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Hong Kong Insurance Authority and China Banking
and Insurance Regulatory Commission Implement
Preferential Treatment to Promote the Development
of Hong Kong Reinsurance Industry

The Hong Kong Insurance Authority (IA) reached a
consensus with the China Banking and Insurance
Regulatory Commission (CBIRC) that under the “China
Risk Oriented Solvency System” (C-ROSS), when a
Mainland insurer cedes business to a qualified Hong
Kong professional reinsurer, the capital requirement of
the Mainland insurer will be reduced (preferential
treatment).

The preferential treatment is based on the Equivalence
Assessment Framework Agreement on Solvency
Regulatory Regime signed between the former China
Insurance Regulatory Commission and the former Office
of the Commissioner of Insurance on May 16, 2017 for
the insurance regulators in two places to carry out
equivalence assessment on the solvency regulatory
regimes. Both sides agreed to recognize temporarily the
insurance solvency regulatory regime of each other as
the same or similar to that of another during the four-
year transitional period before the completion of the
equivalence assessment. Based on the “mutual
equivalence recognition”, both sides will consider giving
each other's industry preferential treatment to
strengthen co-operation between the insurance sectors
in two places.

Mr. Chen Wenhui, Vice-Chairman of the CBIRC, said,
“The CBIRC supports Hong Kong being Mainland’s
overseas risk management platform to assist Mainland
enterprises in ‘going global’. On the basis of the ‘mutual
equivalence recognition’, the preferential factor under C-
ROSS will be applicable to high-quality Hong Kong
reinsurers, which will foster the development of the
reinsurance business in Hong Kong.”

Mr. John Leung, Chief Executive Officer of the IA, said,
“The preferential treatment will facilitate the co-operation
between the Mainland and Hong Kong in cross-border
reinsurance business, enabling the Hong Kong
insurance industry to assist Mainland enterprises more
effectively in diversifying and managing risks, including
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supporting Mainland enterprises’ participation in the
infrastructure and investment projects under the Belt
and Road Initiative. The preferential treatment will also
help sharpen the competitive edge of the Hong Kong
insurance industry and strengthen Hong Kong's position
as a reinsurance hub in Asia.”
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Circular on Hong Kong Securities and Futures
Commission Disciplinary Fining Guidelines

The Hong Kong’'s Securities and Futures Commission
(SFC) published in the Gazette of August 10, 2018 (G.N.
5968 of 2018) updated SFC Disciplinary Fining
Guidelines (Fining Guidelines).

The original Fining Guidelines issued in February 2003
set out a number of considerations relevant to the SFC’s
determination of whether to impose a fine and the
amount of fine on regulated persons under sections 194
(under section 194(7) of the SFO, “regulated person”
means a person who is or at the relevant time was any
of the following types of person: (a) a licensed person;
(b) a responsible officer of a licensed corporation; or (c)
a person involved in the management of the business of
a licensed corporation) and 196 (under section 196(8) of
the SFO, “regulated person” means a person who is or
at the relevant time was any of the following types of
person: (a) a registered institution; (b) an executive
officer of a registered institution; (c) a person involved in
the management of the business constituting any
regulated activity for which a registered institution is or
was (as the case may be) registered; or (d) an individual
whose name is or was (as the case may be) entered in
the register maintained by the Monetary Authority under
section 20 of the Banking Ordinance (Cap. 155) as that
of a person engaged by a registered institution in respect
of a regulated activity) of the Securities and Futures
Ordinance (SFO).

The statutory limit of a fine under sections 194 and 196
of the SFO is HK$10 million or three times the profit
gained/loss avoided by the regulated person as a result
of the misconduct or other conduct which leads the SFC
to form the opinion that the regulated person is not a fit
and proper person, whichever is the greater.

The Securities and Futures Appeals Tribunal (SFAT)
has accepted that the statutory limit is a limit on the
amount of fine that can be imposed for each breach
committed by the regulated person. In HSBC Private
Bank (Suisse) SA v SFC (SFAT Application No. 3 of
2015), the SFAT confirmed that a number of culpable
acts or omissions, even if they are of the same generic
nature, may attract multiple penalties. The SFAT also
accepted the SFC’s approach in using the number of
complaints as the “multiplier” in assessing the
appropriate level of fine.

For example, where a regulated person has
contravened the Code of Conduct for Persons Licensed
by or Registered with the Securities and Futures
Commission resulting in a financial product being mis-
sold to three persons, the SFC may impose a fine not
exceeding HK$10 million for each affected person (i.e.
HK$10 million x 3).

The updated Fining Guidelines codified the principles
accepted by the SFAT and make it clear that:

(@ multiple culpable acts or omissions constituting
misconduct may attract multiple penalties even if
they are of the same generic nature;

(b) the SFC may use the number of persons affected
by the misconduct as the multiplier in assessing
the appropriate level of pecuniary penalty;

(c) using the number of affected persons as the
multiplier may not be appropriate in every
case. The appropriate approach in each case
will depend on its own facts; and

(d) in cases where the misconduct attracts multiple
penalties, the SFC will look at the totality of the
penalties to ensure it is not disproportionate to
the gravity of the conduct in question.

The updated Fining Guidelines has come into effect on
August 13, 2018.

FXER (I RHRESKRZRILEL ST
51) BER

2018 8B 10H, BEAIIHFRARESKMEZARAS (F
B4) AZIR (2018 F£% 5968 SEBMNALEL) FIBETE
I (EEsf@anizkegsl) (( (SIFdES) ) .

