|Chapter:  [571 |[SECURITIES AND FUTURES ORDINANCE |Gazette Number |Version Date|

| | [Longtitle [L.N. 12 of 2003 [01/04/2003 |

An Ordinance to consolidate and amend the law relating to financial products, the securities and futures market and
the securities and futures industry, the regulation of activities and other matters connected with financial
products, the securities and futures market and the securities and futures industry, the protection of investors,
and other matters incidental thereto or connected therewith, and for connected purposes.

[1 April 2003] L.N. 12 of 2003
(Origindly 5 of 2002)

|Part: [ |PRELIMINARY [L.N. 12 of 2003 [01/04/2003 |

[Section: |1 |Short title IL.N. 12 of 2003 |01/04/2003 |

(1) ThisOrdinance may be cited as the Securities and Futures Ordinance.
(2) (Omitted as spent)

[Section: |2 |Interpretation |L.N. 12 of 2003 [01/04/2003 |

(1) Schedule 1 contains interpretation provisions which apply to this Ordinance in accordance with their terms.

(2) Individua Parts and provisions of this Ordinance contain interpretation provisions which have application
in accordance with their terms.

(3) The Commission may, by notice published in the Gazette, amend Parts 2, 3, 4 and 5 of Schedule 1.

|Part: IT |[SECURITIES AND FUTURES COMMISSION [L.N. 12 of 2003 [01/04/2003 |

Part: 1 The Commission L.N. 12 of 2003 |01/04/2003
Division: 1

[Section: |3 |Securities and Futures Commission IL.N. 12 of 2003 |01/04/2003 |

(1) Notwithstanding the repea of the Securities and Futures Commission Ordinance (Cap 24) under section
406, the body established by section 3 of that Ordinance as the Securities and Futures Commission shall continue in
existencein itsoriginal name as a body corporate with power to sue and be sued in that name.

(2) Subject to the provisions of this Ordinance, the corporate identity of the Commission, and the rights,
privileges, powers, obligations and liabilities of the Commission and those of othersin relation to the Commission, are
not affected by the repeal of the Securities and Futures Commission Ordinance (Cap 24) under section 406, and any
reference to the Commission (whether by reference to that Ordinance or otherwise) in any Ordinance or any
instrument, record or document, or in or for the purposes of any proceedings, agreement or arrangement (whether in
writing or not) shall be construed accordingly.

(3) Thereceipts of the Commission are not subject to taxation under the Inland Revenue Ordinance (Cap 112).

(4) Part 1 of Schedule 2 contains provisions relating to the constitution and proceedings of and other matters
relating to the Commission.

[Section: |4 |Regulatory objectives of Commission [L.N. 12 of 2003 [01/04/2003 |

The regulatory objectives of the Commission are-
(@) to maintain and promote the fairness, efficiency, competitiveness, transparency and orderliness of the
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securities and futures industry;

(b) to promote understanding by the public of the operation and functioning of the securities and futures
industry;

(c) to provide protection for members of the public investing in or holding financial products;

(d) to minimize crime and misconduct in the securities and futures industry;

(e) to reduce systemic risksin the securities and futures industry; and

(f) to assist the Financial Secretary in maintaining the financial stability of Hong Kong by taking
appropriate steps in relation to the securities and futures industry.

[Section: |5 |Functions and powers of Commission [L.N. 12 of 2003 [01/04/2003 |

(1) Thefunctions of the Commission are, so far as reasonably practicable-

(@) to take such steps as it considers appropriate to maintain and promote the fairness, efficiency,
competitiveness, transparency and orderliness of the securities and futures industry;

(b) to supervise, monitor and regulate-

(i) the activities carried on by recognized exchange companies, recognized clearing houses,
recognized exchange controllers or recognized investor compensation companies, or by persons
carrying on activities regulated by the Commission under any of the relevant provisions, other
than registered ingtitutions; and

(i) such of the activities carried on by registered institutions as are required to be regulated by the
Commission under any of the relevant provisions;

(c) to promote and develop an appropriate degree of self-regulation in the securities and futures industry;

(d) to promote, encourage and enforce the proper conduct, competence and integrity of persons carrying
on activities regulated by the Commission under any of the relevant provisions in the conduct of such
activities;

(e) to encourage the provision of sound, balanced and informed advice regarding transactions or activities
related to financial products;

(f) totakesuch stepsasit considers appropriate to ensure that the relevant provisions are complied with;

(g) to maintain and promote confidence in the securities and futures industry in such manner as it
considers appropriate, including by the exercise of its discretion to disclose to the public any matter
relating or incidental to the performance of any of its functions;

(h) to co-operate with and provide assistance to regulatory authorities or organizations, whether formed or
established in Hong Kong or elsewhere;

(i) to promote understanding by the public of the securities and futures industry and of the benefits, risks
and liabilities associated with investing in financial products;

()) to encourage the public to appreciate the relative benefits of investing in financial products through
persons carrying on activities regulated by the Commission under any of the relevant provisions;

(k) to promote understanding by the public of the importance of making informed decisions regarding
transactions or activities related to financial products and of taking responsibility therefor;

() to secure an appropriate degree of protection for members of the public investing in or holding
financial products, having regard to their degree of understanding and expertise in respect of investing
in or holding financial products;

(m) to promote, encourage and enforce-

(i) the adoption of appropriate internal controls and risk management systems by persons carrying
on activities regulated by the Commission under any of the relevant provisions, other than
registered institutions; and

(i) the adoption of appropriate internal controls and risk management systems by registered
institutions in the conduct of activities regulated by the Commission under any of the relevant
provisions,

(n) to suppressillegal, dishonourable and improper practices in the securities and futures industry;

(o) to take appropriate steps in relation to the securities and futures industry further to any requirement of
the Financial Secretary for the purpose of providing assistance in maintaining the financial stability of
Hong Kong;

(p) torecommend reforms of the law relating to the securities and futures industry;

(q) to advisethe Financial Secretary on matters relating to the securities and futures industry and provide
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him with such information in relation thereto as it considers appropriate; and
(r) to perform functions conferred or imposed on it by or under this or any other Ordinance.
(2) Subsection (1)(c) does not limit or otherwise affect any other function of the Commission.
(3) The Commission, in performing any of its functionsin relation to-

(@ any authorized financial institution as a registered institution or as an associated entity of an
intermediary; or

(b) any person as an associated entity of an authorized financial ingtitution that is aregistered institution,

may rely, in whole or in part, on the supervision of such authorized financia institution or person (as the case may be)
by the Monetary Authority.
(4) For the purposes of this Ordinance, the Commission may-

(@) acquire, hold and dispose of property of any description;

(b) make contracts or other agreements;

(c) receive and expend moneys;

(d) withthe approval of the Financial Secretary, borrow money on security or other conditions;

(e) publish or otherwise make available materials (however described) indicating to persons who are, or
who carry on activities, regulated by the Commission under any of the relevant provisions and, where
the Commission considers appropriate, to any other persons the manner in which, in the absence of any
particular consideration or circumstance, the Commission proposes to perform any of its functions; and

(f) publish or otherwise make available materials (however described) indicating to the public any matter
relating or incidental to the performance of any of the functions of the Commission.

(5) Materials published or otherwise made available under subsection (4)(e) or (f) are not subsidiary legislation.

[Section:  [6 |General duties of Commission [L.N. 12 of 2003 [01/04/2003 |

(1) Inperforming its functions, the Commission shall, so far as reasonably practicable, act in away which-
(a) iscompatiblewith itsregulatory objectives; and
(b) it considers most appropriate for the purpose of meeting those objectives.
(2) Inpursuing its regulatory objectives and performing its functions, the Commission shall have regard to-
(a) theinternational character of the securities and futures industry and the desirability of maintaining the
status of Hong Kong as a competitive international financial centre;
(b) the desirability of facilitating innovation in connection with financial products and with activities
regulated by the Commission under any of the relevant provisions;
(c) the principle that competition among persons carrying on activities regulated by the Commission under
any of the relevant provisions should not be impeded unnecessarily;
(d) theimportance of acting in atransparent manner, having regard to its obligations of preserving secrecy
and confidentiality; and
(e) the need to make efficient use of its resources.

[Section: |7 |Advisory Committee [L.N. 12 of 2003 [01/04/2003 |

(1) There shall be an Advisory Committee to advise the Commission on matters of policy regarding any of its
regulatory objectives and functions.

(2) The Advisory Committee is congtituted in accordance with Part 1 of Schedule 2 and shall conduct its
business in accordance with that Part.

(3) The Advisory Committee shall meet at least once every 3 months to advise the Commission.

(4) The Commission may request the Advisory Committee to advise it on matters of policy regarding any of its
regulatory objectives and functions.

|Section:  [8 |Commission may establish committees IL.N. 12 of 2003 [01/04/2003 |

() The Commission may establish-
(@ standing committees; and
(b) special committees.
(2) The Commission may refer a matter to a committee established under this section for consideration, inquiry
or management.
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(3 The Commission may appoint a person to be a member of a committee established under this section,
whether or not the person is a member of the Commission, and may appoint a member of the committee to be the
chairman of the committee.

(4) A reference of a matter to a committee under subsection (2) does not prevent the Commission from
performing any of its functions.

(5) The Commission may-

(a8 withdraw areference under subsection (2) from a committee;
(b) revoke an appointment of a member or chairman of a committee under subsection (3).
(6) A committee established under this section may elect one of its members-
(8 tobeitschairmanif achairman has not been appointed by the Commission under subsection (3); or
(b) to act as its chairman for any period during which a chairman appointed by the Commission under
subsection (3) is unable to act as chairman due to illness, absence from Hong Kong or any other cause,
and may at any time remove the member so elected from the office of the chairman.

(7) A committee established under this section may, subject to the provisions of this Ordinance, regulate its
own procedure and business.

(8) A committee established under this section shall meet when and where the chairman of the committee
determines, subject to any procedure fixed by the committee and any direction given by the Commission under
subsection (9).

(99 The Commission may give directions to a committee established under this section, whether generaly or in
any particular case, and whether regarding the manner in which it shall act or otherwise, and the committee shall act in
accordance with any such directions.

[Section: |9 |Staff of Commission [L.N. 12 of 2003 [01/04/2003 |

(1) The Commission may employ persons for such remuneration and allowances, and on such other terms and
conditions, as the Commission determines.

(2) The Commission may provide and maintain schemes (whether contributory or not) for the payment of
retirement benefits, gratuities or other allowances to its employees and their dependants.

(3 The Commission may engage consultants, agents and advisers to assist it in the performance of its
functions.

[Section:  [10 |Delegation and sub-delegation of Commission'sfunctions ~ |L.N. 12 of 2003 [01/04/2003 |

(1) Subject to subsection (2), the Commission may delegate any of its functions to-

(& amember of the Commission;

(b) acommittee established under section 8; or

(c) anemployee of the Commission, whether by reference to his name or to the office held by him.
(2) No delegation shall be made under subsection (1) in respect of-

(@) the power of the Commission to delegate under this section; or

(b) afunction specified in Part 2 of Schedule 2.

(3) Where the Commission delegates a function under this section, it may at the same time authorize the
delegate to sub-delegate the function and the authorization may contain restrictions or conditions on the exercise of the
power to sub-delegate.

(4) A delegation or sub-delegation under this section does not prevent the Commission or its delegate from
concurrently performing the function delegated or sub-del egated.

(5) The Commission may-

(@) revoke adelegation under this section;
(b) revoke an authorization in respect of a sub-delegation under this section,
whereupon the delegation or sub-del egation (as the case may be) shall cease to have effect.

(6) Where a person or committee purports to act pursuant to a delegation or sub-delegation under this section,
he or it shall be presumed, unless the contrary is proved, to be acting in accordance with the terms of the delegation or
sub-delegation.

(7) Without prejudice to subsection (4), where there is a delegation or sub-delegation under this section in
respect of a function of the Commission, any reference in this or any other Ordinance to the Commission in
connection with the performance of the function shall, unless the context otherwise requires, be construed accordingly.
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(8) The Legislative Council may by resolution amend Part 2 of Schedule 2.

[Section:  [11 |Directions to Commission |15 of 2006 |23/06/2006 |

(1) After consultation with the chief executive officer of the Commission, the Chief Executive may, upon being
satisfied that it is in the public interest to do so, give the Commission written directions as to the furtherance of any of
its regulatory objectives or the performance of any of its functions. (Amended 15 of 2006 s. 2)

(2) The Commission shall comply with any written direction given under subsection (1).

(3) Where any written direction is given under subsection (1), any requirement under any other provision of
this or any other Ordinance that the Commission shall, for the purpose of performing any of the functions to which the
written direction relates-

(8 formany opinion;
(b) besatisfied asto any matter (including existence of particular circumstances); or
(c) consult any person,

shall not apply for all purposes connected with the performance of functions pursuant to, or consequent upon, the
written direction.

(4) Written directions given under subsection (1) are not subsidiary legidation.

[Section: |12 |Commission to furnish information IL.N. 12 of 2003 [01/04/2003 |

The Commission shall, when required by the Financial Secretary, furnish to the Financial Secretary such
information as he specifies on the principles, practices and policy it is pursuing or adopting, or proposes to pursue or
adopt, in furthering any of its regulatory objectives or performing any of its functions, and the reasons therefor.

Part: I Accounting and financia arrangements L.N. 12 of 2003 |01/04/2003
Division: |2

[Section:  [13 [Financial year and estimates [L.N. 12 of 2003 [01/04/2003 |

(1) Thefinancial year of the Commission commenceson 1 April in each year.
(2) The Commission shall, not later than 31 December in each financia year of the Commission, submit to the
Chief Executive for his approval estimates of itsincome and expenditure for the next financia year.

(3) The Financia Secretary shall cause the estimates as approved pursuant to subsection (2) to be laid on the
table of the Legidative Council.

[Section:  [14 |Appropriation [L.N. 12 of 2003 [01/04/2003 |

For each financia year of the Commission, the Government shall pay to the Commission out of the genera
revenue the moneys appropriated by the Legislative Council for that purpose.

[Section:  [15 |Accounts and annual report |15 of 2006 |23/06/2006 |

(1) The Commission shall keep proper accounts and records of its transactions.
(2) The Commission shall, as soon as reasonably practicable after the end of each financia year of the
Commission, prepare financial statements which shall-
(@) giveatrueand fair view of the state of affairs of the Commission as at the end of the financial year and
of the results of its operations and cash flowsin the financial year; and
(b) be signed by the chairman and the chief executive officer of the Commission. (Amended 15 of 2006 s.
3)
(3) The Commission shall, as soon as reasonably practicable after the end of each financial year of the
Commission, prepare a report on its activities during the financial year and send a copy of the report to the Financia
Secretary who shall cause a copy thereof to be laid on the table of the Legislative Council.
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[Section:  [16 |Auditors and audit [L.N. 12 of 2003 [01/04/2003 |

(1) The Commission shall, with the approval of the Financial Secretary, appoint auditors.

(2) The Commission shall, as soon as reasonably practicable after the end of each financia year of the
Commission, submit to the auditors appointed under subsection (1) for audit the financial statements prepared for the
financial year under section 15(2).

(3) The auditors appointed under subsection (1) shall prepare a report on the financial statements submitted to
them under subsection (2) and send the report to the Commission which shall, as soon as reasonably practicable after
its receipt, send to the Financial Secretary a copy of the report and a copy of the financial statements to which the
report relates.

(4) The auditors appointed under subsection (1) shall include in their report a statement as to whether, in their
opinion, the financial statements to which the report relates give a true and fair view of the state of affairs of the
Commission as at the end of the financia year for which the financial statements are prepared and of the results of its
operations and cash flows in the financial year.

(5) An auditor appointed under subsection (1) has a right of access at al reasonable times to the books,
accounts, vouchers, records and documents kept by the Commission and is entitled to require from the officers of the
Commission such information and explanations as he considers necessary for the performance of his duties as auditor.

(6) The Financial Secretary shall cause a copy of the report referred to in subsection (3), and a copy of the
financial statements to which the report relates, to be laid on the table of the Legislative Council.

(7) The Director of Audit or another public officer authorized by the Director under subsection (8) may at any
reasonable time-

(@) examine any books, accounts, vouchers, records or documents kept by the Commission; and
(b) if the Director or the public officer (as the case may be) considers appropriate, make a copy of the
whole of, or any entry in, such books, accounts, vouchers, records or documents.

(8 The Director of Audit may authorize any public officer to perform any function for the purposes of
subsection (7).

[Section:  [17 |Investment of funds [L.N. 12 of 2003 [01/04/2003 |

The Commission may invest its funds which are not immediately required in the manner that the Financial
Secretary approves.

Part: Il EXCHANGE COMPANIES, CLEARING HOUSES, L.N. 12 of 2003 |01/04/2003
EXCHANGE CONTROLLERS, INVESTOR
COMPENSATION COMPANIES AND AUTOMATED
TRADING SERVICES

Part: Il Interpretation L.N. 12 of 2003 |01/04/2003
Divison: |1

[Section:  [18 |Interpretation of Part I [L.N. 12 of 2003 [01/04/2003 |

(1) InthisPart, unlessthe context otherwise requires-
"associated person” (FHH# ), in relation to a person entitled to exercise, or control the exercise of, voting power in
relation to, or holding securities in, a corporation-

(8) subject to paragraph (c), means any other person in respect of whom that first-mentioned person has an
agreement or arrangement, whether oral or in writing, express or implied, with respect to the
acquisition, holding or disposal of securities or other interests in that corporation or under which they
act together in exercising their voting power in relation to it;

(b) subject to paragraph (c), includes, in relation to such provisions of Division 4 as are specified in Part 2
of Schedule 3, a person, or a person belonging to a class of persons, specified in that Part to be an
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associated person;

(c) excludes, in relation to such provisions of Division 4 as are specified in Part 3 of Schedule 3, a person,
or a person belonging to a class of persons, specified in that Part not to be an associated person;

"controller" (#£4/] \), in relation to a corporation, means any person who is-

(@) ashareholder controller of the corporation; or

(b) anindirect controller of the corporation;

"default proceedings’ GE & iz FEFZ ) means any proceedings or other action taken by a recognized clearing house
under its default rules;

"default rules’ GEEEEEEFHAI, in relation to a recognized clearing house, means the rules of the clearing house
required by section 40(2);

"defaulter” (& &) means a clearing participant who is the subject of any default proceedings;

"indirect controller" ([&]42#7] A, in relation to a corporation-

(@) subject to paragraph (b), means a person in accordance with whose directions or instructions the
directors of the corporation or of another corporation of which it is a subsidiary are accustomed or
obliged to act;

(b) excludes, in relation to such provisions of Division 4 as are specified in Part 4 of Schedule 3, a person,
or a person belonging to a class of persons, specified in that Part not to be an indirect controller;

"market charge" (rfiE5#EC) means a charge, whether fixed or floating, granted in favour of a recognized clearing
house-

(a) over any property which isheld by or deposited with the clearing house; and

(b) for the purpose of securing liabilities arising directly in connection with the clearing house's ensuring
the settlement of a market contract;

"market collateral" (753K 54) means any property which is held by or deposited with a recognized clearing house
for the purpose of securing liabilities arising directly in connection with the clearing house's ensuring the
settlement of a market contract;

"relevant corporation” (fH [ 2 E]) means a corporation of which a relevant recognized exchange controller is a
controller;

"relevant office-holder" (5 i A &) means-

(@ theOfficial Receiver;

(b) aperson acting in relation to a company as its liquidator, receiver or manager;

(c) a person acting in relation to an individua as his trustee in bankruptcy or interim receiver of his
property; or

(d) aperson appointed pursuant to an order for the administration in bankruptcy of an insolvent estate of a
deceased person;

"relevant recognized exchange controller" (FHEEZE AT #4# ] A) means a recognized exchange controller which is a
controller of the Stock Exchange Company;

"settlement” (32 1%), in relation to a market contract, includes partial settlement;

"shareholder controller" (B2 A), in relation to a corporation, means any person who, either alone or with any
associated person or persons, is entitled to exercise, or control the exercise of, more than 35% of the voting
power at any general meeting of the corporation or of another corporation of which it is a subsidiary.

(2) Where achargeis granted partly for the purpose specified in the definition of "market charge" in subsection
(1) and partly for other purposes, the chargeisin Division 3 a market charge in so far asit has effect for that specified
purpose.

(3) Where any collateral is granted partly for the purpose specified in the definition of "market collateral” in
subsection (1) and partly for other purposes, the collateral is in Division 3 market collateral in so far as it has been
provided for that specified purpose.

(4) In Division 3, a reference to the law of insolvency includes a reference to every provision made by or
under-

(@ the Bankruptcy Ordinance (Cap 6);
(b) the Companies Ordinance (Cap 32); and
(c) any other enactment which is concerned with or in any way related to the insolvency of a person.
(5) InDivision 3, areference to settlement in relation to a market contract is a reference to the discharge of the
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rights and liabilities of the parties to the contract, whether by performance, compromise or otherwise.

