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Consultation on Tightening Provisions regarding
Offers of Investments, Section 213 Enforcement and
Insider Dealing under the Securities and Futures
Ordinance of Hong Kong

On June 10, 2022, the Securities and Futures
Commission of Hong Kong (SFC) issued an
announcement that it launched a two-month
consultation on  proposed  enforcement-related
amendments to the Securities and Futures Ordinance
(SFO) to boost SFC’s enforcement power.

A significant proposed amendment seeks to clarify an
exemption in section 103(3)(k) of the SFO such that,
unauthorized advertisements of investment products
which are intended to be sold only to professional
investors may only be issued to professional investors
(PIs) who have been identified in advance as such by an
intermediary through its know-your-client and related
procedures.

Other amendments would broaden the scope of some
SFO provisions to expand the basis for the SFC to apply
for remedial and other orders against a regulated person
under section 213, including an order to restore the
position of parties to a transaction to that before the
transaction was entered into. They would also enable
the SFC to address insider dealing perpetrated in Hong
Kong involving overseas-listed securities and insider
dealing involving Hong Kong-listed securities
perpetrated elsewhere (also applicable to derivatives of
these securities).

Summary of the Proposed Amendments
Amend the exemption to section 103(3) of the SFO

(Offence to issue advertisements, invitations or
documents relating to investments in certain cases)

The SFC proposes that the exemption to section 103(1)
of the SFO (Offence to issue advertisements, invitations
or documents relating to investments in certain cases)
set out in section 103(3)(k) be amended so that the
ambit of the exemption would accord with its original
intended purposes, and that consequential amendments
be made to section 103(3)(j).
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Section 103(1) of the SFO prohibits the issue of
advertisements and other documents containing
prescribed content unless the issue has been authorized
by the SFC under section 105 of the SFO. Section
103(1) is subject to a number of exemptions as provided
for in subsections (2), (3) and (5) to (9).

P1 Exemption

Section 103(3) provides that section 103(1) does not
apply to the issue, or the possession for the purposes of
issue: “(k) of any advertisement, invitation or document
made in respect of securities or structured products, or
interests in any collective investment scheme, that are
or are intended to be disposed of only to professional
investors.”

The Court of Final Appeal (CFA) has given a wider
construction to one of the exemptions to section 103(1),
namely the Pl exemption under section 103(3)(k), than
was originally intended by the underlying policy.

In the case of SFC v (1) Pacific Sun Advisors Limited
and (2) Mantel, Andrew Pieter, FACC 11 of 2014, the
CFA held that the PI exemption applies to any
advertisement having some connection or relation to
investment products that are “or are intended” to be
disposed of only to Pls. The CFA considered that the
words “that are or are intended to be disposed of” in
section 103(3)(k) would be sufficient to provide the
substance of the PI exemption in respect of advertising
investment products even if the advertisements might be
received by retail investors.

Following the CFA’s judgment above, the position is that
unauthorized advertisements of investment products
which may not be suitable for retail investors may be
issued to the general public if the products are intended
for sale only to Pls. As a result, retail investors may be
exposed to unauthorized offers or solicitations to invest
in risky or complex products which are unsuitable for
them; this is a situation which the statutory regime was
designed to safeguard against.

In addition, although liability under section 103(1) would
crystallize at the time when an advertisement is issued,
in practical terms, enforcement action needs to wait until
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the sale of a product has taken place in order to
determine to whom it has been sold and whether the
section 103(3)(k) exemption applies. Currently, a mere
intention to sell investment products only to Pls would
suffice for an exemption from the authorization regime
under section 103(1). This makes the regime extremely
difficult, if not impossible, to enforce, and contradicts the
purposes of Part IV and section 103(1) of the SFO.

