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Mr Mark DICKENS, Executive Director, Supervision of Markets, Securities and Futures

Commission:

Thank you, Chairman. | think probably the thing to keep in mind is that the
burden of this legidation falls on two classes of people — directors and chief executives who
have to disclose everything, including a one share change in their interests, and have to also
declare interests in relation to debentures; and substantial shareholders — that is those who
have interests in 5 per cent or more of the shares. Substantial shareholders have to disclose
when they cross the 5 per cent limit, and then they disclose when they go for a successive 1

per cent bands.
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That is the basic thing, and whenever | say something has to be disclosed read it
“Subject to those qualifications’, that it isonly if it isover 5 per cent or it is moving through a
1 per cent band. As Miss AU said, we have tried to stick to the conceptual basis of the old
law, athough it is very technical, mainly because the industry had become accustomed to it.
That involves aso having the provisions in three groups. Divisions 2, 3 and 4 are about
substantial shareholders; 7, 8 and 9 pick up directors and chief executives. The main
differences, apart from some technical things about concert parties and other stating interests
for substantial shareholders, as | have said, directors and chief executives disclose everything;
substantial shareholders are subject to the bands. The other divisions deal with maintenance
of registers, and they double up a bit; investigations into the interest in shares, and the

imposition of restrictions on shareholdings and listed corporations.

The first thing we tried to do with the legislation was minimize the unnecessary
part of the compliance burden. The first thing we did was to bring in a de minimis
exemption. This will be unique to Hong Kong. Under the present law, as | have said,
substantial shareholders disclose when they go through the threshold, which will be 5 per cent,
and then when they cross successive 1 per cent bands. The way the 1 per cent is calculated
is arounding down, so if you go to 6.5 per cent, that countsas 6. If you go to 6.9 per cent,
that still counts as 6. The problem that arises in practice is that sometimes — and it
particularly arises for people like custodians and fund managers — they are close to a band, so
they are on 6, more or less. Minor fluctuations in the shareholding require successive
disclosure, so what we have tried to do is say that if you are no more than half a per cent away

from your last notification, you do not have to make a subsequent notification.

We have set that example out on page 4 of the paper, and it is perhaps clearer to
just look at it than for me to try to summarize it in words. You will see that there are two
notifications that are not required, and the reason is that the last notification would have been
at 6.2 —that is 3 on the chart. 5.9 is not very far from 6.2; 6.5, you are between the same
band anyway, so you do not have to notify but still counts as 6, but when you drop al the way

down to 5.6 a notification requirement is triggered, and what you would disclose is two things:
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that you are at 5.6 per cent, and that you are above 5 per cent. That is the de minimus

exemption, and as | said, it is ahead of the other overseas jurisdictions.

The second exemption, which is also ahead of overseas jurisdictions, is exempting
transactions between members of a wholly owned group of companies. Now, thereisarule
called the one-third rule, which means a holding company, and a holding company is a
company which has more than one-third of the voting rights in the company down. It hasto
aggregate the interests of the companies below it.  So it will be showing the group interest,
even if that is only held in one company down the chain, or maybe more than one company in
the chain. For that reason, and because economically the control is probably with the
holding company, we decided it was appropriate to exempt intra-group transactions between
wholly-owned subsidiaries, so that if you just move the shares around between wholly-owned
subsidiaries, move them from one small company in the group to another wholly-owned

company in the group, no disclosure requirement is triggered.

The next minimization of the disclosure burden was made very largely in response
to representations from the investment management, custodian and banking industries, and

the trustee industry.

Because of the one-third rule, where a group operates a separate fund management
company called an investment manager, a separate custodian and a separate trustee company -
and a good example of a group that is HSBC, which has all these separate subsidiaries — the
one-third rule means that al of the interests in those subsidiaries are aggregated and attributed
to the holding company, in my example, HSBC, which then has to issue a notice. So two
things happen. It is much easier to get to the 5 per cent threshold and be subject to the
ordinance, and it is much easier to go through the 1 per cent level; so the frequency of

notification goes up, because you are aggregating across the group.

What we have decided is that where the interests are held in separate subsidiaries,

and those subsidiaries act separately without reference to the holding company, or without
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reference to each other, the aggregation rule does not apply. So if you have 4.5 per cent in
the fund management company and 4.5 per cent in the custodian company, it does not add up
to 9 per cent unless those companies do not act independently of the holding company and

each other. If they do collaborate, it adds up to 9 per cent and it has to be disclosed.

Again as part of our consultations with major investment banks, particularly the
overseas houses, we decided that we were being a bit parochia in alowing exemption for
security interests — that is shares held as security for financing, basically — only to apply to
Hong Kong licensed and authorized ingtitutions. So we have widened that exemption to
cover approved overseas jurisdictions and schemes, approved by the SFC in a recognized

jurisdiction.  That was to avoid being too parochial in that respect.

The next exemption was for holders, trustees and custodians of collective
investment schemes. There had always been a provision in the Securities Disclosure of
Interests Ordinance, which was meant to mean that an interest that subsisted by virtue of a
unit trust or mutual fund corporation was to be disregarded. The wording was not all that
clear, and market participants asked us to take the opportunity of the new legisation to make
the wording clearer. So we have now made it perfectly clear that the unit holder does not
have to disclose an interest held through a collective investment scheme. The trustee or
custodian does not have to disclose those interests, but the fund manager, who is the person
who makes the investment and voting decisions in relation to the shares held by the collective
investment scheme, will have to be caught; and again in order to provide alevel playing field
between overseas and Hong Kong regulatees, we have extended that to holders, trustees and
custodians of approved overseas schemes. The procedure is set out in clause 314(4) and
8(2)(xi).

The next thing we have tried to do to reduce the burden of disclosure is to provide
for standard disclosure forms that must be used under 315(5). Under the current law, you
may use aform provided by the SFC, and many people do use that form; but we have decided

that going forward in order to make it very easy for people to comply, so they do not have to
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read 150 pages of technical legislation, we will provide a much more detailed form, and this
will eventualy feed into electronic filing as electronic filing becomes easier. We have
consulted the market on the forms. We released them in, | think, March, and we have
received only two comments on the forms, but we will continue talking to market participants

about how to streamline the forms and make them simpler.

