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1 1l
Ibralim Ridwan OQlagunji_

any’s securities by its officers, ¢, .

¢ & i SE 3 i /‘“
f confidential information solely "bluinm’a
w day legal/linancial thinking COnsilgr, i

L. l;\"l‘l{()l)l‘-("l‘l()N

Insider Trading is the trading of a comp
members, or other fnterested parties on the basis 0
reason ol theiy telationship with the company. Modc itics market, well as being a by, h My
practice to be untair, fraudulent, an abuse of the SCC“““?‘; '1‘1'0 the clements of gO()d(?”
(duciary principles of transpatency and disclosure, which try to country, the vagg D
tinagenent. Although securities” laws vary widely from countty i ’ Majorj;
Jurisdictions, includin;g Nigeria. outlaw the practice, at least in principlc.

he advent of the internet age had (as in other forms Of, lu.u:;?: Stcalgé“lels) ushef@d i
significant changes in the manner sccurities are being traded. It lq ”d l pl : _?at 1radmg of
securities on the ternet is a welcome development. But, many !mu u 01;. pfﬂCUCQS aS50¢iyy,
With the securities market including insider trading had resurfaced in the online security Marke

e

v
JOf

This paper examines the practice of insider tradil}g, the 1‘211101‘1211(;1 b?h;nd its _DFOhibition’
and applicable Nigerian law(s). It reviews the changes introduced by the internet in SeCuritie,
trading. the emergence of insider trading on the on-line market, the C}Iffent gl.obal. effgrts to ey,
such practices, and recommendations on what could still be done, particularly in Nigeria,

2. THE PRACTICE OF INSIDER TRADING

Generally, insider dealings in company securities refers to transactiqns involving
company securities by persons who are said to be insiders, in that by virtue of their relationshjp
with the company, they possess some ‘inside’ information, not available to the public, which js

material to the transaction concerned.

Section 264 of Investment and Securities Act® states that insider trading occurs “where
person or a group of persons who are in the possession of some confidential and price sensitive
mformation not generally available to the public, utilizes such information to buy and sl
securities for the benefit of himself, itself or any other person”,

I'rom the above statutory definition, there are 3 major elements in an insider dealing:
(a) The information is confidential corporate information
(b)  The information is price sensitive .
(¢)  The information is being used with a view to making personal profits
From this analysis, and as will be seep elsewhere in this paper, it is confidential and price

sensitive corporate information that is being protected from private profit making rackets,
unconnected to the good of the company, |

" Ibrahim Ridwan Olagunju, LL.B, (Hons), BL Lecturer i tl '
’ c o ’ ’ 1€ ‘te . " aw,

University of Horin, Niperia, Department of Isfamic Law, Faculty of L
" Abugu L1, Company Securities: Loy and P'ractice, (Lagos: Unilag p

2 Cap 115, Laws of the Federation of Nigeria, 2004. 1ess, 2005) p. 235
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The typical insider trader falls within 3 broad categorics:®

1) The classic insider who is associated wi o ,
®) clf::qili;'c inl‘ormq:il “l.] 0 1s associated with a company and actively pursucs inside price
il:ﬁi\(lCl' i.c. the c(on?l: o ’Oldu l,o trade on it. This category also includes the constructive
. e « 7 . O . )
IR IS SOIPAINES outside auditors, bankers, solicitors ctc, who also acquire the
fiduciary obligations of the classic insider

(b) i ];;\?*ll)é)gl)tl)lgll'lsltu:;,throtdOC? "‘:’l fllct‘lw‘ly pursue ins‘idc information, but merely ‘stumbl.cs on
gl I y to make profit. An example is the head of a thriving family business,
who was Sl}df*cnly presented with an unsolicited, confidential take-over offer by a larger
COIPLY: 1_1“3 r“j“”“’ may have never contemplated insider trading, but is unable to resist

(he temptation ol a quick profit on this occasion. ’

(©) _llhc llncmlt)c; of a llnghly sophisticated group, cach ol whom manages & large trust or
ves ~ (3 4 " ~ oy . EPeuL g 1 1
ncn,sbm.cn F111111. When one of the group receives inside information, he notifies other
members 0 the group. The members will then trade among themselves, profiting both
their trusts and their personal portlolio.

