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1L Changesin Viarker ERvireRments




Global financial crisis

o SUbprimelean proklemns

o |_eman snecks

o Credit crunch

o Decline ol steck prices

o SO/Vency of hanks

e Regulatory responses; G7, G20, FSB ...




“for investors, with investors"”

Risks of market misconducts

1. Market abluseunder financial tirmori

e Spreading rumors
e Pricemanipulation
e Insider tradings

2. Misconducts:tinder downturniof real

ECOnemy.
o Deferring losses, false'disclesures

e Price manipulation anadlsuspicious financiing to
maintain listing at steck exchanges




Soelvency Issues of securitiesflrms

e |- 0SSEs|n seclritization Business anad
principal iinancing

e |- @SSES|IN preprieary trading

o [Decline ol hroking fees




2. irendsin Market Misconduets




Conventional misconducts

o | NSIdEF trading; market
manipulauien; iialse disclestiresiand
ether ablses

o \VIISCONAUICIS NI SEcondany/ markets

o Simple; plaimvaniiia
o DoOmestiic

o L1mited participation of players
((securities brokers and investors)




Recent. trends

L arger Inprsealé: 10sses, manipulations
Mere complex: financial products and Schemes

VWider participatien o Varieus pliayers: INVestors,
iUnas, 2w ihzms, audit firms, Sieck excnanges

Cress horder: bilateralrand multiateral

lnterre ation between corporate financing in primacy,
marketsianad misconducisin secendary: markets

Abuse of net trading
M&A, TOB, MBO related




Abuse of. priimary. markets

SUSpIcIeUS O guestionanlie, but net illegal,
imancing iR primany/ markess, inciuading

o Newshares allecateditorSPV/sinl OEECs

o Privateplacement ofi snaresiand CBS
o MISCB

L inkS to/misconducts in; secondary, mar kets




Abuse.of |isted companies,
Corperateveniclesfornfiunging

Listed at new' markets; Mothers, JASDAQL.
Noen-peferming businessiand |esses
Difificult te get imancing firom hanks

Allecatioenohnew snaresto third parties,
INcluding susplcious SPVs or fllndS everseas

Mianagement cnanges; linkste undergrounad
Economies

Corporate vehicles solely fior funding frem
markets




|ssuesfor abuse of financing,
[0 primanyZmarkets

o DIltitIon; llesses e existing sharenolders
o [ransier off management 61 oWnResiip
o AlISENCE 0f ElifiectiVe corporaie

goevernance
o Unlawiulf conducts

o |Vl ar ket misconaucts; price manipulation,
Spreading fialse rumors, Insider dealings,
false disclesures...




|ncreasing abuse of financing™
[N PrimBRANAKELS

Glebal financial tirmell and tightenedicredit
conaitions

IDIr o) Ofi Steck: pricesand rfsks of delisting

Inereasad suspicieusinancing areund 2Q;, 30,
and 4Q1EY2008

N additien te new companies listed at new
markets, establishied companiesat ITSE 1 and 2
section Invelved

Financial institutions enhancing capital base




Regulatory. responses to ab
financineinprmarymarkets
1. ESA

o New disclestreruleson financing (Dec09)
2. Steck Exchanges

o Newlisting.and:disclesure reguinrements (Aug.
0j9)

3. SESC
e Enhanced surveillanceon financing
o Collaboraion with FSA and Stock Exchanges




Cress border: trading

o |NCreasing Use ol cress berder
iransactionsin market misconducts:

—— ANeRYMILY Gl Reneficiall oWRers
— @diifliculty/ for tracing vy autherities

o AlUISE Of offisnoere financiall centers: IHong
Kong, Cayman, BV ...

o AbUse of offshoere corpoerate venicles
o Abuse of private banking overseas




“for investors, with investors"”

|nereasing cases of
Insideiiradings

o Efficrency off Civil-Moenetary: Penalty: Sysiem

o \Weakness ol Internal control oniconfidential
Infermabien amoenaefiirms

o AbUseel Insder infermation kY euiside parties;

- BUSIness partners

- mass media andljeurnalisis
- PrIAting company.

