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and on other related questions
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The Chairman of a division of the
Insider Dealing Tribunal

Established under section 15 of the

Securities (Insider Dealing) Ordinance
Cap. 395 of the Laws of Hong Kong

Section 16(2) of the
Securities (Insider Dealing) Ordinance Cap. 395

Whereas it appears to me that insider dealing (as that term is defined in

the Ordinance) in relation to the listed securities of a corporation, namely, Firstone
International Holdings Limited now renamed Fortuna International Holdings Limited,

(“the company”), has taken place or may have taken place, the Tribunal is hereby
required to inquire into and determine -

(2)

(b)

(©)

whether there has been insider dealing in relation to the company
connected with or arising out of the dealings in the listed securities of
the company by or on behalf of —

Lombok Holdings Limited, Super Kingdom Investments Limited,
Dragon Sentosa Limited, Setter Investments Limited, James Huang Xiao
Jiang, Mo Siu Chung, Fang Naijun, Xie Ping, Phoebe Chiu Yuen Man,
Lai Wai Yin, Diane Chu, Kwan Lai Sheung, Eddie Chow Kar Chun,
Deng Guoxin, Li Xiao Jian, Lo Hon Chuen, Wang Chengzhi, Chow
Ching Sum and Wu Xuhui during the period from 20 June 1997 to 23
July 1997 (both dates inclusive);

in the event of there having been insider dealing as described in
paragraph (a) above, the identity of each and every insider dealer; and

the amount of any profit gained or loss avoided as a result of such
insider dealing.

Dated this the 26™ day of June 2002.

(Antony Leung)
Financial Secretary
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Antony Leung
Financial Secratary
Government of the Hong Kong
Special Administrative Region

The Chairman of a division of the
Insider Dealing Tribunal

Established under section 15 of the
Securities (Insider Dealing) Ordinance
Cap. 395 of the Laws.of Hong Kong

Section 16(2) of the
Securities (Insider Dealing) Ordinance Cap. 395

Whereas it appears to me that insider dealing (as that term is defined in

the Ordinance) in relation to the listed securities of a corporation, namely, Firstone
International Holdings Limited now renamed Fortuna International Holdings Limited,

(“the company "), has taken place or may have taken place, the Tribunal is hereby
required to inquire into and determine —

(2)

(b)

(©)

whether there has been insider dealing in relation to the company

connected with or arising out of the dealings in the listed securities of
the company by or on behalf of -

Lombok Holdings Limited, Super Kingdom Investments Limited,
Dragon Sentosa Limited, Setter Investments Limited, James Huang Xiao
Jiang, Mo Siu Chung, Fang Naijun, Xie Ping, Phoebe Chiu Yuen Man,
Lai Wai Yin, Diane Chu, Kwan Lai Sheung, Eddie Chow Kar Chun,
Deng Guoxin, Li Xiao Jian, Lo Hon Chuen, Wang Chengzhi, Chow
Ching Sum, Wu Xuhui, Tang Wai Na and Yip Hiu Sui during the period
from 20 June 1997 to 23 July 1997 (both dates inclusive);

in the event of there having been insider dealing as described in
paragraph (a) above, the identity of each and every insider dealer; and

the amount of any profit gained or loss avoided as a result of such
insider dealing.

Dated this the 23™ day of May 2003.

Z

(Antony Leung)
Financial Secretary

(ii)

of the People’s Republic of China
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Background

In 1997, Firstone International Holdings Limited ("Firstone")
was a publicly listed company in Hong Kong. Its various subsidiary's
primary business at that time was the design and manufacture of
components used in the assembly of integrated electronic circuits used in
audio and visual items. The largest single shareholder in Firstone,
through a company Prestbury Incorporated Ltd., was a Mr. KWEE
Cahyadi Kumala ("KWEE") an Indonesian Chinese who resides in
Jakarta and Singapore. He controlled about 22% of Firstone's ordinary
shares which together with Prestbury's ownership of 50 convertible
preference shares gave him effective control of the company. He
became Firstone's Chairman on the 27 June 1997, replacing its previous
chairman and second largest shareholder Mr. WAN Sitt Kam who with
his wife controlled about 20% of Firstone's ordinary shares through a
company Hotline Assets Ltd.

In 1996, Firstone had diversified to some extent from its base
electronic business into the food and beverages business which included a
significant holding in a well-known and increasingly profitable wine
distillery in Shaoxing, China. It is true to say that by early 1997
consideration had been given by the company to largely divesting itself of
or at least reducing its electronic business and concentrating on its more
profitable food and wine producing interests. In the course of its
restructuring in this regard, and as the result of various debts, Firstone
had found itself by early 1997 in need of capital.

In the first part of 1997 Firstone decided upon raising capital by
a one-for-one rights issue on its issued share base of 541,103,960. That
would result in a capital injection of about HK$162 million. Sun Hung
Kai International Limited ("SHKIL") was to act as both financial advisor
and underwriter for the purpose of the rights issue.



On the 11" June 1997 a company Guanfair Finance and
Investments Limited ("Guanfair") was enlisted by SHKIL as a sub-
underwriter as to about 140,000,000 of the 541 million rights issue
shares.

Guanfair was a wholly-owned subsidiary of Guangnan Hong
(Group) Ltd. which in its turn was a wholly-owned subsidiary of the
flagship of the Guangnan Group, Guangdong Enterprises (Holdings) Ltd.!
The Guangnan group of companies was involved in a fairly wide range of
enterprises but had the largest part of its activities contained within the
food and beverage industry.

The Firstone rights issue eventually went ahead in June and July
1997. It had been announced on the 2™ June 1997. The book closing
date was 7™ July 1997.

The individual director within SHKIL who had been
responsible for the role of SHKIL as financial advisor and underwriter to
Firstone for that rights issue was Mr. Gilbert CHU. He knew and dealt
with Mr. James HUANG who was a director of a number of companies
within the Guangnan Group at the relevant time and had been until just
before the conclusion of the rights issue arrangements a director of
Guanfair.

After the rights issue arrangements had been concluded and as a
result of his knowledge gained of both Firstone and the Guangnan group
of companies during the negotiation and organizing of the rights issue,
and particularly with a view to the Guangnan Group possibly wishing to
obtain an interest in Firstone's wine distillery in China, Mr. CHU had
approached James HUANG and broached with him, inter alia, the
possibility of the Guangnan Group taking up a significant placement of
Firstone shares through Mr. KWEE who held the largest interest in
Firstone. James HUANG was interested.

' A chart depicting the structure of the Guangnan group of companies, and of their staff relevant to this
inquiry is at Annexure "A" to this Report. That chart sets out also the relationship of other relevant
persons to staff members of the Guangnan Group.



Discussions subsequently took place involving Mr. CHU and
Mr. KWEE's friend and advisor Mr. William PEH leading up to a meeting
between James HUANG and Mr. KWEE together with Mr. CHU and
perhaps Mr. PEH on the 26" June 1997. Other negotiations followed
which included a second meeting in the absence of Mr. KWEE on the
9" July 1997 and a third meeting on the 11™ July 1997.

Eventually a formal agreement was signed on the 17 July 1997
by which Firstone was to make a placement of some 20% of its issued
shares with Guangnan (Holdings) Ltd. ("Guangnan Holdings") a
subsidiary of Guangnan Hong (Group) Ltd. At Firstone's request,
trading in the shares had been suspended since Monday 14" July. The
last day of trading had therefore been on Friday 11 July.

Firstone issued an announcement of the 20% placement of
shares to Guangnan Holdings on the 17" July and that announcement
appeared in various Hong Kong newspapers on Friday the 18 July.
Trading in Firstone shares resumed on that day.

Prior to the suspension of trading in Firstone shares on the
previous Friday 11" July they had closed at $0.63. Following the
resumption of trading on the 18" July, the morning of which day the
announcement of the 20% placement to Guangnan Holdings was
published, the shares of Firstone closed at $1.75. They thenceforth
slowly reduced in price until by the end of the month, 31* July 1997, they
closed at $1.67.2

In short between the close of trade on the 11" July and the close
of trade on the 18" July (the 1 day of resumed trading) Firstone shares
had appreciated 178%. Concomitantly, on the 11" July turnover in
Firstone shares had been 24,360,000. On the resumption of trading on
the 18" July turnover was 208,250,000.

? A schedule of price and turnover details for Firstone shares from 2™ June 1997 to 31% July 1997
appears at Annexure "B".



The Securities and F Commission investisati

It was subsequently suspected by the Surveillance Department
of the Enforcement Division of the Securities and Futures Commission
("SFC") that a considerable number of persons, who were employees of
the Guangnan group of companies and private companies possibly
controlled by some of those persons or associates of such persons had
purchased Firstone securities prior to the suspension of trading on
11" July whilst in possession of information concerning the placement
negotiations, and had sold that stock at a considerable profit upon the
resumption of trading in Firstone securities on the 18™ July 1997.

The SFC investigated the matter and reported their findings to
the then Financial Secretary who in due course on 26™ June 2002 issued a
notice pursuant to section 16(2) of the Securities (Insider Dealing)
Ordinance, Cap. 395 to this Tribunal directing it to inquire into such
suspected insider dealing in Firstone's shares. That notice was
subsequently superceded by a further notice issued on 23" May 2003
which added the names of two further individuals whose dealings with
Firstone shares during the relevant period were to be inquired into.’

By that notice the Tribunal was directed to inquire into
suspected insider dealings in Firstone shares connected to transactions in
those shares conducted by various individuals and companies during the
period 20™ June 1997 to 23" July 1997.

Those individuals were in large part employees, or corporate
officers, or the family and friends of persons within the Guangnan group
of companies. Four companies incorporated with single directors in the
British Virgin Islands ("BVI") were also named in that notice. It was
suspected that those companies were also controlled by individuals within
the Guangnan group of companies or their associates and had been used
for the purposes of insider dealing in Firstone shares.

’ Those two notices appear at pages (i) and (ii) of this Report.



In brief, the implicated personalities and companies whose

trading transactions in Firstone shares or whose role in those transactions
came under scrutiny in the course of this inquiry were as follows:-

NA BN

W XN

10.
11.
12.
13.

14.
15.
16.

17.

18.
19.
20.
21.

Lombok Holdings Limited — A BVI company

Super Kingdom Investments Limited — A BVI company

Dragon Sentosa Limited — A BVI company

Setter Investments Limited — A BVI company

James HUANG Xiao Jiang — A director of a number of companies
in the Guangnan Group including Guangnan Holdings and the
person involved on behalf of the Guangnan Group in the
negotiations concerning the Firstone placement

MO Siu Chung — A subordinate of James HUANG

FANG Naijun — A friend of Mr. MO

XIE Ping — A colleague of Mr. MO within the Guangnan Group
Phoebe CHIU Yuen Man — A staff member of Guanfair, a company
within the Guangnan Group, whose duties included share
investments on behalf of the Group

LAI Wai Yin — Phoebe CHIU's mother

Diane CHU — Phoebe CHIU's sister in law

KWAN Lai Sheung — Phoebe CHIU's friend

Eddie CHOW Kar Chun — An investment adviser connected with
James HUANG, Phoebe CHIU, KWAN Lai Sheung and some of the
four BVI companies

DENG Guoxin — A director of Guanfair

LI Xiao Jian — A staff member of the Guangnan Group

LO Hon Chuen — A colleague of Mr. MO within Guangnan
Holdings

WANG Chengzhi — A colleague of Mr. MO within Guangnan
Holdings

CHOW Ching Sum — A staff member of the Guangnan Group

WU Xuhui — A staff member of the Guangnan Group

TANG Wai Na — A staff member of the Guangnan Group

YIP Hiu Sui — The husband of Madam TANG Wai Na (Mr. YIP
was deceased at the commencement of the inquiry).