BEH (SIFKIE3]) T 2003 FE 2 B&H, FIBPETILLES
TR QESEEARERF) (2%F)) % 194 £ (RIE
ZEBIE 194N %, "SMEALIERHGER XHERE
IATEREANATHA - @FREA | (b)FhERAMRR
AR BOZEFMERANLSHEENA) & 196 £
(RIBIZEBIZE 196(8)%, "ZMEAL BB EER =
A e B IL TR BIA LA © (EMLE | (o)iFEML
HWHEBEAR ;| OZ5MECEMINBIRREL (B
AERTME) FEMATHZIAEEFSINLSHEEN
A BOMHREE (MEAELNE) B TEmME
BT RRE (RITLEHFD) (F155F) ¥ 20 £&HFH
LEMHA BT AZEMY A ELZAEENEHHD
AN) RESERZANEANTHEMTDREE XM TRFA,
FrZEHEXER.

RIBIZEHBIE 194 K 196 &, SIRFREE LR AED
1,000 AL, HEZREALEARLETHHIEEMSEIES
SE/BHZIAEATHIESY AENELNTHMIKE
BFE / BRHREKESTN=1:E USTRAE L.



J M L

ESRMEES DIFREEL (BIFFEHL) BEY, 1%
EELRATRZAE N LPILNE—TUEN T A ik
M SRRE LR, EIFRELAECFRART (FwL)
BRASIFILESR (FAIEHS 2015 58 3 5) —F'H
BN, ZOMRRETENIMERAFEROREAEEE
HEMR, HUEARZMARNIRA. LiFFERL
TREY, LR FETHETIRAYE LK T I IR R EUE
AR 7T

EBKE, MEZHEATER (EERPRESLE

REFEMASUEM AR ALY | BEELSH~EHAR
LUEETF=BAL, WELESTmERZEmWALEM
ABid M 1,000 57T (BIA#EM 1,000 5T x3) BISIFK.

KT IFIES) B LIFHERAATEHE 2 TR
HEATFNEX, FEAFA

(a) ZNBREFTAFHRREENEANSIERER
AMeEAHBMFERARME, MUEBRZIMARN
SIERE

(b) EBESTHSAETHETIRAE L KFR, UXE
KEFTAZMINEIEATREL

©  BRXEMABIEARBOMERDEERAENR.
RN RMRBMAE L TTHBUR THERXEL
V'3

(d HAEXLETHBEBEZTARTIRANBERLT, L
SBEENRANEBEREN, UBREAS5H
KITAM T ERERHER.

ZFHM (SIFRIES]) T 2018 £ 8 A 13 HAERL.

Source K& :

https://www.sfc.hk/edistributionWeb/gateway/EN/circular/doc
?refNo=18EC60

The Stock Exchange of Hong Kong Limited
Publishes Consultation Paper on Review Structure
in Relation to Listing Committee Decisions

The Stock Exchange of Hong Kong Limited (Exchange)
published a consultation paper on August 10, 2018 on
review structure in relation to listing committee decisions
(Consultation Paper), which seeks views and comments
on the proposed changes to the review structure in
relation to Listing Committee decisions, which aim to
enhance governance within the Exchange’s structure for
reviewing Listing Committee decisions and promote
transparency, accountability and consistency in

decision-making. The consultation period will close on
October 12, 2018.

The proposals of the Exchange in the Consultation
Paper are set out below:

1. The Exchange proposes to revise the current review
structure so that decisions of material significance
made by the Listing Committee will be subject to
only one level of review, that the further and review
by the Listing Appeals Committee (LAC) under
current system would be discontinued without being
placed.

2. The Exchange proposes to establish an
independent review committee consisting entirely of
outside market participants with no current Listing
Committee members or representatives of the
Securities and Futures Commission of Hong Kong
(SFC) or Hong Kong Exchanges and Clearing
Limited (HKEX) (to be named the Listing Review
Committee) to replace the LRC and the Listing
(Disciplinary Review) Committee (L(DR)C) and to
hear reviews currently conducted by them.

3. The Exchange proposes that the decisions of the
new Listing Review Committee for non-disciplinary
matters will be routinely published, for the purpose
of enhancing the transparency and accountability of
the Exchange's decision-making process. To
ensure that published decisions of the new Listing
Review Committee are not misinterpreted by the
market, the Exchange will emphasise that they do
not represent binding precedents which must be
followed by other committees and do not constrain
the discretion of the Exchange in the future.

4. The Exchange will make provisions in the Listing
Rules for the SFC to request a consideration or
review of any matter, including a decision of the
Listing Committee and the new Listing Review
Committee.
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Hong Kong Monetary Authority Reprimands and
Fines Shanghai Commercial Bank Limited for
Contraventions of the Anti-Money Laundering and
Counter-Terrorist Financing Ordinance

Hong Kong Monetary Authority (HKMA) has
reprimanded Shanghai Commercial Bank Limited
(SCOM) for contravening section 19(3) of Schedule 2 to
the Anti-Money Laundering and Counter-Terrorist
Financing Ordinance (Chapter 615 of the Laws of Hong
Kong) (AMLO) by failing to establish and maintain
effective procedures for the purpose of carrying out its
duty to continuously monitor business relationships. The
HKMA has further ordered SCOM to submit to the
HKMA, by a date and in a manner to be specified by the
HKMA, a report prepared by an independent external
advisor assessing whether the remedial measures
implemented by SCOM are sufficient to address the
contraventions and the effectiveness of the
implementation; and has ordered SCOM to pay a
pecuniary penalty of HK$5,000,000.

