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ABSTRACT 
 Insider trading which has become rampant in many countries. It nothing but dealing in the securities of a company by the 
insider on the basis of certain confidential information relating to the company which is not published nor in the public domain. 
Insider is the person who has received or had access to such un published price sensitive information. Insider trading involves the 
breach of fiduciary duty of the Insider. Insider trading is an economic offence. If it is not dealt properly, it will not only affect the 
economic growth of the state but also slows the capital inflow and foreign investment and also casts a slur on India’s Securities 
Market. It also extremely detrimental to the growth of healthy securities market. The integrity of the securities market also will be 
affected.  
 
 This study reviews the insider trading and its impact on the securities market in India and tried to give some suggestions to 
curb illegal insider trading in India. 
 
STATEMENT OF PROBLEM 
 Insider Trading essentially denotes dealing in a company’s securities on the basis of confidential information relating to the 
company, which is not published or not known to the public, also called as unpublished price sensitive Information, used to make 
personal profits or avoid to loss. It is fairly a breach of fiduciary duties of Insiders of a company. It arises when an individual with 
potential access to non-public information about a company buys or sells shares or stocks of that company. The practice of Insider 
Trading came into existence ever since the very concept of trading of securities of joint stock companies became prevalent among the 
investors worldwide and has now become a formidable challenge. 
 
 The growing magnitude of the worlds  ’securities market wherein trading in shares, derivatives and bonds takes place at 
international levels has further raised the concerns of the regulators all over the world. Insider trading caught attention of the public 
and the government owing to them suspecting unusual profit/gain of business person as well as shareholders. The Companies Act in 
India has exhibited dearth of competency to resolve trading issues along with limiting unfair trading and malpractices by companies. 
 

The SEBI Act was enacted in the year 1992 to provide a regulatory framework to promote healthy trading and protect 
investors  ’interest to ensure growth of securities market. Under Section 11(1), 11(2), of SEBI Act and Section 30, SEBI has the legal 
power to intervene and prevent insider trading while the said sections also implement further regulations to limit illegal activities. The 
first case regarding violation of insider trading regulation was registered against Hindustan Lever Limited in India. 
 
 Present effort is an Endeavour to understand the magnitude of this problem and regulatory practices that exist to combat it 
and to make suggestions to curb illegal insider trading. 
 
ITERATURE REVIEW 

Netter and Mitchell (1989) clearly stated that insiders buy after fall in prices and sell after price increases. Firms repurchase 
shares after falling prices. 

 
John and lang (1991) in dividend announcement event clearly stated that insider trading and dividend announcements act as 

joint signals. 
  
Meul Broek and Hart (1997) stated that illegal insider trading causes increases in takeover premier. 

 
Cheng and lo (2006) in voluntary disclosure event held that insiders strategically choose disclosure policies and the timing of 

their stock trades. Managers increases bad news forecasts when they plan to purchase shares. 
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Penman (1982) found that insiders purchase shares before good management earnings forecasts and sold prior to bad 
forecasts. 

 
Darrough and Rangan 2005 find that reduction in R&D expenditures around IPOs are negatively related to insider selling. 

The reduction in R&D expenditure increases current earnings and so insiders sell to take advantage of the temporary inflation of 
current earnings. 
 
RESEARCH QUESTIONS 

Research focus on the better understanding of Insider trading and it’s impact. The focus is on gaining a better knowledge of 
the effects of insider trading in short and long run on the securities market and role of SEBI and laws enacted to curb insider trading. 
RE search also on focused on the various cases and their outcome and tried to make suggestions to curb insider trading in India. 
 
Following research questions are framed 

1) There is any similar pattern of insider trading. 
2) What is the outcome of previous insider trading cases in India? 
3) Impact of insider trading on the securities market and economy. 
4) Is regulations are enough to curb Insider trading in India. 
5)  What more is needed to safeguard the investors and the financial market. 

 
RESEARCH OBJECTIVE 
Following are the objectives 

1) To protect the Investors from Insider trading. 
2) To make awareness among the public  
3) To analyses the impact of Insider trading. 
4) To make better suggestions to the law enforcing authorities and companies to curb insider trading. 

 
HYPOTHESIS 

There is urgent need in India to curb illegal and unfair trade practices in securities market. Stringent actions and solutions are 
needed to eliminate this type of attitude in securities market.  

1) Advantage of Insiders by Insider trading. 
2) Particular pattern of Insider trading. 

 
RESEARCH METHODOLOGY 

The present study is exploratory and descriptive in nature as I want to study the insider trading and it’s impact on the 
securities market in India. 
 
Evolution of insider trading in India 
Meaning of insider trading 

Insider is a person who by virtue of their work has the knowledge of the affairs of the company are associated with the 
company in any capacity. Insider trading means trading of company securities by the insider Who have access to the non-public Price 
sensitive information and using that information he will exploit for his personal gain. The insiders of the company will have the 
information regarding mergers, acquisitions, bonus, financial status, contracts, board meetings, resolutions, price sensitive information 
of the company. This information are not available in the public domain or not known to other investors other than insiders. The 
insiders if they use this information for their personal gains, it will greatly affect the securities market and to other investors. The 
tipping of information by the Insiders to others also affects a lot. Insider trading is unfair, illegal trade practice. 
 

Insider trading is not termed as illegal in the beginning of 20th century. The first country is USA which made regulations to 
curb insider trading. 
 

Bombay Stock exchange which was the first securities market In India founded on 9 July 1875 in Dalal Street, Mumbai. It is 
one of the oldest stock exchanges in the world. On 31 August 1957 it was recognized by government of India under the securities 
contract regulation act. 
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National stock exchange of India (NSE) is owned by government of India established in 1992. It is the first dematerialized 
electronic exchange in the country. 
 

Insider trading prevalent in India from so many decades. In 1940 some of the cases were reported regarding the insider 
trading by the directors, promoters and some of the insiders to get profits. Some of the companies are not disclosing the financial 
status, the issue of bonus of shares, information regarding dividend in those days. Public and investors are also not aware of the term 
insider trading and about illegal profits made by the insiders by concealing the information of the securities. 
 

