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SFO - effective now
With the commencement of the long-awaited
Securit ies and Futures Ordinance (SFO) on 1
Apri l 2003, the SFC has renewed its pledge to
crack  down on market misconduct and protect
inves tors.

The law has enhanced the powers  of the SFC
and int roduced more effec tive deterrents.  For
example, listing applicants and listed companies
are required to file their disc losure and l isting
application materials with the SFC. The SFC can
exercise its investigative and prosecution powers
agains t persons fi ling false or misleading
information.

In addition to c riminal prosecut ion, a Market
Misconduct Tribunal has been set up to handle a
wide range of market  misconduct  through civil
means.  Other measures  include enhanc ing
transparency of shareholders' interes t in listed
companies.
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The SFC was set to record a deficit  for 2002-03
which was about half of the approved original
est imated deficit,  due to tight cos t control
measures, the SFC told legislators last month.

Presenting the SFC's budget estimates at  the
Legco Panel on Financ ial Affairs,  Chairman
Andrew Sheng said the Commiss ion had
originally  forecast the deficit for 2002-03 to be
$117.6 mil lion. It  was later revised to $78.7

SFC pledges to crack down on market misconduct

Watch out for fees and charges
Types and rates of fees that you need to pay attention to

A recent survey conducted by the Consumer
Council reveals that investors may be subject to
more than 70 types of fees, in addition to trading
commissions,  in the use of securit ies  trading
services.  The terminology for fees  and charges
used by  banks and brokerages also differs
ex tensively.  Here,  we explain some of these
charges and their implications to you.

Trading commission:  Brokerages and banks
charge this on each trade.   The commission rate
varies widely from firm to firm and is subject  to
such factors as transaction channels (e.g. online
or offline), transaction amount, trading  frequency
and cl ient relationship.  Usually,  there is a
minimum charge for each trade though the rate
charged could be higher than the stated rate for
small transactions.

Transaction levy, trading fee and stamp duty:
These are standard fees collected by brokers and
banks on behalf of the SFC (0.007% of the
transact ion amount , of which 0.002% is  for the
compensat ion fund), the Stock  Exchange
(0.005%) and the Inland Revenue Department
(0.1%).
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Cost control measures to continue

E-mail address
enquiry@hksfc.org.hk

SFO enquiry
sfoenquiry@hksfc.org.hk

Settlement fee:  The Central Clearing and
Settlement System (CCASS) charges 0.002% of
the transaction amount for providing a settlement
service in each t rade (minimum $2; maximum
$100).   Brokerages and banks usually recover
the settlement fee from their clients and are at
liberty to increase it.

Custody fee:  Some firms charge cl ients for
safekeeping their shares,  usually  every six
months  (e.g. in May and November).  The fee is
usually  calculated on a per board lot  bas is .
Alternatively, some firms charge a flat fee.

Stock withdrawal  fee:  Some firms seek
reimbursement from their clients of the $3.5 per
board lot charge on the withdrawal of shares from
CCASS.   Other firms may also impose
adminis trative charges on top of this fee.

Scrip fee:   This  is  charged by  CCASS for
registering securit ies  in the name of HKSCC
(Nominees) Limited at $1.5 per board lot on book
close dates  (e.g. on the distribution of dividends
and rights issues) or $0.75 per board lot  on
deemed book close dates (i.e. 31 December if
there was no book close date declared during

the  yea r).   CCA SS charges brokerage
participants  the scrip fee based on the net
increase of a s tock held between book close
dates (including deemed book close dates).  For
example, if a s tock had no book close dates
during the year, the scrip fee charged on the
deemed book close date for a net increase of
30,000 lots of shares (1,000 shares per lot at a
price of $0.03) from the last book close date will
be $22,500 or 2.5% of the market value of the
stock.  Brokerages and banks usually recover
the scrip fee from their clients and may impose
additional charges.

Corporate action fees: These are charged on
the collection of dividends, bonus shares, rights
issue entitlements and warrant conversion etc.
Corporate ac tion fees are charged in addition to
scrip fees for rights issues and the distribution of
dividends.

You should not focus solely  on the t rading
commission, but be prepared to compare all the
costs involved.  Take into account what kind of
services you want and choose a service provider
that suits your needs.

million.  But  with the cost cutting measures like
salary and hiring freeze, the deficit  recorded for
the 11 months to the end of February 2003 was
$48.6 million.

Based on this , the deficit for the whole year was
projected to be $59 mill ion, which would be only
half of the original forecast deficit.

The projec ted deficit for $59 mill ion is roughly
comparable with las t year's ac tual defic it  of
$54.2 million even though revenue for 2002-03
was expected to be 7.5%, or $27.3 million, lower
than the total income a year ago.

Total operat ing expenditure after depreciation
was forecast to decrease by 5.4% or $22.4 million.
Nearly half of the savings, or $10.7 million, came
from personnel expenses. Capital expenditure
dropped 43.6% to this year's $15.1 million.

No fee  rises

Despite the deficit, for the 11th consecutive year
the SFC has not asked for government funding
for 2003-04. The total grant forgone by the SFC
so far has reached $876 million.

Not only has the SFC not asked for government
funding, it has decided not to raise fees. Instead,
l icens ing fees for intermediaries  have been

The SFC's recently  released draft guidelines for
regulating pass ively managed index tracking
Exchange Traded Funds (ETFs) represents the
first  step to create a regulatory  framework to
facil itate the development of Hong Kong as  a
regional ETF market.