The other change — and here again we are leading overseas practice — was to delete
the current requirement in the Securities Disclosure of Interest Ordinance that the identity of
the registered holder of the shares and the change in the particulars of the identity of the
registered holders be disclosed. The reasons for that are manifold. It is quite an
administrative burden because it islargely uselessin relation to sharesin CCASS, because the
registered owner is CCASS, the central depository. That does not give you any useful
information at all. In relation to shares that are in street name, every time you re-register the
shares or you deposit them in CCASS, you have to put in aform, but there are so many shares
aready in CCASS that you are not actually learning anything useful through the disclosure of
the name in which the shares are registered, particularly in relation to the old street name
shares that are still circulating in Hong Kong, where it may be 5, 6, 10, or 20 owners ago, and
the shares might have been re-registered unless there was adividend. So we have decided to
get rid of that unnecessary filing burden and just have people disclose the number of sharesin

relation to which they have an interest.

Those are the main reductions in the burden, although as | go through, you will see
there are some qualifications on what we had in the White Bill. As Miss AU said, the three
major changes that increase transparency are: the threshold drops from 10 per cent to 5 per
cent. That brings it into line with the mainland, the US and most of the Asian markets. It
is a little bit higher than the UK’s 3 per cent, but we thought it was better to achieve a
consistent approach throughout Asia and to be consistent with the US.  We are dropping the
notification period from 5 days to 3 business days, and that is in clauses 316(1) and 339(1).
It is one day longer than in the UK, Singapore and Australia, but shorter thaninthe US. The

main reason for going for 3 days rather than 2, which is what we originally proposed, is that

- 10 - Friday, 18 May 2001



© 00 N oo o b~ W N P

W NN RNNMNDNDNDNRNRNNDNIERERPR R R B B P R
S © ® N o 0 A W NP O © 0 N O 00 W N PP O

Bills Committee on
Securitiesand Futures Bill and Banking (Amendment) Bill 2000

(EHERPERHEE) K
(2000 RITE(BENHEBEX ) EEE

when we talked in particular to global fund managers and to the global investment houses, we
found that because of the way their information-gathering systems work — and they have to
track their interests in Hong Kong shares, no matter where in the world they are held or
acquired — they lose one business day automatically, updating their computersin, for example,
New York, and we therefore felt it was better to give them time to assemble the information
and to disclose it in a reasonable period. In relation to disclosures prompted by an external

event, that is where you do not do the acquiring or disposing, the period is 10 business days.

Another thing we did is set out in paragraph 37. Under the existing ordinance
concert party agreements have to be disclosed. So if A and B have agreed together to
acquire sharesin company T, A and B basically have to treat each other’s interest as their own
and disclose them, and they fall under obligations to keep each other informed of changesin
their shareholding. There were a number of cases in the early 90s, and it may be that they
are starting to occur again, where the 25 per cent public float required to be maintained by the
SEHK was breached. What was happening was that in companies which were not able to
attract sufficient investor interest, the controlling shareholder would basically loan money,
usually to his employees or associates, to subscribe for, or buy, the shares. So the real public
float was lower than 25 per cent because the controlling shareholder had 75 per cent, and
people were beholden to him for the purchase price of the shares had the remaining shares or
most of the remaining shares. What we have done in clause 308, we treated that, in effect, as
aconcert party arrangement, any arrangement under which a controlling shareholder provides
a loan or security for a loan, to enable another person to buy shares in the same listed
corporation. That proposal received general market support because a large number of

market participants could remember the circumstances of the early 90s.

Also to increase disclosure, we have, in clause 313(4) and for directors in clause
336(4), extended the disclosure scheme to cover the interests of what is now called “the
founder of a discretionary trust”. That is a person who has founded the trust and who still
retains de facto or de jure power. It isafactual test over what the trustee does in relation to

the shares held by the discretionary trust; and you would ascertain whether or not a person is
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caught by this disclosure obligation by looking at all the facts of the case. The definition of
“founder” is something on which we specifically consulted twice, and the definition that has
resulted was actually very largely suggested by the market. One of the leading legal firms
was very helpful in helping us to fine tune the definition so that it did not catch either too

much or too little.

Thisis not really a huge change, but presently lenders who hold shares as security
for loans do not have to disclose that, unless the borrower has defaulted and the lender has
enforced the security under the pledge. During the financial turmoil we had a number of
situations where shares prices, in particular in middle-sized and smaller listed companies,
suddenly plunged. The reason they plunged was that the banks were exercising their
security and selling the shares on market. That led to a considerable debate which we raised
in the consultation paper, as to whether the substantial shareholder should be required to
disclose the fact that they pledged the shares, and the banks should be required to disclose that
the shares had been pledged.

Views were extremely divided in the public consultation, but on balance we
decided that discretion was the better part of valour and that we should not impose undue
burdens on the market. What we have attempted to do in clauses 314(1)(e) and (6) is to
clarify the point at which interest ceased to be exempt from disclosure. That is that you do
not have to disclose shares pledged as security until the lender is both entitled to exercise
voting rights following a default, and has shown an intention or taken any step to exercise the
voting rights; or the power of sale has become exercisable and the shares are offered for sale.

But it is before the point at which they are sold.

Consideration in terms of agreements. SDIO does not require substantial
shareholders to disclose consideration for acquisitions or disposals of interests in shares.
Directors are required to disclose consideration, but not substantial shareholders. The US,
Australia and New Zealand require disclosure of consideration, and they aso require

disclosure of agreements or the material terms of agreements on acquisition or disposal. The
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reason for that is that it is market-sensitive information. It is very useful to generd
investors to know the price at which the substantial shareholders were able to buy or able to
sell, or more generally acquired or disposed of an interest in shares, particularly if that priceis

away from the market price, either significantly below it or significantly aboveit.

Again we have refined this proposal significantly in the light of the two rounds of
consultation Miss AU has referred to. We are proposing that there be disclosure of
consideration payable or receivable, whether the transactions take place on exchange or off
exchange. That isclause 317(1)(f). But we are not requiring disclosure of consideration in
relation to dealings in derivatives, nor are we requiring disclosure of agreements or the terms
of agreements relating to off-exchange transactions.  Then when we thought the logic of that
through, we worked out that short positions are largely created by virtue of derivatives, so
there should be no disclosure there; and if they are created by virtue of stock borrowing and
lending agreements, the disclosure is actually quite meaningless because there is a
conventional premium that is paid on astock loan. It isactually quite low and has nothing to
do with the value of the stock. It isthe price you pay for borrowing the stock for a limited

period, so it istotally out of line with the underlying value of the stock block.

