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Launch of Investor Identification System for
Northbound Trading under Mainland-Hong Kong
Stock Connect

The Hong Kong Securities and Futures Commission
(SFC) announced on August 24, 2018 that it has
reached an agreement with the China Securities
Regulatory Commission (CSRC) to implement an
investor identification regime for northbound trading
under Mainland-Hong Kong Stock Connect on
September 17, 2018.

The investor identification regime will facilitate more
effective monitoring and surveillance by the CSRC and
Mainland stock exchanges to safeguard market
integrity. The Stock Exchange of Hong Kong Limited
concurrently issued an announcement (see below) to
provide more information about the launch of the new
regime.

As announced by the SFC and the CSRC in November
2017, the SFC and the CSRC agreed, on a reciprocal
basis, to introduce a similar investor identification regime
for southbound trading to assist one another in
performing their regulatory functions under Stock
Connect. The investor identification regime for
southbound trading will be implemented as soon as
practicable.
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Hong Kong Exchanges and Clearing Limited
Announces Details of Launch of the Investor
Identification Model for Northbound Trading
through its Mutual Stock Market Access Program
with the Exchanges in Shanghai and Shenzhen on
September 17, 2018

On August 24, 2018, Hong Kong Exchanges and
Clearing Limited (HKEX) announced the launch details
of the investor identification model for Northbound
trading (NB Investor ID Model) through its mutual stock
market access program with the exchanges in Shanghai
and Shenzhen (Stock Connect) after market regulators
(reported in the publication of the Securities and Futures
Commission on August 24, 2018) said the model will be
launched on September 17, 2018 (Monday).

Under the NB Investor ID Model, Exchange Participants
(EPs) that offer Northbound trading services are
required to assign a unique number in a standard format,
known as the Broker-to-Client Assigned Number
(BCAN), to each of their Northbound trading clients and
provide Client Identification Data (CID) to HKEX, which
will forward the information to Mainland exchanges.
BCANs and CID — the two main components of the NB
Investor Model — are for regulators’ market surveillance
only.

To facilitate a smooth rollout of the NB Investor ID Model,
HKEX will commence the secure file transfer protocol
service for EPs on August 27, 2018 (Monday). That will
give EPs ample time to register BCANs and CIDs of their
NB trading clients before the launch date of NB Investor
ID Model.
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HKEX has been working closely with market participants
in the past year through various briefing sessions,
seminars and discussion forums to explain the NB
Investor ID Model. HKEX has also arranged several
rounds of testing sessions and market rehearsals to help
EPs to prepare themselves both technically and
operationally to meet the new regulatory requirements.

Under the current Stock Connect arrangement between
Hong Kong and the Mainland exchanges, regulators
enquire EPs about an investor’s identity as and when
necessary. Implementation of the NB Investor ID Model
will result in more efficient Hong Kong-Mainland cross-
border market surveillance.
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The Hong Kong Securities and Futures Commission
Reprimands and Fines HPI Forex Limited HK$2
Million for Regulatory Breaches

On August 22, 2018, the Hong Kong Securities and
Futures Commission (SFC) has reprimanded and fined
HPI Forex Limited (HPI) HK$2 million for mis-handling
client money (HPI, a company licensed under the Hong
Kong Securities and Futures Ordinance (SFO) to carry
on business in Type 3 (leveraged foreign exchange
trading) regulated activities).

The SFC's disciplinary action came after an admission
by HPI that it had transferred client money up to HK$8
million to the accounts of its overseas brokers between
March 2013 and April 2014.

The SFC found that HPI:

e transferred client money from its segregated client
account maintained at a bank in Hong Kong to its
accounts with two overseas brokers on six
occasions;

e used the client money transferred to one of the two
overseas brokers to conduct proprietary
transactions; and

e remitted all client money from its overseas brokers’
accounts back to the segregated client account in
Hong Kong after discovering that the conduct
might constitute a breach of the Securities and
Futures (Client Money) Rules (CMR).

In doing so, HPI breached the Code of Conduct for
Persons Licensed by or Registered with the SFC (Code
of Conduct) and the CMR by failing to maintain client
money in a segregated client account in Hong Kong with
an authorized financial institution.

HPI's use of the client money to conduct proprietary
transactions also constitutes a breach of its fundamental
duty as a licensed intermediary to ensure that client
assets are promptly and properly accounted for and
adequately safeguarded (referring to General Principle
8 and paragraph 11.1 of the Code of Conduct which
provide that a licensed or registered person should
ensure that client positions or assets are promptly and
properly accounted for and adequately safeguarded).

In deciding the disciplinary sanction against HPI, the
SFC took into account that:

e HPI remitted the client money back to the
segregated client account upon discovery of this
matter and engaged an auditor to review its
compliance with the CMR;

e HPI cooperated with the SFC in accepting the
disciplinary action;

e there is no evidence that HPI's clients have suffered
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losses; and
e HPI has an otherwise clean disciplinary record.