The suspected dealings

The share transactions of the above individuals and companies
which came to be considered by this Tribunal were as follows:-

Date of Purchaser/Seller No. of Firstone shares Iﬁate of Salel  Broker/Account
Purchase purchased
24.6.1997| Dragon Sentosa Ltd. 1,000,000 18.7.1997 |CA Pacific
(a BVI company)
25.6.1997| KWAN Lai Sheung 100,000 18.7.1997 |CA Pacific
26.6.1997| Lombok Holdings Ltd. 580,000 7.7.1997 Win Wong
(a BVI company)
26.6.1997| Super Kingdom 2,214,000 18.7.1997 | Oriental Patron
Investments Ltd.
(a BVI company)
26.6.1997| Setter Investments Ltd. 1,000,000 18.7.1997 |AIM
(a BVI company)
26.6.1997| KWAN Lai Sheung 100,000 18.7.1997 | CA Pacific
27.6.1997| KWAN Lai Sheung 200,000 18.7.1997 |CA Pacific
27.6.1997| YIP Hiu Sui 300,000 18.7.1997 | Tai Fook
(husband of TANG Wali
Na)
4.7.1997 | Phoebe CHIU 300,000 18.7.1997 | Oriental Patron
4.7.1997 | WU Xuhui 1 million 18.7.1997 |Guangdong Securities
4.7.1997 | LI Xiaojian 300,000 18.7.1997 | Sun Hung Kai
7.7.1997 | LI Sin Ling 200,000 18.7.1997 |Taiwan Concord
(wife of LO Hon Chuen)
8.7.1997 | Dragon Sentosa Ltd. 500,000 18.7.1997 |CA Pacific
8.7.1997 | KWAN Lai Sheung 100,000 18.7.1997 |On Hing
9.7.1997 | Dragon Sentosa Ltd. 2,000,000 11.7.1997
AIM
18.7.1997
9.7.1997 | KWAN Lai Sheung 100,000 18.7.1997 |On Hing
9.7.1997 | XIE Ping 150,000 18.7.1997 | Guangdong Securities
9.7.1997 | WANG Chengzhi 300,000 18.7.1997 | Guangdong Securities

* A large number of stockbroking firms were used by the various implicated parties for their trading
activities. One of those involved was CA Pacific. That meant, as a direct result of that firm's
somewhat chaotic failure in 1998 that we were at times confronted with incomplete trading account
records in respect of that firm.



Date of Purchaser/Seller No. of Firstone shares [Date of Sale]  Broker/Account
Purchase purchased
10.7.1997| Lombok Holdings Ltd. 1,060,000 18.7.1997 | Credit Lyonnais
10.7.1997| Super Kingdom 2,250,000 18.7.1997 | Oriental Patron and
Investments Ltd. Credit Lyonnais
10.7.1997| KWAN Lai Sheung 750,000 11.7.1997 |Yardley
10.7.1997| LAI Wai Yin 162,000 18.7.1997 |Oriental Patron
11.7.1997| MO Siu Chung 100,000 18.7.1997 |)
(through FANG's account) )
) New Century
11.7.1997| FANG Naijun 300,000 18.7.1997 |)
(a total of 400,000 )
purchased) )
11.7.1997| CHOW Ching Sum 100,000 18.7.1997 |Guangdong Securities
23.7.1997
4.8.1997
11.7.1997| Setter Investments Ltd. 2,524,000 (rights) 18.7.1997 |[AIM
11.7.1997| KWAN Lai Sheung 2,000,000 (rights) 18.7.1997 | Yardley and
21.7.1997 |CA Pacific

It can be seen these purchases of Firstone shares were made
against a chronologically contemporaneous background of approaches
and negotiations between Guangnan Holdings, represented by James
HUANG, and Firstone represented by Mr. KWEE as to the placement of
20% of Firstone's shares with Guangnan Holdings.

As can be seen from the above table**, those purchased shares
were in large part sold on 18" July 1997, the first day of resumed trading
when the announcement as to the agreed placement was put in the public
arena.

The Inquiry

In due course the inquiry commenced on the 6™ August 2003.
That was some considerable time after the issue of the original notice in
June of 2002.

*A A detailed breakdown of the purchases and sales of Firstone shares by each of the implicated parties
is at Annexure "H".



That delay was occasioned in large part by the difficulties
experienced in locating most of the parties referred to in that original
notice.

More will be said about this in due course but it was the
unfortunate fact that a number of the named individuals had become the
subject of an extensive investigation by the Hong Kong authorities of a
large scale fraud perpetrated within the Guangnan Group so as to
artificially bolster its profits which involved fraudulent letters of credit
and the disguised use of Guangnan funds to speculate on the stock market.
These matters impinged upon the scope, considerations and procedures of
the Tribunal and as a matter of practicality caused great difficulty in
locating and effecting service of documents upon persons who were to be
the implicated parties and whose roles were inquired into by the Tribunal.
A further cause of the delay was James HUANG's incarceration in prison
until 6™ June 2003 as a result of his convictions for various of these fraud
offences involving the Guangnan Group.

Ti { the insider dealine allesafi

Broadly speaking, the nature of the suspected insider dealings
as placed before us during the inquiry concerned firstly James HUANG,
regarded potentially as the primary source of the inside information (as he
was in fact responsible for conducting the placement negotiations on
behalf of the Guangnan Group) who with the assistance of Phoebe CHIU,
the business manager of Guanfair, whose duties included trading in shares
on behalf of the Guangnan Group, and Eddie CHOW a director of AIM
used the four BVI companies accounts which had previously been set up
for the purposes of general share trading to purchase Firstone shares on
the basis of their inside information concerning the placement
negotiations.

James HUANG was suspected to have utilized the assistance of
Phoebe CHIU to operate the accounts of Lombok and Super Kingdom at
Oriental Patron, Credit Lyonnais and Win Wong (her sister in law Diane
CHU operating the Super Kingdom account at Oriental Patron). He was
suspected to have utilized the assistance of Eddie CHOW in operating the
accounts of Setter and Dragon Sentosa at AIM. Eddie CHOW was also



suspected to have been involved in the operation of the Dragon Sentosa
account at CA Pacific (a company related to AIM).

Both Eddie CHOW and Phoebe CHIU were suspected to have
assisted James HUANG in this regard whilst they themselves were in
possession of relevant information provided by him for that purpose.
Phoebe CHIU was also suspected to have "tipped" off her mother LAI
Wai Yin. Both Phoebe CHIU and Eddie CHOW were suspected to have
"tipped off" their friend KWAN Lai Sheung so far as the relevant
information was concerned.

Within the Guangnan Group, Mr. MO wrote two reports (dated
23" June and 11" July) concerning the state of the placement negotiations
with Firstone at Mr. James HUANG's request. From his contact with
that information for those purposes Mr. MO was then also suspected to
have disclosed it to his colleagues Mr. XIE Ping, who assisted Mr. MO
with the second report, and Mr. LO Hon Chuen and WANG Chengzhi.
Madam CHOW Ching Sum worked on the same floor of the Guangnan
Group's offices as Mr. MO, Mr. LO and Mr. WANG in the Sun Hung Kai
Centre in Wanchai and was suspected to have obtained the inside
information from one or more of them.

DENG Guoxin worked with Phoebe CHIU within Guanfair as a
director at the Guangnan Group's other offices in the Guangdong
Building in Connaught Road and had worked previously with James
HUANG and was suspected to have obtained the inside information from
one of them, as was TANG Wai Na who had also worked with James
HUANG and was also suspected to have passed on the inside information
to her husband YIP Hiu Sui.

WU Xuhui also worked within the Guangnan Group and
although no obvious route for the possible transfer of the inside
information existed so far as he was concerned, he was suspected to have
obtained it from one of the other implicated staff members of the group.

LI Xiao Jian was a fellow director of Guangnan Holdings with
James HUANG, though they worked in different areas of that company's
offices and functions in Wanchai and additionally lived nearby James



HUANG at Beverly Court in Shamshuipo. He was also suspected to
have obtained the inside information from James HUANG.

It can be seen then that there is one suspected primary source
for the disclosure of any relevant information, i.e. James HUANG.
Other suspected secondary sources i.e. Phoebe CHIU and Mr. MO
potentially then passed that information onwards or disclosed it to other
implicated parties. In Chapters 7-13 of this Report, we will deal with
the roles of each implicated party. The structure of those chapters
broadly traces the potential path of the relevant information from James
HUANG, through Phoebe CHIU and their involvement with Mr. Eddie
CHOW and the four BVI companies, Setter, Lombok, Super Kingdom
and Dragon Sentosa onward to other staff of the Guangnan Group and
finally to their implicated family members and friends.
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PROCEDURE

In this chapter, we summarize the procedures adopted by the
Tribunal during the course of its own establishment and its preparation
for and conduct of the inquiry into the matters the subject of its terms of
reference.

Constitution of the Tribunal

By his original notice dated 26" June 2002, the then Financial
Secretary Mr. Antony LEUNG required the Insider Dealing Tribunal to
inquire into certain transactions in Firstone shares during the period
20" June 1997 to 23" July 1997 (both dates inclusive). At the time of
the issuance of that original notice there were no other materials yet
completed and available so as to be forwarded to the Tribunal. That no
doubt was due to the magnitude of this case which involved a large
number of individuals and companies. Eventually in December 2002
following the receipt of some preliminary material detailing the events
and transactions relevant to the section 16(2) notice, the Chairman sought
the appointment of two lay members to the Tribunal pursuant to section
15(2) of the Ordinance. In due course, on the 3™ January 2003 the
present Tribunal was constituted as follows:-

Chairman: The Honourable Mr. Justice McMahon
Judge of the Court of First Instance

Member:  Mr. Norman NGAI Wai Yiu
Certified Management Accountant and the Vice
President (Resources and Administrative Services)
of the Hong Kong Institute of Education

Member:  Mr. Dickson WONG Kai Tat

Certified Public Accountant and the Director of
Dickson Wong C.P.A. Company Limited

11



Upon the establishment of the Tribunal, the members read and
perused the various preliminary materials forwarded by or on behalf of
the Financial Secretary.

The Tribunal directed itself that those materials were not
evidence in the inquiry and were, at that stage, merely to serve as
introductory material for the assistance of members’ understanding as to
the subject matter of the inquiry.

The material presented to the Tribunal in that regard consisted
initially of a synopsis and summary of the SFC investigation and later,
and more fully, of copies of interviews and statements of various persons
made during the course of that investigation, and various accompanying
documents. In due course, copies of all those materials were made
available to the implicated parties.

Appointment of Counsel for the Tribunal

Having perused those initial documents, the Tribunal on the
24" January 2003 and 3™ March 2003 respectively appointed Mr. Daniel
MARASH, SC of the Hong Kong Bar and Mr. Wesley W.C. WONG of
the Civil Division of the Department of Justice as Counsel assisting the
Tribunal.

Issuance of Salmon Letters

Following the appointment of Counsel to the Tribunal, and after
consultation with them, the Tribunal, pursuant to paragraph 17 of the
Schedule to the Ordinance, considered on the basis of the materials before
it whether any person’s conduct should be the subject of the inquiry and
whether on the basis of those materials any person was at that stage to be
regarded as potentially implicated or concerned in the subject matter of
the inquiry.

12



Following that consideration, the Tribunal decided that Salmon’®
letters should be sent to various individuals. It can be seen from a
sample letter at Annexure C that each person and company to whom such
a letter was addressed upon receipt and perusal of that letter would well
understand that the present Tribunal was to inquire into their role in
suspected insider dealing in Firstone shares during the relevant period.

The individuals to whom it was decided the Salmon letters
should be sent were the individuals and companies named in the original
section 16(2) notice and additionally also Madam TANG Wai Na who
was subsequently named, together with her deceased husband YIP Hiu
Sui, in an amended section 16(2) notice from the Financial Secretary

dated 23" May 2003.

Those individuals and companies to whom it was decided
Salmon letters should be sent were therefore:-

1. Lombok Holdings Limited ("Lombok")

2. Super Kingdom Investments Limited ("Super Kingdom")
3. Dragon Sentosa Limited ("Dragon")

4.  Setter Investments Limited ("Setter")

5. James HUANG Xiao Jiang ("James HUANG")
6. MO Siu Chung ("MO")

7. FANG Naijun ("FANG")

8. XIE Ping ("XIE")

9. Phoebe CHIU Yuen Man ("Phoebe CHIU")

10. LAI Wai Yin ("LAI")

11. Diane CHU ("Diane CHU")

12. KWAN Lai Sheung ("KWAN")

13. Eddie CHOW Kar Chun ("Eddie CHOW")

14. DENG Guoxin ("DENG")

15. LI Xiao Jian ("LI")

16. LO Hon Chuen ("LO")

17.  WANG Chengzhi ("WANG")

> Salmon letters are so named after Lord Salmon who first suggested this procedure as being
appropriate for the notification of persons whose interests may be affected by the findings of a Tribunal
of Inquiry. A sample copy of such a letter is found at Annexure C to this Report.
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18. CHOW Ching Sum ("CHOW")
19. WU Xuhui ("WU")

20. TANG Wai Na ("TANG")

21. YIP Hiu Sui ("YIP")

Attempts to serve Salmon letters on the implicated parties
commenced from about the 16™ March 2003.