Another problem we have had in Hong Kong is that by and large substantial
shareholders do not hold shares personally. They hold them through proprietary companies,
and unless they are shown on the Registrar of Companies records as directors of those
companies, the identities of the individual who in fact has control over the shares will not be
disclosed. All you will know is that it is the name of a $2 company, ABC Pty Ltd, and you
may be able to search and find the directors, but that still does not help you know who is
controlling the shares. So we are asking in clause 317(4) that an unlisted corporate
substantial shareholder has to disclosure the identity of any person in accordance with whose
directions or instructions its directors are accustomed to act. If it isalisted company it does
not need to do that, because that is already a matter of public record. We removed an
exemption which currently exists for investment managers incorporated in Hong Kong, and

for locally incorporated trust companies. Again we consulted on this.  We had a choice.
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We could either extend the exemption to provide a level playing field between Hong Kong
and non-Hong Kong entities, or we could remove the exemption. The market supported the
removal of the exemption. | have aready mentioned the other exemptions like the

disaggregation exemption that reduced the burden of that exemption being removed.

Miss AU has referred to thisin Hong Kong and | may say in other markets, but it is
particularly acute in Hong Kong because of our small public float — alot of what happens in
relation to the price of shares and of large dealings in the shares in the market is driven by
derivative transactions.  Some of those derivative transactions have to be disclosed, and the
easiest example of a transaction that is currently disclosed under SDI is a call option that is
physically settled. The holder of that call option is taken as having an interest in the
underlying shares and has to disclose the shares.  But put options do not have to be disclosed,
and if the options are cash-settled, or the derivatives are cash-settled, then no disclosure is
required either.

That leads to quite misleading disclosure, and the reason it is misleading is that you
are only getting a partial picture. In paragraph 53 we give the example of a substantial
shareholder — it may be a magjor investment bank in this particular example — who purchases
100 million shares in a company, as a hedge to cover a call option he has written. He has
written a call option. The holder of the call option can ask the investment bank to give him
100 million shares. So what the substantial shareholder does is to purchases up to 100
million shares in the market to hedge his position. In practice it probably will not be 100
million shares exactly. It will be a number under that, because of what is called delta
hedging, which means that the further the option is away from its exercise, either because the
price is away from the exercise price or it is along time to go, the less shares the investment
bank will actually need to hedge its position. But as we get closer and closer to option
expiry, it needs more and more shares in order not to be caught suddenly having to deliver

shares it does not hold.
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If it discloses the acquisition and it does not disclose the option, then the picture
you get is that this maor international investment bank likes this company. It has just
bought 100 million shares, and that is bullish news because you cannot see the other bit of
information, which isthat it is liable to have those shares called away from it, so in fact it has
an economically neutral position in the shares. It is not taking a position on whether the
price will go up or down. It does not regard this as necessarily a good investment. It is

doing something different.

In paragraph 54 — and | will not go through this example in detail, although | am
happy to take questions on it — we give an example of a scheme that we came across. We
came across this sort of scheme a number of times. We just picked the best example, where
on the surface the market sees a substantial shareholder buying shares, and intermediary
number 1 buying shares, and intermediary number 2 buying shares — all of which is extremely
positive for the share price. In this particular example our substantia shareholder, who
wanted the share price to go up, got a sort of double benefit. Not only did he receive more
cash from the intermediaries so that he could buy more and more shares, but the market also
perceived the intermediaries as taking a bullish view and regarding this as a good company.
The underlying economic reality was that they had no exposure, because the whole deal could
be unwound by either side by way of put and call options. What we are saying is that if the

market can see al of this it will not be tempted to draw the wrong conclusion about what is

happening.

That then gets us to something that is mentioned in paragraph 61, that the local
business community as opposed to the international investment banks is quite concerned
about the lack of transparency in relation to derivative dealings, because it knows that
derivative transactions, in particular over the counter or off-market transactions, may be
having a significant impact on what is happening to its share price and to share trading; but
without the transparency they are unable to determine what the effect is and what is actually

driving these movements. So they support, as does the Hong Kong Institute of Security
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Dedlers, extending the transparency, and that was the position the Commission had been

advised to take, by its own advisory committee.

That is easier said than done.  Having done that, we then started amending the
provisons, and | will take you rapidly through the provisions themselves. Clause 302
provides that you take into account shares that are the underlying shares of equity derivatives.
Clause 313(8) sets out the circumstances in which you are taken to have an interest in shares,
with the underlying shares of equity derivatives; and clause 313(9) tells you the number of
shares; clause 313(10) tells you when you cease to be interested; and then 313(11) to (14)
complete the scheme by talking about the number in which you cease to be interested. There

are similar provisions for directors and chief executives.

The other thing that happens under these derivatives is that you end up with a thing
that we have called “a short position” in clause 299(1). You have a short position if you
have a put option. Y ou can make someone take the shares off you, or if you are the subject,
the writer, asit is usually called, of a call option, someone can pull the shares away from you;
or you make money if the shares go down, or you reduce a loss if the shares go down. So
basically you have a short position if you are better off if the share price goesdown. That is

abit of an over-simplification, but it helpsto keep it in your head.

Then we have used a series of provisions that have to pick up short positions. One
of the main reasons this ordinance has grown from the previous SDIO is that the provisions
that used to apply just to shares now have to be extended to cover derivatives and the short
positions. So the number of provisions has actually multiplied a bit. ~ We have grafted

them on and made them march more or lessin parallel.

The rules in relation to short positions are basically the same as for long.  You
only have to disclose short positions if you are 5 per cent long - in other words, if you are a
substantial shareholder; and you only have to disclose short positions in excess of 1 per cent.

Then it is subject to the normal 1 per cent change rule, so you disclose at 1 per cent, 2 per cent
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and so on; and you disclose if you drop back below 1 per cent. We use the same rounding-

down mechanism.

That is the basic picture in relation to derivatives. Allied to that, but not quite the
same thing, is the new requirement to disclose a change in the nature of an interest. We
mentioned the call option example before. If | have a cal option over 100 million shares
that is physically settled, | disclose that | have got that call option under the current ordinance,
but I do not make disclosure when | exercise that option, and | go from having an interest,
which means | cannot vote the shares or sell the shares, to an interest which means | can vote

the shares and can sell the shares, and vice versa

Soif | hold the shares and | sell them to Miss AU, but | get a call option back, that
does not show up. Miss AU may have to make disclosure, but | make no disclosure, and if
you go back to the earlier example of our substantial shareholder and our two intermediaries,
the substantial shareholder did not have to disclose the sale of those shares because he got a

call option back, so he stayed in the same position under SDIO.  That is the easy example.