3. THE SECURITIES MARKET

The s.ecu‘rlties market, where the insider trader operates, is a specialized trading place
where financial instruments like stocks, bonds, treasury bills etc are bought and sold. It is very
important to note that, unlike in commodities market where purchases are premised on physical
inspection, assessment, and comparison of goods, the investment decision to buy or sell an
‘nstrument being traded in the securities market is solely based on information about the issuer
and the instrument tiself*. To be useful to investors, such information must be correct, complete,
and up to date. An investment decision that is premised upon wrong or misleading information
would, inevitably, result in loss of money to the investor. It stands to reason, therefore, that it is
the fellow who has (or claims to have) accurate information about a particular company that will
be in vantage position to profitably trade in that company’s securities. Thus, securities
traders/investors strive to get the inside information about a company before making a decision to
trade in that company’s securities. More often than not, they scheme to cultivate the directors,
officers, employees, or in some cases, influential members of the company who can give them
such ‘inside’ information. Realizing the financial implications of corporate information which
they held, these insiders soon began a personal practice of trading in the company’s securities,
with a view to making personal gains, and in breach of their fiduciary obligation not to make

: 5
personal profits from their use of corporate assets.

The security market, itsclf, is a highly regulated environment. The securities market is
viewed by most Governments as an effective agency for channeling funds info productive
enterprises, which would drive economic development and help reduce unemployment. Thus, any
act which tends to undermine the integrity of the market (otherwise called market abuses) are
usually frowned at, and outlawed for the simple reason that such individual practices are capable
of eroding the larger investing public’s confidence in the market, which is critical to the

odels suggested by Dr. J.E. Abugu, Op. cit., nl, p. 237.

ariations, the m i
A paper presented at the Nigerian Law School,

3 This writer gratefully adopts, with slight v e
(s and Securities Act.

4 . .

Ndanusa Suleiman, The New Investmern
Bwari, Abuja, in October 2001 .

i ; ' i cal

SSee the case of United State v. O Hagan, [}9?7] 521 U.S.“642, 055 wl’lme the US S.upvre-me A.Court spc'eT_l(f] ally
recosnized that a corporation’s information Is 1ts property: A company’s confidential information.... qualifies as
|1|'(\|\T‘l|\' (o which the company Ias o ripht ol exclusive use. The undiselosed misappropriation ol such mlormation
in violation of a fiduciary L|“1>;... constitutes lraud akin to embezzlement-the [raudulent appropriation (o one’s own
use of the money or goods entrusted to one’s care by another.

1NO
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nt®. Such acts include Coneey| '
o W < anl

\\\‘ ~ . 3 W C
) .nulflm}ls How of funds tor overall national dL.\,Llop'm | ificial pricc fixing elo .
Hletialinformation, insider trading. market manipulations &
: : Al ohibition on insider tra;
Fron N - . emise the legal prol ading 0
. . 1 the above, one could premt R oo .
Combination of moral, fiduciary. as well as on public po icy g

t insider trading is illicj¢ {
) ']Qr
¢

iiling consensus tha
icdlh
ﬂn’

- Although, by and large, there is a prev: o rostance, Proffessor Milton
W pockets of dissention from notable scholars. Tot “’Sl‘m.CL,-, ble force that: r
lavreate of (he Nobel Prize in Economics. has argued with considerable lot at;
You want more insider trading, nol [css. _You ?vzml to gI.VC the Pcople Mo
likely (o have knowledge aboul delicieneies 0.1 lllbl ?-Olt”-l)‘lm?, 1']“ Incengjy, )
make the public aware of that fact... the insider trader shou]q ot

. P ¢
\ : cau > .
required to make his trade known to the public, because the buymg or

selling pressure itself'is information for the market.

Fhe legal regime against insider trading practices

Although the common law had long imposed a fiduciary duty not to make secret profy in
the company on directors and other principal officers of the company, carly attempts a pplying
this common law rule to insider trading regulation, as characterized by the position of the coyy in
the case of Percival v. W right.} mcrclyh limits the {iduciary duty of disclosure of the director to the
company as principal, and does not extend it to the shareholders of the company except wher,
circumstances show that in a particular transaction, the directors acted as agents for the
sharcholders.