The disciplinary action follows an investigation by the
HKMA which found that SCOM contravened three
specified provisions of the AMLO. In summary, SCOM
did not:

(a) continuously monitor its business relationship with 33
customers by examining the background and purposes
of their transactions that were identified as (i) complex,
unusually large in amount or of an unusual pattern and
(ii) having no apparent economic or lawful purpose, and
setting out its findings in writing;

(b) establish and maintain effective procedures for the
purpose of carrying out its duty under section 5 of
Schedule 2 to the AMLO to continuously monitor
business relationships; and

(c) carry out customer due diligence (CDD) measures in
respect of certain pre-existing customers when a
transaction took place with regard to each of the
customers that (i) was, by virtue of the amount or nature
of the transaction, unusual or suspicious, or (ii) was not
consistent with SCOM’s knowledge of the customer or
the customer’s business or risk profile, or with its
knowledge of the source of the customer’s funds.

As regards the deficiencies in monitoring business
relationships, although the relevant transactions were
identified through SCOM’s Management Information
System (MIS) reports, which took into account different
customer risk levels and transaction types, and were
selected by SCOM’s Compliance Department at the
material time for further enquiry or investigation, SCOM
had not adequately examined the background and
purposes of those transactions and set out the findings
in writing. SCOM also lacked effective policies and
procedures for monitoring the handling of MIS alerts
including properly recording the follow-up actions taken
and monitoring the review time, resulting in significant
delay in alert clearance. As for carrying out CDD
measures in respect of pre-existing customers, while
one of the customers conducted the relevant
transactions as early as in May 2012, SCOM failed to
identify those transactions at the material time as
unusual or suspicious or not consistent with its
knowledge of the customer and had not conducted CDD
measures accordingly.

In deciding the disciplinary action, the HKMA took into
account all of the relevant circumstances and factors,
including the following:-

(a) the need to send a clear deterrent message to the
industry about the importance of effective internal anti-
money laundering/counter-terrorist financing (AML/CFT)
controls and procedures;



(b) SCOM has taken and will take extensive remedial
measures to enhance its AML/CFT systems and
controls; and

(c) SCOM has no previous disciplinary record and was
co-operative throughout the investigation.
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Hong Kong Market Misconduct Tribunal Finds China
AU Group Holdings Limited’s Former CEO and
Related Persons Culpable of Market Manipulation

The Market Misconduct Tribunal (MMT) of Hong Kong
has, on August 7, 2018, found that Ms. Samantha Keung
Wai Fun (Keung), former CEO of China AU Group
Holdings Limited (China AU), her friend Ms. Wu Hsiu
Jung (Wu) and a business partner Mr. Chen Kuo Chen
(Chen), engaged in market misconduct by false trading
in the shares of China AU following proceedings brought
by the Securities and Futures Commission (SFC).

In August 2009, China AU launched a share placement
to raise approximately HK$135,500,000 to finance a
potential Mainland property acquisition needed for the
setting up of a beauty professional training institute, but
only managed to raise HK$38,300,000. The company
subsequently issued convertible bonds to raise up to
HK$114,000,000 additional funding for the same
property acquisition.

The SFC alleged that when China AU carried out its
fundraising between August 2009 and April 2010, Wu
and Chen used a total of 14 securities trading accounts,
opened in their respective names and other related
persons’ names, to buy and sell a substantial amount of
shares in China AU in order to make the fundraising
exercise more attractive to investors.

The SFC also alleged that Keung funded the trading in
China AU shares by Wu and Chen.

The MMT was satisfied that Wu and Chen must have
known that it was a virtual certainty that the manner in
which they traded would have the effect of creating a
false and misleading active trading in the shares of
China AU, and thereby creating a false or misleading
appearance of the market for the shares and their price.

The MMT further determined that Keung was the person
who had overall direction of the scheme giving rise to the
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market misconduct and that Wu and Chan actively and
knowingly assisted her in the scheme.
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Hong Kong Securities and Futures Commission
Bans Cham Nga Yin for Life

The Securities and Futures Commission (SFC) has
banned Ms. Cham Nga Yin (Cham) from re-entering the
industry for life for misappropriation of clients’
money. Cham was a former licensed representative of
Tanrich Futures Limited (Tanrich Futures), now known
as Southwest Securities (HK) Futures Limited (Note 1).

The SFC found that Cham succeeded in persuading two
clients to open accounts at Tanrich Futures in mid-

2014. The clients went on to deposit HK$40,000 and
HK$200,000, respectively, into Tanrich Futures. Instead
of completing the account opening process for the
clients, Cham misrepresented to Tanrich Futures that
the deposits were made by her cousin, whose account
at Tanrich Futures was under her control.

Subsequently, a sum of HK$137,500 out of the
HK$240,000 deposits from the two clients was
transferred to Cham’s personal bank account via her
cousin’s Tanrich Futures account and personal bank
account between June and August 2014.

Cham'’s misappropriation of the deposit of one client was
uncovered in August 2014 when the client’s husband
called Tanrich Futures to enquire about his wife’s
account. Cham eventually returned HK$40,000 to the
client upon Tanrich Futures’ request.