A typical ETF comprises a basket of securities
that represents the const ituents of the index; as
such its composition and pric ing are highly
transparent.  Examples of ETFs are the Tracker
Fund of Hong Kong and iShares MSCI China
Tracker.

Given the relat ively simple inves tment objective
and strategy for ETFs, the SFC cons iders that
pass ively managed index tracking ETFs should
be given relief from strict compliance with certain
requirements  of the Code on Unit Trusts  and
Mutual Funds.

The draft ETF Guidelines aim to achieve three
objectives:  to provide appropriate regulation; to
enhance the disclosure and transparency of ETF
documentation; and to create a plat form for the
admission of overseas ETFs based on the
princ iple of regulatory equivalence.

The consultation period is extended to 2 May 2003.
The document is available on the SFC website.

The SFO was enacted on 13 March 2002.
At a press conference on 31 March 2003,
SFC Chairman Andrew Sheng said the
SFC would enforce the new law to protect
inves tors.

New initiatives

A number of initiatives are introduced by the SFC
upon the SFO's  implementat ion  to help
intermediaries  in complying with the law and
enable inves tors  to get  useful informat ion to
protect their interests.

These include a revamped SFC Infoline service
(tel 2840 9393) which is an interactive telephone
enquiry service for the public  with part icular
emphas is  on  intermediaries  licens ing and
s upervi s i on ,  and  i nves tm ent  p roduct s
authorisation.

A new investor booklet SFO & You highlights the

features of the SFO. When and How to Make
a Complaint explains  how an investor can
make a complaint in order to protect his or
her own interests.

In addition, a new public register is available on
the SFC website to enhance the t ransparency of
intermediaries whom investors  deal with.  The
complaint channels of firms licensed with the SFC
and all public disciplinary actions  that have been

SFO - effective now
taken against  the intermediaries in the past five
years are also shown.

Furthermore, the second edition of the bilingual
glossary  An English-Chinese Glossary of
Securities, Futures and Financial Terms has been
published. It is an updated version of the glossary
published by the SFC in April  1999, of which
about 2,800 copies have been sold. This version
contains  Chinese t ranslations for over 13,800
English financ ial terms and phrases - nearly
doubling the first edition.

Last but not least, a regulatory handbook which
contains updated SFC codes and guidelines is
available on the SFC website.

More guidelines

Meanwhile, the SFC published in March several

important guidelines for the SFO including those
on disclosure of interests in listed companies and
transitional arrangement for intermediaries.

All the above publications are available on the
SFC website. A 20% discount to the regular price
of  $100 is available for bulk  purchase of  the
Glossary.  Please contact us at 2283 6860.

Shareholders Group
The SFC Shareholders Group held i ts 11th
meeting in March.  Members were consulted on
proposals  regarding the cold calling prohibitions
on brokers and banks.   Members generally
supported that the cold calling rules should apply
to selling of funds in the same way as they apply
to selling of other securities.  The SFC is working
on  c er ta in gu idel ines  to  be i ss ued to
intermediaries  and wil l  take into account
members’ views.

Exam bodies
The Academic  and Accreditat ion Advisory
Commit tee (AAAC) of the SFC decided in
February to appoint the Hong Kong Securit ies
Institute as an independent exam body to run the
industry and local regulatory framework exams
in securities and futures . The Financial Services
Development Centre of the Vocat ional Training
Council will continue to run the leveraged foreign
exchange trading exams.

SFO and You

Ordinances replaced 10
Pages (in each language) Nearly 600
Parts 17
Sections 409
Schedules 10
Items of subsidiary legislation 40

The biggest statute

SFC moving to Chate r House

Vis itors  to the SFC wil l  have to walk  across
Chater Road from July.

The SFC signed a lease for four floors,  from
6th to 9th floors ,  of the Chater House las t
month. The lease is  for 10 years starting from
1 July 2003.

The S FC began  a sea rc h for new o ffi ce
premises after i t  was asked by  its  landlord
Hong Kong Land to vacate the present  office
at Landmark by the end of June.

In choos ing the appropriate office building,
the SFC has considered the fol lowing fac tors :
an att ract ive rental package; an effic ient  office
build ing with  good locat ion,  security  and
service management ;  comparable floor area
requirement;  and availabil ity by  30 June 2003.

The new office can be conveniently accessed
by investors  and market prac titioners,  and wil l
enabl e us  to con t inue to dis charge our
responsibil i ties effec t ively.

The SFC can save 10% in rental expenditure
after moving to i ts  new office in the Chater
House in July.   We wil l  adopt  modest  fi t t ing
out standards and reuse ex is ting furniture and
equipment  where possible.

New office
SFC consults on
exchange traded funds

SFC Chairm an And rew Sh eng an d Chie f Coun sel An drew
Young introduce the new initiatives at the press conference.

(continued on page 3)
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Deficit for 2002-03 half of original estimate
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In response to market  demand, and to allow
investors  to have access to a broader range
of investment products,  the SFC has drafted
a code on Real Es tate Investment Trus ts
(REITs). The public  are invited to comment by
23 Apri l 2003.

A REIT is a collec tive investment scheme that
owns and manages income-generat ing real
es tate, such as shopping malls , offices  and
residential properties.  It  focuses on property
investments  and pays dividends to scheme
holders.   After years of evolution,  REITs have
gained recognition in major financ ial markets
such as Australia and the US.

The draft  code on REITs emphasises  on:
p rope r  m anagem ent  expe r i enc e  and
expertise; c lear description of inves tment
pol i cy  and  ob jec t i ve ;  s egrega t ion  o f
management  and safekeeping of assets;  and
independent valuation for the assets regularly.