Another example is stock lending, and this is leading to the situation Miss AU
described. The stock borrowing and lending market is a little bit complicated, and the first
thing that complicates it is what is referred to as the lending or borrowing is in actual legal
terms an outright sale which transfers full title, with a right to receive back an equivaent

number of securities.

So the legal form is that the so-called borrower has bought the securities and can
dispose of them and exercise full rights of ownership. He is subject to an obligation to
return an equivalent number of securities when called upon to do so, when there is a so-called
recall. So the borrower under the current ordinance has to disclose. The lender, although
he has sold the securities and now has only a right of recall, discloses nothing under the
current ordinance because he started with 100 million shares, he has turned that into an

economic call option, but nothing else has happened.
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Under the new law the lender would have to disclose, and so you would be able to
see that the nature of the interest has changed. That isall deat with. Essentially the magic
isdonein clause 304(1)(d).

By catching derivatives and by catching stock borrowing, we have created some
complications for the professiona parts of the industry, in particular for the major investment
banks which do a lot of stock borrowing and lending business, and quite a lot of option-
related business, particularly over the counter options, off-exchange options, and do a lot of
stock borrowing and lending. We have engaged in alot of discussion with the market, to try
and minimize the unnecessary disclosure burden that we have caused for those professional
people. Inrelation to derivatives, basically we have managed to agree with the industry that
we will compress the level of detail that is required to be disclosed, so that they do not have to
disclose the consideration, strike price, option premium, option price, exercise period, the date
of expiry of the option, but they do have to disclose the fact of its existence and the number of
shares to which it relates. That reduces most of the payment that they were worried about,
which was that if everyone knew exactly what their option position was, and exactly how
much money they were making from it, and exactly when it had to be expired, they would be
vulnerable to the counter dealing activities, if | could put it that way, of their competitors,
who would know that a person was obliged to buy or sell a particular number of shares
around about a particular day, and was in effect a false buyer or false seller. So they could
be front-run, or even worse things could happen to them in terms of sgueezing them in the
market. We have reduced the level of transparency required there, but there is still enough
transparency for the market to be able to see how the example on page 12 actually works in

practice.

In relation to stock borrowing and lending, we have an exemption in the bill for so-
called conduit stock borrowing and lending. Y ou are a conduit stock borrower and lender if,
for example, you are an investment bank and you borrow stock from a custodian in order to

lend it to one of your clients; and because that transaction brushes out we decided we would
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not need to disclose it, because we will still have disclosure by the ultimate lender and
disclosure by the ultimate borrower, and what happens in the middie is not al that important.

It isjust generating unnecessary notices.

As we worked through the issues with the working group we have set up on this,
we have found that that provision needs to be refined. We are currently engaged in
discussions with the Pan Asian Securities Lending Association and with a group of
investment banks, working through the very detailed way in which we need to create
exemption and to create offsetting burdens. It is too early to say exactly how that process
will turn out, but | can say this: the stock borrowing and lending industry has exploded since
1998, when we first released our consultation paper. It is estimated — and there are no
reliable figures on this — but market estimates for the markets now involves around 10 billion
US, worth of stock a year in Hong Kong. That has become quite a big and very complex

industry.

It has also become more complex because as it turns out, stock borrowing and
lending does not attract stamp duty, so the transactions can be structured as stock borrowing
and lending transactions to the stamp duty advantage, so that has made the transactions even
more complex. What we will be asking for at a later stage is an amendment to give us the
power, subject to appropriate safeguards, to make rules to cover stock borrowing and lending,
so that we can craft an appropriate disclosure regime for that particular better part of the

industry.

To conclude, can | just emphasize a few points? The burden of this legidation
falls on directors and chief executives, and on avery small part of the market as well as that,
on people who own 5 per cent or more. We thought that technical issues which are a subject
of the representations, and with which we are now grappling — and we are not under-
estimating the importance of these people, or the importance of their business — affect less
than 20 firms in Hong Kong. They have some very technical issues and they run very

complex businesses, and we need to work through their issues with them; but they do not go
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to a burden on the community as awhole. They go to a burden in a very esoteric and very

small - - 1 amsorry. Small in number; large in terms of dollars as part of the industry.

| conclude there, Mr Chairman.

ZHE -

Thank you - 7% fi {f] [5] & 2£ 5 &= R 89 3 #F > FICB(1)1210/00-01(01)
R 3E - KN E] Group of ninefg H Y R &E & : “Errorsor delays
in compliance are likely to occur very frequently and it is objectionable in
principle that any such error or delay, even though inadvertent, is a criminal
offence.” LALLM —EME  EHEEELERENEEE RESE ? 4
A — fdefencefic 5 T ig L errors or delays - 2115 B A L1EE 2 b il iR 7 # 15
E AT B BRI A 25 - 35 XA & fE Ry — {1 % & 5k sk el defence ? B A R % 12 A HY
BEARHTERE HI A5 MMAERKERATEEEC BRNFSR T -
H & [ defencegt 45 T fth Mg 2

BEhF-EHEEEMNEFETESFERNESE . DIk EE

defence ?

HEEBEREIEREFEXL -

MAESTHFEER > R TEEE EEREE - S REBROKRIE
o AP BEHBEOERERNT » LEHEERNBRTEEKS - 8
(F2EFFTERIRME < Wl 4 LA ie 0y M E Ry - HE Mg R
RERs - MO E SR AE B R R Bl Rl AR B E R JE AL 5k - DL &8
i - 2 FEMr DICKENSEL & (7 5 & — T ©

Mr Mark DICKENS, Executive Director, Supervision of Markets, Securities and Futures

Commission:
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The nature offence provision in relation to substantial shareholders is clause 319,
and there is a similar provision in relation to directors, but it does not say anything that is
different in any material respect. Thefirst thing | would like to say is that the burden has not
been increased over the previous years. The second is that the defence replies to a person
who fails to perform a duty of disclosure within the specified period or in purported
performance of a duty, makes a statement which is grossly reckless, falsely misleading in a
material particular, and he knows that all these are reckless. There is no negligence in this

one.

The duty arises when you become aware, or have knowledge, of the interest and the
time runs from then. Basically the 3 days run from awareness. Inadvertence, even though
it is not a defence as such, means that if you just do not know you have the interest, you will
not be caught. If you do know, and you are late, technically you will have committed an
offence. If you put something wrong in the disclosure, knowing or being reckless as to
whether it is false or misleading in a material particular — for example, getting a phone
number wrong will not matter — then the offence is committed. The defence under
subsection (2) is actually a very limited defence. You are under an obligation to give the
notifications to the listed company and the Stock Exchange more or less at the time.  If that
does not happen, it is a defence that you took reasonably practical steps to comply with that
section. The other defences are technical defences that relate only to specific offences.
They do not relate to the general offences of failing to perform a duty within the specified

time.

