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1.1

1.2

Has the Securities and Futures Commission (SFC) sought any external
legal advice on the legal basis for it to apply the eligibiiity requirements
applicable to listed structured products under Chapter 15A of the Rules
Governing the Listing of Securities on The Stock Exchange of Hong
Kong Limited and require issuers/guarantors/swap counterparty/swap
counterparty guarantors of unlisted structured products to comply with

such requirements? If yes, please provide the details of such advice. If
no, the reasons.

We do not see the need to seek legal advice (whether external or internal) as
our Corporate Finance Division has been applying the eligibility requirement
under Chapter 15A of the Main Board Listing Rules to unlisted structured

product issuers, guarantors and swap guarantors through administrative
means.

As stated in paragraph 12 of my second written statement submitted to the
Subcommittee on & March 2010, the market accepted that SFC imposed
these administrative measures because the market was familiar with the
requirements relating to issuers and guarantors of listed structured products
under Chapter 15A of the Main Board Listing Rules, and could comply. It is
also important to note that there was no dispute about compliance by any
unlisted structured product issuers, guarantors or swap guarantors.
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2.1

Has SFC sought external legal advice on its view that under section
342A(1) of the Companies Ordinance (Cap. 32), SFC may only impose
conditions related to the requirement waived, instead of having wide
discretionary powers to impose conditions (such as structural or other
requirements) as it thinks fit? If yes, please provide the details; if no,
the reasons.

We have sought external legal advice confirming our longstanding view that
under section 342A(1) of the Companies Ordinance the SFC can agree to
waive a requirement and impose a condition related to the requirement in the
Third Schedule which is being waived. We do not think it appropriate to
disclose the external legal advice to the Subcommittee as it is covered by
legal professional privilege.



3.1

In connection with paragraph 27 of S57, please provide documentary
proof which contains specific references or statements that investor
protection has always been and will remain SFC's first priority and
primary objective.

Please see extracts of SFC’s annual reports from 2004/2005 to 2008/2009
marked as "Appendix 1" demonstrating very clearly that SFC has been
always putting investors' interest first. We do so through regulation,
enforcement and education as detailed in the extracts.




4.1

In connection with paragraph 17 of S$57 stating that Lehman Brothers
(LB)-related structured financial products were available for sale to
retail investors in some overseas jurisdictions, please provide further
information, with reference to some major international centres in North
America, Europe and Asia as examples, on the following:

(a) how the sale of structured financial products (such as LB-related
products) to retail investors was regulated;

{b) the requirements, if any, applicable to the retail investors (e.g.
their net worth, etc.) who purchased such products; and

{c) the protection accorded to these investors.

We will provide the response as soon as practicable.



5.1

Please provide a copy of SFC's internal grievance handling procedures
for its employees, and whether there are any constraints on (a) their
attendance at hearings conducted by authorities (such as the
Legislative Council. and its committees), and (b) their access to

documentation in SFC's possession for the purpose of assisting such
hearings.

Please find attached a copy of SFC’s Grievance Procedures marked as

‘Appendix 2" that are publicly available on our corporate website
<www.sfc.hk>.




6.1

In connection with paragraph 138 of S57 on the use of the term "quick
wins"”, please advise:

{(a) whether SFC had used the term “"quick wins” in any of its
documents relating to the pursuit of its regulatory objectives. If
yves, please provide the details; and

{b) the "quick-wins" that SFC has come up with and delivered since
June 2002.

We will provide the response as soon as practicable.



Appendix 1

Extracts of SFC’s annual reports
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We Regulate

We Enforce

The theme of this Annual Report is
“lovestors. Eiists . As market regulator we
have a responsibility to educate the public
and enable investors to protect their own
interests. The well-being of the investors
is key to the healthy development of tha
capital markets. The Chinese character
{2, as in “Healthy” - | 8] and
“Steady” — (Mt ], is made upof TAJ -
“"People” and [} - "Develop” or
"Establish”. Three page dividers help
explain how we put the interests of
investors first: through “Regulation” ~
|1, "Enforcement” - [$7)], and
“Education” - [{£] .
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This Statement s About |

Investors First

The market in 2004-2005
Operational review ‘
A world-class regulator

A note of thanks

investors First.

[LASMSebmh etk B

This year’s Annual Report delivers a concise
message: the Commission puts the nvestors’

interest fist,

The Commission discharges its functions in
accordance with the six statutory regulatory
objectives. We alm 1o ensure Hong Kong's
continued success and development as an
international financial centre. In seeking to achieve
these goals, we always remember that the
investor is the reason why capital markets exist.
The well-being of the investors is key © the health
of the capital markets.

How do we protect investors? We da so through
Regulation, Enforcement and Education.