Real estate funds for more
choices
The  public are consulted on proposed safeguards

Securities offering made easier
Proposals wil l streamline procedures and requirements on prospectuses

Deficit for 2002-03 half of original estimate
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IEAC

For one year unt il 31 March 2004 to the SFC's
Inves tor Educa t ion Advis ory  Commi t tee:
(appointed) Mr Ho Chun Yan,  Albert ; Ms Lin
Yoke Seetoh;  Mr W ilfred Wong;  Mr Robert
Chow; Mr Howard Sou;  Mr Roger Luk and Dr
Saimond Ip; (re-appointed) Mr Lawrence Fok;
Mr Li Kai Ming;  Professor Lui Yu Hon and Mr
Edward Chow.

SFC (HKEC Listing) Committee

For one year until 31 March 2004: Mr Stephen
Clark and Mr Carlson Tong; W ithout  a fixed

A bankruptcy order was obtained by  the SFC
in March against Law Siu Kong, Christopher,
the sole proprietor of Lawsons Securit ies
Company.

According to the Securities  and Futures
Commission Ordinance,  the SFC may fi le a
pet it ion for a bankruptcy  order agains t  a
registered person if it appears to be expedient
in the public interest  to do so and if grounds
ex ist for a c reditor to present  such a pet ition.

The bankruptcy  petiton was filed fol lowing a
series  of regulatory act ions  taken by the SFC
to protec t  inves tors  and Lawsons ' c l ients .
These actions included a restriction notice on
Law las t June prohibiting him from dealing in
securities  and dispos ing of his  assets.  A

reduced by 3% under the Securities and Futures
Ordinance. In addition, a 5% discount is offered
to exis ting licensees who switch to the new
system during the firs t year of the two-year
trans itional period.

2003-04 estimates

For 2003-04, the SFC has projected a deficit of
$93.3 million (please see the table on the right).

Total income is es timated to be $339.9 million,
about 3.5% or $11.6 mil lion higher than the
revised estimated revenue of $328.3 million for
2002-03.  On the other hand, we project a total

operating expenditure of $407.9 million, about
6.5% or $25 million above the revised estimate
for 2002-03.

The SFC has been watching closely its financial
position, particularly its budgetary deficit. It will
cont inue its  various measures  in reduc ing
expenditures.

SFC's Annual Report for the year ended 31 March
2003 will  be published on 14 May. The report
will contain audited financial figures.

There shou ld als o be a  t rans parent  and
convenient  exit  mechanism - listing or annual
redemptions  for unlisted REITs;  adequate and
t imely  disclosure of financ ial reports  and
scheme ac t ivit ies ;  and vot ing by  scheme-
holders on connected party t ransact ions.

Alexa  Lam, SFC 's  Execut i ve Direc t or of
Intermediaries and Investment  Products,  says
the proposed int roduction of REITs is  part of
SFC's  continuous effort  to reinforce Hong
Kong's  pos it ion as  an internat ional financ ial
hub.

Following the consultation, the SFC will prepare
a consultat ion conc lus ions  document .  It  is
expected the code can be published in the third
quarter of 2003.

The consultat ion paper can be downloaded
from the webpage: http: //eapp01.hksfc .org.hk /
apps/ip/reit.nsf/Main?openform

mareva injunc t ion was obtained to prevent
Law f rom  b reac h ing  t he  t e rm s  o f  the
res t ric t ion not ice.   The High Court  in July
allowed the appointment  of adminis trators to
deal with the property of Law and Lawsons.

The SFC had earl ier  had concerns  on the
internal control of Lawsons and inst ructed it
to appoint  an independent accountant to check
account balances with cl ients.  A significant
discrepancy between stock records of Lawsons
and the Central Clearing and Set t lement
System was identified.

We  wi sh to rem ind  the i ndustr y  o f t he
importance of safeguarding c l ient  assets .
The SFC w il l  not  hes i ta te to  take  any
necessary  ac t ion agains t  breaches of the
fiduc iary  duties.

INVESTOR TIPS

As an investor,  you should watch out  for
potent ially misleading promotion on brokerage
commission offered by  securities dealers  with
effec t from 1 Apri l.

Dealers  may be offering compet it ive
rates  and reward schemes to at t rac t
inves tors .   In ves tors  should s t udy
ca re fu l ly  t he  deta i l s  of any  such
promotional offers inc luding the method
of calculation, the period for which such
promotional offer wil l be available, any
mi ni mum charges,  any  e l i gi bi l i ty
condit ions  or rest ric tions,  and whether
there are other hidden charges.

Should any dealer be found to have issued a
false, mis leading or deceptive advertisement,
the SFC will  immediately review that dealer's
fitness and properness to remain registered and
take appropriate disciplinary ac tion.

Investors can call the SFC at 2840 9333 if they
feel they have been mis led by dealers.   (Also

Read the fee details

About bonds The Expert  Group reviewing the securit ies  and
futures market  regulatory  framework released
its report  in March.

The Group,  appointed by the Government last
September after the penny stocks incident, was
chaired by  Mr Alan Cameron. The other two
members were Dr Raymond Ch'ien and Mr Peter
Clarke.

The Group has arrived at its conc lusions and
recommendat ions  wit h due regard  to the
Government’s  stated object ive of developing the
Hong Kong market  into the "premier capital
formation centre of China", "the Asian-time-zone
pil lar  of the gl obal futures  and deri vat ive
markets"  and "one of the top five equit ies
markets in the world".

One of the Group's recommendations is the set
up of a Hong Kong Listing Authority  under the
SFC to be responsible for s tock market  listing
funct ion.