Proposal

The SFC therefore proposes to amend the exemption in
section 103(3)(k) of the SFO such that, unless
authorized by the SFC, advertisements of investment
products which are intended to be sold only to Pls may
only be issued to Pls who have been identified in
advance as such by an intermediary through its know-
your-client and related procedures, regardless of
whether or not such an intention has been stated on the
advertisements. To better protect the interests of the
investing public, advertisements of investment products
which are or are intended to be sold only to Pls should
not be issued to the general public without the SFC’s
authorization. The loophole needs to be plugged.

Provide additional cause of action to SFC under section
213 (injunctions and other orders)

The SFC proposes that section 213 of the SFO
(injunctions and other orders) be amended to provide a
cause of action to enable the SFC to apply to the Court
of First Instance (CFI) for injunctions and other orders
under section 213 of the SFO (section 213 orders) after
having exercised any of its powers under section 194 or
196 of the SFO against a regulated person.

Limitations of section 213

Under the current provision of section 213 of the SFO,
the SFC cannot apply for the section 213 orders when a
regulated person has been found guilty of misconduct or
not to be a fit and proper person to remain a regulated
person under section 194 or 196, respectively, unless
the conduct which gave rise to the finding also
constituted a contravention of one of the relevant
provisions, requirements or conditions described in
section 213(1). This means that a breach of the SFC’s
codes and guidelines (e.g. the Code of Conduct for
Persons Licensed by or Registered with the Securities
and Futures Commission) by a regulated person,
however serious, cannot currently give rise to a cause of
action under section 213 if it does not fall within any of
the circumstances outlined in section 213(1).

Furthermore, whilst the SFC has a range of disciplinary
powers under sections 194 and 196 of the SFO against
a regulated person who is guilty of misconduct, or the
SFC is of the opinion that the person is not fit and proper
to be or to remain a regulated person, sections 194 and

196 do not give the SFC any statutory powers to directly
require the regulated person to take any steps to restore,
compensate or otherwise protect the interests of
investors or clients who may have been adversely
affected by the regulated person’s conduct.

Proposal

To give the SFC more effective means to protect
investors and the interests of clients of regulated
persons, and to close the gap as explained, it is
proposed that section 213(1) be amended to introduce
an additional ground under a new paragraph (c) for the
SFC to apply for section 213 orders where it has
exercised any of its powers under section 194(1),
194(2), 196(1) or 196(2) against a regulated person.

It is also proposed that section 213(2) be amended to
introduce an additional order that may be made by the
CFI to restore the parties to any transaction to the
position in which they were before the transaction was
entered into, where the SFC has exercised any of its
powers under section 194 or 196 in respect of the
regulated person.

Furthermore, in line with previous revisions to section
213 to ensure that the grounds for seeking additional
orders in respect of open-ended fund companies (OFC)
were consistent with those set out in section 213(1), the
SFC also propose to make a consequential amendment
to section 213(3A) to add an additional ground to enable
the SFC to apply for orders under section 213 where it
has exercised any of its powers under section 194(1),
194(2), 196(1) or 196(2) against a regulated person who
is a director, investment manager, custodian or a sub-
custodian of an OFC.

Broaden the scope of the insider dealing provisions

The SFO has established parallel and mirroring civil and
criminal regimes in respect of insider dealing under
Division 4 of Part Xlll and Division 2 of Part XIV,
respectively. Both regimes apply to insider dealing with
respect to: (a) securities listed on a recognized stock
market or their derivatives (Hong Kong-listed securities
or their derivatives) and; (b) securities dually-listed in
Hong Kong and another jurisdiction or their derivatives.

The current civil and criminal regimes do not apply to
market misconduct or the offence of insider dealing
perpetrated in Hong Kong with respect to securities
listed on overseas stock markets or their derivatives
(overseas-listed securities or their derivatives), nor do
they expressly apply to any acts constituting insider
dealing perpetrated outside Hong Kong in respect of
Hong Kong-listed securities or their derivatives.