The Service of the Salmon Letters

As the events before the Tribunal occurred in mid-1997, some
six years prior to the Tribunal being provided with the full materials
relating to the inquiry it was not unexpected that a number of the
implicated individuals could no longer be located.

As events transpired this expectation was to be borne out. Of
the 17 individual implicated persons, eventually only 8 were located,
leaving 8 who had presumably left Hong Kong and proven to be
unlocatable. Another of the implicated persons Mr. YIP had died.

This position was inevitably exacerbated by the fact that a
criminal investigation, which resulted in prosecutions, had taken place
into the affairs of the Guangnan group of companies after the events the
subject of this inquiry and a number of the senior staff of that group had
been convicted of offences relating to the use of fraudulent letters of
credit or were sought by the authorities.

Perhaps as a direct or indirect result of that disturbance to the
group's business affairs, many of the persons to be the subject of this
inquiry who had been employees of the group had left Hong Kong and
returned to the mainland. In large part they became practically
unlocatable. A significant but largely unsuccessful effort was expended
in trying to locate those individuals and effect service of documents upon
them.

There was some successful service effected. One of the
implicated persons, Mr. James HUANG had been convicted in respect of
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the above-mentioned letter of credit fraud and been sentenced to six
years' imprisonment. At the time of the issuance of the Salmon letters,
he was still serving that sentence in Hong Kong and so was able to be
served with a Salmon letter.

Seven other implicated individuals were able to be located at
various times, some during the course of the proceedings, and served with
Salmon letters. They were:

Madam LAI Wai Yin
Madam KWAN Lai Sheung
Mr. Eddie CHOW Kar Chun
Mr. LO Hon Chuen

Mr. WANG Chengzhi
Madam CHOW Ching Sum
Mr. WU Xuhui.

NV R B

As we have mentioned, one further of the implicated persons
Mr. YIP Hiu Sui had died prior to the issue of the original section 16(2)
notice. His wife Madam TANG Wai Na, also an implicated person, had
been arrested in respect of the letter of credit fraud investigation but had
absconded whilst on bail and, not surprisingly, was unlocatable in Hong
Kong or elsewhere for the purpose of service of the Salmon letters.

Phoebe CHIU Yuen Man (the daughter of Madam LAI who
appeared at the preliminary hearing) had left Hong Kong for Australia in
April of 2003. But it was strongly suspected that she continued to
maintain a residential address in Hong Kong. Various attempts to serve
her at that address were made without success and eventually a copy of
the Salmon letter addressed to her was left there.

Further, as will be seen, her mother, LAl Wai Yin, who was
another implicated party was told it would be in her daughter's interest to
be informed of the inquiry taking place when her mother subsequently
appeared at the first preliminary hearing.
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Of the remaining implicated persons the following had returned
to the mainland or otherwise left Hong Kong and were unlocatable
throughout the course of these proceedings:

Mr. FANG Naijun
Mr. XIE Ping

Mr. DENG Guoxin
Mr. LI Xiao Jian
Mr. MO Siu Chung
Madam Diane CHU.

AN e

Of the 4 implicated companies registered in the British Virgin
Islands namely Lombok, Super Kingdom, Dragon and Setter, none were
able to be served.

That is because in the case of Lombok, Super Kingdom, and
Setter, they had been removed from the list of companies registered in
that jurisdiction. Their present status was unknown to the authorities.

In the case of Dragon Sentosa Ltd., the only available address
for it was incomplete and insufficient for any form of service upon it to
be effected.

The purported agent's addresses for two of those companies in
Hong Kong were known, namely Super Kingdom and Setter, and were
inquired into and resulted in responses to the effect the particular
company was not known by the occupants of the address.

Accordingly at the first preliminary hearing of this inquiry on
16™ April 2003, there were appearances from or on behalf of only the
following implicated individuals:

1. Mr. James HUANG who was not present as he was still serving his

sentence of imprisonment but who was represented by Mr. Paul K.Y.
CHENG of Paul Cheng and Co.
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2. Mr. Eddie CHOW who was not present but who was represented by
Mr. Ben K.K. WONG of TANG, LAI & LEUNG. Subsequently
Mr. Kevin CHAN of counsel instructed by Messrs. TANG, LAI and
LEUNG appeared for Mr. Eddie CHOW at the time of his giving
evidence and for the purpose of making submissions.

3. Madam KWAN Lai Sheung who was not present but who was
represented by Mr. Eric KWAN of Chan, Wong & Lam Solicitors.
Subsequently Mr. Paul KWONG of counsel instructed by Messrs.
Chan, Wong & Lam appeared for Madam KWAN at the time of her
giving evidence and for the purpose of making submissions.

4. Mr. WANG who was present but unrepresented.
5. Madam LAI who was present but unrepresented.

As mentioned previously, Madam LAI is the mother of Phoebe CHIU.
She was told at that first preliminary hearing that it was most important
that her daughter be informed of these proceedings and that an address be
provided to counsel assisting for the purpose of them effecting service of
the documents of the inquiry upon her. Madam LAI however stated she
had no knowledge of the whereabouts of her daughter or of any telephone
number which could be used to contact her. Immigration records
established that by that time Phoebe CHIU had left Hong Kong. Madam
LAI herself never returned before the Tribunal and herself became
unlocatable thenceforth.

As a result of the difficulties experienced by counsel assisting in
locating various implicated persons being brought to the Tribunal's
attention at that first preliminary hearing on the 16™ April 2003 and also
the insufficient time for some of the implicated parties to have been able
to peruse the served materials and the particular difficulties of Mr. James
HUANG in that regard whilst he was still in prison the preliminary
hearing was adjourned to the 19" May 2003. That adjournment, it was
expected would provide a further chance to locate some of the unserved
implicated parties. Counsel assisting was asked to ensure that efforts to
locate the implicated parties continue.
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But on the 19" May upon the resumption of the preliminary
hearing, the Tribunal was told there had been no further advances made in
the attempts to serve or locate those implicated parties who had not yet
been served. By this time those attempts at service which were still
unsuccessful had spanned some two months.

Accordingly as there was nothing before the Tribunal which
suggested any further adjournment of the preliminary hearing would
result in any progress in the location and service of any further implicated
party the Tribunal proceeded with the preliminary hearing on the
19" May.

Those present at the inquiry were told of the actions taken by
the Tribunal up to that point of time. Particularly, the parties present
were told that the Tribunal had:

(1) Received a section 16(2) notice from the Financial Secretary. The
notice was read.’

(2) Read and considered statements, recorded interviews and
documentary exhibits compiled by the SFC during its investigation.

(3) Read summaries of evidence provided by counsel assisting the
Tribunal.

(4) Determined from those materials who should be considered
potentially implicated parties for the purposes of the inquiry.

(5) Issued Salmon letters to those parties and served all the materials in
the case on those parties who had responded to the Salmon letters.

(6) Requested the Financial Secretary to consider expanding the terms
of reference of the existing section 16(2) notice so as to include

¢ At that time the amended section 16(2) notice had not yet been provided to the Tribunal by the
Financial Secretary.
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Madam TANG Wai Na as a person whose dealings in Firstone shares
during the relevant period as subject matter of the inquiry.

In addition to that the procedures to be adopted by the Tribunal were
explained.

Other important matters dealt with at that hearing concerned
firstly the position of James HUANG. Mr. HUANG while still in prison
at that time was by then expected to be released on or about the 6™ June
2003 (as indeed it subsequently transpired he was so released). The
solicitor representing him was still at that time Mr. CHENG of Paul
Cheng & Co.

Mr. CHENG on behalf of his client asked that any hearing date
be set for a time after Mr. HUANG's release from prison as Mr. HUANG
wished to be present at the Tribunal's hearing. Mr. CHENG was also
anxious that after Mr. HUANG's release from prison sufficient time be
allowed for Mr. HUANG to be able to peruse the documentation involved
in the case and provide his representatives with instructions. That latter
concern was echoed on their own client's behalf by Mr. WONG for Eddie
CHOW and by Mr. KWAN for Madam KWAN.

The concerns of the representatives for Mr. HUANG, Eddie
CHOW and Madam KWAN were reasonable in view of Mr. Marash's
stated intention of providing a further statement by an expert witness Mr.
WITTS as to the materiality of that said to be the relevant information the
subject matter of the inquiry to the price of Firstone shares during the
reference  period. Counterbalancing these concerns of the
representatives of the implicated parties for further time to take
instructions from their clients was the Tribunal's own concern to have the
inquiry commence as soon as possible.

That concern was due to the delay which had occurred already
in bringing this matter to a hearing, some 6 years having passed since the
events in question.
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For these reasons the commencement of the hearing of the
inquiry was set down for the 6™ August 2003, some ten weeks after the
preliminary hearing. In our view, that time frame addressed the above
concerns of the represented implicated parties and additionally and
importantly allowed a further period of time so as to allow the location of
those implicated parties who had still not been able to be served. We
should add here that even after the 6™ August attempts to locate still
unserved implicated parties continued. Those efforts included updated
immigration information, newspaper advertisements and the accessing of
Transport Department drivers licence records.’

A few days before the 6" August hearing was due to commence
Mr. LO Hon Chuen was located and on the 6™ August appeared before the
Tribunal in person.

Before the commencement of proceedings on that day Mr. LO
was given the opportunity to apply for an adjournment so as to be able to
instruct a legal representative, or so as to be able to more fully peruse the
case materials which had been served on him only some five days before.
He declined to ask for an adjournment for either reason expressing his
desire that the proceedings continue. He wished to be notified only
when the evidence concerning him was to be called. That arrangement
was made.

On the morning of the 6™ August before proceedings
commenced, the Tribunal received a letter from James HUANG. By
that letter he informed the Tribunal that he had returned to China for
family reasons and was now prevented from returning to Hong Kong for
some two years or so because of Chinese Government prohibitions in that
regard relating to persons such as him who had been convicted of
criminal offences in Hong Kong. He asked for an adjournment of the
proceedings for a further two years. No representative appeared for him
before the Tribunal on that day or thenceforth.

7 By the 6™ August, more than 4 months had passed since the first efforts of service of Salmon letters
had been made.
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The Tribunal decided it should not delay the proceedings for a
further two years or so on the supposition that James HUANG may then
be both entitled to and decide to return to Hong Kong. We took into
account what his legal representative had told us at the previous
preliminary hearings to the effect that if James HUANG returned to
China he would be so precluded from returning to Hong Kong.
Arrangements were to be made and had been made by counsel assisting
the Tribunal to make it possible for James HUANG to remain in Hong
Kong for this hearing. In our view, James HUANG had deliberately
ignored these possible arrangements and had returned to China well
knowing he could not re-enter Hong Kong for some years. Accordingly
we decided to continue with the proceedings in his absence.

The hearing then commenced and was conducted over 48 sitting
days from 6™ August 2003 to 25" February 2004. On the Tribunal's
directions counsel assisting, through the SFC, made continuing efforts to
locate the still missing implicated parties.

On Monday 18" August as a result of those ongoing efforts to
locate any missing implicated party Madam CHOW Ching Sum had
appeared in person. By that time the Tribunal had heard the evidence of
16 witnesses (i.e. TW 1 to TW 16).

The Tribunal explained in some detail the history and nature of
the proceedings to Madam CHOW who had been served with the Salmon
letter relating to her, the section 16(2) notice of 23" May 2003 and the
other documentary materials in 13 volumes only on the previous Friday
15" August.

