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CASE COMMENT: DSQ HOLDING LTD. V. SEBI

Muskan Jain”
PARTIES
Petitioner- SEBI
Respondent- DSQ Holding Ltd.
CASE BACKGROUND AND CONTEXT

DSQ Biotech Ltd. started with the name of Ushta Te Biotech Industries Ltd. in the year 1987
by a group including TIDCO and K N D Engineering Technologies. In 1990, the company
went public with its IPO. The company, which was established with the motive of earning
profit, was not very well fulfilled, or we can say accomplished, because from the very
beginning of the organisation, it was facing a huge financial crisis because of operational
losses, with overall losses reaching Rs. 826.70 lakhs by mid-1994. The problems continued for
a long period of time, and the original promoters were not able to sustain it and therefore
transferred the control to DSQ Group, led by Dinesh Dalmia, in April 1996. DSQ Holdings
Ltd. (DSQH) Then acquired 44,98,995 shares as a result of the proposed takeover (priced Rs.
15.94/share) and furtherance to it, they also gave a mandatory open offer, as made obligatory
by Clause 40A and 40B of the Listing Agreement to acquire 17,66,400 shares from the already
existing shareholder (who represented 20% of the paid-up capital of the company), though the
open offer only got 1,600 additional shares.

After this modification in ownership, the name was also changed twice, and the final name was
DSQ Biotech Ltd (hereinafter called DSQB). The company announced a rights issue (for
44,16,000 shares), shareholders could subscribe to one more share for every two held at Rs. 10
each, plus a premium that was of Rs. 35/share. The rights issue, active from July 3 to August

2, 1995, the paid-up capital after the issue of rights to 13.24 crore. On the date of investigation,
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it was found that the total paid-up share capital was 22.50 crore, showing that there was both
an increase in price and volume of the shares. Accusations were made that there might be
possible market manipulation. Inquiry was made taking into consideration 2 phases, one before
the rights were issued (i.e from June 1994 to December 1994) and other after the rights were
issued (i.e from June 1995 to March 1996) Investigations by SEBI focused exclusively on the
second phase, focusing on whether DSQ Holdings Ltd. and affiliate entities had unfairly
benefitted by trading on unpublished information before public disclosure in other words
insider trading.

INVESTIGATIVE FINDINGS

DSQH and three Calcutta-based entities (Swagatam Leafin Pvt. Ltd., Snehil Exim India Ltd.,
and Powerflow Holdings & Trading Pvt. Ltd.) together brought approx. 13,03,800 shares
between the time period of June 1994 and September 1994, the period after rights were issued.
The account of DSQH was checked it was brought to notice that the shares brought by the
three entities were funded by the company itself, indicating a direct nexus. The brokers also
confirmed that DSQH, by itself, introduced the three entities to it so that they can purchase
DSQB’s shares exclusively. When investigated thoroughly, it was found that the three entities
never purchased any other shares before or after purchasing shares of DSQB. Purchases
happened through a number of brokers, including Riddhi Investments and Anush and Co.,
establishing the fact that it was a spread-out acquisition strategy. The average acquisition cost
was approximately Rs. 51.15 during August—September 1994. The Board of DSQB, after
considering all the factors, decided the rights issue on July 30, 1994 (41st Board Meeting),
passing a resolution for the same. At the 7th Annual General Meeting on September 30, 1994,
the majority of the board agreed on the rights issue, making the information public after this
date. The period from August 1, 1994, to September 30, 1994, was said to be the time frame

or window when the rights issue information was unpublished and price sensitive.
ALLEGED VIOLATIONS

SEBI affirmed that DSQ Holdings Ltd. utilised the unpublished information related to the
rights issue to acquire a considerable number of shares before the details or the information
were made public at large. This activity, primarily taking place between August and September
1994, aligned with Board discussions of the rights issue, with public disclosure only following

the September 30, 1994 AGM. Eventually, payments made by DSQH to various entities for
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the purchase further helped in eradicating doubt, as it showed concerted acquisition by the

group. SEBI alleged that these activities directly contravened Insider Trading Regulations, as

DSQ Holdings Ltd.’s status and connections established privileged access.

ISSUES

a > N

Whether DSQH was an insider as per 2(e)/(h) of SEBI (Prohibition of Insider Trading)
Regulation 1992,

Whether the rights issue information was "unpublished price sensitive information.”
Whether DSQH’s purchases during the relevant period constituted insider trading.
The relevance of profit or unfair advantage as an element of the insider trading offence.
Whether acts for legitimate corporate purposes are exempt from insider trading
prohibitions.

Determination of the exact period during which rights issue information was

unpublished and price-sensitive.

PETITIONER (SEBI) ARGUMENTS

SEBI’s argument focused on several points -

DSQ Holdings Ltd., by virtue of its promoter status and common directorship, was an
'insider’ as per sec 2(e) of SEBI (Prohibition of Insider Trading) Regulation 1992, with
access to vital information about DSQ Biotech Ltd. Making it qualified as a connected
person as per Reg 2(h).

The time frame between the first Board discussion and public announcement in the
AGM created a window of unpublished price-sensitive information under Regulation
2(k)(iii).