Limitations of current provisions
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The following problems have been identified by the SFC
in respect of current provisions:

i. Inability to tackle insider dealing in Hong Kong in
respect of overseas-listed securities or their
derivatives

The current provisions (i.e. section 270 (civil liability)
and section 291 (criminal liability) prohibit insider
dealing with respect to the “listed securities” of a
listed corporation or their derivatives, where “listed”
is defined to mean listed on a recognized stock
market, i.e. a stock market operated by The Stock
Exchange of Hong Kong Limited).

While the scopes of the market misconduct of
insider dealing in section 270(1) and of the insider
dealing offence in section 291 are extended by
section 270(2) and section 291(7), respectively, to
cover securities dually-listed in Hong Kong and
another jurisdiction or their derivatives, these
provisions do not apply to insider dealing with
respect to overseas-listed securities or their
derivatives, even where the acts set out in section
270(1) or 291 have taken place in Hong Kong.

There was a case in the past where the SFC was
unable to take enforcement action against a Hong
Kong licensed intermediary who dealt in the
securities of an overseas-listed entity ahead of the
announcement of a placing exercise when he was
in possession of inside information released to him
by another licensed intermediary based in Hong
Kong. In this case, the SFC could not apply section
270 or 291 for the defendant’'s insider dealing
behavior as the case involved overseas-listed
securities, nor could it address the mischief of
insider dealing in overseas-listed securities or their
derivatives through section 300 that requires the
proof of fraud and/or deception.

As a result, the limited coverage of the current
provisions is at odds with the global trend of market
convergence and fails to recognize that insider
dealing perpetrated in Hong Kong with respect to
overseas-listed securities or their derivatives would
eventually damage the reputation of Hong Kong's
financial markets and its status as an international
financial center.

ii. Lack of express provisions to cover acts relating to
insider dealing in Hong Kong-listed securities or
their derivatives which take place outside Hong
Kong

The current insider dealing provisions of the SFO
also do not expressly cover insider dealing with
respect to Hong Kong-listed securities or their
derivatives where the acts which give rise to a
contravention of section 270 or 291 have taken
place outside Hong Kong. In the absence of express
provisions specifying the territorial scope of the
existing insider dealing regimes, the SFC has to
apply the common law test to determine the
territorial jurisdiction in each case (i.e. whether a
substantial measure of the activities of the crime
have taken place within Hong Kong).

iii. Comparison with other major common law
jurisdictions

By contrast, insider dealing laws in other major
common law jurisdictions govern overseas conduct
relating to securities of local issuers as well as local
conduct relating to securities of overseas issuers.
For example, Australia’s insider trading provisions
under the Corporations Act, section 213 of the
Securities and Futures Act of Singapore and the
insider dealing offences under the UK Criminal
Justice Act 1993 that with a similar territorial scope.

Proposal

In order to enable the SFC to take action against
securities crimes and market misconduct perpetrated
locally, even though such crimes and market misconduct
may only directly affect markets outside of Hong Kong,
the SFC therefore proposes that the scope of the insider
dealing provisions of the SFO be broadened to cover:

(i) insider dealing perpetrated in Hong Kong with respect
to securities listed on overseas stock markets or their
derivatives; and

(i) insider dealing perpetrated outside of Hong Kong, if
it involves any securities listed on a recognized stock
market, i.e. a stock market operated by The Stock
Exchange of Hong Kong Limited, or their derivatives.

In particular, the SFC proposes that:

(a) the definition of “listed” as defined in sections 245(2)
(civil regime) and 285(2) (criminal regime) of the
SFO be amended to include overseas-listed
securities or their derivatives; and

(b) a new section be added to Part XlIl and Part XIV of
the SFO to expand the territorial scope of the insider
dealing regimes to include: (i) any acts of insider
dealing involving Hong Kong-listed securities or
their derivatives regardless of where they occur; and
(i) any acts of insider dealing involving overseas-
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listed securities or their derivatives if any one or
more of such acts occur in Hong Kong.

