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SFC reprimands and fines FXCM Asia Limited HK$2
million

13 Dec 2017

The Securities and Futures Commission (SFC) has reprimanded and fined FXCM Asia Limited (HK FXCM)
(now known as Rakuten Securities Hong Kong Limited) HK$2 million for regulatory breaches and
internal control failings relating to under-segregation of client money (Notes 1 & 2).

The SFC’s investigation found that from January 2013 to January 2015, HK FXCM under-segregated
client monies as a result of:

meeting clients’ withdrawals of monies that are in excess of the amounts HK FXCM segregated for them with
the monies that are held for other clients; and

understating the amount of monies that should have been segregated due to erroneous

calculation.

These actions of HK FXCM were contrary to the Client Money Rules and the Code of Conduct (Notes 3 &
4).

The amount of client monies that were under-segregated ranged from HK$2.9 million to HK$11.6
million at the end of each month between January 2013 and December 2014 and was as high as HK$72
million in January 2015.

The SFC considers that HK FXCM failed to have adequate internal controls in place to prevent under-
segregation of client monies, and to ensure that client assets were properly accounted for and
adequately safeguarded.

In deciding the disciplinary sanctions, the SFC took into account that HK FXCM:

co-operated with the SFC in resolving the SFC’s concerns;

has taken actions to remediate its internal control deficiencies; and

is now under new ownership and management and the failures relating to its client money handling
procedures were attributable to the former management of HK FXCM.

End
Notes:

1. HK FXCM is licensed under the Securities and Futures Ordinance to carry on Type 3 (leveraged foreign
exchange trading) regulated activity.

2. The business of HK FXCM was acquired by Rakuten Securities, Inc. in September 2015. HK FXCM changed
its company name to Rakuten Securities Hong Kong Limited in April 2016 and is under new ownership and
management.

3. Securities and Futures (Client Money) Rules (Client Money Rules).

4. Code of Conduct for Persons Licensed by or Registered with the Securities and Futures Commission (Code
of Conduct).

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 reprimanded FXCM Asia
Limited! (HK FXCM) (now known as Rakuten Securities Hong Kong Limited) and
fined it HK$2,000,000 pursuant to section 194 of the Securities and Futures
Ordinance (SFO).

The SFC found that from January 2013 to January 2015, HK FXCM had:

(a) failed to segregate client monies in accordance with the Securities and
Futures (Client Money) Rules (Client Money Rules);

(b) failed to properly account for and adequately safeguard client assets; and

(c) failed to put in place adequate internal control procedures which can be
reasonably expected to protect its operations and its clients.

The SFC is of the view that HK FXCM has been guilty of misconduct, calling into
question its fitness and properness as a licensed person.

Summary of regulatory requirements

4.

Section 4 of the Client Money Rules requires licensed corporations that receive
or hold client money to establish and maintain segregated accounts in Hong
Kong for deposit of such money within one business day of receipt. Section 5(1)
of the Client Money Rules specifies the circumstances in which client money may
be paid out of segregated accounts.

The Code of Conduct for Persons Licensed by or Registered with the Securities
and Futures Commission (Code of Conduct) requires licensed persons to:

(@) comply with, and implement and maintain measures appropriate to
ensuring compliance with, relevant regulatory requirements (General
Principle 7 and paragraph 12.1);

(b) ensure that client assets are promptly and properly accounted for and
adequately safeguarded (General Principle 8 and paragraph 11.1); and

(c) have internal control procedures and financial and operational capabilities
to protect their operations and their clients from financial loss arising from
professional misconduct or omissions (paragraph 4.3).

1

HK FXCM is licensed under the Securities and Futures Ordinance to carry on business in Type 3
(leveraged foreign exchange trading) regulated activity.



Summary of facts

Handling of withdrawals of “unrealized gains” by clients

6.

Prior to May 2015, HK FXCM had a policy of permitting clients to withdraw
monies which constituted “unrealized gains” of their open trade positions from
HK FXCM.

Given that the withdrawals of “unrealized gains” by clients were effected through
HK FXCM'’s segregated accounts directly, when the fund withdrawals of those
clients exceeded the amounts that HK FXCM held for them in the segregated
accounts, payment of monies to them would have been made out of the amounts
HK FXCM held for other clients in the segregated accounts.

The amount of client monies that were under-segregated ranged from HK$2.9
million to HK$11.6 million as at the end of each month between January 2013
and December 2014.

Handling of client accounts with neqgative balances

9.

10.

11.

12.

13.

14.

15.

On 15 January 2015, the Swiss National Bank announced the removal of the
1.2000 EUR/CHF peg, which triggered a sharp appreciation in CHF (Swiss
Franc Incident). The Swiss Franc Incident caused certain clients of HK FXCM
to incur trading losses and resulted in negative balances in 72 client accounts.

In order to comply with the Client Money Rules, HK FXCM conducted a daily
transfer of client monies between the client segregated accounts and the
operating accounts through which trading activities were conducted.

In calculating the appropriate transfer amount, HK FXCM aggregated all clients’
account balances, including the negative balances. The negative balances ought
to have been excluded from the calculation as they represented deficits owed to
HK FXCM. The inclusion of the negative balances led to an understatement of
the amount of client money that should have been segregated.

As a result of the wrong calculation, HK FXCM erroneously transferred excess
client monies out of the client segregated accounts into the operating accounts.

As at 15 January 2015, HK FXCM under-segregated client monies by HK$72
million.

HK FXCM'’s control and operational deficiencies as reflected in its mishandling of
client monies had put clients’ interests at risk and breached its obligation to
properly account for and adequately safeguard client monies.

The SFC is of the view that HK FXCM has:
(a) contravened section 5(1) of the Client Money Rules in that client monies
were not retained in a segregated account until it is paid other than where

it is specifically allowed by the Client Money Rules;

(b) failed to segregate client monies in accordance with the Client Money Rules,
in breach of General Principle 7 and paragraph 12.1 of the Code of Conduct;
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(c) failed to properly account for and adequately safeguard client assets in
breach of General Principle 8 and paragraph 11.1 of the Code of Conduct;
and

(d) failed to put in place adequate internal control procedures which can be
reasonably expected to protect its operations and its clients in breach of
paragraph 4.3 of the Code of Conduct.

Conclusion

16.

In reaching the decision to take disciplinary action against HK FXCM for the
matters set out in paragraph 2, the SFC has taken into account that HK FXCM:

(@) co-operated with the SFC in resolving the SFC’s concerns;
(b) has taken actions to remediate its internal control deficiencies; and
(c) is now under new ownership and management and the failures relating to

its client money handling procedures were attributable to the former
management of HK FXCM.
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