 So far not cooperated by not providing data exclusively for NSEL segment, Despite requests 

ledgers/ bank accounts etc. are provided for the company instead of for NSEL segment. 

 Not providing details of how clients were funded in brokers book and how brokers own stock of 

Rs. 75 crores pertaining to NSEL and total stock of Rs. 176 crores as on 31.3-2012 was  

  



funded. Possibility of misuse of client funds in pool account or funding from NSEL related 

entities? 

 It does not appear that broker carried out any exercise to check if the NSEL product was suitable 

for client. Even persons with very low income/ wealth were enrolled as client and made to 

participate in this trading. 

 Though NSEL was supposed to be SPOT exchange, the product was being marketed as a 

financing transaction. 

As of 19.3.2015, the brokers were accused of not providing the investor details, and said going by the 

number of details it got so far the total number of investors who have claimed to have lost money 

looked bogus. The investigation is on. 

 

 

 

  




