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Hong Kong Securities and Futures Commission
Cautions on Crude QOil Futures and ETFs

On April 24, 2020, the Securities and Futures
Commission (SFC) issues a circular which required
commodity futures brokers to take precautionary
measures to manage the risks of trading crude oil
futures contracts. Brokers were reminded not to open
new positions for clients who do not fully understand
these contracts or do not have the financial capability to
bear the potential losses. They were also urged to
collect sufficient margin from clients in light of the
upcoming public holidays in Hong Kong.

"The crude oil market has recently experienced
unprecedented volatility, which significantly increases
the risks of trading crude oil-related financial products,"
said Mr. Ashley Alder, the SFC’s Chief Executive Officer.
"Firms should prudently manage these risks to protect
investors."

In a separate circular also issued on the same day, the
SFC reminds managers of SFC-authorized futures-
based exchange-traded funds (ETFs) to remain vigilant
so that in extreme market conditions the funds can be
managed in the best interests of investors. In addition,
firms were reminded to ensure compliance with the
conduct requirements when providing trading services
for futures-based ETFs.

Crude oil ETFs and other commodity futures ETFs are
derivatives products targeted at investors who
understand the risks. Commodity futures markets are
extremely volatile. Investors could suffer substantial or
complete losses in a short period of time and should
exercise caution when trading these products.

The SFC also cautions investors to be aware that if they
engage in leveraged or margin trading of financial
products such as crude oil futures and options, they may
face large margin calls on their positions on short notice.
Their positions might be compulsorily closed out as the
market moves against them and they could be liable for
any realized losses in excess of their margin deposits.
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"Investors should only trade financial products they fully
understand, and not simply because the prices of the
underlying assets have fallen to very low levels," added
Mr. Alder.
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Hong Kong Securities and Futures Commission’s
Regulatory Response to COVID-19

On April 21, 2020, the Securities and Futures
Commission (SFC) determines to respond actively to the
significant impact of the COVID-19 pandemic on Hong
Kong's capital markets. This response extends to the
many brokers, asset managers and other market
intermediaries the SFC supervises as well as listed
companies and the Stock Exchange of Hong Kong
Limited (SEHK).

“All of the actions we have taken regarding the COVID-
19 pandemic have had an overriding objective: to ensure
that Hong Kong's international financial markets will
function efficiently, effectively and resiliently throughout
this episode of extreme stress,” said Mr. Ashley Alder,
the SFC’s Chief Executive Officer. “Firms, trading
platforms and market infrastructures we supervise have
risen to the challenge, and | can assure all of our
stakeholders that the SFC will continue to take all
measures necessary to ensure that Hong Kong's
markets remain fully open for business throughout this
crisis.”

The COVID-19 pandemic has led to extreme levels of
market volatility globally as well as major operational
challenges associated with special work arrangements
and other emergency measures across the financial
industry. In light of this, the SFC is pursuing a flexible
approach directed to ensuring that markets continue to
function properly, while safeguarding market integrity
and investor protection.

“A significant part of our efforts have been directed to
much-needed regulatory relief for the market
participants, who have had to adapt very rapidly to the
COVID-19 situation,” Mr. Alder said. “For example, we
have given specific guidance on how brokers can record
client orders when out of the office, deferred regulatory
timetables to ease pressure on stretched resources
across a range of regulated firms, and allowed more
flexibility on licensing matters.”

For listed issuers, special guidance issued by the SFC
and SEHK enabled the vast majority of companies with
December 31 financial year-ends to issue preliminary
earnings results in a timely manner. This was followed

by guidance concerning listed companies’ annual and
other shareholders meetings, as well as the publication
of annual reports.

The SFC has also intensified its supervisory efforts on
potential vulnerabilities arising from the exceptional
market conditions resulting from the COVID-19
pandemic. This is to ensure that firms and financial
market infrastructures manage their risks appropriately
and continue to operate in a normal manner. For
example, it has focused on investment fund liquidity and
redemption profiles, as well as the fair treatment of fund
investors, particularly if funds propose to activate
liquidity risk management measures such as swing
pricing or suspensions.

The SFC remains in close contact with all the clearing
houses in Hong Kong to ensure that their margining
policies are appropriately calibrated to the risks they
face, while being sensitive to potential pro-cyclical
effects. And throughout this crisis the SFC has been
closely monitoring derivatives markets and short selling
data to ensure that activity in these areas does not pose
any financial stability or systemic risks. Hong Kong has
a robust short-selling regulatory regime specifically
designed to limit any potential distortion of the normal
price-discovery function of markets while recognizing
the potential benefits of short selling.

“The SFC will continue to liaise with all of our key
stakeholders to ensure that markets operate efficiently
and fairly amidst the extraordinary conditions we are
now experiencing,” Mr. Alder added.
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Hong Kong Securities and Futures Commission
Issues Circular to Licensed Corporations on
Management of Cybersecurity Risks Associated
with Remote Office Arrangements

On April 29, 2020, the Securities and Futures
Commission (SFC) issued a circular to licensed
corporations (LCs)on the management of cybersecurity

risks associated with remote office arrangements. The
SFC reminds LCs to assess their operational capabilities
and implement appropriate measures to manage the
cybersecurity risks associated with these arrangements.
When staff work remotely, they may access the LC’s
internal network and systems from outside the office and
hold meetings through videoconferencing platforms.
The circular sets out examples of controls and
procedures to assist in the protection of LCs’ internal
networks and data. The SFC reminded that the following
examples are not exhaustive. LCs should implement
and maintain measures which are deemed appropriate
to the situation and commensurate with the size and
complexity of their operations.
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Hong Kong Securities and Futures Commission
Reprimands and Fines BOCOM International
Securities HK$19.6 Million for Internal Control
Failures

On April 20, 2020, the Securities and Futures
Commission (SFC) reprimands and fines BOCOM
International Securities Limited (BISL) a total of HK$19.6
million for a range of regulatory breaches, including
failures concerning the handling of third party fund
deposits and the maintenance and implementation of a
margin lending and margin call policy.

BISL also failed to put in place adequate and effective
controls to identify deposits made into client accounts by
third parties, hence failed to ensure compliance with the
Guideline on Anti-Money Laundering and Counter-
Terrorist Financing and various provisions in the Internal
Control Guidelines and the Code of Conduct.
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Specifically, the SFC found that third party deposits
made into client accounts in 2009, 2011 and 2015 by
way of cheques and bank transfers were not identified
until 2016.

Extensive deficiencies were also identified during the
SFC’s review of BISL's margin lending and margin call
policy from December 2012 to November 2016,
including failures to:

e document and strictly enforce a clear margin lending
and margin call policy, in particular, in relation to the
making of margin calls, forced liquidation and
stopping further advances;

o keep records of written explanations for deviation
from the margin lending policy;

e ensure margin calls are communicated to clients;

e promptly collect from clients amounts due as
margin;

e maintain appropriate detailed records of margin call
history;

e oObjectively set and enforce the credit limits for
margin clients; and

e segregate the key duties and functions related to the
application and approval of liquidation suspension
and the making of margin calls.

