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CONFIDENTIAL

Our Ref.; B9/70C

22 March 2006

The Chief Executive
Registered Institutions participating in
the Compliance Self-Assessment process

Dear Sir/Madam,

Summary Results of Self-Assessment on
Compliance with the HKMA Supervisory Policy Manual SB-1

and Other Requirements over Regulated Activities

I write to thank you for your participation in the compliance self-assessment
process on regulated activities. This letter is to share with you a summary of the results, and
invite feedback from your institution on the self-assessment process.

Summary of the assessment results

30 registered institutions (RIs) participated in the compliance self-assessment
process in 2005. The exercise covered 44 review areas that were developed based on the
HKMA Supervisory Policy Manual module SB-1 and relevant circulars. The overall results
are summarised below (see Annex 1 for industry benchmarking results)':

76% of the review areas were reported with a Green rating;
¢ 11% of the review areas were rated either Yellow or Red; and
e the remaining 13% were rated Blue.

To help the participating Rls better prioritise their resources in ensuring
compliance with legal and regulatory requirements on regulated activities, further details of
the assessment results and a list of major common issues are set out in Annex 2 and Annex 3
respectively for your reference.

The definitions of the Green, Yellow, Red and Blue ratings are as follows:
GREEN rating -- The RI has fully complied with the requirement.

YELILOW rating/issue -- The RI has partly complied with the requirement. It has either (i) complied with a
significant part of the requirement or (ii) taken alternative measures.

RED rating/issue -- The RI has neither (i) complied with any portion of the requirement nor (ii) implemented
any alternative measures.

BLUE rating -- The requirement is not applicable.




9

According to individual RIs’ self-assessment, corrective actions for 99% of
the Red and Yellow issues will be completed before 30 June 2006 while no further action will
be undertaken for the remaining 1% because the identified risk can be mitigated by existing
effective compensating controls. A projection on the progress of corrective actions on a
quarterly basis is at Annex 4.

I would like to remind your institution to ensure the rectification of all the
outstanding Red or Yellow issues in accordance with the reported corrective action plans.

Actions to be taken by the HKMA

The HKMA will follow up with RIs on those issues giving rise to more
significant supervisory concerns (e.g. insufficient procedures regarding marketing of
investment products, inadequate monitoring of staff dealing activities) in on-site
examinations. Other yellow or red issues identified will be followed up in the on-going
supervisory process.

The HKMA plans to implement this compliance self-assessment on an annual
basis, and may increase the number of participating Rls in 2006.

Feedback from participating RIs
In order to facilitate our review of the self-assessment process, we would

welcome feedback from your institution. Please have the attached survey form (Annex 5)
completed and returned to us by 21 April 2006.

Should you have any questions about this letter, please feel free to contact Ms
Alice Lee at 2878 1603.

Yours faithfully,

Shu-Pui Li
Head(Banking Supervision)

Encl.

c.c. SFC (Attn: Mr Stephen Po, Senior Director,
Intermediaries and Investment Products Division)
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Annex 1: Overall Self-Assessment Results by Assessment Area
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Annex 2: Compliance self-assessment results by control area for 1 Apr to 30 Jun 2005

Number of Rls

15 3 Action Plan

4

1.1 Submission of information for registration

1.2 Maintenance of database

1.3 Approval of information submitted for registration
1.4 Notification to individuals of submission to HKMA
1.5 Periodic checks with HKMA Register

1.6 Management responsibility to ensure proper registration
1.7 Informing individuals to check registration details
1.8 Informing individuals to comply with registered capacity and conditions
1.9 Notifying individuals of the HKMA's background checks
1.10 Prior consent from MA for EOs

1.11 Appointment of senior management to be EOs
1.12 At least two EOs

1.13 Identification of relevant individuals

“lslolulolo]a|m| el <ol <~}

2.1 SFC requirements on fit and proper individuals
2.2 De-registering individuals no longer fit and proper
2.3 No concurrent engagement of individuals in Types 6 and 9 regulated activities
2.4 Initial competence test

2.5 Requirements on six-month grace period
2.6 Requirements on temporary engagement
2.7 CPT requirements

2.8 Policies and procedures for fit and proper individuals
2.9 Awareness of disciplinary sanction
2.10 EOs' pliance with conditions

ol nlojn|=|

ajn|o

3.1 Client Securities Rules

3.2 Keeping of Records Rules
3.3 Contract Notes Rules

3.4 Other Rules under the SFO
3.5 Restriction on unsolicited calls

ofnl=in|wlSiel o

4.4 SFC Client Identity Rule

4.5 Marketing collective investment schemes
4.6 Electronic activities

4.7 Advising on corporate finance

4.8 Asset management

10
e

3

1

6

2

1

1

4

alafofo




CONFIDENTIAL

Annex 3: Analysis of Common Issues - identified by > 20% or 6 RIs

® Administrative measures to ensure accuracy of information on HKMA register
[20 RIs or 67%], including

