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HKEX Lays Out Key Plans for 2018

Hong Kong Exchanges and Clearing Limited (HKEX)
plans to reform its listing regime so as to provide issuers
and investors with a wider range of choices, explore
market structure enhancements, and bolster its risk
management at lower overall costs to the market, said
Chief Executive Charles Li as he highlighted key plans
for this year at HKEX’s annual media luncheon.

“Completing the listing reform is one of our top priorities,

to secure our relevance as a premier global capital
formation center,” Mr. Li said. “We have already
received some enquiries about listing under the new
regime, and we plan to consult the market on proposed
rule changes before the end of this quarter.”

To seize the immense opportunities that lie ahead,

HKEX will continue to strengthen its market structure by:

e Launching the Orion Trading Platform for securities
in the first quarter;

e Inclusion of equity index option contracts to after-
hours derivatives trading in the second quarter;

e Introducing an investor identification regime for
Northbound trading under Stock Connect in the third
quarter;

e Upgrading the trading and clearing systems for
derivatives in the fourth quarter; and

e Working with the regulator and market participants
on the implementation of a hew margining model
that will deliver stronger protection and lower costs
to the market.

For seeking further development of mutual market
access, the HKEX will continue to improve its current
Connect programs by adding more products such as
Exchange Traded Funds. It will also explore A-share
derivatives and other measures to strengthen its
derivatives market's competitiveness. All these are
subject to discussions with regulators and their approval.
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SEHK Publishes Guidance Letters on Pricing
Flexibility for [IPOs and Placing Tranche
Reallocation in IPOs

The Stock Exchange of Hong Kong Limited (SEHK), a
wholly-owned subsidiary of HKEX, published guidance
letters (GLs) on: (1) pricing flexibility for initial public
offerings (IPOs); and (2) placing tranche reallocation cap
in IPOs.

Pricing flexibility for IPOs
The GL on pricing flexibility sets out the conditions under

which the final offer price in an IPO can be below the
indicative offer price or the bottom end of the indicative
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offer price range in the prospectus without triggering the
withdrawal mechanism. The objective of allowing
optional pricing flexibility for IPOs is to facilitate new
listings by eliminating the costs and time delays resulting
from the withdrawal mechanism (which involves issuing
a supplemental prospectus and requires IPO applicants
to opt-in to the revised offering).

Key features of new pricing flexibility for IPOs are:

e Listing applicants have the option to adopt a pricing
flexibility mechanism to determine the price for the
shares in an IPO and this mechanism is not
mandatory.

e The pricing flexibility mechanism enables listing
applicants to price IPO shares up to 10 per cent
below the indicative offer price or the bottom end of
the indicative offer price range (provided that range
is not to be more than 30 per cent above the bottom
end of the range) disclosed in the prospectus
without triggering the withdrawal mechanism
provided that listing applicants comply with certain
additional  disclosure requirements in the
prospectus, application forms and formal notice, and
make a price reduction announcement on the final
offer price.

The GL on pricing flexibility for IPOs will take effect
immediately on a pilot basis and will be reviewed in the
following 12 months.

Placing Tranche Reallocation in IPOs

The GL specifies the circumstances under which an IPO
listing applicant may reallocate shares from the placing
tranche to the public subscription tranche in an IPO (a
Placing Tranche Reallocation) other than pursuant to
Main Board Practice Note 18 (GEM Practice Note 6) or
a modified Main Board Practice Note 18 (modified GEM
Practice Note 6) which has been agreed with SEHK
upon disclosure-based waiver application or over-
allocate shares to the public subscription tranche (Public
Tranche Over-allocation).

A Placing Tranche Reallocation and a Public Tranche
Over-allocation (if any) are permitted subject to the
conditions below:

e The maximum number of shares that may be
allocated to the public subscription tranche (the
Allocation Cap) following a Placing Tranche
Reallocation and a Public Tranche Over-allocation
(if any) is the lessor of:

(a) not more than double the initial allocation to the
public subscription tranche; and

(b) not more than 30 per cent of the total offered
shares.

e Ifthe IPO includes an offer price range, the final offer
price must be fixed at the bottom end of the
indicative offer price range or the downward
adjusted final price if the pricing flexibility
mechanism is used.
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Hong Kong SFC’s Circular to Licensed Corporations
on Best Execution

The Hong Kong Securities and Futures Commission
(SFC) has issued further guidance on best execution as
set out below.