The first case was reported in 1970 popularly known as GARWARE NYLON insider trading case. In this case a sudden 
rumor came into the market that company is about to propose a bonus issue. Hearing that suddenly there is a high rise of price of 
shares of the company. After some days chairperson of that company denied the same. Due to that statement the price of the Company 
shares came to low level. The management of the company purchased a bulk amount of shares and after that company announced a 
bonus issue of shares. After the announcement the price of shares of that company increased a lot causing huge loss to the public 
investors and causing huge profits illegally to the insiders. 
 

Another case was reported in 1982 which is known as Great Eastern shipping company case. In 1982 the price of the share of 
the company suddenly rises up to 200%. After some time, it suddenly came to very low and the company was collapsed. 
Investigations revealed that the insiders of the company gave the information to the one of the big brokerage firms that the company is 
going to issue bonus shares and brokerage firm purchased the securities of the company in large. Insiders sold their holdings at higher 
rates. After that company not issued bonus shares for a long time. Regarding those prices of the shares fell sharply leaving high losses 
to the brokerage firm and investors and huge gains to the insiders. 
 

In 1985 Hindustan motors company also cheated the investors by insider trading. From 1971 to 1985 no bonus was issued, 
and in 1985 chairman denied of bonus. The investors sold the shares and brokerage firms purchased them on a spree and after that 
company announced bonus. After that also so many cases reported but none were punished for insider trading. 
 
Conclusion 

There is no mechanism or stringent laws to protect the investors from such malpractices by the insiders before 1988. 
Government of India era acted so many laws and appointed so many committees to advise specific regulations needed in the securities 
market. The regulations, laws, committee report are discussed in the next chapter. 
 
 
EVOLUTION OF INSIDER TRADING REGULATIONS IN INDIA 
 

The dealings in securities in India traces back to East India company. The first Indian legislation to regulate the securities 
market is Bombay securities contract act 1925. 1th  
 

2.1 Bombay Securities Contract act 19251  
By the assent of the Governor General, Bombay under section 80(A) of government of India act. It was enacted and 

published in the Gazette on 29 December 1925. It was enacted to regulate and control certain contracts for the purchase and sale of 
securities in the city of Bombay and in elsewhere in Bombay presidency. It is primarily focused on registration and recognition of 
stock exchanges and the rules and regulations and control of transactions in securities. 
 

After independence the same rules were incorporated in capital issue control act 1947. 
 

2.2  Capital issue control act 1947 2 
It was one of the last laws passed by Parliament four months before independence. Under this act no company shall except 

with the consent of the central government make an issue of capital. It was enacted on 18 April 1947. There are rules prescribed for 
purchase and sale of securities, power to make rules etc in this act. It was further amended in 19 57. Under capital issue control act 
1947 the office of controller of capital issue was established to approve issue of securities, price of securities. 
 

Recognizing the impact of insider trading government of India constituted Thomas committee in 1948. It was constituted by 
seeing the market crash in 1929 in USA. In United States of America, the market crash in 1929 led to the enactment of the securities 
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exchange act of 1934 to govern securities transactions. The purpose of securities exchange act 1934 is to ensure fairness and investors’ 
confidence. In India there is Indian companies act 1895 and companies act in 1913 to deal with companies but no insider trading 
regulations are there in those acts. So, government of India constituted Thomas committee in 1948 to make recommendations 
regarding insider trading. 
1. Bombay Act No. VIII of 1925. 
2. The capital issue (Control) Act 1947, Act of 29 of 1947. 
 

2.3  Thomas committee report 19481 
Thomas committee in his report clearly demanded government of India to intervene urgently in the affairs of the securities 

market. In their observation the stock market is involved in serious state of things and they clearly stated that company directors are 
utilizing the stock market for their selfish ends. He has submitted 168 pages report to the government and recommended for urgent 
regulations. The Thomas committee clearly stated that there is urgent need to regulate the stock market and to make rules and bylaws 
and need of regulatory mechanism to curb objectionable practices in stock market. 
 

Basing on the recommendations of Thomas committee section 307 and 308 were added to the companies act 1956. By these 
provisions directors and management of the company has to record their shareholdings and they have to disclose their holdings. But it 
was not very much affective and stringent enough to prevent insider trading. 
 

2.4  Sachar committee report 19792 
Sachar committee was constituted in 1978. It submitted its report in 1979 suggesting to have certain provisions to restrict the 

malpractices in securities market. 
 

2.5  Patel Committee report 19863 
Patel committee was constituted by the government of India in 1986 to make recommendations regarding insider trading. It 

also recommended to make several changes to the securities contract regulations. 
 

 

2.6  Abid Hussain committee report 1989 4 
Abid Hussain committee was constituted in 1989. The committee recommended that insider trading must be liable for 

punishment under civil and criminal law and also, he recommended for a separate statute for prevention of insider trading. 
 

Basing on these recommendations and to keep confidence in the investors and in view of TISCO case of 1992 Paved the way 
for a comprehensive legislation. 
1. Report on the regulation of the stock market of India by P. J. Thomas 19480 
2. Sachar committee report 1979. 
3. Patel committee report on stock exchange reforms 1986. 
4. Abid Hussain committee report 1989. 
 

2.7 The Securities and exchange board of India SEBI act 1992 1 
The securities and exchange board of India established in 1988 under the resolution of government of India to regulate the 

activities of the securities market. Increase in fraude, malpractices in the securities market and based on the recommendation of certain 
committees it was established as interim administrative body to function under Ministry of finance, government of India. SEBI was 
made as a statutory body by giving the powers to issue regulations, to supervise, to carry out investigations, to adjudicate and impose 
penalties and it came into force on 31 January 1992 as securities and exchange board of India act 1992. SEBI broadly divided into 
three parts in functions. The protective functions of SEBI is to safeguard the interests of traders and investors, limit price rigging, 
prevent insider trading. SEBI is a quasi-judicial, quasi-legislative, quasi-executive body. 
  