In September 2014, Cham resigned from Tanrich
Futures, but she continued to keep the deposit of the
other client and provided that client with two forged
account statements in November 2014 and April 2015 in
order to conceal her misconduct. Tanrich Futures did not
find out Cham’s misappropriation of that client's deposit
until 28 April 2015, when it received the client’'s enquiry
about her account. Cham eventually returned
HK$200,000 to the client.

The SFC decided to ban Cham for life as her dishonesty
was in breach of the Code of Conduct for Persons
Licensed by or Registered with the SFC (Code of
Conduct), which called into question her fithess and
properness to be a licensed person (Notes 2 & 3).

Notes:

1. Cham was licensed under the Securities and
Futures Ordinance to carry on Type 1 (dealing in
securities) and Type 2 (dealing in futures contracts)
regulated activities. She was accredited to Tanrich
Securities Company Limited, now known as
Southwest Securities (HK) Brokerage Limited, to
carry on Type 1 (dealing in securities) regulated
activity from 25 May 2006 to 30 September 2014
and Tanrich Futures to carry on Type 2 (dealing in
futures contracts) regulated activity from 30
September 2005 to 30 September 2014. Cham is
currently not licensed by the SFC.

2. General Principle 1 (honesty and fairness) of the
Code of Conduct provides that a licensed person
should act honestly, fairly, and in the best interests
of its clients and the integrity of the market.

3. General Principle 8 (client assets) of the Code of
Conduct provides that a licensed person should
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ensure that client assets are promptly and properly
accounted for and adequately safeguarded.
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Singapore Exchange Welcomes the Listing of Asia’s
First Infrastructure Project Finance Securitization
Notes

Bayfront Infrastructure Capital Pte. Ltd. (BIC), which is
sponsored by Clifford Capital Pte. Ltd. (Clifford Capital),
issued four classes of Notes — Class A Notes (US$320.6
million), Class B Notes (US$72.6 million), Class C Notes
(US$19.0 million) and Subordinated Notes (US$45.80
million) on the Singapore Exchange (SGX). The Notes
are backed by a US$458-million portfolio of bank-
syndicated project finance and infrastructure loans
spread across 16 countries and 8 industry sub-sectors.

BIC’s investment grade-rated Class A, B and C Notes,
which listed on SGX on August 1, 2018, were offered to
institutional investors and received strong demand. As a
sponsor of the transaction, Clifford Capital will acquire
and intends to retain the Subordinated Notes.
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Monetary  Authority of Singapore Accepts
Recommendations from Corporate Governance
Council and Issues Revised Code of Corporate
Governance

Monetary Authority of Singapore (MAS) accepts
Recommendations from Corporate Governance Council
(the Council) and Issues Revised Code of Corporate
Governance (the Code).

The revised Code makes clear how companies should
adopt the comply-or-explain regime. The Singapore
Exchange Listing Rules (Listing Rules) have been
amended to clarify the expectations under the comply-
or-explain regime, to ensure that companies provide
meaningful disclosures to their stakeholders. Key
changes to the Code to encourage board renewal,
strengthen director independence and enhance board
diversity will reinforce board competencies. Other Code
revisions on disclosures of the relationship between
remuneration and value creation, and consideration of
the interests of groups other than shareholders will
encourage better engagement between companies and
all stakeholders.

In particular, majority of the board of directors should
comprise independent directors, where the chairman is
not an independent director.

The revised Code will take effect for Annual Reports
covering financial years commencing from January 1,
2019. A longer transition period of three years will be
provided for changes in the Listing Rules relating to
board composition, to provide companies with more time
to make board composition changes. The Council will be
dissolved with the issuance of the revised Code.

In line with the Council’'s recommendations, MAS will
establish an independent Corporate Governance
Advisory Committee (CGAC) to advocate good
corporate governance practices. The CGAC will monitor
companies’ implementation of the Code and provide
support to companies by promulgating good practices
and areas for improvement. The CGAC will also advise
regulators on corporate governance issues. The CGAC
will comprise senior practitioners with experience as
board Chairmen or directors, corporate governance
experts and representatives from diverse stakeholder
groups. MAS expects to establish the CGAC by the end
of this year.
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U.S. Securities and Exchange Commission Charges
Mizuho Securities USA LLC for Failure to Safeguard
Customer Information

The Securities and Exchange Commission (SEC)
charged Mizuho Securities USA LLC (Mizuho) for its
failure to safeguard information pertaining to stock
buybacks by its issuer customers on July 23, 2018.
Mizuho failed to maintain and enforce policies and
procedures aimed at preventing the misuse of material
non-public information, including maintaining effective
information barriers between different trading desks and
requiring employees to keep client information
confidential. Mizuho agreed to settle the charges and will
pay a US$1.25 million penalty.

According to the SEC’s order, during a two-year period,
Mizuho traders regularly disclosed material non-public
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customer buyback information to other traders and
Mizuho'’s hedge fund clients. That information included
the identity of the party placing the order, the order size,
limit price, and indications that the orders were buyback
orders. Such information was routinely communicated
across trading desks, notwithstanding that during the
relevant period Mizuho executed over 99.8 percent of all
buyback orders by using algorithms, rather than through
trader-negotiated open market trades.

