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Enforcement Actions

25 June 1999

Cheerful SecuritiesInquiry Result

The Securities and Futures Commission (SFC) announced today the result of its inquiry into the
operations of Cheerful Securities Limited (asit was formerly known) during 1998.

In March 1998 Cheerful Securities Limited was sold and became known as Celestial Securities
Limited. The SFC's inquiry related to matters that occurred prior to the change of ownership. The
inquiry also concerned the conduct of the then management with respect to the affairs of a related
finance company, Cheerful Finance Company Limited.

Following the collapse of another unrelated securities firm in January 1998 a significant number of
Cheerful Securities Limited's clients, who also maintained margin financing accounts at Cheerful
Finance Company Limited, requested that their stock holdings with the finance company be transferred
to Cheerful Securities Limited. The clients shares had been pledged to financial institutions by the
finance company and because of cash flow problems at the finance company the requests were not
processed. Notwithstanding this situation, Cheerful Securities Limited issued "securities deposit”
receipts to clients acknowledging that their securities had been received and deposited into their
accounts with Cheerful Securities Limited. It was only following a substantial cash injection into the
finance company by the new shareholders that clients shares could be redeemed.

In respect of Cheerful Securities Limited, the SFC found that there were serious deficiencies in its
internal control systems and procedures, resulting in numerous breaches of the SFC's Code of Conduct.
The deficiencies were the result of senior management's failure to discharge its management
responsibilities and to thereby ensure the integrity of Cheerful Securities Limited's day to day
operations during the period from January to March 1998. The SFC found that Mr Chee Jing Yin (Mr
Chee), the then Chairman of the Cheerful Group of companies and a director of Cheerful Securities
Limited and Cheerful Finance Company Limited, was primarily responsible for the actions of these
companies and the deficiencies identified. The SFC also found that Mr Lee Yiu Sun (Mr Lee) who held
the title of managing director and who was registered as a dealing director of Cheerful Securities
Limited, should have assumed responsibility for the day to day operations of the company, but had
failed to properly carry out hisresponsibilitiesin this regard during the relevant period.

In view of these findings, the SFC has:

e reprimanded Mr Chee. Had Mr Chee been registered with the SFC a revocation would have been
appropriate.

¢ reprimanded Mr Lee. In deciding upon this action the SFC took into account that Mr Lee was not
a director of Cheerful Finance Company Limited, the lesser role he played in the events, is no
longer an employee or officer of Cheerful Securities Limited and that he was closely involved in
efforts to resolve the financial difficulties of Cheerful Securities Limited in early 1998.

As the deficiencies identified were associated with the previous controlling shareholders and
management and as the new controlling shareholders and management have taken immediate and
significant steps to remedy the situation, including the appointment of a leading firm of accountants to
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thoroughly review their operations, the SFC believes that further action against the registered entitiesis
not necessary.

An SFC spokesman said that the SFC will not tolerate senior management of a registered entity failing
to discharge their management responsibilities thereby putting the integrity of their firms at risk.
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