Section 11 of SEBI act 1992 prescribes the power and functions of the board. Under section 11(2)(g) prevention of insider 
trading is one of its main duties of SEBI. Section 12 A which was amended in 2002 explicitly prohibits insider trading in securities of 
companies which are listed in stock exchanges. 
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2.8  SEBI (Insider trading) regulations 1992 2 
Due to increase in cases of insider trading in exercise of the powers conferred by section 30 of SEBI act 1992, the board with 

the approval of central government made these regulations to prevent insider trading. 
 

Section 3 deals with prohibition on dealing on matters relating to insider trading.  
 

Section 4 deals with investigation in the cases of insider trading. Section 6 deals with procedure for investigation. 
 

SEBI insider trading regulations 1992 Section 2(C) defines insider as any person who is or was connected with the company 
or is deemed to have been connected with the company and is reasonably expected to have access to unpublished price sensitive 
information in respect of securities of a company or has received or has had access to such unpublished price sensitive information. 
 

Section 12 of insider trading regulations obligates all listed companies and organizations associated with the securities market 
to frame and adopt a code of internal Procedure and conduct. 
 
1. Securities and exchange board of India Act 1992, No. 15 of 1992. 
2. SEBI (Prohibition of Insider trading) Regulations 1992. 

2.9 SEBI (insider trading) Amendment regulations 20021 
Basing on the recommendations made by Kumar Mangalam Birla committee the amendment tried to cover almost the entire 

gamut of insider trading. These amendments have incorporated a new definition of price sensitive information and the model code of 
conduct for prevention of insider trading. It also specified disclosure of shareholding in the listed companies during initial period and 
to do it continuously by the insiders. 
 

2.10 SEBI (Prohibition of insider trading) (amendment) régulations 20032 
In this amendment Form A, Form B, Form C, form D were introduced. These are forms to be submitted to the SEBI 

regarding their holdings in the company by the directors and other insiders of the company on a continuous basis to curb insider 
trading. 

2.11 SEBI (Prohibition of insider trading) régulations 20083 
By this amendment the definition of insider was broadened. It also reminded the model code of conduct regarding opposite 

trade and it clearly prescribed that model code of conduct cannot be diluted in any manner. It also prescribed certain time limit to 
inform SEBI and to the stock exchanges regarding acquisitions and takeovers. E-filing was also introduced through this amendment. 
 

2.12 SEBI (Prohibition of insider trading) amendement régulations 20114 
This amendment included the promoters and promoter group of company to disclose the holdings and transactions regarding 

the securities of the company. Previously they are not included. The disclosures requirements under regulations 13 now included 
promoters and promoter group of company by this amendment.  
 
1. SEBI (Insider trading) Amendment regulations 2002. 
2. SEBI (Prohibition of Insider trading) (Amendment) regulations 2003. 
3. SEBI (Prohibition of Insider trading) regulations 2008. 
4. SEBI (Prohibition of Insider trading) (Amendment) regulations 2011. 

2.13 Justice NK Sodhi committee report an insider trading 20131 
In this report the committee enlarged the definition of insider and connected person. It recommended that insider must be 

prohibited from accessing unpublished price sensitive information unless required in discharge of his duties. Trading by insiders and 
their immediate relatives would need to disclose to the company and to the stock exchange. It also recommended to formulate a code 
of conduct by the companies to regulate, Monitor and report trading securities by the insiders and other connected persons. It also 
recommended that the insiders must prepare and submit trading plans and they are to be disclosed to the stock exchanges. 
 

2.14 Insider trading under companies act 2013 2 
Section 195 of chapter 12 prohibited insider trading of securities by any inside person including directors and other connected 

persons. 
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It also defined insider trading and price sensitive information. Under companies act 2013 insider trading is an act of 

subscribing, buying, selling, dealing in any securities by any director or key managerial personnel or any other officer of a company 
either as principal or agent or any other officer of the company is reasonably expected to have access to any non-public price sensitive 
information in respect of securities of company. 
It was held that this section creating practical problems and more conflicts especially with respect to defenses under this act and SEBI 
regulations and omitted by companies (Amendment) act 2017. Section 458 of companies act 2013 delegate powers to SEBI to 
prosecute insider trading in securities of listed companies and it also applies to before the listing also. 
 

2.15 SEBI Prohibition of insider trading regulations 2015 3 
The SEBI discussed on Sodhi committee report and replaced SEBI (Prohibition of insider trading) regulations 1992 with the new 
regulation on 15 January 2015 and these regulations came into force on 15 May 2015. 
 
1. Report of High-level committee to review the SEBI (Prohibition of Insider trading) regulations 1992 by N.K. Sodhi. 
2. Companies Act 2013. 
3. SEBI (Prohibition of Insider trading) regulations 2015, issued on 15-01-2015. 

 
The main objective for the introduction of the new regulations are to strengthen the legal and enforcement framework, to 

implement international practices into Indian securities market, to clarify the definitions and concepts and regulate the legally valid 
transactions. It clearly focused on the issue that there is so many amendments and circulars, notifications regarding SEBI (Prohibition 
of insider trading) regulations 1992.  

 
It created confusion among the investors and the companies. To avoid those confusion and to strengthen the legal structure it 

was enacted. It has five chapters, two schedules and 12 regulations. 
 
Chapter 1 

Chapter one contains definitions. Some of the definitions in previous or modified or widened. Mainly the word “connected 
“is enlarged to include more relations. 
Chapter 2 
Chapter 2 contains restrictions on communication and trading by insiders. 
Section 3 clearly prescribes the limits of communication and procuring of unpublished price sensitive information. 
Section 4 restricts trading when in possession of unpublished price sensitive information. 
Section 5 prescribes about trading plan to be submitted to a compliance officer by the insider of the company. 
 
Chapter 3 
Chapter 3 contains the disclosures to be made by the insidersRegarding trading. 
Section 6 prescribes the trading disclosure should be made in such forms as prescribed by the immediate relatives and the connected 
persons also. 
Section 7 states about the initial disclosures and continuous disclosures by the insiders of the company and the disclosures by 
connected persons also. 
 
