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SFC reprimands Unicorn Securities Company Limited
and fines it and its former responsible officer $3.2
million

14 Mar 2016

The Securities and Futures Commission (SFC) has reprimanded Unicorn Securities Company Limited
(Unicorn Securities) and fined it and its former responsible officer, Mr Chan Hoi Shu, $3 million and
$200,000, respectively, relating to failures in handling clients’ money and securities (Notes 1 & 2).

Chan, who was primarily responsible for the failures of Unicorn Securities in this connection, was also
suspended for a period of 15 months from 12 March 2016 to 11 June 2017.

The SFC found that between March 2011 and December 2013, Unicorn Securities mishandled its
clients’ dividend entitlements of shares of HSBC Holdings PLC (HSBC) by going against clients’
instructions in their choices between cash or scrip dividends (i.e. HSBC shares) when submitting their
instructions to Hong Kong Securities Clearing Company Limited, and giving the clients’ dividends to
others.

On seven occasions, Unicorn Securities chose and received scrip dividends for all clients regardless of
the clients’ instructions. After allocating the dividends to clients who elected to receive scrip
dividends, Unicorn Securities deposited the remaining scrip dividends into the account of Chan or the
account of a client. Chan would then sell these HSBC shares in the market and pay Unicorn Securities
an amount equivalent to the clients’ cash dividend entitlements for making payments to the clients
who chose cash dividends. Chan kept the profit arising from the difference between the amount he
received from selling the HSBC shares and the amount he had to pay to the firm.

Separately, Unicorn Securities chose and received cash dividends for all the clients on two occasions.
For clients who opted for scrip dividends, Unicorn Securities would give the clients’ cash dividends to
Chan who would then buy HSBC shares in the market to meet clients’ requests for scrip dividend,
and he made a profit in the process.

The SFC also found that Unicorn Securities had connived in Chan’s transfer of client money into his
personal account and withdrew securities from a client’'s account without the necessary written
direction from the client.

The conduct of Unicorn Securities demonstrated its failure to put in place adequate and effective
internal controls to ensure compliance with relevant regulatory requirements in relation to
segregation and proper handling of client assets (Note 3).

Chan masterminded and involved the firm in the malpractice in handling its clients’ dividend
entitlements, initiated and directed his staff to act contrary to clients’ instructions and to transfer
clients’ money and securities to his personal accounts and instructed the share withdrawal from the
client account without the required written direction.

In determining the penalties, the SFC took into account that:

Unicorn Securities and Chan had abused the trust placed by their clients in the firm;

Unicorn Securities co-operated in resolving the disciplinary proceedings while Chan admitted to his
misconduct;

Unicorn Securities engaged an external consultant to conduct a review of its systems and controls in relation
to compliance with applicable regulatory requirements and has adopted an automated operation system to
reduce the risk of fraud; and

there is no evidence that clients suffered any loss as a result of the malpractice.

End
Notes:
1. Unicorn Securities is licensed under the Securities and Futures Ordinance (SFO) to carry on Type 1

(dealing in securities) regulated activity.
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2. Chan is licensed under the SFO to carry on Type 1 (dealing in securities) regulated activity. He acted as
licensed representative and responsible officer of Unicorn Securities between October 1994 and October
2015. Chan had also been a shareholder of the firm until November 2014 and a director until October
2015. He is currently not accredited to any licensed corporation.

3. Sections 5, 6 and 10 of the Securities and Futures (Client Securities) Rules and section 4 of the Securities
and Futures (Client Money) Rules require an intermediary to ensure that client securities and client money
should be segregated and dealt with in accordance with the clients’ instructions and cannot be transferred
to officers or employees of the firm.

A copy of the Statement of Disciplinary Action is available on the SFC website
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STATEMENT OF DISCIPLINARY ACTION

The Disciplinary Action

1. The Securities and Futures Commission (SFC) has publicly reprimanded Unicorn
Securities Company Limited (Unicorn Securities)! and fined it $3 million and
suspended its former responsible officer, Mr Chan Hoi Shu (Chan)?, for a period of 15
months effective from 12 March 2016 to 11 June 2017 and fined him $200,000 pursuant
to section 194 of the Securities and Futures Ordinance (SFO).

2. The disciplinary action is taken because the SFC found that:

(a) Unicorn Securities had:

(i)

(ii)

(iii)

failed to handle its clients’ dividend entitlements properly, in particular it
selected for its clients a form of dividend of HSBC Holdings PLC (Stock
Code: 005) (HSBC) which was contrary to clients’ instructions, and gave
the clients’ cash / scrip dividends to Chan and another client (Client L)
which Chan dealt with for his benefit and the benefit of Client L3;

failed to safeguard client money and assets of Client L, in that it connived
in Chan depositing Client L's money into his personal account and
withdrew shares from Client L’s account without his written direction; and

failed to put in place adequate and effective internal controls to properly
handle client assets and ensure compliance with relevant regulatory
requirements; and

(b) Chan was directly responsible for Unicorn Securities’ failures:

(i)

(ii)

(iii)

(iv)

he masterminded and involved the firm in the malpractice in relation to the
handling of its clients’ dividend entitlements;

Unicorn Securities’ failures in properly handling client money and
securities were attributable to his conduct;

he failed to discharge his duty as a member of Unicorn Securities’ senior
management by failing to ensure adequate and effective internal controls
were in place to properly handle client assets and ensure compliance with
relevant regulatory requirements; and

he breached the trust which the clients placed in Unicorn Securities.

