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Explanatory notes

The Commission will be guided by this Code of Conduct (“the Code”) in
considering whether a licensed or registered person satisfies the
requirement that it is fit and proper to remain licensed or registered, and in
that context, will have regard to the general principles, as well as the letter,
of the Code. For the purposes of the Code, a registered person includes a
“relevant individual” as defined in section 20(10) of the Banking Ordinance
(Cap.155), and “registered” shall be construed accordingly. The Code has
been published in the Gazette.

Where the Commission has information which suggests that a licensed or
registered person is not a fit and proper person to remain licensed or
registered, it may conduct an investigation under section 182(1)(e) of the
Securities and Futures Ordinance (Cap. 571) (“the SFO”). This information
may refer to how the licensed or registered person conducts the business
for which the person is licensed or registered or, in the case of an individual
who is licensed or registered how he carries on the activity for which he is
licensed or registered, or it may refer to other matters. The Commission
places great importance on licensed or registered persons being fit and
proper.

Licensed or registered persons should note the various Schedules to the
Code. These are part of the Code and provide, among other things,
supplemental materials such as risk disclosure statements. There are also
specific Schedules of provisions that apply to licensed or registered
persons which deal in securities and/or futures contracts listed or traded on
The Stock Exchange of Hong Kong Limited or Hong Kong Futures
Exchange Limited or trade in leveraged foreign exchange contracts. These
are derived primarily from former rules of the Exchanges and the repealed
Leveraged Foreign Exchange Trading Ordinance. Licensed or registered
persons are expected under paragraph 12.1 of the Code to comply with the
rules of exchanges and clearing houses of which they are members or
participants.

To reflect the realities of today’s markets, the Commission recognizes that
conduct of business principles should be flexible enough to differentiate
between professional and non-professional investors and some provisions
of the Code need not be observed in the case of professionals.

vii



Unless otherwise specified or the context otherwise requires, words and
phrases in the Code shall be interpreted by reference to any definition of
such word or phrase in Part 1 of Schedule 1 to the SFO.

This Code does not have the force of law and should not be interpreted in a
way that would override the provision of any law.

viii



General principles

The Commission has modelled the Code on principles developed and
recognized by the International Organization of Securities Commissions
and other principles the Commission believes to be fundamental to the
undertaking of a licensed or registered person's business.

GP1.

GP2.

GP3.

GP4.

GP5.

GP6.

Honesty and fairness
In conducting its business activities, a licensed or registered person

should act honestly, fairly, and in the best interests of its clients and
the integrity of the market.

Diligence
In conducting its business activities, a licensed or registered person

should act with due skill, care and diligence, in the best interests of
its clients and the integrity of the market.

Capabilities
A licensed or registered person should have and employ effectively

the resources and procedures which are needed for the proper
performance of its business activities.

Information about clients
A licensed or registered person should seek from its clients

information about their financial situation, investment experience
and investment objectives relevant to the services to be provided.

Information for clients

A licensed or registered person should make adequate disclosure
of relevant material information in its dealings with its clients.

Conflicts of interest

A licensed or registered person should try to avoid conflicts of
interest, and when they cannot be avoided, should ensure that its
clients are fairly treated.



GP7.

GP8.

GP9.

Compliance

A licensed or registered person should comply with all regulatory
requirements applicable to the conduct of its business activities so
as to promote the best interests of clients and the integrity of the

market.

Client assets

A licensed or registered person should ensure that client assets are
promptly and properly accounted for and adequately safeguarded.

Responsibility of senior management

The senior management of a licensed or registered person should
bear primary responsibility for ensuring the maintenance of
appropriate standards of conduct and adherence to proper
procedures by the firm. In determining where responsibility lies,
and the degree of responsibility of a particular individual, regard
shall be had to that individual’'s apparent or actual authority in
relation to the particular business operations, and the factors
referred to in paragraph 1.3 below.



Code of conduct

Interpretation and application

1.1

1.2

1.3

Definition: representative, registered person, person

(a) Areference in the Code to a “representative” has the same
meaning as under section 167 of the SFO.

(b) Avreference in the Code to a “registered person” means a
“registered institution” and, except where the context
otherwise requires, includes a “relevant individual” as defined
in section 20(10) of the Banking Ordinance (Cap.155), and
“registered” shall be construed accordingly.

(c) Avreference in the Code to a “person” includes any public
body and any body of persons, corporate or unincorporate.

Interpretation

A reference in the Code to “it” or “its” in relation to a licensed or
registered person shall, except where the context otherwise
requires, be construed as including a reference to “him” or “his” (as
the case may be).

Persons to which the Code applies

Although the Code applies to all licensed or registered persons in
carrying on the regulated activities for which the persons are
licensed or registered, the Commission recognizes that some
aspects of compliance with the Code may not be within the control
of a representative. In considering the conduct of representatives
under the Code, the Commission will consider their levels of
responsibility within the firm, any supervisory duties they may
perform, and the levels of control or knowledge they may have
concerning any failure by their firms or persons under their
supervision to follow the Code.



1.4 Effect of breach of the Code

A failure by any person to comply with any provision of the Code
that applies to it —

(a)

August 2018

shall not by itself render it liable to any judicial or other
proceedings, but in any proceedings under the SFO before
any court the Code shall be admissible in evidence, and if
any provision set out in the Code appears to the court to be
relevant to any question arising in the proceedings it shall be
taken into account in determining the question; and

the Commission shall consider whether such failure tends to
reflect adversely on the person’s fitness and properness.



Honesty and fairness

21

2.2

23

24

Accurate representations

Where a licensed or registered person advises or acts on behalf of
a client, it should ensure that any representations made and
information provided to the client are accurate and not misleading.

Fair and reasonable charges

The general course of dealing or advising concerning a client, the
provision of margin lending, and the charges, mark-ups, or fees
affecting a client should be fair and reasonable in the
circumstances, and be characterized by good faith.