Safe custody of client money and client securities is a
fundamental obligation of all
intermediaries. Intermediaries are reminded to carefully
review their internal control procedures for compliance
with the CMR and the Securities and Futures (Client
Securities) Rules. The SFC will continue to take action
against intermediaries which mis-handle client assets.
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The Stock Exchange of Hong Kong Limited
Publishes Frequently Asked Questions on Listing
Regime for Companies from Emerging and
Innovative Sectors

On April 30, 2018, the Stock Exchange of Hong Kong
Limited (the Exchange) introduced the New Chapters
to broaden Hong Kong's listing regime for companies
in emerging and innovative sectors. Since then, the
Exchange has received a lot of interest and also an
increased number of enquiries about the New
Chapters. The Exchange, a wholly-owned subsidiary
of Hong Kong Exchanges and Clearing Limited
(HKEX), published on August 24, 2018 (Friday)
Frequently Asked Questions (FAQs) for prospective
applicants under Chapters 8A, 18A and 19C of the
Main Board Listing Rules (New Chapters).

1. With regard to the question “What information is
required for an applicant to demonstrate it is innovative
under Guidance Letter HKEX-GL93-18 (GL93-18) and
suitable to list with a WVR structure?”, the Exchange
expressed as follows:

To establish whether an applicant is “innovative” for the
purpose of Chapter 8A, the Exchange will take into
consideration the characteristics set out in paragraph
4.2 of GL93-18. An innovative company would normally
be expected to possess more than one of the
characteristics set out in paragraph 4.2. In relation to
the characteristic in paragraph 4.2(a), an applicant
should elaborate on how its operations differ from
conventional methods of operating a business in its
industry which sets it apart from peers. If the applicant’s
peers are employing similar technology/business
model, the Exchange will take into account whether the
applicant was the “first mover” in the industry by
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reference to the timeline of the implementation of its
technology, innovation and/or business model
compared to its closest peers.

In relation to the characteristic in paragraph 4.2(b), the
applicant should, in addition to providing the amount of
its research and development (R&D) expenses during
the track record period (both as a figure and as a
percentage of revenue/total expenses), also explain
how the R&D contributes value to the applicant. In this
connection, the Exchange will examine whether the
R&D expenses are capitalized as intangible assets in
the accounts of the applicant as an indicator of the
value generated through the R&D activities. Where a
significant portion of the R&D expenses are not
capitalized, the applicant should provide the reasons
for this. In relation to the characteristic in paragraph
4.2(c), providing a list of patents and trademarks alone
is not sufficient to demonstrate this characteristic. The
applicant should provide detailed explanation on how
its intellectual properties enabled it to achieve business
success. In providing this information, the applicant
should avoid jargons, use plain language and provide
graphical illustrations where this aids understanding.
Where appropriate, the relevant details and
explanations should be included in the prospectus.

2. The Exchange sheds light on what information is
required for a WVR beneficiary to demonstrate that
they have been materially responsible for the growth of
an applicant’'s business: Paragraph 4.4 of GL93-18
requires the applicant to demonstrate that each WVR
beneficiary has been materially responsible for the
growth of the business. It is therefore not sufficient for
the applicant to simply state the identity of the
proposed WVR beneficiary and that the WVR
beneficiaries would be directors of the applicant. The
applicant should clearly disclose the role of each
proposed WVR beneficiary in the applicant and how
the knowledge and skills of each proposed WVR
beneficiary contributed to the business growth of the
applicant.

3. As for the question of whether the Exchange will
accept a corporate WVR holder, the answer is no. The
Exchange currently only accepts individuals who are
directors of applicants as beneficiaries of WVR. If there
are any changes, the Exchange will update the market
on the subject.

4. It is clarified whether the Exchange will allow an
applicant, including a biotech company, to adopt
generally accepted accounting principles in the United
States (US GAAP) in the preparation of accountants’
report and subsequent financial reports after listing:

Rule 4.11 requires an accountants’ report in a listing
document to be prepared in Hong Kong Financial
Reporting Standards or International Financial

Reporting Standards (IFRS) for non-PRC companies.
US GAAP is permitted for an overseas issuer whose
primary listing is on another stock exchange under
Rule 19.39(c) or in case of a dual primary listing in the
U.S. (paragraph 64 of the Joint Policy Statement
regarding the Listing of Overseas Companies). An
applicant already listed in U.S. may apply for a waiver
from Rule 4.11 to use US GAAP in the preparation of
an accountant’s report.

In considering whether to grant the waiver, the
Exchange will take into account the following: (i) the
applicant's place of operation is in the U.S., and
whether it has been adopting US GAAP; (ii) whether
the adoption of US GAAP enables its investors to make
a more meaningful comparison of its performance with
its peers; (iii) the comparability between US GAAP and
IFRS; and (iv) whether there is any material difference
between the financial statements prepared using US
GAAP and IFRS. A waiver may be recommended
subject to the following conditions: (i) the applicant will
include a reconciliation statement showing the financial
effect of any material differences between the financial
statements prepared using US GAAP and IFRS in its
(a) listing document) and (b) all subsequently published
interim and annual reports which must be audited /
reviewed by the applicant's auditors; and (ii) the
applicant will revert to HKFRS or IFRS in the
preparation of its financial accounts in the event that it
is no longer listed in the US.

5. What constitutes “Other Biotech Products” under
Chapter 18A? What are the factors to be considered
for an applicant eligible to list under Chapter 18A where
its products fall under “Other Biotech Products”?