(6) Wherethereisareferencein thisor any other Ordinance to a controller of a recognized exchange company
or recognized clearing house (however expressed), the term controller shall be construed in accordance with the
provisions of this section.

Part: Il Exchange companies L.N. 12 of 2003 |01/04/2003
Division: |2

[Section:  [19 |Recognition of exchange company [L.N. 12 of 2003 [01/04/2003 |

Division 2-Exchange companies

(1) No person shall-
() operate a stock market unless the person is-
(i) the Stock Exchange Company;
(i) a recognized exchange company of which a relevant recognized exchange controller is a
controller; or
(iif) arelevant recognized exchange controller which isitself arecognized exchange company;
(b) operate afutures market unless the person is a recognized exchange company;
(c) assistinthe operation of astock market which is operated in contravention of this subsection;
(d) assistin the operation of afutures market which is operated in contravention of this subsection.
(2) Wherethe Commission is satisfied that it is appropriate to do so-
(@ intheinterest of the investing public or in the public interest; or
(b) for the proper regulation of markets in securities or futures contracts,
it may, after consultation with the public and then the Financial Secretary, by notice in writing served on a company,
recognize the company as an exchange company-
(i) subject to such conditions asit considers appropriate specified in the notice; and
(if) with effect from a date specified in the notice for the purpose.

(3) Without limiting the generality of conditions which may be specified in a notice under subsection (2), the
Commission may, by notice in writing served on a recognized exchange company, amend or revoke any condition
specified in the first-mentioned notice or impose new conditions, where the Commission-

(a) is satisfied that it is appropriate to do so on a ground specified in paragraph (a) or (b) of that
subsection; and
(b) has consulted the Financial Secretary.

(4) Where the Commission amends or revokes any condition or imposes any new condition by a notice under
subsection (3), the amendment, revocation or imposition takes effect at the time of service of the notice or at the time
specified in the notice, whichever isthe later.

(5) A person who, without reasonable excuse, contravenes subsection (1) commits an offence and is liable-

(@ on conviction on indictment to a fine of $1000000 and to imprisonment for 2 years; or
(b) onsummary conviction to afine at level 6 and to imprisonment for 6 months.

(6) Where acompany becomes a recognized exchange company, the Commission shall cause notice of that fact
to be published in the Gazette.

(7) Where a company is seeking to be a recognized exchange company and the Commission is minded not to
recognize the company under subsection (2), the Commission shall give the company a reasonable opportunity of
being heard before making a decision not to recognize the company.

(8 Where the Commission refuses to recognize a company as an exchange company under subsection (2), the
Commission shall, by notice in writing served on the company, inform the company of the refusal and of the reasons
for it.

(9) A person shall not be regarded as contravening-

(@) subsection (1)(b) by reason only of-
(i) carrying on a business of providing automated trading services that constitutes an operation of a
futures market if-
(A) that person is authorized to provide the services under section 95(2) or is an intermediary
licensed or registered for Type 7 regulated activity; and
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(B) by virtue of the authorization, licence or registration, that person is permitted to engage in
activities that constitute an operation of a futures market; or
(ii) carrying on a business of dealing in futures contracts that constitutes an operation of a futures
market if-
(A) that personisanintermediary licensed or registered for Type 2 regulated activity; and
(B) by virtue of the licence or registration, that person is permitted to engage in activities that
constitute an operation of afutures market; or
(b) subsection (1)(d) by reason only of assisting in carrying on a business of providing automated trading
services that constitutes an operation of a futures market or carrying on a business of dealing in futures
contracts that constitutes an operation of a futures market if the conditions referred to in paragraph
@(@)(A) and (B) or (ii)(A) and (B) (as the case may be) are fulfilled in relation to the business of
providing automated trading services or the business of dealing in futures contracts.
(10) In subsection (1), "stock market" (Z&#%1H135) shall have the meaning assigned to it in the definition of
"stock market" in section 1 of Part 1 of Schedule 1, except that a reference to securities in that definition shall be
construed as not including areference to interests in any collective investment scheme.

Section: 20 Transactions that may be conducted on recognized stock L.N. 12 of 2003 |01/04/2003
market and recognized futures market

(1) No transaction may be conducted on a recognized stock market other than dealingsin-
(@) securities; and
(b) other financial products which are approved by the Commission by notice published in the Gazette,

either generally or in a particular case.

(2) No transaction may be conducted on arecognized futures market other than dealingsin-
(& futures contracts; and
(b) other financia products,

which are approved by the Commission by notice published in the Gazette, either generally or in a particular case.
(3) A notice under subsection (1) or (2) isnot subsidiary legislation.

[Section:  [21 [Duties of recognized exchange company [L.N. 12 of 2003 [01/04/2003 |

(1) It shall be the duty of arecognized exchange company to ensure-
(@) sofar asreasonably practicable, an orderly, informed and fair market-
(i) inthe case of arecognized exchange company which operates a stock market, in securities that
are traded on that stock market or through the facilities of that company; or
(i) in the case of a recognized exchange company which operates a futures market, in futures
contracts that are traded on that futures market or through the facilities of that company; and
(b) that risks associated with its business and operations are managed prudently.
(2) Indischarging its duty under subsection (1), arecognized exchange company shall-
(@) actintheinterest of the public, having particular regard to the interest of the investing public; and
(b) ensure that the interest of the public prevails where it conflicts with the interest of the recognized
exchange company.
(3) A recognized exchange company shall operate its facilities in accordance with the rules made under section
23 and approved under section 24.
(4) A recognized exchange company shall formulate and implement appropriate procedures for ensuring that its
exchange participants comply with the rules of the company.
(5 A recognized exchange company shall immediately notify the Commission if it becomes aware-
(@ that any of its exchange participants is unable to comply with any rules of the company or any
financial resources rules; or
(b) of afinancia irregularity or other matter which in the opinion of the company may indicate that the
financial standing or integrity of an exchange participant isin question, or that an exchange participant
may not be able to meet hislegal obligations.
(6) A recognized exchange company shall at al times provide and maintain-
(@) adequate and properly equipped premises;
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(b) competent personnel; and
(c) automated systems with adequate capacity, facilities to meet contingencies or emergencies, security
arrangements and technical support,
for the conduct of its business.

[Section:  [22 [Immunity, etc. [L.N. 12 of 2003 |01/04/2003 |

(1) Without limiting the generality of section 380(1), no civil liability, whether arising in contract, tort,
defamation, equity or otherwise, shall be incurred by-
(@) arecognized exchange company; or
(b) any person acting on behalf of arecognized exchange company, including-
(i) any member of the board of directors of the company; or
(i) any member of any committee established by the company,
in respect of anything done or omitted to be done in good faith in the discharge or purported discharge of the duties of
the company under section 21 or in the performance or purported performance of its functions under its rules.

(2) Where, in the discharge or purported discharge of its duties under section 63, a recognized exchange
controller gives an instruction or direction or makes a request to a recognized exchange company of which it is a
controller, the company's duties under section 21 or under its rules are not applicable to the company in respect of
anything done or omitted to be done in good faith by the company in compliance with the instruction, direction or
request.

|Section:  [23 |Rules by recognized exchange company 23 of 2004 |08/09/2004 |

(1) Without limiting any of its other powers to make rules, a recognized exchange company may make rules for
such matters as are necessary or desirable-

(@) for the proper regulation and efficient operation of the market which it operates;

(b) for the proper regulation of its exchange participants and holders of trading rights;

(c) for the establishment and maintenance of compensation arrangements for the investing public.

(2) Without limiting the generality of subsection (1), a recognized exchange company which may operate a
stock market may make rules for-

(a) applicationsfor the listing of securities and the requirements to be met before securities may be listed;

(b) the entering into of agreements between the recognized exchange company and other persons in
connection with the listing of securities, and the enforcement of those agreements by the company;

(c) the cancellation and withdrawal of the listing of, and the suspension and resumption of dealings in,
securities listed on the recognized stock market operated by the recognized exchange company;

(d) theimposition on any person of obligations to observe specified standards of conduct or to perform, or
refrain from performing, specified acts reasonably imposed in connection with the listing or continued
listing of securities;

(e) the admission of securities which are regulated in a jurisdiction outside Hong Kong to trading on a
recognized stock market operated by the recognized exchange company;

(f) the penalties or sanctions which may be imposed by the recognized exchange company for a breach of
rules made under this section;

(g) procedures or conditions which may be imposed, or circumstances which are required to exist, in
relation to matters which are provided for in the rules made under this section;

(nh) dealing with possible conflicts of interest that might arise where a relevant corporation or a relevant
recognized exchange controller seeks to be or isalisted corporation;

(i) such other matters as are necessary or desirable for the proper and efficient operation and management
of the recognized exchange company.

(3 The Commission may, by notice in writing served on a recognized exchange company, request the
company-

(@ to make rules specified in the request within the period specified in that request; or

(b) toamend rulesreferred to in the request in the manner and within the period specified in that request.

(4) Before making arequest under subsection (3), the Commission shall consult the Financial Secretary and the
recognized exchange company to which the request relates.
(5) Where the Commission is satisfied that a recognized exchange company has not complied with a request
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referred to in subsection (3) within the period specified in the request, the Commission may make or amend the rules
specified in the request instead of the company.

(6) The following persons or anyone who seeks to become any such person shall, if required to do so by the
rules of a recognized exchange company, make a statutory declaration concerning such matters as may be specified in
therules-

(@ an exchange participant or holder of trading rights of the company;

(b) adirector of acorporation which uses the facilities of the company;

(c) adirector of acorporation which is seeking to have any of its securities listed; and
(d) adirector or adviser of alisted corporation.

(7) In making rules under this section, a recognized exchange company shall take into account that a solicitor
or certified public accountant acting in his professional capacity in private practice has duties imposed by law and
under rules of professional conduct. (Amended 23 of 2004 s. 56)

(8) A recognized exchange company shall, in circumstances stipulated in arrangements agreed from time to
time between it and The Law Society of Hong Kong or the Hong Kong Institute of Certified Public Accountants, refer
breaches of rules made under this section- (Amended 23 of 2004 s. 56)

(@ which are aleged to have been committed by a solicitor or certified public accountant in private
practice; and (Amended 23 of 2004 s. 56)
(b) which may also congtitute a breach of duty imposed by law or under rules of professional conduct,
to The Law Society of Hong Kong or the Hong Kong Institute of Certified Public Accountants (as the case may be),
for determination of whether to make a finding, impose a penalty or sanction or take other disciplinary action.
(Amended 23 of 2004 s. 56)

(9) For the purposes of subsections (7) and (8), a person shall be regarded as acting in the capacity of a solicitor
or certified public accountant in private practice if in the course of private practice he provides legal or professional
accountancy services to aclient, but shall not be regarded as so acting where, in respect of a matter governed by rules
made under this section, he is also connected with the matter in any other capacity. (Amended 23 of 2004 s. 56)

Section: 24 Approval of rules or amendments to rules of recognized L.N. 12 of 2003 |01/04/2003
exchange company

(1) Subject to subsection (7), no rule (whether or not made under section 23) of a recognized exchange
company or any amendment thereto shall have effect unlessit has the approval in writing of the Commission.

(2) A recognized exchange company shall submit or cause to be submitted to the Commission-

(@) for its approval the rules and every amendment thereto that require approval under subsection (1),
together with explanations of their purpose and likely effect, including their effect on the investing
public, in sufficient detail to enable the Commission to decide whether to approve them or refuse to
approve them; and

(b) for its information the rules which belong to a class the subject of a declaration under subsection (7)
and every amendment to the rules, as soon as reasonably practicable after they have been made.

(3) The Commission shall, not later than 6 weeks after the receipt of a submission under subsection (2)(a) from
a recognized exchange company, by notice in writing served on the company, give its approval or refuse to give its
approval (together with its reasons for the refusal) to the rules or amendment of the rules (as the case may be) or any
part thereof, the subject of the submission.

(4) The Commission may give its approval under subsection (3) subject to requirements which shall be
satisfied before the rules or amendment of the rules or any part thereof take effect.

(5) The Commission may in a particular case, with the agreement of the recognized exchange company
concerned, extend the time prescribed in subsection (3).

(6) The Financia Secretary may, after consultation with the Commission and the recognized exchange
company concerned, extend the time prescribed in subsection (3).

(7) The Commission may, by notice published in the Gazette, declare any class of rules of a recognized
exchange company to be a class of rules which are not required to be approved under subsection (1) and, accordingly,
any rules of the company which belong to that class (including any amendment thereto) shall have effect
notwithstanding that they have not been so approved.

(8) Neither the rules under section 23 nor a notice under subsection (7) is subsidiary legislation.

Cap 571 - SECURITIESAND FUTURES ORDINANCE 11




|Section:  [25 |Transfer and resumption of functions of Commission IL.N. 12 of 2003 |01/04/2003 |

() The Commission may request the Chief Executive in Council to transfer, by order (“transfer order")
published in the Gazette, to a recognized exchange company (*designated exchange company™)-
(8 afunction to which this section applies; or
(b) that function in so far as it applies to the exchange participants or applicants to be exchange
participants of the designated exchange company,
if the Commission is satisfied that the designated exchange company iswilling and able to perform the function.
(2) Thissection appliesto afunction of the Commission under-
(@ PartV,;
(b) section 145; and
(c) Partsll and XI1 of the Companies Ordinance (Cap 32).

(3) A function to which this section applies may be transferred by a transfer order either in whole or in part,
and the transfer may be subject to-

(@ a reservation that the Commission is to perform the function concurrently with the designated
exchange company; and
(b) such other conditions as the Commission considers appropriate.

(4) A transfer order may contain such incidental, supplemental and consegquential provisions as may be
necessary or expedient for the purpose of giving full effect to the order.

(5) The Commission shall not request that a transfer order be made in respect of the making of financial
resources rules unless the proposed designated exchange company has first supplied the Commission with a draft of
the financial resources rules which it proposes to make, and the Commission is satisfied that the rules, if made, will
afford the investing public an adequate level of protection.

(6) The Commission may at the request or with the consent of a designated exchange company resume a
function transferred by a transfer order, but the resumption takes effect only by order of the Chief Executive in
Council.

(7) The Chief Executive in Council may order that the Commission resume a function transferred to a
designated exchange company by a transfer order if the Commission so requests and if it appears to the Chief
Executive in Council to be in the public interest to do so.

(8 A transfer order may provide for a designated exchange company to retain all or any of the fees payablein
relation to the performance of a transferred function, and an order made under subsection (6) or (7) may provide for
the Commission to retain all or any such fees, from a date specified in the order.

Section: 26 Appointment of chief executive of recognized exchange L.N. 12 of 2003 |01/04/2003
company requires approval of Commission

No appointment of a person as chief executive of a recognized exchange company shall have effect unless the
appointment has the approval in writing of the Commission.

[Section:  [27 |Production of records, etc. by recognized exchange company |L.N. 12 of 2003 [01/04/2003 |

(1) The Commission may, by notice in writing served on a recognized exchange company, require the company
to provide to the Commission, within such period as the Commission may specify in the notice-
(8 such books and records kept by it in connection with or for the purposes of its business or in respect of
any trading in securities or futures contracts; and
(b) such other information relating to its business or any trading in securities or futures contracts,
as the Commission may reasonably require for the performance of its functions.
(2) A recognized exchange company served with a notice under subsection (1) which, without reasonable
excuse, fails to comply with the notice commits an offence and is liable on conviction to afine at level 5.

Section: 28 Withdrawal of recognition of exchange company and direction|L.N. 12 of 2003 |01/04/2003
to cease to provide facilities or services

(1) Subject to subsections (4), (5) and (6), the Commission may, after consultation with the Financial Secretary,
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by notice in writing served on arecognized exchange company-
(@ withdraw the company's recognition as an exchange company with effect from a date specified in the
notice for the purpose; or
(b) direct the company to cease with effect from a date specified in the notice for the purpose-
(i) toprovide or operate such facilities as are specified therein; or
(ii) to provide such services as are specified therein.

(2) The Commission may by the notice served under subsection (1) permit the recognized exchange company
to continue, on or after the date on which the withdrawal or direction is to take effect, to carry on such activities
affected by the withdrawal or direction as the Commission may specify in the notice for the purpose of -

(8 closing down the operations of the company or ceasing to provide the services specified in the notice;
or
(b) protecting the interest of the investing public or the public interest.

(3) Where the Commission has granted a permission to a recognized exchange company under subsection (2),
the company shall not, by reason of its carrying on the activities in accordance with the permission, be regarded as
having contravened section 19(1).

(4 The Commission may only serve a notice under subsection (1) in relation to a recognized exchange
company that-

(@) failsto comply with any requirement of this Ordinance or with a condition imposed under section 19;
(b) isbeing wound up;

(c) ceasesto operate a market that it has been authorized to operate by virtue of section 19; or

(d) regueststhe Commission to do so.

(5) Except where responding to a request under subsection (4)(d), the Commission shall not exercise its power
under subsection (1) in relation to a recognized exchange company unless it has given the company a reasonable
opportunity of being heard.

(6) Except where responding to a request under subsection (4)(d), the Commission shall give the recognized
exchange company not less than 14 days notice in writing of its intention to serve a notice under subsection (1) and
the grounds for doing so.

(7) Where the Commission withdraws a company's recognition as an exchange company under subsection
(1)(@), it shall cause notice of that fact to be published in the Gazette.

(8) A notice served under subsection (1)(a) shall not take effect-

(@) subject to paragraph (b), until the expiration of the period within which an appeal against the notice
may be made under section 33; or

(b) if an appeal against the notice is made under section 33, until the appeal is withdrawn, abandoned or
determined.

(9) A notice served under subsection (1)(b) shall take effect immediately.

Section: 29 Direction to cease to provide facilities or servicesin L.N. 12 of 2003 |01/04/2003
emergencies

(1) Inaddition to the powers of the Commission under section 28, the Commission may, after consultation with
a recognized exchange company, by notice in writing served on the company, direct the company to cease to provide
or operate such facilities or cease to provide such services as are specified in the notice for a period not exceeding 5
business days.

(2) The Commission may only serve a notice under subsection (1) if it is of the opinion that the orderly
transaction of business on the stock market or futures market (as the case may be) is being, or is likely to be, impeded
because-

(@) anemergency or natural disaster has occurred in Hong Kong; or

(b) there exists an economic or financial crisis, whether in Hong Kong or elsewhere, or any other
circumstances, which is likely to prejudice orderly transaction of business on the stock market or
futures market (as the case may be).

(3) The Commission may, by natice in writing served on the recognized exchange company, extend the
direction under subsection (1) for further periods not exceeding 10 business daysin all.

(4) A notice served under this section shall take effect immediately.
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|Section:  [30 |Contravention of notice constitutes offence IL.N. 12 of 2003 |01/04/2003 |

A person who, without reasonable excuse-
(@) provides or operates facilities; or
(b) provides services,
in contravention of anotice under section 28(1)(b) or 29(1) or (3) commits an offence and is liable-
(i) on conviction on indictment to a fine of $2000000 and to imprisonment for 2 years; or
(if) onsummary conviction to afine at level 6 and to imprisonment for 6 months.

[Section: |31 |Prevention of entry into closed trading markets IL.N. 12 of 2003 |01/04/2003 |

() The Commission may take all necessary steps to ensure compliance with a notice under section 28(1)(b) or
29(2) or (3) and may, in particular, secure-
(@) thefacilitiesto which the notice relates; or
(b) the premises on which such facilities are kept or the premises on which the services to which the notice
relates are provided,
against use for dealings in securities or futures contracts or other purposes.
(2) A person commits an offence and is liable on conviction to a fine at level 5 if, without the authority of the
Commission or reasonable excuse, he-

(@ makes use of any facilities or services to which the notice under section 28(1)(b) or 29(1) or (3)

relates; or
(b) enters the premises on which such facilities are kept or the premises on which such services are
provided.
[Section: |32 |Publication of directions [L.N. 12 of 2003 [01/04/2003 |

Where the Commission-
() directs a recognized exchange company under section 28(1)(b) or 29(1) to cease to provide or operate
any facilities or cease to provide any services; or
(b) extends under section 29(3) adirection referred to in that section,
it shall cause notice of the particulars of the direction or extension (as the case may be) to be published in the Gazette.

[Section:  [33 |Appeals [L.N. 12 of 2003 [01/04/2003 |

(1) A company served with a notice under section 28(1) or 29(1) or (3) may appeal against the notice to the
Chief Executive in Council not later than 14 days after the date of service of the notice or such longer period (if any)
as the Commission specifiesin the notice.