We regulate through consuitation and consensus
with the market. Qur regulations balance investor
interest with market development, We balance the
costs and benefits of regulation. We consider the
passible impact of regulations on those whom we
regulate, including the indirect costs. We focus our
regulatory resources on matters that are important
to the well-functioning of the market.

We enforce firmly and fairly against those who
harm investors or damage market integrity. The
Securities and Futures Ordinance {SFO) empowers
the Commission 10 investigate, prosecute, and
discipline using proportionate penalties. We
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ensure that we are consistent in our actions while
having regard to the specific circumstances of
each case. Our actions are subject to checks and
balances.

We educate investors 1o protect their own
interests. Investor education provides investors
with the tools and knowledge to make informed
decisions. An informed investor is also the best
defence against fraud. Intermediary education
raises the professionalism and integrity of
practitioners, which 1s important for building
mvestors’ confidence in the Hong Kong markets.

These are our guiding thoughts on putting

The Market inn 2004-2005

In 2004-2008, the stock market advanced further,
supported by improving economic fundamentals, a
low interest rate environment, an inflow of funds
and a continued recovery of the property market.
Hong Kong's GDP growth was 8.1% in 2004.
Deflation finally camne to an end last July, and the
unemployment rate fell to a 40-month low in
March 2005.

During the year, the HSI receded to a year-low of
10,988 on 17 May 2004, but rebounded to the
year-high of 14,266 on 29 December 2004, On 31
March 2008, the HSI closed at 13,517, rising 7%
during the year. The average daily turnover on the
Hong Kong market last vear rose 13% to $15.6
biltion.

There were 61 IPOs raising $81.7 billion {75 IPQs
raising $76.4 bifhon in the previous financial year).
Of this, 65% was for Mainland enterprises {i.e.
H-shares and red chips).

During the year, the H-share and red chip indices
gained 0.3% and 7.7% respectively. The average
daily turnover of H-shares and red chips was $3.3
bihon and $2.3 billion respectively.

As at 31 March 2005, there were 1,096 companies
listed on the stack exchange with a total markel
capitahsation of $6,571.4 billion (US$842.5 billion),

rising 14% from the year before. Hong Kong was
the ninth largest market in the world by market
capitalisation.

Hong Kong was one of the most active derivative
warrants markets in the world by turnover last
year. It contributed about 14% to the total market
turnover, Trading of futures and options was also
active, with 20.1 million contracts traded, 24%
higher than the year before.

We do not make investment predictions, but we
expect several concerns 1o linger over the markets

"1 2005-2006.

Between last June and March 2005, the US
Federal Reserve raised its Fed Funds Target Rate
(FFTR) seven times by a total of 175 basis points.
Interest rate concerns, the possible return of
inflation, higher oil prices and movements in major
currencies all may affect investor confidence and
add to market volatility.

Operational Review

Our finances improved in 2004-2005 and
expenditure remained under control. The SFC
achieved a surplus of $169 million ($125 nullion in
the previous year). The reserves at the end of
March 2005 stood at $860 mutlion.

Total revenue increased by 13%, or $74 million,
from the previous year to $625 million. Lavy
income, our primary source of revenue, increased
by 15% or $55 million to $435 mullion owing to the
higher market turnover,

Total expenditure was $456 million, $30 miflion
higher than 2003-2004. The increase was mainly
because of variable pay awarded to statf who
performed well. This is necessary in order 1o retain
performing staff in view of an increased stalf
turnover rate as competitive demand for skilled
staff increased with market recovery. We also
spent more on areas considered necessaty to
improve market qualty. Meanwhile, we continued
to hold back on a general fixed pay increase,
suspended since Aprit 2001, so as to keep down
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Chairman’s Statement

our fixed cost. Variable pay in the future will be
subject 10 budgetary consideration, statf
performance and prevailing market conditions.

We made significant achievements in the four
priorities set for 2004-2005: upkeeping market
standards, facilitating market developrment,
enforcing the law, and protecting and educating
investors.

{ would like 10 highlight some points, which are
detailed in the divisional reports.

+ Corporate governance standards for listed
companies and regulation of listing sponsors
were put in place, beginning 1 January 2005;

@

We worked with the Government 1o give
statutory backing to major listing requirements
to strengthen listing regulation;

@

We are tackling investment advisers’ selling
practices, on the back of a disciplinary
settlement with a firm to pay $255 miilion to
investors;

We proposed measures to address risks arising
from securnities margin financing;

We issued guidelines on analyst conflicts of
interest;

&

We consuited on a review of the disclosure of
interests regime;

&

We proposed to relax the geagraphical
restriction of investment by SFC-authorised
REITs;

@

We agreed with HKEx on its proposed model! for
a scripless securities market;

<

A total of 76 entities were successiully
prosecuted, including a record number of market
maniputation prosecutions;

&

We successtully prosecuted a company
disclosure offence in the first dual filing case;

s We cleared much of the backlog of discipline
cases, and used settlements where appropriate;

+ DrWise's Column, our investor education {IE) TV
dramags and radio programmes were popular;
and

¢ Teachers' |E workshops were fully subscribed,
while IE became credit courses for
undergraduates,

In addition, the Commission won several awards
and recognition for its corporate affairs activities.
You will find these and description of our staff
social services in the later chapters. You will alsa
find a review of our investor education and
communications work in the past years.