1 Unicorn Securities is licensed under the Securities and Futures Ordinance (SFO) to carry on business in Type 1
(dealing in securities) regulated activity.

2

Chan is licensed under the SFO to carry on Type 1 (dealing in securities) regulated activity. He acted as licensed

representative and responsible officer of Unicorn Securities between October 1994 and October 2015. Chan was also
a shareholder of the firm until November 2014 and a director until October 2015. He is currently not accredited to any

licensed corporation.

3 In return for the dividends received, Chan would arrange payment or purchase stock from the market for Unicorn
Securities’ distribution to the clients to settle their cash or scrip dividend entitlements as per their original instructions.

1


DMW
Highlight


Summary of facts

Unicorn Securities

Improper handling of clients’ dividend entitlement

3.

Between March 2011 and November 2013, Unicorn Securities submitted electronic

instructions to Hong Kong Securities Clearing Company Limited to elect one form of
dividend only, i.e. either cash or scrip dividend, for all its clients holding HSBC stock
(HSBC Clients) on ten occasions of HSBC dividend distribution (Dividend Events).

However, Unicorn Securities’ records show that the instructions which it received from
the HSBC Clients were for a mixture of cash dividends and scrip dividends for each of
the 10 Dividend Events. The HSBC Clients who the SFC interviewed confirmed that they
were eventually allotted the form of dividends they selected, but they did not know that
Unicorn Securities had elected for them a form of dividend inconsistent with their
instructions.

Amongst the ten Dividend Events, nine of them were found to involve malpractice in
handling clients’ dividend entitlements (Malpractice) for the benefit of Chan and Client L*.
The modus operandi of the Malpractice was as follows:

(a) in the Dividend Events where scrip dividends were elected for all HSBC Clients,
Chan would:

(1) instruct Unicorn Securities’ staff to deposit those scrip dividends which
were received contrary to the clients’ instructions in his or Client L’s
account; and

(i) sell the stock under the clients’ scrip dividends in his and Client L’s
accounts. Chan would arrange payment to Unicorn Securities for the
stock received by himself and Client L and the firm would make payment
to the clients who elected cash dividends;

(b) in the Dividend Events where cash dividends were elected for all HSBC Clients,
Chan would:

0] instruct Unicorn Securities’ staff to allocate the cash dividends which were
received contrary to the clients’ instructions to himself. Unicorn Securities

would issue a cheque to Chan in the sum equivalent to the amount of the
dividends and Chan would sign the cheque himself; and

(ii) use the money to purchase HSBC stock for Unicorn Securities to
distribute to the clients who elected scrip dividends; and

(© Chan and Client L would retain the profits generated during this process.

The Malpractice enabled Chan to make an aggregate profit of $95,426.34 and Client L to
make an aggregate profit of $26,894.47.

The conduct of Unicorn Securities in the Malpractice was in breach of:

(@) sections 5(1), 6(1)(a), 6(1)(c) and 10 of the Securities and Futures (Client
Securities) Rules (Client Securities Rules), and sections 4(4) and 4(6) of the

4

Unicorn Securities elected cash dividends for all HSBC Clients in one Dividend Event, namely the dividend

distribution of 2013 (1st Interim), due to its staff’s failure to input the scrip dividend instruction in CCASS system.
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Securities and Futures (Client Money) Rules (Client Money Rules), which
require an intermediary to ensure that client securities and client money should
be segregated and dealt with in accordance with the clients’ instructions and
cannot be transferred to officers or employees of the firm; and

(b)  General Principle 8 and paragraph 11.1 of the Code of Conduct® which require a
licensed corporation to properly account for and adequately safeguard client
assets.

In addition, Unicorn Securities abused the trust that the clients placed in it by acting
contrary to the HSBC Clients’ instructions.

In light of the above, we are of the view that Unicorn Securities’ conduct in the
Malpractice calls into question the firm’s character and reliability, and fithess and
properness to remain licensed.

Failure to safeguard client money and assets

10.

11.

12.

13.

14.

Chan was authorized by Client L to handle cheques regarding sale proceeds of stock
and receipt of cash dividends. At Client L’s request, Chan started to transfer money of
Client L to Client L’s bank account in Singapore via Chan’s own bank accounts from
January 2008. According to the record of the funds that Chan kept for Client L, between
February 2011 and August 2014, Chan had remitted a total amount of $913,441 to Client
L on 21 occasions.