Advertising

A licensed or registered person should ensure that invitations and
advertisements do not contain information that is false, disparaging,
misleading or deceptive.

Anti-bribery guidelines

A licensed or registered person should be familiar with the
Prevention of Bribery Ordinance (Cap. 201) (“PBQO”) and follow
related guidance issued by the Independent Commission Against
Corruption. The PBO may prohibit an agent (normally an
employee) from soliciting or accepting an advantage without the
permission of the principal (normally the employer) when
conducting the principal’s business. A person who offers the
advantage may also commit an offence.



Diligence

3.1

3.2

3.3

3.4

3.5

3.6

Prompt execution

A licensed or registered person should take all reasonable steps to
execute promptly client orders in accordance with clients’
instructions.

Best execution

A licensed or registered person when acting for or with clients
should execute client orders on the best available terms.

Prompt and fair allocation

A licensed or registered person should ensure that transactions

executed on behalf of clients are promptly and fairly allocated to
the accounts of the clients on whose behalf the transactions were
executed.

Advice to clients: due skill, care and diligence

When providing advice to a client a licensed or registered person
should act diligently and carefully in providing the advice and
ensure that its advice and recommendations are based on
thorough analysis and take into account available alternatives.

No withholding of orders for convenience

A licensed or registered person should not withdraw or withhold
client orders for its own convenience or for the convenience of any
other person. For the avoidance of doubt, this only applies in respect
of market orders and limit orders that can be executed in the market
at the relevant price.

Collection of margins

In dealing or trading for its clients in securities, futures contracts or
leveraged foreign exchange contracts that require the provision of
margin (including collateral), a licensed or registered person should
collect promptly from clients any amounts due as margin.



3.7 Separate accounts

A licensed or registered person should keep separate accounts for

each

client for dealings in securities, futures contracts or trading in

leveraged foreign exchange contracts, and where relevant, for
transactions concluded on a cash basis or a margin basis.

3.8 Derivative position and reporting limits

A licensed or registered person should inform clients of applicable
derivative position and reporting limits and, in relation to positions
maintained with the licensed or registered person, monitor
compliance with those limits.

3.9 Order recording

(a)

(c)

Notes

Except as otherwise provided in Schedule 3 and Schedule 6
to the Code, a licensed or registered person should record
and immediately time stamp records of the particulars of the
instructions for agency orders and internally generated orders
(such as proprietary accounts and staff accounts).

Where order instructions are received from clients through
the telephone, a licensed or registered person should use a
telephone recording system to record the instructions and
maintain telephone recordings as part of its records for at
least six months.

A licensed or registered person should prohibit its staff
members from receiving client order instructions through
mobile phones when they are on the trading floor, in the
trading room, usual place of business where order is received
or usual place where business is conducted, and should have
a written policy in place to explain and enforce this prohibition.

The Commission notes that mobile telephones are widely used in Hong

Kong.

The use of mobile phones for receiving client order instructions is

strongly discouraged. However, where orders are accepted by mobile

The revisions to paragraph 3.9 will take effect on 1 Dec 2012.

June 2012



3.10

3.1

June 2012

phones outside the trading floor, trading room, usual place of business
where order is received or usual place where business is conducted, staff
members should immediately call back to their licensed or registered
person’s telephone recording system and record the time of receipt and the
order details. The use of other formats (e.g. in writing by hand) to record
details of clients’ order instructions and time of receipt should only be used
if the licensed or registered person’s telephone recording system cannot be
accessed.

Best interests of clients

A licensed or registered person should act in the best interests of
its clients in providing services or recommending the services of an
affiliated person to its clients.

Use of gifts by distributors in promoting a specific investment
product

In promoting a specific investment product to a client, a licensed or
registered person should not offer any gift other than a discount of
fees or charges.
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Fii T
Capabilities
4.1 Fit and proper staff

4.2

4.3

4.3A

September 2020

A licensed or registered person should ensure that any person it
employs or appoints to conduct business is fit and proper and
otherwise qualified to act in the capacity so employed or appointed
(including having relevant professional training or experience).

Staff supervision

A licensed or registered person should ensure that it has adequate
resources to supervise diligently and does supervise diligently
persons employed or appointed by it to conduct business on its
behalf.

Internal control, financial and operational resources

A licensed or registered person should have internal control
procedures and financial and operational capabilities which can be
reasonably expected to protect its operations, its clients and other
licensed or registered persons from financial loss arising from theft,
fraud, and other dishonest acts, professional misconduct or
omissions.

Risk mitigation requirements and margin requirements in
relation to non-centrally cleared OTC derivative transactions

A licensed person which enters into non-centrally cleared OTC
derivative transactions should implement the risk mitigation
requirements and margin requirements set out in Part | and Part Il|
of Schedule 10 respectively.
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Information about clients

5.1 Know your client: in general

A licensed or registered person should take all reasonable steps to
establish the true and full identity of each of its clients’, and of each
client's financial situation, investment experience, and investment
objectives. Where an account opening procedure other than a face-
to-face approach is used, it should be one that satisfactorily
ensures the identity of the client.

51A Know your client: investor characterization

(a)

(b)

A licensed or registered person should, as part of the know
your client procedures, assess the client’s knowledge of
derivatives and characterize the client based on his
knowledge of derivatives.

Where a client without knowledge of derivatives wishes to
purchase a derivative product (hereafter refer to as a
“transaction” in this paragraph) which is:

(i)

traded on an exchange and the licensed or registered
person has not solicited the client or made a
recommendation to the client in relation to the proposed
transaction, the licensed or registered person should
explain the relevant risks associated with the product to
the client;

not traded on an exchange and the licensed or
registered person has not solicited the client or made a
recommendation to the client in relation to the proposed
transaction, the licensed or registered person should
warn the client about the transaction and, having regard
to the information about the client of which the licensed
or registered person is or should be aware through the
exercise of due diligence, particularly the fact that he is
a client without knowledge of derivatives, the licensed
or registered person should provide appropriate advice
to the client as to whether or not the transaction is

" Please refer to the Commission’s website regarding account opening approaches that the Commission would
consider to be acceptable for the purposes of this paragraph.