Qur mission in 2005-2008 is 1o continue 10
implement the SFO effectively, with emphasis on
raising the quality of the market. in our daily work,

our staff motto is 1o remember: jgyasiars.Fist,

A World-Class Regulator

In the past year, we signed Letters of Intent {LOIs)
with our counterparts in Indonesia, Thatland and
Sri Lanka to strengthen regulatory co-operation
relating to investment products, We are working
on similar arrangements with several other
jurisdictions. These bilateral LOIs will facilitate
more Asian financial products to be traded within
the region, building on the regional efforts to
develop Asian Bond Fund I, We also signed a
Memorandum of Understanding on regulatory
co-operation with the Philippines commission.

SFC staff have made significant contributions to
the committee and taskiorce activities of
international Organization of Securities
Commissions {{0SCO), leading to some landmark
initiatives such as the code of conduct
fundamentals for credit rating agencies, and the
biueprint on combating financial fraud.

in May 2004, during the 1QSCO Annual
Conference in Amman, Jordan, | was privileged
to be etected Chairman of the I0SCO Technical
Committee.
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- nyestors First

5=

(Currency s denominaled in Hong Kong dotlars unfess olhenvise stated )

The continued success of our financial services market,

a key and growing part of Hong Kong's economy, can be
allnbuted lo many faclors including effective regulation.
Effective regulalion allows both local and nternalional markel
participants to conduct their business m accordance with an
accepled and transparent set of rutes, This in turn provides
investors with conficlence whea making their investment
decisions and thus factilales greater ievels of markel activity.
We execute our responsihiities under the law through three
inter-related activities: Regulation, Facititation and Educaton.

0007




Who We-Are and What We Do~

ii) to promote understanding by the public of the operation
and functioning of lhe securities and futures industry,

iii} to provide protection for members of the public investing in
or holding financial products;

iv} to minimise crime and misconduct in the securities and
futures industfy:

V) to reduce systemic risks in the securities and futures
industry; and

vi) to assist the Financial Secretary in maintaining the financial
stahility of Hong Kong by taking appropriate steps in
relation to the securities and futures industry.

We execute our responsibilities under the SFO through three
inter-refated activities:

Regulation

In carrying out our regulatory responsibilities we adopt a
philosophy of considering the interest of | inye
However, in establishing and maintaining the regulatory
environment we aim to achieve an appropriate balance
between facilitating the efficient functioning and continuing
development of the securities and futures markets and at the
same time providing adequate, but nat absolute, protection to
investors. In considering what regulations to put in place we
also pay close attention to the rules and regulations in other
international financial centres to ensure that our regulalory -
environment is of a similar standard.

I enforeing regulations it is not our aim to identify and
prosecute all minor breaches but rather o encourage
compliance and good business ethics thraugh the selective
sanctioning of malpractices and enforcerment action. However,
in the most serious cases of abuse or fraud we seek to rermove
participants from the industry in order to maintain overall
markel standards and to protect investors.

While we nigorously pursue those who defraud investors

we have no legal powers to order an intermediary to pay
compensation. However, a separate inveslor compensation
fund exists to compensate investors in cases of broker defautt
and we work closely with this fund 1o facilitate the jrocessing
of relevant claims.

We place considerable emphasis on market moniloring

and analysis to detect prohibited trading activities utilising
lechniques and systems which are some of the most
sophisticated in the world. Where insider dealing or other
market misconduct is identified we will where appropriale
refer cases for prosecution or to the Market Misconduct
Tribunal which is an independent tribunal established by the
Government and led by a Judge.

We review all applications made by companies seeking a listing
on HKEx, to ensure there is full and proper disclosure. For
companies that are already listed, we take action against the
release of false or misleading information, transaclions that
harm minority shareholders’ interests, or other misconduct
involving the companies or their officers. Cases involving fraud
are referred to the Police.