The SFC also proposes that a new subsection be added
to section 282 (civil regime) and section 306 (criminal
regime) to the effect that, in respect of the proposed
expansion of the insider dealing regimes to include
overseas-listed securities or their derivatives, a person
suspected of perpetrating in Hong Kong insider dealing
in respect of overseas-listed securities or their
derivatives shall not be regarded as having engaged in
insider dealing, unless his conduct would have also
been unlawful had it been carried out in the relevant
overseas jurisdiction. This is in line with the legal
position for false trading, price rigging and stock market
manipulation as stipulated in sections 282(3) and
306(3).

Furthermore, the SFC believes that, where appropriate,
the defences available under the SFO for insider dealing
should also be available for insider dealing involving
overseas-listed securites or their derivatives.
Accordingly, the SFC proposes that amendments be
made to section 271(5) to extend the “off-market
transaction” exemption to insider dealing in respect of
overseas-listed securities or their derivatives where
transaction counterparties have information symmetry.

Remarks

As a financial regulator of an international financial
center, the SFC has taken timely action in actively
promoting discussion among the industry and necessary
amendments to the regulations for more effective
enforcement. Such consultation processes enable the
SFC to understand the needs and views of the market
while facilitating more effective regulation and
enforcement action.

The proposed amendments of section 213 and the
exemption to section 103(3) of the SFO would expand
the SFC's toolkit to carry out its enforcement action more
effectively and prevent offenders from evading liabilities.
Retail investors should not be exposed to unauthorized
offers or solicitations to invest in risky or complex
products which are unsuitable for them; this loophole
should be plugged to safeguard the integrity of the
securities regime of Hong Kong.

The expansion of the scope of insider dealing
provisions, in addition to allowing the regulations in
Hong Kong to keep pace with that of other major
common law jurisdictions, also ensures that the SFC has
the powers to tackle cross-border securities crimes and
misconduct. This is important given the increasing
interconnectivity of global and regional financial
markets, as evinced by trading regimes like the Stock

Connect. The SFC'’s regulatory powers need to be more
effectively authorized to curb improper investment
advertisements, insider dealing and other forms of
market misconduct in Hong Kong. Moreover, given
Hong Kong's market reality, certain enforcement powers
need to extend to the regulation of Hong Kong originated
activities involving, for instance, A-shares listed in
mainland China.

The proposed amendments of the SFO are timely
patches to Hong Kong's regime to enable the SFC to
better protect the interests of the investing public and
uphold the integrity and reputation of Hong Kong's
financial markets. The regulatory upgrade, while
imposing a greater deterrent effect on market
misconduct and other activities prejudicial to the
investing public, would help to promote the fairness,
transparency and orderliness of the securities market of
Hong Kong.
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The Monetary Authority of Singapore, the
International Finance Corporation and the United
Nations Development Program Launch a Global
Program for MSME Financial Literacy and
Empowerment

On June 14, 2022, the Monetary Authority of Singapore
(MAS), in partnership with the International Finance
Corporation (IFC) and the United Nations Development
Program (UNDP), launched an open financial education
and action program for micro, small and medium
enterprises (MSMES) in Asia and Africa. Known as the
SME Financial Empowerment (SFE), this program aims
to help MSMEs build foundational digital financial
literacy skills, and gain a good understanding of cross-
border financial services relevant to MSMEs, to help
them thrive in the post-pandemic digital economy. The
SFE was rolled out with market partners in Asia and
Africa, starting with Ghana, India, the Philippines, and
Singapore, and will benefit more than 400,000 MSMEs
across both regions.

SFE is an inclusive and structured program run on a
digital portal operated by Proxtera, which provides a
global platform to link domestic SME ecosystems and
catalyze cross border trade, financing, and digital
services. The other key entities supporting the SFE are
the United Nations Capital Development Fund
(UNCDF), Singapore University of Social Sciences
(SUSS) and the Global FinTech Institute (GFI). In 2022,
the SFE aims to assist MSMEs in three key areas —
Essential Financial Digital Skillset, MSME Financial
Services, and Digital Economy Access & Growth. The
first tranche of the program will comprise two learning
modules focused on essential financial digital skillsets:

(@) Foundational Financial Literacy which covers
basic financial concepts and financial products
essential for MSMEs.
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(b) Global Financial Literacy which equips MSMEs
with knowledge to connect to the digital economy
and expand internationally by leveraging networks,
financial services, fintech solutions and digital tools.