The Exchange clarified that where a product does not
fall into the pharmaceutical, biologics or medical
devices (including diagnostics) category, it may be
considered under the “Other Biotech Products”
category on a case by case basis (paragraph 3.4 of
Guidance Letter HKEXGL92-18 (GL92-18). Where
there is a regulatory regime for the applicant’s product,
the Exchange will require the applicant to demonstrate
that it meets the requirement of paragraph 3.4 by
reference to such regulatory regime.

Where there is no regulatory regime which sets out the
external milestones and objective framework to assess
the development progress and a level of scrutiny,
scientific accuracy and importance for a product under
the “Other Biotech Products” category, the Exchange
will consider, for example: (i) the number, significance
of selection and diversity of the test sampling
population in pre-clinical and clinical trials; (ii) follow-on
study findings of staged testing; (iii) time-frame and
impediments to commercialization; (iv) whether the
pre-clinical and clinical results have been published in
leading medical journals: (a) the peer review editorial
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and selection process - whether the authority and
rigorous peer review and selection process provides an
appropriate and objective framework for investor to rely
on to understand the level of scrutiny, scientific
accuracy and importance of the product and ultimately
to make an informed investment decision; (b)
background of the relevant journal - whether such
journal is a flagship journal representative of its
specialty and delivers top-ranked and industry-leading
peer reviewed research and interactive clinical content
to physicians, educators, and the global medical
community; (c) review process of the journal — whether
clinical trials need to be registered in order be eligible
for consideration by the journal, how many rounds of
comments on integrity of the statistics presented; and
supervision and authority on trials involving human
subjects; and (v) whether Competent Authorities have
published relevant guidelines on their views and
aspects of a comparable framework and/ or objective
indicators of “Other Biotech Products”.

6. Whether the Exchange would accept the clinical
trials of a Biotech Product that are conducted by other
authorities other than Competent Authorities under
Chapter 18A (the Food and Drug Administration, the
European Medicines Agency and China Food and Drug
Administration?

HKEX expressed that The Exchange may recognized
other national or supranational authority on a case by
case basis with reference to: (i) whether such authority
can be regarded or authorized as a comparable
authority as to the Competent Authorities; (ii) whether
the approval process of that authority in relation to the
Biotech Product in question is comparable to the
process and expertise of a Competent Authority in
terms of assessing the robustness of a Biotech
Product; and (iii) whether there are precedent cases
and the basis of other Biotech Products seeking such
comparable authority for guidance or reference.

7. Under what circumstances could an existing
shareholder of a biotech company subscribe for
additional shares in the IPO?

The Exchange is of the view that any existing
shareholders of a biotech company may subscribe for
additional shares in the IPO of the biotech company
provided that the applicant is able to meet the
additional public float requirement under Rule 18A.07.
For example:

e An existing shareholder holding less than 10% of
shares in the listing applicant may subscribe for shares
in the IPO as either a cornerstone investor or as a
placee. In the case of subscription as placee, the
applicant and its sponsor must be able to confirm that
no preference in allocation was given to the existing
shareholder. In the case of subscription as a

cornerstone investor, the applicant and its sponsor
must be able to confirm that no preference other than
the preferential treatment of assured entitlement at the
IPO Price and on substantially the same terms as other
cornerstone investors under a cornerstone investment
was given to the existing shareholder.

e An existing shareholder holding 10% or more of
shares in the listing applicant may subscribe for shares
in the IPO as a cornerstone investor. An existing
shareholder with a contractual anti-dilution right may
exercise such right and subscribe for shares in the IPO
in accordance with the existing requirements under
paragraph 3.10 of Guidance Letter HKEX-GL43-12.

EEXGRAEEMARA IR XTI N REIHF =L 2
5] FRIE A9 F [ 2 )

BERARKEXZBIRAE (BkzZFr) F 2018 4F 4 A 30
BF (ERIMNY FE=NZT, BEIIXREF =
AT ETERE. HETSNHETELRE, AFE
TEBEXRENERTREES. EEXPREEMN
BRAT] (BEXZ) 2RMEBEADEERKEXS
BHRRAS (BEAZAT) F2018E8 824 8 (BHR) X
R AF =W L ERIEATI LR E Lis &,

1. S THEBEASTEREMERIEIEBHETIESIE
HKEX-GL93-18 ( [GL93-18] ) HFFiEMEIHFH =\ A S
FEHESE %%Tﬂhmﬁ%ﬂtﬁﬁfm% EBXS
Frea B an T R%

EHEBEARTRT (LB E/\ A B 1580

(I3~ W AT B, BRFFS%RIESIE 6L93-18
5 42 BRFROHA. BIH~LASBHAERBY—H
BT 42 ROV

HE 42BN RTE, PEANTFMAR BHY
FEESIYARREEEXNFAAE, € SHMEL
A . EERIEALREMAS ’d.lxﬂ%;’%ﬂlﬁﬂi/
VERN, R BRBA KAEAR. EIHEHER

S SHERXAISKHER 8 SR %Hm)”ﬁl_é’]/\ﬁfﬁtt
R, ¥IMEBIBEAR BVRNETE. BE 4.20)FEH
BFRmE, AIRARRREHE VHELFHNOMETX
W (BFERABNE FXEDLL) 5 TREBE
KABBACET FH4ANE. BkinE, KZXF=F
FIEARIKE EEAEATXARUALKES, &
ATHER XA EBEARFENENIES. &
R PAETFZERBALNL, BEAZBENDIE
M. ETH 42BN, RIEHRETNER 1T
BEFREILARBAFTEERER. BI1F AN
MERHMA BB ERBW SR . HiEAR
HERHIRN, NBERERTLARE TXREXB



&, ELNTHEMNEREH HEEEER. UFH
B, BREERTHNEAERRE D RERE.