July 2019
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5.2

5.3

5.4

suitable for the client in all the circumstances. Records
of the warning and other communications with the client
should be kept. If the transaction is assessed to be
unsuitable for the client, the licensed or registered
person may only proceed to effect the transaction if to
do so would be acting in the best interests of the client
in accordance with the general principles of the Code.

Know your client: reasonable advice

Having regard to information about the client of which the licensed
or registered person is or should be aware through the exercise of
due diligence, the licensed or registered person should, when
making a recommendation or solicitation, ensure the suitability of
the recommendation or solicitation for that client is reasonable in all
the circumstances.

Know your client: derivative products

A licensed or registered person providing services to a client in
derivative products, including futures contracts or options, or any
leveraged transaction should assure itself that the client
understands the nature and risks of the products and has sufficient
net worth to be able to assume the risks and bear the potential
losses of trading in the products.

Client identity: origination of instructions and beneficiaries

(@) Subject to paragraph 5.4(e), a licensed or registered person
should be satisfied on reasonable grounds about:

(i) the identity, address and contact details of :

(A) the person or entity (legal or otherwise) ultimately
responsible for originating the instruction in
relation to a transaction; and

(B) exceptin the case of paragraph 5.4(d) below, the
person or entity (legal or otherwise) that stands to
gain the commercial or economic benefit of the
transaction and/or bear its commercial or
economic risk; and

July 2019 11



(i) the instruction given by the person or entity referred to
in paragraph 5.4(a)(i)(A).

A licensed or registered person should keep in Hong Kong a
record of the details referred to in paragraph 5.4(a) and give
the Commission access to that record upon request.

A licensed or registered person should not do anything to
effect a transaction unless it has first complied with
paragraphs 5.4(a) and (b).

In relation to a collective investment scheme or discretionary
account, the "entity" referred to in paragraph 5.4(a) is the
collective investment scheme or account, and the manager of
that collective investment scheme or account, not those who
hold a beneficial interest in that collective investment scheme
or account (e.g., the unitholders of a unit trust).

Paragraph 5.4(a) applies only where the transaction involves
securities or futures contracts that are listed or traded on a
recognized stock market or a recognized futures market or a
derivative, including an over-the-counter derivative, written
over such securities or futures contracts.

5.5 Know your client: complex products

(a)

July 2019

Subject to paragraph 5.5(b), a licensed or registered person
providing services to a client in complex products should
ensure that —

(i) atransaction in a complex product is suitable for the
client in all the circumstances;

(i)  sufficient information on the key nature, features and
risks of a complex product is provided so as to enable
the client to understand the complex product before
making an investment decision; and

(iii) warning statements in relation to the distribution of a

complex product are provided to the client in a clear
and prominent manner.

12
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(b) For complex products which are also derivative products
traded on an exchange in Hong Kong or in a specified
jurisdiction, where there has been no solicitation or
recommendation, a licensed or registered person is not
required to comply with paragraph 5.5(a) but must still comply
with paragraphs 5.1A and 5.3. For derivative products traded
on an exchange which is not in a specified jurisdiction, a
licensed or registered person should comply with paragraph
5.5(a) unless such product could reasonably be treated on
the same basis as derivative products traded on an exchange
in Hong Kong or in a specified jurisdiction.

Notes

“Complex product” refers to an investment product whose terms, features
and risks are not reasonably likely to be understood by a retail investor
because of its complex structure.

Set out below are factors to determine whether an investment product is
complex or not:

(i) whether the investment product is a derivative product;

(ii) whether a secondary market is available for the investment product at
publicly available prices;

(iii) whether there is adequate and transparent information about the
investment product available to retail investors;

(iv) whether there is a risk of losing more than the amount invested;

(v) whether any features or terms of the investment product could
fundamentally alter the nature or risk of the investment or pay-out
profile or include multiple variables or complicated formulas to
determine the return; and

Note: This would include, for example, investments that incorporate a
right for the investment product issuer to convert the instrument
into a different investment.

(vi) whether any features or terms of the investment product might render
the investment illiquid and/or difficult to value.

A licensed or registered person should refer to the guidance (eg, guidelines
and FAQs) issued by the Commission from time to time for examples of

July 2019 13
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complex products, lists of specified jurisdictions, information on the key
nature, features and risks of a complex product and warning statements in
relation to the distribution of a complex product that should be provided to its

clients.

5.6 Investor identification — on-exchange orders and off-exchange
trades reportable to SEHK

(a)

March 2023

This paragraph applies to a relevant licensed or registered
person. The obligations set out in this paragraph do not
apply to an order or trade of odd lots of listed securities
traded on the odd lot/special lot market of SEHK (save for
underlying orders in an executed aggregated order) and
transaction(s) reported via SEHK’s trade amendment
system.