Over the years, it was seen that this position was deficient in 2 major ways:

(@) It covers only directors, officers and persons who can be classified as fiduciaries of
the company. Other classes of people who by their connection have access to inside
information were excluded.

(b) Even within the area covered by the above rule, the fiduciary obligation was limited
to the company itself. It was not extended to the members of the company and
potential shareholders who may also suffer from the activity of the insider dealers’.

However, by the late 20" century, the strategic importance of the securities market to
national economies, and its regulation had come into sharp focus, leading 1o a global wave of
securities market legislations which, amongst other provisions, remedied the shortcomings of the
Percival v Wright rule, and by which market abuses such as insider trading have come under
specific regulation.

The principal insider trading legislation in Nigeria is contained in Section §8-95 of the
investment and Securities Act, relevant portions of which wil] be briefly discussed hereunder

The nexus between maintaining good corporate practices, ensuri

. S 5 . ) ring a health . - d
economic prosperity will be better appreciated with the U.S, experiince The )L,J zéndS tféll: scmlx\rl:les nlmrkretl 9;1;9
¢ . market crash o '

insiders. The U.S. Senate hearings which ensured unearthed flag .
s ; grant abus : . )
in fiduciary positions. See U.S. Senate Committee Report No. 1455, 731 (?(S;no,f ms.di;"r"rmatlon by several people
7 Milton Friedman, ‘Insider Trading’ in Larry, Harris (ed) Trading and E\cln%lress.%“ cSlcsswn. e ford
- ~ e - o . ’ i anges, adine & F eQ ord:
2003). Chapter 29, pp. 591-597. See also the views of Professor Ienry Mﬂﬁmc‘ ;;: .";%“?%x?han’z,ci' f(?xqmck
Markel. (IFree Press, 1966) s Insider Trading and the
5 (1902) 2 Ch. 421 See also Briess v. Wooley (1954) A.C. 333
9 Gee Gower's Principles of Modern Company Lay. (6" Ld: 1997) 3 AR4455
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The typical on-line fraudster ofi
audster often poscs as an insider of a company, and makes USC ok

. arnet che -rooms ']nd hll” ‘ll Spr 1
”‘[ m t h 1 < ctin Lo ¢ |1lCll(l ‘” 9. " inl 1 i
IR ldC 1“[()“1]- tion

“s anyone out there fi i
any following Company x?”

Reads the {irst message X
R cssage on an online bulletin board. Responses follow:

o
] heard that Company x i
g X lS 'lb al ] . - . - - .
toll-free number to get an | about to make a major announcement. [:-mail me o1 call this
getan insider information package.”

“] spoke to Company x’s CL: .
boueht 10.000 qh'llmq)]:\ bl L‘L() who confirmed details of next month’s big ncws. I’ve
& s. Look for share price to double in next month! Get it now!”

“Big news is just-ar
m{it e ;] - 1; ound l!lc corner. We hear from a friend who has visited company X
going to be even bigger than we thought. There’s still time to get in.”

Short-scllers are in the market! Keep the faith... This will bounce back. The smart

money will use i :
3 the price as an opportunity to buy more and dollar average.”

Ihe original message in this hypothetical bulletin board is usually posted by an
unscrupulous company, market-making brokerage or large shareholder. Subsequent messages
COUl_d be left by the same person using an alias or by accomplices posing as disinterested
outsiders. The' goal would be to interest unwary investors, who then drive up the stock price
through a buying surge. The schemers stand to make substantial profits when they sell their cheap
shax:es. After the price collapses, talk of the company ceases and the faceless schemers move oD,
hyping a new stock. This is old fashioned market manipulation dressed up in a new skin!.

