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Guidance Note on lilegal Trading in Securities (Dabba Trading)

What is Dabba Trading or illegal trading?

. As per the. Secuntles Contracts {(Regulation) *Act, 1956"(SCRA) trading in the

shares of compames between persons other than members of a recognized stock
exchange ES t!legal Members of stock exchange are reqwred to get certificate of
registration as “Stock: Broker™ from the market regulator,-Securities and Exchange
Board of Indla (SEBI) for buymg, selling or dealing in the ssecurities. However, there

are- mstances where certam un-regnstered persons carry out trades in securities

outslde the stock’ exchange meéchanism which are tllegal ‘trades and are referred to

L iae "Dabba Tradmg

. Dabba trading is generally carried out by persons not registered with SEBI wherein

one person or a group of persens carry out trading in  securities by using
pnce/quotes of securities available from the: stock exchange trading platform /
mternet / television” séreen etc. The details of such dealings are noted down in a

"separa’te!y maintainéd book which may be either |n ‘physical or electronic form. in

order to avoid audit trail, ‘settlement of -transaction is argely done by
recewmglpaymg the “differénce on account of price movements of securities and
without receipt/delivery of securities. Paymentlrecelpt of funds in dabba trades is

vdone‘-us'ing cash i.e. without using the bankmg system.

Consequences of Dabba Tradmg Why to prevent dabba tradlng?

. In dabba trading, investors are subjected to credit risk as there is a possibility of

persons who has carried out dabba trading default in making payment to the

‘investors or that person becoming an insolvent/bankrupt. In such situations, the

investors would not have access to the official complaints redressal /arbitration
"mechanism as is available to investors who have dealt through a SEBI registered

stock broker of a recognlzed stock exchange

4. 'Some of the consequences of dabba trading are as under:
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iv)

- The activity is carried out in cash and hence encourages growth of the “Black

Money”;

i rj;;.of:.‘parjé!tél;ae‘go.norrty; risk of "_png'y‘. laundering .and criminal

nis ; ; ar _‘ufar state or area is done
by Centrai Government through not:ﬁcatron in t the Off cral Gazette

_-'Seét'ioh 16~ Asn d under SCRA all ontracts in ecuntles except spot

C ind contracts permISSIble under SCRA and the rules,
5 : bye-laws and regulatlons_ of a recognlzed stock exchange are illegal.

Sectlon 17 of SCRA Thrs sectlon prohlblts the busaness of dealing in

; 'secuntres except wrth a license granted by SEBl

Sectlon 18A of SCRA— This Section provides that contracts in derivatives
shall be legal and vahd only if such contract are traded on a recognized
" stock exchange and settled on the clearing house of the recognized stock
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exchange in accordance with the’ rules and bye laws of such stock
exchange

' V) Section 19 of SCRA This section specifically prohibits . organizing or
3551stance in organlzmg or bemg a member of any stock exchange (other
than a recogmzed stock excharige) for the purpose of ass;stmg in, entering
into or performing any contract.

o

IV. Are Spot dehvery contracts banned under the law?
6. ‘Itis clarified that in termis ‘of séction 18 of SCRA, the provisions of Section 13, 16
and 17 of SCRA-are not apphcable to spot dehvery contracts viz
‘a) the deahngs of securifies between two persons on one to one basis that is
- seftled within same day or the next day of trade and
b) transfer of dematenallzed securities by depository from one account to
another. ;

7. Aspot delivery contract as defined in Section 2(i) of SCRA means a contract
which provides for actual delivery of sscuiities and the payment of a price,
therefore, either on the same day as the date of the contract or on the next day.

V. Punishment envisaged under securities laws for dabba trading

8. In terms of sections 23(1) of SCRA, any entity/person who contravenes sections
13, 16, 17 or 19 of the SCRA shall be prosecuted and on conviction, he shall be
punishable with imprisonment for a term which may extend to ten years or with fine
up to rupees twenty five crores or with both. As"per section 25 of SCRA, offences
punishabié under section 23 are cognizable offences within the meaning of Code
of Criminal Procedure, 1973 and as such can be investigated by state law
enforcement authorities also. Further, Section 26 of SCRA pei’fﬁits lodging of
complaints of violation of the Act by the state authorities’”

9. Ih terms of Section 26 of SCRA, no court inferior to that of a court of Sessions shall
try any offence under the Act.
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VI.

‘ Relevant provus:on of Indian Penal Code appllcable for dabba trading

10 In addm n.t bemg vnolatwe of the secuntles__laws dabba tradmg also falls within
the purv W

‘ ay be questroned by pollce aﬁer detentxon to elicit further
on:and bu up evrdences

Viil.

warr a nt

13. Accordmgly an FIR may be filed and the accused may be produced before a court
mmed:ate!y

14. In terms of Section 26 of SCRA, no court inferior to that of a court of Sessions shall
try any offence under the Act.
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Commumcatmg with SEBI on finding mstances of illegal tradmg

15.In .case;’ any stock broker or sub-broker registered with- SEBI is found to be
lnvolved in dabba tradrng, the State law enforcement authontles may, in addition to
criminal-action agalnst hlm ‘réfer the matter to 'SEBI for’ appropnate action under
SEBI Act “Thé contact detaxls of the SEBI are’ glven below

o Secuntles and Exchange Board of India
. 'SEBI Bhawan Plot No. C 4-A G Block
BandraKurla Complex Bandra-East
Mumbal 400051
" ;Websste— ttg Jiwww.sebi. govz
- :Tel +91-22-26449000 / 40459000
'Fax +91-22-2644901 9-22 l40459019 22

18. There are also instances where SEBI directly receives complaints regarding illegal

trading of shares outside the stock exchange by intermediaries re’glstered with it. As
and when such mstances are reported OF comé to'the Hotice of SEBI it seeks help
from State Governments and pol}ce atthorities: S

A ARM may,i‘:be‘ noted that dabba trading/ illegal trading activities ‘are carried out

surreptitiously. These activities can be discovered by ‘the 'io‘éal"po'lic'e through the
use of intelligence units or informers. On receipt of firm evidence from police,
SEBI, in ‘addition to the action which the State Government takes, may also issue
directions.under section 12A of SCRA restraining any befsoh"ffom'baying, selling
or dealing in the securities market in any manner whatsoeveér for a specified period
and also initiate adjudscatlon proceedings for Ievylng of monetary penalty under
section 23 (1) (b) & (c) which may extend to rupees one crore under section 23H of
SCRA. However, sufficient evidence should be made aavailable to SEBI so that
such actions stand scrutiny of law.

18.1n view of the active involvement required from the state governments / UTs, Union
Government and SEBI had already written to all States and Union Territories on
various occasions to take urgent steps to contain the illegal trading. SEBI had sent
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tetters to,_all the state governments and unuon terrrtones on. December 5, 2002 and
~January. 2';_2003 requestmg them fo take necessary actlon agarnst such illegal
achvtt[es The Hon ble Flnance Mmtster Vlde Ietter dated October 24, 2005 had
also advrsed all State Governments to take steps to stamp out illegal trading

: act:v:tles Thrs was fo!lowed up by Mmlstry of Flnance through its various letters to
all Chlef Secretanes of the States dated 8 Deoember 2009 23 June 2011, 19 Apn]
2011 and4 January, 2012 : Lo

19. SEBI would be cooperatlng wlth_the state‘taw ' force'ment agencies in providing
necessary technscal supportfo 'kmg action agamst nllega[ tradlng ‘ L

; Market (NISM) establlshed by the SEBi

“*"‘?***"‘-*****V
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