SFC fines Quam Capital Limited $800,000 over sponsor failures | Securities & Futures Commission of Hong Kong

Home ®» News & announcements » News ® All news

SFC fines Quam Capital Limited $800,000 over sponsor
failures

1 Aug 2016

The Securities and Futures Commission (SFC) has fined Quam Capital Limited (Quam) $800,000 for
failing to discharge its duties as a sponsor in relation to the listing of Gayety Holdings Limited
(Gayety) (now known as Food ldea Holdings Limited) on the Growth Enterprise Market (GEM) of The
Stock Exchange of Hong Kong Limited (SEHK) in July 2011 (Notes 1 & 2).

The SFC found that Quam breached the SFC’s Code of Conduct and the Corporate Finance Adviser
Code of Conduct for its failure to act with due skill, care and diligence when preparing Gayety’s
prospectus (Notes 3 & 4).

Specifically, the prospectus stated that none of the directors of Gayety had any interest in four of its
five largest suppliers during the track record period. However, one of these suppliers was owned by
two directors of Gayety who were also its chairman and chief executive officer, respectively.

The prospectus also wrongly represented that none of the key suppliers had ceased supply to Gayety
and its group companies when in fact the arrangement with one supplier had discontinued by the end
of the track record period.

In preparing the listing application, Gayety had disclosed to Quam the information relating to the
ownership of the supplier and the status of the business relationship between Gayety and the
supplier. Accordingly, the inaccuracy was not the result of any information withheld by Gayety.

There is insufficient evidence to establish these matters constitute materially false or misleading
statements, in which case, the action taken would have been different with the sponsor facing both
criminal and civil responsibility. Nonetheless, these matters are inconsistent with the standards
required of sponsors in Hong Kong.

End
Notes:
1. Quam is licensed under the Securities and Futures Ordinance (SFO) to carry on Type 6 (advising on
corporate finance) regulated activity.
2. Gayety was listed on the GEM of the SEHK on 8 July 2011 with Quam as its sole sponsor. The prospectus
was issued on 30 June 2011.

3. Code of Conduct for Persons Licensed by or Registered with the Securities and Futures Commission.
4. Corporate Finance Adviser Code of Conduct (April 2003).

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 fined Quam Capital Limited?*
(Quam) $800,000 pursuant to section 194 of the Securities and Futures Ordinance.

2. The SFC found that, while acting as a sponsor to the listing application of Gayety
Holdings Limited (Gayety) (now known as Food Idea Holdings Limited), Quam has
failed to act with due skill, care and diligence in preparing the prospectus of Gayety.

3. The SFC is of the view that Quam is guilty of misconduct. Quam’s conduct has
not met the standards required of it under General Principle 2 (Diligence) of the
Code of Conduct?, and paragraphs 5.1 (Due Skill and Care) and 5.8 (Standard of
Documents) of the CFA Code of Conduct®.

Summary of Facts

4, On 8 July 2011, Gayety was listed on the Growth Enterprise Market (GEM) of The
Stock Exchange of Hong Kong Limited (SEHK) by way of placing. Quam was the
sole sponsor to the listing application.* The prospectus of Gayety was published
on 30 June 2011.

5. Wong Kwan Mo (Wong KM) and Lau Lan Ying (Lau LY) were the controlling
shareholders of Gayety. Wong KM was the chairman and an executive director,
and Lau LY was the chief executive officer and an executive director of Gayety.

6. The track record period for the listing application of Gayety comprised the years
ended 31 December 2009 and 2010 (the “Track Record Period”). U-Meaty
(Frozen Food) Limited (U-Meaty) was the largest supplier of Gayety and its group
companies (collectively referred to as the “Group”) in 2010 and it ceased to be a
supplier of the Group in December 2010. Wong KM and Lau LY were the
executive directors of U-Meaty and each of them held 50 percent of the issued
share capital of U-Meaty.

7. The “Business” section of Gayety’s prospectus stated that:

“Save as the purchases from Wong Yuen Hing (which is owned as to 50% by Mr.
Wong KM and 50% by Ms. Lau LY), none of the Directors, their respective
associates or any Shareholder which to the knowledge of the Directors owns more
than five per cent of the issued share capital of the Company had any interest in
any of the Group'’s five largest suppliers for the Track Record Period.”

