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Australian Securities and Investments Commission
Approves Australian Financial Complaints Authority
Rules Change for Legacy Complaints

On June 18, 2019, the Australian Securities and
Investments Commission has approved changes to the
Australian Financial Complaints Authority (AFCA) Rules
which give effect to the AFCA authorization condition

introduced by the Australian government on February 19,

2019.

Under the Australian government’s additional condition,
AFCA is required to give expanded access to the AFCA
scheme for consumers and small businesses that were
harmed by financial misconduct, dating back to January
1, 2008.

Such changes reflect, to certain extent, how adherence
to the rule of law respects the rights of parties to
economic transactions in a fair and detailed manner.
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Cayman Islands Monetary Authority Introduces
Anti-Money Laundering and Countering the
Financing of Terrorism Reporting Requirement
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On June 6, 2019, Cayman Islands Monetary Authority
continues to enhance its processes to promote the
effective implementation of Anti-Money Laundering and
Countering the Financing of Terrorism (AML/CFT)
related measures by persons registered under the
Securities Investment Business Law (2019 Revision)
(SIBL registrants).

One of these enhancements is the introduction of
AML/CFT reporting forms for completion by SIBL
registrants. The information to be provided in these
forms primarily relates to client/customer profiles,
distribution channels, products and services as well as
geographic location of the business and its
clients/customers.

The AML/CFT reporting forms are to be filed by every
SIBL registrant on or before July 31, 2019.
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Hong Kong Securities and Futures Commission and
Independent Commission Against Corruption
Search Sponsor Firms
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On June 26, 2019, the Hong Kong Securities and
Futures Commission (SFC) has conducted a joint
operation with the Independent Commission Against
Corruption (ICAC) which involved a search of the offices
of two sponsor firms. The SFC conducted the search
using its powers under the Securities and Futures
Ordinance.

The ICAC has announced that it searched a number of
other premises, including the offices of two listed
companies and a financial printing company. A former
Joint Head of the IPO Vetting Team of the Listing
Department of Hong Kong Exchanges and Clearing
Limited and two of his associates have been arrested by
the ICAC for suspected corruption and misconduct in
public office in relation to the vetting of listing
applications of the two listed companies.

As part of these coordinated actions, the SFC is
conducting a specific review of the manner in which The
Stock Exchange of Hong Kong Limited has administered
or dealt with listing and other matters which may be
relevant to the investigations.

The investigations are still ongoing.
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Hong Kong Securities and Futures Commission
Publishes Annual Report 2018-19

On June 19, 2019, the Hong Kong Securities and
Futures Commission (SFC) published its Annual Report
2018-19 which summarizes and provides key statistics
on its work during the year and sets out its priorities to
address emerging challenges, including structural
changes in the financial services industry and risks
posed by greater cross-border capital flows.

Under 'front-loaded' approach, the SFC has stepped up
the use of its regulatory powers to intervene when it
became aware of potentially serious disclosure, conduct
or public interest issues in listing applications and with
listed companies. The SFC also updated its licensing
and supervisory processes during the year to focus on
key risks amongst financial intermediaries.

Highlights of the year include the introduction of new
guidelines on securities margin financing activities to
enhance brokers’ risk management, an open-ended
fund company structure which enables investment funds
to be established in corporate form in Hong Kong and
updates to the Code on Unit Trusts and Mutual Funds to
ensure the regulations governing public funds remain
robust and aligned with international standards.

Together with Hong Kong Exchanges and Clearing
Limited (HKEX), the SFC is also studying the
introduction of a market-wide circuit breaker. A public
consultation will be conducted by HKEX in due course.

The SFC also released a comprehensive strategy to
contribute to the development of Hong Kong as a
leading center for green finance and to connect green
finance flows between mainland China and the rest of
the world.

The SFC said that it strives to enhance Hong Kong's
competitiveness as a capital-raising hub for a more
diverse range of quality listings, a full-service asset and
wealth management center, as well as a risk
management center.
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Hong Kong Securities and Futures Commission
Issues Circular to Licensed Corporations on Foreign
Exchange Margin Trading on the Mainland and
Other Unregulated Activities

On June 17, 2019, the Hong Kong Securities and
Futures Commission (SFC) issued a circular to remind
licensed corporations (LCs) of the following:

e under Mainland law and regulations, it is not
legal for any unapproved institution to conduct
foreign exchange (forex) margin trading on the
Mainland or for any client on the Mainland to
entrust an unapproved institution to do so; and

e the risks arising from LCs or their controlling
entities and related corporations (collectively,
related parties) engaging in or being associated
with illegal or fraudulent activities.

Unauthorized activities on the Mainland

The SFC has noted that the State Administration of
Foreign Exchange (SAFE) recently took action against
a Mainland entity for soliciting Mainland investors to
engage in forex margin trading outside the Mainland on
behalf of an online trading platform operated by the
entity's offshore shareholder. SAFE advised that the
Mainland authorities have not approved any institution
to engage in forex margin business either directly or on
an agency basis on the Mainland. SAFE also advised
that according to Mainland requirements, it is illegal for
any unapproved institution to conduct forex margin

trading or for any client, whether an organization or
individual, to entrust an unapproved institution to do so.

In this connection, the SFC is aware that some LCs or
their related parties offer leveraged foreign exchange
trading or similar services to investors via websites
presented in simplified Chinese and provide Mainland
investors toll free telephone numbers for inquiry. The
SFC warns LCs not to engage in unauthorized or illegal
forex margin trading on the Mainland or assist other
persons or Mainland investors in such activities. LCs
which provide or market forex margin trading or similar
services to Mainland investors or assist other persons to
provide or market them to Mainland investors, should
immediately review the legality of their activities under
Mainland law and regulations. Any non-compliant
activities should be discontinued immediately and be
notified to the SFC in accordance with paragraph 12.5
of the Code of Conduct for Persons Licensed by or
Registered with the Securities and Futures Commission
(Code of Conduct).

LCs must ensure compliance with the licensing and
other requirements of all the jurisdictions in which they
operate or provide services and implement sufficient
compliance controls. Before commencing business in a
jurisdiction, LCs should obtain a thorough understanding
of the local legal and regulatory requirements, seek
proper legal and professional advice and discuss the
applicable requirements with the relevant regulatory
authority.

Alleged fraudulent or illegal activities of related
parties

It has also come to the attention of the SFC that some
LCs’ related parties may be associated with other
alleged illegal activities on the Mainland, such as
unauthorized stock broking or fraudulent crowdfunding
or peer-to-peer lending, or alleged fraudulent London
gold activities in Hong Kong. The LCs may have allowed
related parties to use their names and SFC licensing
statuses on websites or marketing materials to promote
these activities. LCs’ staff resources or business
premises may also be shared with these related parties.

The SFC reminds LCs and their controlling entities to
take all necessary steps to review the legality of the
services offered by themselves and their related parties
to ensure their activities comply with the law and
regulations administered by the SFC as well as the
applicable requirements of other jurisdictions.
Unauthorized or illicit activities must be discontinued
immediately. Any contravention of the law or regulations
of other jurisdictions may amount to a breach of
paragraph 12.1 of the Code of Conduct, which may call
into question the fithess and properness of a corporation
to be, or to remain, licensed in Hong Kong.
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Furthermore, improper conduct by an LC’s controlling
entity or its other subsidiaries may adversely affect the
LC and the group as a whole. Even a perceived
association with alleged fraudulent or illegal activities
may have negative implications for an LC’s fithess and
properness. Accordingly, LCs are urged to take all
necessary steps to ring-fence the conduct of related
parties suspected of being involved in or associated with
dubious activities. These include ceasing co-location or
resource sharing arrangements and clearly segregating
regulated activities from those which are potentially
unauthorized or illegal.

Failure to take appropriate action may impugn on the
fitness and properness of the LC, its senior management
and its controlling entities, and may result in regulatory
action. The SFC may impose conditions on the LCs and
their controlling entities to mitigate the risks and where
the situation warrants, the SFC will take action which
may include issuing restriction notices and suspending
or revoking the license of the LC.
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Hong Kong Securities and Futures Commission and
China Securities Regulatory Commission Reach an
Agreement on a Cooperative Framework to
Facilitate Coordinated Investigations
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On June 14, 2019, the Hong Kong Securities and
Futures Commission (SFC) and the China Securities
Regulatory Commission (CSRC) reached an agreement
on a cooperative framework to facilitate coordinated
investigations into cases of mutual concerns, under
which they may jointly tackle high impact or urgent
cross-boundary cases.

The two regulators explored ways to further strengthen
cross-boundary enforcement cooperation, including:

e a notification mechanism for cases involving
companies listed both in Hong Kong and the
Mainland (i.e. issuers of A and H shares), and
an evidence sharing mechanism under the
IOSCO Multilateral Memorandum of
Understanding; and

e organizing thematic joint training and case study
workshops to share investigation techniques
and experiences.

The SFC and the CSRC appreciated the assistance
rendered to each other in tackling cross-boundary
market misconduct. In light of the development of the
Mainland-Hong Kong mutual access program, the SFC
and the CSRC recognized the importance of enhancing
their collaboration in enforcement, with a view to
ensuring orderly market operations and safeguarding
investor interests in both markets.
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Hong Kong Market Misconduct Tribunal Fines
Health and Happiness (H&H) International Holdings
Ltd and its Chairman HK$3.2 Million in Total for Late
Disclosure of Inside Information Following
Proceedings Brought by Hong Kong Securities and
Futures Commission

On June 25, 2019, the Market Misconduct Tribunal
(MMT) has found that Health and Happiness (H&H)
International Holdings Ltd (Health and Happiness) and
its chairman and executive director Mr. Luo Fei (Luo)
failed to disclose inside information as soon as
reasonably practicable and fined them HK$1.6 million
each following proceedings brought by the Hong Kong
Securities and Futures Commission (SFC).

Health and Happiness and Luo admitted to a four-week
delay in the company’'s disclosure of its financial
deterioration for the five months ended May 31, 2015,
compared with the same period in the previous year. Luo
also admitted he had been negligent in failing to ensure
that the company had made timely disclosure of the
inside information.

In addition to the fines, the MMT ordered that:

e Health and Happiness and Luo jointly and
severally pay the SFC’s investigation and legal
costs, as well as the Government’s costs of the
MMT proceedings;

e Luo attends 10 hours of SFC-approved training
on corporate disclosure regime, directors’ duties
and corporate governance.
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Hong Kong Securities and Futures Commission
Reprimands and Fines Credit Suisse (Hong Kong)
Limited and Credit Suisse AG HK$2.8 million for
Regulatory Breaches

On June 19, 2019, the Hong Kong Securities and
Futures Commission (SFC) has reprimanded and fined
Credit Suisse (Hong Kong) Limited (CSHK) and Credit
Suisse AG (CSAG) (collectively, Credit Suisse) HK$2.8
million over their failures to comply with the disclosure
requirements when they published certain research
reports on Hong Kong-listed securities.