On 10 April,  the Financial Secretary Mr Antony
Leung announced to conduct public consultation
on the regulat ion of listing mat ters.

The SFC welcomes the statement  of Mr Leung
that the general direction recommended by the
Group is appropriate and will enhance the quality
of the market.

The SFC will work  closely with the Government
and Hong Kong Exchanges and Clea ring
Limited.

The Group report can be downloaded f rom the
webpage ht tp:/ /www. info.gov.hk / info/expert /
expertreport-e.htm

Contingency plans on
atypical pneumonia

Appointments

Licensees must observe fiduciary duties

(continued from page 1)

 Proposed
 Estimates
  2003-04
   HK$'M

Revenue 339.94
Operat ing Expenditure 407.88
Deprec iation 25.40
Operating Deficit 93.34
Projected reserves
at beginning of the year 545.25
Reserves at end of the year 451.91
Capital Expenditure 23.10

term being SFC representat ives :  Mr Eric
Cheng and Ms Tina So.

AAAC

For two years  unt il  18 February 2005 to the
A cademi c  and  A cc red it at ion  A dvis ory
Committee: (appointed) Mr Albert T. da Rosa,
Jr and Profes sor Char les  D.  B ooth;  (re-
appointed) Professor Stephen Cheung and
Professor Paul B McGuinness.

Executive Director

Alexa Lam has been re-appointed as Execut ive
Direc tor ( Interm ediaries  and Invest ment
Products) for two years  to 28 February 2005.

Expert Group releases
report

see Investor Focus on Page 4)

A smart  investor should always firs t
unders t and an invest ment  product
before mak ing an investment. If you plan
to  i nves t  i n bonds ,  the fol lowi ng
materials published by the SFC may help
you make an informed decision.

A new leaflet ent itled Getting into Bonds
explains  the basic features and risks of
bonds,  how to evaluate the merit  of
bonds and where to get  information.

There is also a series of feature articles: Bonds
ABC, Choos ing a Bond, Finding Information on
Bonds and Buying and Trading Bonds.

The pub licat ions  are available at  the SFC
of fice.   On-l ine education resources can also
be found in the "Features"  sec t ion of  the
Elec t ronic  Investor Resources Centre at
www.hk eirc .org.

Every  sec tor of Hong Kong has been tak ing
precaut ions against  the atypical pneumonia.
The SFC has issued a c ircular request ing
int ermediar ies  to ensure  tha t  they  have
contingency plans  in place in case their staff
contract  the disease.

The SFC takes a serious view of the potent ial
dis ruption of this  il lness .

Intermediaries should  notify the SFC promptly
if any s taff member is  either suspected of
having atypical pneumonia symptoms or has
been diagnosed as  being infec ted.   They
should devise polic i es  and procedures  to
prevent  serious  disrupt ion to the operation
of the firm if any  staff is  infec ted.

These procedures  may include:  a) having a
back -up o ff ic e a t  unaf fec ted premi ses;
b) having s taff members  work ing at remote
premises; c ) arranging with counterparts  or
exchanges on cont ingency c los ing out  of
pos it ions,  c learing and sett lement mat ters ;
d) encouraging c l ients  to use telephone or
online fac i l i t ies  ins t ead;  and  e) not i fy ing
c l ien ts  o f s uspect ed s taf f i nfec t ion and
advis ing cl ients on what  measures have been
put  in place.   In this contex t ,  the SFC wil l
f l e x i b l y  add res s  any  i n t e r m ed i a ry ’s
compliance issues that may arise.

The SF C has  a lso  t ak en prec aut iona ry
measures  for the prevent ion of respiratory
t rac t  infec t ions ,  inc l uding dis infec t ing its
office,  dis t ribut ing of masks for al l  s taff and
encouraging their use in office.  Al l individual
divisions  and departments have developed
cont ingency work plans .

Cer t ai n  as pec ts  of  t he  Com mi s s i on’s
bus iness act ivit ies  may be slowed down but
investor protec t ion wil l  not  be compromised.

To fac ili tate the public offering of shares  and
debentures,  the Government  and the SFC, in a
three-phase approach,  are taking steps to
st reamline the procedures and requirements
relat i ng to the regis t rat i on and iss ue of
prospectuses.

First phase

In February the SFC issued three sets of guidelines
relating to:

l the issue of awareness advertisements to
increase investors' awareness of public offers,
and the publication of mini-prospectuses and
fact sheets to facilitate understanding of the
full prospectus;

l repeat offers  of shares or debentures using
separately registered "programme" documents
to enable issuers to better seize market
opportunities; and

l the use of faxed copies of experts' consent
letters and bulk print proof prospectuses for
regi s t ra t i on  purpos es  t o ease  t he
administrative burden of issuers.

Two c lass exemptions issued by  the SFC in
March, subject  to negat ive vet ting by  the
Legislative Council,  are expected to become
effec t ive in May.   For lis ted and unlisted
debentures, prospectuses will enjoy automatic
exemptions from contents requirements which are
considered irrelevant for inves tors  to make an
informed investment  dec is ion.   For l isted
debentures, prospectuses will also be exempt
from contents requirements which are similar to
those in the Listing Rules.

Second phase

In March, we consulted the public on proposed
amendments to the Companies Ordinance.  The

proposals aim to provide a statutory basis for the
guidelines, and to make other improvements to the
prospectus  regime such as excluding offer
documents for certain types of offers (e.g. offers
to not  more than 50 persons and offers to
profess ional inves tors) from the definition of
"prospectus". They also seek to achieve a level
playing field for local and overseas companies by
removing certain discrepancies in prospectus
requirements.  The consultation period ended on
31 March and comments received were in general
strongly supportive of the proposals.