For the purposes of this paragraph:

(i)

(iii)

“aggregated order” means an order which
comprises two or more buy orders and/or sell
orders for the same listed security placed by
different clients, which may be executed as an on-
exchange order or off-exchange order;

“BCAN” means a “Broker-to-Client Assigned Number”,
being a unique identification code in the format
prescribed by SEHK, generated by a relevant licensed
or registered person in accordance with SEHK’s
requirements;

“BCAN-CID Mapping File” means the data file
containing the BCAN and CID of all clients of a
relevant licensed or registered person in the format
prescribed by SEHK from time to time;

“CID” means the client identification data as described
in paragraph 5.6(n);

“direct client” means the most immediate client of a
relevant licensed or registered person which has
placed or proposes to place an on-exchange order or
off-exchange order through a securities trading
account with that person;
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(vii)

(viii)

(xi)

(xii)

(xiii)

(xiv)

“client” has the meaning as set out in paragraph
5.6(m);

“listed security” means any security listed or traded on
SEHK’s trading system;

“odd lot” means the number of shares of a corporation
which is less than one board lot as shown on SEHK’s
website;

“odd lot/special lot market” means a market
established for the trading of odd lots as described in
and pursuant to SEHK’s requirements;

“OE Trade Reporting” refers to the reporting of an off-
exchange trade directly by an exchange participant to
SEHK according to its rules;

“on-exchange order” means a buy or sell order for a
listed security which is to be executed on the
automatic order matching system operated by SEHK;

“off-exchange order” means a buy or sell order for a
listed security which is to be executed outside SEHK’s
automatic order matching system and the
consummation of which would result in an off-
exchange trade;

“off-exchange trade” means a trade of a listed security
which takes place outside SEHK’s automatic order
matching system but is reportable by exchange
participants to SEHK pursuant to its rules;

“relevant licensed or registered person” means a
licensed or registered person which:

(1) submits (or arranges to submit) for execution an
on-exchange order;

(2) carries out an off-exchange order; or
(3) conducts OE Trade Reporting,
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in connection with its carrying out any of the specified
activities;

“SEHK” means The Stock Exchange of Hong Kong
Limited; and

“specified activities” means (i) proprietary trading and

(i) the provision of securities brokerage services for a
person in respect of orders placed through an account
opened and maintained for that person.

Subject to paragraphs 5.6(d) and 5.6(e), a relevant
licensed or registered person is required to:

(i)

(ii)

assign a BCAN to each of its clients, the BCAN to be
linked permanently and exclusively to that client; and

collect CID of each client to whom it has assigned a
BCAN pursuant to paragraph 5.6(c)(i) and prepare a
BCAN-CID Mapping File for submission to SEHK’s
data repository.

Where a client holds more than one securities trading
account with a relevant licensed or registered person, a
relevant licensed or registered person may assign more
than one BCAN to the client to distinguish between orders
placed through different accounts. However, orders placed
through the same securities trading account must be tagged
with the same BCAN.

Where an on-exchange order or off-exchange order is
carried out through an intermediating chain of brokers, the
last relevant licensed or registered person in the chain
(starting with the exchange participant executing the order
and working backwards), whose direct client is not a
relevant licensed or registered person, shall be the party
responsible for assigning the BCAN, collecting CID,
preparing the BCAN-CID Mapping File, and submitting the
BCAN-CID Mapping File to SEHK either directly or
indirectly through another relevant licensed or registered
person.
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Where an on-exchange order or off-exchange order is
placed from a securities trading account held jointly by two
or more persons, a relevant licensed or registered person
is required to assign a BCAN to the account and not to the
account holders. This BCAN should be distinct from any
BCAN assigned to any joint account holder who holds a
securities account with the relevant licensed or registered
person in his sole name. The BCAN-CID Mapping File
containing the CID of all holders of that joint account
should be submitted by the relevant licensed or registered
person to SEHK under the BCAN assigned to the joint
account.

A relevant licensed or registered person should ensure that
the order information for each (i) on-exchange order which
it submits (or arranges to submit) to SEHK, (ii) off-
exchange order it carries out either directly or indirectly
through another relevant licensed or registered person,
and (iii) trade when it conducts OE Trade Reporting,
includes the CE number of the licensed or registered
person (being the unique identifier assigned by the SFC)
as well as (1) a BCAN assigned to the relevant client or
joint account or (2) a specific code as prescribed by SEHK
in the case of an aggregated order as the case may be.

Where a relevant licensed or registered person transmits
an on-exchange or off-exchange order to another person
who is not a licensed or registered person in an
intermediating chain of brokers for execution, the relevant
licensed or registered person should take reasonable steps
(including putting in place arrangements with the receiving
person) to ensure that the BCAN (and, in the case of an
aggregated order, the specific code prescribed by SEHK)
assigned and tagged to the order by the relevant licensed
or registered person would be transmitted by the receiving
person to the next relevant licensed or registered person in
the intermediating chain.

In the case of an executed aggregated order, a relevant
licensed or registered person which submits (or arranges
to submit) the order to SEHK or carries out the order
should also ensure that the BCAN of each client or joint
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account to which the underlying orders relate is
subsequently submitted to SEHK in accordance with
SEHK'’s requirements either directly or through another
relevant licensed or registered person.

A relevant licensed or registered person should have
automated order management systems in place to ensure
that clients’ BCANs and the specific codes prescribed by
SEHK (in the case of an aggregated order) which are
tagged to on-exchange orders or off-exchange orders and
included in OE Trade Reporting are correct and valid.

A relevant licensed or registered person which is
responsible for collecting CID and preparing the BCAN-CID
Mapping File of its clients under paragraph 5.6 should
ensure that it submits the BCAN-CID Mapping File to
SEHK by the prescribed time and in accordance with
SEHK'’s requirements either directly or through another
relevant licensed or registered person.

A relevant licensed or registered person which is
responsible for assigning a BCAN and preparing the
BCAN-CID Mapping File should take all reasonable steps
to establish that the BCAN and CID which it submits to
SEHK are accurate and kept up-to-date. It should notify
SEHK in accordance with SEHK’s requirements when it
becomes aware that any such information has changed, is
inaccurate or should otherwise be updated, including
where there is a closure of a client account, addition of a
new client account, or a change in CID. A relevant licensed
or registered person should put in place measures to
require clients to notify the relevant licensed or registered
person of any updates to their CID.

