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Stricter SFC supervision could enhance Hong Kong's role as leading financial hub
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The

tures Commission (SFC)

Securities & Fu-

@ has handed down a record

penalty of HK$780 million
to UBS, Standard Chartered, Merrill
Lynch, and Morgan Stanley yesterday for
regulatory failings related to their work as
IPO sponsors.

By heavily penalising the investment
banking quartet, the SFC has demon-
strated its determination in maintaining
an orderly financial market. The regula-
tor's swift action has also sent out a

strong signal that Hong Kong will do its

utmost to protect the interests of inves-
tors. These will further consolidate the
city's status as an international financial
centre. In the process of developing the
Guangdong-Hong Kong-Macao Greater
Bay Area, Hong Kong bears the heavy
responsibility of being the hub for finan-
cial services. The SFC's stepped up vigi-
lance and efforts in cleaning up the
market can further enhance Hong Kong's
exemplary role in the region, while
boosting the city's core competitive ad-

vantages.

The penalised investment banks, in-
cluding UBS and Standard Chartered,
are all leading international firms and
major players in Hong Kong's initial
public offering market. However, their
failure to carry out their duties as IPO
sponsors have left investors with heavy
losses and dented Hong Kong's reputa-
tion. For instance, as one of the joint
sponsors in three IPOs, including China
Forestry Holdings' application and Tian-
he Chemicals Group's application, UBS
has failed to conduct proper due diligence
on the accuracy and reliability of its cli-
ents' accounts. As a result, the three un-
qualified candidates obtained their listing
status just to collapse shortly after, leaving
investors with hefty losses. In the after-
math, UBS was banned from sponsoring
IPOs for one year, and has to pay a HK
$375 million fine. The SFC also fined
Standard Chartered, Merrill Lynch and
Morgan Stanley for HK$ 59.7 million,
HKS$ 128 million and HK$ 224 million
respectively, all for failing their duties as
IPO sponsors.

With its unprecedented move, the SFC

has sent out a clear deterrent signal to the
market. Just as the SFC's chief executive
officer Ashley Alder said: "The outcome
of these enforcement actions for sponsor
failures — particularly failings when
conducting IPO due diligence — signifies
the crucial importance that the SFC
places on the high standards of sponsors'
conduct... The sanctions send a strong
and clear message to the market that the
SFC

sponsors accountable for their misconduct.

will not hesitate to hold errant

" As an international financial centre,
Hong Kong has long been the top IPO
the
quality of Hong Kong-listed companies is

destination  worldwide.  Ensuring
imperative to maintaining both the con-
fidence of investors and the good repu-
tation of the local financial market. Any
market misconduct and fraudulent be-
haviour between licensed dealers, money
lenders and financial advisory service
providers must be thoroughly curbed. As
the SFC tightens its grip on IPO sponsors
in recent years, 30 alleged misconduct
cases have been investigated so far al-

ready. Legal actions on 60 individuals

and companies have also been planned in
the first half of 2019. The SFC's action to
clean up market risks and its strict regu-
latory regime could strengthen Hong
Kong's position as the world's safest
market. This could further enhance Hong
Kong's role in the opening up of main-
land China's market.

As Tim Lui Tim-leung attends the
Two-Sessions in Beijing, the SFC chair-
man and member of China's National
People's Congress said that cross-border
regulation and enforcement will be the
focus of the collaboration between the
SFC and its Chinese counterpart, due to
the strong presence of Chinese financial
intermediaries operating in the Hong
Kong financial market.

Ever since the Shanghai-Hong Kong
Stock Connect and Shenzhen-Hong
the

number of Chinese companies that are

Kong Stock Connect launched,

listed in Hong Kong have increased dra-
matically. As the local market environ-
ment complicates, the SFC has intro-
"front-loaded"

duced a approach, of

which more resources are devoted to in-
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vestigating cases of higher prominence.
This approach could serve as a role
model when the financial markets be-
tween Hong Kong and China become
increasingly interconnected.

Hong Kong is positioned as the inter-
national finance, shipping, trade, and air
traffic centre under the Guangdong-Hong
Kong-Macao Greater Bay Area develop-
ment plan. Hong Kong should therefore
shoulder up the responsibility of being the
leader in these fields. The Greater Bay
Area plan aimed to establish a mecha-
nism for mutual access to capital and
products, and steadily expand the chan-
nels for Mainland and Hong Kong resi-
dents to invest in financial products in
each other's market.

By stepping up its regulation, the SFC
could help build up a clean, efficient and
high-quality
platform that is protected by the rule of

international  fundraising
law. This could in turn attract more in-
novative companies from mainland China
to list in Hong Kong, thus further
strengthening the local financial

market.
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