Unicorn Securities confirmed that 8 cheques in respect of HSBC dividends issued to
Client L were deposited in Chan’s personal account between May 2011 and December
2013. Copies of the cheques showed that Chan changed the payee name of Client L to
himself and signed the cheques.

Chan’s practice of depositing and retaining Client L’s money in his personal accounts
was known to Unicorn Securities and its other responsible officer but no steps were
taken by them to stop it.

In addition, in July 2013, Chan instructed Unicorn Securities to withdraw 355 HSBC
shares from Client L’s account for distribution to the HSBC Clients who elected scrip
dividends in the Dividend Event of 2013 (1% Interim) to cover up the failure of its staff to
input the scrip dividend instruction in CCASS system. However, such withdrawal was
procured without any written direction from Client L.

We are of the view that:

(a) Unicorn Securities’ connivance in Chan depositing client money in his personal
bank accounts contravened the requirement to pay client money into a
segregated account or to the client, and the prohibition from paying client money
to any of its officers or employees under sections 4(4) and 4(6) of the Client
Money Rules; and

(b) its withdrawal of securities from Client L’s account without his written direction
contravened sections 6(1)(b) and 10 of the Client Securities Rules which require
a client’s written direction before such withdrawal can be made.

5 Code of Conduct for Persons Licensed by or Registered with the Securities and Futures Commission.
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Internal control deficiencies

15.

Chan

16.

17.

18.

19.

20.

The conduct of Unicorn Securities in the incidents regarding the Malpractice, the deposit
of Client L’s money in Chan’s personal accounts, and the share withdrawal from Client
L’s account demonstrated:

(@) its failure to put in place adequate internal control procedures and operational
capabilities to properly account for and properly handle client assets under
General Principle 8 and paragraphs 4.3 and 11.1 of the Code of Conduct; and

(b) its failure to implement and maintain measures appropriate to ensuring
compliance with the regulatory requirements relating to proper handling of client
money and securities under General Principle 7 and paragraph 12.1 of the Code
of Conduct.

The evidence shows that Chan masterminded the Malpractice, involved Unicorn
Securities’ staff in transferring clients’ dividends to his personal accounts, and generated
a profit through the Malpractice for himself and Client L. He was directly responsible for
Unicorn Securities’ failure to properly handle its clients’ dividend entitlements.

Unicorn Securities’ failure to safeguard Client L’s money and securities were also
attributable to Chan’s conduct.

In addition to the above, the Malpractice and Unicorn Securities’ mishandling of Client L’s
money and securities suggest that:

(&) Chan failed, as a member of Unicorn Securities’ senior management, to ensure
that it had in place effective internal controls to safeguard client assets and
ensure compliance with relevant regulatory requirements, in breach of General
Principles 7, 9 and paragraph 12.1 of the Code of Conduct. In particular, instead
of setting appropriate standards for his staff to follow:

1) he initiated, instructed and took active steps to mingle client money with
his own money rather than ensuring segregation of client money; and

2) he failed to observe his duty as a licensed person to ensure that client
assets are promptly and properly accounted for and adequately
safeguarded under General Principle 8 and paragraph 11.1 of the Code of
Conduct; and

(b)  he breached the trust which the clients placed in Unicorn Securities by
deliberately acting contrary to their instructions when notifying CCASS their
choices of dividend entitlements and by taking steps to make profit from the
clients’ dividends which the firm collected on their behalf.

We are of the view that Chan’s conduct and failures have cast serious doubt on his ability
to carry on regulated activities competently as well as his character and reliability, and
fithess and properness to remain licensed.

In determining the penalties, the SFC took into account:

(@) Unicorn Securities and Chan had abused the trust placed by their clients in the
firm;



(b)  Unicorn Securities co-operated in resolving the disciplinary proceedings while
Chan admitted to his misconduct;

(c)  Unicorn Securities engaged an external consultant to conduct a review of its
systems and controls in relation to compliance with applicable regulatory
requirements and has adopted an automated operation system to reduce the risk
of fraud; and

(d) there is no evidence that clients suffered any loss as a result of the malpractice.

Conclusion

21.

22.

In handling their clients’ money and securities including their dividend entitlements,
Unicorn Securities and Chan had failed to ensure compliance with regulatory
requirements in relation to segregation and proper handling of client assets. Their acts of
directing the clients’ stock dividends to Chan and Client L and withdrawing securities
from Client L’s account without the client’s written direction were in breach of the
applicable regulatory requirements. Chan’s deposit of client money into his personal
account and Unicorn Securities’ connivance to such act also breached their duty to
ensure segregation of client money for the protection of client interests.

In addition, Unicorn Securities’ and Chan’s acts of electing stock dividends contrary to
their clients’ instructions and giving their dividends to Chan and Client L to make a profit
without their clients’ knowledge and consent abused the trust that clients placed in the
firm.
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