The SEC's order finds that Mizuho wilfully violated
Section 15(g) of the U.S. Securities Exchange Act of
1934. Without admitting or denying the SEC’s findings,
Mizuho consented to the order imposing a US$1.25
million penalty, a censure, and ordering it to cease and
desist from committing or causing any future violations.
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Highlights of Speech by the Secretary for Financial
Services and the Treasury Bureau of Hong Kong at
Asia Pacific Loan Market Association Annual
Syndicated Loan Market Conference

The following are highlights of the speech by the
Secretary for Financial Services and the Treasury, Mr.
James Lau, at the Asia Pacific Loan Market Association
(APLMA) Annual Syndicated Loan Market Conference
in Macao on June 5, 2018:

Hong Kong has been seeing some exciting
developments for its financial services sector. The
greater Bay Area is already a substantial economic
powerhouse.

Traditionally, entrepreneurs from Hong Kong have
played an important role in Guangdong's economic
development. The rapid development of the new
economy in the greater Bay Area presents an immediate
opportunity for Hong Kong to join hands with other cities
and with Shenzhen in particular, to create a super eco-
system for innovation and technology.

Indeed, Shenzhen has played a significant role in
China's emergence as a major player in Internet finance.
While the developments in Shenzhen and on the
Mainland have been astounding, Hong Kong is also
making good progress in embracing innovation and
technology. The Government's strong fiscal position
also enables Hong Kong to allocate considerable
resources to the development of innovation and
technology. The Central People's Government of China
is strongly supportive of Hong Kong's mission to become
a global innovation hub.

All of the above developments would help build Hong
Kong's start-up ecosystem and R&D capabilities, and
there is much potential for collaboration between Hong
Kong and other cities within the greater Bay Area in
terms of innovation and technology.

Hong Kong Stock Exchange has just put in place for
companies from emerging and innovative sectors. The
changes took effect on April 30, 2018. With appropriate
safeguards in place, the listing reforms will deepen and
broaden the fundraising platform and increase the
overall competitiveness in attracting companies from
emerging and innovative sectors to list in Hong Kong.

The Silk Road Economic Belt and the 21st Century
Maritime Silk Road aim at increasing trade in goods,
movement of capital and interaction among peoples
along the Belt and Road, with the goal of building an
inclusive and balanced co-operation framework that
delivers benefits for all.

Importers and exporters in Belt and Road countries can
settle their trade in Renminbi in Hong Kong payment
system through more than 200 participating banks from
all over the world. Investors in Belt and Road projects
can tap Hong Kong’'s Renminbi liquidity through bank
loans or “dim sum” bond issuance. They can also invest
their surplus Renminbi liquidity in a wide range of
Renminbi products available here in Hong Kong.

The Renminbi Qualified Foreign Institutional Investors
Scheme provides a channel for foreign portfolio
investments in the equity and bond markets in Mainland
China. More recently, the Shanghai-Hong Kong Stock
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Connect and Shenzhen-Hong Kong Stock Connect
began in November 2014 and December 2016
respectively, opening up new channels for two-way
investments in Hong Kong’s respective stock markets.

Indeed, Hong Kong will play a central role in enhancing
connectivity among the economies along the Belt and
Road.
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Highlights of the Speech by the Secretary for
Financial Services and the Treasury Bureau of Hong
Kong at 2018 Annual Conference of In-House
Lawyers

In the 2018 Annual Conference of In-House Lawyers on
June 6, 2018, Mr. James Lau, the Secretary for Financial
Services and the Treasury (SFST), illustrated two
aspects of the new technology, Artificial Intelligence (Al)
and Blockchain or Distributed Ledger Technology and
their opportunities and challenges for the legal field.

First, on Al. While McKinsey estimates that 22 percent
of a lawyer's job and 35 percent of a law clerk's job can
be automated, the picture is not all that bleak for those
who can adapt and use Al as a helpful tool. In future,
there might well be more cross-over between law nerds
and tech geeks.

In litigation, for now, it would be difficult to imagine a
robot lawyer replacing a barrister at court. But who
knows maybe in future the junior counsel seated next to
a barrister at courts could be a robot that did all the basic
research and can do a speedy retrieval of information,
analysis and argumentation as and when required.
Actually, Al can be a truly helpful tool that would help
barristers or trial lawyers prepare for cases. For example,
a startup that has designed a software riding on Al to
apply natural language processing to millions of court
decisions to find trends that would be helpful for the trial
case in question. For instance, the software can
determine which judges tend to favor plaintiffs,
summarize the legal strategies of opposing lawyers, and
determine the arguments most likely to convince specific
judges. The SFST's guess is that in future the legal
consultant does not need to take pains to find shadow
jurors that resemble the real jurors in terms of education
and professional background, political or moral
inclination, like or dislike etc. This is because Al can rely
on big data to find all one can possibly find about the
nature or habits of the real jurors, and Al can simulate a
panel of jurors to predict their inclination and reaction in
the course of a trial.

And Al is also assisting judges, and not just lawyers, in
certain court systems. In the United States, there are
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instances of Al assisting judges in deciding whether to
detain or release a defendant before trial. A company
has developed three different risk assessment
algorithms to assess the risks that a released defendant
will fail to appear for trial, commit a crime while on
release, or commit a violent crime while on release. This
methodology is currently in use in about 40 cities,
counties and states across the United States.

In April 2018, the designer of these algorithms
announced that it would seek to develop a deeper
understanding of the effectiveness and impact of risk
assessment. Over the next five years, a group of
national pretrial researchers will work with 10 selected,
diverse jurisdictions to understand the impact on a
jurisdiction after it is fully implemented. They will also
broaden the study of the accuracy of the prediction,
develop and test new potential algorithms, establish
offense-specific risk assessment models, particularly for
drunk driving, domestic violence, and sex crimes, and
deepen the field's understanding about the impact
pretrial detention has on defendants' lives. This would
appear to be a step forward in improving the process of
utilizing Al in the court system.