5. INSIDER TRADING ON THE INTERNET

One of the earliest known cases of insider dealings over th
case of SEC v. John Freeman & 18 Ors" where the securities and Exchange Commission
cracked an internet based insider trading ring of 19 people, some of whom had never met, but
who from 1997 through January 2000, engaged in a widespread scheme that produced over $8
billion in illegal profits from trading in the securities of 23 public companies. The source of the
inside information in this case was John Freeman, who was a part-time word processor assigned
by the temporary agency where he worked to two Wall Street investment banking firms,

Goldman Sachs & Co. Inc., and Credit Suisse First Boston Corporation.

The scheme first began in mid-1997 when John reeman met the 2" and 3" defendant in
an internet chat room. The three then formed a plan in which Freeman would pass on any stock
tips he discovered during the course of his work at Goldman Sachs and, later at Credit Suisse
First Boston. John Freeman Jearned about some deals as part of his normal duties, which involved
working on some confidential documents. Other information came from helping co-workers on
their assignments, looking through the brokerages’ internal computer systems, and by looking

through documents he found at printers and copiers. Based on information provided by Freeman,
cach of the defendants tra | stock and/or options of some or all of 23 different

ded in the commol
public companies each o lved in a significant transaction that involved the
b

f which was invo '
merger or sale of the company. The ring soon grew to involve many tippees, which eventually led
to their discovery.

e internet was the American

ingeniously. Some of those that he tipped

Freeman covered up payment for his “services” In¢ |
paid in cash, (in some instances, cash was enclosed In unsigned birthday cards sent to Freeman in
>

envelopes bearing no return addresses), whilst in some instances, checks were sent to third parties
who cashed them and funncled the moncy {o Freceman. One beneficiary disguised his payment as

I SccrL-J b SECrL;l’igulioll Release No. 16469/ March 14,2000 available at www.sec. gov/news/press.
113
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loan 10 frrecmiin., Aniothiey f,.’,’, !
1Ay 8.

yvaiA

who then repaid the

;.1 A.lo'll]-. 1 g Ny .
e 0 a ‘10 ‘reeman. : .
friend of Freeman of insider trading.

Freeman in cases of wine. All were held liable

: o e enet-enabl i : AL
Another interesting instance of an Jif¢H/ ehok trading case) in which twg g, "t
case of SEC v. Sonja Anticevi & 16 Ors (the Recbok § Co “enpaved ina compley ey
. . Y el y, L., & vt = vA"/,,'
one current and one former employcee of Goldman, '.S'ld-"'ff jation ’f'mm various ',oun-p:”. i,
ranging scheme in which they illegally obtained inside 10 z;rll”' them throughout the (}‘;‘};M they
- & - . » ) S £,
forwarded the lips {o mul[ip]c c()-C(!nSpil’ill()rS who '“"’d(' : ()'”iCl‘l il 2
and Europe in transactions that netted at least $0.8 millionm1i E
: : st 2005, when a retired ¢
his sclup 1m August ” 15, when arefired (rf,:.-';,-,
es that essentially amounted (o 4y tnfiy,.,

ed international insider trading Fitig |
3 Cpr

‘ -
5.
vty

SEC's spotlight was beamed upon ¢
scamstress made a series ol sophisticated oplions {rad ‘ . foct. just a day s |
bet that the stock of Reehok International, Ltd. would rise qlncl-'}”,l” ,'l(:, ’]J B -’m":r lj‘r‘r Jasy
trade, Reebok announced that it had agreed to be acquired by A_d'du"’:sj rf)'m()n', AS” Aclling yp,
seamstress a profit of over $2 million. Because of this cxtrunrdm’dry. an [.‘)TI_L,”.IOUJ profit by ,.
apparently inexperienced options trader, SEC filed an emergency action ru,/.’m,u the STt
account in which these trades were made. Detailed investigations rcv.culcd that the .’.c'au‘;gs;,’.“,‘
was in fact trading on instructions from her nephew, former Goldman, Sachs broker Davig Paici,

4 )
and that Pajcin’s co-principal in the scheme was Goldman, Sachs rescarch analyst I;u;y_-;:.
Plotkin.

