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SFC Takes Action Against Cargary Securities Limited
and Its Directors for Exercising Clients' Rights to Shares
Without Clients' Consent

15 May 2003

The SFC has reprimanded Cargary Securities Limited (now known as CITIC Capital Securities
Limited), a licensed corporation under the Securities and Futures Ordinance.

The reprimand stems from an inquiry which revealed that, in December 2001, Cargary had, as the
custodian of its clients' stocks, exercised their rights to acquire shares in relation to the rights issues
of two stocks without the clients' consent. The affected clients, totalling about 300, had indicated
that they would not exercise their rights or could not be contacted before the rights issue lapsed.
Cargary exercised the rights of these clients by paying the consideration to acquire the shares, sold
them subsequently, and initially retained the profits amounting to about $340,000 in its own account.

The SFC found that the directors and staff of Cargary responsible for the matter had all mistakenly
thought that exercising its clients' rights in this manner was acceptable until Cargary's auditors and
legal advisers pointed out that it was improper.

By exercising clients' rights without their consent, Cargary was in breach of the trust the clients had
placed in it and placed itself in a position where it had conflicts of interests with its clients. In
addition, as the rights belonged to Cargary's clients, profits generated from the exercising of the
rights should, from the outset, have been held on trust for clients but were not. By retaining the
profits in its own account, Cargary was in breach of section 84 of the Securities Ordinance which
requires brokers to put all amounts which are received for or on account of any person into a trust
account kept in a licensed bank. Cargary subsequently transferred this sum to a trust account where
it is held for the benefit of the clients concerned and the profits will be distributed to these clients.

The SFC also found that, at the relevant time, Cargary did not apply adequate resources to ensure
the compliance of its business activities with the relevant law and its internal control procedures in
respect of proprietary trading were inadequate.

The SFC concludes that the fitness and properness of Cargary has been called into question and
decides to reprimand it. In deciding on this course, the SFC has taken into account that:

Cargary took the initiative to report the matter to the SFC;
all the profits have already been put in a trust account and will be distributed to the clients concerned; and
it has significantly improved its internal control procedures.

The SFC acknowledges that Cargary has since undergone a substantial reform and has significantly
improved relevant procedures. It has appointed more experienced persons as its directors to
strengthen its management. It has also appointed a new compliance officer, established a new Legal
and Compliance Department, revamped its operations manual, and conducted regular compliance
training for its staff to ensure continual compliance with all regulatory requirements. In connection
with its restructuring, since September 2002, Cargary has been renamed as CITIC Capital Securities
Limited.

Wong Cheuk Ming, Cargary's former managing director, bears primary responsibility for Cargary's
failures and his licence has been suspended for four months. Hung Chi Ming, Cargary’s responsible
officer, bears partial responsibility for Cargary’s failures. Hung's licence has also been suspended for
two months.

Mr Alan Linning, SFC's Executive Director of Enforcement, said: "Under no circumstances should a
licensee exercise clients' rights without their express consent and put itself in a position where it has
conflicts of interest with its clients. Cargary's actions were totally unacceptable. Cargary's failures
were, to a large extent, due to its directors and staff not having sufficient knowledge to conduct its
business operations properly. Brokers are reminded to ensure that adequate resources, including
properly trained and skilled staff, are devoted to their business activities so as to ensure compliance
with all the regulatory requirements and the protection of clients' interests."
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