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Informed Trading, the Three-Way
Nature of Modern Securities
Transaction, and the
Halo of Insider Trading

Chien-Chung Lin, Huan-Ting Wu~

Abstract

This article discusses the concept of “informed trading” from two dueling an-
gles: financial economics and law. As a concept developed since the 1980s, in-
formed trading has gradually evolved into a concept of “probability of informed

b

trading,” which is a numeric estimation achieved by the OLS and the Poisson
Process. Based on this understanding, we discuss the three-way nature of modern
securities transactions and the role that market professionals play in securities in-
dustry, with a focus on their role in transmitting information to the market and an
efficient price. In its last part, this article examines several recent U.S. cases in-
volving tipper-tippee liability and their struggle in developing a stable legal theory

that can strike a balance between trading need and market fairness. It concludes

National Yang Ming Chiao Tung University, Professor; S.J.D. of University of Pennsylva-
nia, U.S.A.
Practicing attorney, California, U.S.A.; J.S.D. of University of California, Berkeley, U.S.A.



triEd 5 £

G

=
pas
I
[
e
<k
I
3

Ji
=1

B A b s 41

with a middle-ground approach as a legislative recommendation for the possible

solution.

Keywords: Informed Trading, Probability of Informed Trading, Three-
Way Nature of Securities Transaction, Citigroup Global
and Kevin Chang case, Newman case, SAC Capital
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59.7% P AR R S SR YR T RIE S JENT 0 2016 & R FHURLITE [
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£ 1 1994~2018 FEMHREARBERER (AXEEEE)

tefplzR (B ¢ 10 {85t )

F REIEA f&INEA AEIBEAA SMEIB AN e
Year| £% B/ 2% B 2 BAH| 2E (BT

1994 12,260.99| 5.8 26446 | 0.7 |36,415.24| 93.5 3.32 0 138,944.01

1996 2,265.43| 8.6 556.73 2.1 [23,445.16| 89.3 2.67 0 ]26,269.99

1998 15,144.25| 8.6 964.75 1.6 [53,480.51| 89.7 9.08 0.1 159,598.59

2000(6,306.51| 10.3 [2,222.15] 3.6 |52,855.32| 86.1 5.7 0 161,389.68

4% OECD &3t » A 1985 %] 2007 1] - 2B - B ~ 2B & B AFH

HAekE ¥ b B GDP &yt %48 T & 4 & K& ° See Mar Gudmundsson, How Might
the Current Financial Crisis Shape Financial Sector Regulation and Structure?, BANK FOR
INTERNATIONAL SETTLEMENTS (Nov. 19, 2008), http://www.bis.org/speeches/sp081119.htm.
OECD # 2010 #4%1% .- 48 Bl & #}F ey %3t - Sean Ross, Financial Services: Sizing the
Sector in the Global Economy, INVESTOPEDIA (Feb. 6, 2020), https://www.investopedia.

com/ask/answers/030515/what-percentage-global-economy-comprised-financial-services-

sector.asp.
2 NEX TR L 'zmﬁ;]/%érajéﬁi’r%x%{i‘z%%ﬁu}% it S HE AR - BIER
B EFEIE T E AT BEER2ERGHEAFMME S ¢ hitp:/www.sfb.gov.

tw/ch/homejsp‘hd 622&parentpath 04 109 (i EEHBFM 1 2021 2 A 108 ) -
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2002 | 4,4109 | 10.1 |2,929.08| 6.7 [36,105.22| 82.3 | 429.06 | 0.9 |43,874.26

2004 15,590.58 | 11.6 |5,258.97| 10.9 |36,719.57| 759 | 78644 | 1.6 |48,355.56

2006(5,338.44| 11 7,809.16 | 16.2 |34,118.39| 70.6 |1,087.56] 2.2 ]48,353.55

2008 [7,366.42| 14 |11,661.25] 22.1 |32,514.44| 61.7 |1,189.42] 2.3 [52,731.53

2010(7,841.59| 13.6 [10,652.03] 18.4 | 39,256.3 | 68 21.14 57,771.06

2012(6,382.93| 154 |9,381.65| 22.6 |25,791.82| 62 20.65 41,577.05

2016(6,646.02| 17.6 |[11,511.22] 30.4 |19,665.48| 52 8.52 37,822.72

0
0
2014 (8,026.41| 174 |[10,951.20{ 23.8 |27,094.32| 58.8 | 14.64 0 146,071.93
0
0

2018(8,971.71| 13.9 [16,891.67] 26.3 [38,432.54| 59.7 | 28.83 64,295.92
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clear the SEC is targeting hedge fund insider trading as a top priority...” ) See Press Re-
lease, U.S. Sec. & Exch. Comm’n., SEC Charges 14 in Wall Street Insider Trading Ring
(Mar. 1, 2007), https://www.sec.gov/news/press/2007/2007-28.htm.