Chapter 4 
Chapter 4 prescribes about the code of fair disclosure and code of conduct to be followed by the company and the insiders. 
Section 8 prescribes about code of Fair disclosure and adhere to each of the principal set out in schedule A. 
Section 9 prescribes code of conduct to formulate by the companies to regulate, monitor and report trading adopting the minimum 
standards set out in schedule B. 
 
Chapter 5 
Chapter 5 contains miscellaneous provisions. Section 10 prescribes about sanction for violation of the above regulations. 
Section 11 prescribes about the power of the SEBI to remove Difficulties. 
 
Conclusion 

From the Bombay securities contract act 1925 to the securities exchange board of India (Prohibition of insider trading) 
regulations 2015 and up to till date in almost hundred years this is the history laws, statutes, rules and regulations prescribed to prevent 
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insider trading in India. Even though so many rules and regulations are there to prevent illegal insider trading in India, these mal 
practices still prevail in India some of the cases of illegal insider trading are discussed in next chapter. 
 
LAND MARK CASES OF INSIDER TRADING AND THEIR OUTCOME IN INDIA 
 
3.1 Harshad Mehta scam 1988 to 1992 

On April 23, 1992 journalist Sucheta Dalal of Times of India exposed Harshad Mehta scam. Mehta along with his associates 
was accused of manipulating the rise in the Bombay Stock exchange in 1992. He took the advantage of loopholes in the banking 
system and drained of funds from interbank transactions. Subsequently they bought huge amount of shares at a premium rate to rise 
Sensex dramatically. In one year, he had driven the Sensex the index of the Bombay Stock exchange from 1000 to 4500. It was 
unprecedented bull run, never seen in the history of Indian market. The exposure of Mehta   ‘ s modus operandi led banks to start 
demanding their money back, it caused the Sensex to plung almost dramatically as it had risen. So many investors were heavily 
leveraged and as a result committed suicides as a result of the fallout. Harshad Mehta scam led to the loss of wealth to the tune of 
5000 crores.76 criminal cases and over 600 civil suits were filed against Harshad Mehta and several banks and financial institutions 
also lodged cases against Harshad Mehta to get their money back. Most criminal cases against Harshad Mehta have been dropped, but 
civil cases remain. As per the report in 2015 the total liabilities of Harshad Mehta was 16,000 crores and the total assets was 1700 
crores. This case has dragged on for too long. 
 

3.2 Hindustan Lever Ltd versus SEBI 1996 (818 SCL 311 MOF)1 
Brief facts of the case are Hindustan Lever Ltd purchased eight lakh shares of BBLIL from the unit trust of India on March 

25, 1996. The purchase was done before two weeks of announcement for a proposed merger of HLL with BBLIL. HLL and BBLIL 
are subsidiaries of Unilever company and they are in the same management which was situated in London. Hindustan Lever Ltd 
directors have the knowledge of merger and purchase the shares of BBLIL before two weeks of announcement. SEBI on 4 August 
1997 Issued a show cause notice to the Hindustan Lever Ltd to explain the purchase of BBLIL shares. SEBI alleged that the insiders 
of Hindustan Lever Ltd had the insider information of this crucial swap ratio. Using the information, they purchased eight lakh shares 
at the rate of Rs.320 and after the announcement of merger it was increased up to Rs.410. It caused huge 
profit to the purchasers of insider trading. Hindustan Lever Ltd vice-chairman R Gopalakrishnan 
 
1. Hindustan Leaves Ltd Vs SEBI 1998 SCL 311. 
 
found guilty of insider trading by SEBI. SEBI also directed HLL to pay three crores as compensation and ordered prosecution against 
Hindustan Lever Ltd Chairman and some others. The Case is still pending before Supreme Court of India. 
 

3.3 Dilip Pendse versus SEBI 20011 
Dilip Pendse is the managing director of Tata finance Ltd. NishKalpa wholly owned subsidiary of Tata finance Ltd. NishKalpa was 
also a listed company. NishKalpa had incurred a huge loss of 80,00,00,000 rupees and this will definitely affect the profits of Tata 
finance Ltd. This information is going to be disclosed to the public on 30 April 2001. Before that Dilip pendse gave this information to 
his wife and his wife sold almost 3lakh shares of Tata finance Ltd which were in her name as well as in the name of companies 
controlled by her kith and kins. SEBI found guilty Dilip pendse after a receipt of complaint by Tata finance for conducting insider 
trading. Dilip pendse was removed as Tata finance chief in 2001 and criminal cases also filed against him relating to fraud and he also 
spend some time in jail. But after that the case was dismissed by security appellate Tribunal due to lack of proper evidence against 
him. This insider trading case resulted due to losses to the Tata finance Ltd and Nishkalp trading company in 2001. SEBI several times 
had found Pendse guilty of illegal trades and banned him from accessing capital markets for two years. Recently Dilip pendse 
committed suicide with a slew of cases against him. 
 

3.4 Rakesh Agarwal versus SEBI 20032 
Rakesh Agarwal was the managing director of ABS company Private Limited. Bayer AG company of Germany decided to 

acquire ABS company. The acquisition of ABS company by Bayer has been leaked to the brother-in-law of Rakesh Agarwal Mr IP 
Kedia and IP Kedia purchased 1,82,500 shares at the behest of Rakesh Agarwal and Rakesh Agarwal also funded for the purchase of 
shares. The shares were purchased based on unpublished price sensitive information relating to the takeover of ABS by BAYER 
company and as in the position of managing director Rakesh Agarwal leaked the unpublished price sensitive information and he’s also 
the negotiator from the side of ABS in negotiations with BAYER company. This resulted huge illegal gains by the ABS company. 
SEBI enquired into the allegation of insider trading and directed Rakesh Agarwal to pay 34 lakhs rupees and also directed criminal 
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proceedings against Rakesh Agarwal under section 24 of the SEBI act. On appeal securities appellate Tribunal Set aside the order that 
Rakesh Agarwal did this to security interests of the company. 
1. Dilip Pendse Vs SEBI in SAT. Appeal No.62 of 2017. 
2. Rakesh Agarwal Vs SEBI. Before SAT 2004, SCL 351.  