Facilitation

We recognise the importance of effective regulation to the
success ol the financial markets and our role in supporting
Hong Kong’s continued development as an internalional
financial centre, In the execution of our regulatory functions
and in considering market developments and regulatory
changes, we therefore aim to achieve a balance between
innovation and appropriate levels of investor protection,

In considering the authorisation of new products, and
especially structured products, we consider the interest of
investors first. However, we also recognise thal the provision of
additional products can be to the advantage of investors and
that it is not our role to create a nisk-free market, Innovative
investment products are therefore authorised for sale to retail
investors provided that the managers and distributors make
proper disclosure and have in place sound management

and controls,

We also oversee the stock and futures exchanges’ introduction
of new products, including derivatives, where we are also
concerned about the markel’s ability to handle large volumes,
especially in times of volatility. We therefore work with the
exchanges 1o consider the implications of new products for
the stability of the market in times of stress and to ensure the
adequacy of trading and clearing systerns.
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Regulation

Of each of our primary roles, Regulation, Facilitation and
Education it is the first which is our core responsibility and
which occupies the majority of our time and effort. As with any
regulator, much of our time is spent on day-to-day monitoring,
supervising and enforcing activities, However, we are also
conscious of the need to constantly review the application of
the existing regulatory regime to ensure that it continues to be
appropriate for the market which we regulate. In order to do
this we work closely with the industry, Mainland authorities and
overseas regulalors to keep ourselves abreast of regulatory and
enforcement issues and international best practices.

From time to time market developments require us to make
changes to regulations and changes are also made where
opportunities are identified to im prove the existing regulatory
regirne. Where this involves changes in the legislation we
need 1o work with the Government and legislature in order
to ensure the passage of new laws. However, there are also
occasions where we are able {o enhance the regulatory
regime by modifying codes and guidelines alone. In these
circumstances we will usually conduct a public consultation
before implementing any changes.

In considering any changes to rules and regulations we always
consider the needs of inye I15t. However, we also try

to put in place rutes and regulations that are conducive to
market development. We also try to encourage compliance
with regulations through selective enfarcement action.

This is intended to demonstrate to the market that the small
proportion of participants who do not conduct their activities
appropriately will not profit from their behaviour. We also try
and assist market participants comply with regulations by
issuing guidance to them through circulars, Frequenlly Asked
Questions {FAQs) and ather means.

We are pleased (o highlight below some of the major
initiatives and actions taken last vear in strengthening our
regulatory regime.

Market standards

To enhance the quality of listing, we introduced eligibility
criteria and ongoing requirements for sponsors/compliance
advisers under a new sponsor regime, which becarme effective
on 1 January 2007. Under this new regime, firms have to
demonstrate that they have appropriate levels of expertise and
meet other eligibility requiirements, in order to be confirmed
as sponsors, or they will have a licensing condition imposed
restricting them from acling as sponsors. As at 31 March
2007, 190 out of the 267 relevant intermediares had such
restrictions imposed; most of these firms had been inactive

or had not previously acted as sponsors and indicated to us
they did not wish to act as sponsors. The majority of those who
wished to continue to act as sponsors have been caonfirmed
although we are still assessing a small number of applications.

For some years there has been a debate concerning how to
provide statutory backing to certain listing rules relating to the
responsibilities of companies listed in Hong Kong. These rules
are currently included in a contractual agreement between
Hong Kong Exchanges and Clearing Ltd (HKEX) and listed
companies, but they have no basis in Hong Kong law. As a
result of this, HKEx does not have full investigative powers
with which to examine breaches of the Listing Rules. It also
lacks a broad range of disciplinary responses to deal with
breaches when they occur. In order to provide protection for
shareholders, it is necessary that both of these deficiencies are
addressed. Within the current structure, the SFC is also unable
to properly investigate potential breaches of take action in the
event of non-compliance by listed companies with reporting
and disclosure obligations under the Listing Rules, This is
because the breaches would only be of the Listing Rules which
are effectively breaches of a contract with HKEX, and they
would nol be breaches of the SFO where the SFC can use its
investigatory powers.

0010



SECURITE
FUTURES

woah

ES ARD
COMMISSI)

4

R IR

R

o

R e

2007-08

Annual Report

SRR R

SRR RN

R R R R

001l




Securitigs and Futures Commission  Annual Report 2007-08

We seek to achieve these objectives in
three key areas:

Regufation

The SFC believes in putting investars first, while aiming

to strike a balance between investor protection and the
continuing needs of an efficient market, We are also mindful
of keeping our regulatory framework in step with standards
in other major financial centres.

The SFC aims to reduce crime and misconduct by fostering
a culture of compliance and by raising standards of

good conduct and probity. We do this through effective
communication, education and where necessary through
enforcement. Dur enforcement programmes are directed to
attack serious abuses threatening harm to investors and the
integrity of the market,

Cempanies looking to list on the Stock Exchange will have
their applications reviewed by hoth the Stock Exchange and
the SFC to ensure full and proper disclosure. Companies
already listed are subject to action by the SFC for false

or misleading information, transactions detrimental to
shareholder interests or other misconduct by companies

or their officers. Cases involving fraud are referred to the
Police. We also ensure that takeovers and mergers of

public companies are conducted within a proper requlatory
framework.

We keep a close eye on the activities of intermediaries as
well as the trading and clearing systems to identify possible
fisks and make sure on-going regulatory requirements are
complied with. The SFC conducts site visits and meets with
management of licensed corporations to discuss issues of
concern and detect potential misconduct.