See Kenneth R. Ahern, Information Networks: Evidence from Illegal Insider Trading Tips,
125 J. FIN. ECON. 26, 34 (2017); % —RI#F £ A% » & 2009 F £ 2013 4 » W45
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Chung Lin & Eric Hung, U.S. Insider Trading Law Enforcement: Issues and Survey of SEC
Actions from 2009 to 2013, 11 NTU L. REV. 37, 57 (2016).

! See Merritt B. Fox et al., Informed Trading and Its Regulation, 43 J. CORP. L. 817, 821-25
(2018).
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LARRY HARRIS, TRADING AND EXCHANGES: MARKET MICROSTRUCTURE FOR PRACTITION-

ERS 290 (2003); Fox et al., supra note 7, at 821.
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HARRIS, supra note 10, at 292; Fox et al., supra note 7, at 826-27.

HARRIS, supra note 10, at 292; see also Fox et al., supra note 7, at 826.

HARRIS, supra note 10, at 312; Zohar Goshen & Gideon Parchomovsky, The Essential Role
of Securities Regulation, 55 DUKE L.J. 711, 724-27 (2006); Fox et al., supra note 7, at 827;
JOHN P. ANDERSON, INSIDER TRADING LAW, ETHICS, AND REFORM 184-85 (2018). 7 Harris
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Goshen & Parchomovsky, supra note 13, at 724-27. See also ANDERSON, supra note 13, at
184-85.

Goshen & Parchomovsky, supra note 13, at 724-25; Fox et al., supra note 7, at 827.
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HARRIS, supra note 10, at 522-23; Goshen & Parchomovsky, supra note 13, at 725-26; AN-
DERSON, supra note 13, at 187. 5z : A B HRELENTHWE 8 » T FEIARH
B TERSRTRERG A EE (R A sl RELEVWAERSE) -
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18 Goshen & Parchomovsky, supra note 13, at 725-26.
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19 Ronald J. Gilson & Reinier H. Kraakman, The Mechanisms of Market Efficiency, 70 VA. L.

REV. 549, 569 (1984); see also Dirks v. S.E.C., 463 U.S. 646, 659 (1983).
Rp|m 5 » Sok Tae Kim % Fizfe 1991 F57F e384 A Wi B AR AT #2 AT & B4 K 58
HRBREP AT HIRT BRI DB > KR ARG ALHEZA (NYSE)
AR i A3 5 P (NASDAQ) % 3 Fi A o A4 % % & & M 455 % (opening
trade) 7469 15 248 AR IR Prdole (44938 0P AR 5 48 N F3 B 5 R &
%Ak MARHEE AT RBEE 15 5ERNFHRETRMASL T%AL) - ik
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B &0 H AR A 2 R & St 3 5 AFF R  See Sok Tae Kim et al., Market Structure,
Informed Trading, and Analysts’ Recommendations, 32 J. FIN. & QUANTITATIVE ANALYSIS
507, 521-23 (1997) (HIZA MR T HEEELFHRAEREAMF LXK T £ > L
KR PTL 2 NIF 38 4 ARBTIE RS 2 N 51 54%) o See also Stanislav
Dolgopolov, Insider Trading, Chinese Walls, and Brokerage Commissions: The Origins of
Modern Regulation of Information Flows in Securities Markets, 4 J.L. ECON. & PoL’y 311,
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21 See generally Craig W. Holden & Avanidhar Subrahmanyam, Long-Lived Private Informa-

tion and Imperfect Competition, 47 J. FIN. 247 (1992); Takatoshi Ito et al., Is There Private
Information in the FX Market? The Tokyo Experiment, 53 J. FIN. 1111 (1998); Oliver Kim
& Robert E. Verrecchia, Pre-Announcement and Event-Period Private Information, 24 J.
AccCT. & ECON. 395 (1997); David Easley et al., Financial Analysts and Information-Based
Trade, 1 J. FIN. MKTS. 175 (1998); Clara Vega, Stock Price Reaction to Public and Private
Information, 82 J. FIN. ECON. 103 (2006); Art A. Durnev & Amrita S. Nain, Does Insider
Trading Regulation Deter Private Information Trading? International Evidence, 15 PACIF-
IC-BASIN FIN. J. 409 (2007).