Further investigations by SEC revealed that Plotkin and Paj.cin fidenta dirccli‘ng a scheme,
that involved a large group of unlikely co-conspirators who cither illegally tipped insjd.
information to others, or traded on the tips, and then shared in the trading profits. Chief amqp,
them was a mergers and acquisitions analyst at Merrill Lynch, who is alleged to have provided
nonpublic information regarding pending corporate transactions. Two other individuals allegedj,
obtained jobs at a Wisconsin printing plant in order to steal information on Business Wez}
articles before the magazine was circulated. Pajcin and Plotkin also allegedly obtained
information from a letter carrier who was sitting on a federal grand jury in New Jersey regarding
the grand jury’s probe of a public company. Pajcin and Plotkin will then circulate the stolen
information to a broad network of cooperating traders throughout the United States and Lurope,
including Pajcin’s aunt, the retired Croatian seamstress, and a friend employed as an exotic
dancer in New York.

In the just filed case of SEC v Shane Bashir Suman & Anor'® it was alleged that the
defendant learned about secret merger negotiations through access he had 1o electronic data in his
Job as an information technology specialist at MDS Inc, and then gave that information to his
wife. In the days before the tender offer became publicly known, the couple made over $1 million
by trading in the securities of the company.

In all these cases, and more, it is abundantly clear that old fraud of insider trading has
resurfaced in a new context, albeit the sharing or passing of inside info ARG 1 'ntcrr;e! It
will appear, however, that there is an increasing pattern of fraud bc'c y ,Of]. ZICI by £he
middle/lower echelon of corporate staff, facilitated by internet te jn& ]Cdme l(')l']l made
confidential information more accessible and thys vulnerable to abuse tlLL e e TIL ltt *n; of
fraud which was z_llmost exclu.sively being perpetuated by the to cc’h allcn 'thc)forfnf:l paq;’ G
other words, the internet, by I.IS admirable edge of giving acccrs)'s { ) Ons 0-1 'lhb LQ{I]-[)« )ilﬂd
simply allowed more people to join the bandwagon of fraudsters! % greater’ nlomuaton

6. A NEW REGULATORY SCHEME FOR AN OL1) TRy

To the extent that the internet provides for

: . I —— : revolutionar ' - taking
sccurities trading, this raises real fears (hay iFder frd ary methods of underté

g I this new order may not be wel

S

S a1 S Litination Releuse No, 19775/ Julv 5 :
See, LS. SEC Litiga uly, 2000 avaitub)e
0 Gee U.S. SEC Litigation Release No. 20203/ July 24, 207 ‘”’;lf;a(b;z )
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o ——— Y ——

I ll‘ll'..\'(’(‘,(t:lll'/ll('ll'.\‘//)l'('.\'.S‘.
arwwy. gov/news press.

Scanned with CamScanner




_

covered by regulations that were essen
(houghtfully comment: Ssentially m

ade (or an:
or analog markets. This led a regulator to

We stand on the brink of an |
change. particularly as a result o ew millennium and our markets. .. arc experiencing ¢ ;
a structure of regulation Ul‘igin;rllllc,Ch;l‘()‘l.ogy' “‘iS [air to ask howlTl'\;:- ;lli‘fvh();':]‘i:]lg I::::'l&(y’ct:l;':??:l\llg
changes in our markets through a mb:wL fhlgncd for an off-line world. Should we ';(I(lrc% these
in @ manner that is consistent with I 'lcgllln.lo"y scheme or through cn[brc >nt f(‘ i l'” y [;:s
t their prohibitions yet responsive to cvol\/cilllllg_;:léoﬁ(li(a((;‘lgl‘:gz7 s

It is submitted th

5 8 at the answer :

: : ve e
of enforcement itsell must ncccq\“lril;tlo HIIIS question is not clear cut. This is because the process
. e e dynamic ‘ '

as o legal and technological dcvclol)mcms) wumic. It must strive (o respond Lo (he market as well

On the one hand, 1t i
1L 1s con ac i
fucilitating fraud. Thus, i,t has been":f),n Pldw (hat the internet has spawned new (cchniques lor
as the old regime guiding an analog 15?101131y argucd that fresh regulations shoadios e e
alog market may well have become obsolcte and ineflfective

On the other hand, 1 . :
, it has been said that drafling and adopting effective new rules typically

requires the study over time of .

i o(:i ce and pllbliCyC01§:11telr[cl)(c)fi gdpal‘“c‘}]'ﬂl' type of pat-lcm of misconduct, followed by a lengthy

had moved on. Again Speciﬁc. ‘.]e\’lﬁtlmy, by the time (he rules become operative, the crooks

 umptions — and liTnit':t' ille regu thI'y p1.'0111b1t10ns are static, and inevitably reflect
}9 ations — prevalent at the time of their adoption, but not necessarily in the

future ~.