- accountiant

= lawyer
- Investment banks

e lncrease of casesrelatingto TOB




| ssues of .discl osures

e Pressuresitoexternal auditors
- SESC, FSA
— VI arkel participants
-- Clients

External auditis geiting more stringent

- Correction of financial statements in
Previous\years

- Dellay In sulbmission of financial statements
-- Resignation or change ofi external auditors




3. Vieasuresior Market [ ntegrity
ana' Direction o SESE




New Policy Statement of SES S
(Sen.2007)(1)

o Ilimely ancd comprenensive eversighat withimere
shrateqicifiocus;

- Best-mixed combination of teolSiof

eversignt

- Proactiveeversight fior potential
fIsks and misconduets

- Enhanced cooperation with SROS
and overseas regulators




New Policy Statement of SES P
(Senp . 2000)i(2)

o OUlreach tostakenoldersiionr market
IRtEeqrIty,

- [Fe'enlhiance sall: regulatery filnetionsiay
SROs

- '@ enceurage sali disciplineamong market
participants

- Enhanced dialeguesand communicationwith
mar ket participants




Policy.focus (1);
Conmprenensiveeyersiant

o  Dethiprimary and secondary markets
e SlisplcieusS UL RoL Illegalftransactions

o hackgreundsieennd individual cases
andimarkei-aevelopments




Policy.Focus (2);
Adminisiratyvemenetanypenaliysysiem

o |Ntroduced in 2005
o Elficient and gquick rrespense
o Review ofi the current sysiem
-~ SCEPE
— |evel off penalty




Policy.Focus (3);
ImplementationeiElEI

o EXppanded scepe of reguliated entities fior
INSPECHoN;, INCIUdING fURds

o Revision oelinspeciion Viianual (Sep 0r)

o VOrerisk hased approachs; fiocls on
Internal-control/ gevernance o regulaied
entities




Policy.focus (4);
Enhancescoopeationwiiin:SROs

o EXamination 6ff member firms
o LiStinglexaminaiion

o Slrvellanceoflisted sieeks

o RUlemaking

o OUtreach tomemioers




Policy.Focus (5);
Cooperatieniiinieyerseasegulaiors

o I Nfermaticniexchange
- {ransactions
- [nvestors

- priekers ana regulatedentities,
Including thelr suatif

- SP\/S ...
e Enforcement




Focusunder
the curentiinancial crsis (1)

1. RISks oft markets misconducts
- AbUSeiel ilnancingiin prinary. markets
- |nsider dealingsto avordilesses
- [False diisclosures to defer |esses

2. Enhanced oversignt of new/nen-regulated
preductsiand markets

- CDSand OTC derivatives
- DMIA, Dark pools ...




Focusunder
the curentiinancial crsIS(2)

3. Selveney o Investment hanks and
SECUIItIES PIFEKErS; MEeE sk lhased
apPIreACH Gl examinatien (Credit Hsk;
IgUIeIty/ risks, market risks;..)

45 @versignt of ratingicempanies and
estanlisaing examination appreach

5. Enhanced cooperationwith self-
regulatory erganizations (SROs)




Collaboration with stakehold .

o Marketintegrity, cannet notheensured only

9)%
e CO
Sia

Regulaters/SUpPErVIsors

laleration beiween| reguliatoers.aned-eiher
Kenoldersifior market integrity/ Is essential.

=)

JancinaldISeiplInEanmona siakene dersior

thes respectiverrele fer markei Integrity by,
PEN VIS eversight; off-site and on-site
nanced dialogue
nanced outreach




Outreach to stakeholders.tor
marketiinieqiby,

Securitiesfirms and financial institutions
I-aWN/Eerns

Accountants

LListedlcompanies

Plreliessional gate keepers (tax accountants..)
Viedia

Investors education and etc.




Fanik You