In corporate law, a number of successful applications in
Al suggest that technology can relieve transaction
lawyers of hours and hours of data-intensive, time-
consuming and repetitive work.

One example is an Al tool developed by a law firm. This
solution was developed in response to the need to
classify different entities into ones that fall within the
definition of a "financial institution" under the new bank
ringfencing reforms, and ones that fall outside the
definitions of the relevant legislation. The tool can sift
through 14 UK and European regulatory registers to
determine whether client names fall under the definition
of a "financial institution", quickly processing thousands
of names in a fraction of the time a junior lawyer would
need to spend on the same task.

Another leading law firm has partnered with a Big Four
accounting firm to create a tool that codifies the law in
various jurisdictions and automates drafting of certain
documents to help banks cope with post-financial crisis
regulations for the over-the-counter (OTC) derivatives
market. With uncleared OTC derivatives being subject
to margin rules wunder the European Market
Infrastructure Regulation (EMIR), all counterparties to
derivatives contracts which are not cleared through an
authorized clearing system will have to provide
additional margin for their net exposures. This tool
handles the drafting of tailored documents based on an
automated legal analysis, reducing the time for each
document from three hours to just three minutes.

Yet another international law firm developed its own Al

platform to read and analyze clauses in loan agreements.

The system emulates the decision-making process of a
human being, extracting, reviewing and analyzing key
contract risks, and connecting lawyers to relevant
templates, documents, and precedents at the right
moment.

In addition to law firms, a large tech company has also
moved into Lawtech by developing a robot lawyer that
performs legal research. The application allows one to
ask questions in plain English, as one would to a
colleague. The robot then reads through the entire body
of law and provides specific, analytical answers that
include topical readings from legislation, case law, and
secondary sources. All of the above examples reflect the
potential of Al to be a helpful tool for corporate lawyers.

In fact, some have predicted that robots and algorithms
could help make legal aid more accessible and
widespread, especially to the less privileged. Some
proponents argue that cases can get navigated through
an Al computer system first, and legal aid lawyers would
only get involved at the very late stage when it was really
necessary.

So, it seems that Al applications can generally help to
process and analyze data, structured or unstructured, in
a much faster and efficient manner, and probably be
more accurate and comprehensive than an average
human being.

Another potential area for Lawtech applications that
target the end consumer is the provision of legal advice
on divorce. Divorce disputes typically require navigating
lengthy and confusing cases that have been interpreted
in thousands of previous decisions. Some believe that
robot lawyers could analyze possible exceptions,
loopholes and historical cases to determine the best
path forward. Already, a website is providing such
services. After getting clients to fill in a form and provide
information, it uses algorithms to try to predict how the
divorce will progress and provides services to their
clients based on that prediction.

So far, it sounds like Al is really a fantastic, impartial tool
that can cut down the mundane work and improve the
quality of life for lawyers and barristers. But there are
problems with Al applications too. One concern is that
the use of robots and algorithms may result in
discrimination and bias. Each predictive algorithm is
inevitably based on a series of subjective decisions on
the part of system designer on what data to use, include
or exclude, and how to apply the weighting to the data
on the degree of their importance. In addition, a
programmer's personal history, incentives, and
motivations would potentially affect the design of the
algorithm. The transparency of the process of
algorithmic design and assessment of its effectiveness
after its implementation is thus crucial.
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In other words, at least for the present, there is
apparently a challenge to come up with a true bias
absent or neutral Al technology solution. Incidentally,
globally there is now a movement toward exploring the
role of ethics in Al. The European Group on Ethics in
Science and New Technologies, an advisory group to
the President of the European Commission, released a
statement on Al, Robotics and Autonomous Systems in
March this year, highlighting the need for a collective,
wide-ranging and inclusive process of reflection and
dialogue on the role of technology in human values. So
the ethical development of Al is a huge subject that
requires the debate and participation of professionals
from all industries and all walks of life, including those in
the legal field.

The second topic is the blockchain, a type of distributed
ledger technology. The blockchain is a digital ledger of
transactions, contracts, and agreements that are
distributed across hundreds or even thousands of
computers around the world. The benefits of blockchain
technology include mainly security and transparency.
Some say speed is also a blockchain advantage but that
really depends on the design of the blockchain. In many
public chain applications, where a large number of
participating nodes need to validate a transaction entry
before it can be added to the blockchain, the processing
speed can hardly be claimed to be an advantage as it
could take several minutes to validate the transaction in
question.

Security is generally accepted as an advantage because
the information contained within the distributed ledger is
tamper proof. If the ledger is shared across 1 000 nodes
and a hacker wanted to change information in one of the
blocks, the hacker would have to hack all 1 000 nodes
simultaneously. And transparency because all nodes in
the chain can see changes to a block and decide
whether it is an authorized change. But this
authentication takes time to process and this is often
cited as the scalability or speed problem associated with
public chains like that for Bitcoin.

There are a number of potential applications of
blockchain technology in law. One area is land
registration, where blockchain promises to be an
effective and secure method to store the data essential
for property rights, such as land ownership and the
details of when it changed hands. Indeed, there is
potential for a distributed ledger to replace a paper-
based land registration system.