Further learning modules will be released in future
tranches. Upon completion of each module, businesses
will receive a digitally verifiable certificate issued by
SUSS and GFl, that grants access to financial services
tools and knowledge services through a resource hub.

The SFE learning modules incorporate best practices on
key financial literacy and financing topics, benefitting
from the program sponsors, Ant Group, Digital Pilipinas,
Globe Telecom, Validus and Visa as well as from a wider
ecosystem of community partners including Bolttech,
Coface, Consolidated Bank of Ghana, Development
Bank Ghana, and Philippines Department of Trade and
Industry Philippine Trade Training Center.

The SFE builds on an earlier MOU between MAS and
IFC on the Financial Trust Corridor (FTC) initiative to
drive wider financial knowledge sharing, financial trust
building and financial inclusion for MSMEs and financial
institutions in developing markets. The FTC comprises
a multi-party cross-border governance framework and
trusted closed loop digital infrastructure, which
governments and financial institutions from different
countries can utilize to share verified information on
foreign business counterparties and their supporting
financial institutions. This information will help
businesses involved in cross-border trade obtain easier
access to financing.

Sopnendu Mohanty, Chief FinTech Officer of MAS, said,
“An empowered MSME is essential to an equitable and
sustainable digital economy. Such enablement begins
with digital economy literacy. The affordable, bite-sized
learning program provided by SFE is a collaborative
effort involving financial institutions, and public and
private sectors. Through the foundational and global
financial literacy modules, MSMEs in Asia and Africa will
benefit from new skills to leverage networks, financial
and digital tools to grow their business internationally.”

Qamar Saleem, Regional Industry Manger, Financial
Institutions Group Advisory Services, Asia and Pacific at
IFC, shared, “We are delighted to partner with MAS and
UNDP for this impactful initiative, which has the potential
to improve the livelihoods of thousands of small
business owners in emerging markets. Empowering
MSMEs with financial literacy and digital skillsets will
help to level the playing field for smaller businesses,
ultimately helping to address financing gaps and
improving financial inclusion. Our team in Singapore will
also play a vital role in maximizing the impact of this
program through its extensive knowledge and decades
of experience in implementing best practice and
strengthening the processes and resources of MSMEs

in emerging markets around the world. We look forward
to leveraging our expertise to build a better future for
MSMEs in Asia and Africa.”

Marcos Neto, Director of the Finance Sector Hub at
UNDP, highlighted that: “In every country in the world,
SMEs play a central part in the economy and society -
and they are also the backbone of the global economy.
SMEs represent up to 90% of the business segment in
many countries - and also up to 80% of employment.
But, too often, the potential of SMEs is constrained by
gaps in knowledge relating to digital processes and
technologies. Helping SMEs to participate in the digital
economy, through relevant training and digital financial
skills, can unlock productive and sustainable growth
opportunities. This knowledge is a real catalyst, and an
important reason as to why UNDP is delighted to
collaborate with IFC and the Monetary Authority of
Singapore in this important initiative. These efforts also
align with UNDP’s global work that puts strong emphasis
on sustainable SME growth, and aims to mobilise
increased and more sustainable finance for SMEs.”

As a leading international financial center, Hong Kong
should also take initiative and participate in appropriate
regional and international projects and promote
sustainable development, innovation and financial
inclusion in the ASEAN region and international
cooperation platforms by leveraging Hong Kong’s robust
financial infrastructure and established pool of leading
financial talents.