Market monitoring and analysis receives considerable
emphasis. We take action to combat dishonest market
practices including insider dealing, manipulation and other
market misconduct.

Criminal proceedings are launched against these abuses
where there are good prospects of conviction and the
prosecution is in the public interest. In appropriate cases,
we will refer cases to the Financial Secretary to consider
whether civil proceedings before the Market Misconduct
Tribunal should be commenced. A licensee who breaches 3
non-statutory requirement such as a conduct code pravision
is subject to our disciplinary proceedings which may result in
administrative penalties.

While we do not have legal powers to order an intermediary
to pay compensation to victims of market misconduct

or malpractices, we work closely with the Investor
Compensation Fund which is established to compensate
investors who suffer a foss due to the default of an
intermediary.

Facilitation

A flourishing financial market needs effective regulation
and the SFC strives to support Hong Kong's continued
development as an international financial centre and
key financial market in China.

As a regulator alert to the evolving nature of markets,
we aim to balance innovation with an appropriate level
of investor protection.

When reviewing possible new products for sale to retail
investars, particularly structured products, wewill frst
sansidechow this.affects investors’ interests. However, we
recognise that additional products can benefit investors and
that it is not our role to create a risk-free market, Innovative
retail investment products will therefore not normally be
prohibited from being sold if managers and distributors
adhere to proper disclosure and maintain sound management
and controls.
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Employee awards
Individual award winners

Clarence Chan
Lisa Chen
Carmen Kwok
Veronica Lee
Linda Yiu

Manager, Corporate Finance
Counsel, Legal Services

Senior Administrator, Licensing
Senior Secretary, Corporate Finance
Senior Manager, Intermediaries
Supervision

Team award winners

Broker Frauds Combats Core Team

The Broker Frauds Combats Core Team, a cross-divisional
team consisting of staff from the Intermediaries Supervision,
Enforcement and Legal Services Divisions, successfully
uncovered two broker fraud cases in 2007, in which fraud
and actions of the wrongdoers were detected. The Team

upheld the value JpyestorsEirst’ and exhibited excellent
team spirit, dedication and innovation.

Hedge Fund Streamlining Team

The Hedge Fund Streamlining Team, comprising staff from
the Licensing Department, has made a big effort 1 engage
pverseas hedge fund managers and has contributed to a

significant increase in the number of hedge fund managers
being licensed in Hong Kong in 2007. It has also shortened
time needed to process licensing applications from foreign
hedge fund managers who are able to provide the required
documentation. The feedback from the market concerning
the initiatives taken by the Team has been very positive and
has reflected well on the Commission.

Work-life halance

While demanding high levels of performance, the SFC also
recognises the importance of staff weifare and aims 1o
promote a healthy balance between work and home life. We
organise talks by health professionals as part of our ‘Health
Month," which includes activities for staff such as yoga

and tai chi. Seminars are held to increase awareness about
work-life balance and free professional consultations are
offered to staff and their families for emotional or stress-
related issues.

Social activities are held on a regular basis, such as table
tennis, bowling, barbecues, basketball and Baduanjin
classes. Staff also have access to work premises on request
for activities such as reading groups and tai chi classes.
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regulatory framework to ensure that their regulators can identify
and handle macro-prudential risks across the financial system.

In addition, hedge funds or their managers will be required to be
registered and to report appropriate information periodically to
the relevant authorities. Institutions that have hedge funds as
their counterparties must also adopt effective risk management.

The G-20 also raised the need to strangthen transparency of
credit derivatives markets and reduce their systemic risks and to
subject credit rating agencies to requlation.

Recommendations made by 6-20 will have implications for all
regulators around the world. In the near future, the SFC will be
closely monitoring international efforts to implement reforms for
the benefit of Hong Kong, a key international market.

Corporate priorities ahead

In line with our statutory obligations of protecting the investing
public and ensuring market stability, we have set our corporate
priorities to address these main areas in the year ahead.

We shall continue to promote Hong Kong's development as
an international financial centre and a key financial market in
Maintand China. Besides maintaining dialogue with Mainland
regulators for possible co-operation, we shall keep pace with
international regulatory developments to ensure that changes
to Hong Kong's regulatory environment are consistent with its
standing as an international financial centre.

Active support and supervision of an efficient, fair and orderly
securities market is necessary. It can be achieved by close
supervision and firm enforcement. We will increase resources
to step up monitoring and enforcement work to combat and

minimise market misconduct while allowing adequate flexibility
for market growth.

Moszagus

urating.and.protecting in Qotinuss.tohe a prigrity, The
LB bankruptey has further hightighted the importance of investors
understanding the features and risks of a financial product.
Well-informed and financially-literate investors are the first line
of defence against fraud and malpractice. We shall continue to
upgrade efforts to educate retail investors with multiple investor

education initiatives.