1. Governance and management supervision

Sufficient management oversight should be in place to
ensure that trade exceptions and other matters related
to best execution are brought to management’s attention
for timely review.

Policies and procedures regarding best execution
should be established to cover different types of financial
instruments, including both listed and over-the-counter
products, and should be reviewed and updated on a
regular basis.

All relevant staff should be provided with periodic
training on best execution as well as updates on internal
policies and regulatory and technological developments.

2. Best execution factors

Sufficient steps should be taken to obtain the best
available terms when executing client orders,
considering price, cost, speed of execution, likelihood of
execution, speed of settlement, likelihood of settlement,
size and nature of the order and any other relevant
considerations.

The relative importance of each best execution factor
may vary from case to case and best execution of
certain types of instructions should be assessed against
multiple factors. Where a client has given specific
instructions, which cover one part or aspect of an order,
this should not be treated as releasing LCs from their

best execution obligations for other parts or aspects of
the order.

3. Applicability of best execution

When LCs enter agency or back-to-back principal
transactions with clients, the obligation to deliver best
execution remains with LCs where clients rely on LCs to
protect their interests in order execution.

When LCs enter into principal transactions with clients,
other than those which are back-to-back in nature, LCs
should carry out their own assessments to determine
whether clients are relying on LCs to protect their
interests, and whether the best execution obligation is
owed, before applying any carve outs.

4. Responsibilities of execution staff

Execution staff and their supervisors form an important
first line of defense in the trade execution process.
Reasonable diligence should be demonstrated in
handling client instructions, monitoring execution
outcomes and, where applicable, taking steps to obtain
multiple quotes. In the absence of multiple quotes,
execution staff should obtain sufficient pricing
information on a best-effort basis to validate quotes
provided to clients.

5. Controls and monitoring

Controls and monitoring carried out by second and third
lines of defense, such as compliance and internal audit
functions, should be in place to review the quality of
execution and to detect and address anomalies. Based
on the characteristics of different financial instruments
and the complexity and scale of the LCs operations, it
should determine appropriate metrics and reference
benchmarks to assess execution quality.

6. Arrangements with affiliates, connected parties and
third parties

Due diligence should be carried out on affiliates,
connected parties or third parties engaged for execution,
and a systematic process should be in place to
continuously monitor execution outcomes. LCs should
act to ensure that execution arrangements with affiliates,
connected parties and third parties do not undermine the
delivery of best execution. Regardless of whether orders
are executed through affiliates, connected parties or
third parties, the obligation to deliver best execution
remains with LCs.
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Hong Kong SFC Identifies Compliance Failures in
the Distribution of Fixed-income and Structured
Products

While conducting on-site inspections and investigating
the distribution of complex types of bonds and structured
products by licensed corporations (LCs), the Hong Kong
Securities and Futures Commission (SFC) identified
several compliance deficiencies. The SFC reminds LCs
to comply with the five expected standards.

(@) Maintain adequate management oversight and
effective compliance monitoring to ensure product due
diligence is properly conducted and put in place
appropriate measures, systems and controls to ensure
that the features and risks of each investment product
are duly considered.

(b) Provide staff with adequate training on the
investment products they distribute and how to
appropriately disclose the products’ features and risks to
clients, particularly for complex and risky products.

(c) Implement proper policies and procedures, ensure
sufficient guidance is provided to staff and put in place
appropriate monitoring procedures to identify when
suitability obligations have been triggered.

(d) Regularly perform a holistic assessment of the
suitability framework to ensure compliance with
suitability obligations, which includes management
supervision, know your client, product due diligence,
suitability assessment, the sales process, record
retention and staff training.
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(e) Maintain adequate records to ensure compliance
with suitability obligations and to enable reviews or
investigations to be carried out by the LCs, their auditors
and the SFC.