N EMEERS. ERFREMAINKSEFLITNE
Bai—I &R/ b & RAR AR R

2022 £ 6 A 14 B, #MNFSEERR (MAS) 5ERE
RAE (IFC) MEBkEEFAITRIZE (UNDP) &1E, Bah Y
T NFIEMB /NN (R ) BFFRR
SRBEMITIITR . Z TR FRA R S Fh A
(SME Financial Empowerment, SFE), &7 B A/ Et
VESBEANHFSRIMINE, ILE(TRANT#SH
NI AEXMNBERE/MRS, BRENEXRTEN
BFLFPELMK. SFE BSTMNMIEMNNTSHERE
REE—IEE, Mingy. ENE. FFREMITMLE 5,
XN X A93#813 400,000 5 H/Nd I 5225 .

SFE &—ME Proxtera BEMHF A LETHERM
MEMUERF, BRET —NEBEERPNDIVESR
GMEAEERS . RANBFZRENEEKTE. ZHF
SFE MEMFELARRHEEERALRES (UNCDF).
N ESRF K Z (SUSS) e KRS FIRHIIIRAT (GFI)
o %2022 F, SFE BEE=ANRBEIE A P/NFHSIIR
MY —EARSEE T, B/ £RRES T
FEAFAENSEK, ZTUNE—RIBERFANTE
FEASRBTFRENZEIES



J M L

(a) EMEBMIR, FENFNHL W ARTDRER
SRS SR~ M.

(b) £REBMAMIR, BIFHNENE. RS, M
BBARTRMBFIR, Ah/NEe IV RHEER
FEFAERY KAFIR.

H—FHFIRREERKROT PR, TREME
BE, SR EIR SUSS 1 GFl 4k B ] £ 7 3IE AIIE
B, ZIEBAFRE R RSO R SRS TRMAMIR
RS

SFE I EHEE X BESRINATR T AN RESLE
. ZRTIBE#%BEI®E Ant Group. Digital Pilipinas.
Globe Telecom. Validus #1 Visa, AR E ZHHXE
B4 SF %, B3E Bolttech, Coface. Consolidated
Bank of Ghana. fIfWA AR HRIT. FRERHM T UL
FRERZFIFRLO.

SFE B2 7 MAS # IFC Z BIBL &R EITERR (FTC) 81X
XENRBESENEME EENLXETHHN TN
BV FSHYEHENET ZTHNESRMIRAZ. S5E
FEENSHEAN, FIC mEHEEEIBAELMTE
IR FEMIR AR, SEBFMSRYLE T INF B
XERMEEXZERIIEFTIZTINFRAIFEH
MMHNZTRITNES. XEEEBEHNSEEERS
MtV ERZEERE,

MAS & E €5 R4 E Sopnendu Mohanty k7. “HEES
BN ST FAEMTFSENBFRLRFERETE,
XAEHFRTHRFLFIR.  SFE RAAEE IBA/ R
EEIRE—TUS R SmIE. ARFMRERIINE
L H., BEEMAMSRERAIRELR, TIMFAFEMNL
FNES I ZE TR ANEG ., SmifrEI AEEER
FRBRISHIFRE.

Efr&ah A ST A X Syl MEE FmkS X Tl
2238 Qamar Saleem D EiE: ‘KRS X5 MAS f
UNDP A RXMERA M ANEE, Z2EF I8k
HEFNTGRT EANYFNET. BFH/NED
W &F AR TR, BEMT ANV EIEATFE
HNRFHE, RAFYTRARTGROANNEZSRER
M. BRANEFINE A E AR IE T Z R+ ELR
1, BEESKRFNTHLERESTERFMNE S/ NEd
VEBMETE ERAEREHRESIZIITYNEmRATEA
BEEEA. BNHFFHARMNOTWEIR BT MFIFE
MBS RN FTIEEEFRREK,