Ito et al., supra note 21, at 1114; Easley et al., supra note 21, at 178.

Gilson & Kraakman, supra note 19, at 569-72.

Sanford J. Grossman & Joseph. E. Stiglitz, On the Impossibility of Informationally Efficient
Markets, 70 AM. ECON. REV. 393, 394-95 (1980).

22
23
24



2 i (decode ) FTEJ’/Q‘ ﬁ!:iﬁé*ﬁ’?ﬁ%ﬁ"gﬁl% » I FTf&ﬁ’?ﬁéftﬁF[fjg??* ’

U 1S VO PRS- SR B o S

A B A ] BB R R T P

fﬁﬁ@’*@'*—%fﬂﬂﬁ‘ 2 E*ra‘ SIS > IR PG Vﬁifﬁf’ AE R
AT TN R [ﬁ?fz b, (derivatively informed tradmg)

22 MBZZWFEHEEL @ MEZHEREE

rﬁﬁ I3 %’ VRS VBT pOAI T S - TR 7’};@5@4
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Gilson & Kraakman, supra note 19, at 572-79.

See generally HARRIS, supra note 10, at 370-78; STEPHEN A. ROSS ET AL., MODERN FINAN-
CIAL MANAGEMENT 360 (8th ed. 2008).

See HARRIS, supra note 10, at 386-92; Fox et al., supra note 7, at 828-31.

Sulth X 5 ﬁiiii#%é’ﬁ%/“ AR B AR AR 0G5 5 H 2 — Jack L. Treynor ( £ 4
Walter Bagehot) #4— % X F - See Walter Bagehot, The Only Game in Town, 27 FIN.
ANALYSTS J. 12, 12-14 (1971). 4% - 3 4y Hirst + Copeland & Galai ~ Glosten & Mil-
grom ~ Kyle ¢4#F % - it — 5 3£ 54248 H &35 B A) o See generally Thomas E. Copeland
& Dan Galai, Information Effects on the Bid-Ask Spread, 38 J. FIN. 1457 (1983); L.R.C.
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2.2.1 Easley : Kiefer - O’Hara - Paperman &4 4u 5 22 5 #F %,
1996 F - Easley 75493 [fé’}%lrﬁ?‘ij** L pLETR RS © PAATEI R PO
Bl BT NG T PR wwﬁﬁr (S0 g S PR 2 ¢
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Hirst, A Model of Market-Making with Imperfect Information, 1| MANAGERIAL & DECISION
EcoN. 12 (1980); Lawrence R. Glosten & Paul R. Milgrom, Bid, Ask and Transaction Pric-
es in a Specialist Market with Heterogeneously Informed Traders, 14 J. FIN. ECON. 71
(1985); Albert S. Kyle, Continuous Auctions and Insider Trading, 53 ECONOMETRICA 1315
(1985). ##4m %3 v 4 R/, Stanislav Dolgopolov, Insider Trading and the Bid-Ask Spread:
A Critical Evaluation of Adverse Selection in Market Making, 33 CAP. U.L. REV. 83, 94-98
(2004).

29 GRE M AR B RS AREZ % 0 4 L US. v. O'Hagan, 521 U.S. 642, 659
(1997) (2B % 5%k ) ; Dolgopolov, supra note 28, at 106 ( ERHFEE &) - x4
PR B I E RN EEATIHEARZIEET AL NEI HHHEZIE
EALE B2 — » %/, Dolgopolov #tik4E 47 k3R 5 2 L 38 o See Dolgopolov, su-
pra note 28, at 103-06.