3.5 Delhi land and finance (DLF) versus SEBI. 2006 1 
DLF to make public issue filed draft red herring prospectus in 2006.DLF has three wholly owned subsidiaries namely Sudipti 

Estates Private Limited, Filicite builders and construction Private Limited, shalika estate developers. A month before the draft red 
herring prospectus The subsidiaries of DLF transferred their shares in such a way that the entire exercise led to Sudipti become the 
subsidiary of shalika and Shalika as the subsidiary of filicite, which finally became the holding company. Previously there is criminal 
cases pending against Sudipti which was the subsidiary company of DLF and DLF did not disclose information of the criminal cases 
against that sister concern in the draft red herring prospectus. By concealing this information DLF went to IPO and succeeded. After 
that a complaint was raised With SEBI that the entire share transfer process in Sudipti, shalika, filicite were sham transactions by DLF 
And DLF concealed the information and mislead the investors in the IPO and suppressed several material facts to mislead and defraud 
the investors in the securities market. SEBI enquired and imposed a total penalty of 86 crore rupees on DLF Ltd after finding them 
guilty of engaging in unfair trade practices. SEBI also stated that it is a clear case of suppression of material information by the 
company, depriving the investors of important information at the relevant time and acted in a fraudulent manner to cheat the investors. 
Securities appellate Tribunal has set aside SEBI order in 2015 which had banned DLF and its promoters from accessing the securities 
market. The case is still pending before the Supreme Court of India.  
 

3.6 Reliance industries Ltd versus SEBI 2007 2 
In 2007 Reliance industries Ltd sold 4.1% of its shares in the Reliance petroleum Ltd. To prevent a fall in the share price of 

Reliance petroleum Ltd the equity was sold first in the futures market and after that it was sold in the spot market. SEBI noticed that 
the company was aware that there would be sale of shares in the spot market and hence its sales in the futures market before that 
amounted to insider trading. Reliance industries Ltd had entered into a well-planned operation with its agents and other officers to 
corner they open interest in the reliance petroleum futures and to iron and due profits from the sale of reliance petroleum Ltd shares in 
both cash and future segments and to dump a large number of our RPL shares in the cash segment during the last 10 minutes of 
trading on the settlement day resulting in a fall in the settlement price. SEBI enquired into the matter and found that reliance industries 
Ltd sold a total of 2.25 crore shares in the cash segment during the last 10 
 
1. DLF Ltd. Vs SEBI. Delhi high court, LPA 1002012 
2. Reliance Industries Ltd. Vs SEBI. Appeal No.120 of 2019 
 
minutes of trading resulting in fall in the prices of reliance petroleum Ltd shares which also lowered the settlement price of reliance 
petroleum Ltd futures in the F &O segment. Reliance industries Ltd 7.97 crores in the F & O segment was cash settle at this depressed 
settlement price resulting in profits on the shed short positions. The said profits were transferred by the agents to reliance industries 
Ltd as per the agreement.  SEBI imposed a penalty of RS 25 crores on reliance industries Ltd and RS15 crore on its chairman Mukesh 
Ambani for manipulative trading. In 2017 after a long legal battle SEBI ordered to pay RS 447 crores in the Reliance petroleum Ltd 
exchange case. This case also still pending before the Supreme Court of India. 
 

3.7 NDTV vs SEBI 20081 
Prannoy Roy is the managing director and Radhika Roy was the chairman of NDTV. In 2007 when the unpublished Price 

sensitive information available with the managing director and chairman of the company they purchased 48,35,850 shares and sold the 
shares within 24 hours of public disclosure of the said price sensitive information to the stock exchanges. Thus, they wrongfully gain 
of 16,97,38,335 Rs While trading in the shares of the company. On enquiry SEBI found that they violated the PIT regulations read 
with regulation 12 of the SEBI regulations 2015 and the SEBI act 1992 and NDTV code of conduct. SEBI directed chairman, 
managing director of NDTV to deposit the above amount with interest at the rate of 6% per annum and also restrained from accessing 
the securities market and further prohibited them from buying, selling or otherwise dealing in securities, directly or indirectly. 
Chairman and managing director of NDTV till now not deposited the Amount. The case is still pending before the Supreme Court of 
India. 
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3.8 Satyam company scam 20092 
An ex-insider of Satyam company revealed the scam and after that Satyam chairman Ramalinga Raju confessed the fraud. 

The company created false invoices to show inflated sales and use fabricated invoices to artificially hike sales to show as receivables 
in the books of accounts thereby inflating the company’s revenues. 7561 invoices worth Rs.52 billion were found hidden. The re-
routing of funds was done through European nations and was shown as investments in nearly 300 fictitious companies. Investigations 
revealed that insider trading by the management of Satyam. Nearly four crore shares were sold by the promoters of Satyam collecting 
3000 crores imposed a healthy financial statement in the market. After Ramalinga Raju confession the price fell to an all-time low. 
This case is still under investigation.  
 
1. NDTV Pramoters vs SEBI. WP 3581 of 2019, HC of Bombay. 
2. Satyam Ramalinga Raju vs SEBI civil appleal No. 16805 of 2015, Supreme court of India. 
 

3.9 India bulls ventures Ltd versus SEBI 20171 
India bulls ventures Ltd was formerly known as India bulls securities Ltd and in March 2015 changed its name to India bulls 

ventures Ltd .Its main function is to provide securities and derivative broking services. The company is registered with SEBI as a 
stockbroker. On 15 March 2017 the company informed the national stock exchange that India bulls distribution services Ltd a 
subsidiary of India bulls venture, had signed an agreement to sell its hundred percent stake in India bulls’ properties Ltd at a 
consideration of 685 crores to India bulls’ infrastructure Ltd and after the Announcement price of the company’s scrip jumped more 
than three times. Before the above announcement Piya and Mehul Johnson, employees of India bulls’ real estate Ltd purchased 
8,44,000 shares of the company when they have unpublished price sensitive information. SEBI made the investigation and found that 
Priya and Mehul Johnson and eight other persons are made wrongful gain of 75 lakhs rupees by trading in the scrip of the company 
during the unpublished price sensitive information period when the trading window ought to have been closed. SEBI also levied a fine 
of Rs.50 lakhs on India bulls’ ventures and on its company Secretary for failing to fulfill his responsibility and duties in ensuring 
compliance with the code of conduct to regulate and monitor trades of the unconnected designated persons. 
 