A relevant licensed or registered person should comply
with all applicable Rules of the Exchange and other
requirements prescribed by SEHK in relation to the
assignment of BCANs and the submission of BCAN-CID
Mapping Files to SEHK, including the notification of any
changes, errors or omissions.
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For the purpose of the obligations to be carried out by a

relevant licensed or registered person under paragraph 5.6,

a “client” means the direct client of the relevant licensed or
registered person, save that:

(iif)

(iv)

in the case of proprietary trading by a relevant
licensed or registered person, a client refers to the
relevant licensed or registered person itself;

in the situation mentioned in paragraph 5.6(d), a client
shall be a person to whom a BCAN is assigned for the
on-exchange order or off-exchange order;

in the situation mentioned in paragraph 5.6(e), a client
refers to each of the holders of the joint securities
account; and

in the case of a collective investment scheme or
discretionary account, a client refers to a collective
investment scheme, discretionary account holder or
asset management company, as the case may be,
which has opened a trading account with the relevant
licensed or registered person, through whose account
an on-exchange order or off-exchange order is placed
or proposed to be placed.

For the purpose of paragraph 5.6, CID shall mean the
following information in relation to a client to whom a BCAN
is assigned:

(iii)
(iv)

the full name of the client as shown in the client’'s
identity document;

the issuing country or jurisdiction of the identity
document;

the identity document type; and

the identity document number.
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For the purpose of paragraph 5.6(n), CID of a client should
be collected from the identity document which is first
mentioned in the list below save that where the client does
not hold such document, the next mentioned document
should be used and so forth:

(i)  inthe case of a natural person, his or her (1) HKID
card; or (2) national identification document; or (3)
passport;

(i)  inthe case of a corporation, its (1) legal entity
identifier (LEI) registration document; or (2) certificate
of incorporation; or (3) certificate of business
registration; or (4) other equivalent identity document;
and

(iii)  in the case of a trust, the trustee’s information as in
paragraph 5.6(0)(i) or (ii) (as the case may be).
However in the case of a trust which is an investment
fund, CID of the asset management company or the
individual fund, as appropriate, which has opened a
trading account with the relevant licensed or
registered person should be obtained.

On or before the submission of the BCAN-CID Mapping
File in respect of an individual client, a relevant licensed or
registered person should have obtained from the client
written or other express consent in a form and manner in
compliance with the SFC’s requirements. A record of
consent must be kept by the relevant licensed or registered
person for as long as the client remains its client and up to
at least two years after the client relationship ceases.

If the consent referred to in paragraph 5.6(p) cannot be
obtained from any client who is a natural person, the
relevant licensed or registered person should not submit
any BCAN or CID of that client to SEHK and should only
effect sell orders or trades in respect of existing holdings of
a listed security (but not buy orders or trades) for that client.
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5.7 Reporting of OTC securities transactions
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Expressions appearing in paragraph 5.7 bear the same
meanings as defined in paragraph 5.6(b), save that, for
purposes of paragraph 5.7:

(i)  the definition of “client” does not include paragraph
5.6(m)(ii);

(i)  IRD means the Inland Revenue Department of Hong
Kong;

(i) “OTC Securities Transaction” means a transaction
involving shares which is not conducted by an on-
exchange order or reportable as an off-exchange
trade within the scope of paragraph 5.6 in respect of
which stamp duty is chargeable in Hong Kong and the
transaction is not granted stamp duty relief (whether in
full or in part) from the IRD;

(iv) “relevant licensed or registered person” means a
licensed or registered person who carries out any of
the “specified activities” as defined in paragraph
5.6(b);

(v) “relevant transfer” means a transfer of shares in
connection with an OTC Securities Transaction; and

(vi) “shares” means the ordinary shares of a company, or
units of a REIT, listed on SEHK.

Subject to paragraphs 5.7(c) and 5.7(d), when a relevant

licensed or registered person, whether as principal or agent

for a client, makes a relevant transfer, it is required to
report the following information to the SFC within three
Hong Kong trading days after the day (in Hong Kong time)
of the transfer:

(i)  the CE number and role of the relevant licensed or
registered person making the transfer, for example,
whether it is the transferee, transferor, or acting as
agent for the transferee or transferor (or both);
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(i)  adescription of the transfer (including the stock name
and stock code of the share(s) transferred, quantity of
share(s) transferred by the relevant licensed or
registered person, quantity of share(s) of the
transaction, share transfer date, transaction price per
share and transaction date);

(i)  where the transferee is a client of the relevant
licensed or registered person, CID of the transferee;

(iv)  where the transferor is a client of the relevant licensed
or registered person, CID of the transferor; and

(v)  where the counterparty corporation to the relevant
licensed or registered person in the transfer is also a
licensed or registered person, the CE number of that
counterparty corporation.

A relevant licensed or registered person is not required to
comply with the reporting obligations under paragraph
5.7(b) where a transfer of share(s) is made in accordance
with the terms of a structured product or a derivative, or for
the conversion of a depository receipt into shares or vice
versa.

Where an application for a stamp duty relief has been or
will be submitted to the IRD but the relief has not yet been
granted, a relevant licensed or registered person would not
be required to report the transfer of shares pending the
IRD’s determination. However, if the IRD subsequently
determines that no stamp duty relief (whether in full or in
part) would be granted, the relevant licensed or registered
person should report the share transfer as soon as
practicable after being notified of the IRD’s determination.

When a relevant licensed or registered person, whether as
principal or agent for a client, deposits or withdraws a
physical share certificate, the relevant licensed or
registered person is required to report the following
information to the SFC within three Hong Kong trading
days after the day (in Hong Kong time) of the deposit or
withdrawal:
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(i)  the CE number of the relevant licensed or registered
person, whether it is a deposit or withdrawal of a
physical share certificate, and whether it is acting as
principal or agent;

(i)  a description of the deposit or withdrawal of share
certificate (including the stock name and code,
guantity of share(s) and deposit or withdrawal date);
and

(i)  CID of the client of the relevant licensed or registered
person.