(2) Thedecision of the Chief Executive in Council on an appea under subsection (1) shall be final.

[Section:  [34 |Restriction on use of titles relating to exchanges, markets, etc. [L.N. 12 of 2003 [01/04/2003 |

() A person commits an offence if he, without the authority of the Commission or reasonable excuse, takes or
usesthetitle-

(@ "stock exchange";

(b) "stock market";

(c) "commodity exchange';
(d) "futuresexchange";
(e) "futures market";

(f) "unified exchange";
(g) "united exchange";

(h) "EEZFACSFT

(i) "MREAZZFT

() "FEFHE"
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(k) “HREETHIS"
() "REELASAT
(m) "EHEAZ AT,
(n) "EAETE"
(o) "WEA AT,
or anything which closely resembles any such title.
(2) A person who commits an offence under this section isliable-

(8 on conviction on indictment to afine of $200000 and to imprisonment for 2 years; or
(b) onsummary conviction to afine at level 5 and to imprisonment for 6 months.

[Section:  [35 |Contract limits and reportable open position [L.N. 12 of 2003 [01/04/2003 |

(1) Without prejudice to section 398(7) and (8), the Commission may make rules to-

(&) prescribe limits on, or conditions relating to, the number of futures contracts which may be held or
controlled, directly or indirectly, by any person, whether or not such contracts are traded on a
recognized futures market or through the facilities of arecognized exchange company;

(b) prescribe limits on, or conditions relating to, the number of options contracts which may be held or
controlled, directly or indirectly, by any person, whether or not such contracts are traded on a
recognized stock market or recognized futures market or through the facilities of a recognized
exchange company;

(c) require a person holding or controlling a reportable position to lodge a notice of that reportable
position with a recognized exchange company or the Commission;

(d) prescribe the manner in which and the period within which a notice of a reportable position is to be
lodged;

(e) prescribe the information by which a notice of areportable position isto be accompanied.

(2) The Commission shall consult the Financial Secretary before making rules under subsection (1)(e).

(3) Subsection (1) does not prohibit the Commission from prescribing different limits or conditions, or different
reportable positions, for different types or classes of futures or options contracts, or from exempting specified futures
or options contracts.

(4) Without limiting the generality of subsection (1) and without prejudice to section 398(7) and (8), the
Commission may make rules for the purposes of this section to prohibit a person from-

(@) directly or indirectly entering, during a specified period, into transactions of a specified class in excess
of a specified amount; or

(b) directly or indirectly holding or controlling positions of a specified class in excess of a specified
position limit.

(5 Rules made under this section may provide that a person who, without reasonable excuse, contravenes any
specified provision of the rules that applies to the person commits an offence and is liable to a specified penalty not
exceeding-

(@ on conviction on indictment afine at level 6 and aterm of imprisonment of 2 years,

(b) onsummary conviction afine at level 3 and aterm of imprisonment of 6 months.

(6) In this section “reportable position" (ZH Ff #HJ#F /2 &) means an open position in futures or options
contracts the number or total value of which isin excess of a number or total value specified by rules made under this
section.

[Section:  [36 |Rules by Commission [L.N. 12 of 2003 [01/04/2003 |

(1) Without prejudice to section 398(7) and (8), the Commission may make rules in respect of the following
matters-
(@) thelisting of securities, and in particular-
(i) prescribing the requirements to be met before securities may be listed;
(if)  prescribing the procedure for dealing with applications for the listing of securities;
(iii) providing for the cancellation of the listing of any specified securities if the Commission's
requirements for listing, or the requirements of the undertaking referred to in paragraph (e), are
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not complied with or the Commission considers that such action is necessary to maintain an
orderly market in Hong Kong;

(b) the conditions subject to which, and the circumstances in which, a recognized exchange company shall
suspend dealings in securities or shall direct that dealings in securities recommence;

(c) the procedure for and the method of alotment of any securities arising out of an offer made to
members of the public in respect of those securities;

(d) personswho may be admitted as an exchange participant of a recognized exchange company;

(e) requiring companies the securities of which are listed or accepted for listing to enter into an
undertaking in the form prescribed in the rules with a recognized exchange company which may
operate a stock market under section 19 to provide such information at such times as may be specified,
and to carry out such dutiesin relation to its securities as may be imposed, in the undertaking;

(f) requiring a recognized exchange company which has become aware of any matter which adversely
affects, or is likely to adversely affect, the ability of any exchange participant of the company to meet
its obligations as an exchange participant, to make a report concerning the matter to the Commission as
soon as reasonably practicable after becoming aware of the matter;

(9) requiring arecognized exchange company when it expels any of its exchange participants, or suspends
any of its exchange participants from trading on the recognized stock market or recognized futures
market it operates or through its facilities, or requests any of its exchange participants to resign as an
exchange participant, to notify the Commission of that fact within 3 business days after the expulsion,
suspension or making of the request (as the case may be) and, in addition, to cause the expulsion,
suspension or request to be notified to the public in such manner and within such period as may be
prescribed in the rules;

(h) any matter which isto be or may be prescribed by rules made under section 23.

(2) Before making any rulesin respect of any matter specified in subsection (1), the Commission shall consult-

(@ theFinancia Secretary; and

(b) the recognized exchange company or all the recognized exchange companies (as the case may be) to
which that matter relates.

(3 Nothing in this section prevents a recognized exchange company from making rules under section 23 on
any matter referred to in subsection (1), but any such rules shall have effect only to the extent that they are not
repugnant to any rule made by the Commission under subsection (1).

Part: Il Clearing houses L.N. 12 of 2003 |01/04/2003
Division: |3

[Section:  [37 |Recognition of clearing house [L.N. 12 of 2003 [01/04/2003 |

(1) Wherethe Commission is satisfied that it is appropriate to do so-
(@ intheinterest of the investing public or in the public interest; or
(b) for the proper regulation of marketsin securities or futures contracts,
it may, after consultation with the Financial Secretary, by notice in writing served on a company, recognize the
company as a clearing house-
(i) subject to such conditions asit considers appropriate specified in the notice; and
(ii) with effect from a date specified in the notice for the purpose.

(2) Without limiting the generality of conditions which may be specified in a notice under subsection (1), the
Commission may, by notice in writing served on a recognized clearing house, amend or revoke any condition
specified in the first-mentioned notice or impose new conditions, where the Commission-

(@) is satisfied that it is appropriate to do so on a ground specified in paragraph (a) or (b) of that
subsection; and
(b) has consulted the Financial Secretary.

(3 Where the Commission amends or revokes any condition or imposes any new condition by a notice under
subsection (2), the amendment, revocation or imposition takes effect at the time of service of the notice or at the time
specified in the notice, whichever isthe later.

(4) Where a company becomes a recognized clearing house, the Commission shall cause notice of that fact to
be published in the Gazette.
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(5) Where a company is seeking to be a recognized clearing house and the Commission is minded not to
recognize the company under subsection (1), the Commission shall give the company a reasonable opportunity of
being heard before making a decision not to recognize the company.

(6) Where the Commission refuses to recognize a company as a clearing house under subsection (1), the
Commission shall, by notice in writing served on the company, inform the company of the refusal and of the reasons
for it.

[Section:  [38 [Duties of recognized clearing house L.N. 12 of 2003 [01/04/2003 |

(1) It shall bethe duty of arecognized clearing house to ensure-

(@) so far as reasonably practicable, that there are orderly, fair and expeditious clearing and settlement
arrangements for any transactions in securities or futures contracts cleared or settled through its
facilities; and

(b) that risks associated with its business and operations are managed prudently.

(2) Indischarging its duty under subsection (1), arecognized clearing house shall-

(8 actintheinterest of the public, having particular regard to the interest of the investing public; and

(b) ensure that the interest of the public prevails where it conflicts with the interest of the recognized
clearing house.

(3) A recognized clearing house shall operate its facilities in accordance with the rules made under section 40
and approved under section 41.

(4) A recognized clearing house shall formulate and implement appropriate procedures for ensuring that its
clearing participants comply with the rules of the clearing house.

(5 A recognized clearing house shall at all times provide and maintain-

(@) adequate and properly equipped premises;

(b) competent personnel; and

(c) automated systems with adequate capacity, facilities to meet contingencies or emergencies, security
arrangements and technical support,

for the conduct of its business.

|Section:  [39 [Immunity, etc. IL.N. 12 of 2003 |01/04/2003 |

() Without limiting the generality of section 380(1), no civil liability, whether arising in contract, tort,
defamation, equity or otherwise, shall be incurred by-
(@) arecognized clearing house; or
(b) any person acting on behalf of arecognized clearing house, including-
(i) any member of the board of directors of the clearing house; or
(i) any member of any committee established by the clearing house,
in respect of anything done or omitted to be done in good faith in the discharge or purported discharge of the duties of
the clearing house under sections 38 and 47 or in the performance or purported performance of its functions under its
rules, including its default rules.

(2) Where, in the discharge or purported discharge of its duties under section 63, a recognized exchange
controller gives an instruction or direction or makes a request to a recognized clearing house of which it isacontroller,
the clearing house's duties under sections 38 and 47 or under its rules (including its default rules) are not applicable to
the clearing house in respect of anything done or omitted to be done in good faith by the clearing house in compliance
with the instruction, direction or request.

(3 Without limiting the generality of section 380(1), no civil liability, whether arising in contract, tort,
defamation, equity or otherwise, shall be incurred by-

() aperson performing, by virtue of a delegation under the default rules of a recognized clearing house, a
function of the clearing house in connection with any default proceedings; or
(b) any person acting on behalf of a person referred to in paragraph (a), including-
(i) any member of the board of directors of that person; or
(i) any member of any committee established by that person,
in respect of anything done or omitted to be done in good faith in the performance and purported performance of that
function.
(4) Any failure by arecognized clearing house to comply with itsrulesin relation to a matter does not prevent
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the matter from being treated for the purposes of this Ordinance as done in accordance with the rules so long as the
failure does not substantially affect the rights of a person entitled to require compliance with the rules.

(5) Where arelevant office-holder takes action in relation to property of a defaulter which is liable to be dealt
with in accordance with the default rules of arecognized clearing house, and believes on reasonable grounds that he is
entitled to take that action, he is not liable to any person in respect of any loss or damage resulting from his action
except in so far as the loss or damage (as the case may be) is caused by the office-holder's own negligence.

[Section: ][40 |Rules by recognized clearing houses [L.N. 12 of 2003 [01/04/2003 |

() Without limiting any of its other powers to make rules, a recognized clearing house may make rules for
such matters as are necessary or desirable-

(a) for the proper regulation and efficient operation of the clearing or settlement facilities which it
operates;

(b) for the proper regulation of its clearing participants;

(c) for the establishment and maintenance of compensation arrangements for the investing public.

(2) A recognized clearing house shall make rules which-

(@ provide for the taking of proceedings or other action if a clearing participant appears to be unable, or
likely to become unable, to meet his obligations in respect of all unsettled or open market contracts to
which heisaparty; and

(b) comply with Part 5 of Schedule 3.

(3) Where a recognized clearing house takes default proceedings, al subsequent proceedings or other action
taken under its rules for the settlement of market contracts to which the defaulter is a party shall be treated as taken
under the default rules.

(4) The Commission may, by notice in writing served on a recognized clearing house, request the clearing
house-

(8 to make rules specified in the request within the period specified in that request; or

(b) toamend rulesreferred to in the request in the manner and within the period specified in that request.

(5) Before making arequest under subsection (4), the Commission shall consult the Financial Secretary and the
recognized clearing house to which the request relates.

(6) Where the Commission is satisfied that a recognized clearing house has not complied with a request
referred to in subsection (4) within the period specified in the request, the Commission may make or amend the rules
specified in the request instead of the recognized clearing house.

Section: 41 Approva of rules or amendments to rules of recognized L.N. 12 of 2003 |01/04/2003
clearing house

(1) Subject to subsection (7), no rule (whether or not made under section 40) of a recognized clearing house or
any amendment thereto shall have effect unlessit has the approval in writing of the Commission.
(2) A recognized clearing house shall submit or cause to be submitted to the Commission-

(@ for its approva the rules and every amendment thereto that require approva under subsection (1),
together with explanations of their purpose and likely effect, including their effect on the investing
public, in sufficient detail to enable the Commission to decide whether to approve them or refuse to
approve them; and

(b) for itsinformation the rules which belong to a class the subject of a declaration under subsection (7)
and every amendment to the rules, as soon as reasonably practicable after they have been made.

(3 The Commission shall, not later than 6 weeks after the receipt of a submission under subsection (2)(a) from
a recognized clearing house, by notice in writing served on the clearing house, give its approval or refuse to give its
approval (together with its reasons for the refusal) to the rules or amendment of the rules (as the case may be) or any
part thereof, the subject of the submission.

(4) The Commission may give its approval under subsection (3) subject to requirements which shall be
satisfied before the rules or amendment of the rules or any part thereof take effect.

(5) The Commission may in a particular case, with the agreement of the recognized clearing house concerned,
extend the time prescribed in subsection (3).

(6) The Financial Secretary may, after consultation with the Commission and the recognized clearing house
concerned, extend the time prescribed in subsection (3).
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(7) The Commission may, by notice published in the Gazette, declare any class of rules of a recognized
clearing house (except any default rules of the clearing house) to be a class of rules which are not required to be
approved under subsection (1) and, accordingly, any rules of the clearing house which belong to that class (including
any amendment thereto) shall have effect notwithstanding that they have not been so approved.

(8) Neither the rules under section 40 nor a notice under subsection (7) is subsidiary legislation.

[Section: |42 |Production of records, etc. by recognized clearing house [L.N. 12 of 2003 [01/04/2003 |

(1) The Commission may, by notice in writing served on a recognized clearing house, require the clearing
house to provide to the Commission, within such period as the Commission may specify in the notice-
(@ such books and records kept by it in connection with or for the purposes of its business or in respect of
any clearing and settlement arrangements for any transactions in securities or futures contracts; and
(b) such other information relating to its business or any clearing and settlement arrangements for any
transactions in securities or futures contracts,
as the Commission may reasonably require for the performance of its functions.
(2) A recognized clearing house served with a notice under subsection (1) which, without reasonable excuse,
fails to comply with the notice commits an offence and is liable on conviction to afine at level 5.

Section: 43 Withdrawal of recognition of clearing house and directionto |L.N. 12 of 2003 |01/04/2003
cease to provide facilities

(1) Subject to subsections (3), (4) and (5), the Commission may, after consultation with the Financial Secretary,
by natice in writing served on arecognized clearing house-

(@ withdraw the company's recognition as a clearing house with effect from a date specified in the notice
for the purpose; or

(b) direct the clearing house to cease to provide or operate with effect from a date specified in the notice
for the purpose such clearing or settlement facilities as are specified therein.

(2) The Commission may by the notice served under subsection (1) permit the recognized clearing house to
continue, on or after the date on which the withdrawal or direction is to take effect, to carry on such activities affected
by the withdrawal or direction as the Commission may specify in the notice for the purpose of -

(8 closing down the operations of the clearing house; or
(b) protecting the interest of the investing public or the public interest.

(3) The Commission may only serve a notice under subsection (1) in relation to a recognized clearing house
that-

(a) failsto comply with any requirement of this Ordinance or with a condition imposed under section 37,
(b) isbeing wound up;

(c) ceasesto operate as aclearing house; or

(d) requeststhe Commission to do so.

(4) Except where responding to a request under subsection (3)(d), the Commission shall not exercise its power
under subsection (1) in relation to a recognized clearing house unless it has given the clearing house a reasonable
opportunity of being heard.

(5) Except where responding to a request under subsection (3)(d), the Commission shall give the recognized
clearing house not less than 14 days notice in writing of its intention to serve a notice under subsection (1) and the
grounds for doing so.

(6) Where the Commission withdraws a company's recognition as a clearing house under subsection (1)(a), it
shall cause notice of that fact to be published in the Gazette.

(7) Where the Commission directs under subsection (1)(b) a recognized clearing house to cease to provide or
operate any clearing or settlement facilities, it shall cause notice of the particulars of the direction to be published in
the Gazette.

(8) A notice served under subsection (1)(a) shall not take effect-

(&) subject to paragraph (b), until the expiration of the period within which an appeal against the notice
may be made under section 44; or

(b) if an appeal against the notice is made under section 44, until the appeal is withdrawn, abandoned or
determined.

(9) A notice served under subsection (1)(b) shall take effect immediately.
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[Section:  [44 |Appeals [L.N. 12 of 2003 [01/04/2003 |

(1) A company served with a notice under section 43(1) may appeal against the notice to the Chief Executivein
Council not later than 14 days after the date of service of the notice or such longer period (if any) as the Commission
specifiesin the notice.

(2) The decision of the Chief Executive in Council on an appeal under subsection (1) shall be final.

Section: 45 Proceedings of recognized clearing house take precedence L.N. 12 of 2003 |01/04/2003
over law of insolvency

(1) None of the following shall be regarded as to any extent invalid at law on the ground of inconsistency with
the law relating to distribution of the assets of a person on insolvency, bankruptcy or winding up, or on the
appointment of areceiver over any of the assets of a person-

(@) amarket contract;

(b) therules of arecognized clearing house relating to the settlement of a market contract;

(c) any proceedings or other action taken under the rules of a recognized clearing house relating to the
settlement of a market contract;

(d) amarket charge;

(e) thedefault rules of arecognized clearing house; or

(f) any default proceedings.

(2) The powers of arelevant office-holder in his capacity as such, and the powers of a court acting under the
law of insolvency, shall not be exercised in such away asto prevent or interfere with-

(a) the settlement in accordance with the rules of arecognized clearing house of a market contract; or
(b) any default proceedings.

(3) Subsection (2) shal not operate to prevent a relevant office-holder from recovering an amount under

section 51 after the completion of a matter referred to in paragraph (a) or (b) of that subsection.

[Section: |46 |Supplementary provisions as to default proceedings IL.N. 12 of 2003 [01/04/2003 |

() A court may, on an application by a relevant office-holder, make such order as it considers appropriate
atering or releasing him from compliance with the functions of his office that are affected by the fact that default
proceedings are pending or could be taken, or have been or could have been taken.

(2) The functions of the relevant office-holder referred to in subsection (1) shall be construed subject to an
order made under that subsection.

(3) Section 12, 14 or 20 to 20K of the Bankruptcy Ordinance (Cap 6) and sections 166, 181, 183, 186 and 254
of the Companies Ordinance (Cap 32) do not prevent or interfere with any default proceedings.

[Section:  [47 [Duty to report on completion of default proceedings [L.N. 12 of 2003 [01/04/2003 |

(1) A recognized clearing house shall, upon the completion by it of any default proceedings, make a report on
such proceedings stating in respect of each defaulter-
(8 thenet sum (if any) certified by the clearing house to be payable by or to the defaulter; or
(b) thefact that no sumis so payable,
(as the case may be) and the clearing house may include in that report such other particulars in respect of such
proceedings as it considers appropriate.
(2) A recognized clearing house which has made a report pursuant to subsection (1) shall supply the report to-
(@ the Commission; and
(b) (i) any relevant office-holder acting in relation to-
(A) the defaulter to whom the report relates; or
(B) that defaulter's estate; or
(ii) if there is no relevant office-holder referred to in subparagraph (i), the defaulter to whom the
report relates.
(3) Where the Commission receives pursuant to subsection (2) a report made pursuant to subsection (1), it may
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publish notice of that fact in such manner as it considers appropriate to bring it to the attention of creditors of the
defaulter to whom the report relates.
(4) Where a relevant office-holder or defaulter receives pursuant to subsection (2) a report made pursuant to
subsection (1), he shall, at the request of a creditor of the defaulter to whom the report relates-
(@ make thereport available for inspection by the creditor;
(b) on payment of such reasonable fee as the relevant office-holder or defaulter (as the case may be)
determines, supply to the creditor all or any part of that report.
(5) Insubsections (2), (3) and (4), "report" (%) includes a copy of areport.

[Section:  [48 [Net sum payable on completion of default proceedings [L.N. 12 of 2003 [01/04/2003 |

(1) Thissection applies with respect to any net sum referred to in section 47(1)(a).

(2) Where abankruptcy or winding-up order has been made, or a resolution for voluntary winding up has been
passed, any net sum shall, notwithstanding any provision of section 34 or 35 of the Bankruptcy Ordinance (Cap 6) or
section 264 of the Companies Ordinance (Cap 32), be-

(@ provablein the bankruptcy or winding up or (as the case may be) payable to the relevant office-holder;
and

(b) taken into account, where appropriate, under section 35 of the Bankruptcy Ordinance (Cap 6) or that
section as applied in the case of awinding-up order under the Companies Ordinance (Cap 32).