Third phase

A comprehensive review of the securities offering
regime is  being undertaken by  the SFC and
consultation proposals are expected in 18 months.

The guidelines and consultation paper are available
on the SFC website.



In response to market  demand, and to allow
investors  to have access to a broader range
of investment products,  the SFC has drafted
a code on Real Es tate Investment Trus ts
(REITs). The public  are invited to comment by
23 Apri l 2003.

A REIT is a collec tive investment scheme that
owns and manages income-generat ing real
es tate, such as shopping malls , offices  and
residential properties.  It  focuses on property
investments  and pays dividends to scheme
holders.   After years of evolution,  REITs have
gained recognition in major financ ial markets
such as Australia and the US.

The draft  code on REITs emphasises  on:
p rope r  m anagem ent  expe r i enc e  and
expertise; c lear description of inves tment
pol i cy  and  ob jec t i ve ;  s egrega t ion  o f
management  and safekeeping of assets;  and
independent valuation for the assets regularly.

Real estate funds for more
choices
The  public are consulted on proposed safeguards

Securities offering made easier
Proposals wil l streamline procedures and requirements on prospectuses
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Clark and Mr Carlson Tong; W ithout  a fixed

A bankruptcy order was obtained by  the SFC
in March against Law Siu Kong, Christopher,
the sole proprietor of Lawsons Securit ies
Company.

According to the Securities  and Futures
Commission Ordinance,  the SFC may fi le a
pet it ion for a bankruptcy  order agains t  a
registered person if it appears to be expedient
in the public interest  to do so and if grounds
ex ist for a c reditor to present  such a pet ition.

The bankruptcy  petiton was filed fol lowing a
series  of regulatory act ions  taken by the SFC
to protec t  inves tors  and Lawsons ' c l ients .
These actions included a restriction notice on
Law las t June prohibiting him from dealing in
securities  and dispos ing of his  assets.  A

reduced by 3% under the Securities and Futures
Ordinance. In addition, a 5% discount is offered
to exis ting licensees who switch to the new
system during the firs t year of the two-year
trans itional period.

2003-04 estimates

For 2003-04, the SFC has projected a deficit of
$93.3 million (please see the table on the right).

Total income is es timated to be $339.9 million,
about 3.5% or $11.6 mil lion higher than the
revised estimated revenue of $328.3 million for
2002-03.  On the other hand, we project a total

operating expenditure of $407.9 million, about
6.5% or $25 million above the revised estimate
for 2002-03.

The SFC has been watching closely its financial
position, particularly its budgetary deficit. It will
cont inue its  various measures  in reduc ing
expenditures.

SFC's Annual Report for the year ended 31 March
2003 will  be published on 14 May. The report
will contain audited financial figures.

There shou ld als o be a  t rans parent  and
convenient  exit  mechanism - listing or annual
redemptions  for unlisted REITs;  adequate and
t imely  disclosure of financ ial reports  and
scheme ac t ivit ies ;  and vot ing by  scheme-
holders on connected party t ransact ions.

Alexa  Lam, SFC 's  Execut i ve Direc t or of
Intermediaries and Investment  Products,  says
the proposed int roduction of REITs is  part of
SFC's  continuous effort  to reinforce Hong
Kong's  pos it ion as  an internat ional financ ial
hub.

Following the consultation, the SFC will prepare
a consultat ion conc lus ions  document .  It  is
expected the code can be published in the third
quarter of 2003.

The consultat ion paper can be downloaded
from the webpage: http: //eapp01.hksfc .org.hk /
apps/ip/reit.nsf/Main?openform

mareva injunc t ion was obtained to prevent
Law f rom  b reac h ing  t he  t e rm s  o f  the
res t ric t ion not ice.   The High Court  in July
allowed the appointment  of adminis trators to
deal with the property of Law and Lawsons.

The SFC had earl ier  had concerns  on the
internal control of Lawsons and inst ructed it
to appoint  an independent accountant to check
account balances with cl ients.  A significant
discrepancy between stock records of Lawsons
and the Central Clearing and Set t lement
System was identified.

We  wi sh to rem ind  the i ndustr y  o f t he
importance of safeguarding c l ient  assets .
The SFC w il l  not  hes i ta te to  take  any
necessary  ac t ion agains t  breaches of the
fiduc iary  duties.

INVESTOR TIPS

As an investor,  you should watch out  for
potent ially misleading promotion on brokerage
commission offered by  securities dealers  with
effec t from 1 Apri l.

Dealers  may be offering compet it ive
rates  and reward schemes to at t rac t
inves tors .   In ves tors  should s t udy
ca re fu l ly  t he  deta i l s  of any  such
promotional offers inc luding the method
of calculation, the period for which such
promotional offer wil l be available, any
mi ni mum charges,  any  e l i gi bi l i ty
condit ions  or rest ric tions,  and whether
there are other hidden charges.

Should any dealer be found to have issued a
false, mis leading or deceptive advertisement,
the SFC will  immediately review that dealer's
fitness and properness to remain registered and
take appropriate disciplinary ac tion.

Investors can call the SFC at 2840 9333 if they
feel they have been mis led by dealers.   (Also

Read the fee details

About bonds The Expert  Group reviewing the securit ies  and
futures market  regulatory  framework released
its report  in March.

The Group,  appointed by the Government last
September after the penny stocks incident, was
chaired by  Mr Alan Cameron. The other two
members were Dr Raymond Ch'ien and Mr Peter
Clarke.