Moreover, BISL failed to ensure that:

e transactions conducted in client accounts were
properly authorized;

e it could be satisfied on reasonable grounds about
the identity of the person ultimately responsible for
originating the instruction in relation to a transaction
and that order instructions were properly recorded,;

e clientidentities and transaction details were properly
confirmed in trade confirmations;

e it reported its representatives’ failures to record
order instructions to the SFC immediately; and

e a client complaint was adequately investigated and
promptly responded to.

In deciding the disciplinary sanction, the SFC took into
account all relevant circumstances, including the
following:

e BISL has an otherwise clean disciplinary record;

e BISL has taken steps to revise its policies and
procedures in relation to the areas where
deficiencies were identified;

e BISL has agreed to engage an independent
reviewer to conduct a review of its internal controls;

e BISL’s failures are serious, extensive and lasted for
a substantial period of time; and

e a clear message needs to be sent to the industry
that the SFC will not hesitate to take action against
licensed corporations that fail to put in place

appropriate internal controls to protect their
operations and clients.
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Hong Kong Securities and Futures Commission
Obtains Disqualification Orders against Former
Directors of Long Success International (Holdings)
Limited

On April 27, 2020, the Securities and Futures
Commission (SFC) obtains disqualification orders in the
Court of First Instance against the former vice chairman
and executive director of Long Success International
(Holdings) Limited (Long Success), Mr. Victor Ng, the
company's former non-executive director Mr. Zhang Chi,
and three former independent non-executive directors,
Mr. Winfield Ng Kwok Chu, Mr. Robert Ng Chau Tung
and Mr. Tse Ching Leung.

They were disqualified from being a director or being
involved in the management of any listed or unlisted
corporation in Hong Kong, without leave of the court, for
a period of two to five years effective from 22 April 2020.

The orders were made by the Honorable Mr. Justice
Coleman after all of them admitted that they were in
breach of their fiduciary duties and common law duties
to act in the interest of Long Success and/or to exercise
due and reasonable skill, care and diligence in the
course of acting as directors of the company.

In particular, they admitted that they neglected or
omitted to exercise their duties as directors of Long
Success and had allowed Mr. Wong Kam Leong
(Wong), former chairman and executive director, to
exercise domination and control of the affairs of the
company and of its board of directors for his personal
advantage or other ulterior purposes.

They also admitted that there was no or no effective
system of internal controls in place to prevent the above
from occurring.

The SFC's investigation found that Wong, on behalf of a
wholly-owned subsidiary of Long Success, acquired a
51% equity interest in Jining Gangning Paper Co, Ltd
(Jining Gangning) for HK$190 million in 2009
(Acquisition).

Under the terms of the Acquisition, Mr. Chook Hong
Shee (Chook), the seller, provided a profit guarantee
that he would compensate Long Success if Jining
Gangning failed to achieve a profit after tax of RMB60
million or recorded a loss for each of the two years
ended December 31, 2010 and 2011, respectively.
Jining Gangning failed to achieve the agreed profit in
both years.

Between March 2011 and March 2012, Wong, on behalf
of Long Success, signed three confirmation letters with
Chook whereby it was agreed, amongst other things,
that payment of the profit guarantee owed by him would
be deferred.

In June 2012, Wong, on behalf of Long Success, signed
another confirmation letter whereby it was agreed that
Long Success would forfeit the profit guarantee amount
of HK$30.1 million owed by Chook, but the decision to
forfeit the profit guarantee was not approved by the
board of directors of Long Success at the material time.

The SFC considered that there was no objective,
rational or commercial reason for Long Success to agree
to the terms of the confirmation letters which were plainly
to the company's financial detriment. The harm to Long
Success was compounded by its adverse financial
position at the material time.

The SFC's proceedings against other former directors of
Long Success are ongoing.
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Hong Kong Court Sentenced Unlicensed Fund
Manager to Community Service

On April 29, 2020, the Eastern Magistrates’ Court of
Hong Kong sentenced Mr. Yau Ka Fai to 240 hours of
community service following his conviction for holding
himself out as carrying on a business in asset

management without a license from the Hong Kong
Securities and Futures Commission (SFC).

Between September 2011 and November 2015, Yau,
whilst unlicensed by the SFC, represented to investors
that he was the manager of a fund known as Tai Chi
Hedge Fund and received commission for his service.
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Hong Kong Securities and Futures Commission
Updates Frequently Asked Questions Relating to
Real Estate Investment Trusts

By its updated frequently asked questions (FAQSs)
relating to real estate investment trusts (REITs) of April
24, 2020, Hong Kong Securities and Futures
Commission (SFC) points that there may be
circumstances where a REIT may need to engage
another qualified valuer (other than its principal valuer)
to conduct valuation on a target property. For example,
in cases where the target property proposed to be
acquired by the REIT has previously been valued by the
REIT's principal valuer for the vendor; or where a
property is being marketed exclusively by the firm of the
principal valuer (e.g. through a public tender) and the
REIT is interested to acquire the same. REIT managers
should consult the SFC at the earliest opportunity should
the appointment of another qualified valuer be
necessary for any reasons.

REIT managers should also note that they are expected
to publish environmental, social and governance (ESG)
reports in accordance with the ESG reporting guide (as
amended from time to time) as required under Appendix
16 to the Rules Governing the Listing of Securities on
The Stock Exchange of Hong Kong Limited (Listing
Rules). REIT managers should note that the latest
changes to the ESG reporting guide and related Listing
Rules will take effect for financial years commencing on
or after July 1, 2020.
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Hong Kong Securities and Futures Commission
Sighs Memorandum of Understanding with Hong
Kong Competition Commission

On April 28, 2020, the Securities and Futures
Commission (SFC) enters into a Memorandum of
Understanding (MoU) with the Hong Kong Competition
Commission to enhance cooperation and exchange of
information.

The MoU provides for a mechanism whereby the SFC
and the Competition Commission can notify and consult
each other on issues with significant implications for one
another and share information where appropriate.

The MoU - signed by the SFC’s Chief Executive Officer,
Mr. Ashley Alder, and the Competition Commission’s
chairperson, Ms. Anna Wu — also envisages exploring
further collaboration and establishes a platform for other
technical cooperation, such as staff training courses and
secondments.

"This MoU enables the SFC and the Competition
Commission to perform our respective statutory
functions with greater effectiveness in an increasingly
complex market. We look forward to working with the

Competition Commission with our strengthened ties
under the MoU," said Mr. Alder.