A number of jurisdictions around the world are already
exploring the use of blockchain technology to modernize,
add security to and speed up the land registration
process. In the United Kingdom, their Land Registry
recently announced its intention to embrace new
technology, including blockchain technology.

In Sweden, the land registry authority has been testing
a way to eliminate paperwork, reduce fraud and speed
up transactions through recording property transactions
on a blockchain. It is estimated that this could potentially
save Swedish taxpayers more than €100m a year.

In the Middle East, Dubai is developing a system that
would record all local real estate contracts on a
blockchain as part of an overall plan to secure all
government documents on a blockchain by 2020.

In India, legal experts have also spoken about the
potential benefits of a public distributed ledger to digitize
land records and set the precedent for future
transactions, ensuring a legitimate, government-
approved record of transactions.

Apart from land registration, another potential
application of blockchain in the legal field is in alternative
dispute resolution, including arbitration. While arbitration
is often used for resolving disputes in international
business, the process is lengthy and costly. A
blockchain platform could provide a secure and
transparent platform for capturing negotiations,
agreements, and the terms of a resolution, where every
fact and detail would be available and traceable to
relevant parties.

In March 2018, a US legal technology startup unveiled a
blockchain application specifically for the international
dispute resolution community. The application intends to
utilize blockchain technology to eliminate the need for
couriers, hard copies and mailing in the arbitration
process. This blockchain portal is held by an arbitral
institution and claimants can file requests for arbitration
through the portal. Documents can be drafted, finalized
and submitted directly, and all of the involved parties will
be able to access the data associated with the
proceedings. Claimants will also be able to view their
final award on the portal.

Yet another way blockchain technology could potentially
transform legal processes is in relation to notaries public.
Currently, notaries public confirm and verify signatures
on legal documents, such as deeds and contracts. This
is an important process in the court system. For example,
in the United States, courts require a specific set of rules
to be followed when submitting and verifying evidence
such as emails, documents, and records in legal
proceedings. This is where blockchain comes in since
the technology can record and authenticate evidence
securely by preserving them as part of a digital ledger.
In the United States, Vermont is the first state to legislate
the use of blockchain technology to verify records and
information. Already, a company has developed several
products that apply blockchain technology to legal
documents, thereby eliminating the need for the rubber
stamp of a notary public.
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While blockchain technology is promising, it is not
without its perils. One general concern is the lack of
identity verification through "Know Your Client" or KYC
processes. In conventional transactions, intermediaries
such as banks conduct identity verification and are
responsible for building trust between two parties. Some
blockchain applications skip this process altogether
through anonymous transactions, although some
applications do claim that they enforce rigorous KYC.

Another challenge is the cross-jurisdictional nature of
blockchain because the nodes on a blockchain can be
located anywhere in the world. In a conventional banking
transaction, if the bank is at fault for a transaction, the
bank can be sued and the applicable jurisdiction will
most likely be contractually governed. However, in a
decentralized environment, it may be difficult to identify
the appropriate set of applicable governing rules and
laws.

Yet another challenge is the legal status of
Decentralized Autonomous Organizations (DAO), which
are essentially digital entities that record activity on the
blockchain and require minimal to zero human input into
their operations. Questions would naturally arise on the
legal power of such organizations. For example, would
they be regarded as a corporation or a legal entity?
Should they have the power to enter into legal contracts,
to sue and to be sued? And who would be responsible if
laws are broken? And the triggering of smart contracts
in the blocks of Ethereum also raises the question of
responsibility for the actions by such smart contracts and
who should be responsible for picking up the pieces in
such a distributed environment when a smart contract
malfunction or the block is hacked. The above are
examples of concerns that need to be addressed by
governments and regulators in consultation with industry
players and the public at large. For those of you familiar
with the cryptocurrency Ether that is associated with the
Ethereum platform, Ethereum is based on this DAO
construct. So, DAO problems as mentioned above are
real issues to be addressed when there are more and
more users of Ethereum or similar platforms.

In conclusion, the intersection of technology and law is
a fascinating topic that has economic, social, legal as
well as ethical implications.

One challenge is cybersecurity, which is going to gain
headline attention and probably provides fertile ground

for court cases involving such perpetration of cybercrime.

Another challenge is data privacy, which is of course not
a new subject, but it is going to gain more prominence in
the new tech world, especially when so many social
media platforms and apps of all sorts collect so much
personal data, with or without the data subjects realizing
it.
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Highlights of the Speech by the Secretary for
Financial Services and the Treasury Bureau of Hong
Kong at 17th Hong Kong Venture Capital and Private
Equity Association China Private Equity Summit

In the 17th Hong Kong Venture Capital and Private
Equity Association (HKVCA) China Private Equity
Summit on June 5, 2018, the Secretary for Financial
Services and the Treasury Bureau of Hong Kong (SFST)
shared his thoughts on the opportunities for private
equity in China's new era of economic development:
According to the IMF, China's GDP in 1980 was US$305
billion, amounting to 2.7 percent of the world's GDP. Last
year, China's GDP was over US$12 trillion, amounting
to 15 percent of the world's GDP, but it contributes some
30 percent of global economic growth.

In terms of trade, China's total trade amounted to US$21
billion in 1978, accounting for 0.8 percent of the world
total. Last year, the amount was over US$4 trillion,
accounting for 11.5 percent of the world total, making
China the largest trading entity out of 204 economies.