The Tribunal was particularly concerned with providing Madam
CHOW with sufficient time to consider her position and in particular to
decide what time she needed to read the materials she had been served
with and determine whether she required a legal representative or advice.
For that, and indeed quite separate reasons relating to the availability of
witnesses the Tribunal adjourned for two days. Upon the resumption of
the hearing on 21% August Madam CHOW told us that she wished the
inquiry to continue without any adjournment and for herself to be
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unrepresented.  She, like all other implicated parties who had been
located (and remained available to the inquiry), chose not to personally
attend the inquiry until asked to attend to give evidence.

On the 17" September, another implicated party, who had been
previously unlocated, Mr. WU Xuhui appeared. On that day, the
Tribunal was hearing evidence by way of pre-arranged video link from
Singapore. The witness was TW 26 Mr. Kumala KWEE. Mr. WU
chose not to attend after being informed by the Secretary to the Tribunal
that the Tribunal was sitting in the High Court that day.

On the 19" September, Mr. WU appeared before the Tribunal in
person. He said he had been served with a Salmon letter the previous
Monday 15" September and with the various statements of witnesses and
documents only that morning. The Chairman explained to him, as he
had with Madam CHOW, the history and nature of the proceedings and of
his right to legal representation. The Tribunal, due to the commitments
of its lay members and of counsel assisting, then adjourned for two weeks.
Upon resumption of the hearing on the 9" October, Mr. WU was
represented by David HUI of David HUI & Co. who told us that he
wished the proceedings to continue. Mr. WU wished to be notified for
the purpose of giving evidence only and chose not to otherwise
personally attend the inquiry. Mr. HUI attended the proceedings from
October onwards. Subsequently Mr. HUI's firm instructed Catherine
WONG of counsel to appear for Mr. WU when he gave evidence and at
the time of submissions.

That concludes the history of appearances by implicated parties
before the Tribunal.

The Inquiry

As stated earlier, the proceedings of the Tribunal were
inquisitorial in nature rather than adversarial. That provided the
Tribunal with considerable flexibility in dealing with the materials before
it.
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It was always borne in mind that the purpose of the Tribunal
was not to build a case against a particular individual or individuals, but
to hear evidence which would assist it in getting to the truth of the matters
the Tribunal was required to inquire into.

Bearing that ultimate aim of the Tribunal in mind we emphasize
for the purpose of this Report that whilst the procedures adopted by the
Tribunal were flexible, the Tribunal was always aware that a primary
consideration was fairness to the persons who were involved as
implicated parties in the inquiry. At no time was any procedure adopted
by the Tribunal which in the view of its members may have resulted in
unfairness to any person in those categories.

At the commencement of the inquiry, counsel for the Tribunal
made an opening statement. That statement had earlier been served in
written form on the implicated parties. It was comprehensive, and
effectively summarized the material which concerned each implicated
person.

The Tribunal reminded itself however that it was not evidence,
but was merely an aid to the understanding of the evidence which was to
follow. The evidence was then called before the Tribunal. That
evidence took the form of the oral evidence of witnesses, witness
statements or affirmations, various documentary exhibits and schedules.
As to the latter, the Tribunal was again careful to remind itself that
schedules and charts which had been prepared for this hearing could not
be relied upon unless they were properly proven from their source
materials. In other words, before relying upon them the Tribunal
satisfied itself that they were accurate and based upon reliable evidence
otherwise before the Tribunal.

The evidence and the nature of the evidence called before the
Tribunal is summarized generally at Chapter 4 of this Report. So far as
particular aspects of the evidence we thought important are concerned,
such evidence is set out in more detail in those chapters dealing with our
findings.
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The order of the calling of witnesses was notified to the
implicated parties. In respect of implicated parties who had elected not
to attend the sittings of the Tribunal they were notified in advance of the
calling of any witness they wished to cross-examine.

Witnesses who were not implicated parties who gave evidence
before the Tribunal were led through their evidence by counsel assisting.
They were then available for cross-examination by any implicated party
or their representative.

Witnesses who were available implicated parties were led
through their evidence by their own representative, or if unrepresented
gave their evidence in chief by themselves. At the conclusion of their
evidence in chief the implicated party was then cross-examined by
counsel assisting the inquiry. They were available for cross-examination
by any other implicated party.

All available implicated parties (whether represented or not)
were requested to provide a witness statement to the Tribunal prior to
giving evidence. All who gave evidence did so and that statement was
adopted by them as part of their evidence in chief. Most implicated
parties who gave evidence also provided a written statement of their case.
They had been permitted, but not required to do so.

With few exceptions (the more important being referred to
specifically in the body of this Report) all non-implicated witnesses
adopted their statements to the SFC. Implicated parties who were
witnesses were in the main simply cross-examined on their previous
statements though the Tribunal regarded such statements as part of the
evidence before it in any event.

Statements made by implicated parties who were unlocatable
and therefore unavailable as witnesses before the Tribunal were read
before the Tribunal and accepted by the Tribunal as part of the evidence
before it. Those statements were in the form of records of interviews of
the implicated parties conducted by SFC officers. They are simply
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referred to as "statements" throughout this Report as are the records of
interviews of ordinary witnesses conducted by SFC officers.

At the end of the evidence we had submissions from counsel
assisting and those parties who wished to make them and following that
provided our findings as to paragraphs (a), (b) and (c) of our Terms of
Reference to the Financial Secretary. Orders made pursuant to sections
23, 26, 26A and 27 of the Ordinance will be dealt with in the concluding
chapter to this Report.

One further matter should be mentioned. On the 10™
December 2003, some four months after the commencement of the taking
of evidence one of the members brought to the attention of the Chairman
that the member had had some contacts with one of the Tribunal
witnesses. That witness was TW 3 Mr. Louis CHOW. In the view of
the Chairman those contacts were entirely innocent and in no way
prejudiced the interests of any of the implicated parties or of the Tribunal
itself.

On the 15" January 2004, after providing the implicated parties
with an opportunity to make submissions in respect of the matter, no
implicated party wishing to do so, the Chairman delivered a ruling on the

mattetr.

That ruling is at Annexure D.
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Having in the previous chapters addressed the general nature of
the events the Tribunal was to inquire into and the procedures adopted for
the purposes of the inquiry we now turn to the fundamental aspects of
law which were applied by the Tribunal in the course of inquiring into
those events and arriving at its determinations of fact.

It should be borne in mind that what is set out in this chapter is
by no means intended to be a complete description of every aspect of the
law which was considered and applied by us. Rather the purpose of the
chapter is to simply set out the more general and fundamental principles
of law which underlay our inquiry.

The Ordinance

The law applied to this hearing is that contained in the
provisions of the Ordinance (i.e. the Securities (Insider Dealing)
Ordinance Cap. 395). That is because the operation of the Ordinance is
preserved so far as the present inquiry is concerned by the transitionary
provisions of the new Securities and Futures Ordinance Cap. 571 as
contained in Schedule 10 sections 77 and 78. The provisions of the
latter section potentially apply only to the two additional parties named
in the Financial Secretary's amended notice under section 16(2) of the
Ordinance dated 23" May 2003, i.e. Madam TANG and her husband Mr.
YIP.

Apart from Madam TANG and Mr. YIP's position all other
implicated parties are named in the original section 16(2) notice dated
26" June 2002 and so fall plainly within the provisions of section 77 to
Schedule 10 of the new Securities and Futures Ordinance. In short
these proceedings are governed by the Ordinance.

The provisions in the Ordinance which were of particular
relevance to this inquiry are as follows:-
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(2)

(b)

"Connected persons"

“4, “Connected with a corporation”

(1) A person is connected with a corporation for the purposes of section 9 if,

being an individual —

(a)

(b)

(©)

(d)

he is a director or employee of that corporation or a related

corporation; or

he is a substantial shareholder in the corporation or a related

corporation; or

he occupies a position which may reasonably be expected to give

him access to relevant information concerning the corporation by

virtue of —

(1) any professional or business relationship existing between
himself (or his employer or a corporation of which he is a
director or a firm of which he is a partner) and that
corporation, a related corporation or an officer or substantial
shareholder in either of such corporations; or

(ii) his being a director, employee or partner of a substantial
shareholder in the corporation or a related corporation; or

he has access to relevant information in relation to the

corporation by virtue of his being connected (within the meaning

of paragraph (a), (b) or (c)) with another corporation, being
information which relates to any transaction (actual or
contemplated) involving both those corporations or involving one
of them and the listed securities of the other or their derivatives or
to the fact that such transaction is no longer contemplated; or

(Amended 29 of 1994 s. 4)

he was at any time within the 6 months preceding any insider

dealing in relation to the corporation a person connected with the

corporation within the meaning of paragraph (a), (b), (c) or (d).

(Amended 29 of 1994 5. 4)"

"Relevant Information"

H8.

Relevant Information

In this Ordinance “relevant information” (HFHYSE) in relation to a

corporation means specific information about that corporation which is
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(c)

not generally known to those persons who are accustomed or would be

likely to deal in the listed securities of that corporation but which would if

it were generally known to them be likely materially to affect the price of

those securities."

"Insider Dealing"

"9. When insider dealing takes place

(1) Insider dealing in relation to a listed corporation takes place —

(a)

(b)
(©

(d
(e)

®

when a person connected with that corporation who is in possession
of information which he knows is relevant information in relation to
that corporation deals in any listed securities of that corporation or
their derivatives (or in the listed securities of a related corporation
or their derivatives) or counsels or procures another person to deal
in such listed securities knowing or having reasonable cause to

believe that such person would deal in them;

when relevant information in relation to that corporation is
disclosed directly or indirectly, by a person connected with that
corporation, to another person and the first-mentioned person
knows that the information is relevant information in relation to the
corporation and knows or has reasonable cause for believing that
the other person will make use of the information for the purpose of
dealing, or counselling or procuring another to deal, in the listed
securities of that corporation or their derivatives (or in the listed

securities of a related corporation or their derivatives);

when a person who has information which he knows is relevant
information in relation to that corporation which he received
(directly or indirectly) from a person —

(i) whom he knows is connected with that corporation; and

(i)) whom he knows or has reasonable cause to believe held that

information by virtue of being so connected,

deals in the listed securities of that corporation or their derivatives
(or in the listed securities of a related corporation or their
derivatives) or counsels or procures another person to deal in those

listed securities or their derivatives;

"
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A fundamental question which arose on the evidence before us
was at what stage the information concerning the placement of Firstone
shares to Guangnan Holdings became specific information.

It will be recalled from Chapter 1 that this information was
generated over a period of days in June and July of 1997 during the
course of which various meetings and negotiations had occurred between
persons representing Guangnan Holdings and Mr. KWEE (who
controlled the majority of Firstone shares).

The evidence relating to the development of that information
into specific information will be dealt with in Chapter 5 of this Report.
The law relating to what is sufficiently specific information so as to be
relevant information for the purposes of section 8 will also be dealt with
at that time.

Considerati fF 1

As a starting point the Tribunal complied with the provisions of
paragraph 13 of the Schedule to the Ordinance:-

"Every question before the Tribunal shall be determined by the
opinion of the majority of the members except a question of
law which shall be determined by the chairman."

Every question of law which arose throughout the present
proceeding was decided by the chairman.

Members were directed by and complied with directions of law
given by the chairman.

So far as findings of fact were concerned the Tribunal
proceeded on the basis that the members should try to be unanimous so
far as possible in such findings but that otherwise a finding of fact could
be made on the basis of the decision of a majority of the members.
Members were directed that findings of fact could be based only on the
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evidence called before the Tribunal and not on speculation or guesswork
as to what lay behind or beyond that evidence.

The two lay members of the Tribunal were both qualified and
senior members of the accountancy profession. Both had professional
knowledge of certain aspects of the Hong Kong securities industry. In
those circumstances the Tribunal was alert to any danger of it becoming
its own witness. The Tribunal directed itself accordingly.

Standard of Proof

The standard of proof adopted by this Tribunal so far as any
finding of fact adverse to an implicated party was concerned was that of
proofto a high degree of probability.

We adopt, as have previous Tribunals, as correctly expressing
the law in this regard the comments of the Tribunal contained within the
Parkview Report:-

“The standard of proof should be simply stated and remain
the same throughout. It is a high standard of proof — not the
highest reserved for criminal allegations — but nonetheless
high. It is not appropriate to say that within a given inquiry
the more serious the allegation the higher the standard should
be. The standard at all times is high. “A high degree of
probability” refers to the top end of the civil standard. It is
set high because the issues are serious. A finding of insider
dealing against an individual is a finding of wrongdoing
which will adversely affect his or her reputation. It carries
with it penal sanctions and public obloquy.”