30 David Easley et al., Liquidity, Information, and Infrequently Traded Stocks, 51 J. FIN. 1405
(1996).

31

Id. at 1405 (EESCEAR G > EF 50%9 R ERET 15%M 5% L5iE
1,000 # M ZHF A MR ERTIN —F > EEZA BRI 1l FEARXHiB; M
AT HIFF » —HRELEREZLBEFARRR HHFERECRTT) -
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s %‘Iﬁﬂlﬁﬂ IJFS‘;[I (the market maker’s belief) > “#I[f TJI”Jtlﬁj
B Bh I TR R A b R O i [WIEF‘ Y (price-setting
decision) > J LRI pUPEE IR Sl

HPHRELL > - ‘ﬂﬂa& SHET BT » @ BR[O o
fia * (input) > o [l » R3] s ’IFJ LN - R R L
Pl > Frl P s PIRES @l Al (order ﬂow) oz B ?r*[
f‘ﬁr\”"ﬁﬁ ST S R EZEL > gt Hﬁﬁ@?fﬁ*‘}"ﬁ*%@? P ETEAR L B

C A E,L SESEUEIC S BRI AR ] B pReRD > R R E L ER
(arrival rate) 28 o =9 > IH—] Ja:j‘f Eﬁ’ﬁ'jjﬁ {H Eiljf IFLIEH”:EI |%7FEI%_§§,§§’(, o
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Id. at 1408-10.

Id. at 1414-15.

1d. at 1407.
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Easley ~ Kiefer ~ O’Hara » Paperman 752 V4 » T o (FFrey
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37 14 at 1409-10.
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Bro~ 8~ e [ s o R s A5

K2 MBTHMRIMEAE (HRE © Easley etal. (1996) *1)

Parameter First Decile|Fifith Decile | Eighth Decile
Number in Sample 30 30 30

Mean 0.131970 | 0.030148 0.015696
Y Median | 0.104864 | 0.027596 0.014122
Std. dev. | 0.079314 | 0.013238 0.008607

Mean 0.175742 | 0.023970 0.009614
€ Median | 0.136797 | 0.022917 0.008925
Std. dev. | 0.141192 | 0.013158 0.005093

Mean 0.500294 | 0.433952 0.356320
a Median | 0.477761 0.448613 0.363841
Std. dev. | 0.141192 | 0.170253 0.173540

Mean 0.349078 | 0.444393 0.501787
0 Median | 0.360357 | 0.418164 0.455418
Std. dev. | 0.227188 | 0.238763 0.318183

Mean 0.163919 | 0.207788 0.220245
PIN Median | 0.154193 0.205858 0.196712
Std. dev. | 0.043794 | 0.064794 0.121155
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FalE R Gy ey EIRIL) o
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) o2 VHERES 30 A HERBEFETZR £ 00 IREHILEK
ATk AR o Easley et al., supra note 30, at 1415-16.

Id. at 1418.
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1 at 1427,

1 at 1428-29.

49 See generally Yakov Amihud & Haim Mendelson, Asset Pricing and the Bid-Ask Spread,
o 17 J. FIN. ECON. 223 (1986).
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See, e.g., Lawrence R. Glosten & Lawrence E. Harris, Estimating the Components of the
Bid/Ask Spread, 21 J. FIN. ECON. 123 (1988); Amihud & Mendelson, supra note 49; Jiang
Wang, A Model of Intertemporal Asset Prices Under Asymmetric Information, 60 REV.
EcoN. STuD. 249 (1993); Kyle, supra note 28; F. Douglas Foster & S. Viswanathan, 4
Theory of Interday Variations in Volume, Variance and Trading Costs in Securities Markets,
3 REV. FIN. STUD. 593 (1990); Holden & Subrahmanyam, supra note 21. ¥ X384 T %
R AR GEERARLER » B F L KEUHHEREHFRATELH L
" 22-24 + 26-28 (2005) = %32

See e.g., Vega, supra note 21.
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54 See generally David Easley et al., Is Information Risk a Determinant of Asset Returns?, 57 J.

FIN. 2185 (2002).

See generally Hadiye Aslan et al., The Characteristics of Informed Trading: Implications
for Asset Pricing, 18 J. EMPIRICAL FIN. 782 (2011).

See generally David Easley et al., Time-Varying Arrival Rates of Informed and Uninformed
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Trades, 6 J. FIN. ECONOMETRICS 171 (2008).