The Group has arrived at its conc lusions and
recommendat ions  wit h due regard  to the
Government’s  stated object ive of developing the
Hong Kong market  into the "premier capital
formation centre of China", "the Asian-time-zone
pil lar  of the gl obal futures  and deri vat ive
markets"  and "one of the top five equit ies
markets in the world".

One of the Group's recommendations is the set
up of a Hong Kong Listing Authority  under the
SFC to be responsible for s tock market  listing
funct ion.

On 10 April,  the Financial Secretary Mr Antony
Leung announced to conduct public consultation
on the regulat ion of listing mat ters.

The SFC welcomes the statement  of Mr Leung
that the general direction recommended by the
Group is appropriate and will enhance the quality
of the market.

The SFC will work  closely with the Government
and Hong Kong Exchanges and Clea ring
Limited.

The Group report can be downloaded f rom the
webpage ht tp:/ /www. info.gov.hk / info/expert /
expertreport-e.htm

Contingency plans on
atypical pneumonia

Appointments

Licensees must observe fiduciary duties

(continued from page 1)

 Proposed
 Estimates
  2003-04
   HK$'M

Revenue 339.94
Operat ing Expenditure 407.88
Deprec iation 25.40
Operating Deficit 93.34
Projected reserves
at beginning of the year 545.25
Reserves at end of the year 451.91
Capital Expenditure 23.10

term being SFC representat ives :  Mr Eric
Cheng and Ms Tina So.

AAAC

For two years  unt il  18 February 2005 to the
A cademi c  and  A cc red it at ion  A dvis ory
Committee: (appointed) Mr Albert T. da Rosa,
Jr and Profes sor Char les  D.  B ooth;  (re-
appointed) Professor Stephen Cheung and
Professor Paul B McGuinness.

Executive Director

Alexa Lam has been re-appointed as Execut ive
Direc tor ( Interm ediaries  and Invest ment
Products) for two years  to 28 February 2005.

Expert Group releases
report

see Investor Focus on Page 4)

A smart  investor should always firs t
unders t and an invest ment  product
before mak ing an investment. If you plan
to  i nves t  i n bonds ,  the fol lowi ng
materials published by the SFC may help
you make an informed decision.

A new leaflet ent itled Getting into Bonds
explains  the basic features and risks of
bonds,  how to evaluate the merit  of
bonds and where to get  information.

There is also a series of feature articles: Bonds
ABC, Choos ing a Bond, Finding Information on
Bonds and Buying and Trading Bonds.

The pub licat ions  are available at  the SFC
of fice.   On-l ine education resources can also
be found in the "Features"  sec t ion of  the
Elec t ronic  Investor Resources Centre at
www.hk eirc .org.

Every  sec tor of Hong Kong has been tak ing
precaut ions against  the atypical pneumonia.
The SFC has issued a c ircular request ing
int ermediar ies  to ensure  tha t  they  have
contingency plans  in place in case their staff
contract  the disease.

The SFC takes a serious view of the potent ial
dis ruption of this  il lness .

Intermediaries should  notify the SFC promptly
if any s taff member is  either suspected of
having atypical pneumonia symptoms or has
been diagnosed as  being infec ted.   They
should devise polic i es  and procedures  to
prevent  serious  disrupt ion to the operation
of the firm if any  staff is  infec ted.

These procedures  may include:  a) having a
back -up o ff ic e a t  unaf fec ted premi ses;
b) having s taff members  work ing at remote
premises; c ) arranging with counterparts  or
exchanges on cont ingency c los ing out  of
pos it ions,  c learing and sett lement mat ters ;
d) encouraging c l ients  to use telephone or
online fac i l i t ies  ins t ead;  and  e) not i fy ing
c l ien ts  o f s uspect ed s taf f i nfec t ion and
advis ing cl ients on what  measures have been
put  in place.   In this contex t ,  the SFC wil l
f l e x i b l y  add res s  any  i n t e r m ed i a ry ’s
compliance issues that may arise.

The SF C has  a lso  t ak en prec aut iona ry
measures  for the prevent ion of respiratory
t rac t  infec t ions ,  inc l uding dis infec t ing its
office,  dis t ribut ing of masks for al l  s taff and
encouraging their use in office.  Al l individual
divisions  and departments have developed
cont ingency work plans .

Cer t ai n  as pec ts  of  t he  Com mi s s i on’s
bus iness act ivit ies  may be slowed down but
investor protec t ion wil l  not  be compromised.

To fac ili tate the public offering of shares  and
debentures,  the Government  and the SFC, in a
three-phase approach,  are taking steps to
st reamline the procedures and requirements
relat i ng to the regis t rat i on and iss ue of
prospectuses.

First phase

In February the SFC issued three sets of guidelines
relating to:

l the issue of awareness advertisements to
increase investors' awareness of public offers,
and the publication of mini-prospectuses and
fact sheets to facilitate understanding of the
full prospectus;

l repeat offers  of shares or debentures using
separately registered "programme" documents
to enable issuers to better seize market
opportunities; and

l the use of faxed copies of experts' consent
letters and bulk print proof prospectuses for
regi s t ra t i on  purpos es  t o ease  t he
administrative burden of issuers.

Two c lass exemptions issued by  the SFC in
March, subject  to negat ive vet ting by  the
Legislative Council,  are expected to become
effec t ive in May.   For lis ted and unlisted
debentures, prospectuses will enjoy automatic
exemptions from contents requirements which are
considered irrelevant for inves tors  to make an
informed investment  dec is ion.   For l isted
debentures, prospectuses will also be exempt
from contents requirements which are similar to
those in the Listing Rules.