2. RTAEHRENZHZARTEREWLE BIEDULHE
XFEIEAR W S8 KME T ERTUK, KPR
#8515 GL93-18 % 4.4 BRAE RIBAJUL K & REKR
EMZ AW SFIERME T ERTER. EiL, {RIX
KARWHHNARRENZEA HEHEMBITKEZE
HEZFAES. HEAN BENBERERZWDTH
FEFENZHANR 37, FE—EAZTANMIRKE
KIS H BIERIE AR SR,

3. RTERE=EBWEASNHNARRENIFEA
MiEE, BEREAEN. KN MEHHEREFA
EENAL EATERENNZEA. XTTEBREN
BEH, KRBT,

4, WTHBA (BREREDREAT) EHHAAHHIE
KITBIREUR £ TEAMEHRE, TEXA (X
PINSTHEN) MiEE, RIE CEHRN ) 8 411 %
ME, FHELVHE TTXHROSITIBRER Y

(BEMEIRE AN H (ERYSREEN) FHH.

RIE ( EHENY & 19.39(0)%, FEHMIFSER SEE
F—LHHBEINETA XBAEEEENEFTELTHN
BINEFTAN ((BXBINMBIET NBEABEFR)
F 64 ) TRA (EENMASITENY . BETFEEL
THFRIBEATHRIEHREEST (EmH W) % 411 £
KA AEENASTTEN) & HSitImiks.

RZERESEIELREN, SEEBTIEE ()
REAEZENZELR, NERHERE—E XA (%
ERNARITEN) (i) BIEARM (KEMARTHE
W) 2EHEY RABEZBEWLRFBASEL A
g (i) (EEAMASTHENDY 5 (ERMSREE
WY Z BT & (v) XA (EEMASTHEND
R (ERMEIR &AM BHOMEHRE WEZE
UREE MERER. EHBEAFETIEM, KM
FBEWETH &0 () FIEARN@) LEHXHFR(D) LT
RHMAES HRERFERPHYSHENKER, BTX
B AFKENMASTHEN) & (BRUVSREE W) %
HHMSIREREZBEMERER WYBEME, §
KPR E R ERANERE ARBURER/EN  K()
FIEAEARBEXE LT, BREXAE (T BUSK
AN 2 (EFRYSREELN) HBEMESHKE .

5. (ETHMNW) B/ A ZPiER [ HtEDRE™
m| BWRLE Y BRIBANSRET [HitEY B~
ml, HERREAMEHTERABEET/NAEL
7

J M L

BZFrEN  HRBEANTRABTAR. 2965
Birst #1 (B#FsHE) X BXFRTEANA G
oA THMEYRSE 8] XEE (FE3514F
HKEX-GL92-18 28 34 &) . ZHHIBANTRELEN
FIME, BT REBEFANTRBEEYF M EIL R
HFEE 4B NER, % [HbEDRE~m] %
P EEEENTERE, DUBUREINIEIRK
Bir ERTIFEFRNFRAEUREEKFE., B2
BHEREEN, WBEIMSEZEHEMESR, 0 (
KRB R IERRE P2 BB/ AL, BENREK
M REHK, (i) BN NEERRER | (i)
W RN EREER  (v) BRKITERRRRE
RRRHTIEES BT . (o) BLiFHRELTIER
F—EE™ ENEVITERIEEFEENRE &
RESEREMNNSHRE, BHTHE~RAZHNE
BKE. B2E HUHEMNERTREENE, NEREEY
MBEAFETRE , b) HERBPHNER—BXPHRSE
EXTVHEMTIY, AEA. HBEIE EUELEK
iy iR MRTA. Sk VARZEVFHEIATHH
RABRE EaifRRER S (o) BITIMNEERE—IRK
REEERE BILMUERRENT FR%k, #EUE B
LEEHREBRIARE , MRS RARRENIEER
MHEBEN N (v EXELEREREEER [Hit
AYRE S]] BT RIESR R / 5B irfEEFIAE%
1551,

6. EMRFmAORKRIAEE RS B (LT 5
+NAERE NTELRF (RERAKTAYE EE.
MMHAREERETEE REmttREEEELR)
RISk M EAR IS EYAETT, BRXATE SIATER 7

Bt o] ge s AN AERAfmIAT HithE R &E
KUK, SERREE () BXRVNBEESUATIAT
ASFELEB/E E () ZNEHEREVRE~S0
HAERRE, & THREYRESRNTERELRERE
FE ERMNARKETVESE | & (i) BBE xLFITHE,

MR H AR~ RE BEVEI KBS HSED

7. EMREASHITERATHEREN, HIARERE
AR T a#H - ?

REEYBEASHIBANTE (ETRN) % 18A07
FRERDARBRENTOMLE, RETRERETELS
SERATFREES hH—T NGRS, #6IhE

cFRELS ETRBEADT 1060 ER K, TUER
BRAZBIREANFMIAGER A THARRRG . HIX
AEANSHIAE, RIBEAREREAMERANLE KRR
"SR ENERD. EUECRAZEZMAE, H

)

6



J M L

BARHRFEAGERIAN, BRATWETR EXATTA
BHENRSEARATE FEMEARAZERBIEE
MFRRD RN, ABREAZRAMMEFE.