[Section: |49 |Disclaimer of property, rescission of contracts, etc. IL.N. 12 of 2003 |01/04/2003 |

(1) Section 59 of the Bankruptcy Ordinance (Cap 6) and section 268 of the Companies Ordinance (Cap 32) do
not apply in relation to-

(@ amarket contract;

(b) a contract effected by a recognized clearing house for the purpose of realizing property provided as
market collatera;

(c) amarket charge; or

(d) any default proceedings.

(2) Section 42 of the Bankruptcy Ordinance (Cap 6) and section 182 of the Companies Ordinance (Cap 32) do
not apply in relation to any act, matter or thing which has been done pursuant to-

(& amarket contract;

(b) adisposal of property pursuant to a market contract;

(c) theprovision of market collateral;

(d) a contract effected by a recognized clearing house for the purpose of realizing property provided as
market collateral, or any disposal of property pursuant to such a contract;

(e) adisposa of property in accordance with the rules of arecognized clearing house as to the application
of property provided as market collateral;

(f) adisposa of property as a result of which the property becomes subject to a market charge, or any
transaction pursuant to which that disposal is made;

(g) adisposal of property made in enforcing a market charge;

(h) amarket charge; or

(i) any default proceedings.

[Section: |50 |Adjustment of prior transactions [L.N. 12 of 2003 [01/04/2003 |

(1) No order shall be made pursuant to-
(8) section 49 or 50 of the Bankruptcy Ordinance (Cap 6);
(b) section 266 of the Companies Ordinance (Cap 32); or
(c) section 60 of the Conveyancing and Property Ordinance (Cap 219),
in relation to any matter to which this section applies.
(2) The mattersto which this section applies are-
(@ amarket contract;
(b) adisposal of property pursuant to a market contract;
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(c) the provision of market collateral;

(d) a contract effected by a recognized clearing house for the purpose of realizing property provided as
market collatera;

(e) adisposa of property in accordance with the rules of arecognized clearing house as to the application
of property provided as market collateral;

(f) amarket charge; and

(g) any default proceedings.

Section: 51 Right of relevant office-holder to recover certain amounts L.N. 267 of 2003 {13/02/2004
arising from certain transactions

(1) Where a clearing participant ("the first participant") enters into a transaction for the sale or purchase of
securities with another clearing participant ("the second participant”) at an undervalue or an over-value in
circumstances described in subsection (2), and thereafter arelevant office-holder is acting in relation to-

(a) the second participant;

(b) the person who was, in respect of the transaction, the principal of the second participant ("the second

principa"); or

(c) theestate of the second participant or the second principal,
then, unless a court otherwise orders, the relevant office-holder may recover, from the first participant, or the person
who was, in respect of the transaction, the principal of the first participant ("the first principal”), an amount equal to
the prescribed gain obtained under the transaction by the first participant or the first principal (as the case may be).
The amount is recoverable even if the transaction may have been discharged in accordance with the rules of a
recognized clearing house and replaced by a market contract.

(2) The circumstances referred to in subsection (1) in which atransaction is entered into occur when-

(@) aprescribed event has occurred in relation to the second participant or the second principal; or
(b) thefirst participant or the first principal knew or ought reasonably to have known-
(i) in the case of the first participant, that a prescribed event was likely to occur in relation to the
second participant or the second principal;
(i) in the case of the first principal, that a prescribed event was likely to occur in relation to the
second principal,
and the event occurs within the period of 6 months immediately following the date on which the
transaction was so entered into.
(3 Inthissection-
"prescribed event" (5]HHEE{4), in relation to a second participant or a second principal, means-

(@ grounds exist for a creditor to present a bankruptcy petition against the second participant or the
second principal (as the case may be);

(b) the making of a statement in the specified form in respect of the second participant or the second
principal (as the case may be) pursuant to section 228A(1) of the Companies Ordinance (Cap 32);
(Amended 28 of 2003 s. 129)

(c) ameeting of creditors summoned in relation to the second participant or the second principal (as the
case may be) pursuant to section 241 of the Companies Ordinance (Cap 32); or

(d) the presentation of a petition for the winding up of the second participant or the second principa (as
the case may be) by a court;

"prescribed gain” (E JHHI #5%), in relation to atransaction referred to in subsection (1), means the difference between-

(8 themarket value of the securities the subject of the transaction; and

(b) thevalue of the consideration for the transaction,

as at the time the transaction was entered into.

Section: 52 Application of market collateral not affected by certain other |L.N. 12 of 2003 |01/04/2003
interests, etc.

(1) The provisions of this section have effect with respect to the application by a recognized clearing house of
property provided as market collateral.
(2) So far as necessary to enable the property to be applied in accordance with the rules of a recognized
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clearing house, it may be so applied notwithstanding any prior equitable interest or right, or any right or remedy
arising from a breach of fiduciary duty, unless the clearing house had actual notice of the interest, right or breach of
duty (asthe case may be) at the time the property was provided as market collateral.

(3 No right or remedy arising subsequently to the property being provided as market collateral may be
enforced so as to prevent or interfere with the application of the property by the recognized clearing house in
accordance with itsrules.

(4) Where arecognized clearing house has power by virtue of the provisions of this section to apply property
notwithstanding an interest, right or remedy, a person to whom the clearing house disposes of the property in
accordance with its rules takes free from that interest, right or remedy.

Section: 53 Enforcement of judgments over property subject to market L.N. 12 of 2003 |01/04/2003
charge, etc.

(1) Where property is subject to a market charge or has been provided as market collateral, no execution or
other legal process for the enforcement of a judgment or order may be commenced or continued, and no distress may
be levied, against the property by a person not seeking to enforce any interest in or security over the property, except
with the consent of the recognized clearing house concerned.

(2) Where by virtue of this section a person would not be entitled to enforce a judgment or order against any
property, any injunction or other remedy granted with a view to facilitating the enforcement of any such judgment or
order shall not extend to that property.

|Section:  [54 |Law of insolvency in other jurisdictions [L.N. 12 of 2003 [01/04/2003 |

(1) A court shal not, pursuant to any enactment or rule of law, recognize or give effect to-
(8 an order of acourt exercising jurisdiction under the law of insolvency in a place outside Hong Kong;
or
(b) an act of aperson appointed in that place to perform a function under the law of insolvency there,
in so far as making the order or doing the act would be prohibited in the case of a court in Hong Kong or a relevant
office-holder by provisions made by or under this Ordinance.
(2) In this section, "law of insolvency" (hff 7€ /& #%775), in relation to a place outside Hong Kong, means any
law of that place which is similar to, or serves the same purposes as, any part of the law of insolvency in Hong Kong.

Section: 55 Clearing participant to be party to certain transactions as L.N. 12 of 2003 |01/04/2003
principal

(1) Where aclearing participant-
(@ in his capacity as such enters into any transaction (including a market contract) with a recognized
clearing house; and
(b) but for this subsection, would be a party to that transaction as agent,
then, notwithstanding any other enactment or rule of law, as between, but only as between, the clearing house and any
other person (including the clearing participant and the person who is his principal in respect of that transaction), the
clearing participant shall for all purposes (including any action, claim or demand, either civil or criminal)-
(i) bedeemed not to be a party to that transaction as agent; and
(ii) be deemed to be a party to that transaction as principal.
(2) Where-
(@) 2 or more clearing participants in their capacities as such enter into any transaction; and
(b) but for this subsection, any such clearing participant would be a party to that transaction as agent,
then, notwithstanding any other enactment or rule of law, any such clearing participant to whom paragraph (b) applies
shall for all purposes (including any action, claim or demand, either civil or criminal), except as between, but only as
between, him and the person who is his principal in respect of that transaction-
(i) bedeemed not to be a party to that transaction as agent; and
(ii) be deemed to be a party to that transaction as principal.
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|Section: |56 |Property deposited with recognized clearing house IL.N. 12 of 2003 |01/04/2003 |

(1) Subject to subsections (2) and (3), where any property is deposited as market collateral by a clearing
participant with a recognized clearing house in accordance with the rules of the clearing house, then, notwithstanding
any other enactment or rule of law, no action, claim or demand, either civil or criminal, in respect of any right, title or
interest in such property held or enjoyed by any person lies, or shall be commenced or allowed, against the clearing
house or its nominees.

(2) The operation of subsection (1) in respect of any property deposited as market collateral with a recognized
clearing house is subject to the modifications and exclusions provided in the rules of the clearing house.

(3) This section does not operate to prejudice the operation of section 100 of the Companies Ordinance (Cap
32).

[Section: |57 |Preservation of rights, etc. IL.N. 12 of 2003 [01/04/2003 |

Except to the extent that they expressly provide, the provisions of this Division do not operate to limit, restrict or
otherwise affect-
(8 any right, title, interest, privilege, obligation or liability of a person;
(b) any investigation, legal proceeding or remedy in respect of any such right, title, interest, privilege,
obligation or liahility.

|Section:  [58 |Amendment of Schedule 3 [L.N. 12 of 2003 [01/04/2003 |

(1) TheFinancia Secretary may, by notice published in the Gazette, amend Part 5 of Schedule 3.

(2) For the avoidance of doubt, it is hereby declared that the power of the Financial Secretary under subsection
(1) to amend Part 5 of Schedule 3 may be exercised in such away asto include in that Part a provision which requires
a recognized clearing house to have, as part of its default rules, rules which prohibit the clearing house from taking
any proceedings or other action specified in the provision, either generaly or in a particular case.

Part: Il Exchange controllers L.N. 12 of 2003 |01/04/2003
Divison: |4

[Section:  [59 |Recognition of exchange controller [L.N. 12 of 2003 [01/04/2003 |

(1) Subject to subsection (20) and section 62, no person shall become or continue to be a controller of a
recognized exchange company or recognized clearing house unless the person is a recognized exchange controller.

(2) Wherethe Commission is satisfied that it is appropriate to do so-

(@ intheinterest of the investing public or in the public interest; or

(b) for the proper regulation of markets in securities or futures contracts,
it may, with the consent in writing of the Financial Secretary, by notice in writing served on a company, recognize the
company as an exchange controller-

(i) subject to such conditions asit considers appropriate specified in the notice; and

(if) with effect from a date specified in the notice for the purpose.

(3 Without limiting the generality of conditions which may be specified in a notice under subsection (2), the
Commission may, by notice in writing served on a recognized exchange controller, amend or revoke any condition
specified in the first-mentioned notice or impose new conditions, where the Commission-

() is satisfied that it is appropriate to do so on a ground specified in paragraph (a) or (b) of that
subsection; and
(b) hasthe consent in writing of the Financial Secretary to do so.

(4) Where the Commission amends or revokes any condition or imposes any new condition by a notice under
subsection (3), the amendment, revocation or imposition takes effect at the time of service of the notice or at the time
specified in the notice, whichever isthe later.

(5) Subject to subsection (6), a person who contravenes subsection (1) commits an offence and is liable-

(8 on conviction on indictment to afine of $2000000 and to imprisonment for 2 years; or
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(b) onsummary conviction to afine at level 6 and to imprisonment for 6 months.

(6) Where aperson is charged with an offence under subsection (5), it is a defence to the charge for the person
to prove that the person did not know that the acts or circumstances by virtue of which the person became a controller
of the recognized exchange company or recognized clearing house concerned were such as to have that effect.

(7) Where aperson-

(& is acontroller of a recognized exchange company or recognized clearing house in contravention of
subsection (1) (and whether or not the person is charged with an offence under subsection (5) in
relation to the contravention);

(b) did not know and had no reason to suspect the existence of any of the acts or circumstances by virtue
of which the person became the controller of the recognized exchange company or recognized clearing
house; and

(c) subsequently becomes aware of the fact that the person has become such a controller,

the person shall serve on the Commission, not later than 14 days after becoming aware of that fact, a notice in writing
stating that the person has become such a controller.

(8) The Commission may, upon the service of anotice under subsection (7)-

(a) recognize the person as an exchange controller in accordance with subsection (2); or

(b) refuse to recognize the person as an exchange controller.

(99 Where a person is a controller of a recognized exchange company or recognized clearing house in
contravention of subsection (1) (and whether or not the person is charged with an offence under subsection (5) in
relation to the contravention)-

(@ the Commission may, by notice published in the Gazette-

(i) declare that any votes cast at any meeting of the recognized exchange company or recognized
clearing house (as the case may be) by the person after the person became the controller shall be
void and of no effect; and

(i) give such directions as it considers appropriate for any such meetings to be reconvened for
voting anew on the business on which such votes were cast;

(b) the person or any of his associated persons shall not exercise any rights conferred on the person as a
holder of securities in the recognized exchange company or recognized clearing house, or any rightsin
securitiesin any such company which are otherwise controlled by the person, except for the purpose of
ceasing to be such controller; and

(c) the Commission may, by notice in writing served on the person, direct the person to take such steps as
are specified in the notice-

(i) for the purpose of causing the person to cease to be such controller; and

(if) within such period as is specified in the notice for the purpose.

(10) Without limiting the generality of steps referred to in subsection (9)(c) which may be specified in a notice
under that subsection to be served on a person referred to in that subsection, such steps may consist in whole or in part
of steps proposed in writing to the Commission by that person.

(11) The steps specified in a notice under subsection (9)(c) may be framed so as to afford the person on whom
the notice is served a choice between different ways of ceasing to be a controller of the recognized exchange company
or recognized clearing house concerned.

(12) A notice served under subsection (9)(c) shall not take effect-

(@ subject to paragraph (b), until the expiration of the period within which an appeal against the notice
may be made under section 73; or

(b) if an appeal against the notice is made under section 73, until the appeal is withdrawn, abandoned or
determined.

(13) Subject to subsection (14), a person served with a notice under subsection (9)(c) who fails to comply with
the notice commits an offence and is liable-

(8 on conviction on indictment to afine of $2000000 and to imprisonment for 2 years; or

(b) onsummary conviction to afine at level 6 and to imprisonment for 6 months.

(14) It isadefence for a person charged with an offence under subsection (13) to prove that the person exercised
reasonabl e diligence to comply with the notice concerned under subsection (9)(c) served on the person.

(15) Where a person served with a notice under subsection (9)(c) fails to comply with the notice (and whether or
not the person is charged with an offence under subsection (13) in relation to the failure), the provisions of Part 6 of
Schedule 3 shall immediately apply.

(16) The provisions of this section, except subsection (5), shall apply to a person who became a controller of a
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recognized exchange company or recognized clearing house before the commencement of this section as they apply to
a person who became a controller of a recognized exchange company or recognized clearing house on or after that
commencement.

(17) Where a company becomes a recognized exchange controller, the Commission shall cause notice of that
fact to be published in the Gazette.

(18) Where a company is seeking to be a recognized exchange controller and the Commission is minded not to
recognize the company under subsection (2), the Commission shall give the company a reasonable opportunity of
being heard before making a decision not to recognize the company.

(19) Where the Commission refuses to recognize a company or a person as an exchange controller under
subsection (2) or (8)(b), the Commission shall, by naotice in writing served on the company or the person (as the case
may be), inform the company or the person of the refusal and of the reasons for it.

(20) Subsection (1) shall not apply to a person who is a controller of a recognized exchange company or
recognized clearing house if the recognized exchange company or recognized clearing house is itself a recognized
exchange controller.

(21) A notice under subsection (9)(a) is not subsidiary legislation.

Section: 60 Interest of recognized exchange controller in recognized L.N. 12 of 2003 |01/04/2003
exchange company or recognized clearing house cannot be
increased or decreased except with approval of Commission

Where a recognized exchange controller is a controller of a recognized exchange company or recognized
clearing house, then, by virtue of this section and notwithstanding any other enactment or rule of law-

(@) any interest the recognized exchange controller has in the recognized exchange company or recognized
clearing house (as the case may be) as such controller cannot be increased or decreased except with the
approval in writing of the Commission;

(b) any attempt (whether in the form of an agreement or otherwise and by whomsoever) to increase or
decrease any such interest in contravention of paragraph (a) isvoid for all purposes.

Section: 61 Person not to become minority controller of exchange L.N. 12 of 2003 |01/04/2003
controller, etc. without approval of Commission

(1) Subject to subsections (2) and (16), on or after the commencement of this section, a person shall not-

(@ be or become aminority controller of arecognized exchange controller, recognized exchange company
or recognized clearing house except with the approva in writing of the Commission after consultation
with the Financial Secretary; and

(b) if such approval is given, and subject to any condition specified in the approval disapplying this
paragraph in whole or in part, increase the interest the person has as such minority controller except
with the further approval in writing of the Commission after consultation with the Financial Secretary.

(2) The Commission shall not give an approval under subsection (1)(a) or (b) unless it is satisfied that it is
appropriate to do so in the interest of the investing public or in the public interest.

(3) Where the Commission refuses to give an approval under subsection (1)(a) or (b), it shall give notice in
writing of its reasons for the refusal to the person concerned.

(4) Subject to subsection (5), a person who contravenes subsection (1) commits an offence and is liable-

(8 on conviction on indictment to a fine of $2000000 and to imprisonment for 2 years; or

(b) onsummary conviction to afine at level 6 and to imprisonment for 6 months.

(5) Where a person is charged with an offence under subsection (4), it is a defence to the charge for the person
to prove that the person-

(8 did not know that the acts or circumstances by virtue of which the person became a minority
controller, or increased the interest the person has as a minority controller (as the case may be) of the
recognized exchange controller, recognized exchange company or recognized clearing house
concerned were such asto have that effect; or

(b) exercised reasonable diligence to avoid contravening subsection (1).

(6) Where aperson-

(@ is a minority controller of a recognized exchange controller, recognized exchange company or

recognized clearing house in contravention of subsection (1) (and whether or not the person is charged
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with an offence under subsection (4) in relation to the contravention);

(b) did not know and had no reason to suspect the existence of any of the acts or circumstances by virtue
of which the person became the minority controller of that recognized exchange controller, recognized
exchange company or recognized clearing house; and

(c) subsequently becomes aware of the fact that the person has become such a minority controller,

the person shall serve on the Commission, not later than 14 days after becoming aware of that fact, a notice in writing
stating that the person has become such a minority controller.

(7) The Commission may, upon the service of anotice under subsection (6)-

() approve the person as aminority controller in accordance with subsection (1); or

(b) refuse to approve the person as a minority controller.

(8 Where aperson isaminority controller of arecognized exchange controller, recognized exchange company
or recognized clearing house in contravention of subsection (1) (and whether or not the person is charged with an
offence under subsection (4) in relation to the contravention), the Commission may, by notice published in the
Gazette-

(@) declare that any votes cast at any meeting of the recognized exchange controller, recognized exchange
company or recognized clearing house (as the case may be) by the person after the person became the
minority controller, shall be void and of no effect; and

(b) give such directions as it considers appropriate for any such meetings to be reconvened for voting
anew on the business on which such votes were cast.

(99 Where aperson isaminority controller of a recognized exchange controller, recognized exchange company
or recognized clearing house in contravention of subsection (1) or has failed to comply with a condition specified in an
approval under that subsection (and whether or not the person is charged with an offence under subsection (4) in
relation to the contravention)-

(@) the person or any of his associated persons shall not exercise any rights conferred on the person as a
holder of securities in the recognized exchange controller, recognized exchange company or
recognized clearing house concerned or any rights in securities in any such company which are
otherwise controlled by the person, except for the purpose of ceasing to be such controller; and

(b) the Commission may, by notice in writing served on the person, direct the person to take such steps as
are specified in the notice-

(i) for the purpose of causing the person to cease to be a minority controller of the recognized
exchange controller, recognized exchange company or recognized clearing house the subject of
that contravention or failure; and

(if)  within such period asis specified in the notice for the purpose.

(20) Without limiting the generality of steps referred to in subsection (9)(b) which may be specified in a notice
under that subsection to be served on a person referred to in that subsection, such steps may consist in whole or in part
of steps proposed in writing to the Commission by that person.

(11) The steps specified in a notice under subsection (9)(b) may be framed so as to afford the person on whom
the notice is served a choice between different ways of ceasing to be a minority controller of the recognized exchange
controller, recognized exchange company or recognized clearing house concerned.

(12) A notice served under subsection (9)(b) shall not take effect-

(@) subject to paragraph (b), until the expiration of the period within which an appeal against the notice
may be made under section 73; or

(b) if an appeal against the notice is made under section 73, until the appeal is withdrawn, abandoned or
determined.

(13) Subject to subsection (14), a person served with a notice under subsection (9)(b) who fails to comply with
the notice commits an offence and isliable-

(@ on conviction on indictment to a fine of $1000000 and to imprisonment for 2 years; or

(b) onsummary conviction to afine at level 6 and to imprisonment for 6 months.

(14) It isadefence for a person charged with an offence under subsection (13) to prove that the person exercised
reasonable diligence to comply with the notice concerned under subsection (9)(b) served on the person.