Regardless of whether a relevant licensed or registered
person has already submitted CID for the client (in the form
of a BCAN-CID Mapping File) pursuant to paragraph 5.6,
the relevant licensed or registered person needs to provide
the client’s CID in the reporting made under paragraph
5.7(b) or 5.7(e).

A relevant licensed or registered person should ensure that
all information including CID it submits to the SFC is
accurate and kept up-to-date. It should notify the SFC if it
becomes aware that any such information is inaccurate or
should otherwise be updated. It should also put in place
measures to require clients to notify it of any updates to
their CID.

On or before reporting information to the SFC in
accordance with paragraph 5.7(b) or 5.7(e), and where the
information relates to a client who is an individual, the
relevant licensed or registered person shall have obtained
from the client written or other express consent in form and
manner in compliance with the SFC’s requirements. A
record of consent must be kept by the relevant licensed or
registered person for as long as the client remains its client
and up to at least two years after the client relationship
ceases.

If the consent under paragraph 5.7(h) cannot be obtained
from a client, the relevant licensed or registered person
should not submit any CID of that client to the SFC. It
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should only effect transfers of shares out of and
withdrawals of physical share certificates from that client’s
account, but not transfers of shares or deposits of physical
share certificates into that client’s account.
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Client agreement

6.1

6.2

Client agreement in writing

Licensed or registered persons should enter into a written
agreement (“Client Agreement”) with each client before services
are provided to the client. The Client Agreement should be in
Chinese or English according to the language preference of the
client, as should any other agreement, authority, risk disclosure, or
supporting document. Licensed or registered persons should
provide a copy of these documents to the client and draw to the
client’s attention the relevant risks. Where an account opening
procedure other than a face-to-face approach is used, the covering
correspondence should specifically direct the client’s attention to
the appropriate risk disclosure statements. As explained below,
the type of Client Agreement may vary depending on the services
provided.

Minimum content of client agreement

Subject to paragraph 6.4 and Schedules 1, 3, 4 and 6 to the Code,
a Client Agreement should contain at least provisions to the
following effect:

(@) the full name and address of the client as verified by a
retained copy of the identity card, relevant sections of the
passport, business registration certificate, corporation
documents, or any other official document which uniquely
identifies the client;

(b) the full name and address of the licensed or registered
person's business including the licensed or registered
person's licensing or registration status with the Commission
and the CE number (being the unique identifier assigned by
the Commission);

(c) undertakings by the licensed or registered person and the
client to notify the other in the event of any material change to
the information (as specified in paragraphs 6.2(a), (b), (d), (e)
and (f)) provided in the Client Agreement;
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a description of the nature of services to be provided to or
available to the client, such as securities cash account,
securities margin account, discretionary account, portfolio
management, investment advice, unit trusts, futures/options
account, or leveraged foreign exchange trading account;

a description of any remuneration (and the basis for payment)
that is to be paid by the client to the licensed or registered
person, such as commission, brokerage, and any other fees
and charges;

if margin or short selling facilities are to be provided to the
client, details of margin requirements, interest charges,
margin calls, and the circumstances under which a client's
positions may be closed without the client's consent;

if services are to be provided to the client in relation to
derivative products, including futures contracts or options, (1)
a statement that the licensed or registered person shall
provide to the client upon request product specifications and
any prospectus or other offering document covering such
products and (2) a full explanation of margin procedures and
the circumstances under which a client's positions may be
closed without the client's consent;

the risk disclosure statements as specified in Schedule 1 to
the Code; and

the following clause: “If we [the intermediary] solicit the
sale of or recommend any financial product to you [the
client], the financial product must be reasonably suitable
for you having regard to your financial situation,
investment experience and investment objectives. No
other provision of this agreement or any other document
we may ask you to sign and no statement we may ask you
to make derogates from this clause.”

Note: “Financial product” means any securities, futures
contracts or leveraged foreign exchange contracts as defined
under the SFO. Regarding “leveraged foreign exchange
contracts’, it is only applicable to those traded by persons
licensed for Type 3 regulated activity.
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6.3 No circumvention of legal requirements

6.4

6.5

A licensed or registered person should ensure that it complies with
its obligations under a Client Agreement and that a Client
Agreement does not operate to remove, exclude or restrict any
rights of a client or obligations of the licensed or registered person
under the law.

Limited provision of services

A Client Agreement should properly reflect the services to be
provided. Where the services to be provided are limited in nature,
the Client Agreement may be limited accordingly. For example,
where the services to be provided by a licensed or registered
person to a client are limited to effecting one-off disposals of
securities in connection with initial public offerings, the Client
Agreement would only need to contain the provisions set out in
paragraphs 6.2(a), (b), (d) and (e).

No inclusion of clauses which are inconsistent with the
Code or which misdescribe the actual services provided to
clients

A licensed or registered person should not incorporate any
clause, provision or term in the Client Agreement or in any other
document signed or statement made by the client at the request
of the licensed or registered person which is inconsistent with its
obligations under the Code.

Note: This paragraph precludes the incorporation in the client
agreement (or in any other document signed or statement made
by the client) of any clause, provision or term by which a client
purports to acknowledge that no reliance is placed on any
recommendation made or advice given by the licensed or
registered person.

No clause, provision, term or statement should be included in any
Client Agreement (or any other document signed or statement
made by the client at the request of a licensed or registered person)
which misdescribes the actual services to be provided to the client.
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71 Authorization and operation of a discretionary account

(@) Alicensed or registered person should not effect a
transaction for a client unless before the transaction is
effected (i) the client, or a person designated in writing by the
client, has specifically authorized the transaction; or (ii) the
client has authorized in writing the licensed or registered
person or any person employed by the licensed or registered
person (who must in turn be a licensed or registered person)
to effect transactions for the client without the client’s specific
authorization.