HERES FTTRIEAR 100 ERER, TUERE
RENSMAEERATRBEN K. REEEAN
FMUMMABERER, THERITAE (W #5518 HKEX-GL43-
12 28 310 B&) 1T1EH RAF BINEE KA FF BB o

Source KB

http://en-
rules.hkex.com.hk/net_file_store/new_rulebooks/f/a/FAQ_030
_2018.pdf

The Stock Exchange of Hong Kong Limited
Publishes Conclusions from its Consultation on
Exempting Aircraft Leasing Activities from its
Notifiable Transactions Rules

The Stock Exchange of Hong Kong Limited (the
Exchange), a wholly-owned subsidiary of Hong Kong
Exchanges and Clearing Limited (HKEX), on August
17, 2018 (Friday) published its conclusions from
responses to its Consultation on Proposed Exemption
for  Aircraft Leasing Activities (Consultation
Conclusions). The Consultation Paper was published
on November 17, 2017, its period ended on December
22, 2017. Twenty submissions were received, of which
four were identical in content to other submissions.
Submissions with identical content were counted as
one response.

The Exchange received a total of 16 responses from
listed issuers, other entities and individuals. The
feedback indicated strong support for the proposal to
provide a general exemption for qualified aircraft
leasing activities from its notifiable transaction rules.
Having considered the responses, the Exchange
decided to adopt the proposals set out in the
consultation paper with modifications to the scope of
qualified aircraft leasing activities and the alternative
disclosure required in announcements and financial
reports.

Under the amended Listing Rules:

Quialified Aircraft Lessors are defined as listed issuers
that are actively engaged in aircraft leasing with aircraft
operators as their principal activities. The issuer must
also satisfy the following qualification criteria: (a) there
is a clear disclosure of aircraft leasing as a current and
continuing principal business activity in the issuer’s
latest published annual report (or its initial public
offering prospectus); (b) aircraft leasing is reported as
a separate and continuing segment (if not the only
segment) in the latest published financial statements;
and (c) the issuer’s directors and senior management,

taken together, have sufficient experience relevant to
the aircraft leasing industry, and the individuals relied
on must have a minimum of five years’ relevant
industry experience.

Qualified Aircraft Leasing Activities include: (a)
acquisitions or disposals of aircraft; and (b) finance
leases or operating leases of aircraft with aircraft
operators that are conducted in the ordinary and usual
course of business of Qualified Aircraft Lessors.

Qualified Aircraft Leasing Activities are exempt from
the specific disclosure and/or shareholders’ approval
requirements normally applicable to notifiable
transactions. Issuers are required to provide alternative
disclosure by way of announcements and in their
interim/annual reports.

The amendments to the Listing Rules will be effective
on October 15, 2018.

“With these Rule amendments, we have sought to
strike a balance between shareholder protection and
allowing management with the required expertise to
run the issuer's business efficiently,” said David
Graham, HKEX'’s Head of Listing.
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Source K:
http://www.hkex.com.hk/News/News-
Release/2018/180817news?sc_lang=en

Hong Kong Securities and Futures Commission’s
Circular to Licensed Corporations and Associated
Entities - Anti-Money Laundering / Counter
Financing of Terrorism (AML/CFT) - AML/CFT
Measures and Controls Inspection Findings

Hong Kong Securities and Futures Commission (SFC)
detected certain deficiencies in meeting the expected
regulatory standards for AML/CFT measures and
controls during inspections of licensed corporations
(LCs) over the past year. These included a thematic
inspection focusing on 13 LCs’ measures and controls
for identifying and mitigating money laundering and
terrorist financing (ML/TF) risks as well as reviews of the
AML/CFT policies, procedures and controls of around
270 LCs during the SFC’s routine inspections.

The SFC reminds LCs and associated entities (AES) to
take all reasonable measures to mitigate ML/TF risks as
well as to put in place proper safeguards to ensure
compliance with the customer due diligence (CDD) and
record-keeping requirements under the Anti-Money
Laundering and Counter-Terrorist Financing Ordinance
(AMLO) (Cap. 615).

LCs and AEs should critically review their internal
AML/CFT policies, procedures and controls and take
immediate action to rectify any deficiencies or
inadequacies in light of this circular. In particular, LCs
and AEs should avoid the following deficiencies and
inadequacies which could seriously undermine the
effectiveness of a firm's AML/CFT measures and

controls:
1. Institutional risk assessment (IRA) —

(a) failure to evaluate the adequacy and appropriateness
of the firm’s existing AML/CFT policies, procedures and
controls to address the ML/TF risks identified by IRASs;

(b) lack of documentation to demonstrate that the IRA
results have been reviewed and approved by senior
management.