See Stanislav Dolgopolov, Insider Trading, Informed Trading, and Market Making: Liquidi-
ty of Securities Markets in the Zero-Sum Game, 3 WM. & MARY BUS. L. REv. 1, 40-42
(2012).

Jan Hanousek & Richard Podpiera, Information-Driven Trading at the Prague Stock Ex-
change: Evidence from Intra-day Data, 10 ECON. TRANSITION 743, 744 (2002).

5 14 at752-53.

0 14 at 752, 754,
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Cruces I'] % Kawamura 5927 2007 & > I'J$F 7 SPVEIF T duzhj‘
G R FIEL YWD (R el I - e Hiffr[’féf i
[ 7L EJ/%I‘/Q‘II [?"\ bAF 'IUQ[JF"M fIRE - f?jé[ 7 » Cruces ¥ Kawamura :,;”SET‘Q%]/ tH -
W T b LR ﬂﬁ”ﬂﬁ&ﬁﬁl UGN SR IEE S
7,62 .

o B R b LA R RN VST > Cruces B Kawamura 35
P27 PIN ret VB R BYZE S IR rjgals;li’m I g .
Cruces I'] % Kawamura ‘?T‘y JPe A= ~ =T ”Pﬂj B [F ATESER ~ FREL S BT
;bzﬁ S 1,122 AR ( :uf.pﬁ% FjHITE - ADR) EbfE
Fo *ffé"ﬂ'. 288 fHREIIERER) B (=45 RIPEE R > ') 2003 # 10 7]
2 El*uzoo4 9 F] 30 [ EEsptt

HES ﬁfﬂi’\ PIN [rogiies E“ﬁf 53 » Cruces I'] % Kawamura F5$2HR = [ T/ 51
Bl @\ VAR S Basley &7 1 F X BEA LTS PIN (17.7)
(fTe %) > B39 PIN G B HWUE (RS 1T (16) ~ B 1E:
(170~ Fagy (193 ) ~ WA= (205) ~ {1 (223) ~ & [504T
(23.8) ~ B ffjFqm (28.7) -
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1d. at 754.

Juan J. Cruces & Enrique Kawamura, Insider Trading and Corporate Governance in Latin
America, in INVESTOR PROTECTION AND CORPORATE GOVERNANCE: FIRM-LEVEL EVIDENCE
ACROSS LATIN AMERICA 85, 85 (Alberto Chong & Florencio Lopez-de-Silanes ed., 2007).
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1d. at 94.

Id. at 99.

63
64
65



- I TS S PING RS 16+ 21 22 SR A B A
14 PIN IM‘»}C 13.7~14.6 ~ 19.3 ~ 20.5 ~ 22.9 > Fififl IS Easley &V i
s TR IS Y PIN 5 A e -

Cruces I'] ¥ Kawamura F5P255H §'”E‘ ’ rini/}tﬂfilﬂj ERIL o 2 ff[%
VS E BT i PIN ﬁfll T R %‘Eﬁ*ﬂlﬁi‘
By o PIN " 8- 4] 3ty » 2T "Df"‘@?ﬁﬂ CLAN *T*E%“%\*EJ 5 e g
('signal variable) - i""i[%‘ilk[\llﬁ\%? e b s (5]t 5 a4 ﬁiﬂﬂj 2]
#5357 ¢

233 BAZ A FHITREFRAI LR

B Pk OO R IR IR UL B o PR )
ﬁ'rﬁfllﬁ@%FﬂTﬁ:fﬁ@I » PPV AT S 2 RIpVRYRY - A J R
,1\ g}H PIN jt %F'Jﬁ”quﬁlﬁ‘a# VJI% ° mﬂp J:, ) [F‘ﬂzipflfju’" ' PIN Jv |J~
lﬁﬁﬂﬁgﬁlim‘ﬂiﬁ”’?ﬂ\il ~ R E'ﬁ'%ﬁ"} ILE Wy TN
3 2 ] S RS AT o BRI -

Cruces » Kawamura 353% riﬁ']}j“«i/ T%fl flTo fﬁ ﬁ“i HEEP = SOPVRYT R B
PWI]&HETPJI?L ° ”JVF}I“J“ rpos FJF” [ &E (public announcement ) £} ’ﬁrﬁdﬁﬁ

i
f 0 2R OGS SRR o B “[puﬂrj.&ﬂ PIN fiUR@({™ @ 27~

66
67
68

Id. at 101-02.