The SFC found that CSHK and CSAG failed to disclose
their investment banking relationships with subject
companies in certain research reports on Hong Kong-
listed securities published between 2006 and August 11,
2016. This was caused by an information technology (IT)
logic issue in one of Credit Suisse’s IT system feeds and
it was rectified on August 11, 2016.

In addition, an update by Credit Suisse in August 2016
to revise the market maker disclosure in its research
reports led to an inadvertent exclusion of that disclosure
from a disclosure template for its research reports. As a
result, certain research reports on Hong Kong-listed
securities distributed by CSHK or CSAG between
August 2016 and May 31, 2017 did not disclose that
CSHK was a market maker. This issue was fully rectified
on May 31, 2017.

The SFC takes the view that CSHK and CSAG have
failed to put in place effective systems and controls to
ensure compliance with the disclosure requirements and
timely detection of the disclosure failures.

In deciding the penalty, the SFC took into account that:
e CSHK self-reported the two incidents to the SFC;
e CSHK and CSAG have cooperated with the
SFC in resolving the SFC’s concerns; and
e Credit Suisse has taken remedial measures to
rectify the failures and strengthen its internal
controls and systems.
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Hong Kong Securities and Futures Commission
Issues Restriction Notices to 9 Brokers to Freeze
Client Accounts Linked to Suspected Market
Manipulation of China Ding Yi Feng Shares

On June 25, 2019, the Hong Kong Securities and
Futures Commission (SFC) has issued restriction
notices to nine brokers, prohibiting them from dealing
with or processing certain assets held in their client
accounts which are related to suspected market
manipulation in the shares of China Ding Yi Feng
Holdings Limited (China Ding Yi Feng) between 2018
and early 2019.

The brokers are: Central China International Securities
Co., Limited, CMB International Securities Limited,
HGNH International Securities Co., Limited, Kaisa
Securities Limited, Sun Hung Kai Investment Services
Limited, Tian Yuan Finance Limited, Victory Securities
Company Limited, Yue Xiu Securities Company Limited
and Zhongtai International Securities Limited.
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The SFC is not investigating these brokers, which have
cooperated with the SFC’s ongoing investigation. The
restriction notices do not affect their operations or their
other clients.

The restriction notices prohibit them, without the SFC’s
prior written consent, from disposing of or dealing with,
assisting, counseling or procuring another person to
dispose of or deal with any assets in any way in the client
accounts, including: (i) entering into transactions for any
securities; and/or (ii) processing any withdrawals or
transferring of securities and/or cash arising from the
disposal of securities; and/or (iii) disposing of or dealing
with any securities or cash on the instructions of any
authorized persons of the client accounts or by any
persons acting on their behalf; and/or (iv) assisting
another person to dispose of or deal with any relevant
property in the client accounts in any manner. The
brokers are also required to notify the SFC if they
receive any of these instructions.

The SFC considers that the issue of the restriction
notices is desirable in the interest of the investing public
or in the public interest.

The SFC'’s investigation is continuing.
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Hong Kong Securities and Futures Commission
Issues Restriction Notices to 14 Brokers to Freeze
Client Accounts Linked to Suspected Market
Manipulation of Smartac Group China Holdings
Limited

On June 25, 2019, the Hong Kong Securities and
Futures Commission (SFC) has issued restriction
notices to 14 brokers, prohibiting them from dealing with
or processing certain assets held in their client accounts
which are related to suspected market manipulation in
the shares of Smartac Group China Holdings Limited
between October 2018 and March 2019.

The brokers are: Changjiang Securities Brokerage (HK)
Limited, Central China International Securities Co.,
Limited, China Galaxy International Securities (Hong
Kong) Co., Limited, Fulbright Securities Limited, GF
Securities (Hong Kong) Brokerage Limited, Guosen
Securities (HK) Brokerage Company, Limited, Guotai
Junan Securities (Hong Kong) Limited, Guoyuan
Securities Brokerage (Hong Kong) Limited, HGNH
International Securities Co., Limited, Interactive Brokers
Hong Kong Limited, KGI Asia Limited, Yue Xiu
Securities Company Limited, Yunfeng Securities Limited
and Zhongtai International Securities Limited.

The SFC is not investigating these brokers, which have
cooperated with the SFC’s ongoing investigation. The
restriction notices do not affect their operations or their
other clients.

The restriction notices prohibit them, without the SFC’s
prior written consent, from disposing of or dealing with,
assisting, counseling or procuring another person to
dispose of or deal with any assets in any way in the client
accounts, including: (i) entering into transactions for any
securities; and/or (ii) processing any withdrawals or
transferring of securities and/or cash arising from the
disposal of securities; and/or (iii) disposing of or dealing
with any securities or cash on the instructions of any
authorized persons of the client accounts or by any
persons acting on their behalf, and/or (iv) assisting
another person to dispose of or deal with any relevant
property in the client accounts in any manner. The
brokers are also required to notify the SFC if they
receive any of these instructions.
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The SFC considers that the issue of the restriction
notices is desirable in the interest of the investing public
or in the public interest.

The SFC'’s investigation is continuing.
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Hong Kong Securities and Futures Appeals Tribunal
Affirms Hong Kong Securities and Futures
Commission Decision to Reprimand and Fine FT
Securities Limited HK$3.5 Million

On June 24, 2019, the Securities and Futures Appeals
Tribunal (SFAT) affirmed the decision of the Hong Kong
Securities and Futures Commission (SFC) to reprimand
FT Securities Limited (FTSL) and fine it HK$3.5 million
for regulatory breaches and internal control failures in
relation to preparation and publication of research
reports.

FTSL published three equity research reports on its
website between July 2012 and April 2013. The SFC
found that, during the relevant period:

e FTSL'’s research reports, which were published
in the name of its research analyst, were in fact
prepared and written by two unidentified
individuals who were not its employees. FTSL
did not know their identities, background or
contact details, nor did it take any steps to
ascertain whether they were related to or had
any financial interests in the companies covered
in the research reports;

e FTSL falsely disclosed in one of the research
reports that it did not provide any investment
banking services to the company covered in the
research report in the 12 months preceding the
publication of the report when in fact it had been
appointed as the placing agent for the placing of
the company’s convertible bonds;

e FTSL had no formal policies or procedures
governing the preparation and publication of
research reports;

e FTSL did not segregate its research and
corporate finance functions to avoid any actual
or apparent conflicts of interest. Staff members
responsible for handling the placing activities of
the company covered in the research report
were concurrently involved in the preparation
and publication of the report; and

e FTSL failed to demonstrate that there was a
reasonable basis for the analyses and
recommendations in the research reports.

The SFC concluded that FTSL had failed to supervise
its staff members diligently in relation to the preparation
and publication of the three research reports, and its
internal systems and controls were seriously deficient.

The SFAT accepted that FTSL was culpable of
egregious failures to comply with the regulatory
requirements addressing analyst conflicts of interest,
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and its failure to ensure independence and objectivity of
research reports might damage investor confidence in
the research sector and in the financial services industry
more broadly.
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Highlights of Speeches by Ms. Julia Leung, Deputy
Chief Executive Officer and Executive Director,
Intermediaries of Hong Kong Securities & Futures
Commission at Compliance Forum 2019

In two speeches at Compliance Forum 2019 held on
June 17, 2019, Ms. Julia Leung, Deputy Chief Executive
Officer and Executive Director, Intermediaries of Hong
Kong Securities & Futures Commission (SFC)
addressed on the following regulatory issues:

Risks associated with margin financing activities

In on-site inspections, the SFC found that some licensed
corporations (LCs) or their affiliates:

e Provided equity financing in the guise of
investments which operated through multiple
layers of funds, special-purpose vehicles or
discretionary accounts.

e Set up private funds and categorized investors
into two classes — preferred class, who provided
the money, and subordinated class, who
borrowed it. The funds’ underlying investments
were stocks as agreed between both classes of
investors and these stocks would serve as
collateral for loans. When the value of the
collateral fell below a pre-determined level,
subordinated class investors would be required
to provide additional capital or collateral, similar
to meeting a margin call. Preferred class
investors were entitled to a guaranteed or pre-
determined yield similar to margin interest.

e Invested in a preferential stock issued by a
Hong Kong-listed company or a bond issued by
a Mainland financial institution via convoluted
methods such as fund-linked notes or
discretionary account-linked notes.

Accordingly, the SFC has concerns about group-wide
internal risk management and compliance issues:

e When lending is disguised as an investment in
private funds through multi-layer transactions
and opague financing structures, is it aiming to
circumvent rigorous credit risk assessments as
investments are subject to different internal
approval procedures?

e ltisillegal to conduct margin financing business
without a license.

e As anintermediary, has it used funds to help its
clients to conceal the shareholders’ total
holdings or disguise the control held by them or
their affiliates, thereby jeopardizing the fairness
of the market?
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e If loans secured by low-quality shares are
provided by a licensed money lender which is
an affiliate of a licensed firm, the money lending
business will not be subject to the SFC's
regulation. However, where a business
segment of a group suffers substantial losses, it
could create a chain reaction which will directly
or indirectly affect the financial soundness of the
licensed firm within the group.

An intermediary should implement effective policies and
procedures to establish the true and full identities of
clients and identify the beneficial owners of the accounts,
detect potential illegal or manipulative activities, make
prompt follow-up inquiries and report suspicious
transactions as appropriate.

The SFC’s current supervisory priorities
Enhanced gatekeeping

To keep up with the rapidly-changing industry landscape,
the SFC need to keep their blades sharp, and that goes
for both their hardware, that is, the tools they use, and
their software, the approach they take.

Driving proper behavior

The Manager-In-Charge regime drove proper conduct
and increase awareness of individual responsibility and
accountability. It allows them to quickly identify the
individuals to whom they could communicate their
supervisory concerns and who could be held
accountable for control failures or conduct issues.

Prudential and conduct regulation

Now with the rapid changes taking place in Hong Kong
markets, it is essential that the SFC stays vigilant in their
prudential and conduct supervision.

One concern is where a group company of a LC
provides financing to the major shareholders of listed
companies through a series of complex transactions.
This lending may be disguised as investments made into
special purpose vehicles, investment funds or
discretionary accounts. Another concern is where a
money lender within the same group as an LC provides
financing to the major shareholders of listed companies
with their shares of doubtful quality as collateral.

The SFC recognizes that structured finance has its
place, but firms should be mindful that complex
structures and opaque financing arrangements may
conceal embedded financial risks and bypass rigorous
risk assessments. In a recent circular, the SFC
cautioned firms to note the regulatory guidance for the

management of financial risks. Holding companies and
controllers of LCs need to prudently manage the group’s
overall financial risk exposure, including that posed by
subsidiaries and their financing arrangements.