® no checking of public records before registration
® no periodic checks with the HKMA register

® 1o notification to relevant individuals that their personal information may be
forwarded by the HKMA to other bodies for background checks

e insufficient procedures for prompt notification to the HKMA on information
updates

* insufficient data captured in the database to cover the information required in para.
3.1.6 of HKMA Supervisory Policy Manual Module SB-1
¢ insufficient documentary evidence of steps performed

® The SFC Code of Conduct [10 Rls or 33%], including

* missing of required contents in client agreements or account opening documents
® inadequate staff dealing policies

® no time-stamp records of securities instructions of chents

e malfunctioning of voice-logging systems

® The Securities and Futures (Contract Notes, Statements of Account and Receipts)
Rules [10 RIs or 33%], including

e Not containing some required information
Input error or system problem
® Insufficient procedures to ensure compliance

® Procedures for marketing of collective investment schemes [6 Rls or 20%],
including

e Non-compliance with internal procedures
e Insufficient procedures for more vulnerable customers
e No distribution of SFC leaflet



Annex 4: Quarterly Projection of Corrective Actions of Participating RIs
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Annex 5

SECURITIES COMPLIANCE SELF-ASSESSMENT PROCESS FEEDBACK FORM

Please complete and return the form by 21 April 2006 via fax (2878 1899) to the HKMA
Securities Supervision Team.

Name of Registered Institution

® Do you find the Compliance Self-Assessment (“CSA”) process useful? In particular:

> Assisting the HKMA in prioritising its supervisory resources and focussing on issues of higher risk
having regard to CSA results

> Providing your institution with a tool in assessing the state of regulatory compliance and the adequacy
of relevant controls

»  Sharing and understanding of the common compliance issues in the banking industry.

O Very useful

O Useful

O May be useful
O Not very useful
O Not useful

° How effective is the HKMA’s CSA process in assessing your institution’s state of regulatory compliance
and the adequacy of relevant controls?

O Very effective

O Effective

O Marginally effective
O Not very effective
O Not effective

e  Generally, how well was the roll-out of the CSA process managed?

O Professional

O Effective

O Acceptable

OO0 Improvement needed
O Unsatisfactory

e Do you have any other suggestions for the CSA process?

Contact person of the Registered Institution:

Name Post.

Tel. no.

Thank you for your co-operation.




Our Ref.: B9/70C

29 March 2007

The Chief Executive
Registered Institutions participating in
the Compliance Self-Assessment process

Dear Sir/Madam,

Summary Results of 2006 Self-Assessment on
Compliance with the HKMA Supervisory Policy Manual SB-1
and Other Requirements over Regulated Activities

I am writing to express my gratitude to you and your colleagues for
participating in the compliance self-assessment process on regulated activities in 2006.
This letter is to share with you a summary of the assessment results.

Summary of the assessment results

40 registered institutions (RIs) participated in the compliance self-
assessment process in 2006. The exercise covered 31 review areas that were developed
based on the HKMA Supervisory Policy Manual module SB-1 and relevant circulars.
On the whole, the assessment results have shown improvement since the roll-out of the
process in 2005 (See Annex 1). The proportion of control procedures rated as Red or
Yellow by the participating RIs has reduced from 11% in 2005 to 7% in 2006. The
overall 2006 results are summarised below (see Annex 2 for industry benchmarking
results):

e 84% of the control procedures were reported with a Green rating;
7% of the control procedures were rated either Yellow or Red; and
° the remaining 9% were rated Blue.

To help the participating RIs better prioritise their resources in ensuring
compliance with legal and regulatory requirements on regulated activities, further
details of the assessment results and a list of common issues are set out in Annex 3 and
Annex 4 respectively for your reference.

o -2-
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According to individual RIs’ self-assessment, corrective actions for 76%
of the Red and Yellow issues will be completed before Q2 2007 while no further action
will be undertaken for the remaining 24% issues because the identified risk can be
mitigated by existing effective compensating controls. A projection on the progress of
corrective actions on a quarterly basis is set out in Annex 5.

I would like to remind your institution to ensure that the rectification of
all the outstanding Red or Yellow issues is implemented in accordance with the
reported corrective action plans.

Actions to be taken by the HKMA

The HKMA will follow up with RIs on yellow or red issues through on-
site examinations or the on-going supervisory process. Disciplinary action will be
considered in case of major breach of regulatory requirement.