Second phase

In March, we consulted the public on proposed
amendments to the Companies Ordinance.  The

proposals aim to provide a statutory basis for the
guidelines, and to make other improvements to the
prospectus  regime such as excluding offer
documents for certain types of offers (e.g. offers
to not  more than 50 persons and offers to
profess ional inves tors) from the definition of
"prospectus". They also seek to achieve a level
playing field for local and overseas companies by
removing certain discrepancies in prospectus
requirements.  The consultation period ended on
31 March and comments received were in general
strongly supportive of the proposals.

Third phase

A comprehensive review of the securities offering
regime is  being undertaken by  the SFC and
consultation proposals are expected in 18 months.

The guidelines and consultation paper are available
on the SFC website.
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SFO - effective now
With the commencement of the long-awaited
Securit ies and Futures Ordinance (SFO) on 1
Apri l 2003, the SFC has renewed its pledge to
crack  down on market misconduct and protect
inves tors.

The law has enhanced the powers  of the SFC
and int roduced more effec tive deterrents.  For
example, listing applicants and listed companies
are required to file their disc losure and l isting
application materials with the SFC. The SFC can
exercise its investigative and prosecution powers
agains t persons fi ling false or misleading
information.

In addition to c riminal prosecut ion, a Market
Misconduct Tribunal has been set up to handle a
wide range of market  misconduct  through civil
means.  Other measures  include enhanc ing
transparency of shareholders' interes t in listed
companies.

SFC Alert
A bi-monthly newsletter for investors and intermediaries
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The SFC was set to record a deficit  for 2002-03
which was about half of the approved original
est imated deficit,  due to tight cos t control
measures, the SFC told legislators last month.

Presenting the SFC's budget estimates at  the
Legco Panel on Financ ial Affairs,  Chairman
Andrew Sheng said the Commiss ion had
originally  forecast the deficit for 2002-03 to be
$117.6 mil lion. It  was later revised to $78.7

SFC pledges to crack down on market misconduct

Watch out for fees and charges
Types and rates of fees that you need to pay attention to

A recent survey conducted by the Consumer
Council reveals that investors may be subject to
more than 70 types of fees, in addition to trading
commissions,  in the use of securit ies  trading
services.  The terminology for fees  and charges
used by  banks and brokerages also differs
ex tensively.  Here,  we explain some of these
charges and their implications to you.

Trading commission:  Brokerages and banks
charge this on each trade.   The commission rate
varies widely from firm to firm and is subject  to
such factors as transaction channels (e.g. online
or offline), transaction amount, trading  frequency
and cl ient relationship.  Usually,  there is a
minimum charge for each trade though the rate
charged could be higher than the stated rate for
small transactions.

Transaction levy, trading fee and stamp duty:
These are standard fees collected by brokers and
banks on behalf of the SFC (0.007% of the
transact ion amount , of which 0.002% is  for the
compensat ion fund), the Stock  Exchange
(0.005%) and the Inland Revenue Department
(0.1%).
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Cost control measures to continue

E-mail address
enquiry@hksfc.org.hk

SFO enquiry
sfoenquiry@hksfc.org.hk

Settlement fee:  The Central Clearing and
Settlement System (CCASS) charges 0.002% of
the transaction amount for providing a settlement
service in each t rade (minimum $2; maximum
$100).   Brokerages and banks usually recover
the settlement fee from their clients and are at
liberty to increase it.

Custody fee:  Some firms charge cl ients for
safekeeping their shares,  usually  every six
months  (e.g. in May and November).  The fee is
usually  calculated on a per board lot  bas is .
Alternatively, some firms charge a flat fee.

Stock withdrawal  fee:  Some firms seek
reimbursement from their clients of the $3.5 per
board lot charge on the withdrawal of shares from
CCASS.   Other firms may also impose
adminis trative charges on top of this fee.

Scrip fee:   This  is  charged by  CCASS for
registering securit ies  in the name of HKSCC
(Nominees) Limited at $1.5 per board lot on book
close dates  (e.g. on the distribution of dividends
and rights issues) or $0.75 per board lot  on
deemed book close dates (i.e. 31 December if
there was no book close date declared during

the  yea r).   CCA SS charges brokerage
participants  the scrip fee based on the net
increase of a s tock held between book close
dates (including deemed book close dates).  For
example, if a s tock had no book close dates
during the year, the scrip fee charged on the
deemed book close date for a net increase of
30,000 lots of shares (1,000 shares per lot at a
price of $0.03) from the last book close date will
be $22,500 or 2.5% of the market value of the
stock.  Brokerages and banks usually recover
the scrip fee from their clients and may impose
additional charges.

Corporate action fees: These are charged on
the collection of dividends, bonus shares, rights
issue entitlements and warrant conversion etc.
Corporate ac tion fees are charged in addition to
scrip fees for rights issues and the distribution of
dividends.

You should not focus solely  on the t rading
commission, but be prepared to compare all the
costs involved.  Take into account what kind of
services you want and choose a service provider
that suits your needs.

million.  But  with the cost cutting measures like
salary and hiring freeze, the deficit  recorded for
the 11 months to the end of February 2003 was
$48.6 million.

Based on this , the deficit for the whole year was
projected to be $59 mill ion, which would be only
half of the original forecast deficit.

The projec ted deficit for $59 mill ion is roughly
comparable with las t year's ac tual defic it  of
$54.2 million even though revenue for 2002-03
was expected to be 7.5%, or $27.3 million, lower
than the total income a year ago.