In the opinion of this Tribunal that standard of proof is
commensurate with and proportionate to the gravity of the allegations of
insider dealing the subject of our inquiry.

We bore in mind during the course of our deliberations that
such a standard of proof is a genuinely high standard.
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Inferences

It is not an exaggeration to say that in respect of a very
considerable number of findings of fact made by the Tribunal those facts
were inferred from other facts which had been established to the
Tribunal's satisfaction.

It is true to say that commercial transactions of an unlawful or
prohibited nature or the particulars of individual's involvement in and
knowledge of those transactions are rarely wholly provable by direct
evidence and that very often the question of the drawing of inferences
looms large in the resolution of factual issues relating to such
transactions.

In the course of the present inquiry it was necessary for the
Tribunal on many occasions to consider whether certain inferences
adverse to a particular person or company should be drawn.

In approaching the question of inferentially proven facts the
Tribunal directed itself that any inference to be drawn adverse to any
individuals or companies interest must be the only reasonable inference
which could be drawn from the other established facts.

" " " Al

In determining the roles of certain implicated parties,
particularly those of James HUANG and Phoebe CHIU, we on occasion
had to consider whether they had counselled or procured others to
purchase Firstone shares.

In approaching that question we accepted the meaning of those
words as they appear in section 9 of the Ordinance, and in the

circumstances of this matter, to be as follows:-

"Counsel": we took to mean to advise in favour of or to encourage the
purchase by another of Firstone shares.
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"Procure": we took to mean to take steps to, or to initiate a course of
action so as to, bring about the purchase by another of Firstone shares.

i { the implicated parti

In many instances the evidence relating to one implicated party
related also to the case of another implicated party. There was a
considerable degree of commonality of relevant evidence amongst the
cases of various implicated parties.

Further in terms of the various cases of the implicated parties
many had similar factual backgrounds and gave rise to similar issues.

For these reasons the Tribunal was particularly careful to direct
itself that the case of each implicated party should be considered
separately and that a finding of culpability or non-culpability in respect
of one implicated party did not mean that a similar finding should be
arrived at in respect of any other implicated party.

Their opportunity to be heard
Section 16(5) of the Ordinance is in the following terms:

"16. Inquiries into insider dealing
(5) The Tribunal shall not identify any person as an insider
dealer or as a person to whose breach of the duty imposed on
him by section 13 the insider dealing by a corporation may
be directly or indirectly attributable without first giving such

person an opportunity of being heard."
In respect of a large number of the implicated persons there was
no successful service upon them of any Salmon letter nor was there any

other provable form of contact with them which formally or even
informally notified them of the present inquiry.

Into this category fell the following:

1. MO Siu Chung
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2. FANG Naijun

3. XIE Ping

4. Diane CHU

5.  DENG Guoxin

6. LI Xiao Jian

7. TANG Wai Na (and Madam TANG's husband YIP Hiu Sui who had

predeceased the commencement of this inquiry).

In respect of another broad category of implicated persons they
were located and were able to be served prior to the commencement of
this inquiry or during it with Salmon letters and with materials containing
the evidence eventually led before the Tribunal.

Those persons were:

Madam LAI Wai Yin
Madam KWAN Lai Sheung
Mr. Eddie CHOW Kar Chun
Mr. LO Hon Chuen

Mr. WANG Chengzhi
Madam CHOW Ching Sum
Mr. WU Xuhui.

NSV R =

Between those two larger groups of implicated persons fell
firstly the situation of Phoebe CHIU Yuen Man. Whilst not served
formally with a Salmon letter and the inquiry materials, the Tribunal
nevertheless had to consider whether she, by leaving Hong Kong in April
of 2003, had deliberately absented herself so as to avoid service of those
materials and avoid giving evidence before the Tribunal.

Secondly, James HUANG had also been served with all
materials pertinent to the inquiry and had indeed been represented at the
preliminary hearing. He had chosen to leave Hong Kong after his
release from prison rather than to stay and attend the hearing.

Finally was the situation of the four BVI companies Lombok,

Setter, Super Kingdom and Dragon Sentosa. No service was ever
effected upon them.
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Each of the absent parties' positions in respect of section 16(5)
of the Ordinance is examined in later chapters when that implicated
person's role in the suspected insider dealing is considered by us in detail.

For present purposes we take the law as expressed in section
16(5) of the Ordinance as being that before any person can be identified
as an insider dealer pursuant to section 16(3)(b) and therefore pursuant to
paragraph (b) of our terms of reference, any such person must first be
availed of an opportunity to be heard.

Whether such a person has been given an opportunity to be
heard is very much a question of fact.

In our view however a person has not had an opportunity to be
heard if firstly he cannot be proven to have had some form of notice of
these proceedings whether by way of Salmon letter or by way of some
other less formal communication.

Secondly, he has not had an opportunity to be heard if he has
not been placed in a position to be able to know of the evidence
concerning him and to generally be made aware of materials relevant to
any role he is thought to have played relating to any insider dealing.

In our view this latter principle was potentially particularly
important in considering the individual cases of implicated parties who
were located and served only after the commencement of these
proceedings.

Those persons, upon their location, were provided with Salmon
letters and the documentary materials and evidence which had been
provided to the Tribunal. They were also provided with, or directed as
to how to obtain, a transcript of all of the proceedings of the Tribunal up
to that point in time.

Precisely how each individual implicated party was dealt with
will be considered in more detail in due course in the chapter relating to
that individual.
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Character

In considering the evidence before us we reminded ourselves
that the implicated parties (with the exception of James HUANG and
XIE Ping) were persons of previous good character. That enhanced
their credibility as witnesses so far as they gave evidence or had made
witness statements. It rendered them also of a lesser propensity to
commit unlawful acts.

So far as James HUANG and XIE Ping are concerned both had
previously been convicted of frauds upon or involving the Guangnan
group of companies.

In their cases whilst they did not get the same benefit of good
character as did the other implicated parties the Tribunal reminded itself
that their previous convictions should in no way be held against them in
assessing their credibility so far as their witness statements were
concerned (neither gave evidence) or in any consideration by the
Tribunal as to their roles in the events the subject of the inquiry.

Lies

On some occasions we were satisfied that various implicated
parties who appeared before us told lies, both in terms of their various
statements provided to the Tribunal and their evidence before the
Tribunal. We were also satisfied that other implicated parties who had
not appeared before us and whose evidence was before us in the form
only of the statements they had made to SFC interviewers had also in
those statements on occasion told lies. Those lies were, in their
fundamentals, directed at exonerating them from trading in Firstone
shares under the direction of another or whilst in possession of relevant,
or any, information concerning the proposed 20% placement of Firstone
shares to Guangnan Holdings, or procuring dealings in Firstone shares at
all, or combinations of the above.
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The Tribunal directed itself in terms of the observations made
regarding lies in the Public International Investments Limited Report as
follows:-

“To the extent that we may decide that lies have been told to
the SFC or to this Tribunal we are conscious of the fact that
there may be reasons for lies consistent with absence of any
wrongdoing, or of the particular wrongdoing alleged, and that
it is only if we exclude such reasons that lies may support the
allegation of that particular wrongdoing. We are also
conscious of the fact that although a lie of itself proves
nothing, save that the lie has been told, “lies can in
conjunction with other evidence tend to support an inference
of guilt in the sense that they can confirm or tend to support
other evidence which of itself is indicative of guilt. ... we
have ... borne well in mind the question whether a lie may
have been motivated not by a realization of guilt of insider
dealing, but by a realization of guilt of some other
wrongdoing or by a conclusion or fear (whether justified or
not) that certain conduct would be viewed by others as
improper, or by a feeling that the truth was unlikely to be
believed ... also that before a lie may be used to support a
particular allegation, we have first to be satisfied that the lie
was deliberate, and that it is material to the issue we have to
decide”.

So far as any lie told by any implicated party in the present
inquiry is concerned we ignored it as any proof of that party's
involvement in insider dealing. That is because, in our view, there may
well have been a number of reasons consistent with activities other than
insider dealing which may have prompted those individuals to lie. The
companies for which many of the implicated parties worked or they
themselves may have been involved in or been peripheral to significant
fraudulent activities within the Guangnan Group which may have
overlapped the period of our terms of reference. That may have been
one reason unconnected with insider dealing for individuals to have told
us lies. Further, others may have lied, in the circumstances of this case,
because they acted on rumour or at least information which was less than
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specific and they were fearful that in so doing they had acted wrongly
and accordingly falsely denied they had any information concerning
Guangnan Holdings taking a stake in Firstone at all.

As many individual cases in the present inquiry revolved
around the question as to whether the individual had relevant information
at the time of their trades, the latter consideration was one we addressed
quite frequently.

In short for various reasons associated with different implicated
parties whom we concluded had told lies, we were satisfied those lies
could well have arisen, in the circumstances of this case, for reasons
other than a desire to disguise their involvement in any actual insider
dealing and we did not take those lies into account as evidence
supportive of their guilt.

Having said that we did of course take those lies into account in
assessing the credibility of the implicated parties' evidence in whatever
form it was in.

We accepted the prior statements of implicated parties and other
witnesses as evidence before us, regardless as to whether that individual
gave oral evidence.

What weight we attached to those statements varied in the
circumstances of the particular case.

In the event the witness did not give evidence we bore in mind
that the statement had not been subjected to anything in the way of
cross-examination.

In the event the witness or party did give evidence and adopted
the statement as true we regarded it simply as part of his or her evidence.
In the event, the witness denied the truth of the earlier statement made by
them, or it conflicted in some way with the evidence they gave in their
oral testimony before the Tribunal we still regarded the earlier statement
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as part of the evidence of that witness and also took the conflict into
account in assessing the witness's credibility. Generally, we bore in
mind in deciding what weight to place upon the conflicting testimony
that statements to the SFC were not given upon oath or affirmation unlike
the witness's testimony before the Tribunal. We did however take into
account that the witness's statement was made much closer in time to the
events it described than the witness's evidence before us.

So far as any implicated parties made admissions against their
interest in those statements or in their evidence, we generally placed a
higher evidential value upon that admission.

The Defence of Agency
Section 10(4)

In the course of our deliberations concerning Phoebe CHIU and
Eddie CHOW we had to consider the provisions of this section. It is in
the following terms:-

"10. Certain persons not to be held insider dealers

(4) A person who, as agent for another, enters into a transaction which is an insider
dealing shall not be held to be an insider dealer if he establishes that he entered
into the transaction as agent for another person and he did not select or advise
on the selection of the securities to which the transaction relates."

The question is what sort of agency is contemplated by section 10(4)?
It is not defined in the Ordinance.

In Kennedy -v- De Trafford (1897) AC 180 Lord Herschell
remarked "No word is more commonly and constantly abused than the word 'agent'.
A person may be spoken of as an 'agent' and no doubt in the popular sense of the
word may properly be said to be an 'agent', although when it is attempted to suggest
that he is an 'agent' under such circumstances or create the legal obligations attaching

to agency that use of the word is only misleading."

In our view, the section was never intended by our legislature to
impart a popular or colloquial meaning to that word. Rather the intent
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of the legislature, particularly given the specific meanings attached to the
other provisions allowing defences to insider dealing by categories of
individuals, was in our view to attach a formal and legalistic meaning to
the concept of "agent" as referred to in section 10(4).

There are various categories of relationships between
individuals which are recognized by law as amounting to an agency.

There is a general category which relies upon an authority
being provided to an individual to create contractual relations between
his principal and third parties. That authority is itself usually
contractual.

Within and sometimes in addition to that general category are
specific relationships recognized by the law as creating a situation of
agency. Examples of such relationships are solicitors and their clients,
insurance brokers and their customers, and partnerships.

But so far as the law gives to any such relationship the quality
of "agency" it does so on the basis that there are legally enforceable
rights and obligations given to and imposed upon each of the parties to
the agency.

Such relationships are formal and legally binding. They
almost always come about in a commercial environment. They have
their roots in contract.

In our view the sort of agent referred to in section 10(4) is that
class of individual recognized as such by law. Before the defence can
be established the party relying upon it must show that they were acting
under some obligation imposed by law to comply with the instructions of
their principal.