"The Competition Commission is pleased to have
established this framework for cooperation with the SFC.
The MoU will deliver a stronger partnership and
synergies between the two agencies, thus enhancing
the Competition Commission’s overall effectiveness in
handling competition issues in the securities and futures
industry. This is the Competition Commission’s first
MoU signed with a financial regulator, and represents a
significant milestone in our endeavors to adopt a joined-
up approach in promoting competition and combating
anti-competitive practices with relevant sector regulators
in Hong Kong." said Ms. Wu.
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The Listing Committee of The Stock Exchange of
Hong Kong Limited Criticizes China Ding Yi Feng
Holdings Limited (Stock Code: 612), and Censures
or Criticizes a Number of Its Former and Current
Directors for Breaching the Listing Rules and/or the
Director’s Undertaking

On April 22, 2020, The Listing Committee (Listing
Committee) of The Stock Exchange of Hong Kong
Limited (the Exchange)
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CENSURES:

Q) Mr. Yao Yuan (Mr. Yao), former NED of the
China Ding Yi Feng Holdings Limited
(Company) (Stock Code: 612) for his breaches
of Rule 13.51C, Rules 3.08(a) and (f) of the
Rules Governing the Listing of Securities on The
Stock Exchange of Hong Kong Limited
(Exchange Listing Rules) and his obligations
under the Declaration and Undertaking with
regard to Directors given to the Exchange in the
form set out in Appendix 5B to the Exchange
Listing Rules (Undertaking) by failing to comply,
and use best endeavors to procure the
Company’s compliance, with the Exchange
Listing Rules and to cooperate with the Listing
Division’s (Division) investigation into possible
breaches of the Exchange Listing Rules;

FURTHER CENSURES:

(2) Mr. Yao Zhixiang (Mr. Z Yao), former non-
executive director (NED) of the Company;

3) Mr. Shi Mingiang (Mr. Shi), former NED of the
Company; for breaching Rule 13.51C and Rule
3.08(f) of the Exchange Listing Rules, and the
Undertaking by failing to comply, and use best
endeavors to procure the Company’'s
compliance, with the Exchange Listing Rules
and to cooperate with the Division’s
investigation;

for breaching Rule 13.51C and Rule 3.08(f) of
the Exchange Listing Rules, and the
Undertaking by failing to comply, and use best
endeavors to procure the Company’'s
compliance, with the Exchange Listing Rules
and to cooperate with the Division’s
investigation;

STATES in the Exchange’s opinion, by reason of their
willful breaches of Rules 13.51C, 3.08(a) and/or Rule
3.08(f), had Mr. Yao, Mr. Z Yao and Mr. Shi remained in
office, their retention of office would have been
prejudicial to the interests of investors;

AND DIRECTS that should Mr. Yao, Mr. Z Yao and Mr.
Shi wish to become a director of any issuer listed or to
be listed on the Exchange in the future, their conduct in
this matter is to be taken into account in assessing their
suitability.

The Listing Committee also CRITICIZES:
(4) Mr. Luk Hong Man Hammond (Mr. Luk),

executive director (ED) and chief executive
officer of the Company;

(5) Mr. Zhang Xi (Mr. Zhang), ED of the Company;

for breaching Rule 3.08(f) of the Exchange
Listing Rules, and the Undertaking by failing to
comply with the Exchange Listing Rules to the
best of their ability; and

FURTHER CRITICISES:

(6) The Company, China Ding Yi Feng Holdings
Limited, for failing to publish its annual results
and annual report for the year ended December
31,2015 (FY2015 Results and FY2015 Report,
respectively) within the times stipulated under
the Exchange Listing Rules in breach of Rules
13.49(1) and 13.46(2).

(The directors identified at (1) to (5) above are
collectively referred to as the Relevant Directors.)

For the avoidance of doubt, the Exchange confirms that
the sanctions and directions in this news release apply
only to the Company and the Relevant Directors, and not
to any other past or present members of the board of
directors of the Company.

HEARING

On February 4, 2020, the Listing Committee conducted
a hearing (Hearing) into the conduct of the Company
and the Relevant Directors in relation to their obligations
under the Exchange Listing Rules and the Undertakings.

Prior to the Hearing, the Company, Mr. Luk and Mr.
Zhang:

(a) admitted the breaches of the Exchange Listing
Rules and their Undertakings (where applicable)
as described above; and

(b) accepted the respective sanctions imposed on
them by the Listing Committee as set out below.

EXCHANGE LISTING RULE REQUIREMENTS

(@ Under Principle A4 of the Corporate
Governance Code, Appendix 14 “there should
be a formal, considered and transparent
procedure for the appointment of new directors”;

(b) Rule 13.51(2) requires an issuer to announce
information pertaining to its directors upon any
changes occurring or appointment of new
directors. Under Rule 13.51C, directors of an
issuer must procure and/or assist the issuer to
comply with Rule 13.51(2);

(©) Rule 3.08 provides that the Exchange expects
the directors, both collectively and individually,
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(e)

to fulfil fiduciary duties and duties of skill, care
and diligence to a standard at least
commensurate with the standard established by
Hong Kong law. Specifically under Rule 3.08(a),
a duty to “act honestly and in good faith in the
interests of the Company as a whole”; and Rule
3.08(f), a duty to “apply such degree of skill,
care and diligence as may reasonably be
expected of a person of his knowledge and
experience and holding his office within the
issuer”;

Pursuant to their respective Undertakings, the
Relevant Directors were under an obligation to
comply to the best of their ability with the
Exchange Listing Rules and to use their best
endeavors to procure the Company’s Rule
compliance. They have also undertaken to
cooperate in any investigation by the Division;
and

Rules 13.49(1) and 13.46(2) require that a listed
issuer publish and dispatch its respective
annual results and annual report for a financial
year not later than three and four months
respectively after the end of the financial year.

KEY FACTS AND THE LISTING COMMITTEE'S
FINDINGS OF BREACH

This case concerned a number of issues. The Listing
Committee, having considered the written and/or oral
submissions of the Listing Division, the Company, Mr.
Luk, Mr. Zhang and Mr. Shi, made findings of breach as
set out below.

Issue 1: Approval of the appointment of Mr. Z Yao
and Mr. Shi

@)

2

®3)

Mr. Z Yao and Mr. Shi were introduced to the
Company by Mr. Yao. Mr. Z Yao is Mr. Yao’s
brother, and Mr. Shi is a relative of Mr. Yao's
spouse.

At the time of their appointments, the
independent non-executive directors (“INEDs”)
(who were also members of the nomination
committee) had indicated more information was
required before they could consider the
appointments. Rather than following the
appropriate nomination committee process, a
board meeting was convened to discuss the
appointments on October 7, 2015 with Mr. Z
Yao and Mr. Shi sitting outside the meeting
room.

The appointments of Mr. Z Yao and Mr. Shi
were approved by a majority of the board at the
meeting on the basis of limited qualification and

(4)

(a)

(b)

(©)
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experience details, a one-time site visit by Mr.
Luk and Mr. Zhang to Mr. Z Yao's retalil
premises in Guangzhou and an assertion that
Mr. Shi was well connected. The INEDs did not
vote.

The Company did not obtain the Purported
Confirmations from Mr. Z Yao or Mr. Shi (see
Issue 2 below) until October 12, 2015, after the
appointments were approved.

Committee’s findings

The Listing Committee concluded that Mr. Luk
and Mr. Zhang breached (i) Rule 3.08(f); and (ii)
their Undertakings to comply with the Exchange
Listing Rules to the best of their ability:

Mr. Luk and Mr. Zhang convened the board
meeting on October 7, 2015 despite the
available information being insufficient for the
consideration of an appointment of a director of
a listed company and the INEDs' express
concerns and insistence that further information
was required.

They proceeded to approve the appointments
without the further information or the Purported
Confirmations (even though it was not known
they were inaccurate at the time).

The appointment process was clearly not duly

considered or transparent.