Suitability assessment is an important measure to
protect investor and it is one of the top priorities of the
SFC to review compliance with suitability obligations.
The SFC expects the board and other senior
management of each LC, including the Managers-In-
Charge of Core Functions, to maintain effective
oversight of the firm’s business activities and to develop
appropriate systems and controls to ensure full
compliance with the relevant regulatory requirements
governing the distribution of investment products.

LCs should conduct a review of the five expected
standards and take immediate action to rectify any
deficiencies. The SFC will continue to monitor selling
practices in the industry and will act against delinquent
LCs.
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China Securities Regulatory Commission: Pay
Close Attention to Outstanding Issues of
Speculation of Highly-priced Shares and Concept
Companies’ Shares

Gao Li, a spokesman for China Securities Regulatory
Commission (CSRC), answered reporters' questions on
preventing market risks and cracking down on market
manipulation and maintaining market order. She said
according to observation by its market surveillance
system, in recent days, some trades and some stocks
have obvious characteristics of unusual trades and the
stock prices have shown rapid surges. These may be
connected with illegal operations such as market
manipulations, which seriously disrupt market order and
may increase market risk.

In this regard, the CSRC investigation department pays
close attention to the potential speculation of high-priced
stocks, concept stocks, hot stocks and other outstanding
issues and the law enforcement departments will
resolutely strike on the above illegal activities.
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China Securities Regulatory Commission Will Adopt
Supervision Measures Against Six Securities Firms
and Three Fund Companies

Last year, the China Securities Regulatory Commission
(CSRC) launched the special program of "self-
examination, rectification and regulation" in the
securities industry. Based on the specific circumstances
of non-compliance cases, CSRC intends to apply
relevant supervision and management measures on 6
securities firms and 3 fund companies and rank them
under integrity files. Among them, the Southwest
Securities was condemned openly and ordered to rectify
by the CSRC; Sealand Securities, China International
Capital Corporation and Chinalin Securities were
ordered to correct within a period; and Sinolink
Securities and Tianfeng Securities were each issued a
warning letter.

Cao Lei, a well-known website media practitioner, was
also given administrative penalties for fabricating and
disseminating false information, an order for correction
and was imposed a fine of 200,000 yuan. CSRC reminds
market participants that the new media are regulated by
law and any act of fabricating and spreading false
information is bound to be severely punished by law.

In addition, CSRC also imposed administrative penalties
in five cases according to law, including one case of
information disclosure violation, one case of insider
trading, one case of restricted stock trading and two
cases of illegal trading of securities by securities
practitioners.

FEIEEHMESNARIESHR=REEADXREEHE
i

E, FEIESES(FIER)FRIESTYE [BEEH. M
Bt TUUES) . REARBHAENEDE, PiEk
BT 6 RIEFFH I RES A RBAEX KB EIERIEE,

HITAHEHER. HF, PIEENEEIESEAFERI
REWIE, WEEIES. PEERSREMDERAE.

EHIES 3 RIEHFRIRTLRIAME, HERIESHEEXR
RiE% 2 KIESA S HBEERE,

MAMIEEEML N ZEZITE RIS R EEERLRT
ABWERTBAT, TOHBE, FENH 20 ATAR
Mo El%EL"ETEEE'rFiZJ%‘ﬁ% #ﬁ?%ﬁk?m&ié?l\zi{ﬂ, £
AREREEERNLSITADEZENER™ &,

ll['ﬂl\ EPiE ”*/‘JTWEESU‘ 5 m*TfH’E& BI&J‘? HEP@
,EHWx%hm% 2 mlE%‘tMJk)u\ /f?’:%ﬂlﬁtyko

Source EiR:
http://www2.hkej.com/instantnews/china/article/1754713

Eight Ministries of China Jointly issued the Guiding
Opinions on Improving and Strengthening Marine
Economic Development in Financial Services