In our view an informal arrangement between friends or

associates which results in one purchasing shares for another is not an
"agency" as contemplated by the provisions of section 10(4).
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Such an arrangement would not be intended to form a
contractual or legally binding relationship, and would not be enforceable
as a relationship of agency.

In our view only Eddie CHOW as a professional stock advisor,
as he called himself, could realistically, of all the implicated parties, have
fallen into the category of agent. Accordingly it is only in respect of his
role that we undertake an examination of the possible application of
section 10(4) as a defence to any insider dealing conducted by him. The
onus of proof of such a defence is upon the implicated party. It is
proven on the balance of probabilities.
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A SUMMARY OF THE ISSUES AND OF THE NATURE
OF THE EVIDENCE BEFORE THE TRIBUNAL

The evidence before the Tribunal extended over 43 days
between the 6™ August 2003 and 15" January 2004.

During that time, the Tribunal heard oral evidence from 31

witnesses.

They were:-

TW 1® | SUN Wen Jie

Vice President, Hong Kong Chinese
Enterprises Association

TW 2 | Gilbert CHU Kwok
Tsu

Director, Sun Hung Kai Securities
Limited

Director, Sun Hung Kai International
Limited

TW 3 | Louis CHOW Ka
Leung

Senior Manager of Surveillance
Department in Enforcement Division of
Securities and Futures Commission

TW 4 | Miss YIP Sing Wai

Retail investor

TW 5 Miss HSU Yuen
Ming

Fund Manager, AIG Investment
Corporation (Asia) Limited

TW 6 | Darryl SIN Chung
Wai

Broker, CA Pacific Securities Limited

TW 7 | WONG Kam Wing

Retail investor

S"TW" refers to "Tribunal Witness"
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TW 8 | Richard Arthur Expert witness as to price materiality of
WITTS placement information
TW 9 | Barry CHU Kwok | Account executive, Oriental Patron
Yee Securities Limited
TW 10 | Horace WONG Stock Broker with Credit Lyonnais
Chung Man Securities (Asia) Limited
TW 11 | KWAN Tart Yung | Director, Win Wong Securities Limited
TW 12 | MA Jichao Dealer, Guangdong Securities Limited
TW 13 | CHAN Kin Sun Director/Dealer, Yardley Securities
Limited
TW 14 | YAN Wa Tat Managing Director, Taiwan Concord
Capital Securities (Hong Kong)
Limited
TW 15 | Venice CHEUK Siu | Director, New Century Securities
Ying Limited
TW 16 | Dora CHEUNG Siu | Clerk at Guangnan Group
Kaap
TW 17 | YUNG Chun Man | Accountant for Guangnan Group
TW 18 | LEE Lan Hing Deputy Office General Manager,
Guangnan (Holdings) Limited
TW 19 | HUI Wai Fan Clerk in Guangnan Group
TW 20 | Patrick Gilwan Senior Manager in the Enforcement
MEANEY Division of the Securities and Futures
Commission
TW 21 | Patricia LEUNG Senior Manager in the Enforcement

Division of the Securities and Futures
Commission
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TW 22 | William PEH Business Consultant

TW 23 | Wallace YUEN Investment Executive, Capital Asia
Limited

TW 24 | NG Kong Sing Finance Manager,
Hong Kong Chinese Enterprises
Association

TW 25 | CHUNG Tak Ming | Manager, Sun Hung Kai International

Limited

TW 26 | Kumala KWEE Chairman of Firstone International
Holdings Limited

TW 27 | Carson WEN A partner of a firm of solicitors,

Messrs. Heller, Ehrman, White &
McAuliffe and a non-executive director
of Guangnan (Holdings) Limited

TW 28 | Timothy CHEUNG | An accountant who had been a director
Man Yau and company secretary of Firstone
International Holdings Limited

TW 29 | Billy CHEUNG A manager in the Enforcement Division

Chung Wai of the Securities and Futures
Commission
TW 30 | Victor LEUNG Head of Translation Department of the
Wing Kin Securities and Futures Commission
TW 31 | Dennis WONG Senior Manager in the Enforcement
Wing Cheung Division of the Securities and Futures
Commission

Additionally, the following six implicated parties gave oral
evidence:-

1. LO Hon Chuen
2. WANG Chengzhi
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3. CHOW Ching Sum

4. WU Xuhui

5. KWAN Lai Sheung

6. Eddie CHOW Kar Chun.

So far as all the witnesses and implicated parties who gave oral
evidence before the Tribunal were concerned, we had also as evidence
before us their statements made to investigators of the SFC during the
course of the investigation of these matters. The implicated parties also
provided statements made for the purposes of the inquiry. All of those
witnesses and parties in their evidence, with a few notable exceptions,
adopted the contents of their earlier statements as being true to the best of
their knowledge and belief.

There were also five witnesses who were not required to give
oral evidence and whose statements (including records of their interviews
by SFC officers) were simply read out and produced in evidence. They
were:-

1. | XIN Janet Svampe Deputy Manager of Office Administration,
Guangnan (Holdings) Limited
(since 5" July 1997)

2. | David KELLY General Manager, Offshore Incorporations
Limited

3. | Candy WU Kam Ting| Clerk in the Enforcement Division of the
Securities and Futures Commission

4. | CHO Wai Ling Clerk in the Enforcement Division of the
(Vanna) Securities and Futures Commission

5. | Angela WONG Mei | Manager of the Securities and Futures
Mei Commission

Additionally, so far as those implicated parties were concerned
who could not be located or were not available for the purpose of these
proceedings, we had before us their statements made to investigators
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during the SFC investigation of those matters. Those implicated parties
who fell into this category were:

1. James HUANG Xiao Jiang
2. Phoebe CHIU Yuen Man
3. MO Siu Chung

4. XIE Ping

5. LAI Wai Yin

6. Diane CHU

7. *DENG Guoxin

8. TANG Wai Na

9. YIP Hiu Sui.

No statements of any sort were obtained from FANG Naijun
and LI Xiao Jian as both had left Hong Kong before the SFC could
interview them.

Additionally, no interviews were ever able to be conducted with
the persons described as the sole directors of Setter, Lombok, Super
Kingdom and Dragon Sentosa, namely LEI Weiguang, POON To Chi,
CHO Kin Wah and QIN Shanxue respectively.

It is not our purpose, nor would it be practical given the volume
of evidence involved, to summarize in detail the evidence of all the oral
witnesses and statement makers provided to us in this chapter. In due
course, we will refer to relevant aspects of the evidence when we come to
consider the issues relating to the roles of each of the implicated parties in
the chapters which follow.

In considering all of the evidence of witnesses (including the
implicated parties) we bore in mind that the oral evidence of a witness on
oath or affirmation, which is subject to the examination of counsel and
the Tribunal itself, has certain inherent advantages so far as the
assessment of its reliability is concerned as opposed to a purely
documentary record of interview or statement of a witness produced to us
in the absence of that witness and therefore produced without the support
of any affirmation or oath or the opportunity to question the maker.
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Nevertheless we accepted such statements or interviews as
evidence before us and bearing the above in mind attached to them what
weight we thought appropriate.

In addition to the evidence received by the Tribunal by
witnesses orally or by way of statements, we had produced before us a
large volume of documentary materials.

Many of those materials were reduced for ease of reference to
the form of charts or schedules. Before we relied upon any such chart or
schedule we satisfied ourselves that it accurately reflected the underlying
exhibits and that those exhibits were reliable.

The documents which were produced were in some relatively
few cases produced by the person who made the document or had
personal knowledge of it. But very often documents were allowed into
evidence by us, together with statements written upon them, without
proof of authorship. The provenance of these documents was often
plain upon the face of the document or was proven through the evidence
of witnesses such as Mr. Billy CHEUNG, TW 29. We bore in mind the
provisions of section 17(a) of the Ordinance to the effect that:

"17.  The Tribunal may, for the purpose of an inquiry under this
Ordinance -

(a) receive and consider any material whether by way of oral evidence,
written statements, documents or otherwise, notwithstanding that
such material would not be admissible in evidence in civil or

criminal proceedings in a court of law."

The fact however that a document or other form of evidence
was admitted into evidence while in a court of law it may have been
excluded did not mean we ignored its nature. Though we admitted
hearsay evidence for example we were alert to the inherent weaknesses of
that sort of evidence in assessing what weight to place upon it.

In determining what weight to attach to a document as evidence
we took into account its provenance and its nexus with particular
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individuals where appropriate. The particular nature of the document
was another matter going to its weight. For example bank records or
security firm's trading records were documents we generally accepted as
reliable whereas we treated, again for example, handwritten notes
appearing on documents with much greater caution.

Some Common Ground

Much of the general evidence was not in issue. We say that
against a background of only six of the twenty-one implicated parties
giving evidence before us. But from their oral evidence and the
statements of all of the implicated individuals produced before us it is
apparent that certain fundamental matters are common ground. Those
matters include the structure of the Guangnan group of companies which
were held directly or indirectly by Guangdong Enterprises and the
position and title of those directors or employees of the Guangnan Group
who are implicated parties.

Further the occurrence of dealings in share trading accounts was
not in issue nor was the movement of funds in various bank accounts
connected to that share trading.

The movement in price of Firstone shares was also common
ground both as to the ordinary shares and the nil paid rights shares.

So far as these general or background corporate and financial
matters were concerned, they were in many cases reduced to the form of
charts or schedules and we were provided with evidence in the form of
witness statements or the oral evidence of witnesses which established,
albeit on occasion indirectly, those matters as set out in such charts or
schedules to our satisfaction. That evidence was primarily provided by
TW 8 Richard WITTS, who produced various charts prepared by or
confirmed by himself, TW 3 Louis CHOW who did the same and
importantly by TW 29 Billy CHEUNG of the SFC.

Proof of the seizure of some documents from offices of the
Guangnan group of companies was provided by TW 20 Patrick
MEANEY and TW 21 Patricia LEUNG.
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Other documents such as trading accounts were confirmed in
their identity by witnesses whether implicated parties or not and whether
orally in their evidence or through their statements to the SFC.

Many documents were self evident as to their provenance and
were admitted into evidence on that basis alone.

Although there were twenty one individuals or companies
considered by us to be persons potentially implicated in any insider
dealing activities which took place, and therefore over the course of the
inquiry as a whole there were a myriad of specific issues to be resolved, it
is true that there were a number of fundamental issues common to all or a
number of the implicated parties.

The first such issue was the question as to whether and when
the information concerning the placement of Firstone shares with
Guangnan Holdings became relevant information for the purposes of
section 8 of the Ordinance. An important consideration within this issue
was at what stage any such information became sufficiently specific so as
to fall within the requirements of that section's definition of relevant
information.

The evid lati , " 1l e

Important witnesses in that regard were firstly TW 2, Gilbert
CHU, the director of SHKIL who had been instrumental in introducing
TW 26 Mr. KWEE of Firstone to James HUANG of Guangnan Holdings
in relation to the placement proposal, and who had been present at the
first meeting between Mr. KWEE and Mr. HUANG on the 26" June 1997
(a date we determined to be accurate).
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Additionally, the evidence of TW 22, Mr. William PEH, a friend
and advisor to Mr. KWEE who had also been involved to some extent in
the negotiations leading up to the placement and who had acted as
something of a "go-between" during the course of the negotiations, had a
bearing on this issue.

The evidence of Mr. KWEE himself was also important as to
the specificity of the information concerning the placement as at various
times and was given by a video link established between Hong Kong and
Singapore.

The evidence of the absent James HUANG was confined to that
contained in his records of interview but obviously, matters of weight
apart, also had a direct bearing on whether and when the various
negotiations and discussions between Mr. CHU and Mr. PEH and
eventually himself and Mr. KWEE matured into specific, and potentially
therefore, relevant information.

Another witness whose evidence was somewhat relevant in this
regard was TW 25 CHUNG Tak Ming, a manager working under Gilbert
CHU at SHKIL at the time of the placement negotiations and who was
responsible for the compilation of some preliminary documents relating
to the placement.

Another such witness was TW 28 Timothy CHEUNG, a
director and company secretary of Firstone at the relevant time who had
heard something, though not perhaps a great deal, of the negotiations and
who attended some, but not all, of the later meetings between Firstone
and Guangnan Holdings representatives after the first meeting between
Mr. KWEE and James HUANG.