Aswe have said in the response, we are hoping to make this whole system work on
the disclosure forms we have given people, so that it will be easier for them to comply with
what has become a highly technical part of the law, by following the forms. It would be
extremely difficult to prosecute in practice a person who had filled out the form in good faith,
even if, for some technical reason, he had not managed to comply with one of the technical

provisons. Even if it did not go to whether or not he could be found guilty, it would
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certainly be a circumstance in mitigation, and it would be a matter to be taken into account by

us in deciding whether or not to prosecute.

ZHE -

17 35 {E defenceh » g0 F T A EF Y A LI HEHEEF » 24 FE A
EEEME EER - HIE?

HEEBEREIEREFEXL -

THRE -

3

Z/E -

ITRE - MMEEE.....

Mr Mark DICKENS, Executive Director, Supervision of Markets, Securities and Futures

Commission:

If he proves that his interests have changed, or one of the other things have
happened — he has acquired an interest, disposed of an interest or changed the nature of an
interest, and the exemptions do not apply, and the form was not either filled in properly and

was grossly misleading, or the form was not lodged in due time.

Z/E -

fEaE R B - Bt & IR A 7E i Th g - DS B B o B A i
Rl HE BT HRBER D ER  E0FEEAZ AT Mg EGw 2
xa i o] 2 A 0 T W (g R - Rz BN LER - B E A DUS b DA
penaltiesft: & &Y & 2 - {H 20 R Ml At + U Y 52 ] 25 25 4] - 58 {iE offenceffr filg il 1Y
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Mr Mark DICKENS, Executive Director, Supervision of Markets, Securities and Futures

Commission:

| will check on that, but the best to my knowledge and belief, no; and the reason is
that these are filing requirements.  Failure to file is an offence; not failure to file and making
money out of it. The idea is to maintain the integrity of the disclosure system and the
integrity of what used to be called “the register”, so that you haveto file, and if you do not file,
whether or not you benefitted from it.

FE

RAH EEZFHEREENENT - BAOERE AEERIH
e EETAEMEHESE  RMtbEXEY HrEE5EME - BE—H¥
MHIEGE - WA ERE . RE—EGF - flanE ATFEHINH
MEBBNMEBEZSERN M BEHRME TEEIMNRE SRS - BUFFE i
B H P 55 A 28 - & 9855 I caser] GE kb B extreme » (H A i E =2 F % FH €
LSRR BRE BRI DAt —TH R B R 2
BRI EREFEX L
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Z/E -

HIEERAFESE - LWAH -

-23- Friday, 18 May 2001



© 00O N O O A W DN P

e
= O

W N DN N NN DN DN DNMNDN PP PP PP
O © 0N o o A W N P O ©0W NO O b ODN

Bills Committee on
Securities and Futures Bill and Banking (Amendment) Bill 2000

(EHERPERHEE) K
(2000 RITE(BENHEBEX ) EEE

HEEBEREIEREFEXL -

# o NE R R G B LA SRy 1T B AT DU RN Al PR
ALTFEEZAEEGHBEKR  WHEABoEATFE - WMARESE
A R 2 B At AT Y R e R B A K S Y IR M B R B A T SEE 1T B B
BB D PR IR E R R N ETT 0B 0 IR A IR -

BRI ER » WML ER RS B — ZeFoamig o &
RERSRHEMARE HEEHREENZRE -

Z/E -

FAFEE - AirEHMEE? RERES -

rEHHER -

L WEMEIREE - BRI -

TR 4 LT M - — BB IR O 6
EHEETHAIRNSR SR EML T EERET  MEFELEL - ERes
WAL TR TETI (B - B0 R EUE 7 R BB A TR B R
R T R 50 (R R R - 2 7 IR e S W I S AR S R R O
W HARGREHK A ESEENE RO R E RS
FL oA - 7 E (IR 2

HMEEEREIERERELL -

HEEME2HIBEOEERE  EEFRAMGEEELN#E L
Mm#ERLEEHW - WHEMESANHEHBEHEECRES » RAEFNBL
SR B N B2 0 R 1 2R

- 24 - Friday, 18 May 2001



© 0o N oo 0o b~ W DN P

NN NN NDNDNDNNNDNDDERER RPRPRP R B R B P R R
© ® N O O R NP O © o~N OO0 MW N PR O

w
o

Bills Committee on
Securities and Futures Bill and Banking (Amendment) Bill 2000

(EHERPERHEE) K
(2000 RITE(BENHEBEX ) EEE

ﬁm
il

rEH

& WHIE R EE A - IV EREZ > A AFEEE - KIEC
TRy EARME - RNREMESEHRMABCI T - HE2WRET
BRIARFFE  FARERMWIEEIUIE - FF7 — 6 E KRB #E 8 D < M {F H fF
&% .

HEEBEREIEREFEXL -

HE - AIEERER - WAEELERG - (B2 E A ERTT R
WIRTR  WMEEBEINROEEETEEL2E50HT; -

T
REEERE
L EY:

TR HEEHNDIEEERE AR FHEEHLE B HEEE #EN
ol FTPAEE K 258 2 RV R E B R B 22 Ay - AR #2582 1 R A AU EE
BAREETESE AR EsREERIRE - H5 —FHHE » WRHKE
HUBRKE » Bt BB NEREN HARE - £ E i EE AT

ﬁﬁﬁmﬁﬁﬂki’ﬂﬂgﬁ@mmkm EYHHETE LA
EERERNHE ZNLE2EMAEZEFETREEN @B -

ERE - AR —F 5 — o AT A B FE oKk P AT RE 25 R i 17 85 T
FREEK - B HARKMEENENR KSR  REEEEHE 2 HR
HA K GE %I’ﬁgfﬁﬁﬁﬁﬁﬁ%"%%MHMXHBE¢©%
e 9 Rl B (HIGE TREEE LT -

- 25 - Friday, 18 May 2001



© 00 N O O A~ W N P

N R NN DNRNRNNRNDNERERR R B B B B b
© ® N 00 00 B W NP O © 0 N o 00 W N B O

Bills Committee on
Securitiesand Futures Bill and Banking (Amendment) Bill 2000

(EHERPERHEE) K
(2000 RITE(BENHEBEX ) EEE

Mr DICKENS, where the trigger point is 4 per cent, the threshold is 5 per cent
interest, you have shown in annex 2 how this compares with other jurisdictions. How do we
count the 5 per cent? What is the 5 per cent, and in the declaration do we use the same

definition as other jurisdictions?