(15) Where a person served with a notice under subsection (9)(b) fails to comply with the notice (and whether or
not the person is charged with an offence under subsection (13) in relation to the failure), the provisions of Part 6 of
Schedule 3 shall immediately apply.

(16) The Commission may, after consultation with the Financial Secretary, make rules to exempt a person, or a
person belonging to a class of persons, specified in the rules from one or more of the requirements of subsection (1)
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subject to such conditions (if any) as are specified in the rules.

(17) Where a person is seeking to be a minority controller of a recognized exchange controller, recognized
exchange company or recognized clearing house and the Commission is minded not to give approva under subsection
(D) in relation thereto, the Commission shall give the person a reasonable opportunity of being heard before making a
decision not to give such approval.

(18) Nothing in this section shall operate to prevent the Commission from approving under this or any other
Ordinance the provisions of the constitution, or the provisions of an amendment to the constitution, of a recognized
exchange controller, recognized exchange company or recognized clearing house which impose reguirements
additional to this section in relation to-

(a) interests held in the recognized exchange controller, recognized exchange company or recognized
clearing house (as the case may be) including, but not limited to, the exercise, or the control of the
exercise, of voting power at any general meeting of the recognized exchange controller, recognized
exchange company or recognized clearing house (as the case may be); or

(b) stepsto be taken for the purpose of causing a person to dispose of any such interest including, but not
limited to, ceasing to be a minority controller (by whatever name called) of the recognized exchange
controller, recognized exchange company or recognized clearing house (as the case may be).

(19) A notice under subsection (8) is not subsidiary legislation.

(20) In this section, "minority controller" (ZXZE$2E#] L), in relation to a recognized exchange controller,
recognized exchange company or recognized clearing house-

() subject to paragraph (b), means any person who, either alone or with any associated person or persons,
is entitled to exercise, or control the exercise of, 5% or more of the voting power at any general
meeting of the recognized exchange controller, recognized exchange company or recognized clearing
house (as the case may be) or of a corporation of which the recognized exchange controller, recognized
exchange company or recognized clearing house (as the case may be) is asubsidiary;

(b) does not include-

(i) arecognized exchange controller; or
(if) aperson, or a person belonging to a class of persons, specified in Part 7 of Schedule 3 not to be a
minority controller for the purposes of this Division.

[Section:  [62 |Exemption from section 59(1) and revocation of exemption  |L.N. 12 of 2003 [01/04/2003 |

(1) Wherethe Financial Secretary is satisfied that it is appropriate to do so-
(@ intheinterest of the investing public or in the public interest; or
(b) for the proper regulation of marketsin securities or futures contracts,
he may, by notice in writing served on a person, exempt the person from section 59(1)-
(i) subject to such conditions as he considers appropriate specified in the notice; and
(if) with effect from a date specified in the notice for the purpose.
(2) Wherethe Financial Secretary is satisfied that it is appropriate to do so-
(@ intheinterest of the investing public or in the public interest; or
(b) for the proper regulation of marketsin securities or futures contracts,
he may, by notice in writing served on a person the subject of an exemption under subsection (1) stating the reasonsin
support of the ground or grounds for the notice, revoke the exemption-
(i) subject to such conditions as he considers appropriate specified in the notice; and
(i) with effect from a date specified in the notice for the purpose, being a date reasonable in al the
circumstances of the case.
(3) Subject to subsection (4), a person who fails to comply with a condition specified in a notice under
subsection (1) or (2) commits an offence and isliable-
(8 on conviction on indictment to afine of $2000000 and to imprisonment for 2 years; or
(b) onsummary conviction to afine at level 6 and to imprisonment for 6 months.
(4) Itisadefencefor aperson charged with an offence under subsection (3) to prove that the person exercised
reasonable diligence to comply with the notice concerned under subsection (1) or (2) served on the person.
(5) Without limiting the generality of the Financial Secretary's power under subsection (1), a person is exempt
from section 59(1) in the cases specified in Part 8 of Schedule 3.
(6) For the avoidance of doubt, it is hereby declared that the Financial Secretary's power under subsection (2)
to revoke an exemption under subsection (1) includes the power to revoke and replace the exemption.
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[Section:  [63 [Duties of recognized exchange controller [L.N. 12 of 2003 [01/04/2003 |

(1) It shal be the duty of a recognized exchange controller which is a controller of a recognized exchange
company or recognized clearing house to ensure so far as reasonably practicable-

(@) an orderly, informed and fair market in securities or futures contracts traded on the stock market or
futures market operated by the recognized exchange company or through the facilities of the company;

(b) that there are orderly, fair and expeditious clearing and settlement arrangements for any transactionsin
securities or futures contracts cleared or settled through the facilities of the recognized clearing house;

(c) that risks associated with its business and operations are managed prudently;

(d) that the recognized exchange company or recognized clearing house (as the case may be) complies
with any lawful requirement placed on it under any enactment or rule of law and with any other legal
requirement placed onit.

(2) Indischarging its duty under subsection (1)(a), (b) or (c), a recognized exchange controller shall-

(@ actintheinterest of the public, having particular regard to the interest of the investing public; and

(b) ensure that the interest of the public prevails where it conflicts with the interest of the recognized
exchange controller.

|Section: |64 [lmmunity, etc. IL.N. 12 of 2003 [01/04/2003 |

Without limiting the generality of section 380(1), no civil liability, whether arising in contract, tort, defamation,
equity or otherwise, shall be incurred by-
(@ arecognized exchange controller; or
(b) any person acting on behalf of arecognized exchange controller, including-
(i) any member of the board of directors of the recognized exchange controller; or
(i) any member of any committee established by the recognized exchange controller,
in respect of anything done or omitted to be done in good faith in the discharge or purported discharge of the duties of
the controller under section 63 or in the performance or purported performance of its functions under its rules.

[Section:  [65 |Establishment and functions of Risk Management Committee |L.N. 12 of 2003 [01/04/2003 |

(1) A recognized exchange controller shall establish and keep established a committee, to be caled the Risk
Management Committee, to formulate policies on risk management matters relating to the activities of the recognized
exchange controller and of any recognized exchange company or recognized clearing house of which the recognized
exchange controller is a controller and to submit such policies to the recognized exchange controller for its
consideration.

(2) TheRisk Management Committee shall consist of-

(@) the chairman of the recognized exchange controller who shall also be the chairman of the Committee;
and
(b) not lessthan 4 or more than 7 other members.

(3 The Financial Secretary shall appoint not less than 3 or more than 5 of the members referred to in
subsection (2)(b).

(4) The recognized exchange controller shall appoint not more than 2 of the members referred to in subsection
(2)(b) of whom not less than one shall be a member of the board of directors of the recognized exchange controller
who-

(&) issuch amember otherwise than by virtue of an appointment under section 77(1); and
(b) isnot the chief executive of the recognized exchange controller.

[Section: |66 |Rules by recognized exchange controllers [L.N. 12 of 2003 [01/04/2003 |

(1) Without limiting any of its other powers to make rules, a recognized exchange controller may make rules
for such matters as are necessary or desirable-
(a) for the discharge of its duties under section 63;
(b) for the establishment and maintenance of compensation arrangements for the investing public.
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(2) The Commission may, after consultation with the Financial Secretary, by notice published in the Gazette,
declare a person or body of persons specified in the notice to be a person or body of persons (as the case may be) to
which paragraph (c)(ii)(C) of the definition of "rules" in section 1 of Part 1 of Schedule 1 shall apply.

Section: 67 Approval of rules or amendments to rules of recognized L.N. 12 of 2003 |01/04/2003
exchange controller

(1) Subject to subsection (7), no rule (whether or not made under section 66) of a recognized exchange
controller or any amendment thereto shall have effect unless it has the approval in writing of the Commission.

(2) A recognized exchange controller shall submit or cause to be submitted to the Commission-

(@ for its approva the rules and every amendment thereto that require approva under subsection (1),
together with explanations of their purpose and likely effect, including their effect on the investing
public, in sufficient detail to enable the Commission to decide whether to approve them or refuse to
approve them; and

(b) for its information the rules which belong to a class the subject of a declaration under subsection (7)
and every amendment to the rules, as soon as reasonably practicable after they have been made.

(3) The Commission shall, not later than 6 weeks after the receipt of a submission under subsection (2)(a) from
a recognized exchange controller, by notice in writing served on the controller, give its approva or refuse to give its
approval (together with its reasons for the refusal) to the rules or amendment of the rules (as the case may be) or any
part thereof, the subject of the submission.

(4) The Commission may give its approval under subsection (3) subject to requirements which shall be
satisfied before the rules or amendment of the rules or any part thereof take effect.

(5) The Commission may in a particular case, with the agreement of the recognized exchange controller
concerned, extend the time prescribed in subsection (3).

(6) The Financial Secretary may, after consultation with the Commission and the recognized exchange
controller concerned, extend the time prescribed in subsection (3).

(7) The Commission may, by notice published in the Gazette, declare any class of rules of a recognized
exchange controller to be a class of rules which are not required to be approved under subsection (1) and, accordingly,
any rules of the controller which belong to that class (including any amendment thereto) shall have effect
notwithstanding that they have not been so approved.

(8) Neither the rules under section 66(1) nor a hotice under subsection (7) is subsidiary legislation.

|Section: |68 [Transfer and resumption of function of the Commission IL.N. 12 of 2003 [01/04/2003 |

(1) The Commission may request the Chief Executive in Council to transfer, by order ("transfer order")
published in the Gazette, to a recognized exchange controller ("designated exchange controller"), a function to which
this section applies, if the Commission is satisfied that the designated exchange controller is willing and able to
perform the function.

(2) Thissection appliesto afunction of the Commission under-

(@ PartV;
(b) section 145; and
(c) Partsll and X1l of the Companies Ordinance (Cap 32).

(3) A function to which this section applies may be transferred by a transfer order either in whole or in part,
and the transfer may be subject to-

(8 a reservation that the Commission is to perform the function concurrently with the designated
exchange controller; and
(b) such other conditions as the Commission considers appropriate.

(4) A transfer order may contain such incidental, supplemental and consequential provisions as may be
necessary or expedient for the purpose of giving full effect to the order.

(5) The Commission shall not request that a transfer order be made in respect of the making of financia
resources rules unless the proposed designated exchange controller has first supplied the Commission with a draft of
the financial resources rules which it proposes to make, and the Commission is satisfied that the rules, if made, will
afford the investing public an adequate level of protection.

(6) The Commission may at the request or with the consent of a designated exchange controller resume a
function transferred by a transfer order, but the resumption takes effect only by order of the Chief Executive in
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Council.

(7) The Chief Executive in Council may order that the Commission resume a function transferred to a
designated exchange controller by a transfer order if the Commission so requests and if it appears to the Chief
Executive in Council to be in the public interest to do so.

(8) A transfer order may provide for a designated exchange controller to retain al or any of the fees payablein
relation to the performance of a transferred function, and an order made under subsection (6) or (7) may provide for
the Commission to retain al or any such fees, from a date specified in the order.

[Section:  [69 |Chairman of recognized exchange controller [L.N. 12 of 2003 [01/04/2003 |

(1) No person shall be the chairman of a company which is a recognized exchange controller unless he has the
approval inwriting of the Chief Executive to hold that office.
(2) Wherethe Chief Executiveis satisfied that it is appropriate to do so-
(@ intheinterest of the investing public or in the public interest; or
(b) for the proper regulation of markets in securities or futures contracts,
he may, by notice in writing served on a person who is the chairman of a recognized exchange controller, remove the
person from that office with effect from a date specified in the notice for the purpose.

Section: 70 Appointment of chief executive or chief operating officer of  |L.N. 12 of 2003 |01/04/2003
recognized exchange controller requires approval of
Commission

(1) No appointment of a person as chief executive or chief operating officer of a company which is a
recognized exchange controller shall have effect unless the appointment has the approval in writing of the
Commission.

(2) Where the Commission, after consultation with the Financial Secretary and the chairman of a recognized
exchange controller, is satisfied that it is appropriate to do so-

(8 intheinterest of the investing public or in the public interest; or

(b) for the proper regulation of marketsin securities or futures contracts,
it may, by notice in writing served on a person who is the chief executive or chief operating officer of the controller,
remove the person from that office with effect from a date specified in the notice for the purpose.

(3) A notice served under subsection (2) shall take effect immediately.

[Section:  [71 |Production of records, etc. by recognized exchange controller |L.N. 12 of 2003 [01/04/2003 |

(1) The Commission may, by notice in writing served on a recognized exchange controller, require the
controller to provide to the Commission, within such period as the Commission may specify in the notice-
(@) such books and records kept by it-

(i) inconnection with or for the purposes of its business;

(i) in respect of any trading in securities or futures contracts traded on the stock market or futures
market operated by the recognized exchange company of which it is a controller, or through the
facilities of that company; or

(iii) in respect of any clearing and settlement arrangements for any transactions in securities or
futures contracts cleared or settled through the facilities of the recognized clearing house of
which it isacontroller; and

(b) such other information relating to its business or any such trading or clearing and settlement
arrangements,
as the Commission may reasonably require for the performance of its functions.
(2) A recognized exchange controller served with a notice under subsection (1) which, without reasonable
excuse, fails to comply with the notice commits an offence and is liable on conviction to afine at level 5.

[Section:  [72 |Withdrawal of recognition of exchange controller [L.N. 12 of 2003 [01/04/2003 |

(1) Subject to subsection (2), where the Commission is satisfied that it is appropriate to do so-
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(@ intheinterest of the investing public or in the public interest; or
(b) for the proper regulation of markets in securities or futures contracts,
it may, with the consent in writing of the Financial Secretary, by notice in writing served on a recognized exchange
controller stating the reasons in support of the ground or grounds for the notice-
(i) withdraw the company's recognition as an exchange controller with effect from a date specified
in the notice for the purpose; or
(ii) direct the company to take such steps as are specified in the notice-
(A) for the purpose of causing the company to cease to be such controller; and
(B) within such period asis specified in the notice for the purpose.

(2) The Commission shall not exercise its power under subsection (1) in relation to a recognized exchange
controller unlessit has given the controller a reasonable opportunity of being heard.

(3) Without limiting the generality of steps referred to in subsection (1)(ii) which may be specified in a notice
under that subsection to be served on a company referred to in that subsection, such steps may consist in whole or in
part of steps proposed in writing to the Commission by that company.

(4) The steps specified in a notice under subsection (1)(ii) may be framed so as to afford the company on which
the notice is served a choice between different ways of ceasing to be a controller of the recognized exchange company
or recognized clearing house concerned.

(5) Where the Commission withdraws a company's recognition as an exchange controller under subsection
(2)(i), it shall cause notice of that fact to be published in the Gazette.

(6) A notice served under subsection (1) shall not take effect-

(@) subject to paragraph (b), until the expiration of the period within which an appeal against the notice
may be made under section 73; or

(b) if an appeal against the notice is made under section 73, until the appeal is withdrawn, abandoned or
determined.

(7) Subject to subsection (8), a company served with a notice under subsection (1) which fails to comply with
the notice commits an offence and isliable-

(@ on conviction on indictment to a fine of $1000000 and to imprisonment for 2 years; or
(b) onsummary conviction to afine at level 6 and to imprisonment for 6 months.

(8) Itisadefencefor aperson charged with an offence under subsection (7) to prove that the person exercised
reasonable diligence to comply with the notice concerned under subsection (1) served on the person.

(99 Where a company served with a notice under subsection (1) fails to comply with the notice (and whether or
not the company is charged with an offence under subsection (7) in relation to the failure), the provisions of Part 6 of
Schedule 3 shall immediately apply.

[Section:  [73 |Appeals [L.N. 12 of 2003 [01/04/2003 |

() A person served with a notice under section 59(9)(c), 61(9)(b), 70(2), 72(1) or 75(1) may appeal against the
notice to the Chief Executive in Council not later than 14 days after the date of service of the notice or such longer
period (if any) asthe Commission specifiesin the notice.

(2) The decision of the Chief Executive in Council on an appeal under subsection (1) shall be final.

Section: 74 Provisions applicable where recognized exchange controller, |L.N. 12 of 2003 |01/04/2003
etc. seeksto be listed corporation

(1) A relevant recognized exchange controller, or arelevant corporation, shall not become a listed corporation
unless and until the Commission states in writing that it is satisfied that-

(@ subject to subsection (2), rules made under section 23 adequately deal with possible conflicts of
interest that might arise if the relevant recognized exchange controller or relevant corporation (as the
case may be) were to be alisted corporation; and

(b) the relevant recognized exchange controller or relevant corporation (as the case may be) has entered
into arrangements with the Commission that adequately ensure-

(i) theintegrity of the market in securities or futures contracts traded on the stock market or futures
market operated by the recognized exchange company concerned or through the facilities of that
recognized exchange company; and

(i) the compliance with obligations as a listed corporation which would fall on the relevant
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recognized exchange controller or relevant corporation (as the case may be) if it were to become
alisted corporation.

(2) Rulesreferred to in subsection (1)(a) shall make provision to the effect that the Commission shall, instead
of the Stock Exchange Company, take al actions and make all decisions in relation to the relevant recognized
exchange controller or relevant corporation that would be taken by the Stock Exchange Company in the case of a
corporation that was neither a recognized exchange controller nor a relevant corporation except in the case of any
action or decision in respect of which the Commission states in writing that it is satisfied that a conflict of interest will
not arise if that action or decision were to be taken or made (as the case may be) by the Stock Exchange Company.

(3) By virtue of this section, the Commission shall have such functions as are provided for it under-

(8 rules made for the purposes of subsections (1)(a) and (2);
(b) arrangements referred to in subsection (1)(b).

(4) Where a fee is payable to the Stock Exchange Company by a person for the taking of an action or the
making of a decision which may be taken or made (as the case may be) by the Commission by virtue of subsections
(D@ and (2), then, notwithstanding any other enactment or rule of law, that person shal pay that fee to the
Commission in any case where the Commission takes that action or makes that decision (as the case may be) by virtue
of those subsections.

Section: 75 Commission may give directions to recognized exchange L.N. 12 of 2003 |01/04/2003
controller where it is satisfied that conflict of interest exists,
etc.

(1) Wherethe Commission is satisfied that-
(@) aconflict of interest exists or may come into existence between-
(i) theinterest of arecognized exchange controller or arelevant corporation; and
(if) the interest of the proper performance of the functions conferred by this or any other Ordinance
(including any rules made under any Ordinance, whether or not they are subsidiary legislation)
on the controller or the relevant corporation; or
(b) such a conflict of interest has existed in circumstances that make it likely that the conflict of interest
will continue or be repeated,
then the Commission may, by notice in writing served on the controller or relevant corporation (as the case may be)
stating the reasons in support of the ground or grounds for the notice, direct the controller or relevant corporation (as
the case may be) to forthwith take such steps as are specified in the notice (including steps in relation to any of its
affairs, business and property whatsoever) for the purposes of remedying the conflict of interest or the matters
occasioning the conflict of interest (as the case may be).
(2) A notice served under subsection (1) shall take effect immediately.
(3) A recognized exchange controller or relevant corporation served with a notice under subsection (1) which,
without reasonable excuse, failsto comply with the notice commits an offence and is liable-
(8 on conviction on indictment to afine of $2000000 and to imprisonment for 2 years; or
(b) onsummary conviction to afine at level 6 and to imprisonment for 6 months.

[Section:  [76 |Fees to be approved by Commission [L.N. 12 of 2003 [01/04/2003 |

(1) No feeimposed on or after the commencement of this section by-
(@) arecognized exchange controller in its capacity as a recognized exchange controller; or
(b) arecognized exchange company or recognized clearing house-
(i)  of which the recognized exchange controller is a controller; and
(i) inits capacity as arecognized exchange company or recognized clearing house (as the case may
be),
shall have effect unless the fee is specified in the rules of the recognized exchange controller, recognized exchange
company or recognized clearing house (as the case may be) and has the approval in writing of the Commission.
(2) The Commission shall, in deciding whether or not to approve afee referred to in subsection (1), have regard
to, among other matters-
(@ theleve of competition (if any) in Hong Kong for the matter for which the fee is to be imposed; and
(b) the level of fee (if any) imposed by another recognized exchange controller, recognized exchange
company or recognized clearing house or any similar body outside Hong Kong, for the same or a
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similar matter to which the fee rel ates.

Section: 77 Financial Secretary may appoint not more than 8 personsto  |L.N. 12 of 2003 |01/04/2003
board of directors of HKEC

(1) Notwithstanding any enactment or rule of law but subject to subsection (2), the Financial Secretary may
appoint not more than 8 persons to be members of the board of directors of the HKEC where the Financial Secretary is
satisfied that it is appropriate to do so in the interest of the investing public or in the public interest.