In addition to the evidence of oral witnesses (and the contents of
James HUANG's records of interview) various documentary exhibits also
had a significant bearing on the specificity of the information concerning
the placement negotiations at various times. One such category of
documents were two reports prepared, on the evidence, by MO Siu
Chung who worked under James HUANG in the Investment Planning
Department of Guangnan Holdings. The reports were completed on the
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23" June 1997 and the 11" July 1997. The reports contained various
details which either expressly or inferentially, if accepted by us,
potentially threw considerable light on the stage the negotiations had
reached at the time of their making.

In addition to the issue as to whether and when the negotiations
leading to the placement of Firstone shares with Guangnan Holdings
became sufficiently specific for the purposes of section 8 of the
Ordinance, was the separate question, within the framework of that
section, as to whether and when that now specific information had
become price sensitive.

The primary evidence in this regard was provided by TW 8 Mr.
Richard WITTS. He gave expert evidence as to the effect of the
negotiations leading to the placement on the price of Firstone's shares.

This can be seen to be an important issue particularly when it is
remembered it had to be considered in the context of the information we
were concerned with having developed over time.

In addition to the expert evidence of Mr. WITTS was the
evidence given by TW 4 YIP Sing Wai and TW 7 WONG Kam Wing,
retail investors in Firstone shares and TW 5 HSU Yuen Ming, a fund
manager who had also invested in Firstone to the effect that a placement
of Firstone shares to a red chip company such as Guangnan Holdings
would give rise to a hope or expectation of its share price rising and
would have had a bearing upon their own dealings in Firstone shares.

The evidence of TW 3 Louis CHOW Ka Leung was also of
some relevance in this regard. He was a senior manager in the
Surveillance Department of the SFC Enforcement Division who primarily
gave evidence of Firstone share price movements relevant to this inquiry
and sales and purchases of those shares and produced charts and
schedules reflecting that evidence. But he also, as did Mr. WITTS, gave
some evidence of the history of red-chip companies buying into Hong
Kong listed companies and the effect on the latter's share price.
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Leading on from questions relating to the relevant nature of the
placement information was the quite fundamental question in the case of
many of the implicated parties as to whether they (or, in the case of the
four companies, their governing minds) were aware of that information in
sufficient detail so as to place them in possession of relevant information
for the purposes of the provisions of section 9 of the Ordinance at the
time they traded in Firstone shares.

The evidence before us in this regard ranged from the cases of
individuals who could be shown to have had direct contact with some or
all of the relevant information such as James HUANG who was a
personal participant in the whole of the placement negotiations and who
accordingly might be said to have been wholly aware of the precise state
of that information concerning the proposed placement as it developed,
through to individuals like MO Siu Chung who prepared reports which on
the evidence appeared to reflect some significant information about the
proposed placement provided to him by James HUANG, and on through
individuals like Phoebe CHIU and others within the Guangnan group of
companies who on the face of the evidence could not be said other than
inferentially to have known of any relevant information concerning
Guangnan Holdings interest in Firstone but who had traded in Firstone
shares or who had opened, or assisted in opening and sometimes
operating, trading accounts for individuals or companies who traded in
Firstone shares, and finally, to individuals who though not employed
within the Guangnan Group were associated or related to such people and
in respect of whom there was direct evidence as to their trading in
Firstone shares.

Accordingly, the issue of whether each of the implicated parties
was in possession of the relevant information at the time of any dealings
by them in Firstone shares was one which varied considerably in its form
of proof and in the degree of evidence available in respect of each
implicated person.
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It is true to say, with the specific exceptions of James HUANG
and TANG Wai Na who both in their statements to the SFC denied
trading in Firstone shares directly or through others, the issue concerning
most of the implicated parties was not whether they had traded in Firstone
shares during the relevant period (all apart from James HUANG and
Madam TANG demonstrably had so traded through their own trading
accounts or like Phoebe CHIU, Madam KWAN, Mr. MO or Mr. LO
admitted they had so traded in their own or through others' accounts), but
whether they had so traded whilst in possession of the relevant
information.

James HUANG as the source of the relevant information

As will be seen in due course the potential role of James
HUANG in disseminating the information concerning the proposed
placement to other implicated staff members of the Guangnan Group was
central in determining the state of knowledge of various particular staff
members of Guangnan Holdings and its related companies at the time
such persons, or persons associated with them, had purchased Firstone
shares.

It is not too early to say that in considering this matter we were
necessarily concerned to determine to what extent if any the information
relating to the placement may have spread outwards from James HUANG
amongst the staff members of the Guangnan group of companies, perhaps
on occasion being passed from person to person by word of mouth or by
exposure to documents connected to the placement, and thence onward to
those persons' friends or relatives.

This obviously gave rise to considerations as to whether
individual implicated persons acted as "tippers" or were "tippees" or both
so far as any spread of this information was concerned.

In considering the cases of James HUANG, Phoebe CHIU,
Diane CHU and Eddie CHOW, evidence as to their roles in the setting up,
funding and operation of the four BVI companies accounts was very
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important so far as any inferences drawn by us were concerned as to them
being connected with insider dealings through those companies.

Brokers from various securities companies gave evidence as to
the conduct of the four BVI companies accounts where Firstone shares
were traded. They were TW 6 Darryl SIN of CA Pacific and TW 23
Wallace YUEN of Capital Asia (the holding company of CA Pacific) as
to the setting up and conduct of Dragon Sentosa's account at CA Pacific;
TW 9 CHU Kwok Yee as to the setting up and conduct of Super
Kingdom's account at Oriental Patron; TW 10 Horace WONG Chung
Man as to the setting up and conduct of Lombok and Super Kingdom's
trading accounts at Credit Lyonnais; TW 11 KWAN Tart Yung as to
setting up and conduct of Lombok's account at Win Wong Securities.

Eddie CHOW, an implicated person, gave evidence of his
conduct as investment advisor of the accounts of Setter and Dragon
Sentosa at his firm Asia Investment Management Limited ("AIM") and
other witnesses from stockbroking firms gave evidence of the conduct of
trading accounts where, although no Firstone shares were traded, there
was shown to have been some connection direct or indirect between an
implicated person and one of the four BVI companies e.g. TW 15
CHEUK Siu Ying of New Century Securities Ltd. and TW 12 Ma Jichao
of Guangdong Securities Ltd. From this evidence and the various
witness statements and documentary evidence before us relating to the
four BVI companies incorporation, the operation of their trading accounts
and bank accounts it will be seen we were able to determine who in fact
controlled those companies.

i 1 roles of the individual implicated parti

It can be seen that the issues relating to an implicated person's
possession of information concerning the Firstone placement, or trading
(or procuring or counselling trading) in the shares of Firstone, were often
multiplex and differed on occasion greatly from one implicated person to
another.

So far as the individual implicated parties and companies were
concerned the Tribunal, given the nature of the evidence and the
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potentially multiple roles many of the implicated parties may have played,
had to consider on occasion whether the role of an implicated party may
have offended more than one provision of section 9 of the Ordinance.

S licating f

A consideration we were to take into account in determining the
roles of each of the implicated parties, including particularly those
involved with the four implicated companies, was a background letter of
credit fraud perpetrated within the Guangnan Group which in some cases
had resulted in activities and a flow of funds which on occasion may have
joined into or run parallel to activities and monies relating to the Firstone
share trading the subject of our inquiry. We deal with our approach to
this matter further in Chapter 6.

From the operation of the four BVI companies trading accounts
and potentially some other individuals accounts, and James HUANG's
admissions in this regard it was apparent that there may have been a
history of dealing on behalf of the Guangnan Group or persons within the
group through such nominee accounts.

Accordingly, we bore in mind that trading in Firstone shares by
some implicated parties (and particularly by the implicated companies)
was or may have been historically congruent with other independent
trading in securities by those parties in such a way that the trading
activities and flow of funds relating to trading in Firstone shares was
intermingled with other trading activities and funds which were related to
other trading wholly separate from our terms of reference. This had a
bearing on our considerations as to whether the trading in Firstone shares
by particular persons in such circumstances may have had reasonable
explanations other than that they traded in Firstone shares because of
their possession of relevant information.

Further, these aspects of the evidence made the isolation of
funds specifically related to trading in Firstone shares in such
circumstances difficult and the tracing of those funds to a final
destination practically impossible. It was also a matter which we had to
bear in mind when considering whether those who assisted in setting up,
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for example, trading accounts in their own or others' names, or
purchasing BVI companies or making funds available which were later
used for the purpose of trading in Firstone's shares, may have done so for
more general trading purposes without any knowledge that those
activities would have some eventual connection with Firstone share
trading. Again, this matter is dealt with in more detail in Chapter 6.
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RELEVANT INFORMATION

The history of dealings in Firstone shares by implicated persons
commences, so far as our terms of reference are concerned, on the
24™ June 1997 when Dragon Sentosa purchased 1 million shares at an
average price of about $0.59 through a trading account at CA Pacific.

Implicated individuals or companies continued to purchase
Firstone shares on a regular basis up until the suspension of trading in
those shares prior to trading on Monday 14" July, the last effective
trading day therefore being Friday 11% July 1997.

Over that same period the negotiations for the placement of
20% of Firstone's shares to Guangnan Holdings had developed, so that on
the 17" July it was announced to the Stock Exchange of Hong Kong
Limited ("SEHK") by Firstone and Guangnan Holdings that they had
arrived at a conditional agreement in respect of the placement.

That announcement was published in the Hong Kong press on
the 18" July and trading in Firstone shares resumed on that date.

It will be seen that from an initial proposal first thought of
apparently by Gilbert CHU and James HUANG sometime in June 1997,
with a series of informal and indirect approaches to Mr. KWEE the
dominant shareholder of Firstone leading on to a series of meetings,
negotiations developed quite rapidly and resulted in the suspension of
trading in Firstone shares on the 14" July.

Accordingly, as the agreement in respect of the placement had
developed or had been developing over the same period as the suspected
insider dealing share purchases had taken place, it was obviously of
considerable initial importance for the Tribunal to determine precisely
when the state of negotiations concerning the placement had matured to
the extent that the information concerning those negotiations was
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sufficiently specific for the purposes of the definition of relevant
information in section 8 of the Ordinance.

Perhaps the primary legal authority as to what amounts to
"specific" information in an area of law remarkable for the absence of
authorities is the Singapore High Court's judgment in Public Prosecutor -

That judgment held that information was specific if it possessed
sufficient particularity to be capable of being "identified, defined and
unequivocally expressed".

It may be that if those comments are taken as being a definition
of what is "specific" information that, perhaps inevitably when a plain
English word is sought to be defined, it raises as many questions as it
provides answers.

Be that as it may, that phraseology has been adopted by a
number of Tribunals inquiring into suspected insider dealing in Hong
Kong.

The definition advanced by the Singapore High Court in
Choudrie's case was itself based, in part at least, on similar phraseology
in an earlier New South Wales Supreme Court decision of LEE J to the
effect that "specific information must be capable of being pointed to and
identified and must be capable of being expressed unequivocally" (see

Ryan - v - Triguboff [1976]1 NSWLR 588 at 596).

The concern of both courts was really to attempt a workable
distinction between information which was specific for the purposes of
their jurisdictions legislation, and information which failed to achieve the
required degree of specificity because it was too vague, inchoate or
speculative.

In somewhat similar vein, in the case of Green - v - the

Charterhouse Group of Canada 12 OR(2d)280, the Ontario Court of
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Appeal determined the question of whether information that a takeover
offer may have been forthcoming for a particular company was properly
regarded as specific. In the judgment of Arup J.A. it was said "the
information may not have been worthy of credence or of sufficient weight
to justify any positive action ..... Nevertheless in my view the
information was specific; the word is used by the section in
contradistinction to "general" as "not specific". (at page 306)

The question of the meaning to attach to the word "specific" in
insider dealing legislation in England has been the concern of text writers
over the past two decades.

In Rider & Ashe "Insider Crime - the New Law" (1993 Jord
Publishing 1.td.), the authors said as to what purpose the word "specific"
served in the English Criminal Justice Act 1993 section 56(1) definition
of inside information which requires the information to be "specific or
precise":-

"The word specific is intended to ensure that information about (e.g.) a
huge dividend cut can be inside information, whilst mere rumour and

untargeted information cannot".
They go on to say:-

"Information may still be specific even though as information it has a

vague quality".