Issue 2: Provision of information as directors upon
appointment

)

()

3)

Mr. Yao was appointed a NED on June 4, 2015,
and Mr. Z Yao and Mr. Shi were appointed on
October 7, 2015 (in the circumstances
described in Issue 1 above).

The Company obtained written confirmations
from each director that (i) he had not been
engaged in any litigation as a defendant in Hong
Kong or in any other jurisdiction; and (ii) he was
aware of the requirements under Rule 13.51(2)
to disclose and announce of his personal
particulars such as relationships with other
directors, previous criminal convictions,
investigations by any judicial, regulatory or
government authority but he did not have any
such information required to be brought to the
attention of the board (Purported Confirmations).

However, it later transpired that

€)) as to Mr. Yao, he was classified on a
“list of wanted economic
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fugitives/internet  wanted  persons”
issued by the Guangzhou Police; had
previously been imprisoned for six
months; and under an alias “Yao
Aigong”, was included on a “list of
persons who lack credibility” on the
Guangzhou Judgment Website since
March 2015;

(b) as to Mr. Z Yao, he was also on the “list
of persons who lack credibility” on the
Guangzhou Judgment Website since
March 2015; and

(c) as to Mr. Shi, he was related to Mr. Yao
through Mr. Yao’s spouse.

Committee’s findings

The Listing Committee concluded that Mr. Yao,
Mr. Z Yao and Mr. Shi breached (i) Rule 13.51C;
(i) Rule 3.08(f); and (iii) their Undertakings to
comply with the Exchange Listing Rules to the
best of their abilty and to use their best
endeavors to procure the Company’'s
compliance:

(a) The Purported Confirmations given by each of
Mr. Yao, Mr. Z Yao and Mr. Shi at the time of
their appointment were clearly inaccurate and
misleading. The required information under
Rule 13.51(2), which was relevant and material
to their character and suitability as directors,
had existed prior to their appointments as NED
and should have been disclosed to the
Company.

(b) Each of Mr. Yao, Mr. Z Yao and Mr. Shi willfully
withheld this information in breach of Rule
13.51C; this was a clear failure to exercise due
skill, care and diligence as directors.

Issue 3: Suspected misappropriation

D Mr. Yao introduced the Company to commercial
acceptance bills in the People’s Republic of
China which led to its investment in a RMB25m
bill of exchange (25m Bill) in September 2015
and a RMB30 million bill of exchange (30m Bill)
in October 2015.

(2) In late October 2015, due to the need for funds,
the Company considered an early redemption of
the 30m Bill. To assist this, Mr. Yao suggested
swapping the 30m Bill with three RMB10 million
bills of exchange (10m Bills) (Bill Replacement).

®3)

(4)

()

(6)

()

(@)

(b)

Mr. Luk and Mr. Zhang did not seek board
approval for the Bill Replacement; they believed
the replacement could be done as long as the
10m Bills were issued by, and endorsed to, the
same parties as the 30m Bill. No further due
diligence was carried out by Mr. Luk or Mr.
Zhang.

On the evening on November 2, 2015, Mr. Yao
informed Mr. Luk that he had the three 10m Bills
ready for replacement. Mr. Luk asked the
company secretary to return to the office to
assist where she met Mr. Yao’'s personal
assistant. Mr. Zhang approved the Bill
Replacement that evening after receiving
telephone images of the three 10m Bills from the
company secretary. The 30m Bill was then
handed over to parties related to Mr. Yao and
delivered to Guangzhou.

In December 2015, during the course of
preparation of the FY2015 audit, Mr. Luk and Mr.
Zhang discovered discrepancies between the
name chops of the 25m Bill and the three 10m
Bills.

According to the investigation report dated May
3, 2016 commissioned by the Company’s
Special Investigation Committee (Investigation
Report) to look into this matter, the 10m Bills
were likely to have been forged. It was stated in
the same report that Mr. Yao purported to have
no knowledge of the exact day of delivery of the
10m Bills and how they were delivered.

The Company impaired the full acquisition cost
of the 30m Bill in the FY2015 Results causing a
loss of RMB24 million to the Company

Committee’s findings

As to Mr. Yao, the Listing Committee concluded
he breached (i) Rules 3.08(a) and (f); and (ii) his
Undertaking to comply with the Exchange
Listing Rules to the best of his ability:

The circumstances surrounding the Bill
Replacement and the events that took place on
the night of November 2, 2015 strongly inferred
that Mr. Yao was likely to be involved or at least
connected. There was no evidence to show why
the Bill Replacement had to take place at such
short notice and in that way.

Mr. Yao's denial of knowledge of the Bill
Replacement was unacceptable. His conduct
demonstrated that he was not acting honestly
and in good faith in the interests of the Company

10
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(d)

(e)

as a whole and that he was willful in the denial
of the facts.

The Listing Committee regarded Mr. Yao's
breaches in this matter serious and considered
that he willfully failed to comply with his
obligations under the Exchange Listing Rules as
a director.

As to Mr. Luk and Mr. Zhang, the Listing
Committee concluded they also breached (i)
Rules 3.08(f); and (ii) their Undertakings to
comply with the Exchange Listing Rules to the
best of their ability:

They failed to exercise due skill, care and
diligence in approving the Bill Replacement
based on bare representations by Mr. Yao
without making enquiries or considering issues
as to the legal validity and transferability of the
Company’s investment from the 30m Bill to the
three 10m Bills.

Given their lack of experience and knowledge in
investments in commercial acceptance bills,
they should have taken more active interest and
caution in such investment. However, they did
not consider that due diligence in relation to the
authenticity of the three 10m Bills was
necessary and Mr. Zhang had allowed the Bill
Replacement to go ahead on the strength of
telephone images of the three 10m Bills and
comparing the parties stated in a superficial
manner.

Issue 4: Delay in publication of FY2015 Results and
FY2015 Report

@)

&)

®)

The financial year end for the Company was 31
December. Accordingly, the dates for
publication of the FY2015 Results and FY2015
Report were March 31, 2016 and April 30, 2016
respectively.

The Company’s auditors (Auditors) did not
finalize the FY2015 audit until after review of the
Investigation Report.

The Company published the FY2015 Results on
22 July 2016 and FY2015 Report on August 18,
2016.

Committee’s findings

The Listing Committee concluded the Company

breached Rules 13.49(1) and 13.46(2):

@)

Whilst it noted that the delay in publication of the
FY2015 Results and FY2015 Report could have

(b)
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been a consequence of, amongst others, the
investigation into the suspected
misappropriation, the Auditor's request to
review the Investigation Report prior to finalizing
the FY2015 audit was not unreasonable.

Nonetheless, there was a 14 to 15 weeks’ delay
in the publication of the FY2015 Results and
FY2015 Report.

Issue 5: Breach of Undertaking to cooperate with the
Listing Division’s investigation

)

()

®3)

Mr. Yao, Mr. Z Yao and Mr. Shi were removed
as directors of the Company on July 20, 2016.
The Division sent enquiry letters to each of Mr.
Yao, Mr. Z Yao and Mr. Shi in March 2017 to
their last known addresses on the records of the
Exchange.

Despite reminder letters being sent to each
director, the Division did not receive any
responses to the enquiries.