Selling practices are another key priority for the SFC, in
particular the suitability requirement. It is particularly
crucial for firms to take steps to comply with the
suitability obligations and other requirements which will
soon take effect for both the online and offline
distribution of complex products.

Innovation and technology

A current priority is to facilitate more efficient remote
onboarding of clients under current regulations.

In view of the rapid growth of technology-enabled
businesses in the securities and futures industry, the
SFC now make use of new, innovative supervisory
technology, otherwise known as Suptech. This has
helped them manage the significant increase in the
volume of trading data and the complexity of data
relationships. The SFC uses Suptech in its inspections
to identify irregularities, systemic control deficiencies
and significant compliance issues which would
otherwise go undetected.

Another priority is to update the SFC’s data collection
and analytical frameworks for their prudential risk
assessments. The SFC run an automated stock alert
and stress test system to identify thinly capitalized
brokers.

Professional Investor Rules

The SFC will also conduct an internal review of the
monetary thresholds under the Professional Investor
Rules, which are intended to help identify those
investors who are sufficiently financially sophisticated to
participate in private placement activities such as
investments in private companies and private equity
funds.

Thematic reviews

The SFC stepped up the use of thematic inspections as
a tool to assess cross-sector risks:
e Remote booking and transfer pricing,
operational and data risk management
e Book building exercises
e Cybersecurity
e Spreads charged in bond trading.
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Highlights of the Speech by Ms. Julia Leung, Deputy
Chief Executive Officer and Executive Director,
Intermediaries of Hong Kong Securities & Futures
Commission at 2019 Risk Hong Kong Conference

In a speech at 2019 Risk Hong Kong Conference held
on June 21, 2019, Julia Leung, Deputy Chief Executive
Officer and Executive Director, Intermediaries of Hong
Kong Securities & Futures Commission (SFC)
addressed on key issues of the following:

Credit risks

The SFC's new guidelines for securities margin
financing activities will take effect in October this year.
This guidance arose out of its concerns from the sharp
increase in margin loans accompanied by a deterioration
in loan quality and concentrated exposures to individual
margin clients and collateral stocks. What's more,
margin loans were often granted based on single stock
collateral which were illiquid or already heavily pledged.

With such concentration risks, brokers may struggle to
recover their margin loans in times of market stress and
may be left with significant losses. This may have a
knock-on effect on their clients and their bankers,
undermining the integrity of the wider financial system.

It is that good credit risk management is not just the
domain of securities brokers, it is essential for any
financial institution in the lending business.

Obscured risks

The SFC recently issued a joint circular with the Hong
Kong Monetary Authority where they expressed serious
concerns about complex, opaque financing
arrangements being used by some banking groups.
These arrangements may conceal financial risks and
make it hard for regulators and the group itself to
conduct appropriate risk assessments.

The SFC has called on financial institutions to review
any similar financial arrangements and take steps to
address the risks. The SFC would not hesitate to take
regulatory action against firms aiding or abetting criminal
activity.

Counterparty risk and margining of non-centrally
cleared OTC derivatives

Regarding counterparty risk and the margin rules for
non-centrally cleared over-the-counter derivatives,
counterparties whose derivatives notional exceeds the
USD$1.5 trillion threshold need to exchange initial
margin. This threshold will be lowered to US$ 8 billion in
September 2020. The industry has voiced concerns
about this and requested changes to the margin
framework.

The SFC will issue consultation conclusions on its
margin regime in due course.

Regulatory capital regime for OTCD

Regarding the proposed regulatory capital regime for the
new regulated activity (RA) known as RAll, the
proposed framework announced by the SFC in July
2017 includes minimum capital requirements for RA 11
dealers and advisers. It also introduces an internal
models approach for calculating the capital
requirements to address the market and counterparty
credit risks of licensed corporations engaged in OTCD
activities.

Firms will need to obtain the SFC’s approval to adopt the
internal models approach, and the SFC will benchmark
the approval criteria against the latest Basel capital
standards.

Conduct risks associated with OTCD transactions

Regarding conduct risks associated with OTCD, a
familiar business model is where a Hong Kong-based
licensed firm acts as an introducing broker for a client
who contracts with a client-facing affiliate in another
jurisdiction, say in London. The affiliate may conduct
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back-to-back trades to offload the risks to a risk-booking
affiliate. There may also be transfer pricing
arrangements between the affiliate and the Hong Kong
firm to share the profits and losses. Such booking
models enable the aggregation of risks into a centralized
hub which facilitates netting and hedging, resulting in
more efficient use of capital.

The SFC has begun a thematic review of licensed
corporations’ risk governance and oversight frameworks
as well as their risk management practices, with a
particular focus on the underlying risks of remote
booking models and the use of transfer pricing
arrangements.

Conduct risks and the sell side

The SFC wants to reiterate that firms and their traders
should obtain explicit client consent prior to each client
facilitation trade. Client consent should never be
unidirectional, blanket, implied by the making of
disclosure or obtained after the trade. More importantly,
when dealing with clients, licensed individuals should
always act honestly and fairly. Firms are expected to
correctly identify and disclose their trading capacity to
mitigate conflicts of interest.

The SFC will not hesitate to investigate suspicious
conduct and non-compliance, and will take action
against the individuals responsible, including the
Managers-In-Charge (MICs) as well as the firms.

Risk governance

The SFC expects asset managers to properly manage
risks. Having a risk management function capable of
independently overseeing and challenging the front
office, setting and enforcing risk limits, is key.

People risk

An effective risk management function builds on the
strength of a firm’s governance framework and the
caliber of its people. This is about having capable senior
management, which include the board, responsible
officers and MICs, to prudently oversee a firm,
supported by competent staff.

The SFC's MIC regime emphasizes the importance of
senior management bearing primary responsibility for
ensuring appropriate standards of conduct and
compliance.

ERIISRPREFERZRATAITHERE TN

BHITEFRERM XL E 2019 Risk Hong Kong
Conference BRI E =

ERIISRARESEEZRS (EES) BITBAHEK
RNV MITESRERN LT 2019 F 6 A 21 HE
2019 Risk Hong Kong Conference &t T4 E[a)# A& &
EL

ERRBE

IEESSIESRIESRAENRFITHIIESIET5F
10 B4R, RHEXTEES|REAHTERIE S TR
THERN RRRE TR, MENEEFEDIRIEEE S
ERHREFEL. EERNE, AR HFRIESTRE,
BEENE—ESENRTR MAERFRASREN
& sL2EWARELIR,

HTRERESES, ELTETHXENTREEREDS
BEWEERIIEES TR, MASIZRIEARK. XHEX
B FARTREME Y, REENSRERD
Ffe.

REFAY(E 5T MBS E IR X (B B3 17 L P AT SR K AR
BMHBH, M FILFLLNTRIAE.

Bk ) KUBS:

ESS5EFAEREERAEKEER, —ERTEA
PNEXMNERERREFARNRALRHRTTERE,
LA RERBEMNSME, NS EETMMERAR
S HITIE S R ML T .

IES =PI SRR MR EKOIA 0 552 1, FRBUE
e EAXNE . IEESSZENLBRBIHEIS B R A
ANMERLFEANN A TR EETTE.

FRREEHMTETRONF TR RFRIESHE

KT IR REEZINMTE TEAXF A X FIERTX
LT HEMRIESIN, L& XLFEIT 1.5 A2
HETETAZ TN FABBEIRIARILES. X
DT T 2020 £ 9 AIARE 80 123E7T. WML
REE FEREDRIESIESR.

EESSENMENRIESHELRESNEBE,
BIMTETAENKER AR E

FETEWHFIEHNE 11 XZHEBNFITHEERAHE,
ERESTF 2017 £ 7 BAGHEWAESRRERS 11 £%

MEENNR B R mITANREZEANE, 7F A5
A= ERAAERNNIREITE L, MERSNEG

13



J M L

ShoMER TRBESNFEIMMNTZMZ AN FHER

PE)FEEGERGH AT UEANEEREE ME
HEANKBREFTNEEREANZEREE.

55514 TRZBHEXERT R

KT HIMTETRBRNOBTHE, — P ASHUELE
—RXEAFEASHEERZE NN BEL, MZE P51
TR—AEEREX BIULE) H—RENEFHKELA
STEEN. ZEEASTHTENBRS, KR IK
BA—KANBENIKHEKE LS, MiZKBEASSEER
Sz BT RTFEESENRE NEXZFEMIER
Ko XEANMKBRR GRS CEE —METHITHEE
BRI FRIRA, MNIERZHFIBES.

IERREF A EAENXE EAMEREREHEN
fEENELFERA IR HFIRETERAK
RRIHE R M 5 B T HERIE A .

BIRES5E2TT

ENSHEFR BANRARGRAEHTEIHES S
BENXHZH, REAEFAREHARNEE. ERNEE
BANZRR, BEE EPEREERRREARTR
EXZGEAREN. EERNE FHRAESERAHTR
Zi, ML DRI R ATFRSETS. RENIERBIR
A RWBEENNZHE D, MRRFIZERR.

IEESBERRBRBX S HRA LT H RENETH TR
& e AFAL (BRCRETE) RASXRRITH,

IEESHER~EEANZEHEENE, MXBETR
S Rpe EIRERRE, DUR b i B AT 2 A R I 1 A48 tH /R
B, RANTRAAT IS LBR

AEXE

RN N EEREZE T AT ERRMNREERR
RIMEE. AANNREREREREAFETHN B8
REFES, MTARECRETEANNSREEE,
BN H R IS EAE], PR EE AR TRASE.

IEESHRORETESERE, SAEEENEERE
EFRILE)E L B TIVERETHE
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ng.pdf

Hong Kong Privacy Commissioner for Personal Data
Requests Operators of Related Online Social Media
Platforms and Discussion Forums to Discharge
Their Legal and Corporate Ethical Responsibilities

On June 14, 2019, the Privacy Commissioner for
Personal Data, Hong Kong, Mr Stephen Kai-yi Wong
(Privacy Commissioner) noticed that some people of
divergent views on certain social issues recently
disclosed other individuals’ personal data on the Internet
while freely expressing their views, and unfairly made
doxxing, bullying or even inciting comments, with some
even proposing intimidating actions.

The Privacy Commissioner has already contacted a
number of operators of related online social media
platforms and discussion forums, requesting them to ask
the relevant netizens to immediately remove and stop
uploading those content/posts.

Operators of online social media platforms and
discussion forums should discharge their legal and
corporate ethical responsibilities. They should cease
providing platform to anyone for conducting unlawful
behavior and actions of infringing personal data privacy.
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Source j&:
pcpd.org.hk/english/news events/media_statements/press 2
0190614.html

Australian Securities and Investments Commission
Calls on Listed Entities to Focus on Major Financial
Reporting Changes and Other Focuses

On June 17, 2019, the Australian Securities and
Investments Commission (ASIC) calls on listed entities
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to focus on new requirements that can materially affect
reported assets, liabilities and profits in respect of June
30, 2019 financial reports.