1d. at 128-30.

MAEHTTREZ FiEHALEA > see generally Ray Ball & Philp Brown, An Empirical
Evaluation of Accounting Income Numbers, 6 J. ACCT. RSCH. 159 (1968); Eugene F. Fama
et al., The Adjustment of Stock Prices to New Information, 10 INT’L. ECON. REV. 1
(1969); Stephen J. Brown & Jerold B. Warner, Using Daily Stock Returns: The Case of
Event Studies, 14 J. FIN. ECON. 3 (1985); A. Craig MacKinlay, Event Studies in Economics
and Finance, 35 J. ECON. LITERATURE 13 (1997); Sanjai Bhagat & Roberta Romano, Event
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See generally Hans R. Stoll, Inferring the Components of the Bid-Ask Spread: Theory and
Empirical Tests, 44 J. FIN. 115 (1989).
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82 Citigroup Glob. Mkts, 2013 WL 10630099, at *13-16.
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United States v. S.A.C. Cap. Advisors, L.P, et al., No. 13-CRIM-541 (S.D.N.Y. July 25,
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Id. at 1-3.

John Gapper, How Steven Cohen Survived an Insider Trading Scandal, FIN. TIMES (Feb. 7,
2017), https://www.ft.com/content/efda2ca2-ec69-11¢6-930f-061b01e23655.

1d. See also Jenny Strasburg & Michael Rothfeld, U.S. Readies SAC Charges, WALL ST. J.
(July 23, 2013), https://www.wsj.com/articles/SB10001424127887323829104578624611
979212632; Ahern, supra note 6, at 41.

Ahern, supra note 6, at 41.

18 U.S.C. §§ 2, 1343 (2012).

15 U.S.C. §§ 78j(b), 78ff (2012); 17 C.F.R. §§ 240.10b-5, 240.10b5-2 (2014).
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Complaint at 33-39, United States v. S.A.C. Cap. Advisors, L.P, et al., No. 13-CRIM-541
(S.D.N.Y. July 25, 2013).

1d. at 3-4.
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capital-agrees-to-plead-guilty-to-insider-trading/.

Complaint at 8-12, United States v. S.A.C. Cap. Advisors, L.P,, et al., No. 13-CRIM-541
(S.D.N.Y. July 25, 2013). 4EAeKEZATH > A 1999 5] 2013 2 #AM N » SAC Capital
ZBT (ReBBAREALAINE) LOH 8 ALF A T RPN G FHHALFR

Wes Wang % (4 #76F) - Choo-Beng Lee % (4 #76F) - Jon Horvath % (44

#5) > Noah Freeman & (#&32 A ) - Donald Longueuil & (&3 A ) - Mathew Mar-
toma % (&3 A) - Michael Steinberg % (&3 A ) - Richard Lee £ (& A) -

95
96

97



72 A EEIEH % 8

F| t[l:[?l\ ?@ﬁl}%%ﬁ%ﬁ\ ﬁlﬁljigﬁél?i— | e 2013 F o ST F{,I rsA ( The
U.S. Securities and Exchange Commission, SEC) '] £l T %F“ *,%'E’—f%"ﬁié’,%\iil
k’gﬁmﬂﬁwﬂﬁﬁmﬁﬁﬁﬁﬁﬂgjV%@lqﬁﬁi?&othﬁ . 2016
1] SEURRFIRIGIE > 1) DA Cohen I N LRRIELE S 2018

SIS A 3 EU[1 > SEC [ RIS Cohen ol f#Hifiit™ -
flF=¢1 4 > Cohen F{,’»‘w;@_@%ﬁ}%&‘ﬁliﬁ! YT g Jﬁflf RETELD FYRE - T I
= LR U I R f”ﬁ'];]g%;?ﬂ s 100

NE T
3.3 E¥iimiiH B ERRIER 5 AERE
S S 7 LR LR S T

PR R B L ﬁiii’ﬁ%lﬁﬂ F o AERES TR STV G R o
TIEH o HAGLT VI VA 2 LR [l e SR W R 1 7
R RIS ,S]HI o WA VEIRE S xgﬂf?i» B pLie 1 235 o R A
Y TRLOpEr E‘jﬁﬁ{ﬂ (e S e Rk T 4 IF*’T?W J £ pLpYE B
I BARIE o 1) A SRR SR RSP [l bl I [ e T I TS
B T3S AT BT B S 2 ] B AR
R -