(2) The Financial Secretary shall exercise his power under subsection (1) in such a way that immediately
following the annual general meeting of the HKEC held in 2003 and thereafter, the number of members of its board of
directors who are such members by virtue of an appointment under that subsection is not more than the maximum
number of members of that board who may be such members otherwise than by virtue of such an appointment (but
excluding the chief executive of the HKEC).

(3) Subject to subsection (4), a member of the board of directors of the HKEC who is such a member by virtue
of an appointment under subsection (1) shall have the same rights, privileges, obligations and liabilities under any
enactment or rule of law as a member of that board who is such a member otherwise than by virtue of such an
appointment.

(4) Notwithstanding any enactment or rule of law, no person appointed under subsection (1) as a member of the
board of directors of the HKEC may be removed from that office by a resolution of the other directors of the board or
a special resolution of the HKEC.

(5) In this section, "HKEC" (% 5, #% & 7\ &]) means the company incorporated under the Companies
Ordinance (Cap 32) and registered under that Ordinance by the name Hong Kong Exchanges and Clearing Limited.

|Section: |78 |Amendment of Schedule 3 [L.N. 12 of 2003 [01/04/2003 |

The Chief Executive in Council may, by order published in the Gazette, amend Parts 2, 3, 4, 6, 7 or 8 of
Schedule 3.

Part: Il Investor compensation companies L.N. 12 of 2003 |01/04/2003
Divison: |5

[Section:  [79 |Recognition of investor compensation company [L.N. 12 of 2003 |01/04/2003 |

(1) Wherethe Commission is satisfied that it is appropriate to do so-
(@ intheinterest of the investing public or in the public interest; or
(b) for thefacilitation of the management and administration of the compensation fund under Part XII,
it may, after consultation with the Financial Secretary, by notice in writing served on a company, recognize the
company as an investor compensation company-
(i) subject to such conditions asit considers appropriate specified in the notice; and
(if) with effect from a date specified in the notice for the purpose.

(2) Without limiting the generality of conditions which may be specified in a notice under subsection (1), the
Commission may, by notice in writing served on a recognized investor compensation company, amend or revoke any
condition specified in the first-mentioned notice or impose new conditions, where the Commission-

(a) is satisfied that it is appropriate to do so on a ground specified in paragraph (a) or (b) of that
subsection; and
(b) has consulted the Financial Secretary.

(3) Where the Commission amends or revokes any condition or imposes any new condition by a notice under
subsection (2), the amendment, revocation or imposition takes effect at the time of service of the notice or at the time
specified in the notice, whichever isthe later.

(4 Where a company becomes a recognized investor compensation company, the Commission shall cause
notice of that fact to be published in the Gazette.

(5) Where a company is seeking to be a recognized investor compensation company and the Commission is
minded not to recognize the company under subsection (1), the Commission shall give the company a reasonable
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opportunity of being heard before making a decision not to recognize the company.

(6) Where the Commission refuses to recognize a company as an investor compensation company under
subsection (1), the Commission shall, by notice in writing served on the company, inform the company of the refusal
and of the reasonsfor it.

[Section:  [80 | Transfer and resumption of functions of Commission [L.N. 12 of 2003 [01/04/2003 |

(1) The Commission may request the Chief Executive in Council to transfer, by order (“transfer order")
published in the Gazette, to a recognized investor compensation company ("designated investor compensation
company"), a function to which this section applies, if the Commission is satisfied that the designated investor
compensation company iswilling and able to perform the function.

(2) Thissection appliesto afunction of the Commission under Part X1I (other than sections 240(4) and (9) and
244(2)) or rules made under that Part.

(3) For the purposes of subsection (2), the function of the Commission under Part XII to maintain the
compensation fund includes a function to maintain all or any part of the compensation fund, and the other provisions
of this Ordinance shall apply accordingly.

(4) A function to which this section applies may be transferred by a transfer order either in whole or in part,
and the transfer may be subject to-

(8 areservation that the Commission is to perform the function concurrently with the designated investor
compensation company; and
(b) such other conditions as the Commission considers appropriate.

(5) A transfer order may contain such incidental, supplemental and consequential provisions as may be
necessary or expedient for the purpose of giving full effect to the order.

(6) The Commission may at the request or with the consent of a designated investor compensation company
resume a function transferred by a transfer order, but the resumption takes effect only by order of the Chief Executive
in Council.

(7) The Chief Executive in Council may order that the Commission resume a function transferred to a
designated investor compensation company by a transfer order if the Commission so requests and if it appears to the
Chief Executivein Council to bein the public interest to do so.

[Section:  [81 |Immunity, etc [L.N. 12 of 2003 [01/04/2003 |

(1) Without limiting the generality of section 380(1), no civil liability, whether arising in contract, tort,
defamation, equity or otherwise, shall be incurred by-
(a8) arecognized investor compensation company; or
(b) any person acting on behalf of arecognized investor compensation company, including-
(i) any member of the board of directors of the company; or
(ii) any member of any committee established by the company,
in respect of anything done or omitted to be done in good faith in the discharge or purported discharge of the duties to
which this subsection applies.
(2) Thedutiesto which subsection (1) applies are those-
(@) that relate to or arise out of a function that has been transferred to the recognized investor
compensation company under section 80; or
(b) to which the company is subject under rules made under Part XII.

[Section: |82 |Rules by recognized investor compensation company IL.N. 12 of 2003 |01/04/2003 |

Without limiting any of its other powers to make rules, a recognized investor compensation company may make
rules for such matters as are necessary or desirable-
(8 for the proper and efficient management and operation of the company;
(b) for the obtaining of such insurance, surety, guarantee or other security or the making of such financial
arrangement by the company as may be necessary or appropriate for the purposes of its operation;
(c) for the proper and efficient performance of afunction transferred to the company under section 80.
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Section: 83 Approva of rules or amendments to rules of recognized L.N. 12 of 2003 |01/04/2003
investor compensation companies

(1) Subject to subsection (7), no rule (whether or not made under section 82) of a recognized investor
compensation company or any amendment thereto shall have effect unless it has the approval in writing of the
Commission.

(2) A recognized investor compensation company shall submit or cause to be submitted to the Commission-

(@ for its approva the rules and every amendment thereto that require approva under subsection (1),
together with explanations of their purpose and likely effect, including their effect on the investing
public, in sufficient detail to enable the Commission to decide whether to approve them or refuse to
approve them; and

(b) for itsinformation the rules which belong to a class the subject of a declaration under subsection (7)
and every amendment to the rules, as soon as reasonably practicable after they have been made.

(3) The Commission shall, not later than 6 weeks after the receipt of a submission under subsection (2)(a) from
arecognized investor compensation company, by notice in writing served on the company, give its approval or refuse
to give its approval (together with its reasons for the refusal) to the rules or amendment of the rules (as the case may
be) or any part thereof, the subject of the submission.

(4 The Commission may give its approval under subsection (3) subject to requirements which shall be
satisfied before the rules or amendment of the rules or any part thereof take effect.

(5) The Commission may in a particular case, with the agreement of the recognized investor compensation
company concerned, extend the time prescribed in subsection (3).

(6) The Financia Secretary may, after consultation with the Commission and the recognized investor
compensation company concerned, extend the time prescribed in subsection (3).

(7) The Commission may, by notice published in the Gazette, declare any class of rules of a recognized
investor compensation company to be a class of rules which are not required to be approved under subsection (1) and,
accordingly, any rules of the company which belong to that class (including any amendment thereto) shall have effect
notwithstanding that they have not been so approved.

(8) A recognized investor compensation company shall make its rules available to the public in a manner
approved by the Commission.

(9 Neither the rules under section 82 nor a notice under subsection (7) is subsidiary legislation.

Section: 84 Production of records, etc. by recognized investor L.N. 12 of 2003 |01/04/2003
compensation company

(1) The Commission may, by notice in writing served on a recognized investor compensation company, require
the company to provide to the Commission, within such period as the Commission may specify in the notice-
(@ such books and records kept by it in connection with or for the purposes of its business or in respect of
the management and administration of the compensation fund under Part X1I; and
(b) such other information relating to its business or the management and administration of the
compensation fund under Part XII,
as the Commission may reasonably require for the performance of its functions.
(2) A recognized investor compensation company served with a notice under subsection (1) which, without
reasonable excuse, fails to comply with the notice commits an offence and is liable on conviction to afine at level 5.

|Section:  [85 |Withdrawal of recognition of investor compensation company |L.N. 12 of 2003 |01/04/2003 |

(1) Subject to subsections (3), (4) and (5), the Commission may, after consultation with the Financial Secretary,
by notice in writing served on a recognized investor compensation company, withdraw the company's recognition as
an investor compensation company with effect from a date specified in the notice for the purpose.

(2) The Commission may by the notice served under subsection (1) permit the recognized investor
compensation company to continue, on or after the date on which the withdrawal is to take effect, to carry on such
activities affected by the withdrawal as the Commission may specify in the notice for the purpose of-

(@ closing down the operations of the company; or
(b) protecting the interest of the investing public or the public interest.
(3 The Commission may only serve a notice under subsection (1) in relation to a recognized investor
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compensation company that-
(a) failsto comply with any requirement of this Ordinance or with a condition imposed under section 79;
(b) isbeing wound up;
(c) ceasesto perform any function transferred to it under section 80; or
(d) requests the Commission to do so.

(4) Except where responding to a request under subsection (3)(d), the Commission shall not exercise its power
under subsection (1) in relation to a recognized investor compensation company unless it has given the company a
reasonabl e opportunity of being heard.

(5) Except where responding to a request under subsection (3)(d), the Commission shall give the recognized
investor compensation company not less than 14 days notice in writing of its intention to serve a notice under
subsection (1) and the grounds for doing so.

(6) Where the Commission withdraws a company's recognition as an investor compensation company under
subsection (1), it shall cause notice of that fact to be published in the Gazette.

(7) A notice served under this section shall take effect immediately.

[Section:  [86 |Appeals [L.N. 12 of 2003 [01/04/2003 |

(1) A company served with anotice under section 85(1) may appeal against the notice to the Chief Executivein
Council not later than 14 days after the date of service of the notice or such longer period (if any) as the Commission
specifiesin the notice.

(2) The decision of the Chief Executive in Council on an appeal under subsection (1) shall be final.

Section: 87 Subrogation of recognized investor compensation company to |L.N. 110 of 2006 |25/09/2006
rights, etc. of claimant on payment from compensation fund

(1) Where a recognized investor compensation company makes any payment out of the compensation fund in
respect of any claim made under rules made under Part X11-

(8) subject to subsection (1A), the company shall be subrogated, to the extent which that payment bears to
the loss sustained (without taking into account any compensation paid or payable out of the
compensation fund for the loss) by the claimant by reason of the default on which the claim was based,
to al the rights and remedies of the claimant in relation to the loss; and (Amended 7 of 2004 s. 55)

(b) the respective rights of the claimant and the company in bankruptcy or winding up or by lega
proceedings or otherwise to receive in respect of the loss-

(i) any sum out of the assets of the person concerned who isin default; or
(ii) any property held on trust by that person for the claimant,
shall rank equally.
(1A) The company is not subrogated to any rights and remedies of the claimant in respect of compensation from
the Deposit Protection Scheme Fund established by section 14 of the Deposit Protection Scheme Ordinance (Cap 581).
(Added 7 of 2004 s. 55)
(2) All assets (whether in cash or otherwise) recovered by the recognized investor compensation company
under subsection (1) shall be dealt with in such manner as the Commission may direct and shall become part of the
compensation fund.

Section: 88 Financial statements of arecognized investor compensation  |L.N. 12 of 2003 |01/04/2003
company

(1) Subject to subsection (3), arecognized investor compensation company shall-

(@) prepare such financia statements and other documents, for such periods, as are prescribed by rules
made under section 397 for the purposes of this section; and

(b) submit the financial statements and other documents, together with an auditor's report, to the
Commission not later than 4 months after the end of the financial year to which they relate.

(2) Without limiting the generality of subsection (1), the requirements under that subsection relating to the
financial statements and other documents, and the auditor's report, referred to in that subsection include the
reguirements that-

(@ thefinancia statements and other documents are to relate to such matters and contain such particulars
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as are prescribed by rules made under section 397 for the purposes of this section;

(b) theauditor's report isto contain such particulars, including such statement of opinion, as are prescribed
by the rules;

(c) thefinancia statements and other documents, and the auditor's report, are to be prepared in accordance
with such principles or bases as are prescribed by the rules; and

(d) without limiting the generality of section 129B of the Companies Ordinance (Cap 32), the financia
statements and other documents are to be signed by the chief executive officer of the recognized
investor compensation company, by which they are prepared.

(3) On an application in writing by the recognized investor compensation company by which any financial
statements and other documents, and any auditor's report, are required under subsection (1) to be submitted, the
Commission may, where it is satisfied that there are special reasons for so doing, extend the period within which the
financia statements and other documents, and the auditor's report, are required to be submitted, for such period and
subject to such conditions as the Commission considers appropriate, and upon the Commission granting the extension,
subsection (1) shall apply subject to the extension accordingly.

(4) A recognized investor compensation company shall cause a copy of each of the financial statements and
other documents and the auditor's report that are required under subsection (1) to be submitted by it to be sent to the
Financial Secretary and to be published in the Gazette.

(5 A referencein this section to financia statements shall not be construed as including a reference to financial
statements of the compensation fund.

Section: 89 Employees of and delegations by a recognized investor L.N. 12 of 2003 |01/04/2003
compensation company

(1) The Commission may arrange for any of its officers, employees, agents or consultants to assist in the
operations of a recognized investor compensation company.

(2) A recognized exchange company or recognized exchange controller may, with the consent of a recognized
investor compensation company, arrange for any of its officers, employees, agents or consultants to assist in the
operations of that recognized investor compensation company.

(3) A recognized investor compensation company may by resolution and subject to the approva of the
Commission, with or without restrictions or conditions as the company considers appropriate, delegate in writing to
any person any of its powers and duties other than its power under section 82.

Section: 90 Further activities of recognized investor compensation L.N. 12 of 2003 |01/04/2003
company

() A recognized investor compensation company may, in addition to performing a function transferred to it
under section 80, conduct such activities or businesses as may be approved in writing by the Commission.

(2) The Commission shall not approve the conduct of any activities or businesses referred to in subsection (1)
unless it is satisfied that such activities or businesses are incidental to the management or administration of the
compensation fund under Part XII.

Part: Il General -Exchange companies, clearing houses, exchange L.N. 12 of 2003 |01/04/2003
Division: |6 controllers and investor compensation companies
|Section: |91 |Supply of information [L.N. 12 of 2003 [01/04/2003 |

(1) The Commission, a recognized exchange company, a recognized clearing house, a recognized exchange
controller or a recognized investor compensation company shall be entitled to supply each other with information
about its affairs and-

(a) inthe case of arecognized exchange company, the affairs of any of its exchange participants;

(b) inthe case of arecognized clearing house, the affairs of any of its clearing participants;

(c) inthe case of arecognized exchange controller, the affairs of any of its subsidiaries; or

(d) inthe case of arecognized investor compensation company, any claim made against the compensation
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fund,
if the supply of information is reasonably required for the performance of -
(i) in the case where the information is supplied to the Commission, the functions of the Commission
under the relevant provisions; or
(i) in any other cases, the functions of the recognized exchange company, recognized clearing house,
recognized exchange controller or recognized investor compensation company to which the
information is supplied, under this Part or their respective rules.

(2) The Commission may, by notice in writing served on a recognized exchange company, recognized clearing
house, recognized exchange controller or recognized investor compensation company, require it to supply the
Commission with such information as the Commission may reasonably require for the performance of the functions of
the Commission under any of the relevant provisions, including information in its possession relating to-

(&) inthe case of arecognized exchange company, the affairs of any of its exchange participants;

(b) inthe case of arecognized clearing house, the affairs of any of its clearing participants;

(c) inthe case of arecognized exchange controller, the affairs of any of its subsidiaries; or

(d) inthe case of arecognized investor compensation company, any claim made against the compensation
fund.

(3) The supply of information under subsection (1) or (2) shall not be treated as publication for the purposes of
the law of defamation and, without limiting the generality of section 380(3) but subject to section 378, a person
supplying the information does not incur liability as a consequence thereof.

(4) Where any information is supplied under subsection (1) to a recognized exchange company, recognized
clearing house, recognized exchange controller or recognized investor compensation company, the company
concerned, the clearing house or the controller to whom the information is supplied shall not disclose the information,
or any part of it, to any other person without the consent of the Commission.

[Section:  [92 |Additional powers of Commission-restriction notices [L.N. 12 of 2003 [01/04/2003 |

(1) Subject to subsections (2), (6) and (14), where the Commission is satisfied that it is appropriate to do so-

(8 intheinterest of theinvesting public or in the public interest;

(b) for the protection of investors; or

(c) for the proper regulation of a recognized exchange company, recognized clearing house, recognized
exchange controller or recognized investor compensation company,

it may by notice in writing ("'restriction notice") served on the exchange company, clearing house, exchange controller
or investor compensation company do any or al of the following-

(i) require the exchange company, clearing house, exchange controller or investor compensation company
before the expiry of a period specified in the notice-

(A) to amend, supplement, withdraw or revoke, in the manner specified in the notice, a provision of
its rules or other instrument so specified;

(B) totake such action relating to the management, conduct or operation of its business as may be so
specified;

(ii) prohibit the exchange company, clearing house, exchange controller or investor compensation
company from doing, during a period so specified, such act or other thing relating to the management,
conduct or operation of its business as may be so specified.

(2) The Commission shall not serve arestriction notice unless-

(@) it haspreviously consulted the Financial Secretary in relation to the notice;

(b) it has previously requested in writing the exchange company, clearing house, exchange controller or
investor compensation company concerned to put, or cause to be put, into effect a provision (which
includes a request to refrain from doing any act or other thing) specified in the request and similar in
effect to the requirement or prohibition specified in the restriction notice or, where there is more than
one such requirement or prohibition so specified, provisions the combined effect of all of which is
similar to the combined effect of the requirements or prohibitions so specified; and

(c) inthe case of arequest under paragraph (b) which-

(i) contains a provision requesting the exchange company, clearing house, exchange controller or
investor compensation company concerned to amend, supplement, withdraw or revoke any
provision of its constitution under subsection (1)(i), the provision has not been complied with
before the expiration of the period specified in relation thereto in the request being not less than
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45 days; or

(if) contains a provision requesting the exchange company, clearing house, exchange controller or
investor compensation company concerned to do or refrain from doing any act or other thing, the
Commission is satisfied that the provision has not been complied with.

(3) A recognized exchange company, recognized clearing house, recognized exchange controller or recognized
investor compensation company may appeal to the Chief Executive in Council against a restriction notice that requires
the exchange company, clearing house, exchange controller or investor compensation company to amend, supplement,
withdraw or revoke any provision of its constitution.

(4) Thedecision of the Chief Executive in Council on an appea under subsection (3) shall be final.

(5) A restriction notice served under this section shall take effect immediately.

(6) A period specified in arestriction notice in relation to a prohibition under subsection (1)(ii) shall not exceed
6 months beginning on the date of the notice.

(7) The Commission may, after consultation with the Financial Secretary, by notice in writing served on the
exchange company, clearing house, exchange controller or investor compensation company concerned, extend, for a
period or successive periods of not more than 3 months each, the period during which a restriction notice is to remain
inforce.

(8) Where a restriction notice is issued or extended under this section, the Commission may publish in the
Gazette a copy of the notice or, as may be appropriate, particulars of the extension.

(9) A redtriction notice may, on the application of the Commission to the Court of First Instance, be enforced
by an order of the Court asiif it were ajudgment or order of the Court.

(10) Where a recognized exchange company, recognized clearing house, recognized exchange controller or
recognized investor compensation company is in breach of a requirement in a restriction notice under subsection
(D) (@) (A) relating to aprovision of its rules or other instrument-

(@) inthe case of arequirement to amend or supplement such provision, the provision shall be deemed to
have effect asif the requirement had been complied with; or
(b) inthe case of arequirement to withdraw or revoke such provision, the provision ceases to have effect.
(11) Where-
(@) arestriction notice includes a requirement described in subsection (1)(i)(A) and the requirement relates
to the constitution of a company; and
(b) by virtue of subsection (10) the provision to which the requirement relates has effect as if the
requirement had been complied with or has ceased to have effect (as the case may be),
the Commission shall, as soon as may be, deliver to the Registrar of Companies a copy of the notice.

(12) If there is an appeal under subsection (3) against the notice and the appea is not withdrawn, the
Commission shall, as soon as may be, inform the Registrar of Companies in writing of the outcome of the appeal.