(b) Where a client wishes to grant an authority described under
paragraph 7.1(a) (ii), the licensed or registered person or a
person employed by it should explain the terms of the
authority to the client. If an authority is granted to an
employee or agent of the licensed or registered person, the
authority should state that the person is an employee or
agent of the licensed or registered person. The licensed or
registered person should also confirm with the client at least
on an annual basis whether that client wishes to revoke such
authority. For the avoidance of doubt, it will be acceptable for
the licensed or registered person to send a notification to the
client before the expiry date of its discretionary authority and
inform the client that such authority is automatically renewed
unless the client specifically revokes it in writing before the
expiry date.

(c) Ifalicensed or registered person has obtained an authority
described under paragraph 7.1(a)(ii), the Client Agreement
and the licensed or registered person’s records should
designate such accounts as “discretionary accounts”.

(d) Senior management should approve the opening of
discretionary accounts.

The revisions to paragraph 7.1 will take effect on 1 Dec 2012.
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(e) Alicensed orregistered person should implement internal
control procedures to ensure proper supervision of the
operation of discretionary accounts.

7.2 Disclosure of benefits

(a) Specific disclosure - monetary benefits under explicit
remuneration arrangement and trading profit made from a
transaction

(i)  Where a licensed or registered person and/or any of its
associates explicitly receives monetary benefits
(whether quantifiable or not prior to or at the point of
sale) from a product issuer (directly or indirectly) for
effecting a transaction in an investment product for a
client, the licensed or registered person should disclose
the maximum percentage of the monetary benefits
receivable by it and/or any of its associates by the type
of investment product.

For monetary benefits that are not quantifiable, the
licensed or registered person should also disclose the
existence and nature of such benefits.

(i)  Where a licensed or registered person takes no market
risk and makes a trading profit for effecting (A) a
purchase of an investment product from a third party for
a client; or (B) a sale of an investment product to a third
party for a client, the licensed or registered person
should disclose the maximum percentage of the trading
profit to be made by the type of investment product.

(b) Generic disclosure - monetary benefits under non-explicit
remuneration arrangement and non-monetary benefits

(i)  Where a licensed or registered person effects a
transaction in an investment product which is issued by
it or any of its associates and it will not explicitly receive
monetary benefits when effecting such transaction for a
client, the licensed or registered person should disclose
that it or any of its associates will benefit from effecting
such transaction.
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(i)  Where a licensed or registered person and/or any of its
associates receives from a product issuer non-
monetary benéefits for effecting a transaction for a client,
the licensed or registered person should disclose the
existence and nature of such non-monetary benefits.

The licensed or registered person should make the above
disclosure to clients at the account opening stage or prior
to entering into a discretionary client agreement with a
client for discretionary management services. The
disclosure must be in writing, communicated to clients
through electronic or other means. The information
disclosed in written form should be in Chinese or English
according to the language preference of the client.

The licensed or registered person should ensure that the
disclosure in writing is prominent, is presented in a clear
and concise manner and is easy for average clients to
understand.

In respect of the disclosure to be made under this
paragraph, a one-off disclosure is acceptable. Where there
are changes, an update must be provided to the client as
soon as reasonably practicable.

Notes
Examples of changes to the one-off disclosure include additional

investment product types and an increase in the maximum
percentage of the monetary benefits receivable.
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Information for clients

8.1

8.2

Information about the firm: in general

(a)

(b)

A licensed or registered person should provide clients with
adequate and appropriate information about its business,
including contact details, services available to clients, and the
identity and status of employees and others acting on its
behalf with whom the client may have contact.

Where employees act for more than one company within a
financial services group, a licensed or registered person
should ensure that there is no reasonable basis for confusion
on the part of the client as to the company for which these
employees are acting.

Prompt confirmation

(a)

Unless specifically agreed otherwise in writing by the client,
after a licensed or registered person has effected a
transaction for a client, it should endeavour to confirm
promptly with the client the essential features of the
transaction. This does not apply in relation to a discretionary
account.

Where a licensed or registered person trades in options
contracts for its clients, it should provide each client with a
trade confirmation promptly after effecting such trading that
includes:

(i)  the number of contracts purchased or sold, the
underlying asset, expiry month, strike price, option type
(put or call), version number (if not 0) and whether they
were closing contracts or opening contracts; and

(i)  the price and the unit of the asset comprised in each lot
the subject of such contract.
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8.3 Disclosure of monetary and non-monetary benefits

Part A

Disclosure of monetary benefits

(a)

August 2018

Where the monetary benefits received or receivable are
quantifiable prior to or at the point of entering into a
transaction

Specific disclosure

Explicit remuneration arrangement

(i)  Where alicensed or registered person and/or any of its
associates explicitly receives monetary benefits from a

product issuer (directly or indirectly) for distributing an
investment product, the licensed or registered person

should disclose the monetary benefits that are
receivable by it and/or any of its associates as a
percentage ceiling of the investment amount or the
dollar equivalent.

Trading profit made from a back-to-back transaction

(i)  Where a licensed or registered person enters into a
back-to-back transaction concerning an investment
product, the licensed or registered person should
disclose to the client the trading profit to be made.

The trading profit should be disclosed as a percentage
ceiling of the investment amount or the dollar equivalent.

Notes

For the avoidance of doubt, the specific disclosure should be
made on a transaction basis.

As a minimum, a licensed or registered person should disclose
the monetary benefits that are receivable by it and/or any of its
associates or the trading profit in the form of a percentage ceiling
of the investment amount rounded up to the nearest whole
percentage point or the dollar equivalent. However, having regard
to its own circumstances, the licensed or registered person may
disclose a specific percentage or the dollar equivalent instead.
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Back-to-back transactions refer to those transactions where a
licensed or registered person, after receiving —

(@) a purchase order from an investor, purchases an
investment product from a third party and then sells the
same investment product to the investor; or

(b)  asell order from an investor, purchases an investment
product from the investor and then sells the same
investment product to a third party,

and no market risk is taken by the licensed or registered person.