3.10 Infosys employee’s insider trading case 2020  

Venkat Subramaniam, principal accountant Infosys company, Pranshu Batra, senior corporate counsel, Infosys supplied 
information of unpublished price sensitive information to Amit Bathra, Bharat C Jain of capital one partners and Tesora capital just 
days before of announcement of quarterly results of Infosys. Having The unpublished price sensitive information, The TESORA 
capital purchased 30,000 Infosys shares. Amit Batra on behalf of capital one purchased 2,76,000 shares in futures of Infosys. Thus, 
capital one partners made RS 2.79 crore rupees and 27 lakhs rupees by Tesora capital as unlawful gains. SEBI enquired and banned 
eight entities including the above two employees of Infosys for indulging in insider trading in the shares of the company. Investigation 
is still going on. 
 
Conclusion 

Only few cases are discussed here but the quantum of cases are high in India. When compared with other countries. The 
impacts also large in rat use, which are discussed in next chapter. 
 
1. India bulls ventures Ltd vs SEBI 2017. 
 
IMPACT OF INSIDER TRADING 
 

Illegal insider trading not only affects the company but also affects the economic growth of the country. The impacts of 
illegal insider trading are Loss of investor’s confidence in the financial market. 
 

Insider-trading affects the fairness of the securities market. The confidence and faith of the investor will be decreased because 
of illegal insider trading. The common investor will not come forward to invest in the securities market resulting in decrease of capital 
flow and it will lead to harm the economy. To in still confidence and faith in the investor the investor must be protected from insider 
trading. Investor also must be more cautious in investing process. 
 
4.1 It is against the integrity of the market 

Illegal insider trading suffers the integrity of securities market. With the fear of being cheated, the investors will not come 
forward to invest in the securities market. If the illegal insider trading continues, the faith of investor in the market and the integrity of 
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the market will be decreased. This results less interest in the market by the investors. They will possibly move to invest in other 
sectors. 
4.2 It affects the economy of the country 

Illegal insider trading seriously affects the economy of the country. the insiders with the access of unpublished price sensitive 
information, they will definitely think to earn huge profits with access of that information, the common investor will be in huge losses. 
It decreases the investments in the market. If there is no capital formation to the securities market, the companies have to depend on 
other sources for the capital formation. The economy of every country is based on the development of industries, if they are in lack of 
capital flow, The economy will be ruined. 
4.3 Damage to the reputation of companies 

If the insider of any company involves in unfair, illegal insider trading the company   ‘ s reputation in the market will be hugely 
affected. The investor will lose his faith on the company and will not come forward to invest in those companies which involves in 
illegal insider trading. Companies should be more cautious in curbing insider trading. It not only tarnishes the image of the company; 
it also ruins the reputation of that company in the securities market. Investors will be more hesitant to invest in those companies and 
the company’s share price will be collapsed in the market. 
4.4 Unfair advantage to the insider 

With the access of unpublished price sensitive information, the insider will get huge returns by trading in the securities of that 
company. Some of outsiders also will also get huge profits by the tip of that information from the insiders. The common investor will 
suffer huge losses because of this lack of price sensitive information before it made public. It makes unfair advantage to the insider 
and makes complete discourage to the investor. Insiders makes timely purchases and timely sales with the access of unpublished price 
sensitive information. The investor will do opposite to that. 
4.5 It affects foreign investments. 

Illegal insider trading will have massive effect on the reputation of the country and the securities market. Foreign investment 
comes only when there is transparency, faith in the country   ‘ s market. Unethical, illegal insider trading in the securities market is the 
biggest drawback and it stops the investments from foreigners. Affect in foreign investments is very much detrimental to the economy 
of any country. The markets investment flows on the basis in the transparency of the market. The decrease in inflow of foreign 
investments will definitely be great disadvantage to the economy of any country. If the legal protection to the foreign investors is not 
fair enough, they cannot come forward to invest in the market. Government has to make efforts to in still confidence in the foreign 
investors. 
4.6 Market crash. 

So many illegal, unfair insider trading cases lead to market crashes in so many countries. Stock market crashes happens when 
confidence of investors is decreases in the securities market. Investors will go panic if they hear any investigations by market 
regulators against any company, they will be in a spree of selling shares of that company and it leads to drop of share prices and crash 
in the share market. The market crash of United States of America in 1929, lasted nearly 10 years and caused great depression in the 
USA securities market. 

 
Conclusion 

Impact of insider trading cannot be measured. It will affect so many sectors. Country’s Economy, Capital flow, Faith of 
investor, foreign investments, integrity of the securities market development of any country all are linked with this. The actions to be 
taken to curb insides trading are discussed in the next chapter. 
 
ACTIONS TO BE TAKEN TO CURB INSIDER TRADING IN INDIA 
 
5.1      Strengthening of SEBI 
A) Effective investigative mechanism 

As a regulator of the securities market, SEBI has a mandate to protect the investors, regulate the securities market, intermediaries 
and to develop the securities market. To regulate the affairs of the securities market SEBI must be empowered with a effective 
investigative mechanism. The top officials of the SEBI is appointed by central government and the Organisation structure also be 
decided by The central government. SEBI continuously makes inspections of companies and intermediaries on a regular basis and also 
makes investigations on receipt of any credible information. In India the securities market is huge and the regulation of that market 
needs huge and effective investigative mechanism. To maintain confidence in the system, to promote public awareness, to protect the 
investors, to curb illegal practices the regulatory authority has to be equipped with effective mechanism. Regulating stock exchanges 
and transactions without unfair trade practises and market manipulations and to prevent insider trading SEBI must be equipped with 
Effective mechanism. 
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B) Adequate staff and skilled manpower 
Prevention of illegal insider trading must be dealt carefully. Illegal insider trading rotates around unpublished price sensitive 
information and the insider. Continuous monitoring of insiders, directors, CEO, CFO, auditors is very much necessary to curb insider 
trading. For this continuous monitoring, inspecting, auditing, to gather information, evidence, facts, Adequate manpower and skilled 
staff are needed. Without adequate staff and skilled manpower SEBI cannot be in a position to regulate the securities market, 
prohibition and prevention of insider trading. SEBI now only consists of 800 employees. Appointment of skilled auditors, 
investigators, legal advisers, informers are very much needed to strengthen SEBI. 
 