Improving corporale effectiveness and efficiency is another focus.
Apart from maintaining high professional standards, we wilt
continue to look for more direct and meaningful ways to perform
our regulatory functions. We will review the effectiveness of

our gatekeeping role in licensing and product authorisation

and propose enhancements where appropriate. An on-line

portal is already being developed to facilitate the submission

of licensing forms, along with a comprehensive revamp of our
licensing functions to further enhance the overall efficiency and
effectiveness of our processes.

Finally, | would like to take this opportunity to thank the staff

of the SFC for their hard work and commitment over the past
busy year. In the past 20 years, we have expanded our role as a
regulator of the securities and futures markets but more and more
challenges are ahead. | am confident that with their continued
commitment and support, we can take the organisation another
step forward at this juncture of regulatory reforms.

e

Miartin Wheatley
Chief Executive Officer

Annual Report 2008-09 7

0015




Our Roles and Responsibilities

Bevelopment

As the regulator of the securities and futures markets, we are
conscious of the need for us to support Hong Kong's continued
development as an international financial centre. However, as
market regulators, we also recognise the need to balance the
desire of industry participants for innovation and expansion with
the need for trust and confidence in our markets and our role in
educating and protecting investors.

are also streamlining our own administrative procedures to
simplify the compliance burden for the industry. However, in
cansidering any regulatory amendments, we continue to follow
our philosophy of only introducing significant changes after fully
consulting all key stakeholders via public consultation.

We also oversee the launch of new products by SEMK and HKFE,
In close collaboration with the exchanges, we monitor the impact
of new products on market stability and the adequacy of trading
and clearing systems to deal with these in times of volatility.

International participation is a key element to our role as a
leading regulator and our ability to stay abreast of globat
developments relevant to Hong Kong. We actively take part in the
International Organization of Securities Commissions forum to
provide input to set glabal regulatory standards.

In recent years, we have significantly expanded contacts

and cooperation with our Mainland counterparts. We share
knowledge and market information through meetings and
seminars and give briefings to high-level officials during their
visits to Hong Kong. We also actively support the development
of financial products for the Qualified Domestic Institutional
Investor Scheme.

10 Securities and Futures Commission

Education

We strongly believe that knowledge is the best protection for
investors. We launch education initiatives, on a continual basis,
to enhance investors” understanding of the markets, products and
investment risks.

Nevertheless, it is not possible to create a risk-free market; nor is
it part of our mission. All investments carry risk and an important
part of investor education is to help individuals understand

how to identify the risks in investments and the need to make

a rational decision. We thus emphasize the need to ask the

right questions before making investment decisions. In view of ~
the increasingly complex nature of products, we also conduct
proactive educational programmes to help investors better
understand product features and associated risks.

We reach out to the general public via various channels, In the
earlier years, we mainly used leatlets, newspaper articles as
well as radio and television programmes. More recently, we have
also introduced extensive advertising campaigns, short videos on
buses. competitions and game shows. In addition, we regularly
organise seminars for the community and ron courses jointly with
universities, which are designed to cultivate a proper investment
attitude among the younger generation.

The SFC's investor website, Investfd {www.InvestEd.hk), regutarly
posts up-to-date, practical information on products and market
developments. It also provides an on-line channel for investors

to ask questions and lodge complaints. Our monthly Dr Wise
education column explains investment topics that are of interest to
the public. We constantly encourage investors to make good use
of our educational materials to raise their financial knowledge.

Alsa using our website, we issue alerts to investors about scams
and malpractices that come to our attention. To help us focus our
educational efforts on areas of greater need, we conduct surveys
EVery two years 10 gauge public awareness of investment risks,
the growing sophistication of products as well as the investment
attitude of retail investors.
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Appendix 2

SFC’s Grievance Procedures




Grievance Procedures — Public Interest Grievances

1.1

1.2

1.3

Introduction

The Commission, as a public body, has a duty to conduct its affairs in a
responsible and transparent manner. It is committed to the highest standards
of openness and accountability. This part of the Grievance Procedures is
intended to assist persons who are engaged by or to work in/with the
Commission who believe that they have discovered improper practices or
misconduct relating to the running of the Commission or work related

activities of employees of the Commission to report these in a constructive
manner.

The policy is designed to provide a framework which will assist persons who
are engaged by or to work in/with the Commission so that they will feel
confident about raising grievances or disclosing information which is believed

to show malpractice or misconduct, and assist in investigating and acting on
grievances raised.

Who does this policy cover?

This policy is for any person who has an employment contract with the
Commission, is on secondment to the Commission, is engaged as an

independent consultant by the Commission or is a contractor or supplier of
services to the Commission.

What grievances does it cover?

