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SFC Reprimands Li Cheung for Failings in Warrants
Placements and Conducting Personal Trades Behind
Employer's Back

28 Mar 2003

The SFC has reprimanded Li Cheung, a securities dealer’s representative of South Capital Brokerage
Limited (now known as China Southern Securities (Hong Kong) Limited).

The reprimand stemmed from an inquiry in which the SFC found that, during the period from May to
September 2000, Li entered into discretionary agreements with four clients who were his relatives.
Pursuant to these discretionary agreements, he subscribed for 10 different derivative warrants on
their behalf. According to Hong Kong Exchanges and Clearing Limited’s Placing Guidelines for
Derivative Warrants then in force (Note 1), a close relative of a placing agent’s staff, whose account
is managed in pursuance of a discretionary managed portfolio agreement (Note 2), is a connected
client. Such connected clients should not have received any warrants in a placement without HKEx’s
prior written consent. Li did not seek consent or tell South Capital about these discretionary
agreements so that it could seek consent.

In addition, Li conducted personal trades via his wife’s account without disclosing them to South
Capital. This deprived South Capital of the opportunity to monitor Li's trades to prevent any conflict
of interests.

Li's failings have impugned his fitness and properness. The SFC therefore decides to reprimand him.

Mr Alan Linning, SFC’s Executive Director of Enforcement, said: "The market is ever changing. New
products like derivative warrants and new rules and regulations will appear from time to time. Before
entering into a new business area, registered persons must understand and comply with the relevant
rules and regulations. We will discipline registered persons who breach regulatory requirements.
Ignorance of new rules or regulations is definitely not an excuse. It is also important for brokerage
houses to be aware of any personal trades conducted by their staff for the sake of preventing any
possible conflict of interests. Staff who hide their trades from their employers can expect
punishment."

Ends
Notes :

1. HKEX’s Placing Guidelines were repealed in December 2001.
2. "Discretionary managed portfolio"” is defined in paragraph 14(3) of HKEx’s Placing Guidelines.
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