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SFC Suspends Yang Chih Chen

28 Dec 2006

The SFC has suspended Mr Yang Chih Chen for five months from 28 December 2006 to 27 May 2007
(Note 1).

An SFC investigation found that Yang manipulated the calculated opening price (COP) of the
September 2002 Hang Seng Index futures contract (HSIU2) traded on the Hong Kong Futures
Exchange Limited (HKFE) during the pre-market opening period on 3 July 2002 (Note 2).

Yang placed a pair of matched limit orders for the HSIU2 contract at his desired level in the last few
seconds before expiry of the pre-market opening period. Yang’s actions fixed and positioned the COP
to his advantage in order to enable his auction sell order to match with the auction buy order placed
earlier by another market participant at the artificial price of 10,570. As a result, Yang made a profit
of about $28,000 through his net short positions (Note 3).

In determining the penalty, the SFC has considered Yang’s clear record and his consent to the SFC’s
decision.

Mr Mark Steward, SFC’s Executive Director of Enforcement, said: “Manipulators who rig the opening
or closing of the market can expect to be caught by the SFC and this result shows it is simply not
worth it.”

Ends
Notes:

1. Yang was registered as a dealer’s representative of Top Equity Derivatives Limited and Top Equity
Brokerage Limited (now known as Goldbond Futures Limited and Goldbond Securities Limited) at the
relevant time. He is currently licensed under the Securities and Futures Ordinance as a representative
to carry on Type 2 (dealing in futures contracts) regulated activity, accredited to Topmore
Commodities Limited.

2. In June 2000, the HKFE introduced a pre-market opening period, which is a 30-minute period
before the normal trading hours. The price discovery mechanism serves to establish an orderly
market and to enhance market efficiency. It was designed to maximise the number of contracts to
be matched, based on all the orders entered during the pre-market opening periods. Pre-market
opening periods are further divided into three different sessions and each session has unique
restrictions on order placing and cancellation. An indicative COP is calculated every time an order is
placed, changed and cancelled. Orders are received, ranked and matched at a single price, known as
the final COP, determined immediately before the expiry of the pre-market opening periods. An
auction order is an order where the order price is not specified and the person placing an auction
order agrees to accept an execution at the final COP. A limit order is an order where the order price
is specified. Execution of an auction order is accorded with a higher priority than a limit order.

3. In January 2005, the SFC prosecuted Yang for contravening sections 63 and 65 of the
Commodities Trading Ordinance (repealed). He was acquitted after trial because the Magistrate was
not sure that he had an intention to defraud, a necessary element to establish the offence.
Notwithstanding the acquittal, the Magistrate found it was beyond reasonable doubt that Yang was
manipulative when he placed the pair of matched limit orders and the purpose was to ensure that
the final COP for the HSIU2 contract was fixed at 10,570. On appeal, the High Court decided not to
interfere because the Magistrate was entitled to consider that he was not sure about Yang’s
intention. However, the Appeal Judge also said that it was surprising not to find that Yang was
dishonest and had an intention to defraud in view of the facts that were found. Yang’'s applications
for costs before the Magistracy and the High Court were both rejected on the ground that he brought
suspicion upon himself.
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