This part of the Grievance Procedures is only intended to cover grievances
related to the public interest. Such grievances might include:

e  Criminal activity, such as accepting a bribe:
o  Financial or administrative malpractice;

e  Misconduct or improper behaviour;

Failure to comply with legal obligations such as those set out in the
Securities and Futures Ordinance;

e  Endangering occupational health or safety;

o Atftempts to suppress or conceal information relating to any of the above.




1.4

Principles and safeguards

1.4.1

1.4.2

143

144

1.4.5

1.4.6

1.4.7

The Commission will treat ail disclosures made to it in a confidential
manner to the extent that keeping the identity of the person making
the disclosure confidential does not hinder a fair investigation (e.g.,
normally fairness would require that the person about whom the
allegation is made be informed of the identity of his/her accuser).

All persons concerned (including those assisting in connection with

and those handling the grievance) are reminded to keep the matter
confidential.

This policy does not release the person from his/her statutory duty of
confidentiality under the Securities and Futures Ordinance. Please
refer to section 378 of the Securities and Futures Ordinance for
details and note that any person who contravenes this provision is
committing an offence and may be prosecuted.

Concerns that are raised anonymously will only be considered at the
discretion of the Audit Committee who will take into account the
seriousness of the allegations raised, the credibility of the allegation
and the likelihood of confirming the allegation from sources that can
be verified.

The person about whom a grievance has been raised, must be
informed of the allegation and the evidence in support of the
allegation and must be allowed to state his/her position and make
comments prior to the conclusion of any investigation or inquiry.

The person who raises a grievance must provide those who are
investigating the matter internally or as part of an inquiry with all
reasonable assistance.

An employee, whether the person lodging the grievance or against
whom it is lodged, may be accompanied at any interview or meeting
by one companion, provided that the employee makes the request in
advance and it is reasonable and appropriate (which is to be decided
at the sole discretion of the Commission). The companion must be
an employee of the Commission. When choosing a companion, it
should be kept in mind that it is not appropriate to ask to be
accompanied by a colleague whose presence at an interview or
meeting would prejudice the investigation, who might have a
conflict of interest or who is involved in the investigation. It should
be noted that an employee is not under any obligation to act as a
companion. However, if the employee does act as a companion,
he/she should keep the matter confidential.

8]



1.5 Procedures

1.5.1 Stage | — A person covered by this policy should prepare a written
statement of his/her grievance and ensure that the Commission
Secretary or the Chief Counsel receives it and also provide a copy to
the Chief Operating Officer (COO). [f the person requires assistance
to prepare a written statement, he/she can approach the Commission
Secretary or the Chief Counsel in the first instance for advice. The
recipient will acknowledge receipt of the written statement normally
within 5 working days. The recipient will:

a)  Explain this part of the Grievance Procedures to the person.

b)  Refer the case to the appropriate person (the Case Handler)
for further consideration as set out below:

o Ifit relates to an employee who is at the level of Senior
Director or below, or if it concerns some matter which is
not about an employee or member of the Commission',
then the matter will be referred to a committee of all of
the Executive Directors for further action.

e If it relates to a member of the Commission, then the
matter will be referred to the Audit Committee
(excluding any Non-Executive Director about whom the
grievance has been raised, if applicable) for further action.

1.5.2 Stage 2 — Process

a) The Case Handler will conduct an initial review of the
information provided and determine whether the grievance
warrants further action. If it is decided that the grievance
warrants further action, the Case Handler will decide on the
type of investigation to be undertaken, e.g. internal
investigation, independent inquiry and/or referral of the matter
to the law enforcement and/or regulatory agencies. Once a
decision is reached, the Case Handler will inform the person
raising the grievance in writing whether further action is
proposed.

b) Where the Case Handler is the Committee of all of the
Executive Directors but it considers that an independent
inquiry is necessary due to the complexity or seriousness of
the matter, then the grievance is to be referred to the Audit
Committee to consider the scope of the inquiry, who should
carry out such an inquiry and the terms of reference.

! gee section | of Schedule 2 to the Securities and Futures Ordinance (SFO) and also the definition of
“member” in Schedule 1 to the SFO. Member of the Commission includes any executive director
(including the Chief Executive Officer) and also any non-executive director of the Commission.




1.5.4

1.5.5

Stage

a)

b)

Stage

a)

b)

Stage

a)

b)

3 — Investigation

If the matter is to be the subject of an internal investigation,
the Case Handler may nominate members of staff or engage
external consultants to investigate the matter further, ie. to
gather and assess the information and to produce a report on
the findings. The investigation will take place as soon as
possible.

Investigations should not be carried out by any party who has
an interest in the matter.

Once the relevant facts have been established, a report will be

prepared. The Case Handler will then make a decision on the
matter.

4 — Feedback

A summary of the investigation report which is prepared for
consideration by the Case Handler will be made available to
the person who raises the grievance after completion of Stage
3. The person against whom the grievance is raised shall also
be informed of the main findings of the investigation.