Total operat ing expenditure after depreciation
was forecast to decrease by 5.4% or $22.4 million.
Nearly half of the savings, or $10.7 million, came
from personnel expenses. Capital expenditure
dropped 43.6% to this year's $15.1 million.

No fee  rises

Despite the deficit, for the 11th consecutive year
the SFC has not asked for government funding
for 2003-04. The total grant forgone by the SFC
so far has reached $876 million.

Not only has the SFC not asked for government
funding, it has decided not to raise fees. Instead,
l icens ing fees for intermediaries  have been

The SFC's recently  released draft guidelines for
regulating pass ively managed index tracking
Exchange Traded Funds (ETFs) represents the
first  step to create a regulatory  framework to
facil itate the development of Hong Kong as  a
regional ETF market.

A typical ETF comprises a basket of securities
that represents the const ituents of the index; as
such its composition and pric ing are highly
transparent.  Examples of ETFs are the Tracker
Fund of Hong Kong and iShares MSCI China
Tracker.

Given the relat ively simple inves tment objective
and strategy for ETFs, the SFC cons iders that
pass ively managed index tracking ETFs should
be given relief from strict compliance with certain
requirements  of the Code on Unit Trusts  and
Mutual Funds.

The draft ETF Guidelines aim to achieve three
objectives:  to provide appropriate regulation; to
enhance the disclosure and transparency of ETF
documentation; and to create a plat form for the
admission of overseas ETFs based on the
princ iple of regulatory equivalence.

The consultation period is extended to 2 May 2003.
The document is available on the SFC website.

The SFO was enacted on 13 March 2002.
At a press conference on 31 March 2003,
SFC Chairman Andrew Sheng said the
SFC would enforce the new law to protect
inves tors.

New initiatives

A number of initiatives are introduced by the SFC
upon the SFO's  implementat ion  to help
intermediaries  in complying with the law and
enable inves tors  to get  useful informat ion to
protect their interests.

These include a revamped SFC Infoline service
(tel 2840 9393) which is an interactive telephone
enquiry service for the public  with part icular
emphas is  on  intermediaries  licens ing and
s upervi s i on ,  and  i nves tm ent  p roduct s
authorisation.

A new investor booklet SFO & You highlights the

features of the SFO. When and How to Make
a Complaint explains  how an investor can
make a complaint in order to protect his or
her own interests.

In addition, a new public register is available on
the SFC website to enhance the t ransparency of
intermediaries whom investors  deal with.  The
complaint channels of firms licensed with the SFC
and all public disciplinary actions  that have been

SFO - effective now
taken against  the intermediaries in the past five
years are also shown.

Furthermore, the second edition of the bilingual
glossary  An English-Chinese Glossary of
Securities, Futures and Financial Terms has been
published. It is an updated version of the glossary
published by the SFC in April  1999, of which
about 2,800 copies have been sold. This version
contains  Chinese t ranslations for over 13,800
English financ ial terms and phrases - nearly
doubling the first edition.

Last but not least, a regulatory handbook which
contains updated SFC codes and guidelines is
available on the SFC website.

More guidelines

Meanwhile, the SFC published in March several

important guidelines for the SFO including those
on disclosure of interests in listed companies and
transitional arrangement for intermediaries.

All the above publications are available on the
SFC website. A 20% discount to the regular price
of  $100 is available for bulk  purchase of  the
Glossary.  Please contact us at 2283 6860.

Shareholders Group
The SFC Shareholders Group held i ts 11th
meeting in March.  Members were consulted on
proposals  regarding the cold calling prohibitions
on brokers and banks.   Members generally
supported that the cold calling rules should apply
to selling of funds in the same way as they apply
to selling of other securities.  The SFC is working
on  c er ta in gu idel ines  to  be i ss ued to
intermediaries  and wil l  take into account
members’ views.

Exam bodies
The Academic  and Accreditat ion Advisory
Commit tee (AAAC) of the SFC decided in
February to appoint the Hong Kong Securit ies
Institute as an independent exam body to run the
industry and local regulatory framework exams
in securities and futures . The Financial Services
Development Centre of the Vocat ional Training
Council will continue to run the leveraged foreign
exchange trading exams.

SFO and You

Ordinances replaced 10
Pages (in each language) Nearly 600
Parts 17
Sections 409
Schedules 10
Items of subsidiary legislation 40

The biggest statute

SFC moving to Chate r House

Vis itors  to the SFC wil l  have to walk  across
Chater Road from July.

The SFC signed a lease for four floors,  from
6th to 9th floors ,  of the Chater House las t
month. The lease is  for 10 years starting from
1 July 2003.

The S FC began  a sea rc h for new o ffi ce
premises after i t  was asked by  its  landlord
Hong Kong Land to vacate the present  office
at Landmark by the end of June.

In choos ing the appropriate office building,
the SFC has considered the fol lowing fac tors :
an att ract ive rental package; an effic ient  office
build ing with  good locat ion,  security  and
service management ;  comparable floor area
requirement;  and availabil ity by  30 June 2003.

The new office can be conveniently accessed
by investors  and market prac titioners,  and wil l
enabl e us  to con t inue to dis charge our
responsibil i ties effec t ively.

The SFC can save 10% in rental expenditure
after moving to i ts  new office in the Chater
House in July.   We wil l  adopt  modest  fi t t ing
out standards and reuse ex is ting furniture and
equipment  where possible.

New office
SFC consults on
exchange traded funds

SFC Chairm an And rew Sh eng an d Chie f Coun sel An drew
Young introduce the new initiatives at the press conference.
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Deficit for 2002-03 half of original estimate
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