The People’s Bank of China (PBC), State Oceanic
Administration, People’s Republic of China, the National
Development and Reform Commission (NDRC), the
Ministry of Industry and Information Technology of the
People’s Republic of China, the Ministry of Finance of
the People’s Republic of China, the China Banking
Regulatory Commission, the China Securities
Regulatory Commission and the China Insurance
Regulatory Commission jointly issued the Guiding
Opinions on Improving and Strengthening Marine
Economic Development in Financial Services
(hereinafter referred to as the Opinions), with focus on
the following aspects:

1. In terms of bank credit

e Encourage qualified banking financial institutions to
set up maritime economic and financial service
departments, financial service centers or special
franchised institutions to enhance professional
service levels;

¢ Inline with the characteristics of maritime economy,
increase the innovation and expansion of marine-
related pledged loan business and give targeted
support to different subjects such as marine
infrastructure construction and major projects,
industrial chain enterprises and fishermen;

e Encourage banking financial institutions to
accelerate the development of the primary,
secondary and tertiary industries in the maritime
economy by focusing on the national plan for the
development of the maritime economy, optimizing
the orientation and structure of credit, and reviewing
the environmental and social risks of the enterprises
involved in the maritime economy.

2. In the aspect of stock rights and bonds, guidance will
be given to marine-related enterprises in different stages
of development to assist them to obtain financing
support through multi-level capital markets.

3. In term of insurance

e Emphasize the normative development of various
types of mutual insurance, explore catastrophe
insurance and reinsurance mechanisms, speed up
the development of maritime insurance, coastal
tourism insurance and environmental liability
insurance, and expand the coverage of export credit
insurance;

e Encourage insurance funds to increase investment
through specialized asset management agencies
and marine industry investment funds.

4. In term of diversified financing
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e Support qualified financial institutions and
enterprises to initiate the establishment of financial
leasing companies;

e Promote the development of shipping finance,
speeding up the standardization and promotion of
the modes of Public-Private-Partnership (PPP) and
investment and loan linkage in the maritime field;

e Actively give full play to the supportive role of
various funds in the development of maritime
economy.
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Seven Ministries of China Jointly Issued a Circular
to Support All Types of Enterprises to Carry Out
Market-Oriented Debt-to-Equity Conversion

In response to the specific problems and difficulties in
the implementation of the market-oriented bank debt-
equity transfer, the NDRC, the PBC and the Ministry of
Finance and other 7 departments jointly issued a circular
to make clear explanations on the above issues.

Firstly, allowing a combination of equity and debt to
reduce corporate leverage. According to the target of
reducing the leverage ratio of target enterprises,
implementing agencies can design a comprehensive,
leveraged and leveraged-based stock-led plan and
allow conditional and phased diversion. Market-based
debt-to-equity conversion will be encouraged by means
of acquisitions of debts. The scheme will collect and
report on information relating to market-based debt-to-
equity conversion including equity-for-debt trades and
arrangements using newly issued equity to repay debt.

Secondly, allowing implementing agencies to initiate the
establishment of private equity investment funds to carry
out market-based debt-to-equity conversion. Private
equity investment funds initiated by various
implementing agencies can raise funds from eligible
qualified investors and comply with the relevant
regulatory requirements. Eligible bank financial products
can be funded by private equity investment funds
initiated by implementing agencies in accordance with
the law. The scheme also allows private equity
investment funds initiated by implementing agencies to
set up sub-funds in cooperation with the target
enterprises, facilitating market-oriented debt-to-equity
conversion for quality subsidiaries of target enterprises.
Support will be given to implementing agencies and
equity investment institutions to initiate the
establishment of such market-oriented debt-to-equity
private equity investment fund.

Thirdly, supporting various types of ownership-based
enterprises to carry out market-oriented debt-to-equity
conversion. Relevant market regulators shall determine
the types of enterprises that may participate according
to the guidance of state policies and shall not limit the
participating enterprises by reference to their ownership
structure. Support will be given to all kinds of non-state-
owned enterprises conforming to the regulations, such
as private-owned enterprises and foreign-funded
enterprises, to carry out market-oriented debt-to-equity
conversion.



Fourthly, allowing debt-to-equity conversion for all debts
generally except bank debts, allowing implementing
agencies to accept various types of quality-graded debts
and allowing listed companies and unlisted public
companies to offer securities convertible into shares by
way of market-based equity financing instruments, and
allowing debt-to-preference-shares conversion pilot
schemes for unlisted and non-public corporations.