The enquiry letters and reminder letters sent to
the Mr. Yao, Mr. Z Yao and Mr. Shi had not been
returned to the Division undelivered. Pursuant to
the Undertakings, the letters were deemed to
have been served on the directors.

Committee’s findings

Since the enquiry letters were not returned
undelivered, by their failure to respond to the
Division’s enquiry letters, the Listing Committee
concluded that each of Mr. Yao, Mr. Z Yao and
Mr. Shi breached their Undertakings to
cooperate with the Division in its investigations.

REGULATORY CONCERN

The Listing Committee regarded the breaches in this
matter as serious:

(@)

(b)

Newly appointed directors must provide
accurate and complete information about
themselves to the listed issuer to ensure the
latter’'s full compliance with its disclosure
obligation under Rule 13.51(2). Failure to do so
deprives the Company, the market and its
investors of information pertaining to suitability
considerations and gives rise to the risks of
unsuitable individuals being appointed. Mr. Yao,
Mr. Z Yao and Mr. Shi in this case were clearly
willful in withholding such material information.

The Exchange views the due performance of
directors’ duties seriously. Directors of a listed
issuer have clear duties to safeguard assets of

11
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(d)

(e)

the listed issuer (including its subsidiaries).
They must exercise due care in approving
transactions and ensure that proper due
diligence was conducted and care was taken in
the execution of a transaction. Failure to do on
their part exposes the listed issuer to risks
stemming from possible dissipation of corporate
assets.

The suspected misappropriation involved a
substantial sum. The investment in the 30m Bill
amounted to some 8.5 per cent of the
Company’s total assets as at June 30, 2015 and
25.7 per cent of its cash and cash equivalents
during the same period. The Company did not
receive any of the proceeds otherwise
receivable under the 30m Bill. The entire
acquisition cost of RMB24 million was written off,
causing a substantial loss to the Company.

Mr. Yao's conduct was particularly egregious,
calling into question his suitability and integrity
as a director:

0] his purported ignorance of the
circumstances surrounding the Bill
Replacement is deplorable given the
apparent involvement and connection
from the time the Bill Replacement was
first discussed until execution;

(ii) he failed to disclose material
information upon his appointment and
proceeded to sign a confirmation that
he did not possess any information that
needed be brought to the attention of
the Board; and

(iii) further he introduced persons related to
him to become NEDs of the Company,
who, as it turned out, also withheld
material information concerning
themselves. Mr. Yao could have also
made that information known to the
Company at the time; however, he
failed to do so.

Compliance with the disclosure requirements
for the timely and accurate publication of annual
results and financial information is of
fundamental importance to ensure the
maintenance of (i) a fair and orderly market for
the trading of securities in Hong Kong and (ii)
confidence in such market. The delay in
publication of the FY2015 Results and FY2015
Report deprived shareholders of the Company
of timely information necessary to allow them to
make a properly informed assessment of the
Company.

(f)

(@)
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The delay in publication of the FY2015 Results
and FY2015 Report also resulted in four months’
suspension of trading of the shares of the
Company. As such, the shareholders and
investors were deprived of the opportunity to
trade in the Company’s shares.

It is of utmost importance that a director
cooperates with the Division’s investigation to
enable the Exchange to discharge its function to
maintain and regulate an orderly market. Failure
to respond to the Division’s enquiries in
connection with an investigation of possible
Exchange Listing Rule breaches without
reasonable excuse is viewed in a very serious
light.

SANCTIONS

Having made the findings of breach stated above, and
having concluded that the breaches are serious, the
Listing Committee decided to:

1)

)

®3)

(4)

censure Mr. Yao for his breaches of Rules
13.51C, 3.08(a), 3.08(f), his Undertaking to the
Exchange and his failure to cooperate with the
Division’s investigation;

censure Mr. Z Yao and Mr. Shi for their
breaches of Rules 13.51C, 3.08(f), their
Undertakings to the Exchange and their failure
to cooperate with the Division’s investigation;

state that, whilst Mr. Yao, Mr. Z Yao and Mr. Shi
have been removed from office as directors of
the Company, had they remained in office, and
given their conduct amounting to a willful breach
of his directors duties under Rule 3.08(a) and/or
(), in the opinion of the Exchange, their
retention of office would have been prejudicial
to the interests of investors; and

direct that Mr. Yao, Mr. Z Yao and Mr. Shi's
conduct in this matter is to be taken into account
in the Exchange’s assessment of their suitability
should they wish to become directors of any
issuer listed or to be listed on the Exchange in
the future.

The Listing Committee also

(5)

(6)

criticizes Mr. Luk and Mr. Zhang for their
breaches of Rule 3.08(f) and their Undertakings
to the Exchange; and

criticizes the Company for its breaches of Rules

13.49(1) and 13.46(2).
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The Listing Committee of The Stock Exchange of
Hong Kong Limited Censures or Criticizes a Number
of Former Directors of Champion Technology
Holdings Limited (Stock Code: 92) and/or Kantone
Holdings Limited (Stock Code: 1059) For Breaching
the Listing Rules

On April 27, 2020, The Listing Committee (Listing
Committee) of The Stock Exchange of Hong Kong
Limited (the Exchange)

CENSURES:

1) Professor KAN Man Lok Paul (Paul Kan),
former executive director (ED) of Champion
Technology Holdings Limited (Champion)
(Stock Code: 92) and Kantone Holdings Limited
(Kantone) (Stock Code: 1059);

(2) Mr. KAN Kin Leung Leo (Leo Kan), former ED
of Champion and former non-executive director
(NED) of Kantone;

3) Mr. LAI Yat Kwong Fred (Mr. Lai), former ED
of Champion and Kantone;

AND CRITICIZES:

4) Ms. HA Suk Ling Shirley (Ms. Ha), former NED
of Champion and former ED of Kantone;

(5) Mr. Terry John MILLER (Mr. Miller), former
independent non-executive director (INED) of
Champion;

(6) Mr. Frank BLEACKLEY (Mr. Bleackley),
former INED of Champion and Kantone;

(7 Mr. LEE Chi Wah (Mr. Lee), former INED of
Champion; and (8) Ms. HO Mo Han, Miranda
(Ms. Ho), former INED of Kantone (together
with the directors identified above, the Relevant
Directors);

for breaching Rule 3.08(f) of the Rules
Governing the Listing of Securities on The Stock
Exchange of Hong Kong Limited (Exchange
Listing Rules);

AND STATES in the Exchange’s opinion, had Paul Kan,
Leo Kan and Mr. Lai remained in office, their retention of
office would have been prejudicial to the interests of
investors.

For the avoidance of doubt, the Exchange confirms that
the sanctions in this news release apply only to the
Relevant Directors, and not to any other past or present
members of the boards of directors (Boards) of
Champion and Kantone.

HEARING

On February 11, 2020, the Listing Committee conducted
a hearing into the conduct of the Relevant Directors in
relation to their obligations under the Exchange Listing
Rules.

FACTS
Cultural Products (Champion & Kantone)

From November 2015 to June 2016, Champion and
Kantone acquired 371 items of cultural products, the
majority of which were purportedly Tianhuang stones
(Cultural Products), with the intention of trading in such
products. According to the Group’s annual results for the
financial year ended June 30, 2016, the value of the
Cultural Products which were ready for trading was
HK$8,536,913,000, which represented approximately
92 per cent of the total assets of the Group.