Full-year reports at June 30, 2019 must comply with new
accounting standards on revenue recognition and
financial instrument values (including hedge accounting
and loan loss provisioning). The reports must also
disclose the future impact of new lease accounting
requirements.

It is important that directors and management ensure
that companies inform investors and other financial
report users of the impact on reported results.

ASIC will be reviewing more than 200 full year financial
reports at June 30, 2019 to promote quality financial
reporting, and useful and meaningful information for
investors.
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Source &j&:
asic.gov.au/about-asic/news-centre/find-a-media-
release/2019-releases/19-143mr-major-financial-reporting-
changes-and-other-focuses

Australian Securities and Investments Commission
Issues Guidance to Financial Service Licensees to
Protect against Share Sale Fraud

On June 17, 2019, the Australian Securities and
Investments Commission (ASIC) has provided guidance
for Australian financial service licensees about how they
can mitigate the risks to their clients and business of
share sale fraud. Share sale fraud refers to the
fraudulent activity of a person who is not who they claim
to be, selling shares that do not belong to them.

ASIC provides guidance in relation to:
e one-off share sales;
customer due diligence;
ongoing customer due diligence;
intermediary clients;
anti-money laundering and counter-terrorism
financing training;
e reporting of suspicious matters.
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Source EjE&:
asic.gov.au/about-asic/news-centre/find-a-media-
release/2019-releases/19-139mr-asic-issues-guidance-to-
licensees-to-protect-against-share-sale-fraud

Australian Securities and Investments Commission
Releases Reports on Decisions to Cut Red Tape

On June 21, 2019, the Australian Securities and
Investments Commission (ASIC)’s report, Overview of
decisions on relief applications (Oct 2018 to March
2019), outlines decisions on relief applications and
highlights ASIC's efforts to reduce red-tape and achieve
a practical, positive outcome for companies seeking
regulatory flexibility, without harming stakeholders.

During the period, ASIC granted relief from provisions of
the Corporations Act or the National Credit Act in relation
to 709 applications. The granting of relief which
facilitates business or cuts red tape is an important part
of ASIC'’s regulatory function.

The report aims to provide transparency about ASIC's
decision making and to better inform businesses about
the circumstances in which they grant relief.
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Source &j&:
asic.gov.au/about-asic/news-centre/find-a-media-
release/2019-releases/19-148mr-asic-reports-on-decisions-
to-cut-red-tape-october-2018-to-march-2019

Competition Commission of Switzerland Fines 5
Banks CHF 90 Million for Participating in Foreign
Exchange Spot Trading Cartel

On June 6, 2019, the Competition Commission of
Switzerland has concluded amicable settlements with 5
banks and imposed fines of around CHF 90 million.

Traders of Barclays, Citigroup, JPMorgan, Royal Bank
of Scotland (RBS) and UBS patrticipated in the cartel
from 2007 to 2013 and traders of Barclays, MUFG Bank,
RBS and UBS participated in the cartel from 2009 to
2012 regarding certain G10-currencies (USD, EUR,
GBP, JPY, AUD, NZD, CAD, CHF, NOK, SEK).

The rounded sanctions amount to CHF 27 million for
Barclays, CHF 28.5 million for Citigroup, CHF 9.5 million
for JPMorgan, CHF 1.5 million for MUFG Bank and CHF
22.5 million for RBS. UBS was not fined as it revealed
the cartels to the competition authorities first.

An investigation is to be continued against Credit Suisse.
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Source j&:
weko.admin.ch/weko/en/home/latest-news/press-
releases/nsb-news.msg-id-75321.html

China Securities Regulatory Commission and
Financial Conduct Authority of the United Kingdom
Release the Joint Announcement on Shanghai-
London Stock Connect

On June 17, 2019, the Shanghai-London Stock Connect
(the Stock Connect) was officially launched. The China
Securities Regulatory Commission (CSRC) and the
Financial Conduct Authority of the United Kingdom (UK)
released the Joint Announcement and approved, in
principle, the establishment of stock connect regime
between Shanghai Stock Exchange (SSE) and London
Stock Exchange (LSE), allowing listed companies on
each exchange to list Depositary Receipt on the other
exchange.

The first Global Depository Receipts listed under the
Stock Connect issued by SSE-listed Huatai Securities
Co., Ltd. has also been listed for trading on the LSE on
the same day. The SSE is looking forward to the two-
way opening of the Shanghai-London Stock Connect.

Moving forward, the CSRC is committed to pushing
ahead with the reform and opening-up of China's capital
markets. The CSRC will work closely with relevant
regulatory authorities of the UK to safeguard smooth
operations of the Stock Connect and reinforce investor
protection in the interests of sound and steady
development of the capital markets.
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Source FK&:
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Cyprus Securities and Exchange Commission
Adopts European  Securities and  Markets
Authority's Guidelines on Central Counterparties
Conflict of Interest Management

On June 7, 2019, the Cyprus Securities and Exchange
Commission (CySEC) adopts European Securities and
Markets  Authority's Guidelines on Central
Counterparties (CCP) Conflict of Interest Management
(Guidelines).

The purposes of the Guidelines, which published on
April 5, 2019, is to:
e provide guidance on the concept of
management of conflicts of interest by CCPs;
e clarify how CCPs should prevent or mitigate the
risks of conflicts of interest; and
e ensure a consistent implementation and
application of EMIR across CCPs.

CySEC has applied the Guidelines from June 5, 2019 by
incorporating them into its supervisory practices.
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Source jE:
cysec.gov.cy/CMSPages/GetFile.aspx?quid=2ed9b7f6-b323-
4181-8b01-d49092e682b2

European Securities and Markets Authority Issues
Additional Positive Opinions on National Product
Intervention Measures Relating to Binary Options

OnJune 12, 2019, the European Securities and Markets
Authority (ESMA) has issued five positive opinions on
product intervention measures relating to binary options
taken by the National Competent Authorities (NCASs) of
the Czech Republic, Estonia and Slovakia. On June 17,
2019, the ESMA has issued eight positive opinions on
product intervention measures taken by the National
Competent Authorities (NCAs) of Italy, Portugal, Ireland
and Luxembourg.

ESMA'’s opinion finds that the proposed measures are
justified and proportionate and that it is necessary for
NCAs of other Member States to take product
intervention measures that are at least as stringent as
ESMA'’s measures.
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Source EjE&:
esma.europa.eu/press-news/esma-news/esma-issues-
additional-five-positive-opinions-national-product-intervention
and esma.europa.eu/press-news/esma-news/esma-issues-
positive-opinions-product-intervention-measures-ireland-italy

Financial Conduct Authority of the United Kingdom
Publishes Final Report in Relation to Royal Bank of
Scotland’s Global Restructuring Group

On June 13, 2019, the Financial Conduct Authority (FCA)
of the United Kingdom has published the final report on
its investigation in to Royal Bank of Scotland’'s (RBS)
treatment of small and medium-sized enterprise (SME)
customers transferred to its Global Restructuring Group
(GRG).

The FCA concluded that its powers to discipline for
misconduct do not apply and that an action in relation to
senior management would not have reasonable
prospects of success. The FCA also found no evidence
that RBS atrtificially distressed and transferred otherwise
viable SME businesses to GRG to profit from their
restructuring or insolvency.
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Source &j&:
fca.org.uk/news/press-releases/fca-publishes-final-report-
relation-rbs-grg

Financial Conduct Authority of the United Kingdom
Publishes its First Annual Report on the Perimeter

On June 19, 2019, the Financial Conduct Authority (FCA)
of the United Kingdom published its first annual
perimeter report.

The report, which will be published yearly, sets out:
¢ what the FCA does and doesn't regulate
¢ what challenges the perimeter presents and the
actions the FCA is taking to overcome them
what this means for consumers
whether there are any issues with the perimeter
which might require legislative or other changes.

The report is available on the FCA website:
fca.org.uk/publication/annual-reports/perimeter-report-

2018-19.pdf.
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Source j&:
fca.org.uk/news/press-releases/fca-publishes-first-annual-
report-perimeter

Financial Conduct Authority of the United Kingdom
Fines Bank of Scotland for Failing to Report
Suspicions of Fraud

On June 21, 2019, the Financial Conduct Authority (FCA)
of the United Kingdom has fined Bank of Scotland (BOS)
£45,500,000 for failures to disclose information about its
suspicions that fraud may have occurred at the Reading-
based Impaired Assets (IAR) team.

BOS identified suspicious conduct in the IAR team in
early 2007. It was not until July 2009 that BOS provided
the Financial Services Authority with full disclosure in
relation to its suspicions, including the report of the
investigation it had conducted in 2007. BOS also did not
report its suspicions to any other law enforcement
agency.

The FCA said that BOS failed to alert the regulator and
the police about suspicions of fraud when those
suspicions first became apparent. BOS’s failures
caused delays to the investigations by both the FCA and
the Police. The result risked substantial prejudice to the
interests of justice, delaying scrutiny of the fraud by
regulators, the start of criminal proceedings as well as
the payment of compensation to customers.
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Source EjE:
fca.org.uk/news/press-releases/fca-fines-bank-scotland-
failing-report-suspicions-fraud
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Hong Kong Exchanges and Clearing Limited
Welcomes its First Listing of Active ETF

On June 18, 2019, Hong Kong Exchanges and Clearing
Limited (HKEX) welcomed its first listing of an active
Exchange Traded Fund (ETF) - ICBC CICC USD Money
Market ETF (stock code: 3011/9011) - marking another
milestone in the development of Hong Kong's ETF
market.

Active ETFs are different from traditional ETFs in that
they are typically managed by fund managers, who have
the discretion to select securities, with the aim of
outperforming market indices. Traditional ETFs are,
primarily, passively managed with the aim of replicating
the performance of the indices they track.

The HKEX believes the product launch will help to drive
product innovation in the ETF market.
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Source &j&:
hkex.com.hk/News/News-
Release/2019/190618news?sc_lang=en

Hong Kong Exchanges and Clearing Limited
Publishes Cash Market Transaction Survey 2018

On June 27, 2019, Hong Kong Exchanges and Clearing
Limited (HKEX) published the Cash Market Transaction
Survey 2018, which looks at the trading composition of
the Stock Exchange of Hong Kong Limited Participants
on the HKEX securities market.

Key findings for the year 2018 are as follows:

e Among all trade types, overseas investors'
turnover value increased by 65 per cent from
2016, while local investors' turnover value
increased by 34 per cent.

e Overseas investors and local investors
contributed 41 and 30 per cent respectively of
the total market turnover.

e Institutional investors and retail investors
contributed 55 and 16 per cent respectively of

the total market turnover.

e Overseas investor trading came from over 50
separate jurisdictions, with Asian investors
having the biggest contribution by trading value,
followed by European investors and US
investors.

e Retail online trading accounted for 61 per cent
of total retail investor trading in 2018, up from 47
per cent in 2016.