Thank you.

Mr Mark DICKENS, Executive Director, Supervision of Markets, Securities and Futures

Commission:

The answer to that is. because we catch cash-settled derivatives, for example, and
we count towards the 5 per cent any long interest in shares, so we count shares you own,
shares you have borrowed because you own them subject to a right of recall, shares over
which you have a call option which is physically settled — and so far that is the same as
Australia and the UK. We also count shares in which you have a call option or a derivative
over, which is nearly cash-settled. So although the interest can never turn into a share, we
count that as part of the 5 per cent. On that basis it is easier to get to our 5 per cent than to
get to, say, Australia s 5 per cent or the New Zealand 5 per cent. We are similar to the US,
who also catch cash-settled derivatives. The UK has a lower threshold anyway, but our 5
per cent is more easily hit than, say, Australia, New Zealand or Singapore, because we count

some extra things towards the 5 per cent.
Deputy Chairman:

Mr Chairman, on that question, when the LegCo delegation was in the United
States, we were consulted by some market players, and they suggested that our 5 per cent

beneficial interest - - isit abeneficia interest? Isthat right?  They have acomplaint - | do
not know whether it has been updated — that it is not sufficiently clearly delineated, and they
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suggest that the way it is defined in the United Statesis clearer. Have they mentioned this to

you?

Mr Mark DICKENS, Executive Director, Supervision of Markets, Securities and Futures

Commission:

Can | say that | would not accept that? What their local counterparts are saying is
that our definitions are far too comprehensive and catch far too much.  We have taken a
black letter approach. This is a pretty good debate. The Americans catch beneficial
interest and they define it in a very purposive sort of way; and then the SEC has elaborated on
that with interpretive notes. Because of the US tradition of a very purposive construction of
their statute, it covers, | think, much the same ground as ours does. We had to ask them
about cash-settled derivatives because you cannot find that written down anywhere. You
have to ask the SEC what the legislation means.

What we have done is to list out everything we wanted to catch, and we have done
it on essentially a UK black letter law model. So if you have avoting interest or any form of
ownership interest, or any form of conditional interest that can become an ownership interest,
or an interest under a cash-settled derivative, we have spelled all that out. | think we catch
everything.

Deputy Chairman:
Yes. Mr DICKENS, I think here it is about large or small. It is about clarity.
Perhaps you can direct me to the parts of the Bill setting out how the 5 per cent is defined, and

what it includes.

Mr Mark DICKENS, Executive Director, Supervision of Markets, Securities and Futures

Commission:

- 27 - Friday, 18 May 2001



© 00 N oo o b~ W N P

N N B R R R R R R R R
P © © O N O U0 M W N R O

22
23
24
25
26
27
28

Bills Committee on
Securities and Futures Bill and Banking (Amendment) Bill 2000

(EHERPERHEE) K
(2000 RITE(BENHEBEX ) EEE

Herewego. Thisisgoing to be hard.

Deputy Chairman:

| ansorry. You can let me have it afterwards.

Mr Mark DICKENS, Executive Director, Supervision of Markets, Securities and Futures

Commission:

| think that would be better.
Deputy Chairman:

Because afterwards - - anyway | am going to have to take notes, and | probably
would get it wrong. If you could show how it is defined in the US, | think they refer to a
section 13(d) or something, definition. They have given us adocument. Later on perhaps |

can find it for you.

Mr Mark DICKENS, Executive Director, Supervision of Markets, Securities and Futures

Commission:

| think the easiest thing for usto do is this: we will just put 13(d) on one side of the

page, and all the provisions we have got that do the same work on the other.

Deputy Chairman:

That would be very good. Thank you.
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Mr Mark DICKENS, Executive Director, Supervision of Markets, Securities and Futures

Commission:

There are alot of them.
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Mr Mark DICKENS, Executive Director, Supervision of Markets, Securities and Futures

Commission:

Thisisvery complex, which iswhy | think we had best deal with this one in writing,
but most of what | think you are asking about is found on page C2175, where it talks about
interests to be taken into account for the purpose of notification. Subsection (1) basicaly
says this section applies in working out whether a person has or ceases to have an interest, so
thisis the code. Then “a reference to an interest” is a reference to an interest of any kind
whatsoever. It is pretty broad there. *“...and for that purpose any restraint or restriction
shall be disregarded”. So it coversinterests that are going to grow up to be interests, if | can
put it that way.

Then it does a similar thing for a short position. It aso tells you to regard a
restraint or restriction. It deals specifically with property held on trust, in subsection (4), and
tells you who has an interest in the case of a discretionary trust. Despite the width of (2)
there are a number of things here that remove doubt. (5) goes on to catch a person who has
entered into a contract for purchase or a person who is entitled to exercise any right conferred
by the shares or to control the exercise of any such right. (6) gives you an extended meaning
of “control”, and again it refers to this contingent right which can grow up to be a right.
That is the way | always look at it. Then you have (7), which is another form of interest in
shares — aright to call for delivery or to sell for order. It is avery difficult approach from

the American drafted approach, but you can see it goes on and on and on.

Deputy Chairman:
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Yes. | do not think we need to copy the American approach, but so long as we
attain the goal of being clear. Mr DICKENS, may | suggest that once you have put it on
paper, the provisions in our bill, and put it side by side with the American legidation, rule or
whatever it is, | think it will be very useful, if you then put it to the practitioners to seeif there
is any reason they should find it unclear or uncertain in our approach. Of course if you are
used to a particular way of description you will always find it is better because you are more
usedtoit. So | am not going to take that as a kind of criterion, but rather looking at ours, the
proposal here, what precisely is it that they find difficult? Maybe in time they will aso get
used toit. Could we do that?