Yours faithfully,

Shu-Pui Li
Head(Banking Supervision)

Encl

c.c. SFC (Attn: Mr Stephen Po, Senior Director,
Intermediaries and Investment Products Division)



Annex 1: Improvement in Self-Assessment Ratings




Annex 2: Overall Self-Assessment Results by Assessment Area
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Annex 3: Compliance Self-Assessment Results by Control Area for 1 April to 30 June 2006

Number of Rls

" Submission of information for registration
Maintenance of database

Established procedure to implement suggested controls
Notifying individuals of the HKMA's background checks
Prior consent from MA for EOs
Appdnmwsmkrmmemmnmﬁﬁs

i
40%

Percentage of Rls
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Annex 4: Common Control Issues - Identified by > 20% or 8 Rls

*  Policies and Procedure to ensure all relevant individuals are and continue to be fit and
proper [9 Rls or 23%]

Major issues reported include:

°  policies and procedures not properly documented

" no checking of public records before registration
| g ‘ insufficient documentary evidence of steps performed
[ *  deficiencies in records and supporting documentation

. Thfe Securities and Futures (Contract Notes, Statements of Account and Receipts) Rules [8
Rlis or 20%]

Major issues reported include:
* ot containing some required information
° late delivery of contract notes/ statements due to operation deficiency

°  inaccurate information contained in contract notes
*  policies and procedures not properly documented

Annex 5: Quarterly Projection of Corrective Actions of Participating RIs
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Our Ref.: B9/70C

14 January 2008

The Chief Executive
Registered Institutions participating in
the Compliance Self-Assessment

Dear Sir/Madam,

Summary Results of 2007 Self-Assessment on
Compliance with the HKMA Supervisory Policy Manual SB-1
and Other Requirements over Regulated Activities

I am writing to express my gratitude to you and your colleagues for
participating in the compliance self-assessment on regulated activities in 2007. This
letter is to share with you a summary of the assessment results.

Summary of the assessment results

45 registered institutions (RIs) participated in the compliance self-
assessment process in 2007. The exercise covered 32 review areas that were developed
based on the HKMA Supervisory Policy Manual module SB-1 and relevant circulars.
On the whole, the assessment results have shown improvement compared with 2006
(See Annex 1). The proportion of control procedures rated as Red or Yellow by the
participating RIs has reduced from 7% in 2006 to 4% in 2007. The overall 2007 results
are summarised below (see Annex 2 for industry benchmarking results):

o 87% of the control procedures were reported with a Green rating;
4% of the control procedures were rated either Yellow or Red; and
° the remaining 9% were rated Blue.

To help the participating Rls better prioritise their resources in ensuring
compliance with legal and regulatory requirements on regulated activities, further
details of the assessment results and a list of common issues are set out in Annex 3 and
Annex 4 respectively for your reference.

o -2-
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According to individual RIs’ self-assessment, corrective actions for 67%
of the Red and Yellow issues will be completed by Q1 2008, while no further action
will be undertaken for the remaining 33% issues because the identified risk can be
mitigated by existing effective compensating controls. A projection on the progress of
corrective actions on a quarterly basis is set out in Annex 5.

I would like to remind your institution to ensure that the rectification of
all the outstanding Red or Yellow issues is implemented in accordance with the
reported corrective action plans.

Actions to be taken by the HKMA

The HKMA will follow up with RIs on yellow or red issues through on-
site examinations or the on-going supervisory process. Disciplinary action will be
considered in case of major breach of regulatory requirement.

Yours faithfully,

Shu-Pui Li
Head (Banking Supervision)

Encl

c.c. SFC (Attn: Mr Stephen Po, Senior Director,
Intermediaries and Investment Products Division)



Annex 1: Improvement in Self-Assessment Ratings
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Annex 3: Compliance Self-Assessment Results by Control Area for the period from 1 April to 30 June 2007

1.1 Submission of information for registration 5 a4
1.2 Maintenance of database ; 5 z
1.3  Established procedure to implement suggested controls ] 2 2
14  Notifying individuals of the HKMA's background checks ] s
1.5  Prior consent from MA for EOs ;

1.6 Appaﬁmaﬁutmmmmmmmmms

1.7 Atleast two EOs 3

21 SFC requirements on fit and proper individuals
2.2  De-registering individuals no longer fit and proper
23 Initial competence test

24  Requirements on six-month wnaewad

25 CPT rﬁequkmmm; . S
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Annex 4: Common Control Issues — Identified by > 20% or 9 RIs

Policies and Procedures to implement the suggested controls set out in Annex 1 and Annex

2 of the HKMA Circular “Controls to ensure the fitness and propriety of staff of authorized
institutions” [9 RlIs or 20%]

Major issues reported include:

* inrespect of fit and proper assessment:
- no comprehensive checklist was adopted to document the assessment
- lack of independent review

°  inadequate coverage of issues in staff self-declaration (e.g. did not require candidate to
declare whether he had been terminated by previous employers)

° registration before obtaining satisfactory result of background check for both local
hires and overseas transferees

*  policies and procedures not properly documented

The Securities and Futures (Contract Notes, Statements of Account and Receipts) Rules [9

Ris or 20%]

Major issues reported include:

° late delivery / non-delivery of contract notes / statements of accounts due to operation
deficiency or oversight

*  not containing some required information

*  inaccurate information in contract notes / statement of accounts

*  policies and procedures not properly documented

Annex 5: Quarterly Projection of Corrective Actions of Participating Rls
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