(13) Without limiting the generality of section 380(1), no civil liability, whether arising in contract, tort,
defamation, equity or otherwise, shall be incurred by-

(8 a recognized exchange company, recognized clearing house, recognized exchange controller or
recognized investor compensation company;
(b) an officer or employee of a recognized exchange company, recognized clearing house, recognized
exchange controller or recognized investor compensation company;
(c) an exchange participant; or
(d) aclearing participant,
in respect of anything done or omitted to be done in good faith in compliance or purported compliance with a
restriction notice.

(14) This section shall not be construed as enabling the Commission to do under this section anything which

may be done by the Commission by direction under section 28(1)(b) or 29.

[Section: |93 |Additional powers of Commission-suspension orders IL.N. 12 of 2003 |01/04/2003 |

() Wherethe Commission is satisfied that it is appropriate to do so-
(@ intheinterest of theinvesting public or in the public interest;
(b) for the protection of investors; or
(c) for the proper regulation of a recognized exchange company, recognized clearing house, recognized
exchange controller or recognized investor compensation company,
it may, after consultation with the Financial Secretary, make an order ("suspension order") relating to al or any of the
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following-

(i) the functions of the board of directors or governing body of the exchange company, clearing house,
exchange controller or investor compensation company;

(ii) thefunctions of adirector of aboard or a member of a body referred to in paragraph (i);

(iii) the functions of a committee, including a sub-committee, established by a board or body referred to in
paragraph (i);

(iv) the functions of the chief executive officer (by whatever name called) of the exchange company,
clearing house, exchange controller or investor compensation company.

(2) While asuspension order isin force the following provisions apply-

(a8 neither the recognized exchange company, recognized clearing house, recognized exchange controller
or recognized investor compensation company to which the order relates nor any board, governing
body, committee or officer of it shall perform a function to which the order relates;

(b) afunction to which paragraph (a) applies may be performed by the person specified in the order in
relation to that function;

(c) aperson referred to in paragraph (@) shall not, by act or omission, either directly or indirectly, affect
the manner in which afunction referred to in that paragraph is performed.

(3) A recognized exchange company, recognized clearing house, recognized exchange controller or recognized
investor compensation company may appea to the Chief Executive in Council against a suspension order made in
respect of the exchange company, clearing house, exchange controller or investor compensation company.

(4) Thedecision of the Chief Executive in Council on an appea under subsection (3) shall be final.

(5) Subject to subsection (9), a suspension order shall continue in force for the period not exceeding 6 months
specified in the order.

(6) A suspension order or an extension of it under subsection (9) shall take effect when a copy of the order or
notice of the extension is served under subsection (10)(a) on the exchange company, clearing house, exchange
controller or investor compensation company to which the order relates.

(7) Where a suspension order is made or extended under this section, the Commission shal, as soon as
reasonably practicable to do so, give a copy of a suspension order or, as may be appropriate, notice of its extension to
the chief executive officer of the exchange company, clearing house, exchange controller or investor compensation
company to which the order relates and to the directors or members of its committee (if any) as the Commission
considers appropriate in the circumstances.

(8 Nothing in subsection (7) affects subsection (6).

(99 The Commission may, after consultation with the Financial Secretary, extend for a period or successive
periods of not more than 3 months each the period during which a suspension order isto remain in force.

(10) Where a suspension order is made or extended under this section, the Commission shall-

(@ forthwith serve a copy of the order or notice in writing of the extension on the exchange company,
clearing house, exchange controller or investor compensation company to which the order relates; and

(b) publishin the Gazette and publish through at |east one other medium a copy of the suspension order or,
as may be appropriate, notice of its extension.

(11) A suspension order may, on the application of the Commission to the Court of First Instance, be enforced
by an order of the Court asif it were ajudgment or order of the Court.

(12) The exchange company, clearing house, exchange controller or investor compensation company concerned
shall pay to the Commission on demand costs and expenses reasonably incurred by the Commission or a member or
employee of the Commission in connection with a suspension order.

(13) The amount of the costs and expenses demanded under subsection (12) are recoverable by the Commission
asacivil debt.

(14) A person who knowingly contravenes subsection (2)(c) commits an offence and is liable-

(@ on conviction on indictment to a fine of $1000000 and to imprisonment for 2 years; or

(b) onsummary conviction to afine at level 6 and to imprisonment for 6 months.

[Section: 94 |Application of Companies Ordinance [L.N. 12 of 2003 [01/04/2003 |

Where there is any inconsistency between this Part and the Companies Ordinance (Cap 32) in its application to a
recognized exchange company, a recognized clearing house, a recognized exchange controller or a recognized
investor compensation company, this Part prevails.
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Part: Il Automated trading services L.N. 12 of 2003 |01/04/2003
Divison: |7

[Section: |95 |Authorization for providing automated trading services IL.N. 12 of 2003 |01/04/2003 |

() No person shall-
(@) provide automated trading services; or
(b) offer to provide automated trading services,
unless that person-

(i) isauthorized under subsection (2);

(if) isan employee or agent of a person authorized under subsection (2), and is acting in that capacity for
or on behalf of that person;

(iii) isanintermediary licensed or registered for Type 7 regulated activity;

(iv) isalicensed representative for Type 7 regulated activity, and is acting in that capacity for the licensed
corporation to which the representative is accredited; or

(v) isan individua whose name is entered in the register maintained by the Monetary Authority under
section 20 of the Banking Ordinance (Cap 155) as that of a person engaged in respect of Type 7
regulated activity by a registered institution registered for that regulated activity, and is acting in that
capacity for the registered institution.

(2) Where the Commission is satisfied that it is appropriate to do so, the Commission may upon application by
aperson, by notice in writing served on that person, authorize that person to provide automated trading services-

(a) subject to such conditions asit considers appropriate specified in the notice; and
(b) with effect from a date specified in the notice for the purpose.

(3) Where a person is granted an authorization under subsection (2), the Commission shall cause naotice of that
fact to be published in the Gazette.

(4) Where a person is seeking an authorization to provide automated trading services and the Commission is
minded not to grant the authorization under subsection (2), the Commission shall give the person a reasonable
opportunity of being heard before making a decision not to grant the authorization.

(5) Where the Commission refuses to authorize a person to provide automated trading services under
subsection (2), the Commission shall, by notice in writing served on the person, inform the person of the refusal and of
the reasonsfor it.

(6) The Commission shall prepare and publish in the Gazette or otherwise guidelines setting out the principles,
procedures and standards in relation to authorization for providing automated trading services under this section.

(7) Guidelines published under subsection (6) are not subsidiary legisation.

(8) Subject to subsection (9), for the purposes of subsection (1)(b), a person offers to provide automated trading
services only if the services are actively marketed, whether in Hong Kong or elsewhere, to persons in Hong Kong by
the first-mentioned person or by another person on his behalf.

(9) For the purposes of subsection (1)(b), a person shall not be regarded as offering to provide automated
trading services if the persons to whom the offer is made are persons to whom the first-mentioned person or a related
corporation thereof, at any time during the period of 3 years immediately preceding the day on which the offer is
made, has provided or has agreed to provide any financia services, including automated trading services.

|Section: |96 |Application for authorization IL.N. 12 of 2003 |01/04/2003 |

() An application under section 95(2) shall be accompanied by-
(@ suchinformation and particulars as the Commission may reasonably require; and
(b) an application fee prescribed by rules made under section 395 for the purposes of this section.
(2) Without limiting the generality of subsection (1)(a), an application under section 95(2) shall also be
accompanied by such information as may reasonably be required by the Commission regarding-
(&) the services and facilities which the applicant will hold itself out as being able to provide if the
application is allowed;
(b) the business which the applicant proposes to carry on and to which the application relates, and any
person whom the applicant proposes to employ or with whom the applicant intends to be associated in
the course of carrying on the business;
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(c) the business which the applicant is carrying on, the officers it employs and the persons with whom the
applicant is associated in the course of carrying on the business; and
(d) itsdirectors and substantial shareholders and, if any of its substantial shareholdersis a corporation, the
directors and substantial shareholders of that corporation.
(3) In considering an application under section 95(2), the Commission may have regard to any information in
its possession whether provided by the applicant or not.

[Section:  [97 |Conditions for authorization [L.N. 12 of 2003 [01/04/2003 |

(D) Without limiting the generality of conditions which may be specified in a notice under section 95(2), the
Commission may, by notice in writing served on a person authorized under that section, amend or revoke any
conditions specified under that section or impose new conditions, where the Commission is satisfied that it is
appropriate to do so.

(2) Where the Commission amends or revokes any condition or imposes any new condition under subsection
(2), the amendment, revocation or imposition takes effect at the time of service of the notice or at the time specified in
the notice, whichever isthe later.

(3) Without limiting the generality of subsection (1) or section 95(2), a notice served thereunder may contain a
condition that the person authorized to provide automated trading services shall comply with al or any of the
following requirements, that is to say, the person shall-

(@) providethe services according to rules approved by the Commission for the purpose;

(b) ensure as far as is reasonably practicable that there is an orderly, informed and fair market in relation
to all transactions which are carried out by means of or through the services,

(c) ensure that the securities or futures contract, the sale or purchase of which is to be negotiated or
concluded by means of or through the services, belongs to a class of securities or futures contracts
specified in the notice by the Commission for this purpose;

(d) ensure that the transaction that is to be novated, cleared, settled or guaranteed by means of or through
the services belongs to a class of transactions specified in the notice by the Commission for this
purpose;

(e) disclose to the Commission within the time and in the manner specified in the notice, such information
as the Commission may request for the purpose of performing its functions under this Ordinance;

(f) permit any person authorized in that behalf by the Commission to enter at any reasonable time the
premises on which the services are provided and to inspect the electronic facilities by means of which
the services are provided,

(g) provide and maintain automated systems with adequate capacity, facilities to meet contingencies or
emergencies, security arrangements and technical support for the provision of the services;

(n) notify the Commission of any changes to the information and particulars required by the Commission

under section 96(1) or (2);
(i) pay to the Commission a fee prescribed by rules made under section 395 for the purposes of this
section.
[Section:  [98 |Withdrawal of authorization [L.N. 12 of 2003 [01/04/2003 |

(1) Subject to subsection (4), where the Commission is satisfied that it is appropriate to do so in the interest of
the investing public or in the public interest, it may, by notice in writing served on a person who has been granted an
authorization under section 95(2), stating the reasons in support of the ground or grounds for the notice, withdraw the
authorization with effect from a date specified in the notice for the purpose.

(2) The Commission may by the notice served under subsection (1) permit the person to continue, on or after
the date on which the withdrawal is to take effect, to carry on such activities affected by the withdrawal as the
Commission may specify in the notice for the purpose of -

(@) ceasing to provide the automated trading services to which the withdrawal relates; or
(b) protecting the interest of the investing public or the public interest.

(3) Where the Commission has granted a permission to a person under subsection (2), the person shall not, by
reason of its carrying on the activities in accordance with the permission, be regarded as having contravened section
95.

(4) The Commission shall not exercise its power under subsection (1) in relation to a person who has been
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granted an authorization under section 95(2) unlessit has given the person a reasonable opportunity of being heard.

(5) Where the Commission withdraws an authorization under subsection (1), it shall cause notice of that fact to
be published in the Gazette.

(6) A notice served under this section shall take effect immediately.

Section: 99 Commission to maintain register of authorized automated L.N. 12 of 2003 |01/04/2003
trading services

(1) The Commission shall maintain a register of authorized automated trading services in such form as it
considers appropriate.

(2) The register maintained under subsection (1) shall contain in relation to each person who has been granted
an authorization under section 95(2)-

(@) the name and business address of the person;

(b) such conditions of the authorization as the Commission considers appropriate; and

(c) such other particulars as are prescribed by rules made under section 397 for the purposes of this
subsection.

(3) Theregister may be maintained-

(@ inadocumentary form; or
(b) by recording the information required under subsection (2) otherwise than in alegible form, so long as
the information is capable of being reproduced in alegible form.

(4) For the purposes of enabling any member of the public to ascertain whether he is dealing with a person who
has been granted an authorization under section 95(2) in matters of or connected with any automated trading services
and to ascertain the particulars of the authorization of such person, the register shall be made available for public
inspection at all reasonable times.

(5) At al reasonable times, amember of the public may-

(a) inspect the register, or (where the register is maintained otherwise than in a documentary form) a
reproduction of the information or the relevant part of it in alegible form; and

(b) obtain a copy of an entry in or extract of the register on payment of a fee prescribed by rules made
under section 395.

(6) A document purporting to be-

(8 acopy of anentry in or extract of the register maintained under this section; and

(b) certified by an authorized officer of the Commission as atrue copy of the entry or extract referred to in
paragraph (a),

shall be admissible as evidence of its contentsin any legal proceedings.

(7) Without derogating from the other provisions of this section, the Commission shall, in addition, cause the

register to be available to the public in the form of an on-line record.

|Section: 100 |Rules by Commission [L.N. 12 of 2003 [01/04/2003 |

(1) Without prejudice to section 398(7) and (8), the Commission may make rules to-

(& require a person authorized to provide automated trading services to supply the Commission with such
information as the Commission requires to satisfy the Commission that the conditions specified in a
notice served on the person under section 95(2) or 97 are complied with;

(b) provide for the time within which and the manner in which the information under paragraph (a) shall
be provided;

(c) provide for the regulation of automated trading services and any other matters incidental thereto.

(2) Without limiting the generality of rules which may be made under subsection (1), such rules may-

(8 provide for the standards of conduct and practices to be complied with in relation to the provision of
automated trading services,

(b) prohibit the use of misleading or deceptive advertisements in relation to the provision of automated
trading services or impose conditions for the use of advertisementsin relation to the provision of such
services;

(c) require aperson authorized to provide automated trading services-

(i) to take stepsto avoid conflicts of interests, and specify the steps that shall be taken in the event
that thereis a potential or actual conflict of interest; and
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(ii) to take such steps as the Commission may specify to ensure that there is integrity, orderliness,
transparency and fairness in transactions conducted through the services, including steps to
ensure that-

(A) arequest for the services is to be dealt with properly and as expeditiously as is appropriate
in the circumstances; and
(B) accessrights to the services and the relevant trading conventions relating to the transactions
to be conducted through the services are properly explained to the persons to whom the
services are provided;
(d) provide for measures designed to discourage and identify any money laundering activities.

(3) Rules made under this section may provide that a person who, without reasonable excuse, contravenes any
specified provision of the rules that apply to the person commits an offence and is liable to a specified penalty not
exceeding-

(8 on conviction on indictment afine at level 6 and aterm of imprisonment of 2 years;
(b) onsummary conviction afine at level 3 and aterm of imprisonment of 6 months.

[Section:  [101 |Providing automated trading services without authorization  |L.N. 12 of 2003 [01/04/2003 |

A person who, without reasonabl e excuse, contravenes section 95(1) commits an offence and is liable-
(& on conviction on indictment to a fine of $5000000 and to imprisonment for 7 years and, in the case of a
continuing offence, to afurther fine of $100000 for every day during which the offence continues; or
(b) on summary conviction to a fine of $500000 and to imprisonment for 2 years and, in the case of a
continuing offence, to afurther fine of $10000 for every day during which the offence continues.

|Part: IV |OFFERS OF INVESTMENTS [L.N. 12 of 2003 [01/04/2003 |

Part: v Interpretation L.N. 12 of 2003 |01/04/2003
Divison: |1

|Section:  [102 |Interpretation of Part IV 8 of 2011 113/05/2011 |

(1D InthisPart, unless the context otherwise requires-
"advertisement" (& 45 ) includes every form of advertising, whether made orally or produced mechanically,
electronically, magneticaly, optically, manually or by any other means;
"approved person” (t%E A\ +:)-
(8 inrelation to a collective investment scheme, means an individual approved by the Commission under
section 104(3); (Amended 8 of 2011 s. 2)

(ad) in relation to a structured product, means an individual approved by the Commission under section
104A(3); or (Added 8 of 2011 s. 2)

(b) inrelation to the issue of an advertisement, invitation or document, means an individual approved by
the Commission under section 105(3);

"document” (3Z{4+) means any publication (including a newspaper, magazine or journal, a poster or notice, a circular,
brochure, pamphlet or handbill, or a prospectus)-

(&) directed at, or the contents of which are likely to be accessed or read (whether concurrently or
otherwise) by, the public; and

(b) whether produced mechanically, electronically, magnetically, opticaly, manually or by any other
means,

"exempted body" (& £4 70 [E#E) means a body specified in Part 3 of Schedule 4;

"invitation" (G(ZE) includes an offer and an invitation, whether made orally or produced mechanically, electronically,
magnetically, optically, manually or by any other means;

"issug" (£ HY), in relation to any material (including any advertisement, invitation or document), includes publishing,
circulating, distributing or otherwise disseminating the material or the contents thereof, whether-
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(@) by any visit in person;

(b) inanewspaper, magazine, journal or other publication;

(c) by the display of posters or notices;

(d) by meansof circulars, brochures, pamphlets or handbills;

(e) by an exhibition of photographs or cinematograph films;

(f) by way of sound or television broadcasting;

(g) by any information system or other electronic device; or

(h) by any other means, whether mechanically, electronically, magnetically, optically, manually or by any

other medium, or by way of production or transmission of light, image or sound or any other medium,
and also includes causing or authorizing the material to be issued;
"relevant authority" (8545 & &), in relation to a place outside Hong Kong, means an authority which the Monetary

Authority is satisfied is arecognized banking supervisory authority of that place;

"representative” ({L3£)-
(@ inrelationto alicensed corporation, means an individual-

(i) whoislicensed as alicensed representative for aregulated activity; and

(i) who carries on that regulated activity for the licensed corporation as a licensed corporation to
which heis accredited; or

(b) inrelationto aregistered institution, means an individual -

(i) whose name is entered in the register maintained by the Monetary Authority under section 20 of
the Banking Ordinance (Cap 155) as that of a person engaged by the registered ingtitution in
respect of aregulated activity; and

(i) who carries on that regulated activity for the registered ingtitution; (Amended 8 of 2011 s. 2)

"securities' (5575) has the same meaning as that given by the definition of "securities’ in section 1 of Part 1 of

Schedule 1 except that it does not include structured products that are securities only because of paragraph (g) of
that definition. (Added 8 of 2011 s. 2)
(2) For the purposes of this Part-
(8 an advertisement, invitation or document issued by a person shall be regarded as being issued by him
on every day on which he causes or authorizes it to be so issued,;
(b) an advertisement, invitation or document issued by one person on behalf of another shall be regarded
as an advertisement, invitation or document (as the case may be) issued by both persons.

Part: v Regulation of offers of investments, etc. L.N. 154 of 2004 |03/12/2004
Division: |2

Section: 103 Offence to issue advertisements, invitations or documents 8 of 2011 13/05/2011
relating to investments in certain cases

(1) Subject to subsections (2), (3) and (5) to (9), a person commits an offence if he issues, or has in his
possession for the purposes of issue, whether in Hong Kong or elsewhere, an advertisement, invitation or document
which to his knowledge is or contains an invitation to the public-

(a) to enter into or offer to enter into-
(i) anagreement to acquire, dispose of, subscribe for or underwrite securities; or
(i) a regulated investment agreement or an agreement to acquire, dispose of, subscribe for or
underwrite any other structured product; or (Replaced 8 of 2011 s. 3)
(b) to acquire an interest in or participate in, or offer to acquire an interest in or participate in, a collective
investment scheme,
unless the issue is authorized by the Commission under section 105(1).