Mr Mark DICKENS, Executive Director, Supervision of Markets, Securities and Futures

Commission:

| think what they find difficult is their American lawyers. The local practice
wanted us to stick to the existing drafting formula because they know what it means. It has
been hallowed by 10 years of usage, and it corresponds to that in the UK. Australia uses a
concept called “relevant interest”, but it is the same sort of black letter law approach where
you want to catch everything, which we say, and then you go through every particular case
just to make sure there is no room left for argument. Our local profession is quite happy
with this definition, and you will notice that G9, the Law Society, HKAB, are not
complaining about lack of clarity. They are happy that we have drafted this relatively

clearly, and by their standardsin arelatively user-friendly way.

| think | agree with you. If you had not grown up with this particular way of
doing things for the last 10 years, it would be nice to have a more purposive approach. But
we faced a dilemma at the outset. We went and talked to a number of leading commercial
firms and they said “Please leave it the way it is. We've got 10 years of interpretation.
We' ve got opinion on this. We've been giving guidance to our clients. We like this. It

works”.
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Deputy Chairman:

Yes. So could you show me the document once it is prepared?

Mr Mark DICKENS, Executive Director, Supervision of Markets, Securities and Futures

Commission:

Y es, of course.

Deputy Chairman:

Mr Chairman, if nobody else is asking a second question, Mr DICKENS, | do not
pretend to be able to understand your very carefully prepared paper, particularly because | do
not know how - - I am just not familiar with the whole operation in this field; but once you
have lowered the threshold and then you have provided exceptions and so on and so forth,
what are we left with? Are we better off than before, or have we ended up being not better

but different? How do you assure usthat that is sufficient for our situation?

Mr Mark DICKENS, Executive Director, Supervision of Markets, Securities and Futures

Commission:

We are significantly better off than before. The exemptions nearly all relate to the
professional part of the industry, and | will come back to that in a second. So we have
caught all of the substantial shareholders with more than 5 per cent, and the exemptions, apart
from the de minimis exemption which | think is clear enough in your example, al relate to
people like fund managers, investment banks and custodians, and they are limited exemptions

designed to deal with specific parts of their business.

One of the reasons we are going to be seeking a safe harbour power is that at the

moment we have caught stock borrowing and lending; we have caught the whole industry.
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What we need to work out in relation to that is how to preserve enough information. We
want the information that there has been aloan; we want the information that there has been a
borrowing; but we are not sure we want all the intermediate steps, because there might have
been any number of partiesinvolved in transmitting the shares along a chain from a custodian

to the ultimate borrower or sdler.

The answer is. the reductions in disclosure burden, apart from things like listed
shareholders, relate mainly to a very small class of professionals, including banks. The
banks have got their security interests exempted. They have always had them exempted.
Now we are looking at crafting exemptions in relation to very technical parts of the industry.
Not only have we expanded it to catch more substantial shareholders — which is dropping the
threshold — but we have also caught all these derivative interests. At the moment some only
of them are caught, and because some only are caught, what you are in fact getting is very
misleading disclosure, if you get disclosure at all; and you will be able to see more of the

economic picture.  So, yes; it isof significant increase in transparency.

Deputy Chairman:

Mr Chairman, we are constantly being told that people in this market are very
clever, so the rules you make they would be able to get around. | do not suppose they
suggested the exemptions for nothing. Are you satisfied that these exemptions would not
leave the kind of loopholes which are very useful to clever people? For example, looking at
your paper, on page 4 you have this figure, and the “n”s represent notification; the “€’s
represent exemption. Looking at the second “€”, as compared with the first “€’ there has

been a change of, | think, .6 per cent.

The reason why it is exempted is because of the “n” before the first “€”, so it is still
within that level. That is onething | do not understand. Why isit that just because it goes
to that level, the change in the meantime, of over .5 per cent, should not be disclosable? Let

me also go to paragraphs 16 and 17 where you talk about intra-group transactions. Y ou say
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that if it is within the same group then it is not reportable. | immediately ask myself “Why
should they want to?” What is the purpose of thisintra-group transaction? Would it asoin
some way have any effect, because if not, then clearly they do not do senseless things, so why
are you able to exempt that? | thought | had better ask two questions at the same time, so

you know where my mind is going, namely in avery suspicious sort of direction.

Mr Mark DICKENS, Executive Director, Supervision of Markets, Securities and Futures

Commission:

| assure you that | spent 20 years being very suspicious of these people. It is
pretty much my profession. With that said, the rationale for figure 1 is that near enough is
good enough, and that small differences realy do not make any difference to the overall
market in the shares. The last notification was 6.2. 5.9 is roughly that, and 6.5 is roughly
that. In the current ordinance you can go all the way from 6.01 to 6.99 without making a
disclosure anyway. Because of this whole bands thing, what you are getting is a broad
picture rather than the exact shareholding of the substantial shareholder.

On pages 16 and 17 gives the sorts of reasons they move things around. You are
quite right. An industrial group or a property company would very rarely bother moving
things around, except that there might be some small tax advantage from time to time. The
sorts of movements that are more likely to occur are within, again, the investment banking
and banking groups where they move the shares from one subsidiary to the other, and that is
why we are saying it has to be 100 per cent wholly owned, so there is absolutely no change at

all in the ultimate beneficial ownership.

Essentially for risk management purposes, they might be moving it from a licensed
entity to an unlicensed entity so it does not count against them for the financial resources rules,
for example. They might be moving it from one trading book that has a particular limit on
the exposure it is allowed to have, to another entity which has a different limit. They do that

sort of thing not only frequently, but daily, and sometimes even hourly.
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For example, in some of the stock borrowing and lending transactions, the interest
actually moves through a number of companies in the group before it gets to the ultimate
borrower. It is complicated, but we could go and get you some more examples. We do not
think there is room for avoiding this one. The actual provision that is currently in the Bill,
304(9) and (11) will be slightly amended so that when the - -

Deputy Chairman:

Clause 304 (11). Isthat right?

Mr Mark DICKENS, Executive Director, Supervision of Markets, Securities and Futures

Commission:

Clauses 304(9) and (11), which are on page C2153. 2153 indeed. You will see
that it spells out the 100 per cent ownership, and they have to be either both 100 per cent-
owned subsidiaries or a holding company and its 100 per cent-owned subsidiary. What we
are going to do with that is make sure that the interest is treated as remaining, for disclosure
purposes, in the hands of the group company which first acquired the interest, so that when
the interest goes out of the group or the company holding the interest drops below 100 per

cent, that will trigger a disclosure.

However, | find it hard to think of any increasing transparency that the market is
getting by knowing that its 100 per cent-owned subsidiary, ABC Pty Ltd, incorporated in BVI
versus BCA Pty Ltd, incorporated in BVI, which is the usual way these things are done.
What they need to know is who calls the shots, for want of a better word, in relation to those
shares. Which group isit in? Are these Goldman Sachs shares? Arethey Lee CARSE's
shares? Arethey Mark DICKENS' shares?  Not which particular entity he happens to be

using.
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Chairman:

Audrey?