NDRC's official said that enterprises eligible for market-
based debt-to-equity conversion may enjoy preferential
tax policies related to corporate restructuring in
accordance with relevant regulations; relevant
departments will study ways to motivate and guide
market-based debt-to-equity conversion with proper
support. Reference to secondary market share trading
prices will be allowed to determine state-owned listed
companies’ debt-to-equity conversion price, and
reference to competitive market quotations or other fair
prices will be allowed to determine the debt-to-equity
conversion price for non-listed state-owned companies.

FEEHNRKETREN XHEXREVFRTHUHR
B

ST RITHRNEE AN ST TAE T A9 B4 8 A A
W, BERARAEZ. ARBT. WBHE 7 &IKE
TRBA, AR B S RE R,

F— ANXARREENGZEMTRERLWATIFE,
ELHENMTREN RO WERATFRG B, RITR
RS UWRAETNGEEMRATTER, FRFEHME.
DI SRR . SR G RR TR T
B, TRPEEMUREAHEARERRANET R R
BRI BRIEER.

B, ATERIMEAERIMERNRARESTTRT
R, ERLBVNEERT LSRR AR
EURTEZFMHNEHERAEEERES FETHEXE
EER. FEFMHORITIEY ™ & o AR @ L
MERRINMFRNBRAERSHE . ATFRENEE
ERINVBERDNR AR ERN RV EERITES,
EENREWVLRTASTFRTDURER. XFHXE
VA 5 RIL AN S ER R L T TR TSR
BREBFRDITERE

B=, XFHREMAFLVTFRTHUGER. BXH
HEFRKEERBEK SO BT HHE T HURERY
Siol, FRENREUFEHMR. XHHFEREH
EXEEFHLY, MREAY. SPELVFRTHUG
.

B, AFHRRITENIMIE MR B GENNNE RS
P, AWFERNAZILEMREDRELRGHEN, 2

J M L

ETAT. FETARATRITNEELRA TAXLE
i, AU RAT NI RIE LT IER KR
NEVRITHANEL ALK .

ERARBTEZFERNTARTR, FTHEFMHNTS
REE R T E = 2 A EBARXHITEBER
BRBITBETRXIE L FHRNMMEI ST RT AL
¥R ElE AFSERE_RATHIHNEHE
EE LT RASERNE ATSEZTEUTHRNBH
ARNEREERIE LT RSERMNE.

Source KiR:
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U.S. Securities and Exchange Commission Invites
Regulated Entities to Voluntarily Submit Self-
Assessments of Diversity Policies and Practices

The U.S. Securities and Exchange Commission (SEC)
Office of Minority and Women Inclusion (OMWI)
recently introduced its Diversity Assessment Report for
Entities Regulated by the SEC. OMWI created the
Diversity Assessment Report to complement the
Interagency Policy Statement Establishing Joint
Standards for Assessing the Diversity Policies and
Practices of Entities Regulated by the Agencies (Joint
Standards) issued by the SEC and five other federal
financial regulatory agencies on June 10, 2015.

The Diversity Assessment Report is designed to help
regulated entities conduct self-assessments of their
diversity policies and practices, as envisioned by the
Joint Standards, and provides these entities with a
template for submitting information about their self-
assessments to OMWI. The Joint Standards also
encourage regulated entities to publish information
related to their self-assessments on their websites.

Use of the Joint Standards by regulated entities is
voluntary. Likewise, conducting self-assessments and
providing diversity assessment information to OMWI are
also voluntary. The SEC may use the information from
entities' self-assessments to identify which policies and
practices reflected in the Joint Standards have been
adopted by SEC-regulated entities and to highlight
diversity policies and practices that have been
successful.

SEC-regulated entities will receive an email from OMWI
inviting them to complete the Diversity Assessment
Report online using a secure web portal. Additionally,
OMWI has published a set of Frequently Asked
Questions on its webpage to provide more information
about the Joint Standards and the Diversity Assessment
Report.
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