(2) Subsection (1) does not apply to the issue, or the possession for the purposes of issue, of any advertisement,
invitation or document-

(@ made by or on behaf of an intermediary licensed or registered for Type 1, Type 4 or Type 6 regulated
activity (whether acting as principal or agent) in respect of-
(i) listed securities; or
(i) unlisted securities (excluding unlisted securities that are structured products); (Replaced 8 of
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2011s. 3)

(b) made by or on behalf of an intermediary licensed or registered for Type 2 or Type 5 regulated activity
(whether acting as principal or agent) in respect of futures contracts;

(c) made by or on behalf of-

(i) anauthorized financia institution (whether acting as principal or agent); or

(i) anintermediary licensed for Type 3 regulated activity (whether acting as principal or agent),

in respect of leveraged foreign exchange contracts;

(d) made by or on behalf of arecognized exchange company or recognized clearing house in respect of the
provision of services by such recognized exchange company or recognized clearing house (as the case
may be);

(e) made by or on behalf of a corporation in respect of securities (excluding securities that are structured
products) of the corporation, or of arelated corporation of the corporation, to-

(i) holders of securities (excluding securities that are structured products) of the corporation or
related corporation;

(ii) creditors of the corporation or related corporation;

(iii) employees employed by the corporation or related corporation; or

(iv) agents acting in a professional capacity on behaf of the corporation or related corporation;
(Replaced 8 of 2011 s. 3)

(f) made by or on behalf of the Government in respect of securities or structured products issued by it;
(Amended 8 of 2011 s. 3)

(g9 made by or on behalf of acredit union in respect of shares in the credit union;

(ga) to the extent that the advertisement, invitation or document relates to an offer falling within paragraph
(b)(ii) of the definition of "prospectus” in section 2(1) of the Companies Ordinance (Cap 32); (Added
30 of 2004 s. 3)

(h) made by or on behalf of a person acting as a trustee of a trust, not being a collective investment
scheme, to beneficiaries under the trust; or

(i) made by or on behalf of a person who is engaged in the business of selling and purchasing property
other than securities or structured products (whether acting as principal or agent) in the ordinary course
of that business. (Amended 8 of 2011 s. 3)

(3) Subsection (1) does not apply to the issue, or the possession for the purposes of issue-

(@ of-

(i) aprospectus which complies with or is exempt from compliance with Part |1 of the Companies
Ordinance (Cap 32);

(ii) inthe case of a corporation incorporated outside Hong Kong, a prospectus which complies with
or is exempt from compliance with Part X1 of that Ordinance;

(iii) apublication falling within section 38B(2) of the Companies Ordinance (Cap 32); (Replaced 30
of 2004 s. 3)

(b) of adocument relating to the securities of a body corporate incorporated in Hong Kong that is not a
registered company, being a document which-

(i) would, if the body corporate were a registered company, be a prospectus to which section 38 of
the Companies Ordinance (Cap 32) applies, or would apply if not excluded by section 38(5)(b) or
38A of that Ordinance; and

(if) contains all the matters which, by virtue of Part XII of that Ordinance, it would be required to
contain if the body corporate were a corporation incorporated outside Hong Kong and the
document were a prospectus issued by that corporation;

(c) of aform of application for the shares or debentures of a corporation, where it is issued, or the
possession is for the purposes of issue, together with-

(i) aprospectus with respect to those shares or debentures which complies with or is exempt from
compliance with Part 1l of the Companies Ordinance (Cap 32) or, in the case of a corporation
incorporated outside Hong Kong, complies with or is exempt from compliance with Part XII of
that Ordinance; or

(i) inthe case of a body corporate incorporated in Hong Kong that is not a registered company, a
document containing all the matters which, by virtue of Part XII of that Ordinance, it would be
reguired to contain if the body corporate were a corporation incorporated outside Hong Kong and
the document were a prospectus issued by that corporation with respect to those shares or
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debentures;

(d) of aform of application for the securities of a corporation, where it is issued, or the possession is for
the purposes of issue, in connection with an invitation made in good faith to a person to enter into an
underwriting agreement with respect to those securities;

(e) of any advertisement, invitation or document made in respect of the issue, whether in Hong Kong or
elsewhere, of a certificate of deposit by an authorized financial institution;

(ea) of any advertisement, invitation or document made in respect of the issue, whether in Hong Kong or
elsewhere, of a currency-linked instrument, an interest rate-linked instrument or a currency and interest
rate-linked instrument by an authorized financial institution; (Added 8 of 2011 s. 3)

(f) of any advertisement, invitation or document made in respect of the issue, whether in Hong Kong or
elsewhere, of acertificate of deposit-

(i) the amount or denomination of which is not less than the sum specified in Part 1 of Schedule 4;
and

(i)  by-

(A) amultilateral agency; or

(B) abank incorporated outside Hong Kong and having no place of business in Hong Kong,
where the Monetary Authority has declared in writing that he is satisfied that the bank is
likely to be adequately supervised by the relevant authority of any place in which it is
incorporated or hasits principal place of business;

(g) of any advertisement, invitation or document made in respect of the issue, whether in Hong Kong or
elsewhere, of any instrument specified in Part 2 of Schedule 4 (other than a certificate of deposit),
where the amount or denomination of the instrument is not less than the sum specified in Part 1 of
Schedule 4 and the instrument-

(i) isissued by an authorized financial institution or a multilateral agency, or by an exempted body
which, if it is a corporation or a wholly owned subsidiary specified in item 11 of Part 3 of
Schedule 4, complies with the relevant condition;

(ii) isissued by a corporation which complies with the relevant condition, and is guaranteed by an
authorized financial institution or a multilateral agency, or by an exempted body (other than a
corporation specified in item 11 of Part 3 of Schedule 4 which does not comply with the relevant
condition, or awholly owned subsidiary of the corporation); or

(iii) is issued by a wholly owned subsidiary specified in item 11 of Part 3 of Schedule 4 and is
guaranteed by the corporation of which it is such a subsidiary and which complies with the
relevant condition;

(h) of any advertisement, invitation or document made in respect of the issue of securities the listing of
which on arecognized stock market has been approved by the recognized exchange company by which
the recognized stock market is operated, where the advertisement, invitation or document complies
with the rules made under section 23 or 36 governing the listing of securities, except to the extent that
complianceis, in accordance with those rules, waived, modified or not required;

(i) of any advertisement, invitation or document made in respect of securities regulated in a jurisdiction
outside Hong Kong which have been admitted to trading on a recognized stock market under or
pursuant to rules made under section 23 or 36;

() of any advertisement, invitation or document made in respect of securities or structured products, or
interests in any collective investment scheme, that are or are intended to be disposed of only to persons
outside Hong Kong; (Replaced 8 of 2011 s. 3)

(k) of any advertisement, invitation or document made in respect of securities or structured products, or
interests in any collective investment scheme, that are or are intended to be disposed of only to
professional investors. (Replaced 8 of 2011 s. 3)

(4) A person who commits an offence under subsection (1) isliable-

(8 on conviction on indictment to afine of $500000 and to imprisonment for 3 years and, in the case of a
continuing offence, to afurther fine of $20000 for every day during which the offence continues; or

(b) on summary conviction to a fine at level 6 and to imprisonment for 6 months and, in the case of a
continuing offence, to afurther fine of $10000 for every day during which the offence continues.

(5) A person shall not be regarded as committing an offence under subsection (1) by reason only that he issues,
or hasin his possession for the purposes of issue-

(@) as or on behaf of an intermediary licensed or registered for Type 1, Type 4 or Type 6 regulated
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activity (whether acting as principal or agent) any advertisement, invitation or document made in

respect of -

(i) listed securities; or

(i) unlisted securities (excluding unlisted securities that are structured products); (Replaced 8 of
2011s. 3)

(b) as or on behalf of an intermediary licensed or registered for Type 2 or Type 5 regulated activity
(whether acting as principal or agent), any advertisement, invitation or document made in respect of
futures contracts;

(c) asor on behalf of-

(i) anauthorized financia institution (whether acting as principal or agent); or
(i) anintermediary licensed for Type 3 regulated activity (whether acting as principal or agent),
any advertisement, invitation or document made in respect of leveraged foreign exchange contracts.

(6) A person shall not be regarded as committing an offence under subsection (1) by reason only that he issues
any advertisement, invitation or document, or has any advertisement, invitation or document in his possession for the
purposes of issue-

(@ inthe case of any advertisement, invitation or document made in respect of any of the following to an
intermediary licensed or registered for Type 1, Type 4 or Type 6 regulated activity, or a representative
of such an intermediary that carries on such aregulated activity for the intermediary-

(i) listed securities; or
(i) unlisted securities (excluding unlisted securities that are structured products); (Replaced 8 of
2011s. 3)

(b) in the case of any advertisement, invitation or document made in respect of futures contracts, to an
intermediary licensed or registered for Type 2 or Type 5 regulated activity, or arepresentative of such
intermediary that carries on such regulated activity for such intermediary; or

(c) in the case of any advertisement, invitation or document made in respect of leveraged foreign
exchange contracts, to-

(i) anauthorized financial institution; or
(i) an intermediary licensed for Type 3 regulated activity, or a representative of such intermediary
that carries on such regulated activity for such intermediary.

(7) A person shall not be regarded as committing an offence under subsection (1) by reason only that he issues,
or hasin his possession for the purposes of issue, any advertisement, invitation or document if-

() the advertisement, invitation or document (as the case may be) was so issued, or possessed for the
purposes of issue, in the ordinary course of a business (whether or not carried on by him), the principal
purpose of which was receiving and issuing materials provided by others;

(b) the contents of the advertisement, invitation or document (as the case may be) were not, wholly or
partly, devised-
(i) wherethe business was carried on by him, by himself or any officer, employee or agent of his; or
(i) where the business was not carried on by him, by himself; and

(c) for the purposes of the issue-
(i) wherethe business was carried on by him, he or any officer, employee or agent of his; or
(ii) where the business was not carried on by him, he,
did not select, add to, modify or otherwise exercise control over the contents of the advertisement,
invitation or document (as the case may be).

(8) A person shall not be regarded as committing an offence under subsection (1) by reason only that he issues
by way of live broadcast, or has in his possession for the purposes of issue by way of live broadcast, any
advertisement, invitation or document if-

(a) the advertisement, invitation or document (as the case may be) was so issued, or possessed for the
purposes of issue, in the ordinary course of the business of a broadcaster (whether or not he was such
broadcaster);

(b) the contents of the advertisement, invitation or document (as the case may be) were not, wholly or
partly, devised-
(i)  where he was the broadcaster, by himself or any officer, employee or agent of his; or
(i) where he was not the broadcaster, by himself;

(c) for the purposes of the issue-
(i) where he was the broadcaster, he or any officer, employee or agent of his; or
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(i) where he was not the broadcaster, he,
did not select, add to, modify or otherwise exercise control over the contents of the advertisement,
invitation or document (as the case may be); and

(d) inrelation to the broadcast-

(i)  where he was the broadcaster, he; or
(i) where he was not the broadcaster, he believed and had reasonable grounds to believe that the
broadcaster,
acted in accordance with the terms and conditions of the licence (if any) by which he or the broadcaster
(as the case may be) became entitled to broadcast as a broadcaster and with any code of practice or
guidelines (however described) issued under or pursuant to the Telecommunications Ordinance (Cap
106) or the Broadcasting Ordinance (Cap 562) and applicable to him or the broadcaster (as the case
may be) as a broadcaster.
(9) Itisadefence to acharge for an offence under subsection (1) for the person charged to prove that he took
al reasonable steps and exercised all due diligence to avoid the commission of the offence with which he is charged.
(10) For the purposes of any proceedings under this section-

(@ an advertisement, invitation or document which consists of or contains information likely to lead,
directly or indirectly, to the doing of any act referred to in subsection (1)(a) or (b) shall be regarded as
an advertisement, invitation or document (as the case may be) which is or contains an invitation to do
such act;

(b) an advertisement, invitation or document which is or contains an invitation directed at, or the contents
of which are likely to be accessed or read (whether concurrently or otherwise) by, the public shall be
regarded as an advertisement, invitation or document (as the case may be) which is or contains an
invitation to the public.

(11) Nothing in subsection (2)(a), (b), (c) or (i) or (5)(a), (b) or (c) applies to anything done by any person in

respect of any interest in a collective investment scheme that is not authorized by the Commission under section 104.
(12) In this section-

"guaranteed” ({FHi#Z ) means guaranteed fully, unconditionally, irrevocably and in writing;

"registered company" (¥ i}/ &]) means a company registered under the Companies Ordinance (Cap 32);

"relevant condition” (& R f5&1F), in relation to a corporation (including a wholly owned subsidiary of any other
corporation), means a condition that the amount by which the aggregate of the corporation's assets exceeds the
aggregate of its liabilities, as calculated in accordance with generally accepted accounting principles, is not less
than the sum specified in Part 4 of Schedule 4.

[Section:  [104 |Commission may authorize collective investment schemes ~ |L.N. 12 of 2003 [01/04/2003 |

(1) On an application to the Commission, the Commission may, where it considers appropriate, authorize any
collective investment scheme, subject to the condition specified in subsection (2) and to any other conditions it
considers appropriate.

(2) It shal be a condition of authorization of a collective investment scheme under subsection (1) that at any
time when the scheme is authorized-

(@ thereisan individual approved by the Commission under subsection (3) as an approved person for the
purpose of being served by the Commission with notices and decisions for the scheme; and
(b) the Commission isinformed of particulars-

(i) subject to subparagraph (ii), of the current contact details of the approved person referred to in
paragraph (a), including, in so far as applicable, the address, telephone and facsimile numbers,
and electronic mail address of the approved person;

(i) where there is any change in the contact details referred to in subparagraph (i), of the change,
within 14 days after the change takes place.

(3) For the purposes of subsection (2)(a), on an application by any person to the Commission, the Commission
may, where it considers appropriate, approve any individual nominated in the application in respect of a collective
investment scheme as an approved person for the purpose of being served by the Commission with notices and
decisions for the scheme, and may, by notice in writing served on the person, withdraw the approval.

(4) The Commission may at any time, by notice in writing served on the approved person for a collective
investment scheme, amend or revoke any of the conditions (other than the condition specified in subsection (2))
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imposed, or impose new conditions, in respect of the authorization granted under subsection (1) in respect of the
scheme.

(5) Without limiting any other ground on which the Commission may refuse to authorize any collective
investment scheme under subsection (1), the Commission may refuse to do so where it is not satisfied that the
authorizationisin the interest of the investing public.

(6) An application made pursuant to subsection (1) or (3) shall be accompanied by such information and
documents as the Commission requires.

(7) Where the Commission refuses to authorize a collective investment scheme, or to approve an individua as
an approved person, pursuant to subsection (1) or (3), it shall by notice in writing notify the person making the
application in question of the decision and the reasons for which it is made.

(8 The Commission may publish in such manner as it considers appropriate particulars of any collective
investment scheme authorized under subsection (1).

(9) Particulars published under subsection (8) are not subsidiary legislation.

[Section:  [104A  |Commission may authorize structured products 8 of 2011 13/05/2011 |

(1) On an application by any person, the Commission may authorize a structured product, subject to the
condition specified in subsection (2) and to any other conditions it considers appropriate.

(2) Itisacondition of authorization of a structured product that, at any time when the product is authorized—

(@ thereisan individual approved by the Commission under subsection (3) as an approved person for the
purpose of being served by the Commission with notices and decisions for the product; and
(b) the Commission isinformed—

(i) subject to subparagraph (ii), of the current contact details of the approved person, including, as
applicable, the address, telephone and facsimile numbers, and electronic mail address of the
approved person;

(ii) if thereisany change in those contact details, of the change within 14 days after the change takes
place.

(3) For the purposes of subsection (2)(a), on an application by any person, the Commission may approve an
individual nominated in the application in respect of a structured product as an approved person for the purpose of
being served by the Commission with notices and decisions for the product.

(4) The Commission may at any time, by notice in writing served on the approved person for a structured
product—

(@ amend or revoke any of the conditions (other than the condition specified in subsection (2)) imposed,
or impose new conditions, in respect of the authorization of the product; or
(b) withdraw the person’ s approval under subsection (3).

(5) Without limiting any other ground on which the Commission may refuse to authorize a structured product
under subsection (1), the Commission may refuse to do so if it is not satisfied that the authorization isin the interest of
the investing public.

(6) An application made under subsection (1) or (3) must be accompanied by any information and documents
that the Commission requires.

(7) If the Commission refuses to authorize a structured product, or to approve an individual as an approved
person, the Commission must notify the applicant in writing of the refusal and the reasons for it.

(8) The Commission may publish, in any manner it considers appropriate, particulars of a structured product
authorized under subsection (1).

(9) Particulars published under subsection (8) are not subsidiary legislation.

(Added 8 of 2011 s. 4)

Section: 105 Commission may authorize issue of advertisements, L.N. 12 of 2003 |01/04/2003
invitations or documents

() On an application to the Commission, the Commission may, where it considers appropriate, authorize the
issue of any advertisement, invitation or document which is or contains an invitation to do any act referred to in
section 103(1)(a) or (b), subject to the condition specified in subsection (2) and to any other conditions it considers
appropriate, including conditions on the matter to which the advertisement, invitation or document rel ates.
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(2) It shall be a condition of authorization of the issue of any advertisement, invitation or document under
subsection (1) that at any time when the issue is authorized-

(8) thereisan individual approved by the Commission under subsection (3) as an approved person for the
purpose of being served by the Commission with notices and decisions for the issue; and
(b) the Commission isinformed of particulars-

(i) subject to subparagraph (ii), of the current contact details of the approved person referred to in
paragraph (a), including, in so far as applicable, the address, telephone and facsimile numbers,
and electronic mail address of the approved person;

(i) where there is any change in the contact details referred to in subparagraph (i), of the change,
within 14 days after the change takes place.

(3) For the purposes of subsection (2)(a), on an application by any person to the Commission, the Commission
may, where it considers appropriate, approve any individual nominated in the application in respect of the issue of any
advertisement, invitation or document as an approved person for the purpose of being served by the Commission with
notices and decisions for the issue, and may, by notice in writing served on the person, withdraw the approval.

(4) The Commission may at any time, by notice in writing served on the approved person for the issue of any
advertisement, invitation or document, amend or revoke any of the conditions (other than the condition specified in
subsection (2)) imposed, or impose new conditions, in respect of the authorization granted under subsection (1) in
respect of the issue.

(5) Without limiting any other ground on which the Commission may refuse to authorize the issue of any
advertisement, invitation or document under subsection (1), the Commission may refuse to do so where it is not
satisfied that the matter to which the advertisement, invitation or document relates is in the interest of the investing
public.

(6) An application made pursuant to subsection (1) or (3) shall be accompanied by such information and
documents as the Commission requires.

(7) Where the Commission refuses to authorize the issue of any advertisement, invitation or document, or to
approve an individual as an approved person, pursuant to subsection (1) or (3), it shall by notice in writing notify the
person making the application in question of the decision and the reasons for which it is made.

Section: 106 Withdrawal of authorization under section 104, 104A or 105, |8 of 2011 13/05/2011
etc.*

(1) Subject to subsection (5), where, in relation to an authorization of a collective investment scheme under
section 104, an authorization of a structured product under section 104A, or an authorization of the issue of an
advertisement, invitation or document under section 105, the Commission decides that- (Amended 8 of 2011 s. 5)

(8 any information provided to the Commission pursuant to section 104(6), 104A(6) or 105(6) (as the
case may be) was at the time when it was provided false or misleading in a material particular;

(b) any of the conditions imposed in respect of the authorization under section 104, 104A or 105 (as the
case may be) are not being complied with;

(c) any information provided to the Commission in purported compliance with any of the conditions
imposed in respect of the authorization under section 104, 104A or 105 (as the case may be) was at the
time when it was provided false or misleading in a materia particular; or

(d) itisdesirable to withdraw the authorization in order to protect the interest of the investing public,

the Commission may withdraw the authorization. (Amended 8 of 2011 s. 5)

(2) Subject to subsection (3), the Commission must withdraw the authorization of a collective investment
scheme, a structured product or the issue of an advertisement, invitation or document on a request in writing made by
the approved person for the scheme, product or issue (as the case may be). (Replaced 8 of 2011 s. 5)

(3) Subject to subsection (5), the Commission may refuse to withdraw an authorization of a collective
investment scheme or structured product or of the issue of an advertisement, invitation or document under subsection
(2) where it considersthat- (Amended 8 of 2011 s. 5)

(@ in the case of an authorization of a collective investment scheme or structured product, it is in the
public interest that any matter concerning the scheme or product should be investigated before the
authorization is withdrawn under subsection (2); or (Amended 8 of 2011 s. 5)

(b) thewithdrawal of the authorization would not be in the interest of the investing public.

(4) Subject to subsection (5), where the Commission withdraws an authorization under subsection (1) or (2), it
may impose such conditions on the withdrawal of the authorization asit considers appropriate.
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(5) The Commission shall not-

(@

withdraw an authorization of a collective investment scheme or structured product or of the issue of an
advertisement, invitation or document under subsection (1);

(b) refuse to withdraw an authorization of a collective investment scheme or structured product or of the

(©)

without first

issue of an advertisement, invitation or document under subsection (3); or

impose any conditions on the withdrawal of an authorization of a collective investment scheme or

structured product or of the issue of an advertisement, invitation or document under subsection (4),
giving the approved person for the scheme, the product or the issue (as the case may be) a reasonable

opportunity of being heard. (Amended 8 of 2011 s. 5)
(6) Where the Commission-

@
(b)
(©)
(d)

withdraws an authorization of a collective investment scheme or structured product or of the issue of
an advertisement, invitation or document under subsection (1);

withdraws an authorization of a collective investment scheme or structured product or of the issue of
an advertisement, invitation or document under subsection (2);

refuses to withdraw an authorization of a collective investment scheme or structured product or of the
issue of an advertisement, invitation or document under subsection (3); or

imposes any conditions on the withdrawal of an authorization of a collective investment scheme or
structured product or of the issue of an advertisement, invitation or document under subsection (4),

it shall by notice in writing notify the approved person for the scheme, the product or the issue (as the case may be) of
the decision and, in the case of paragraph (