For further details, the survey results report is available
on the HKEX website: hkex.com.hk/News/Research-
Reports/HKEX-Surveys/HKEX-Surveys?sc_lang=en.
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Source Ej&:
hkex.com.hk/News/News-
Release/2019/190627news?sc_lang=en

Hong Kong Exchanges and Clearing Limited
Announces the Launch of Inline Warrants

On June 19, 2019, Hong Kong Exchanges and Clearing
Limited (HKEX) announced the launch of Inline
Warrants in July, further enhancing Hong Kong'’s
structured product offerings.

Inline Warrants give investors the opportunity to receive

a pre-determined fixed payment, depending on whether
the price of the underlying asset falls within or outside
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the upper and lower strikes at the expiry of the warrant.
Investors may choose from different strike prices to
express their views on the price range of the underlying
asset, allowing the possibility of making profits in a
sideways or flat market.

At launch in July, Inline Warrants will initially be issued
on the five most actively-traded stocks on the Exchange,
as well as on the Hang Seng Index.

Inline Warrants will complement HKEX's existing
structured products suite that already includes
Derivative Warrants and Callable Bull/Bear Contracts,
which are both more focused on directional trading.

Like Derivative Warrants, Inline Warrants may be bought
and sold prior to their expiry on HKEX. At expiry
settlement is made in cash rather than a purchase or
sale of the underlying asset. Inline Warrants are issued
by a third party, usually an investment bank,
independent of the issuer of the underlying assets.
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Hong Kong Monetary Authority Issues Circular on
Feedback from Thematic Review of Authorized
Institutions’ Application of AML/CFT Controls in the
Small and Medium-sized Enterprises Segment

On June 14, 2019, the Hong Kong Monetary Authority
issued a circular to share key observations and good
practices that have been identified in a thematic review
of how Authorized Institutions (Als) apply anti-money
laundering and counter-terrorist financing (AML/CFT)
measures when on-boarding Small and Medium-sized
Enterprises customers.

The review concluded that the Als concerned have in
general applied the principles of the risk-based
approach (RBA) to AML/CFT measures, while there is
also room for improvement in respect of certain aspects
of the on-boarding processes. While all Als under
review had implemented mechanisms to identify and
mitigate relevant money laundering and terrorist
financing risks, there were variations in the approaches
adopted which might result in the same customer having
markedly different experience with different Als.

While in some sampled cases the Als concerned were
found to collect extensive documentation, Als seek to
determine their information requirements based on
individual customer risk assessment. The review also
noted insufficient guidance to frontline staff in some
cases to support the use of discretion and judgment in
the application of the RBA.

At the same time, a number of good practices of some
Als were also identified such as allowing greater
flexibility for some newly established companies to
provide non-standard information or documents. Als
should consider adopting the good practices to assist
them in better adhering to the principles of the RBA.
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Hong Kong Monetary Authority Issues Guidance on
Currency Conversion Arrangement under Stock
Connect

On June 21, 2019, the Hong Kong Monetary Authority
(HKMA) issued guidance regarding the currency
conversion arrangement under the Northbound trading
of Shanghai-Hong Kong Stock Connect and Shenzhen-
Hong Kong Stock Connect.

Currently, investors investing in the Mainland stock
markets through the Northbound trading of Stock
Connect have to settle their transactions in offshore
RMB. The enhanced arrangement aims to provide
investors an additional choice to obtain RMB and
conduct the related foreign exchange hedging based on
the onshore exchange rate for their underlying
Northbound Stock Connect transactions. Investors may
access the service from designated Hong Kong banks
through relevant securities companies and brokers. The
said banks may square the relevant positions in the
onshore foreign exchange market.

The HKMA said that as major international financial
market indices continue to include A-shares or increase
weights assigned to them, the enhanced currency
conversion arrangement will offer more diversified
choices to investors, and increase the convenience and
attractiveness of Stock Connect, thereby reinforcing
Hong Kong’s role as the intermediary for capital flowing
into and out of the Mainland.
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Hong Kong Monetary Authority Announces the
Publication of the Global Financial Innovation
Network’s “One Year On” Report

On June 25, 2019, the Hong Kong Monetary Authority
(HKMA) announced the publication of the Global
Financial Innovation Network’s (GFiN) “One Year On”
report (Report).

The Report sets out what the GFiN has been doing over
the past year, the challenges it has faced, achievements,
and its ambitions for the future. It is also to show that it
is listening to stakeholders and welcomes feedback in
order to ensure that the GFiN continues to add value.

GFIN members look forward to improving ways of
working together for the benefit of innovative firms and
other stakeholders.

The Report is available on the HKMA website:
hkma.gov.hk/media/eng/doc/key-information/press-
release/2019/20190626e3al.pdf.
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Hong Kong Monetary Authority Issues Circular on
Observations of Mystery Shopping Program in
respect of Account Opening by Authorized
Institutions in Hong Kong

On June 14, 2019, the Hong Kong Monetary Authority
(HKMA) issued a circular to inform that it engaged a
service provider to undertake a mystery shopping
programmer, focusing on the customer interface aspect
of the account opening processes of 20 Authorized
Institutions (Als) active in retail banking business for
small and medium-sized enterprises and ethnic minority
customers.

The HKMA would like to highlight to Als that, among
others:

e Als should ensure that the customer due
diligence measures and the information and
documents required for account opening are
reasonable, relevant and pragmatic with respect
to the customers’ background and
circumstances;

e Als should recognize that some commonly used
original identification documents (such as
electronic copy of Certificate of Incorporation
issued via the Companies Registry’s e-Registry)
can be in electronic form;

e Als should inform customers of their review
mechanisms during the application process and
upon rejection of applications to improve their
transparency;

e Als should avoid practices that are
disproportionate to the likely risk level of the
customers, such as requiring two or more, or
even all, of the directors or beneficial owners to
be present at the time of account opening,
unless there are good, risk-based reasons for
doing so; and

e Als must not make purchase of wealth
management, investment or insurance products
or having large amount of initial deposits a
condition for opening bank accounts.

Als should review their policies and controls, and ensure
that appropriate measures (including, among others,
staff training, compliance monitoring and appropriate
internal procedures) are in place to enhance the
customer interface aspects of account opening.

ERSCHEERMINTNMNF AP EFHRITRERT R
BN AREREL L BR

2019 6 A 14 H, B8SEIER (£ER) AHBXR,
BAHEBERSREEFHTTEELIT, ESKFER
FEERTWEH 20 MATHAG; KB F1D> £
BERPALKARRFOE AN EEE,

SERFHEEIATYIMRE, EhaE !
o NITHNMEHREFANRRATHEEERTE
FRBESMBERARFNFAREREXHREE,
XA & SLFRAY;

o AIHIMRINRE —LFE A SR 4 E
K (BlanBESASEME DEM S| KHE [2
SPEMHERRH | A9 T hRA) o] PUZ B TR AY;

o NIYMEEREIETRELRBENEHNE
FHEFEENS, MIESENNERE;

o IANTVIMEE RS R T EFENNEEKFER
BEEBIRITEN F3%, BIINBRM BN ST HREEH
KEPAEAETANED, REFIHBERY
ET MR RE; A

o NTHMAFUMIY EEE KEASRKE ™
HEREVRTFRIEATF LRI AIFE.

NI FERBERTIE Rk, FRAXBUE Sk
(BERTE, EREEE SN AETERF), IR
kP E9E A E ()

Source Ej&:
hkma.gov.hk/media/eng/doc/key-information/quidelines-and-
circular/2019/20190614e1l.pdf

The Stock Exchange of Hong Kong Limited Issues
Announcement in Relation to the Matter of Heng Xin
China Holdings Limited Cancellation of Listing

On June 26, 2019, the Stock Exchange of Hong Kong
Limited (the Exchange) announced that with effect from
9:00 am on July 2, 2019, the listing of the shares of Heng
Xin China Holdings Limited (Company) (Stock code:
8046) will be canceled in accordance with GEM Listing
Rules 9.14 and 9.15 on the ground that the Company
did not submit a viable resumption proposal to
demonstrate a sufficient level of operations or assets
within a six-month period as required by the GEM Listing
(Review) Committee (Delisting Procedures).

On November 26, 2018, the GEM Listing (Review)
Committee decided to suspend trading in the
Company’s shares under GEM Rule 9.04 and proceed
with delisting the Company under GEM Rule 9.14. The
Company was required to submit a resumption proposal
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to demonstrate a sufficient level of operations or assets
under GEM Rule 17.26 within six months to avoid
delisting. Trading of the Company's shares was
suspended on November 27, 2018 as a result of the
GEM Listing (Review) Committee’s decision. The six-
month period expired on May 25, 2019. The Company
has not submitted a viable resumption proposal.

On June 14, 2019, the Listing Committee decided to
cancel the listing of the Company's shares on the
Exchange.

The Exchange advises shareholders of the Company
who have any queries about the implications of the
delisting to obtain appropriate professional advice.
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The Stock Exchange of Hong Kong Limited Issues
Announcement in Relation to the Matter of Midas
Holdings Limited Proceeding to Third Stage of
Delisting Procedures

On June 20, 2019, the Stock Exchange of Hong Kong
Limited (the Exchange) places Midas Holdings Limited
(Company) (Stock Code: 1021) into the third delisting
stage.

Trading in the Company'’s shares has been suspended
since February 8, 2018 pending the publication of an
inside information announcement in relation to
undisclosed liabilities, litigation and enforcement orders.
Subsequently, the Company failed to publish its annual
results for the year ended December 31, 2017.

On May 25, 2018, the Listing Department placed the
Company into the first delisting stage under Practice
Note 17 to the Listing Rules as it was of the view that the
Company did not comply with the requirement to have
sufficient operations or assets under Rule 13.24.

The Company did not submit any resumption proposal
before expiry of the first delisting stage. The Exchange
placed the Company into the second delisting stage
which expired on May 24, 2019. The Company also did
not provide any resumption proposal during the second
delisting stage. Therefore, the Exchange has decided to
place the Company into the third delisting stage under
Practice Note 17 to the Listing Rules.

The Company will have final six months to provide a
viable resumption proposal to demonstrate sufficient
operations or assets as required under Rule 13.24.

The Company must also:

e conduct forensic investigations on the Identified
Issues, disclose the findings and take
appropriate rectification actions;

e publish all outstanding financial results and
address any audit qualifications;

e conduct an independent internal control review
and demonstrate that the Company has put in
place adequate internal control systems;

e demonstrate that there is no reasonable
regulatory concern about the management
integrity; and

e inform the market of all material information.