Generic and other disclosure
Non-explicit remuneration arrangement

(i)  Where a licensed or registered person does not

explicitly receive monetary benefits for distributing an
investment product which is issued by it or any of its
associates, the licensed or registered person should
disclose that it or any of its associates will benefit from

the origination and distribution of this product.

Where the monetary benefits received or receivable are not

quantifiable prior to or at the point of entering into a
transaction

(i)  Where the monetary benefits received or receivable by

a licensed or registered person and/or any of its

associates from a product issuer (directly or indirectly)

for distributing an investment product are not

quantifiable prior to or at the point of entering into a
transaction, the licensed or registered person should
disclose the existence and nature of such monetary

benefits, and the maximum percentage of such
monetary benefits receivable per year.

Notes

For the avoidance of doubt, the disclosure in respect of this

paragraph 8.3(b)(ii) of the Code should be made on a transaction

basis.
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Part B

Disclosure of non-monetary benefits

(@)

Where a licensed or registered person and/or any of its
associates receives from a product issuer non-monetary
benefits for distributing an investment product, the licensed or
registered person should disclose the existence and nature of
such non-monetary benefits.

8.3A Disclosure of transaction related information

(a)

(b)

August 2018

Where a licensed or registered person distributes an
investment product to a client (including where it sells an
investment product to or buys such product from the client),
the licensed or registered person should deliver the following
information to the client prior to or at the point of entering into
the transaction:

(i)  The capacity (principal or agent) in which a licensed or
registered person is acting;

(i)  Affiliation of the licensed or registered person with the
product issuer;

(iii)  Whether or not the licensed or registered person is
independent (with reference to the requirements set out
in paragraph 10.2 of the Code) and the bases for such
determination;

(iv) Disclosure of monetary and non-monetary benefits
(please refer to paragraph 8.3 of the Code); and

(v) Terms and conditions in generic terms under which
client may receive a discount of fees and charges from
a licensed or registered person.

The disclosure must be made in writing, electronically or
otherwise. In respect of the disclosure to be made under
paragraph 8.3A(a)(iii), the disclosure should be made in the
form of a statement as specified in Schedule 9 to the Code.
The licensed or registered person should have adequate
measures in place to ensure that the above information is
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8.5

provided to the client prior to or at the point of entering into
the transaction. In respect of the disclosure to be made under
paragraph 8.3A(a)(i), (ii), (iii), and (v) above, a one-off
disclosure (“One-off Disclosure”) is acceptable. Where there
are changes to the One-off Disclosure, either (1) an updated
One-off Disclosure, or (2) individual disclosure for each
transaction where the information for which deviates from the
information in the One-off Disclosure, must be provided to the
client prior to or at the point of entering into a transaction.

(c) Incircumstances where provision of information in written
form is not possible before a transaction is concluded, the
licensed or registered person should make a verbal
disclosure and provide such information in writing to the client
as soon as practicable after the conclusion of the transaction.

(d) The information disclosed in written form should be in
Chinese or English according to the language preference of
the client.

Notes

The licensed or registered person should ensure that the disclosure in
writing is prominent, is presented in a clear and concise manner and is
easy for average clients to understand.

Information about the firm: financials

A licensed or registered person should, upon request, disclose the
financial condition of its business to a client by providing a copy of
the latest audited balance sheet and profit and loss account
required to be filed with the Commission and disclose any material
changes which adversely affect the licensed or registered person's
financial condition after the date of the accounts.

Information on corporate actions
A licensed or registered person that has control of a client’s assets

should respond promptly to the client’s requests for information on
corporate actions in relation to those assets.
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Client priority

9.1

9.2

9.3

9.4

Priority for client orders: order handling and recording

A licensed or registered person should handle orders of clients
fairly and in the order in which they are received. Orders of clients
or transactions to be undertaken on behalf of clients should have
priority over orders for the account of the licensed or registered
person, or any account in which the licensed or registered person
has an interest or the account of any employee or agent of the
licensed or registered person.

Priority for client orders: order allocation

A licensed or registered person should, where it has aggregated an
order for a client with an order for another client, or with an order
for its own account, give priority to satisfying orders of clients, in
any subsequent allocation if all orders cannot be filled.

Non-public, material information

A licensed or registered person should have procedures in place to
ensure that its employees do not deal (for the benefit of the
licensed or registered person, the employee or a client) in
securities or futures contracts where the employee concerned
effects the dealing in order to “front-run” pending transactions for or
with clients, or on the basis of other non-public information which
would be expected to materially affect prices of those securities or
futures contracts and which is to be released to the market.

Withdrawal from business

A licensed or registered person that withdraws in whole or in part
from providing any investment or related services should ensure
that affected clients are promptly notified of the action and that any
business which remains outstanding is promptly completed or
transferred to another licensed or registered person in accordance
with any instructions of the affected clients.
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Conflicts of interest

10.1

10.2

Disclosure and fair treatment

Where a licensed or registered person has a material interest in a
transaction with or for a client or a relationship which gives rise to
an actual or potential conflict of interest in relation to the
transaction, it should neither advise, nor deal in relation to the
transaction unless it has disclosed that material interest or conflict
to the client and has taken all reasonable steps to ensure fair
treatment of the client.

Independence

Where a licensed or registered person represents itself as being
independent, or uses any other term(s) with similar inference, when
distributing an investment product:

(a) it should not receive fees, commissions, or any monetary
benefits, paid or provided (whether directly or indirectly) by
any party in relation to such distribution of investment product
to clients; and

(b) it should not have any close links or other legal or economic
relationships with product issuers, or receive any non-
monetary benefits from any party, which are likely to impair
its independence 