There was no evidence that the Boards of Champion
and Kantone procured any professional authentication
and/or valuation of the Cultural Products prior to the
Group’s acquisition of the same. At the request of the
Group’s auditors (Auditors), experts were engaged to
assess a sample of the Cultural Products for the
purposes of the preparation of the financial statements
for the financial year ended June 30, 2017, whose
findings led to further experts being engaged to inspect
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and conduct a scientific examination of all of the Cultural
Products in 2018.

The Auditors issued disclaimer opinions for the financial
years ended June 30, 2017 and 2018, with an
impairment loss of HK$4,275,921,000 recorded in 2017,
and a further impairment loss of HK$4,222,621,000 in
2018. The impairment losses represented over 99 per
cent of the value of the Cultural Products.

AFS Investment (Champion)

From 2000 to 2003, Champion acquired shares in four
private companies incorporated outside Hong Kong
(AFS Companies). These were recorded in Champion’s
financial statements as available for-sale investments
(AFS Investment). After the departure of Paul Kan and
Leo Kan from the Board of Champion, the management
of Champion tried to establish communications with the
management of the AFS Companies, but were unable to
do so.

Champion then instructed various agents, lawyers and
private investigators to conduct searches on the current
status of the AFS Companies, who were unable to
contact or locate any of the AFS Companies using the
contact details provided by Leo Kan, who was the
director in charge of monitoring the AFS Investment.
Further, at least two of the AFS Companies were found
to be “defunct” or “struck off dissolved” as early as 2014.

The Auditors recorded a full impairment loss of the AFS
Investment in Champion’s results for the financial year
ended June 30, 2017, in the sum of HK$418,296,000.
The impairment of the AFS Investment was also one of
the bases for the Auditor’s disclaimer opinion in 2017
and 2018.

Exchange Listing Rule Requirements

Under Rule 3.08, the board of directors of an issuer is
collectively responsible for the issuer's management
and operations.

Rule 3.08 provides that the Exchange expects the
directors, both collectively and individually, to fulfil
fiduciary duties and duties of skill, care and diligence to
a standard at least commensurate with the standard
established by Hong Kong law. These duties include a
duty to apply such degree of skill, care and diligence as
may reasonably be expected of a person of his/her
knowledge and experience and holding his/her office
within the issuer (Rule 3.08(f)).

LISTING COMMITTEE’S FINDINGS OF BREACH
The Listing Committee considered the written and/or

oral submissions of the Listing Division and the Relevant
Directors and concluded as follows:

Relevant Directors’ breaches

The Listing Committee concluded that the Relevant
Directors breached Rule 3.08(f) by failing to exercise
sufficient skill, care and diligence in respect of the
acquisition of the Cultural Products, and, for Leo Kan, in
respect of the monitoring of the AFS Investment:

€) Paul Kan and Leo Kan, being the directors who
were responsible for the acquisition of the
Cultural Products, failed to conduct sufficient
due diligence and to obtain independent
authentication and/or valuations of the Cultural
Products at the time of their acquisition.

(b) Given the size of the Group’s intended
investment, Paul Kan failed to seek prior
approval of the Boards of Champion and
Kantone for the acquisition of the Cultural
Products.

(c) Mr. Lai, Ms. Ha, Mr. Miller, Mr. Bleackley, Mr.
Lee and Ms. Ho (in respect of Kantone only)
should have been aware of Champion and/or
Kantone’s increase in inventory when
considering the Group’s interim results for the
six months ended December 31, 2015, but did
not raise any queries with the respective Boards
of Champion and/or Kantone. Further, even
when Paul Kan informed the Boards of
Champion and Kantone about the possibility of
the Group’s investment in the Cultural Products,
they simply relied upon Paul Kan and Leo Kan
to deal with this investment, and did not ask for
further details, such as the amount of the
Group’s intended investment, how much
inventory the Group would acquire, the risks of
keeping such inventory, and how the Group
could ensure the authenticity and safety of the
inventory accumulated.

(d) In respect of Mr. Lai, he was an ED and the
Chief Financial Officer of Champion and
Kantone for around 20 years. As the Chief
Financial Officer, he was expected to ensure
proper accounting and internal control
(including cheque signing and other financial
controls) of Champion and Kantone and their
respective subsidiaries, particularly for the
acquisition of Cultural Products of such
magnitude. However, he failed to discharge his
responsibility.

(e) Leo Kan failed to monitor the AFS Investment,
particularly given that at least two of the AFS
Companies were struck off or became defunct
without Champion’s knowledge.
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The significant impairment losses incurred by Champion
and Kantone was caused by (i) Paul Kan and Leo Kan’s
failure to conduct sufficient due diligence on the
authenticity and value of the Cultural Products acquired
at the time of their acquisition, (ii) Paul Kan'’s failure to
seek approval from the Boards of Champion and
Kantone prior to making a very significant investment in
the Cultural Products, (iii) Mr. Lai's failure to ensure
proper accounting and internal control particularly for the
acquisition of Cultural Products of such magnitude, (iv)
the other Relevant Directors’ failure to exercise
independent judgement by raising enquiries and taking
a diligent and intelligent interest in information presented
to the Boards of Champion and Kantone, and (v) Leo
Kan'’s failure to monitor the AFS Investment.

The Listing Committee considered that the actions of
Paul Kan and Leo Kan were particularly egregious. Paul
Kan appeared to conceal from the Boards of Champion
and Kantone the fact that the Group had already
accumulated an inventory of Tianhuang stones, even
when he sought the Boards’ approval for the investment
in March 2016. Paul Kan and Leo Kan did not inform the
other Relevant Directors that the Group’s intended
trading of Tianhuang stones would involve a very
significant accumulation of inventory. Most importantly,
they did not procure any authentication of the Cultural
Products acquired by the Group to be Tianhuang stones
at the time of their acquisition.

REGULATORY CONCERN

The board of directors of a listed company is entrusted
with the company’s funds. It is imperative that directors
exercise their fiduciary duties and duties of skill, care
and diligence to a sufficiently high standard when
making investment decisions or acquiring assets on
behalf of the company. Directors must ensure that they
carry out independent and sufficient investigation and
due diligence on any potential assets to be acquired.

Where the company proposes to acquire significant
valuable assets, directors are expected to obtain a
professional valuation and take all necessary steps to
ensure that the interests of the company and its
shareholders are protected. Directors should not simply
rubber-stamp recommendations of other directors,
particularly where there are potential red-flags such as
a substantial increase in the inventory accumulated by
the company.