(“Ownership Statement”)

1 Quam is licensed under the Securities and Futures Ordinance to carry on Type 6 (advising on
corporate finance) regulated activity.

2 Code of Conduct for Persons Licensed by or Registered with the Securities and Futures
Commission

3 Corporate Finance Adviser Code of Conduct (April 2003)

4 All members of the sponsor team who were involved in the listing application of Gayety are no
longer accredited to Quam.
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The “Risk Factors” section of Gayety’s prospectus stated that:

“During the Track Record Period, none of the Group’s key suppliers ceased or
indicated that it would cease supply to the Group ...”

The “Business” section of Gayety’s prospectus stated that:

“During the Track Record Period, none of the Group’s key suppliers ceased or
indicated that it would cease their supply to the Group...”

The two statements set out at paragraphs 8 and 9 are referred to collectively as
“Key Suppliers Statements”.

The Ownership Statement represented that none of the directors and substantial
shareholders of the Group had any interest in the five largest suppliers of the Group
except for Wong Yuen Hing Fresh Food Company Limited. This statement is
inaccurate because U-Meaty was one of the top five suppliers of the Group during
the Track Record Period and was jointly owned by Wong KM and Lau LY.

The Key Suppliers Statements represented that none of the key suppliers of the
Group had ceased or indicated that it would cease their supply to the Group during
the Track Record Period. These statements are inaccurate because U-Meaty was
a key supplier during the Track Record Period and U-Meaty had ceased its supply
to the Group since December 2010.

The prospectus proofs containing the Ownership Statement and Key Suppliers
Statements were submitted to the SEHK. The final prospectus containing these
statements was published and made available to the public on 30 June 2011.

In preparing the listing application, Gayety had disclosed to Quam the information
relating to the ownership of U-Meaty and the status of business relationship
between the Group and U-Meaty.

Reasons for action

15.

16.

17.

18.

As the sponsor to the listing application of Gayety, Quam is required to act with
due skill, care and diligence, and use all reasonable efforts to ensure that the listing
applicant has made true and accurate disclosure in the listing documents.

General Principle 2 of the Code of Conduct provides that a licensed person should
act with due skill, care and diligence, in the best interests of its clients and the
integrity of the market.

Paragraph 5.1 of the CFA Code of Conduct provides that a corporate finance
adviser must act with due skill, care and diligence and observe proper standards
of market conduct.

Paragraph 5.8 of the CFA Code of Conduct also provides that, where a corporate
finance adviser is involved in the preparation of any document for public
dissemination, it should use all reasonable efforts to assist its client in ensuring
that any document is prepared to the required standard and no relevant information
has been omitted or withheld.
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The information on the ownership of U-Meaty and its discontinuation of supply to
the Group is relevant information in Gayety’s listing application.

As the sponsor of Gayety’s listing application, Quam has failed to use all
reasonable efforts to ensure that the listing documents were prepared to the
required standard. At the material time, Quam was informed of the ownership of
U-Meaty and its cessation as a supplier of the Group. However, Quam failed to
detect that the Ownership Statement and the Key Suppliers Statements contained
inaccurate information and were inconsistent with the information in their
possession.

Quam failed to review the prospectus carefully and diligently. Had Quam
exercised sufficient due skill, care and diligence in preparing the prospectus, it
would have been able to detect the inaccurate information in the Ownership
Statement and the Key Suppliers Statements, and to amend them to ensure that
they were correct.

Conclusion

22.

23.

A sponsor is responsible for assisting a listing applicant to make proper disclosure
of all relevant information in the prospectus. The prospectus is the principal
document which the SEHK would use to assess an issuer’s suitability for listing
and the primary source upon which public investors would base their investment
decisions. Accordingly, it is imperative that a sponsor undertakes sufficient
checking and verification to ensure that the prospectus is prepared to the required
standard and no relevant information has been omitted or withheld.

In coming to the decision to take disciplinary action set out in paragraph 1 against
Quam, the SFC has taken into account all relevant considerations, including:

(a) The market in general places reliance on the contents of the prospectus
when forming a view on the company’s business affairs and when making
investment decisions. Quam’s failures deprived readers of the prospectus,
including the public and the regulators, of true, accurate and complete
information regarding the Group’s business.

(b) Quam has no previous disciplinary record with the SFC.
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