In our respectful view, an appropriate balance coul
forcement of the existing law, and making of new regulations, where an
the need arises. It is our respectful view that under Section 265 of ISA, which
f the listed type of investment assets and instruments, including those

red by means of any electronic mode approved by the commission
ties market abuse in Nigeria, online or offline.

d, and should, be struck between a

proactive en
unforeseeable
defines a security as any 0
« . which may be transfer
insider trading remains a securi

7. CONCLUSION AND RECOMMENDAT IONS

as we have seen, is trading in a company’s secur
ted parties onl the basis of confidential “pri
f their relationship with the company,

f such information.

as in securities trading in that it offers
ore quickly, with more
access to invaluable

ities for personal gains by
ce-sensitive” information

Insider trading,
and breach of their

its officials or other interes
that was obtained solely by reason 0
fiduciary duties with regard to the use 0
Manifestly, the internet has opened new vist

o reach more people, M

securities operators an excellent opportunity £ . :
tion at a lower cost than before. It also givens investors more

informa
information than before.
However and quite unforlunately, it had 'als‘o facilitaled. the. cir.c_:ulzlltionlot: coplﬁdemial-
corporate inform’ation thus increasing the am.ly of.lnsldcl‘ (16211(3}’5\111 Nl geua though, 1t W1 1 appcm
. ot trading of securities is yet (o be recognized. Although some of the
e af flere El {o advertisc their services and products t0 potential investors,
Nigeria Stock Exchange with the

- he interne
tors use th e floot of the

he securities is on
ction costs.

securities operd
actual trading of t
attendant multiple transd

ations v. Enforcement in

. SEC entitled “Regul
Seminar. New York.

ir - nforcement u. !

er (Former Ducctorole orcement, U5 ik d el
The Bond Market Association’s 6™ Annti

t 1N .

ilable af WwW- gee prov/news”

] ) p. Aol

rd H. walk

' Speech by Richa
delivered @

an online world”
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IUis therefore respectfully submitted that, in view ul'lhc‘ cunst(lul'ﬂhlc z\(ll\{unlugcs l!lat the
has (o offer (carlier outlined in this paper), it is time of the (,ill’“.“] M_‘“l\Cl “"11}01‘11108 lo
: ¢ and embrace this system in Nigeria, taking as much - |:)()SSIl)|C. ““.0 co.gm:"illlcc its
imherent problems as well as local customs and pocu]inrilics in sccuritics trading in Nigeria,

l“lu“k'l
mtroduye

Be that as it may, whilst, as we have scen, the Western world has taken A commitieg
stance against (he practice of Insider trading, and had recorded considerable success in combatip,
this abuse, it is disheartening o note that the Securities and lixchange Commission SS]':C) that s
statutorily empowered (o do the job here in Nigeria has barely taken this responsibility scriously_
/\'llllmlglll. the 1SA has been enacted sinee 1999, a decade ago, up (ill date there has been g
stple reported instanee of insider (rading proseeution  in Nigeria. Does ’/’i“'_ mean that oy
(analog) securities market is entirely devoid of insider trading practices? This unsatisfactory
state o affairs made a learned author o sadly lament that™;

atutory onc where the

The war against insiders, as it is now, is merely a st .
s and Allicd Matlcrg

Investment and Securitics Act and its precursor, the Companic
Act have made a number of bold innovative provisions designed to cheek insiders,
But, there remains to be seen an infrastructural machinery for the cnforcement of
the regulations by an aggressive and eflective moniloring, investigation, detection
and punishment of insider traders in our capital market.

