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Persons Misappropriating Client Assets Go to Jail Responding Promptly to
Circularisation Requests Protects Investors

The SFC welcomes the Court’ s prison sentences today, for offencesrelating to
misappropriation of client assets, for three ex-staff of the now-liquidated L awsons
Securities Company.

Mr Cheung Yum Hoi, aformer dealer of Lawsons, was sentenced to 17 months
imprisonment. Mr Choi Tsz Ming and Ms Fung Y uen Kwan, former clerks, were
each jailed for 14 months.

In 2002, the SFC uncovered in its inspection of Lawsons a case of assets belonging
to Lawsons' clients having been misappropriated and reported the case to the
Commercial Crime Bureau.

The SFC continues its rigorous supervision of brokerage firms and will take
appropriate action against those who have abused the trust of their clients.

Circularisation

The Lawsons case demonstrates the importance and benefit of independent
circularisation procedures as the misconduct was uncovered by a special
circularisation exercise required by the SFC during its inspection of Lawsons.

Independent circularisation by the auditor, as a special exercise or as part of the
year-end audit, can be a valuable service for investors. Circularisation is an
effective tool for detecting unauthorised trading and misappropriation and the
provision of account details by a party independent of the broker provides investors
with the opportunity to check their stockholding and account balances against the
broker's record.

However, clients often ignore audit confirmation requests by auditors or fail to sign
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the confirmation correctly when returning them. In doing so they are not taking
advantage of the additional assurance that this exercise can provide regarding the
integrity of their account.

The SFC emphasisesthat it isin the client'sinterest to reply to audit confirmation
properly and promptly. The SFC advises investors to bear in mind the following
"DOs" and "DON'Ts" for audit confirmation requests:

The three Dos:

1. immediately and carefully check al information provided in the confirmation;
2. record all identified discrepancies on the confirmation reply; and

3. sign and return the confirmation promptly and directly to the auditor.

Thethree DON'Ts:

1. Don't ignore the confirmation!

2. Don't discuss discrepancies with your broker!
3. Don't return the confirmation to your broker!
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