1 F T Martoma & Steinberg vA4) » HApik &% oA LB RE -

In re Steven A. Cohen, Investment Advisers Act of 1940 Release No. 3634, 2013 WL
3776681 (July 19, 2013), https://www.sec.gov/litigation/admin/2013/ia-3634.pdf; see also
Press Release, U.S. Sec. & Exch. Comm’n., SEC Charges Steven A. Cohen with Failing to
Supervise Portfolio Managers and Prevent Insider Trading (July 19, 2013),
http://www.sec.gov/News/PressRelease/Detail/PressRelease/1370539726923#.USRCdvmS

wrU.

Matthew Goldstein, SAC Capital’s Deal with S.E.C. Gets Final Court Approval, N.Y. TIMES
(June 18, 2014), http://dealbook.nytimes.com/2014/06/18/sac-capitals-deal-with-s-e-c-gets-
final-court-approval.

100 Gapper, supra note 89.
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191 Dirks v. S.E.C., 463 U.S. 646 (1983).

102 14 at 648-52.

193 Chiarella v. United States, 445 U.S. 222 (1980).

104 Dirks, 463 U.S. at 659 (“[t]he tippee’s duty to disclose or abstain is derivative from that of

the insider’s duty.”).

105 1d. at 660 (“a tippee assumes a fiduciary duty to the shareholders of a corporation not to

trade on material nonpublic information only when the insider has breached his fiduciary
duty to the shareholders.”).

106 Id
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3.3.2 2014 # United States v. Michael Steinberg %"

Steinberg %'kl SAC Capital — 3| % [FH1 > DRy FIEEAY] JM/ ° 1X B;EI?LJ*
EVHEY™ © Michael Steinberg £L SAC Capital Advisors £ f[1— RifEL & fuEL
ERTE S HEEIELEE ~ (tipper) = 2 T Al AF' ~ (tippee)

107 1d. at 663 (“whether the insider receives a direct or indirect personal benefit from the dis-

closure, such as a pecuniary gain or a reputational benefit that will translate into future

earnings.”).
108 1d. at 664 (“a relationship between the insider and the recipient that suggests a quid pro quo

from the latter, or an intention to benefit the particular recipient.”).
199 14 at 665-67.

M0 United States v. Steinberg, 21 F. Supp. 3d 309 (S.D.N.Y. 2014).
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14 See Christopher M. Matthews, Former SAC Capital Manager Sentenced to 3% Years in

Prison, WALL ST. J. (May 16, 2014), http://www.wsj.com/articles/SB1000142405270230
4908304579566003749271222.



3323 97%#}??

T RUR VR S5 ~ Fllag - =20 pb & O 2 IRt - & Steinberg
ivaW$Wﬂ%ﬂﬁﬁ@%%£#$%FVg@ﬁ4%¢Iﬂ*iows
RO i T PR SHEH N B O RS 1
EIR RS ZRRUE a;ﬁﬁﬂjﬁﬂﬂ%ﬁﬁﬁmﬁWPﬁi@H??ﬁyﬁk°ﬂ
Jiau R[> Hfﬁiﬂiﬁ'J Dirks VIR 75l G| TN Sl
B U & 68 HROF %S 0 ) éljfﬁ......gfﬁnﬁ:%]gﬁl B HRE D ¢ R

%0 %{ﬂj§$xkgwéﬂFﬂlt, ¢nlfm RS S L S ol nr I At
iﬂ%? £l [ﬂ%’%vp E ﬁ/‘@ﬁiﬂl &l [[Iq SUAEYF W (2§41 (information club )
Ve J ~ WA 8T AR > i TR A SRS I~ FlakpY