The Case Handler will inform the person who raised the
grievance and the person against whom the grievance is raised
of the action to be taken, if any, the reasons and the right to
appeal. Once the Case Handler makes a decision on the
matter, the person(s) concerned will be informed in writing,
normally within 10 working days.

5 — Appeals

If the person who raised the grievance or the person against
whom the grievance is raised is dissatisfied with the decision
because he/she believes that the procedures have not been
followed properly or that the decision reached by the Case
Handler was one which no reasonable person could have
reached, then he/she may appeal in writing within 10 working
days of the date of receipt of the written decision as follows:

® It the Case Handler was a committee of all of the
Executive Directors, to the Audit Committee;

e If the Case Handler was the Audit Comimiltee, to the
Commission Board except that where the grievance has
been raised about a member of the Commission, that
person will recuse himself/herself.

Appeals may be submitted directly or via the Commission
Secretary or the Chief Counsel.



¢)  Decisions made at the appeals stage shall be final.

d)  The person(s) concerned will be informed in writing of the
decision with a copy to the COO.

1.5.6 Stage 6 — Reporting

A quarterly report will be made to the Audit Committee providing
information on any grievances raised and any decisions taken in
respect of them under this part of the Grievance Procedures. Any
matter requiring immediate attention will be brought to the Audit
Committee by the Case Handler as soon as possible.

The flow chart illustrating the procedures is at Annex for reference.
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Grievance Procedures (Public In'(erest)1

‘A person2 raises grievance l

¥

The person sends a written®
statement to the Commission
Secretary or the Chief Counsel
with a copy to the COO

The Recipient acknowledges
receipt of the grievance
normally within § working days

The Recipient explains the grievance
procedures to the person and refers
the case to the appropriate person (the
Case Handler

Executive Directors

Grievance in respect of employes at
the level of Senior Director or
below or matter which is not
about an employee or a member
of the Commission* -
Handler: a committee of all of the

¥

Case

Grievance in respect of a member
of the Commission® - Case
Handler: the Audit Committee®

!

Audit Committee considers
the scope of the inquiry,
who should carry out the
inquiry and the terms of
reference

The Case Handler conducts an initial
review and determines whether the
grievance warrants further action

Is the grisvance
warrant furlher
action?

Yes

The Case Handler will decide on the type
of investigation: including but not limited to:
internal investigation, independent inquiry
and/or referral of the matter to the law
enforcement and/or regulatory agencies

The Case Handler informs the person
in writing that further action is
proposed

is independent inquiry
necessary due {o the

complexily or seriousness
of the matter?

Y No
The Case Handler nominates members
of staff or engages external consultants
(who does not have an interest in the
matter) to investigate the matter

The Case Handler will inform
the person raising the
“lgrievance accordingly

Is the person
satisfied wilh the
decision?




Page 2 (Cont'd)
Grievance Procedures (Public Interest)’

Page 1
:

@ce the relevant facts have been
ostablished, a report will be
prepared. The Case Handler will
then make a decision on the matter

A summary of the investigation report
will be made availabie to the person
who raises the grievance. The
person against whom the grievance
is raised shall also be informed of the
main findings.

The Gase Handler informs the
person{s) concerned in writing
normally within 10 working days of
the decision, the reasons and action
1o be taken (if any) and the right to
appeal

s the person®
satisfied with the
decision?

Yes

The person may submit appeal in
writing within 10 working days of
the date of receipt of the written
decision directly or via the
Commission Secretary or the Chief
Counsel to the respective person
below

if tha Case Handlerwas a
committee of all of the Executive
Directors - to the Audit
Committee

Ifihe Gase Handler was the Audit
Committee - to the Commission
Board (excluding the person about
whom the grievance has been raised)

T 1

The person(s) concerned will be
informed in writing of the decision
with a copy 1o the COQ. Decision
made at this stage shall be final

. End

Remarks:

' Grievances might include 1. Criminal activity, such as accepting a bribe; 2. Financial or administrative malpractice; 3. Misconduct or improper
behaviour: 4. Fatlure to comply with legal obligations such as those set out in Securities and Futures Ordinance; 5. Endangering
occupational health or safety, 6. Attempts to suppress or conceal information retating to any of the above.

2 This policy is for any person who has an employment contract with the Commission, is on secondment to 1
independent consultant by the Commission or is a contractor or supplier of services to the Commission.

3 |f the person requires assistance {0 prepare a written statement, he/she can approach the Commission Secretary or the Chief Counsel in the
first instance for advice.

he Commission, is engaged as an

4 pMember of the Commission includes any executive director (including the Chief Executive Officer) and any non-executive director
of the Comumnission.

5 Eycludes any Non-Executive Director about whom the grievance has been raised, if applicable.
8 Either the person who raised the grievance or the person against whom the grievance is raised.