C) Power to tap phone calls 

Illegal insider trading happens when the unpublished price sensitive information tipoff by the insider to others. The 
information will be passed from the insider in the phones in most of cases. If the SEBI is authorised to tap the phone calls it will be 
easy to punish the Wrong doers. Some agencies like Central Bureau of investigation, enforcement directorate has the power to tap the 
phone calls but the regulatory Authority of the securities market which engaged in a huge work of protection of securities market has 
no power to tap the phone calls. SEBI must be enabled to tap the phone calls of insiders to prevent illegal insider trading. Only after 
2013, SEBI is empowered and permitted to call for the phone records of persons who are involved in unfair practices in the securities 
market, before that SEBI not able to get the call records of the perpetrators, but this is not enough. SEBI must be authorised to tap 
phone calls of the perpetrators. 
 
D) Continuous surveillance mechanism is needed 

Continuous surveillance will definitely make the companies, securities market more transparent in their transactions. 
Surveillance on stock markets, intermediaries Will prohibit companies, insiders from making an attempt to such malpractices. 
Surveillance of public issues, false and misleading information in prospectus, manipulations by the intermediaries in buying, selling or 
dealing in securities market Will be prohibited by a stricter and continuous surveillance. 
 
5.2 Minimal government intervention in the affairs of SEBI 

To expedite the decision making, to enhance the powers of investigation, inspection, punishments SEBI should be free from 
all the influences and should be autonomous. Intervention Of the governments in the affairs of SEBI will possibly weakens the system 
and will definitely hurt the independence of SEBI. Government should restrict itself intervening in the affairs of SEBI to protect the 
securities market. 
 
5.3 Over burden on SEBI 

SEBI equipped with the duties of protecting the stock market, investors from unfair practices, developing healthy and fair 
stock market, monitoring and regulating the transactions between investors, brokers and the companies and to ensure fair in every 
transaction. These too many functions over burden the regulatory authority. 
 
5.4 SEBI must use its powers in full capacity 

SEBI has the power to impose penalty up to 25 crore rupees but till now SEBI not tried to impose higher penalties on the 
violators. SEBI also has the power to initiate criminal proceedings against the violators, there is a chance of 10 years imprisonment to 
the violators if it is proved in the courts, SEBI is not initiating criminal proceedings even in a big case. 
5.5 Fast track courts to punish the offenders 
Insider trading cases are increasing every year and the punishments are very much less. Criminal proceedings must be initiated and the 
offenders must be tried before fast-track courts for speedy trial and punishments. 
 
5.6 Rewards to whistle blowers 

If the whistle blowers are encouraged, they will come forward with the information of illegal trading by insiders. On 
successful information whistle blowers must be rewarded with the huge incentives up to 30% of the fines collected from successful 
prosecution of insider trading. 
 
5.7 Key measures to be taken by the SEBI to curb insider trading 
A)  Strict compliance to the initial and continual disclosures 

SEBI has to make strict compliance regarding initial and continuous disclosure and approval of trading plans by the 
compliance officer, intial and continuous disclosures by the insiders, fair disclosure of unpublished price sensitive information to the 
stock exchanges, reporting of Violations observed by companies, System driven disclosures and the verification of such disclosures 



 
Cover Page 

  

  
 
DOI: http://ijmer.in.doi./2021/10.08.04 

            

 

ISSN:2277-7881; IMPACT FACTOR :7.816(2021); IC VALUE:5.16; ISI VALUE:2.286 
Peer Reviewed and Refereed Journal: VOLUME:10, ISSUE:8(1), August: 2021 

Online Copy of Article Publication Available: www.ijmer.in 
Digital certificate of publication: http://ijmer.in/pdf/e-Certificate%20of%20Publication-IJMER.pdf 

Scopus Review ID: A2B96D3ACF3FEA2A 
Article Received: 4th August  

 Publication Date:30th August 2021 

 

 
33 

 

will definitely ease the process of verification by SEBI. Initial and continuous disclosures by the family members and connected 
persons must be verified carefully. 
 
B)  Trading restrictions on insiders 

By knowing the status of the company, the insiders of the company can quickly react after the disclosure of information to 
the public. Immediately insiders may buy the securities before the public respond. Insider trading may happen in between the 
disclosure of information and the public reaction to it. So, the trading window must be closed to the insiders up to a certain period 
after the disclosure of information to stop the insiders up to some extent from jumping into the unfair, illegal trade Practises. 
 