%?J Fj%lf pJJE” Steinberg FFI1 > W [t F|2E L l/]?gg& , npyf Dell Hifli
Goyal '] Fﬁagﬁvﬂfhgg ﬁAﬁ3@mE$BJ Ray — ﬁgﬁpad¢¥ S (EETVES
RS TR 5 (IS R TR T e ] P
By o PG E S Feaisp EU&‘; ;{‘, Ert 5 Steinberg Hi{F[I1 Ch01 IR ELE S
Ifj » JFf NVIDIA pOp#f BT TS Lim SAED i - P
Steinberg F'fl1 - ?%Eitﬁf“jij e R E N L;tﬁi’?‘/ Dirks % B 1 F| 3% &
119

EHCRAEROA " WRIFR) o H Obus HI1 FHRTAFEL T

115 SE.C.v. Obus, 693 F.3d 276 (2d Cir. 2012) (34 &4k ish & & % — 8 § 9h £ 647 B 3o &

M AR AT 0 % B TSGR BAR B ATE - 2 AT ER B Ie Il B EEA LG
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United States v. Jiau, 734 F.3d 147 (2d Cir. 2013) (if 8.1% 8k F &0 3 ERA - L5 7]
B AR A SRR b M A K IR AT - BAAZBATR G ) o

1d. at 153 (“[p]ersonal benefit is broadly defined to include not only pecuniary gain, but

116

117

also ... any reputational benefit that will translate into future earnings and the benefit one

would obtain from simply making a gift of confidential information to a trading relative or

friend.” (quoting Dirks v. S.E.C., 463 U.S. 646, 663 (1983) and Obus, 693 F.3d at 285)).
112(ﬁau,734113dat151

United States v. Steinberg, 21 F. Supp. 3d 309, 317-18 (S.D.N.Y. 2014).



ISR IINE O $73 ol h CEE B e BHER ML P 7T

O SR TR RLAITELRL K DI A
WL SEPRAL A =R RS Bk~ e T R 2 IR A
Ao I PR A A R S GRTRUEE ) r?f LAY
By ‘F}{—]Eﬁﬁ RS Bl o B 2.5'%?{7‘ R b G [ Al F'Jzﬁ’gyﬂﬁ
Rl ]ﬁlﬁﬂf (& [HRL “I fijjf/\ﬁ[ F’ #i (intentionally ) H F‘/ 5 Pjéu
(recklessly ) > }Hiﬁj,@f n’\ﬁﬂ‘ﬂjmz °

it Steinberg % 'fl1 > qﬁaﬁ[%ﬂﬂiﬁd[ﬂ Fik D pLig > TR fﬁ AL
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O Obus, 693 F.3d at 288-89.

121 1d. at 288 (“This is a fact-specific inquiry turning on the tippee’s own knowledge and so-

phistication and on whether the tipper’s conduct raised red flags that confidential informa-

tion was being transmitted improperly.”).

122 Id

123 Steinberg, 21 F. Supp. 3d at 316 (“[a] jury can find that a defendant was willfully blind
‘where a defendant’s involvement in the criminal offense may have been so overwhelming-

ly suspicious that the defendant’s failure to question the suspicious circumstances establish-

ER]

es the defendant’s purposeful contrivance to avoid guilty knowledge.

States v. Whitman, 555 Fed. Appx. 98, 105 (2d Cir. 2014))).

124 Steinberg, 21 F. Supp. 3d at 317.

(quoting United
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125 14 at 317-19.
126

b BURHA LR EWMEAZ 6 A (Fh Martoma 4} ) Z454% 95 — B 444 - Ahiza
Garcia & Evan Perez, Insider Trading Charges Dismissed Against Michael Steinberg, 6
Others, CNN MONEY (Oct. 22, 2015), https://money.cnn.com/2015/10/22/news/michael-
steinberg-insider-trading-charges-dismissed.

127 United States v. Newman, 773 E.3d 438 (2d Cir. 2014).

128 14 at 443

129 1d. at 443-44 (“as sophisticated traders, they must have known that information was dis-
closed by insiders in breach of a fiduciary duty, and not for any legitimate corporate pur-

pose.”).
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1d. at 450 (“knew the information was ... divulged for personal benefit [of the tipper].”).
RALPH C. FERRARA ET AL., FERRARA ON INSIDER TRADING AND THE WALL § 2B.03, at 7-8
(2019); Garcia & Perez, supra note 126.

Newman, 773 F.3d at 452 (“mere fact of a friendship, particularly of a casual or social na-

131

ture”).
133 14, at 452-53.
134

1d.
135 Id
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