If no viable resumption proposal is received by the end
of the third delisting stage (i.e. December 19, 2019), the
Company’s listing will be canceled. The Exchange will
make a further announcement if the delisting takes place.
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The Stock Exchange of Hong Kong Limited Issues
Announcement in Relation to the Matter of Centron
Telecom International Holding Limited (and
Together with its Subsidiaries) Proceeding to Third
Stage of Delisting Procedures

On June 26, 2019, the Stock Exchange of Hong Kong
Limited (the Exchange) placed Centron Telecom
International Holding Limited (Company) (Stock code:
1155) into the third delisting stage.

Trading in the Company’s shares has been suspended
since April 3, 2018 due to the Company’s failure to
publish the annual result announcement for the year
ended December 31, 2017 by March 31, 2018.
Subsequently, it also failed to publish the interim result

announcement for the 6 months ended June 30, 2018
and annual result announcement for the year ended
December 31, 2018.

On May 25, 2018, the Company filed a petition in the
Grand Court of the Cayman Islands for an order that the
Company be wound up (Grand Court Order). The
Company also filed a summons for the appointment of
joint provisional liquidators (JPLs) on the grounds that
the Company is unable to pay its debts and it intends to
present a compromise or arrangement to its creditors.
On June 12, 2018, two joint provisional liquidators were
appointed by the Grand Court. On October 16, 2018, the
Grand Court Order and appointment of the JPLs were
recognized by the High Court of Hong Kong.

On June 6, 2018, the Listing Department placed the
Company into the first delisting stage under Practice
Note 17 to the Listing Rules as it was of the view that the
Company did not comply with the requirement to have
sufficient operations or assets under Rule 13.24.

The Exchange placed the Company into the second
delisting stage on December 6, 2018. At the end of the
second delisting stage on June 5, 2019, the Company
did not provide any resumption proposal. Therefore, the
Exchange has decided to place the Company into the
third delisting stage under Practice Note 17 to the Listing
Rules.

The Company will have final six months to provide a
viable resumption proposal to demonstrate sufficient
operations or assets as required under Rule 13.24.

If no viable resumption proposal is received by the end
of the third delisting stage (ie December 27, 2019), the
Company'’s listing will be canceled. The Exchange will
make a further announcement if the delisting takes place.
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The Stock Exchange of Hong Kong Limited Issues
Announcement in Relation to the Matter of Ding He
Mining Holdings Limited Proceeding to Third Stage
of Delisting Procedures

On June 20, 2019, the Stock Exchange of Hong Kong
Limited (the Exchange) placed Ding He Mining Holdings
Limited (Company) (Stock Code: 705) into the third
delisting stage.

Trading in the Company’s shares has been suspended
since April 3, 2018. On May 25, 2018, the Exchange
decided to place the Company into the first delisting
stage under Practice Note 17 to the Listing Rules
because the Company was unable to maintain sufficient
operations or assets required under Rule 13.24.

The Exchange placed the Company into the second
delisting stage on November 28, 2018. At the end of the
second delisting stage on May 27, 2019, the Company
did not provide any resumption proposal. Therefore, the
Exchange has decided to place the Company into the
third delisting stage under Practice Note 17 to the Listing
Rules.

The Company will have final six months to provide a
viable resumption proposal to demonstrate sufficient
operations or assets as required under Rule 13.24.

The Company must also:
e publish all outstanding financial results and
address any audit qualifications; and
¢ inform the market of all material information.

If no viable resumption proposal is received by the end
of the third delisting stage (i.e. December 19, 2019), the
Company'’s listing will be canceled. The Exchange will
make a further announcement if the delisting takes place.

ERREXPMERDIRBXTRNGT WERERA
SIHABREEFNE =MRNES

2019 6 B 20 H, BB AX ZERLE (B F
ST WIRRERAS (Z23) &HRS: 705) BT
RS =MER.

ZAEIMERTE 2018 £ 4 B 3 HEHEFXE., AFIZA
SJRAEARTE ( ETHHINY 55 13.24 MM BT 2B
BB ESR =, BEATATTF 2018 £ 5 B 25 ARk (b
MY 5 17 TN AIESIMME, BiZ AT BETRIERRF
HIE—BNER,

BXZZFRF 2018 £ 11 B 28 B2 A S B TREEFHE
TR, ZATIE 2019 F£ 5 B 27 HREREFHNEZH
BRERNFRREITAEREIN. Bib, BEXFTRAER
EmHNY % 17 My BESIMHIE, Bz rIE TR
[ R E=/ .

ARG EREAN B WERIER TN SRR, BUE
RS (EHHN) 1324 K405 BB S SR E
FHE,

Z/A IR
o FIEMABABREHNMSE VSR BRIZEIHAY
EEHEIHREEL &
o [ETHHEMEERAR.

EERIEEFNE=MERLE R (RD 2019 £ 12 B 19 B),
BXAZ P AR BRI ATV R AR, %A S E AR T
UBUE. #1222 SR, BT A TR RS,

Source EjE:
hkex.com.hk/News/News-
Release/2019/190620news?sc_lang=en

International Association of Insurance Supervisors
Embarks on New Strategic Direction
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On June 14, 2019, with the approval of its 2020-2024
Strategic Plan and Financial Outlook (SPFO), the
International Association of Insurance Supervisors
(Association) will soon embark on a new strategic
direction.

In developing the new SPFO, the Association identified
a number of trends and developments in insurance
markets and insurance supervision that are likely to
impact the Association’s Mission. These include a host
of emerging(ed) policy issues such as FinTech, cyber
risk, and climate risk, as well as the challenge of
sustainable development, each with the potential to
reshape the business of insurance in the coming years.
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Source &j&:
iaisweb.org/page/news/press-releases//file/82553/press-
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China Merchants Bank’s Euro-denominated Bond
Launches on Luxembourg Stock Exchange

On June 20, 2019, the Luxembourg Stock Exchange
(LuxSE) marked China Merchants Bank’s first bond
listing in Luxembourg since 1997. The €300 million bond
is the Chinese bank’s first-ever listed Euro-denominated
bond.

The LuxSE said that it is an excellent illustration of the
increased scope of cooperation and activity between
Chinese banks and European capital markets,

The LuxSE has also signed a Memorandum of
Understanding with China Construction Bank on May 31,
2019 to facilitate cooperation between the two
institutions when it comes to financial market activities in
the context of the internationalization of Renminbi.
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Singapore and United Kingdom Enhance
Cooperation in Data Connectivity, Talent
Development, Green Finance and Cybersecurity

On June 13, 2019, Singapore and the United Kingdom
(UK) concluded three agreements that will further
deepen connectivity between the financial centers in
Singapore and the UK.

The Monetary Authority of Singapore (MAS) concluded
a Memorandum of Understanding (MOU) with the City
of London on key areas of financial cooperation. The
MOU signifies both parties’ intention to cooperate in
facilitating data flows, enhancing cross-border “know-
your-customer” processes, developing skills and
competencies in the financial sector, and promoting
green finance.

MAS and the City of London also agreed on a
Partnership Arrangement on UK’s Green Finance
Initiative. The Partnership Agreement will promote and
apply principles of green and sustainable finance within
the financial systems of Singapore and the UK. It seeks
to harmonize standards, enhance environmental and
climate risk disclosures, and strengthen green finance
collaboration in the international environment.

In addition, the Institute of Banking and Finance
Singapore and the UK Chartered Body Alliance signed
a Declaration of Intent to deepen collaboration in skills
development for banking, capital market and insurance
professionals. The collaboration includes sharing best
practices and innovations in the development and
delivery of training programs and facilitating mutual
recognition of professional standards and certifications.

MAS and the Bank of England also signaled their intent
to further cooperate to enhance cyber security and
resilience for the financial services industry. Both parties
will work towards an MOU to formalize their engagement
on cyber security matters.
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Source 3j&:
mas.gov.sg/News-and-Publications/Media-
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Cooperation.aspx

Beauty Product Company Convicted of Direct
Marketing Offense Stemming from a Complaint
Received by the Office of the Privacy Commissioner
for Personal Data, Hong Kong

On June 18, 2019, KOA International Limited (KOA) was
convicted at the Kwun Tong Magistrates’ Court of the
offense under section 35C of the Personal Data (Privacy)
Ordinance (Ordinance) for failing to use the personal
data of a customer in direct marketing without taking
specified actions and obtaining her consent. KOA
pleaded guilty and was fined HK$8,000.

The case stemmed from a complaint received by the
office of the Privacy Commissioner for Personal Data,
Hong Kong (PCPD) in June 2017.

In February 2017, the complainant registered online as
a member of Yoki Magokoro (YM), a beauty product
brand run by KOA, by filling in her English full name,
telephone number, residential address and office
address. The complainant also opted out of receiving
direct marketing materials from YM. On 8 May 2017, the
complainant received a mail at her office address about
YM'’s products. She then complained to the PCPD.
Having examined the complaint, the Privacy
Commissioner for Personal Data (Privacy
Commissioner) was of the view that KOA contravened

the requirements for direct marketing under the
Ordinance and referred this case to the Police for
criminal investigation.

The Privacy Commissioner said that of all the business
units in Hong Kong, 98% of them (amounting to some
340,000) are small and medium enterprises (SMES).
The SMEs’ compliance with the requirements of the
Ordinance, adoption of proactive attitude and measures
to protect customers’ personal data and conducting of
direct marketing activities in accordance with the
requirements of the Ordinance, play a crucial role in
contributing to protection of personal data privacy in
Hong Kong.
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Source j&:
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0190618.html

KPMG LLP Pays US$50 Million Penalty to Settle U.S.
Securities and Exchange Commission's Charges for
Illicit Use of Public Company Accounting Oversight
Board Data and Cheating on Training Exams

On June 17, 2019, the U.S. Securities and Exchange
Commission (SEC) charged KPMG LLP (KPMG) with
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altering past audit work after receiving stolen information
about inspections of the firm that would be conducted by
the Public Company Accounting Oversight Board. The
SEC’s order also finds that numerous KPMG audit
professionals cheated on internal training exams by
improperly sharing answers and manipulating test
results.

KPMG agreed to settle the charges by paying a US$50
million penalty and complying with a detailed set of
undertakings, including retaining an independent
consultant to review and assess the firm’s ethics and
integrity controls.
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Source 3;&: sec.gov/news/press-release/2019-95

Industrial and Commercial Bank of China Affiliate
Pays More Than US$42 Million to Settle U.S.
Securities and Exchange Commission's Charges for
Improper Handling of American Depositary Receipts

On June 14, 2019, the U.S. Securities and Exchange
Commission (SEC) announced that Industrial and
Commercial Bank of China Financial Services LLC
(ICBCFS), a wholly-owned subsidiary of Industrial and
Commercial Bank of China Limited, will pay more than
$42 million to settle charges for improper handling of
“pre-released” American Depositary Receipts (ADRS).