SANCTIONS

Having made the findings of breach stated above, the
Listing Committee decided to impose:

(D) a public censure against each of Paul Kan, Leo
Kan and Mr. Lai for breaching their obligations
under Rule 3.08(f);

(2) a public statement involving criticism against
each of Ms. Ha, Mr. Miller, Mr. Bleackley, Mr.
Lee and Ms. Ho for breaching their obligations
under Rule 3.08(f); and

) a statement that in the Exchange’s opinion, had
Paul Kan, Leo Kan and Mr. Lai remained in
office, their retention of office would have been
prejudicial to the interests of investors.
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The Stock Exchange of Hong Kong Limited Extends
Consultation Period for Consultation Paper on
Corporate WVR Beneficiaries

On April 28, 2020, The Stock Exchange of Hong Kong
Limited (the Exchange), a wholly-owned subsidiary of
Hong Kong Exchanges and Clearing Limited (HKEX),
extends the consultation period on its proposal to allow
corporate entities to benefit from weighted voting rights
(Corporate WVR Consultation) to end on Sunday, May
31, 2020.

"We have received requests for an extension to the
consultation period from a number of stakeholders who
are in the process of preparing their responses,” said
Bonnie Y Chan, HKEX's Head of Listing. "For most
individuals and organizations, the outbreak of COVID-19
has led to significant changes in their working
arrangements. The extension gives more time for all
who would like to respond to the consultation to do so."

The Corporate WVR Consultation and corresponding
questionnaire are available on the HKEX website.
Responses to the paper can be submitted by completing
and returning the questionnaire to the Exchange via
either: email; fax or post.
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Hong Kong Exchanges and Clearing Limited to
Implement Volatility Control Mechanism First Phase
Enhancements on May 11, 2020

On April 23, 2020, Hong Kong Exchanges and Clearing
Limited (HKEX) announces that it will implement the first
phase enhancements of the Volatilty Control
Mechanism (VCM) on May 11, 2020.

HKEX's VCM is designed to prevent extreme price
volatility among individual stocks and was first
introduced to the securities market in August 2016.

HKEX proposed the VCM enhancements in a
consultation paper in 2019. This followed guidance
issued by the International Organization of Securities
Commissions asking regulated markets to review and
adjust their volatility controls to ensure that they stay
relevant with respect to the latest market developments.

"The enhancement will further strengthen our stock-level
safeguards during extreme price volatility, and reflect
changes in international practice and regulatory
guidance," said HKEX's Head of Markets Wilfred Yiu.

HKEX proceeded with implementation of the first phase
of VCM enhancements after concluding that there was
substantial market support for its proposal based on the
consultation feedback.

The first phase of VCM enhancements include:

e Expanding VCM stock coverage from
constituent stocks of the Hang Seng Index and
Hang Seng China Enterprises Index (total
number of stocks at 78) to constituent stocks of
Hang Seng Composite LargeCap, MidCap and
SmallCap Indexes (total of nearly 500 stocks);
and

e Applying a tiered structure of triggering
thresholds at +10 per cent, +15 per cent, and
+20 per cent to the last traded price five minutes
ago respectively for the constituent stocks of the
three Hang Seng Composite Indexes.

Six months after the implementation of the first phase
enhancements, HKEX will conduct a review on market
operations before implementing the second phase
enhancement, which will allow multiple triggers per stock
per trading session.

HKEX has also rolled out a set of market education
materials, which include educational videos and
infographics on VCM enhancements. Further details of
the VCM can be found on the HKEX website.
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Officials from Relevant Departments of China
Securities  Regulatory ~ Commission  Answer
Questions Regarding Luckin Coffee's Accounting
and Reporting Improprieties

On April 27, 2020, officials from relevant departments of
China Securities Regulatory Commission (CSRC)
answered questions regarding Luckin Coffee's
accounting and reporting improprieties as follows:

Q: Luckin Coffee's accounting and reporting
improprieties have drawn market attention on cross-
border regulatory cooperation. Could you please
introduce the CSRC's work on cross-border cooperation?

A: After Luckin Coffee's revelation of its accounting and
reporting improprieties, the CSRC immediately stated its
firm stance against all forms of fraud by listed companies.
CSRC proactively initiated communications with the U.S.
Securities and Exchange Commission (SEC) with
regard to possible investigation into Luckin Coffee,
expressing readiness to cooperate fully with the SEC
under the International Organization of Securities
Commissions Multilateral Memorandum of
Understanding (I0OSCO MMOU). The communications
received positive response from the SEC.

The CSRC has consistently taken a positive attitude
towards cross-border regulatory cooperation and
supported enforcement actions by overseas securities
regulators against financial frauds of companies listed in
their respective jurisdictions. Pursuant to relevant cross-
border cooperation frameworks including the 10SCO
MMOU, the CSRC has in total provided audit working
papers of 23 overseas listed companies to multiple
overseas regulators, of which 14 sets were provided to
the SEC and the Public Company Accounting Oversight
Board (PCAOB). In October 2019, regulators of China
and the US also reached an agreement on transferring
audit working papers which were prepared by Hong
Kong-based accounting firms and maintained in the
Chinese Mainland. Cooperation in this regard between
the two sides has been smooth since.

In the area of listed companies auditing supervision, the
CSRC has been working tirelessly to strengthen
supervision framework and to enforce rules over
auditing firms, with a view to maintaining sound internal
quality control and audit service and boosting robust
listed company financial disclosure. In the meanwhile,
the CSRC has actively engaged in cooperation with
overseas audit oversight bodies. With respect to
PCAOB's request to enter into China to inspect PCAOB-
registered Chinese accounting firms, both sides have
been working together persistently in pursuit of a
mutually-satisfactory inspection approach. In 2013,
CSRC, the Ministry of Finance of China and PCAOB
signed an MOU on enforcement cooperation, resulting
in the provision of 4 sets of audit working papers to

PCAOB. From 2016 to 2017, the two sides conducted a
pilot inspection of one PCAOB-registered Chinese
accounting firm, where the Chinese side facilitated
PCAOB's inspection of the quality control system of the
firm and the examination by PCAOB staff of audit
working papers of three engagements by the firm. It is
fair to say that both sides had worked together
continuously to find an effective inspection approach
and achieved solid progresses.

Since 2018, the two sides have continued to
communicate with each other in order to advance
cooperation. Drawing on common international
practices of audit supervisory cooperation, the CSRC
provided for several times specific proposals to PCAOB
on conducting joint inspection of Chinese accounting
firms, the latest of which was provided on April 3, 2020.
CSRC looks forward to receiving an early response from
PCAOB and furthering the cooperation.

Overseas listing helps diversify investment options and
enhance investment returns in the host capital market. It
has already proven to bring win-win benefits. Securities
regulatory authorities of all countries share the common
responsibility of improving the quality of information
disclosure by listed companies. Deepening cross-border
regulatory and enforcement cooperation is also in line
with the common interests of global investors. With a
regulatory philosophy that features reverence for the
market, reverence for rule of law, vigilance on risks and
the primacy of investors, the CSRC has always been
and is willing to deepen cooperation with overseas
counterparts, including US regulators, to make
concerted efforts to crack down on cross-border
misconducts and protect the lawful rights and interests
of investors across the globe.
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U.S. Securities and Exchange Commission Orders
Three Self-Reporting Advisory Firms to Reimburse
Investors as Part of its Share Class Selection
Disclosure Initiative to More Than US$139 Million

On April 17, 2020, U.S. Securities and Exchange
Commission (SEC) announced settled charges against
two advisers that self-reported as part of the Division of
Enforcement’'s Share Class Selection Disclosure
Initiative, and a third adviser that self-reported within

months of the initiative's self-reporting deadline.
Including these actions, SEC has ordered more than
US$139 million to be returned to investors as part of the
initiative.