2. Customer risk assessment (CRA) — failure to provide
sufficient guidance to staff and to put in place adequate
procedural and supervisory safeguards to ensure that
staff conduct CRAs in compliance with the regulatory
requirements and the firm’s policies.

3. Initial and ongoing CDD —

(a) failure to include all beneficial owners of a customer
in the customer identification process and the politically
exposed person screening process;

(b) failure to implement risk-based policies and
procedures in a compliant and effective manner to
ensure that:

(i) acustomer which is a collective investment scheme
(CIS) meets the eligibility criteria5 before applying the
simplified CDD under the AMLO to the customer;

(i)  the enhanced CDD measures applied to different
high-risk customers match the nature and level of their
risks and comply with any special requirements under
the AMLO;

(iii) appropriate risk management measures are applied
when the identity verification process is not completed
before establishing a business relationship with a
customer;

(iv) the CDD information for all high-risk customers is
reviewed at least annually, and that any significant
changes in the business relationships with these
customers are taken into account in the reviews of their
customer profiles and the related ML/TF risks.

4. Sanctions screening —

(a) failure to conduct ongoing screening of existing
customers against new or updated terrorist and
sanctions designations;

(b) lack of documentation of justifications for disposing
of potential name matches to demonstrate that they
have been followed up and handled properly.

5. Suspicious transaction monitoring and reporting —
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(a) inadequate systems and controls to identify, or
make follow-up enquiries about, customer transactions
which exhibit major or common red flags indicating
potentially suspicious transactions for timely evaluation;

(b) failure to review business relationships which have
been reported to the Joint Financial Intelligence Unit and
to take appropriate risk mitigating measures.

The SFC will continue to monitor LCs’ and AES’
compliance with their AML/CFT obligations and provide
guidance to assist them in enhancing their AML/CFT
policies, procedures and controls. The SFC will not
hesitate to take regulatory action, including bringing
enforcement proceedings against firms and their senior
management, for failures to put in place proper
AML/CFT measures and controls to comply with the
legal and regulatory requirements.
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Source k& :
https://www.sfc.hk/edistributionWeb/gateway/EN/circular/doc
?refNo=18EC64

Hong Kong Securities and Futures Commission
Bans Fonia Kwok Lai Kwan for 12 Months Following
her Conviction for Unlicensed Asset Management

The Securities and Futures Commission (SFC) has
banned Ms Fonia Kwok Lai Kwan from re-entering the
industry for 12 months from August 25, 2018 to August
24, 2019 following her conviction for unlicensed asset
management. Asset management is a type of regulated
activity under the Securities and Futures Ordinance
(SFO). Under the SFO, it is an offence to carry on a
business in a regulated activity without an SFC license.
Kwok, who was licensed to carry out Type 4 (advising
on securities) regulated activity under the SFO, was
accredited to Altruist Financial Group Limited from
September 12, 2006 to February 16, 2015. Kwok is
currently not licensed by the SFC.

The Eastern Magistrates’ Court found that between
2009 and 2015, Kwok, who was the sole proprietor of
Finamics Capital Management (Finamics), carried on a
business in asset management in the name of Finamics,
an entity without an SFC license. The clients who Kwok
solicited for Finamics agreed to pay Finamics a monthly
commission equivalent to 40 percent to 50 percent of the
net profit generated from its management of their
investment portfolios that SFC press release dated
August 24, 2018.

In deciding the sanction against Kwok, the SFC
considers that her conviction casts serious doubts on
her reputation, character and reliability and she is not fit
and proper to be a licensed person.
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Source KR :
https://www.sfc.hk/edistributionWeb/gateway/EN/news-and-
announcements/news/doc?refNo=18PR100

Hong Kong Monetary Authority Welcomes the Full
Implementation of Delivery versus Payment (DvP)
Settlement in Bond Connect

Delivery versus Payment (DvP) settlement has been
fully implemented in Bond Connect starting from August
24, 2018. All trades under the Bond Connect have
begun to be settled on a DvP basis. Hong Kong
Monetary  Authority  (HKMA)  welcomes  this
development.

A HKMA spokesperson said there had been strong
market demand for DvP settlement since Bond Connect
was launched in July 2017. Thanks to the support of the
People’s Bank of China (PBoC) and the efforts of the
relevant institutions in the Mainland and Hong Kong,
DvP settlement has been fully implemented in Bond
Connect. This increases settlement efficiency and
reduces settlement risks, affording greater convenience
to international investors investing through Bond
Connect. The HKMA will continue to work closely with
the PBoC to enhance the Bond Connect platform.
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Source X&:
https://www.hkma.gov.hk/eng/key-information/press-
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China Securities Regulatory Commission Publishes
(1) Decision on Amending Administrative Measures
for Securities Registration and Settlement and (2)
Decision on Amending Measures for the
Administration of Equity Incentives of Listed
Companies

In order to thoroughly implement the spirit of the 19th
National Congress of the Communist Party of China
(CPC), to carry out the Party Central Committee and the
State Council's strategic requirements for accelerating
the construction of a talent-powered country and deepen
the deployment arrangements for the opening up of the
capital market, enrich the capital market investment
entities, broaden the channels for capital access, and
optimize the capital market structure. With the approval
of the State Council, the China Securities Regulatory
Commission (CSRC) officially issued the Decision on
Amending the Administrative Measures for Securities
Registration and Settlement, and Decision on Amending
the Measures for the Administration of Equity Incentives
of Listed Companies, and further liberalizing
permissions for foreigners who meet the requirements
to open A-share securities account.