The SEC’s order finds that ICBCFS improperly obtained
pre-released ADRs from depositary banks when
ICBCFS should have known that neither the firm nor its
customers owned the foreign shares needed to support
those ADRs. This inflated the total number of a foreign
issuer’s tradeable securities and resulted in abusive
practices such as inappropriate short selling and
dividend arbitrage.

Without admitting or denying the SEC’s findings,
ICBCFS agreed to be censured, return nearly US$24
million in ill-gotten gains, and pay US$4.4 million in
prejudgment interest and a US$14.3 million penalty.

The U.S. Department of Justice separately announced
that ICBCFS pled guilty to an antitrust charge relating to
the bid-rigging of pre-released ADRs.
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Source 3j&: sec.gov/news/press-release/2019-94

Wedbush Securities Inc. Pays More Than US$8.1
Million to Settle U.S. Securities and Exchange
Commission's Charges for Improper Handling of
American Depositary Receipts

On June 18, 2019, the U.S. Securities and Exchange
Commission (SEC) announced that Wedbush Securities
Inc. (Wedbush) will pay more than US$8.1 million to
settle charges for improper handling of "pre-released"
American Depositary Receipts (ADRS).

The SEC's order finds that Wedbush improperly
obtained pre-released ADRs from depositary banks
when Wedbush should have known that neither the firm
nor its customers owned the foreign shares needed to
support those ADRs. Such practices resulted in inflating
the total number of a foreign issuer's tradeable securities,
which, in turn, resulted in abusive practices such as
inappropriate short selling and dividend arbitrage.

Without admitting or denying the SEC's findings,
Wedbush agreed to be censured and to pay
disgorgement of over US$4.8 million, more than
US$800,000 in prejudgment interest, and more than
US$2.4 million in penalty, for total monetary relief of
more than US$8.1 million.

28


http://www.sec.gov/news/press-release/2019-95
http://www.sec.gov/news/press-release/2019-94

J M L

Wedbush Securities Inc. 5 4 4t 3 3% EH T3t i A935
EX 81 810 AXTEXEIESEX HERSIAK IR

2019 6 A 18 H, RIS HZERAS (EEILLSR) B
75, Wedbush Securities Inc. (Wedbush) 38 % {F #8353 810 7
ETUBRAYLIE AT EEMILREIE (ADRs) A935

-TF/"E
T o

EEIFESHHSINA, H Wedbush RiZEEA S R HE
XPELAEAE LHIXLE ADRs FTE M E B E R/,
Wedbush A IE Xt MFFERITIRGTL A 1T ADRs, X
FRCESHEAIE EHEATANTZZIESERE, KT
kLS EERATHNARYSESBREEF

ERRNGBEANEELLSHATERNBERT
Wedbush EIZESEMEE, IFBIT 480 FETHFYEF
35, FERAHBIT 80 FETHHABTR BB 240 FE
TR, (EM A B S HBIT 810 FETT.
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U.S. Securities and Exchange Commission Adopts
Amendments to Improve the Application of the
Auditor Independence Rules to Loan Provision

On June 18, 2019, the U.S. Securities and Exchange
Commission (SEC) adopted amendments to the auditor
independence rules relating to the analysis that must be
conducted to determine whether an auditor is
independent when the auditor has a lending relationship
with certain shareholders of an audit client.

These amendments will become effective 90 days after
they are published in the Federal Register.

The SEC said that the amendments will more effectively
identify debtor-creditor relationships that could impair an
auditor’s objectivity and impartiality.
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U.S. Securities and Exchange Commission, North
American Securities Administrators Association
and Financial Industry Regulatory Authority Issue
Senior Safe Act Fact Sheet to Help Promote Greater
Reporting of Suspected Senior Financial
Exploitation

On May 23, 2019, the U.S. Securities and Exchange
Commission (SEC), the North American Securities
Administrators Association, and the Financial Industry
Regulatory Authority have issued a fact sheet to help
raise awareness among broker-dealers, investment
advisers, and transfer agents of the Senior Safe Act (Act)
and how the Act’s immunity provisions work.

The Act protects “covered financial institutions” — which
include investment advisers, broker-dealers, and
transfer agents — and their eligible employees, affiliated
persons, and associated persons, from liability in any
civil or administrative proceeding for reporting a case of
potential exploitation of a senior citizen to a covered
agency.

The immunity established by the Act is provided on the
condition that employees receive training on how to
identify and report exploitative activity against seniors
before making a report. In addition, reports of suspected
exploitation must be made “in good faith” and “with
reasonable care.”

The SEC strongly encourages broker-dealers and
investment advisers to train their personnel in
accordance with the Senior Safe Act.
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U.S. Securities and Exchange Commission Charges
Walmart with Foreign Corrupt Practices Act
Violations

On June 20, 2019, the U.S. Securities and Exchange
Commission (SEC) charged Walmart with violating the
Foreign Corrupt Practices Act (FCPA).

According to the SEC’'s order, Walmart failed to
sufficiently investigate or mitigate certain anti-corruption
risks and allowed subsidiaries in Brazil, China, India,
and Mexico to employ third-party intermediaries who
made payments to foreign government officials without
reasonable assurances that they complied with the
FCPA.

Walmart agreed to pay more than US$144 million to
settle the SEC’s charges and approximately US$138
million to resolve parallel criminal charges by the U.S.
Department of Justice for a combined total of more than
US$282 million.
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Opening Ceremony of Shanghai International
Center for Communication and Cooperation
between Exchanges Holds

On June 14, 2019, the opening ceremony of the
Shanghai International Center for Communication and
Cooperation between Exchanges (Center) was held at
the 11t Lujiazui Forum.

The Center is a private non-enterprise entity jointly
initiated by the Shanghai Stock Exchange, the
Shenzhen Stock Exchange and the Shanghai Stock
Exchange Foundation. Its establishment has received

great supports from the China Securities Regulatory
Commission and the Shanghai Government. The Center
aims to facilitate the pragmatic cooperation between
domestic and overseas capital markets by promoting the
communication and exchanges among exchanges and
relevant market institutions in the world, especially those
along the “Belt & Road”. As an international platform
initiated and established by the domestic exchanges, the
Center will offer great support for the capital market to
serve the “Belt & Road” Initiative, and it will become an
important part for building Shanghai into the
International Financial Center.
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Source Ej&:
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Shanghai Stock Exchange Sci-Tech Innovation
Board Market Debuts

On June 13, 2019, the China Securities Regulatory
Commission (CSRC) and the Shanghai Municipal
People’'s Government co-hold the launch ceremony of
the Sci-Tech innovAtion boaRd (STAR Market) of the
Shanghai Stock Exchange (SSE).

The launch of the SSE STAR Market marks the
implementation of establishing the STAR Market and
piloting the registration-based IPO system. Next, the
CSRC will, together with all the market participants,
seriously make preparations for the listing on the STAR
Market and propel its steady opening and sound
operation.
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Shenzhen Stock Exchange Spokesperson Answers
Reporters’ Questions on Auditing of Listed
Companies' 2018 Annual Reports

On June 16, 2019, regarding issues that the market is
concerned with auditing 2018 annual reports of listed
companies, Shenzhen Stock Exchange (SZSE)
spokesperson answered reporters' questions.

What specific arrangements has SZSE made to well
perform the annual report auditing of 20187

First, risk identification and elimination are the solid
support. Following the principle of "manage less,
manage key areas, manage well", SZSE investigated
risk companies and matters, focused on key companies
and issues, and conducted targeted regulation
according to different situations and with highlights.
Regulation is more targeted. SZSE used the classified
regulation and evaluation system to classify corporate
risks on more than 40 indicators, including corporate
governance, standard operation, operating ability,
profitability and solvency. Regulation is more forward-
looking. SZSE specifically sorted out high-risk matters of
listed companies, such as making large provisions for
goodwill impairments and sudden change in
performance.

Second, classified regulation is the basic approach. By
holding regulatory trainings, having talks and issuing
letters of attention, SZSE made a point of reminding
high-risk companies to carefully compile the annual
reports and reveal information. SZSE refined the
differentiated auditing mode, exempting those
companies with steady performance, standard operation
and good information disclosure from the annual report
auditing, but carried out "dual auditing + extra auditing
by industrial teams" on high-risk companies. SZSE also
formed the expert review mechanism in such aspects as
accounting, restructuring and corporate governance to
strictly control the auditing quality.

Third, regulatory coordination is an important foundation.

SZSE improved the "full regulatory chain” from non-field
regulation to field inspection. Based on non-compliance
leads discovered by a company's regulatory department
through non-field regulation, the compliance check
department should take the lead or cooperate with
relevant securities regulatory bureaus to conduct field

inspection to strengthen the weak links and form a
closed loop. SZSE intensified regulatory coordination,
reported major emergencies in a timely manner and
worked with securities regulatory bureaus to take
corresponding measures. For instance, while handling
embezzlement of funds, multiple measures were
adopted in parallel, including inquiry letter issued by
SZSE and talks with securities regulatory bureaus, so as
to jointly urge majority shareholders to return the funds
as soon as possible and protect investors' legal rights
and interests.

Fourth, technology-based regulation is an effective
means. SZSE continuously improved the annual report
auditing aid system, effectively broke down the auditing
steps and focuses, and left auditing marks in the whole
process, making auditing more standard and effective.
The "corporate portrait” intelligent regulation aid system
was promoted, and technologies such as industrial
analogy, associated analysis and text mining were
applied to cross-validate and cross-check the
information, find out information anomalies in the annual
reports, and enhance the ability of finding clues, making
analysis and judgment, and giving pre-warnings.

What issues did SZSE focus on in the review of
annual reports 20187

In the review of annual reports 2018, SZSE focused on
Six issues:

The first is the authenticity of the performance of listed
companies. The capital market is one based on
information, and the information about corporate
performance is the benchmark for investors to determine
a company's investment value. Considering the
authenticity of the performance of listed companies as
the core of the review, SZSE comprehensively analyzed
the financial information through measures including
vertical comparison of performance at different times,
horizontal comparison of performance in industries, the
articulation of accounting titles in the three major
financial statements, i.e., balance sheet, income
statement and cash flow statement, cross-validation of
financial and non-financial information, etc. Anomalies in
annual reports were subject to thorough investigation
and leads of violations were followed up to provide
investors with true and transparent information about
listed companies and their compliance.