BEEAAITNEBSHIITH0FERE Marcos Neto 521
DEERASINER, PNV ELZXFHESFEEES
MO ERA—EthRERELFHIHE., HFZEK, F
INMENERRER T EIK 90% FINL SERITT - AR EIA 80% AYEE
W, BZ, FhVHEHIEEZESHFAEMEA
EXMMIRERERRE, BEHEXEZNMEFT SR
BRI NSWSERFAEF, o DUBERAE =R #F4E
B, XAEMNMREEENELT, LEHEsE
FEITYBRTEERSHASDNFINESHEERS
EARX—BEEXENEERR., XEENBERKEE
FEITRBHLKRTHEE - ZLESEENTHLL
RN RIEK, BENFINEVEEE S M E O F5E

BEREAOENERER T, TERRSEELXE
MEFRRE, FAERENSREMRERNERN SR
AT E, RERBHREXDESROTHELR. QN
EEER.

Source 2JE:
https://www.mas.gov.sg/news/media-releases/2022/mas-ifc-
and-undp-launch-global-programme-for-msme-financial-
literacy-and-empowerment

Hong Kong Securities and Futures Commission
Reprimands and Fines China Everbright Securities
(HK) Limited HK$3.8 Million for Breaches of Anti-
money Laundering Regulatory Requirements

The Securities and Futures Commission of Hong Kong
(SFC) has reprimanded and fined China Everbright
Securities (HK) Limited (CESL) HK$3.8 million for
failures in complying with anti-money laundering and
counter-terrorist ~ financing (AML/CFT) regulatory
requirements.

The disciplinary action was taken in respect of CESL’s
failure to implement adequate and effective internal
AML/CFT systems and controls to guard against and
mitigate the risk of money laundering and terrorist
financing (ML/TF) associated with third party deposits
(TPDs) between January 2015 and February 2017
(Relevant Period). In particular, CESL was found to
have failed to effectively identify and monitor the TPDs
made through the sub-accounts maintained by it with a
local bank (Sub-Accounts) and detect suspicious client
fund deposits.

The SFC's investigation, which included a sample
review of deposits received by CESL during the
Relevant Period, revealed that CESL failed to identify
178 third party deposits amounting to over HK$250
million made through the Sub-Accounts.
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CESL was also found to have failed to detect suspicious
fund deposits in some of the client accounts and make
appropriate enquiries despite the presence of the
following red flags:

= 11 clients received five or more deposits from
multiple third parties, whose relationships with the
clients were unknown;

= the amount of net deposits received by seven clients
were not commensurate with their estimated net
assets; and

= five clients, who did not appear to have any
relationship with each other, received a total of
approximately HK$5 million from the same third
party within four days, and they used the funds to
trade in the same stock.

The SFC was of the view that CESL’s conduct was in
breach of the Anti-Money Laundering and Counter-
Terrorist Financing Ordinance, the Guideline on Anti-
Money Laundering and Counter-Terrorist Financing and
the Code of Conduct for Persons Licensed by or
Registered with the Securities and Futures Commission.

In deciding the disciplinary sanction, the SFC took into
account that:

= astrong deterrent message needs to be sent to the
market that AML/CFT failures are not acceptable;

= CESL has taken remedial actions to enhance its
AML/CFT internal controls and systems; and

= CESL cooperated with the SFC in resolving the
SFC'’s concerns.

The SFC's "Circular to Licensed Corporations and
Associated Entities — Anti-Money Laundering/Counter
Financing of Terrorism — Suspicious Transactions
Monitoring and Reporting”, published by the SFC on
December 3, 2013, requires licensed corporations to
take reasonable steps to guard against and mitigate the
ML/TF risks associated with third party fund transfers.

In the increasingly complex securities market, market
participants need to fully understand market regulations
and take effective measures to avoid inadvertently
falling into the trap of violation.
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Source H5:
https://apps.sfc.hk/edistributionWeb/gateway/EN/news-and-
announcements/news/enforcement-news/doc?refNo=22PR37

Information in this update is for general reference only
and should not be relied on as legal advice.
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