C)  Compliance officer must be appointed by SEBI 

Compliance officer plays a vital role in regulating the affairs of the company. Companies and intermediaries should act 
according the rules and regulations prescribed by SEBI to carry out their activities. Monitoring compliance and he has to immediately 
and independently report to SEBI of any non-compliance they observe. Compliance officer is accountable for failure to institute 
proper mechanism and to implement and effective code of conduct for preventing insider trading and for failure to take steps to 
prevent the leak of unpublished price sensitive information. It is the duty of the compliance officer to implement the policies, 
procedures, controls in relation to dealing with Market related news. Compliance officer is responsible for any violation of policies, 
procedures, adherence to the rules for the preservation of unpublished price sensitive information, pre-clearing of designated persons 
and their immediate relatives’ trades, monitoring of trades and the implementation of code of conduct under the overall supervision of 
board of directors. It is clear that complaints officer plays a major role in curbing insider trading in the companies. He gives periodical 
reports to the SEBI and stock exchanges regarding the code of conduct and code of fair disclosure, approved trading plans for the 
insiders. Board of directors appoints compliance Officer of the Company under regulation 6(1) of SEBI (listing obligations and 
disclosure requirements) regulations 2015 and regulation 2(1)C of SEBI Prohibition of insider trading regulations 2015.The 
independence of compliance officer is very much necessary in curbing illegal insider trading in the company. If he’s not act as 
independent, unfair trading cannot be prevented. Compliance officer works under the board of Directors. He will not be able to 
complaint against the directors or some senior officers regarding their illegal insider trading. So, to curb insider trading independent 
compliance officer is needed. That can be achieved only when the compliance officer has been appointed by SEBI in the companies. 
 

If the compliance officer works under board of directors and the audit committee and with no extraneous powers conferred in 
prevention of insider trading regulations, he cannot act as independent and transparent. The letter and spirit of the prevention of insider 
trading regulations will be defeated .so he must be appointed by SEBI to protect the interest of the investors and the securities market. 
 
5.8 Action to be taken by the companies’ insider trading 
A) Strict in-house vigilance system  

Establishing a strict in-house vigilance system to watch the activities of insiders, who have access with the unpublished price 
sensitive information will definitely help the companies to curb illegal insider trading. 
 
B)  Educating the employees on insider trading regulations 

All the employees, directors of the company must be educated on prohibition of insider trading regulations, punishments, 
penalties, code of conduct, code of fair disclosure and other fair practices to follow to curb illegal insider trading practices. It will 
definitely prevent the employees in involving illegal trade practises up to some extent. 
C)  Quick investigations on the allegations of insider trading 

If there is any allegation of insider trading comes into the notice of the company, it is very much necessary to start 
investigation as soon as possible before it tarnished the image and reputation of the company and it also must be informed to the 
market regulator as soon as possible. 
 
D)  Using technology to prevent insider trading 

Technology is very much developed in nowadays. There is a software known as insider trade management systems (ITMS), 
which detects the trading by insiders up to some extent. Some of the software companies also providing techno support to monitor the 
trading by insiders. Artificial intelligence is very much useful to process many Tera bytes of data on a daily basis, it will also help to 
develop algorithms that flush out suspicious activities. These measures will definitely help the companies to curb insider trading and 
to in still investor confidence. 
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Conclusion 
Insider trading is one of the root causes of so many problems in the securities market. Insider trading mostly effects faith and 

confidence of the investor in securities market. Image and reputation of the company is also affected. Transparency, stability, 
efficiency is needed to in still confidence in the investors. Strengthening of Regulatory, monitoring mechanism, stringent punishments, 
continuous surveillance, timely action, Speedy trial Will definitely decreases the malpractices in the securities market. There are so 
many instances of insider trading in India’s security market and caused huge losses to the investors and the companies. The main 
problem is dragging the Investigation and adjudication for decades, judicial process and punishing the offenders is a long process In 
India. Even the 20 years back insider trading cases is also still under process in the courts. The violations are high and the punishments 
are low. SEBI with a limited Resources trying hard to prevent the malpractices in the securities market. The leak of unpublished price 
sensitive information by the insiders and using that information for their own benefit is very much detrimental to the others. The 
insiders with the access of unpublished price sensitive information will get huge advantage and abnormal gains with the expense of 
other investors. SEBI Prohibition of insider trading regulations, circulars for code of conduct and code of fair disclosure, pre-approval 
of trading plans, imposing fines and initiating criminal actions up to some extent they are preventing the insiders to take advantage of 
unpublished price sensitive information. Companies also must be vigilant in enforcing the rules and regulations prescribed by the 
SEBI to curb the insider trading. Capital flow in the market is very much essential for any economy, capital flow will definitely base 
on the investor’s faith in the market, the investor will gain confidence in the market when the regulations and the punishments on the 
violators are effective. Lack of technologically advanced and modern mechanism for surveillance is the main drawback of SEBI.SEBI 
has no power to tap phone calls, it is also one of the main drawbacks that SEBI is facing to collect evidence. Collection of evidence is 
very much important to prove the offenders before the court of law. SEBI is only alleging the offenders only based on a circumstantial 
evidence. Globalisation made the world into a small village and the offence of insider trading also takes place across the borders but 
the existing Indian laws does not have extra territorial application, it is also a one of major drawback. Compounding of offences by 
paying fines and allowing it by SEBI will give an impression that insider-trading is not a serious offence and it will definitely lead to 
lack of fear in the minds of insiders. severe Criminal Actions also must be taken against the offenders. SEBI is equipped with lot of 
functions like Auditing, inspecting, investigating, punishing, formulating the rules and regulation, Adjudication, surveillance. These 
functions make SEBI overburden and it is not able to carry out all these tasks efficiently. Lack of human resources, financial 
resources, technical resources made SEBI handicapped. 
 
Suggestions 

Training and educating about the impact of Insider-trading is very much necessary to the investors, companies and as well as 
insiders. SEBI must be equipped with highly skilled manpower, technological support and SEBI cannot be influenced by the political 
sector. More severe penalties, stringent punishments like imprisonment is very much needed to cause fear in the minds of wrongdoers. 
Compliance officer in the companies plays a vital role in curbing insider trading, he must be independent and transparent. Compliance 
officer in the companies will be appointed by the board of directors, due to that reason he cannot be independent .so he must be 
appointed by SEBI to act as independent. Companies also must be cautious, they should make their vigilance system more powerful, 
timely response and investigation in the malpractices is very much necessary. Insider trading not only affects the security market, it 
also tarnishes the image, reputation of the company. The existing legal legal framework is not enough to deal with a huge securities 
market like in India and a single regulatory authority like SEBI with limited resources. even though it is acting in a efficient manner, 
still the punishments are very low. The existing laws must be improved to make it more suitable to deal with a huge securities market 
like in India. 
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