The second is about violations of laws and regulations
such as embezzlement of funds, violations in guarantee,
etc. Embezzlement of non-operating capital by majority
shareholders and violations in guarantee are the red
lines in supervision that should never be crossed. Since
2018, some majority shareholders of listed companies
have ignored rules and investors, the cases of “taking
advantage of listed companies” have risen, and the
methods to do so have become more concealed and
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complicated. For example, SZSE noticed the high
deposits and loans of *ST Kangdexin in review of its
2017 semi-annual report, and sent multiple letters to the
company for clarification, including letter of inquiry on
annual report, letter of concern, etc. Ultimately, *ST
Kangdexin disclosed the fact that all of its capital had
been pooled to the account of the controlling
shareholder because of the Cooperation Agreement on
Cash  Administration  between the  controlling
shareholder and a bank. SZSE promptly warned against
and corrected the tunneling of controlling shareholders
that had already been exposed, and urged the
companies concerned to comprehensively investigate
the reasons for embezzlement of funds and its impact.
Each violation that has been discovered is addressed
and strictly combated through a package of timely
measures such as letters of concern or inquiry,
disciplinary punishment, initiating an investigation, etc.
SZSE will continue to pay close attention to cases
including high deposits and loans, sudden increase in
prepayments, related party transactions with doubtful
fairness, etc. and follow up possible leads of securities
violations.

The third is about corporate governance. Judging from
practice, the symptom of low-quality information
disclosure and poor performance of listed companies is
often highly correlated with imperfections in corporate
governance and irregularities in their internal operations.
SZSE took the review of annual reports as an
opportunity to effectively promote the implementation of
the newly revised Code of Corporate Governance for
Listed Companies, and comprehensively examined the
governance of listed companies, focusing on
institutional development and the implementation, such
as the compliance of dividend distribution schemes, the
effectiveness of corporate internal control, and operation
of the general meeting, the board of directors and the
board of supervisors, fulfillment of responsibilities of the
directors, supervisors and senior management,
independence of listed companies, related party
transactions, and peer competition.

The fourth is about M&A integration and the fulfillment of
performance commitments. Reverence of
professionalism and emphasis on main business are the
foundation for the stable and long-term development of
listed companies. In recent years, listed companies of
SZSE have improved their quality and performance
through mergers and acquisitions. SZSE has also paid
close attention to whether the restructuring of
companies can lead to effective integration and achieve
synergies. First of all, SZSE paid attention to the
integration effect, such as whether it can effectively
participate in the operation of the general meeting, board
of directors and board of supervisors of the underlying
assets and the corporate governance, whether the
underlying assets face risks of going "out of control".
Second, SZSE strengthened the supervision on

fulfilment of the performance commitments of the
restructured underlying assets, and special attention
was paid to inquiries concerning cases of accurate
fulfillment of performance commitments and significant
decline in performance after the payout period expired,
etc. Third, SZSE paid close attention to the impairment
of goodwill, and urged companies to conduct disclosure
of impairment test information in strict accordance with
the provisions of the Accounting Supervision Risk
Warning No. 8: Goodwill Impairment. For example, in
relation to the provision of large amount of goodwill
impairment provision, companies are required to explain
the rationality of the parameter selection during the
impairment test, whether there is a big difference from
the previous period, the specific calculation process and
accuracy of the provision for impairment, etc.

The fifth is about information disclosure. SZSE paid
attention to whether there was any major difference in
performance between performance forecast, preliminary
earnings report and annual reports. For example, when
the audited net profit disclosed in the annual report of a
manufacturing company was down by RMB2.5 billion
from its performance forecast, SZSE inquired about the
reasons for the serious deviation, whether the
accounting was inaccurate, and whether there was a
need to retroactively adjust the financial data of the
previous year. Meanwhile, SZSE paid attention to the
completeness of the information disclosure in annual
reports of companies and whether they met the
requirements of the disclosure rules. For example, when
the income of a company in the film and TV industry from
its online TV business, advertising business, and online
payment service dropped by more than 30%, SZSE
urged the company to make supplementary disclosure
of the reasons for the significant change of data in
accordance with the relevant provisions of annual
reports. Other issues of major concern included whether
there was fulfilment of disclosure obligation by
replacement of periodic reports with interim reports in
relation to related party transactions, litigation,
guarantees, government subsidies, etc.

The sixth is the quality of intermediaries' service.
Intermediaries, especially auditing institutions, are
important "gatekeepers" in the capital market. Whether
they have strictly performed their statutory duties such
as verification and professional check is of vital
importance to the quality of annual reports. At the
beginning of 2019, in view of the major risks for
companies in its supervision, SZSE issued 181 letters of
concern to annual auditors of listed companies, urging
the accountants to be diligent and prudent in their
practice. Among the nearly 5,000 published questions in
more than 440 inquiry letters concerning annual reports,
more than 1,300 questions explicitly required
intermediaries such as annual auditors, appraisers and
independent financial advisers to provide verification
opinions. More than 50 leads relating to supervision
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have been reported concerning doubts about the quality
of auditing and appraisal institutions in the annual report
review. In addition, SZSE paid special attention to the
suitability of the audit opinion category. In particular, for
some listed companies that were given qualified
opinions due to limited audit scope, their annual auditors
were required to further explain whether there was any
situation involving replacement of other audit opinions
with qualified opinions.

According to the review of the annual reports, how
do SZSE evaluate the quality of the 2018 annual
reports of listed companies?

First, the discussion and analysis of business operation
are more realistic. First, the operation in a wider range
is covered. For example, a company in the household
appliance industry has fully disclosed its independent
product research and development, product technology
and market performance, transformation of sales
channels, industrial Internet innovation practices, and
global business layout in 2018. Second, the
development outlook is more pragmatic. For example,
instead of generalities about its business plan in 2019, a
real estate company has disclosed specific goals such
as new construction area, completed area and
contracted sales amount. Third, the risk warning is more
in place. For example, a securities company has
considered the increasing concentration in the industry
and explained in detail the seven risks the company may
face in its business activities and its response in the
annual report.

Second, the usefulness of industry information is further
enhanced. So far, SZSE has issued 22 industry
information disclosure guidelines. Most companies have
strictly disclosed the core terms according to the
guidelines. The average implementation rate of industry
guidelines was 90%, and the average implementation
rate in the courier and the film and TV industry guides
reached 100%. For example, a film and TV company
disclosed in detalil its film and television production plan,
including the name of the work, the expected release
time, the production progress, and the main cast
members, which provided more useful and targeted
information for investors to understand its basic
information.

Third, the content of social responsibility is further
enriched. Judging from the disclosure in 2018 annual
reports, listed companies have effectively played the
role of a "vanguard" in fulfilling social responsibility. The
number of companies that disclosed the Corporate
Social Responsibility Report in Shenzhen increased
from 319 in 2016 to 368 in 2018. In 2018, 503 listed
companies in Shenzhen disclosed poverty alleviation
information, accounting for 23.47% of the companies
that disclosed annual reports. The total amount of
poverty alleviation funds and material reached

RMB25.906 billion, delivering assistance to over
630,000 people. 677 listed companies disclosed in detail
the major pollutants, total emissions, and excessive
discharges, etc. in their 2018 annual reports.

What other measures will SZSE take to improve the
guality of listed companies?

First, SZSE will focus on both supervision and services,
conduct special researches, and improve the quality of
their services. Based on the annual reports of listed
companies, SZSE will carry out over 20 researches, with
an emphasis on topics such as development of the
technology and innovation industry, support for private
enterprises in hardships, reform of state-owned
enterprises, shift from old growth drivers towards new
ones, and market-based reform with respect to M&As.
Through researches, SZSE will fathom out the actual
situation of production and operation of listed companies,
their explorations in making use of the capital market for
transformation and development, and the difficulties and
tough problems to be addressed without delay. On this
basis, SZSE will put forward the solutions, approaches
and paths to facilitate decision-making.

Second, SZSE will lay an equal emphasis on regulation
and development and see that all types of market
players fulfill their responsibilities. By reviewing annual
reports of listed companies from various angles, SZSE
can identify their problems, if any. For companies whose
information disclosure is found incomplete and
inadequate, SZSE will urge them to meet their
obligations of information disclosure, so that investors
can be informed of the real situation and make sound
investment decisions accordingly. For companies
suspected of false and inaccurate statements, SZSE will
make further inquiries, require intermediary agencies to
verify relevant information, and work with their regional
bureaus to conduct spot checks to dive deeper into the
issues. As for violations such as misleading guidance
and embezzlement of non-operating assets, SZSE have
issued 24 notices of violations, and initiated
administrative proceedings against nearly 90 violations.

Third, SZSE will pay equal attention to information
disclosure and governance, and conduct assessments
on self-regulatory rules across the board. Following the
principle of market-based regulation and rule of law, they
are now assessing the suitability of the system of self-
regulatory rules and revising them in an effort to improve
the system of regulatory rules, of which the Rules
Governing Share Listing and the Guidelines for the
Standard Operation of Listed Companies are at the core,
the business-specific information disclosure guidelines
and industry-specific guidelines are two pillars, and
business guides are the foundation. SZSE will advance
rule of law in regulation, strengthen compliance in
operations, improve constraint mechanisms, underpin
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the "lifeline" of information disclosure, and corporate
governance, and improve the quality of rules.

As a next step, SZSE will make continued efforts to
improve the quality of listed companies., earnestly
perform their front-line regulatory responsibilities,
improve the basic systems, guide listed companies to
play a leading role, and urge them and their majority
shareholders to safeguard the “four bottom lines" and
conform to the "four reverences" requirements, to tell the
truth, and to ensure integrity in accounting. SZSE will
urge all types of market players to stay true to their
founding aspirations and fulfill their responsibilities,
purify the market environment, build a sound ecosystem,
and work to create a well-regulated, transparent, open,
dynamic and resilient multi-layered capital market.
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The 2019 Roadshow of Scientific and Technological
Achievements of the Chinese Academy of Sciences
Holds in Shenzhen Stock Exchange

On June 26, 2019, the 2019 roadshow of scientific and
technological achievements of the Chinese Academy of
Sciences (CAS) was held in Shenzhen Stock Exchange
(SZSE).

SZSE has been working closely with CAS. Among the
over 20 listed companies controlled or partially owned
by CAS, 17 are listed on SZSE. Next, SZSE will further
cooperation with CAS by building an exchange platform
and jointly establishing an ecosystem of scientific and
technological innovation. First, SZSE will give full play to
its strengths in capital aggregation and platform
functions, integrate various superior resources, build an
ecological chain of industrial development, scientific and
technological innovation and financial services, and
promote the high-quality integration of industry and
finance. Second, SZSE will actively leverage the V-Next
platform, strengthen the in-depth cooperation with the
subordinate industrial platforms of CAS, and jointly
develop a cultivation service system covering
intellectual property rights and listings and development.
Third, SZSE will make effective use of the scientific
research advantages and technology reserve of CAS,
jointly carry out research projects, explore ways to
promote professional consultation and cooperation,
improve the commercialization mechanism of scientific
and technological achievements, and jointly cultivate
and incubate more leading enterprises in science and
technology.
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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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