Substantial purchases in this window allowed DSQ Holdings Ltd. to benefit from
coming capital growth, securing both share entitlement and price advantage over other
market participants.

The inclusion of Calcutta-based entities—Swagatam Leafin Pvt. Ltd., Snehil Exim
India Ltd., Powerflow Holdings—was not independent, as all shares brought by them
were directly paid by DSQ Holdings Ltd., and this was done with the help of various

brokers so that a spread-out acquisition could be made.
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e SEBI again brought to light the fact that evidence of profit or unfair gain is not of much
importance and is also not required because trading on price-sensitive information

alone makes one liable under Regulation 3.
RESPONDENT (DSQ HOLDINGS LTD.) ARGUMENTS
DSQ Holdings Ltd. mounted a multi-faceted defence, including:

e The firm held that acquisitions were made as a part of their ongoing strategic drive to
have a considerable stake or control in DSQ Biotech Ltd., and not any secret
profiteering.

e They also further said that the rights issue information came into the public light on 25
August when the notices for the same AGM were given to the shareholders, thus the
unpublished period was limited against that of SEBI’s claim.

e DSQ Holdings Ltd. insisted that all its trades were done keeping in mind all the
regulations and transparency was ensured, and were aligned with their business
objectives, thus its trades should not be considered as mere speculative

e They also asserted that the amount transferred to the three entities was done on an arm'’s-
length basis and therefore cannot be called connected persons or any insider action.

e They also substantiated their argument by referring to U.S and U.K jurisprudence and
case laws. They argued that to commit a crime, there should be mens rea, that is, the
intention of committing the crime; mere coexistence of access and trading doesn’t prove
anything.

e Promoters should not be penalised for consolidation activities conducted for legitimate
purposes rather than market manipulation, arguing that a strict reading of “disclose or

abstain” was inappropriate in the Indian context.

RELEVANT LAWS/SECTIONS

e SEBI (Prohibition of Insider Trading) Regulation 1992 — Reg 2(e), 2(h) and 3
e SEBI Act,1992 — Sections 11 and 43
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SEBI’S LEGAL REASONING AND JUDGMENT

DSQ Holdings Ltd.'s insider status was corrected, and the same was supported by the number
of evidence showing common ownership and directorship, and thus falling under the ambit of

insider and connected person as defined in Regulation 2(e)/(h).

The rights issue was an unquestioned price-sensitive information; any information regarding
the same is sufficient as material. SEBI later clarified that the window of unpublished
information was till 30 September and not 25 August, as the company’s claim of dispatching

notice was inconsistent and lacked certainty.

The claim of the respondent of giving a loan on an arms-length basis is completely baseless,
and there was a direct nexus between the company and the three Calcutta entities. It clearly
highlighted their intention to manipulate the share price.

SEBI rejected arguments that lack of direct profit, shareholder disadvantage, or “good faith”
business purpose could be exculpatory, as Indian law broadly prohibits insider trading on such

information regardless of intent.

The citing of international legal precedent was not taken into consideration as Indian laws in
itself is stringent with a straightforward regulation showing the prohibition of insider trading.
Regulation 3 was violated here as Trading on unpublished price sensitive info is prohibited

regardless of gain or intent.

SEBI concluded that DSQ Holdings Ltd. took unfair advantage, gained entitlement to the rights

issue at a favourable cost, and used pledged shares as collateral, thus reaping tangible benefits.
DECISION AND CONSEQUENCES

1. DSQ Holdings Ltd. Was held liable in clear violation of Regulation 3 of the SEBI
Insider Trading Regulations, 1992.

2. As explicit power is given under Sections 11 and 43 of the SEBI Act, the company was
debarred or black listed from entering the securities market for five years, and this
should be brought into force immediately.

3. SEBI emphasised that enforcement was vital to ensure market transparency, promote
investor confidence, and sustain fair trading practices in line with international

standards.
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LEGAL PRINCIPLES AND IMPACT

1. Insider Trading under Indian law, per Regulation 3, does not mandate proof of actual
profit, unfair advantage, or any disadvantage to the shareholders; mere trading while
having unpublished price-sensitive information is enough to be held liable under this
regulation.

2. The decision highlights SEBI’s regulatory philosophy: transparency and fair play in
securities markets are kept on a higher pedestal, the importance and need of uniform
disclosure, and a level playing field for all investors.

3. The order shows the strict implementation and penalisation that goes against the nature

of trading, even if it is claimed to be a part of a long-term strategy.
COMMENT

SEBI, in this case, highlighted the importance of transparency and fair trading. It correctly
applied the alleged regulations and interpreted them in a way that serves as a perfect precedent
in cases of insider trading. The decision given by SAT was made after proper investigation and
analysis. This case helps to show that the rights of the shareholders are to be given utmost
priority, and nothing should be done that infringes their rights, especially via market
manipulation. It also cleared the doubt that companies cannot always take the shield of a long-

term strategy to get away with the offences.
CONCLUSION

Market manipulation by the insiders of the company poses a great injustice to other investors.
This practice needs to be penalised with strict provisions so that it can be stopped. Also, certain
obligations are to be fulfilled by the company’s promoters and directors so as not take benefit
from the unpublished information. This case also affirms that when Indian laws have provisions

for offences it will have precedence over international laws and precedents.
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