For SEC to live up to its statutory responsibility of protecting the sccurity market from
insider trading, we recommend that the following steps be urgently taken:

1. SEC should reorganize its prioritics, and reshape its focus as the apex securities
market enforcer if the fight against insider trading is to be taken seriously in Nigeria.
Reference could be made to the situation in the U.S. where investigating and
prosecuting insider traders has remained an enforcement priority for U.S SEC for
more than 70 years. Recent statistics show that in the 5 year period between 2001 to
2006, it filed charges against over 600 individuals and entities for insider trading
violations, and froze millions of dollars illicit trading proceeds®!

2. Apart from monitoring individual compliance, SEC’s work should extend to
monitoring entities that should shoulder primary responsibility for supervising
professionals that work for them. i.e. SEC should monitor level of anti-insider trading

that exists in companics.

For instance, in 2006 the U.S. SEC instituted administrative proceedings against
Morgan Stanley Inc. for its failure to maintain and enforce adequate written policies
and procedures to prevent the misuse of material non-public information by the firms
or persons associated with them, Although, there was no evidence that materials non-
public was misused as a result of that failure, the company agreed to pay $10 Million
on civil penalties, as well as engage an independent consultant to conduct a review of
its policies, practices and procedure and to reccommend changes to those policies 10
prevent the future abuse of such non-public information??,

$I:C should make regulations mandating Directors, Officers, and those categories of
taff that have access, ordinarily, to unpublished price sensitive information to
disclose their sharcholdings in the company every 6 months. The level of these

: O, ¢ I, p. 200.
Wgos Abugn J.E Op-Citan L,p: 260 L
2‘2% lxxl:)cijlract of the Testimony concerning Insider Trading by Linda Chatman Thomsen (Director of Enforcement,
Seei

1.5, SEC) before {he U.S. Senate Committee on Judiciary. September 26, 2006 available on
.S, vkt ; '

o e e s et .
see o o tosider Trading, by Chatman Thomson (Director of lntorcement (.S, SEC) belore he

oneerning,
Jony concetiE B tember 26, 7 a1
l(t(,,)“millcc on Judiciary. September 26, 2006 available on www.see.gov/news/testimoney
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holdings sho g T
Anmmz]r (‘?Q]:l;-l:l[ l;:l l\LPl und‘cr close scrutiny, especially in the few weeks before t'he
» al Meeting of the company when inside trading reaches its feverish

siteh. I will be quite casy (o i
I C quite casy to fish out perpetrators within this period.

SEC should eliminate the inf; ;

St pub]icll]l}um_lc the information asymmetry between the insider and the
l'ClC';quth oo l l or instance, the accounts and result of quoted companics are usually
AaS *Kbhroker e 1 i

g ck ){t)l\us before the general public. It is submitted that this practice
may encourage insider tradine (v : o
g [rom the employees of the stockbroker™.

'[310{\01'5/[)0.1110.1' firms should pay particular attention to particular orders from clients
in_companics, where such clients are Directors, Officers and employces, OF S
retainers ol sqch companies. Furthermore, the management of such Broking lirms ar¢
_CXDCC!cd to diligently guard all material information aboul companics which may be
in their possession, as to prevent insiders dealings in the securities of such company
by their own staff.

On the ISA, sanctions for the offence of inside trading are cither civil, criminal or
both. As most allegations of insider dealings are based Jargely on indirect Of
circumstantial cvidence, the law enforcement system nceds o concentraic morc on
civil penaltics in order to enforce the laudable provisions of the ISA. This would,
obviously, also help in eliminating the problem that would be presented by

establishing the criminal burden of proof™’.

There is also the pressing need for a closer collaboration between SEC aqd the
Attorney General’s office as regards the successful enforcement and prosecution of

insider traders. As the Attorney-General is responsible for the enforcement o'f all
federal laws, and law stands now, criminal prosecution is the constitutional

responsibility of the Attorney General’s office. Where the goals of the 2 bodies

diverge, problems arise. As the not just securities law, enforcement problems will

linger if the Attorney General has other pressing priorities other than the prosecution

of insider trading violators.

f YT N seline . Seh ress. 2
o Capital Marke! ()/u'ru/iun.s' in Nigrerid. (Lapos: Distinet Universal Press, 2006)
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