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Madras High Court mandates proportionality in freezing of bank accounts by
investigating authorities

The Hon’ble Madras High Court (“Madras HC”), in the matter of Mohammed Saifullah vs. Reserve Bank of India and
Ors! has delivered a significant ruling on the freezing of bank accounts in cases of ongoing investigations, particularly
concerning cybercrimes. The judgment addresses the need to balance investigative needs with the rights of account
holders. It also provides clear directions on conducting such actions in a manner that prevents unnecessary hardship
to account holders.

1. Mohammed Saifullah (“Petitioner”) filed a writ of mandamus before the Madras HC after HDFC Bank froze his
account based on the instructions from the Cyber Crime Bureau, Telangana. This action was taken as part of an
investigation into cryptocurrency-related activities.

2. While only INR 2,48,835 (Indian Rupees two lakh forty-eight thousand eight hundred and thirty-five) of the
account’s balance was suspected to be involved in the crime, the bank froze his account which had a balance of
INR 9,69,580 (Indian Rupees nine lakh sixty-nine thousand five hundred and eighty).

3. The Petitioner argued that neither the investigating agency nor the bank had informed him of the reasons for the
freezing of the account or how long it would last, causing undue hardship in his financial affairs.

1. Whether the blanket freezing order is justified in cases where the suspected amount is lower than the total account
balance?

2. Should the account holder be notified of the reasons for freezing their bank account?

The Madras HC, while acknowledging the statutory powers granted to investigation agencies to freeze accounts under
Section 102 of the Code of Criminal Procedure, 1973 (now Section 106 of the Bhartiya Nagarik Suraksha Sanhita,
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2023)2, emphasised that these powers must be exercised responsibly. Below is the summary of the Madras HC’s
findings:

1. account holders must be notified promptly of the reasons for freezing their accounts, and a timeline should be
provided for the freeze. The failure to do so violates basic principles of natural justice;

2. freezing the entire account balance when only INR 2,48,835 (Indian Rupees two lakh forty-eight thousand eight
hundred and thirty-five) was suspected to be linked to the crime was unjustified. It held that investigative agencies
should freeze or mark a lien only the amount related to the investigation/alleged crime and not the entire account,
unless circumstances warrant it; and

3. indiscriminate freezing of accounts could severely affect individuals' right to livelihood and business, violating
Article 19(1)(g) of the Constitution of India, which guarantees the right to carry on business. The Madras HC
stressed that actions by investigating authorities should not infringe upon these fundamental rights without
proper justification.

The Madras HC concluded by directing HDFC Bank to immediately de-freeze the Petitioner’s account, allowing him to
utilise the remaining funds. However, the bank was instructed to retain a lien on INR2,50,000 (Indian Rupees two lakh
fifty thousand), slightly higher than the amount under suspicion, until the investigation was concluded. The Petitioner
was also directed to ensure that this amount remain in his account.

This judgment is a significant step toward protecting the rights of individuals and businesses affected by arbitrary
account freezes by investigating agencies. By setting guidelines, the Madras HC has reinforced the importance of
proportionality and transparency in freezing orders during investigations. Authorities must now ensure that: (a) such
freeze is limited to the amount under investigation; and (b) they must promptly inform account holders of the reasons
and duration of the freeze.

Additionally, the judgment places a responsibility on law enforcement agencies to conduct thorough investigations,
particularly in cases where no specific amount of fraud has been quantified by the complainant. The police will need
to carefully evaluate such situations to ensure that the accused is not unjustly enriched whilst also preventing severe
prejudice to the complainant. This careful balancing act is essential to avoid unnecessary hardship on the account
holders while ensuring that victims of fraud are adequately protected. This ruling will help mitigate the financial and
operational challenges caused by unnecessarily broad freezing orders, ensuring a fairer process for account holders
while allowing investigations to proceed effectively.

Itis important to note that these guidelines are currently limited to the jurisdiction of the Madras HC and, by extension,
the state of Tamil Nadu. Similar guidelines will need to be issued by other High Courts or the Supreme Court to provide
uniform protection across the country. Nonetheless, this judgment will carry considerable weight and may be cited as
persuasive precedent in other courts dealing with similar issues.

2 Power of police officer to seize certain property
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Disputes Practice

With domain experts and strong team of dedicated litigators across the country, JSA has perhaps the widest and
deepest commercial and regulatory disputes capacity in the field of complex multi-jurisdictional, multi-
disciplinary dispute resolution. Availing of the wide network of JSA offices, affiliates and associates in major
cities across the country and abroad, the team is uniquely placed to handle work seamlessly both nationally and
worldwide.

The Firm has a wide domestic and international client base with a mix of companies, international and national
development agencies, governments and individuals, and acts and appears in diverse forums including
regulatory authorities, tribunals, the High Courts, and the Supreme Court of India. The Firm has immense
experience in international as well as domestic arbitration. The Firm acts in numerous arbitration proceedings
in diverse areas of infrastructure development, corporate disputes, and contracts in the area of construction
and engineering, information technology, and domestic and cross-border investments.

The Firm has significant experience in national and international institutional arbitrations under numerous
rules such as UNCITRAL, ICC, LCIA, SIAC and other specialist institutions. The Firm regularly advises and acts
in international law disputes concerning, amongst others, Bilateral Investor Treaty (BIT) issues and
proceedings.

The other areas and categories of dispute resolution expertise includes; banking litigation, white collar criminal
investigations, constitutional and administrative, construction and engineering, corporate commercial,
healthcare, international trade defense, etc.
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This prism is not an advertisement or any form of solicitation and should not be construed as such. This prism has
been prepared for general information purposes only. Nothing in this prism constitutes professional advice or a legal
opinion. You should obtain appropriate professional advice before making any business, legal or other decisions. JSA

and the authors of this prism disclaim all and any liability to any person who takes any decision based on
this publication.
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