The contents of these amendments mainly involve the
following two aspects:

Firstly, the relevant provisions of the "Administrative
Measures for Securities Registration and Settlement"
were amended. In addition to the original categories of
Chinese citizens, Chinese legal persons, Chinese
partnerships and other investors, a new category
"foreigners who meet the requirements” has been added
as one of the investor categories, and the specific
procedures for foreigners to apply for opening a
securities account shall be formulated by the securities
registration and settlement institution and reported to the
China Securities Regulatory Commission for approval.
According to this amendment, foreign natural person
investors working in the territory of China will be allowed
to open A-share securities accounts.

Secondly, the relevant provisions of the Measures for
the Administration of Equity Incentives of Listed
Companies were amended to expand the range of
foreign employees of domestic listed companies who
can receive equity incentives, from foreign employees
working in China to all foreign employees.

The revised Measures for the Administration of Equity
Incentives of Listed Companies will be officially
implemented on September 15, 2018. At the same time,
China Securities Depository and Clearing Co., Ltd. will
issue implementation rules relating to the opening of A-
share securities accounts for foreigners. In addition, the
CSRC will pay close attention to cooperate with relevant

departments to introduce matching mechanisms in
respect of taxation and fund exchange management to
ensure  the above-mentioned measures are
implemented in an orderly manner.
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Source KR :
http://www.csrc.gov.cn/pub/newsite/zjhxwfb/xwdd/201808/t20
180815_342680.html

China Securities Regulatory Commission Launches
Administrative Measures for Foreign-Funded
Futures Companies

In order to implement the decision-making
arrangements of the Party Central Committee and the
State Council on further expanding the opening up of the
financial industry, the China Securities Regulatory
Commission (CSRC) will allow high-quality overseas
financial institutions to invest in futures companies in an
orderly manner and enhance the economic capabilities
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of China's futures industry services. With the approval of
the State Council, the CSRC officially issued the
Administrative Measures for Foreign-Funded Futures
Companies (Measures).

In accordance with the requirements of the relevant
legislative procedures, since May 4, 2018, the CSRC
has publicly solicited opinions on the Measures on the
official website and the Chinese Government Legal
Information Network. The CSRC carefully sorted out the
research feedback, adopted reasonable and feasible
opinions and suggestions, and revised and improved the
Measures accordingly. The Measures mainly involve the
following contents:

Firstly, the scope of application is clearly defined. A
foreign-invested futures company is defined as a futures
company with more than 5% of the company's equity
directly or indirectly controlled by a foreign shareholder
singly or together with other shareholders in association
relationship.

Secondly, the qualifying conditions of overseas
shareholders have been clarified. An overseas
shareholder should have a good international reputation
and business performance; its business scale, income
and profit should be among the leaders in the
international market in the past three years; and its long-
term credit should have a high ranking in the past three
years.

Thirdly, provisions were added to regulate indirect
shareholding. A foreign investor is required to change its
shareholding mode to directly hold shares when its
indirect/direct shareholding reaches more than 5% of the
futures company's equity through investment relations,
agreements or other arrangements, but indirectly
holding the equity of the futures company through
Chinese securities companies and other situations
regulated by the CSRC are exempted.

Fourthly, the performance requirements of senior
management have been reinforced. Senior executives
of foreign-invested futures companies must perform
their duties in the territory of China.

The fifth change concerns requirements as to text
language and information system deployment.

After the introduction of the Measures, the guide for the
administrative licensing of futures companies will be
updated accordingly. Eligible foreign investors may
submit application to the CSRC in accordance with the
Measures for the Supervision and Administration of
Futures Companies, the Measures, the Special
Management Measures for Foreign Investment Access
(Negative List) (2018 Edition) and the relevant
provisions of the guide. A foreign investor's
shareholding ratio in a domestic futures company shall

not exceed 51% initially, whilst such ratio will not be
subject to limitation after three years.
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Monetary Authority of Singapore and Singapore
Exchange Partner Anquan, Deloitte and Nasdaq to
Harness Blockchain Technology for Settlement of
Tokenized Assets
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The Monetary Authority of Singapore (MAS) and
Singapore Exchange (SGX) announced on August 24,
2018 a collaboration to develop Delivery versus
Payment (DvP) capabilities for settlement of tokenized
assets across different blockchain platforms. This will
allow financial institutions and corporate investors to
carry out simultaneous exchange and final settlement of
tokenized digital currencies and securities assets,
improving operational efficiency and reducing
settlement risks.

Three companies, Anquan, Deloitte and Nasdaq have
been appointed as technology partners for this project.
They will leverage on the open-source software
developed and made publicly available in Project Ubin
Phase 2. The project will produce a report that examines
the potential of automating DvP settlement processes
with  Smart Contracts and identify key design
considerations to ensure resilient operations and
enhanced protection for investors. The report will be
released by November 2018.

