Annex 1


Good practices concerning controls to ensure the fitness and propriety of relevant individuals
(1) Regular internal audit of the controls – RIs should arrange for reviews, on a regular basis, by internal auditors of the controls related to the registration of relevant individuals.  
(2) Staff performing the “fit and proper” assessment - RIs should consider assigning a suitably qualified designated unit with an overall responsibility to ensure completion of all required checking and assessments of proposed relevant individuals before registration.  If different units are involved in the checking and assessment process, there should be proper training to ensure that all responsible staff members have sufficient knowledge of the relevant regulatory requirements and internal procedures.  
(3) “Fit and proper” assessment - The “fit and proper” assessment should be performed preferably with the use of a standardized and comprehensive checklist.  The responsible unit and staff members should maintain clear audit trails and supporting documents on the assessment of every proposed relevant individual, the results, the follow-up actions on any irregularities found, and the identity of the assessor and the approver.  The assessment should be approved by an independent reviewer at a reasonable level of seniority. 

(4) Verification of relevant industry experience – In respect of individuals who rely on relevant industry experience gained from other institutions to exempt from licensing examination(s), RIs should establish due diligence steps to verify their relevant industry experience with previous employers to the extent practicable, instead of solely relying on the individuals’ curriculum vitae and self-declaration. For the purpose of verifying whether and in what capacity an individual was registered by his/her former employer as a relevant individual, RIs should request the former employer to provide information on the individual’s last registration status
 within the former employment period.  To facilitate this practice, RIs should provide this information to the new/potential employer of their former employees when they receive such a request.

(5) Lessons learned from assessment errors and control issues identified –
(5.1) 
For staff who are allowed a six-month grace period to pass the local regulatory framework paper, RIs should adopt vigorous measures to ensure compliance with paragraph 4.2.10 of module SB-1 of the HKMA Supervisory Policy Manual. There should be clear communications to the staff as well as their supervisors at the outset about the six-month grace period treatment and the prompt de-registration of the staff if they cannot pass the requisite examination by the end of the grace period.
(5.2)
Any staff who took up securities dealing functions of any exempt dealer AI on or after 1 April 2001 should have met the initial competence requirements of the Guidance Note on Competence (version December 2000) issued by the Securities and Futures Commission
.  Those individuals who have failed to comply with these requirements (where applicable) would not be eligible for the “grandfathering” treatment set out in paragraph 4.2.6 of module SB-1 of the HKMA Supervisory Policy Manual.
(5.3) 
RIs should not solely rely on the “fit and proper” assessments performed by previous employers and should clear all concerns about an individual’s initial competence requirements for the relevant regulated activities
 before registering him/her as a relevant individual. 

(6) Background checks of relevant individuals - RIs should ensure that background checks are performed on all relevant individuals.  Regarding staff transferred from overseas branches/affiliates, they should only be registered after the Hong Kong office of the RI has obtained satisfactory confirmation on the scope and results of background checks performed by the overseas branches/affiliates concerned.  The background checks should at least cover those areas specified in paragraph 4.2.19 of module SB-1 of the HKMA Supervisory Policy Manual.

� The information should at least include the date of last registration, the types of regulated activities and the individual’s capacity.





� Refer to the HKMA circular "Fit and Proper Criteria for Staff of Authorized Institutions that are Exempt Dealers", which was issued on 21 March 2001 and remained effective until the commencement of the Securities and Futures Ordinance.





� An example is an individual who has not passed any licensing examination, does not possess relevant professional qualification or a degree in a designated field (or other degree with passes in at least two courses in the designated fields), and has no working experience in the securities industry.
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