China’'s latest development strategies continue to
provide plentiful investment opportunities for private
equity.

First, there will continue to be the strong appetite for
retail products, increased expenditure on leisure
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pursuits and robust demand for education and
healthcare.

In particular, Beijing's policy reforms aimed at building a
competitive healthcare industry have drawn in private
investment in what McKinsey estimates could be a US$1
trillion industry by 2020.

Secondly, China is seeking to transform itself from the
"factory of the world" to an entrepreneurial and
innovation base driven by more high value-added
industries.

China has embraced a development strategy with
innovation at its heart. Last year, more than half of the
406 blockchain-related patent applications in the World
Intellectual Property Organization's database were from
China. Various studies have highlighted China's
numerous investments in artificial intelligence, in
applications ranging from drones to autonomous
vehicles.

According to a report released by the Hurun Research
Institute in April this year, China had more than 150
unicorns at the end of March, with a combined value of
over RMB4 trillion, around US$630 billion. In
comparison, data from CB Insights suggests that the US
is home to around 235 unicorns worth US$812 billion.

What is interesting is that the start-ups in China appear
to be scaling up faster than those in the United States.
A report by the Boston Consulting Group suggests that
Chinese tech start-ups are reaching the US$1 billion
mark for unicorns three years faster than their U.S.
counterparts, taking an average of four years, compared
to seven for American companies.

Thirdly, China is keen to develop environmentally
friendly cities and industries and has emerged as a
leader in the global green economy. According to the
Institute for Energy Economics and Financial Analysis,
China was the biggest investor globally in renewable
energy last year, with a total investment of US$44 billion
in clean energy projects, a 40 percent increase over
US$32 billion in 2016.

Indeed, China currently accounts for around 60 percent
of global solar cell production, while the country's global
presence in wind power is also rising. In addition, China
is a bright spot for electric vehicle sales and plays a
crucial role in the industry. Electric vehicles are expected
to account for 34 percent of global sales by 2035.

In fact, green funds are thriving in China. Aside from the
Clean Development Mechanism Fund of the Ministry of
Finance, many provinces and cities have established
regional green development funds. Private green
investment funds have also been set up, and there are
over 260 green funds registered with the Asset

Management Association of China.

Fourthly, China is also the proponent of the Belt and
Road Initiative, which aims to strengthen trade and
promote investment along the Silk Road Economic Belt
and the Maritime Silk Road. There is huge potential for
private equity investments in infrastructure along the
Belt and Road economies.

According to the Asian Development Bank, as much as
US$1.7 trillion a year will need to be invested in
infrastructure in Asia until 2030. The Asian Infrastructure
Investment Bank puts the estimate at an even higher
figure of US$2.7 trillion per year.

The Hong Kong Monetary Authority has set up an
Infrastructure Financing Facilitation Office, which
provides a platform for collaboration in infrastructure
projects. To date, around 80 key stakeholders have
joined as partners, including multilateral development
banks, financiers, pension funds, insurance companies,
commercial banks, professional services firms, and of
course private equity funds.

Having looked at the four clusters of opportunities for
private equity in China, the SFST briefed the types of
investments for both private enterprises and state-
owned enterprises.

One trend among private enterprises is the increase in
buyouts by private equity firms. In China, the growing
number of buyout opportunities is attributed to the void
in business succession that Mainland entrepreneurs
face when their next generation does not want to take
over their family businesses. Growing competition has
also prompted first-generation entrepreneurs to seek
operational transformation and resource injection for
their companies.

Another trend is increased opportunities to invest in
state-owned enterprises in collaboration with state-
owned restructuring funds, under ongoing mixed
ownership reform. Private equity investors may be in a
position to help state-owned enterprises improve their
governance structure and implement more market-
driven decision-making processes.

Hong Kong is the second largest private equity hub in
Asia, just behind Mainland China. According to the Asian
Venture Capital Journal, as at end-2016, the capital
under management of private equity funds in Hong Kong
amounted to US$120 billion. Hong Kong has an
excellent financial infrastructure, a huge talent pool of
investment and fundraising professionals, and strength
in professional services such as law and accounting, all
of which are essential to private equity businesses. The
equity market of Hong Kong provides an exit option for
private equity investments. Hong Kong Stock Exchange
has just put in place a new listing regime for companies
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from emerging and innovative sectors, it is already
seeing sizeable applications under the new rules.

One major change to the listing requirements is tailor-
made for biotech companies: there is specific guidance
for biotech sectors such as pharmaceuticals, biologics
and medical devices.

The second listing change is to permit high growth and
innovative companies with weighted voting rights (WVR)
structures to list on the Main Board of Hong Kong Stock
Exchange, subject to requirements in market
capitalization, business model, role of research and
development and track record in business operations,

with safeguards like requirements for WVR beneficiaries,

limits on WVR powers and enhanced corporate
governance and disclosure.

In conclusion, with appropriate safeguards in place,
Hong Kong listing reforms will deepen and broaden its
fundraising platform and increase Hong Kong's overall
competitiveness, thereby providing an attractive exit
option for private equity investments.

China is a massive consumer market, home to a
dynamic start-up scene, a leader in the global green
economy, and the proponent of the Belt and Road
Initiative. Hong Kong's experience, expertise and
international connections allow it to be a private equity
hub, and the recent listing reforms in particular present
an attractive exit option for private equity investments.
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Information in this update is for general reference only
and should not be relied on as legal advice.
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