Hon Audrey EU Yuet-mee, SC, JP:

Thank you, Mr Chairman.

Mr Chairman, as the Vice Chairman pointed out, this is a very important section of
the Bill. It talks about very complicated provisions with respect to disclosure of interest.
In fact it introduces very new provisions which, as Mr DICKENS explains, are unique to
Hong Kong. One would have thought that there would be, therefore, many, many reactions;
but going through the list of comments, the comments seem pretty mild to me. | hope Mr
DICKENS can perhaps explain a little of the consultation processes gone through, because |
notice these two booklets that have just been given to us this morning on the consultation.
Can you tell us what are the classes of people who will be mostly affected by this extension
which is proposed? Who might unknowingly have been caught by the new provisions, and
has probably not really been aware of the consultation or would perhaps have missed the
consultation, so that their comments are therefore not reflected in the schedul es we have seen?

Who are the most vulnerable targets, in short?

The other thing is, Mr DICKENS — probably | am the only person in this room who
would not understand the term — can you, for my benefit, explain “cash-settled derivatives’
and why it isthat it only relates to cash-settled derivatives, and not something - -

Miss AU King-chi, Deputy Secretary of the Financial Services:

| think before Mark comes in to it and | could probably make that remark quite
rightly, if Mark agrees, that the most severance submissions we have received appeared

during the White Bill consultation exercise. That is because we have intensively engaged
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this route of - - potentially affected audience that we managed to fill in some viable
exemptions on amendments to the Blue Bill, to make sure that these professional people can
continue to deal with what are market practices and are now accepted at the present moment.
That is why, from the summary of comments, you cannot really detect this sort of comments,
because they have been dealt with. Let Mark share with us the whole consultation process
since 1998.

Mr Mark DICKENS, Executive Director, Supervision of Markets, Securities and Futures

Commission:

In 1998 we released the consultation paper, and in April 1999 we released the
consultation conclusions. The people who commented on the consultation paper were five
listed companies, including three banks, four financial services groups, three asset
management groups, one trust company, one stockbroker, one accountant, five lawyers, three
regulators — because it attracted some interest overseas — and twelve industry groups
representing company directors, company secretaries, corporate finance investment banking
practitioners, fund managers, financial anaysts, trustees, stockbrokers, commercial banks,
derivatives users and dealers, accountants and lawyers — in other words, the professional

groups really paid quite alot of attention to this.

The extension to derivatives was the most controversial thing, and we have made
no mistake about that. The proposal originally came from our advisory committee, our
statutory advisory committee, which was obliged to consult every 3 months. When we took
our original proposals to them they basically said: “You’ve got to be joking. You have to
catch derivatives’. Then having got the comments in the consultation conclusions we
reduced the ambition of our proposals in relation to derivatives. We then published the
White Bill which was in line with the consultation inclusions. The professional part of the
industry, and in particular the major investment banks, which at that stage | think were G10,
but have since become G9, made very, very strong representations in relation to the coverage

of derivatives.
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We did a number of things. Under the bureau’ s auspices we met with the group a
number of times, but we also went out and engaged in one-on-one consultation not only with
their compliance officers, who we were mainly talking to, but with their dealers and their
traders and the people who operated that part of their business, to see what the real concerns
were. Theresult of that was that their real concerns from the point of view of the traders and
dealers— and | might say, the senior management of the major investment banks — was not the
compliance burden. They think compliance officers should have compliance burden; that is
what they are paid for. But the economic risk they ran if someone else knew too much about
their business. Therefore we had already agreed to drop the consideration, the pricing of the
options. We now dropped the exercise period, the nature and the exercise date, so that now
you disclose you have 100 million vanilla options over 100 million shares, and you do not say

anything else. That, as| said, ameliorated the concerns alot.

What is a cash-settled derivative? It is ssimple. Good old-fashioned derivative
warrants, which are a relatively familiar product. Y ou can go down to the stock market and
you can buy a derivative warrant. If you ever bother reading the terms of it, which most
people do not, you find it can be settled in one of two ways. You can actually get the
underlying share, which is a share in Cheung Kong, or you can get the cash difference
between the price under the warrant and the price of the share on the market. Some of the
warrants go further, particularly over-the-counter warrants, and all you can get is the cash.
You have no right to physical delivery at all. So a cash-settled derivative is one where
there — it is not in the legidation, unfortunately —is no right to physical delivery. That isthe
way the market uses them. What the market would say to you, or was saying to us, is that it
is fair enough to catch physically-settled derivatives because they grow up to be shares or
they can grow up to be shares, but it is not fair to catch cash-settled derivatives because by

definition you will never get the share.

Our response to that is that economically the two are exactly the same, and in terms

of their impact on the underlying market, the two are very, very similar. If | grant you a
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physically settled option, | have the risk that one day | may have to give you the stock. So |
either buy the stock or buy some of the stock, or keep a very close eye on the stock price and
start to buy if it looks as if you may exercise. If it is purely cash-settled | have to pay you
the difference between that price and the market price; and the way to hedge my risk isin fact
to buy the physical stock or to buy another derivative of the physical stock. In the end all
these transactions end up being hedged in the physical market.

That is why you will sometimes see that when a share price starts to go down a
little bit in one of the more popular stocks, or go up alittle bit, the amount of market activity
in that stock is actually exaggerated by what is called delta hedging. Delta hedging is all
these people who have written or possess options, selling and buying the stock they either
need if they are buying or do not need if they are selling, any more to hedge their position. It
exaggerates the price swingsin the market. Does that help?

Hon Audrey EU Yuet-mee, SC, JP:

| am sorry. | still do not follow why you - - since, as you say, economically it is

the same, why do we catch one and not the other?

Mr Mark DICKENS, Executive Director, Supervision of Markets, Securities and Futures

Commission:

We are catching both.  We catch physicaly settled and cash-settled. It isjust that
all the fuss has been about the cash-settled. Accept that we are on very strong ground with
physically, and they hoped we were a little bit less economically aware than we are in relation
to cash-settled. We caught both.  We have caught everything.

Chairman:

Margaret?
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Deputy Chairman:

Can | ask you a political question? | remember the 1998 September incident,
when the Financial Secretary went into the market and bought alot of shares, LegCo was very
interested as to what shares and how much of which he bought. We were not given that
information. Apparently when the SFC asked for that information the SFC was also not
given the information, if | remember correctly. If thisBill is passed, what is the effect of the

disclosure rule on aFinancia Secretary going into the market to buy shares?
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