Sopnendu Mohanty, Chief FinTech Officer of MAS, said,
“Blockchain technology is radically transforming how
financial transactions are performed today, and the
ability to transact seamlessly across blockchains will
open up a world of new business opportunities. The
involvement of three prominent technology partners
highlights the commercial interest in making this a reality.
We expect to see further growth in this space as
FinTechs leverage on the strong pool of talent and
expertise in Singapore to develop innovative blockchain
applications and benefit from the new opportunities
created.”

Tinku Gupta, Head of Technology at SGX, and Project
Chair, said, “This initiative will deploy blockchain
technology to efficiently link up funds transfer and
securities transfer, eliminating both buyers’ and sellers’
risk in the DvP process. This is a collaborative
innovation bringing together multiple players to pursue
real-world opportunities that will benefit the ecosystem.”
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Source iR :
http://www.mas.gov.sg/News-and-Publications/Media-
Releases/2018/MAS-and-SGX-partner-Anquan-Deloitte-and-
Nasdag-to-harness-blockchain-technology.aspx

U.S. Securities and Exchange Commission Adopts
Amendments to Simplify and Update Disclosure
Requirements

The Securities and Exchange Commission announced
on August 17, 2018 that it has votedto adopt
amendments to certain disclosure requirements that
have become duplicative, overlapping, or outdated in
light of other Commission disclosure requirements, U.S.
Generally Accepted Accounting Principles (GAAP), or
changes in the information environment.

The amendments are intended to simplify and update
the disclosure of information to investors, including long-
term Main Street investors, and reduce compliance
burdens for companies without significantly altering the
total mix of information available to investors.

These amendments apply primarily to public reporting
companies (including foreign private issuers). Some of
the amendments also apply to other entities the
Commission regulates, including Regulation A issuers,
investment advisers, investment companies, broker-
dealers, and nationally recognized statistical rating
organizations.

The amendments would eliminate certain:

e Redundant and duplicative requirements, which
require substantially similar disclosures as GAAP,
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International Financial Reporting Standards (IFRS),
or other Commission disclosure requirements.

e Overlapping requirements, which are related to, but
not the same as GAAP, IFRS, or other Commission
disclosure requirements.

e Outdated requirements, which have become
obsolete as a result of the passage of time or
changes in the regulatory, business, or technological
environment.

e Superseded requirements, which are inconsistent
with recent legislation, more recently updated
Commission disclosure requirements, or more
recently updated GAAP.

"It is important to review our regulations to ensure that
they evolve along with our capital markets and remain
effective and efficient," said SEC Chairman Jay Clayton.
"Today's amendments are an example of how thoughtful
reviews can prompt changes for the benefit of investors,
public companies, and our capital markets."

The Commission is also referring certain disclosure
requirements that overlap with, but require information
incremental to, GAAP to the Financial Accounting
Standards Board (FASB) for consideration for potential
incorporation into GAAP.

The amendments will be effective 30 days from
publication in the Federal Register.
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Merrill Lynch Settles U.S. Securities and Exchange
Commission’s Charges of Undisclosed Conflict in
Advisory Decision

The Securities and Exchange Commission announced
on August 20, 2018 that Merrill Lynch, Pierce, Fenner &
Smith has agreed to pay approximately US$8.9 million
to settle charges that it failed to disclose a conflict of
interest arising out of its own business interests in
deciding whether to continue to offer clients products
managed by an outside third-party advisory firm.

The SEC'’s order finds that the conflict of interest arose
in Merrill Lynch’s handling of third-party products
managed by a U.S. subsidiary of a foreign multinational
bank, in which more than 1,500 of Merrill's retail advisory
accounts had invested approximately US$575 million.
According to the order, Merrill put new investments into
these products on hold due to pending management
changes at the third party, and Merrill's governance
committee planned to vote on a recommendation to
terminate the products and offer alternatives to investors.
According to the order, the third-party manager sought
to prevent termination and contacted senior Merrill
executives, including making an appeal to consider the
companies’ broader business relationship. Following
those communications, and in a break from ordinary
practices, the governance committee did not vote and
chose to defer action on termination. The governance
committee later lifted the hold and opened the third-party
products to new Merrill accounts. The SEC'’s order found
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that Merrill failed to disclose to its clients the conflicts of
interest in Merrill's decision-making process.

“By failing to disclose its own business interests in
deciding whether certain products should remain
available to investment advisory clients, Merrill Lynch
deprived its clients of unbiased financial advice,” said
Marc P. Berger, Director of the SEC's New York
Regional Office. “Retail clients must feel confident that
their advisors are eliminating or disclosing such conflicts
and fulfilling their fiduciary duties.”

Without admitting or denying the findings, Merrill
consented to the SEC’s order, which finds that the firm
was negligent in violating the antifraud and policies and
procedures provisions of the Investment Advisers Act of
1940. Merrill agreed to pay more than US$4 million in
disgorgement, US$806,981 in prejudgment interest, and
a more than US$4 million penalty, and to be censured
and to cease and desist from further violations.
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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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