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Follow up actions to LegCo Panel of Financial Affairs Meeting on
3 April 2006
Regulation of market misconduct

Question
To address members’ concern about the need to review the Securities and
Futures Commission’s decisions on not taking any follow-up actions,
investigations and/or enforcement actions in respect of possible breaches
of the market misconduct provisions under the Securities and Futures
Ordinance (Cap. 571), in particular upon receipt of complaints or referrals
from the public, the Administration and SFC are requested to take the
following actions and provide the Panel with written response:
(a) The Administration and SFC are requested to clarify whether the
Process Review Panel has the power to review the cases which
SFC has decided not to take any follow-up actions, investigations
and/or enforcement actions; if it has, to provide the number of such
cases reviewed by PRP since its establishment in November 2000;
and if not, to provide information on which party is responsible for
reviewing SFC’s decisions on such cases; and
(b) To enhance the transparency of SFC’s decisions on not taking any
follow-up actions, investigations and/or enforcement actions on
certain cases and to ensure the impartiality and credibility of such
decisions, the Administration is requested to improve the existing
checks and balances mechanism by requiring all such cases be
reviewed by an independent committee (e.g. PRP). In other words,
the independent committee must review all such cases and does not
have the discretion to review cases on a selective basis; and
(c) In connection with item (b) above, the Administration is requested
to make reference to the Operations Review Committee appointed
by the Chief Executive to oversee the work of the investigative arm
of the Independent Commission Against Corruption.

Reply
The Process Review Panel for the Securities and Futures Commission
(“PRP”) is an independent panel established by the Chief Executive in
November 2000 to review the internal operational procedures of the
Securities and Futures Commission (“SFC”) and to determine whether
the SFC has followed its internal procedures, including procedures for
ensuring consistency and fairness.
The PRP is tasked to review and advise the SFC upon the adequacy of the
SFC’s internal procedures and operational guidelines governing the
action taken and operational decisions made by the SFC and its staff in
the performance of its regulatory functions, including, for instance, the
receipt and handling of complaints, licensing and inspection of
intermediaries, and disciplinary action.
Our reply to questions (a) to (c) is set out below.
(a) PRP has the power to review cases and complaints where the SFC
has decided not to take further action. In accordance with the terms
of reference (copy attached at Annex 2 to the Information Note to
the LegCo Panel on Financial Affairs of 10 November 2000 at
Appendix), the PRP may select any completed or discontinued SFC
cases for review.
The cases involving enforcement or complaints reviewed by PRP
since 2000 consisted of cases that were closed at different stages:
•
•
•
•

cases with respect to which the SFC decided not to take any
follow up action for reasons such as that they were outside its
jurisdiction;
cases closed after conducting a preliminary enquiry without
further investigation;
cases closed after investigation without taking any enforcement
action for reasons such as insufficient evidence to bring any
action against anyone; and
cases that have resulted in some form of enforcement action
after investigation.
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The number of enforcement/complaints cases reviewed by the PRP
since its establishment in November 2000 are as follows –
Nature of enforcement/
complaint cases
Cases that the SFC decided not to
take any follow up action for
various reasons
Cases closed after conducting a
preliminary enquiry without
further investigation
Cases closed after investigation
without taking any enforcement
action
Cases that have resulted in some
form of enforcement action after
investigation
Total no of enforcement and
complaint cases note 1reviewed by
PRP

No of cases reviewed by PRP
2001 2002 2003 2004
0

1

2

2

0

0

3

6

2

0

1

2

17

0

6

7

19
(43)

1
(48)

12
(51)

17
(47)

(Total of cases reviewed by PRP)
Note 1

In the PRP Annual Reports for 2001, 2002 and 2003, complaint cases were subsumed
under other items in accordance with the nature of the complaints. Starting from the Annual
Report for 2004, complaints against intermediaries and listed companies have been grouped
under the new item on complaints.

In reviewing cases, PRP members go through the relevant case
files to ascertain whether the standard procedures set out in the
SFC’s internal operational manuals had been followed. In doing so,
members have also assessed the adequacy of the procedures and
suggested changes where they considered that these were required
in the interests of fairness and reasonableness.
(b) As mentioned in the reply to (a) above, the PRP may select any
completed or discontinued SFC cases for review. On the modus
operandi, the SFC provides the PRP with monthly reports on all
cases completed within that month. PRP members then select
individual cases from the monthly reports for review with a view
to covering a cross section of cases of different type and stage at
which they were completed or discontinued. In other words, all
cases dealt with by the SFC can potentially become a subject for
review by the PRP. This would serve as a check to ensure that
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SFC deals with each and every case in accordance with the
established internal operational procedures. The actual number of
cases reviewed by the PRP would depend on the capacity of the
PRP members.
The SFC also provides the PRP with monthly reports on on-going
investigation and inquiry cases that had been outstanding for more
than one year so that the PRP could monitor the progress of these
cases.
(c) As noted in the information note to the LegCo Panel on Financial
Affairs of 10 November 2000 at Appendix, we have made
reference to the terms of reference (ToR) for the ICAC’s
Operations Review Committee in drafting the ToR for the PRP.
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