A question of course arises as to how vague information may be
before it is finally no longer sufficiently specific for the purpose of our
legislation. It is that question which the definition in Choudrie's case
seeks to answer and in our view the approach of the court in that case has
much to recommend it.

We have for the purposes of the present inquiry directed
ourselves that information concerning a company's affairs is sufficiently
specific if it carries with it such particulars as to a transaction, event or
matter, or proposed transaction, event or matter, so as to allow that
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transaction, event or matter to be identified and its nature to be coherently
described and understood.

In our view the fact that a transaction is only contemplated or
under negotiation and has not yet been subjected to any formal or
informal final agreement does not necessarily cause the information
concerning that contemplated course of action or negotiation to be non-
specific.

Indeed section 4(1)(d) of the Ordinance although dealing with
the meaning to be attached to the phrase "connected person" expressly
accepts that relevant information might relate to either an actual
transaction or a transaction which is merely contemplated.

In this regard Brenda Hannigan, the author of the oft-cited text
"Insider Dealing" (Kluwer Law 1988), says at page 54:

"Will knowledge of preliminary steps be sufficiently specific?  What if ...
an individual is found to know of a chain of events the most probable
consequence of which is a takeover bid?  Will that suffice? Both
instances would seem to be within the legislation, for while unfounded
rumours and vaguest hopes would not be sufficient to amount to
unpublished price sensitive information, contemplated acts as well as

actual events are certainly within the legislationg."

(emphasis added)

In this Tribunal's view, the fact that a transaction is merely
contemplated or at a preliminary stage of negotiation does not mean
information concerning those negotiations cannot be specific.

Again as Brenda Hannigan commented

..... the whole point of insider dealing frequently is to deal while the
transaction is only contemplated, for once it has actually occurred the

9 These comments are concerned with section 10 of the English Company Securities (Insider Dealing)
Act of 1985 which requires "unpublished price sensitive information" to relate to "specific" matters.
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market is likely to be aware of it and will move to reflect that fact in the

price, thereby preventing any profiting by insiders"."°

Of course merely vague hopes or wishful thinking that a
transaction will occur or come to fruition does not amount to a sufficient
"contemplation" or preliminary negotiation of that transaction in the
sense used by the author.

Each particular case involving a contemplated transaction as
potentially specific information will differ in its circumstances and facts
and it would be difficult and perhaps inadvisable to suggest that any one
approach or test as to determining specificity is to be generally preferred.
But it should be remembered that for a transaction to be "contemplated"
in a realistic commercial environment means that it has sufficient identity
to be described and its nature understood in terms of the test in Choudrie's
case. It should also be borne in mind that the fact that there are
negotiations between parties may by itself mean nothing. It is usually
the content of the negotiations which contains the information which
might or might not be specific. It might be that the negotiations are
lengthy but remain inchoate so that no particular transaction is proposed
or can be identified in terms of the Choudrie test. It may be that they are
short and to the point so that the Choudrie test is satisfied at a very early
stage of negotiations. Indeed, it may be that there are no real
negotiations at all but simply a proposal put forward by one party for the
consideration of the other. Nevertheless that proposal may satisfy the
Choudrie test.

For the purposes of our determining issues in the present
inquiry relating to the specific nature of information, as required by the
provisions of section 8 of our legislation, the proposed placement whether
described as under contemplation or at a preliminary stage of negotiation
must, in our view, have more substance than merely being at the stage of
a vague exchange of ideas or a "fishing expedition”. ~Where negotiations
or contacts have occurred, as in the present case, there must be a
substantial commercial reality to such negotiations which goes beyond a
merely exploratory testing of the waters and which is at a more concrete

19 Op. cit, at page 54
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stage where the parties have an intent to negotiate with a realistic view to
achieving an identifiable goal.

In the present inquiry, for the reasons set out in the balance of
this chapter, we have concluded that on the 26" June there was an
understanding in principle between the parties, subject to further
negotiations as to details, that a proposed placement of about 20% of
Firstone's shares with Guangnan Holdings Ltd. would take place. In our
view that is, without more, information which satisfies that test.

In our view, there is no need to impose any additional
requirement that there be any foresight that the transaction will
"probably" or "likely" come to fruition before information concerning the
contemplated transaction becomes sufficiently specific.

In that regard we adopt the reasoning set out in the Report of the
Tribunal in the Stime Watch inquiry'.

The specific nature of the information concerning_the_placement

Before dealing with the reasons for our determination of this
issue, it is necessary to summarize briefly the relevant evidence.

There were five witnesses whose evidence we regarded as being
of considerable significance to our determination as to when the
information concerning the placement negotiations became sufficiently
specific.

They were:

TW 2, Gilbert CHU, who was at the relevant time a director of
SHK Securities Ltd. and who oversaw the Corporate Finance Department
of its subsidiary SHKIL which had acted for Firstone in its rights issue
earlier in 1997.

I Report of the Insider Dealing Tribunal of Hong Kong on the Stime Watch International Holding Ltd.
inquiry pages 85-89.
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TW 22, William PEH, who was a friend and advisor to Kumala
KWEE the largest shareholder in Firstone and its effective controller.

TW 26, Kumala KWEE, who was as we say the largest
shareholder and controller of Firstone (and who became its chairman on
27" June 1997) and who effectively represented Firstone so far as the
placement was concerned.

James HUANG, whose absence from Hong Kong throughout
these proceedings meant he could not give oral evidence, but whose
records of interview were accepted into evidence by the Tribunal, and Mr.
MO, James HUANG's subordinate, who prepared two reports dated
23 June and 11™ July 1997 concerning the placement negotiations with
Firstone. Mr. MO did not give oral evidence as he could not be located
for the purposes of this inquiry.

We will set out that evidence in summary form.

TW 2 Gilbert CHU gave evidence both by way of his statement
of 9" September 1997 and orally. His evidence was to the effect that he
had first become involved with Firstone in 1997 during its rights issue
when he had been responsible for the Corporate Finance Department of
SHKIL which had acted as both advisor to and underwriter for Firstone's
rights issue. During that process he had become aware of Firstone's
ownership of a wine factory in Shaoxing, China. He had met James
HUANG of Guangnan Group some years earlier and at the time of the
rights issue one of the Guangnan Group's subsidiary companies, Guanfair,
had acted or was acting as a sub-underwriter of the rights issue.

He said one of the reasons he had initially mentioned Firstone's
ownership of the wine company when dealing with James HUANG in the
course of Guanfair being approached to act as a sub-underwriter of the
Firstone rights issue was to suggest that Guangnan Holdings potentially
taking an interest in Firstone (and therefore its winery) could be some
form of fall back position underpinning Guanfair's role as a sub-
underwriter of the rights issue.

62



He said independently of the rights issue considerations James
HUANG had expressed interest in acquiring some interest in the winery
in any event and said he would like to meet with the owner of Firstone,
Mr. KWEE, in due course.

So Mr. CHU said he spoke to Mr. William PEH, the advisor to
Mr. KWEE, around about mid-June 1997 and according to Mr. CHU's
statement, Mr. PEH confirmed shortly afterwards that it was possible that
Mr. KWEE would agree to a placement of 20% of Firstone's shares to
Guangnan Holdings. In his evidence Mr. CHU said that prior to the
meeting that followed between James HUANG and Mr. KWEE on the
26" June he understood Mr. KWEE to be "amenable" to Guangnan
Holdings taking a substantial interest in Firstone.

It must be said though, that Mr. CHU's evidence in this regard
before us was somewhat contradictory as to whether he had heard of the
placement figure of 20% before the first meeting between Mr. KWEE of
Firstone and James HUANG of Guangnan Holdings was arranged, or
whether that figure was first mentioned to his knowledge only during a
later part of the negotiations.

In any event a meeting was arranged for the 26" June 1997 in
Hong Kong at the Shangri-La Hotel and Mr. KWEE, James HUANG, and
Mr. CHU himself attended it.

Mr. CHU described it in his evidence as an exploratory meeting.
His understanding was that Mr. KWEE was amenable to the sort of
proposal being put forward by Guangnan Holdings, i.e. some substantial
share placement or transfer to Guangnan Holdings but not so as to dilute
Mr. KWEE's holding to that of a minority shareholder. He understood
Mr. KWEE to be reluctant to provide Guangnan Holdings with more than
20% of Firstone's equity, and that James HUANG wanted at least 20%.
Mr. KWEE wanted to remain the major shareholder in Firstone.

His recollection in evidence was that by the end of the meeting
of the 26" June there was an agreement in principle that Guangnan
Holdings could take a substantial placement of shares and that the
proposal should be moved forward though there was still a disparity
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between Mr. KWEE and James HUANG concerning the amount of the
placement involved, and the price of the placement shares. His
assessment was it had been a positive meeting and there was "good room
for development".

He said following upon that first meeting, he took steps to
prepare a confidentiality agreement for James HUANG's signature and
had a valuation of Firstone's share price done based on a holding of 20%
by Guangnan Holdings. He said he used the 20% figure as he
understood it to be the threshold or target figure which was acceptable to
Mr. KWEE and that James HUANG wanted at least that percentage.
According to Mr. CHU's evidence, he regarded the figure of a 20%
placement at that time as a "workable" figure between the two sides.

He said that there was a subsequent meeting involving himself,
Mr. PEH as representative of Mr. KWEE, and James HUANG on the
9" July. That meeting advanced matters so that the 20% level of
placement was more or less acceptable to the parties and the only sticking
point was the share price.

Following that meeting a final meeting was held on the 11™ July
at which both James HUANG and Mr. KWEE were present at which
agreement was arrived at concerning all matters though still with some
resolution of the share price to be done.

That was achieved in the next few days and by the 15" or 16"
July all such details were agreed.

TW 22, William PEH, was the personal friend of and unpaid
advisor to Kumala KWEE at the relevant times. He said he knew
Gilbert CHU in 1997 and had introduced Mr. CHU to Mr. KWEE.
Subsequently SHKIL, Mr. CHU's company, had become advisor and
underwriter for Firstone's rights issue. Following the rights issue being
arranged Mr. CHU had asked if Firstone wanted more funds and he had
then put Mr. CHU in touch with Mr. KWEE. He said later, before any
meeting had taken place, he had discussed the possibility of a 20%
placement to the Guangnan Group with Mr. CHU.
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Following that there was a first meeting of the parties involved.
He was not sure of the date. He thought it may have taken place at
Gilbert CHU's office. The meeting was attended by himself, Mr. KWEE,
James HUANG and Gilbert CHU. He described it as "exploratory" in
nature. But Mr. KWEE said afterwards that he was excited about the
proposed deal and keen for it to go ahead. James HUANG said he
would like to meet again after looking at the Firstone financial date.
Both Mr. KWEE and James HUANG, according to Mr. PEH, agreed in
principle that both parties were interested in proceeding with the deal.
In Mr. PEH's view there was an agreement in principle "subject to due
diligence". He said that Mr. KWEE's view, as he understood Mr. KWEE
to have expressed it, was that an agreement was "very close" at the end of
that first meeting.

Following that meeting TW 28 Timothy CHEUNG, the Firstone
finance director prepared certain paperwork and there was discussion
between the parties as to the share price. Mr. PEH thought the argument
about the placement share price was within the range of 40-45 cents per
share.

The next involvement he had in the matter was to attend another
meeting. He was unsure of the date.

At this meeting there was James HUANG, Mr. KWEE, Mr.
SUN Koon (who was the Chairman of Guangnan Holdings and
accordingly the person to whom James HUANG reported), Gilbert CHU
and Mr. PEH himself.

To Mr. PEH's recollection the share price may have been agreed
before this meeting although it was discussed at the meeting and the
meeting was held on the basis that the deal was going ahead. He
thought Mr. SUN was present so that James HUANG could demonstrate
personally to Mr. SUN that the size of the placement (i.e. 20%) was the
best that could be obtained from Mr. KWEE.

TW 26, the third substantial witness relevant to the placement
negotiations was Kumala KWEE.
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He described himself as the major shareholder in Firstone in
1997 and William PEH