The voluntary initiative announced by the Division of
Enforcement on February 12, 2018, provided advisers
an opportunity to self-report that they had failed to fully
and fairly disclose their conflicts of interests in selecting
for their advisory clients more expensive mutual fund
share classes that paid 12b-1 fees when lower-cost
share classes were available for the clients and be
eligible for standard settlement terms that did not include
the imposition of a civil penalty. From March 11, 2019
through September 30, 2019, SEC issued orders
against 95 advisers that chose to participate in the
initiative.

“This incredibly successful initiative led to the return of
almost US$140 million to harmed investors, stopped
wrongful conduct, and highlighted the importance of an
adviser’s obligations to provide full and fair disclosures
to clients,” said C. Dabney O’Riordan, Co-Chief of the
Asset Management Unit. “We continue to actively
pursue disclosure failures that financially benefit the
adviser to the detriment of the client.”

The SEC's orders find that Merrill Lynch, Pierce, Fenner
& Smith Incorporated and Eagle Strategies LLC violated
Section 206(2) of the Investment Advisers Act of 1940,
and ordered that they are censured, that they cease and
desist from future violations, that they pay disgorgement
and prejudgment interest totaling over US$425,000 and
that they comply with certain undertakings, including
returning the money to investors.

The SEC also charged Cozad Asset Management Inc.,
which self-reported its share class selection violations to
SEC in the months following the initiative deadline. The
SEC found that Cozad failed to fully disclose the
conflicts arising from its and its associated persons’
selection of more expensive mutual fund share classes
for clients when lower-cost share classes for the same
fund were available. The SEC'’s order finds that Cozad
violated Sections 206(2) and 206(4) of the Advisers Act
and Rule 206(4)-7 thereunder, and ordered that it is
censured, that it cease-and-desist from future violations,
that it pay disgorgement and prejudgment interest
totaling over US$400,000, as well as a US$10,000 civil
penalty, and that it comply with certain undertakings,
including returning the money to investors.

Since September 2019, SEC has issued orders against
two firms that were eligible to self-reporting pursuant to
the initiative, but failed to do so - Mid Atlantic Financial
Management Inc. (ordered to pay US$1,027,002 in
disgorgement and prejudgment interest and a
US$300,000 civil penalty), and BPU Investment
Management Inc. (ordered to pay US$692,107 in
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disgorgement and prejudgment interest and a
US$235,000 civil penalty).
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U.S. Securities and Exchange Commission Files
Charges Against Praxsyn Corp. and its CEO for
COVID-19 Scam

On April 28, 2020, the U.S. Securities and Exchange
Commission (SEC) announced charges against
Praxsyn Corp. and its CEO for allegedly issuing false
and misleading press releases claiming the company
was able to acquire and supply large quantities of N95
or similar masks to protect wearers from the COVID-19
virus. The SEC previously issued an order on March 26
temporarily suspending trading in the securities of
Praxsyn.

According to the SEC’s complaint, Praxsyn, which is
purportedly based in West Palm Beach, Florida, issued
a press release on Feb. 27 stating that it was negotiating
the sale of millions of N95 masks and “evaluating
multiple orders and vetting various suppliers in order to
guarantee a supply chain that can deliver millions of
masks on a timely schedule.” On March 4, Praxsyn
issued another press release claiming it had a large
number of N95 masks on hand and had created a “direct
pipeline from manufacturers and suppliers to buyers” of
the masks. Praxsyn’s CEO Frank J. Brady was quoted
in the release as telling any interested buyers that the
company was accepting orders of a minimum of 100,000
masks. Despite these claims, according to the complaint,
Praxsyn never had any masks in its possession, any
orders for masks, or a single contract with any
manufacturer or supplier to obtain masks. After
regulatory inquiries, Praxsyn issued a third press
release on March 31 admitting that it never had any
masks available to sell.

The SEC's complaint, filed in federal court in the
Southern District of Florida, charges Praxsyn and Brady
with violating antifraud provisions of the federal
securities laws, and seeks permanent injunctive relief
and civil penalties. The SEC also seeks an officer and
director bar against Brady.

The SEC's Office of Investor Education and Advocacy
previously issued an investor alert cautioning investors
to be aware of COVID-19 scams, which has been further
updated on April 28, 2020. A summary of the alert is
provided below, and the original version can be found at:

https://www.sec.gov/oiea/investor-alerts-and-
bulletins/ia_coronavirus
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“Look Out for Coronavirus-Related Investment Scams -
Investor Alert”

The promotions often take the form of so-called
“research reports” and make predictions of a specific
“target price.”

Although false statements relating to coronavirus may
be about any company, microcap stocks may be
particularly vulnerable to fraudulent investment
schemes, including coronavirus-related scams.
Microcap stocks are low-priced stocks issued by the
smallest of companies. There is often limited publicly
available information about microcap companies’
management, products, services, and finances. This
can make it easier for fraudsters to spread false
information about the company and to profit at the
expense of unsuspecting investors.

For example, in a “pump-and-dump” scheme, promoters
“pump” up, or increase, the stock price of a company by
spreading positive, but often false, rumors. These
rumors cause many investors to purchase the stock.
Then the promoters or others working with them quickly
“dump” their own shares before the hype ends. Typically,
after the promoters profit from their sales, the stock price
drops and the remaining investors lose most of their
money.

When investing in any company, including companies
that claim to focus on coronavirus-related products and
services, investors are strongly advised to carefully
research the investment and keep in mind that
investment scam artists often exploit the latest crisis to
line their own pockets.
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New York Federal Court Orders Defendants to Pay
More Than US$595,000 for Forex Solicitation Fraud
and Misappropriation

On April 17, 2020, the Commodity Futures Trading

Commission (CFTC) announced that the U.S. District
Court for the Southern District of New York entered an
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order of consent judgment against Jason Amada and his
company Amada Capital Management LLC, both of New
York, finding they fraudulently solicited more than
US$680,000 from 18 clients to open individually
managed off-exchange foreign currency (forex)
accounts and misappropriated client funds.

The order requires the defendants to pay US$596,700
in restitution to defrauded clients and prohibits them
from engaging in conduct that violates certain provisions
of the Commaodity Exchange Act and CFTC regulations.
The order also permanently bans the defendants from
registering with the CFTC, claiming an exemption from
registration, and trading in CFTC-regulated markets.

According to the order, starting in at least October 2013
and proceeding through December 2018, the
defendants held Amada Capital Management LLC out to
the public as a commodity trading advisor and solicited
consumers to open forex trading accounts, while
simultaneously misrepresenting their forex trading
experience and profitability, among other things. The
defendants also regularly provided clients with false
account statements showing profitable trading, when the
defendants actually had engaged in only limited,
unsuccessful forex trading and used the vast majority of
client funds to make cash withdrawals or to pay for
business or personal expenses, including restaurant
meals, rent, and fantasy sports bets. Additionally, the
defendants failed to register with the CFTC as required
under the Commodity Exchange Act and Commission
regulations.

In a separate action brought by the New York State
Office of the Attorney General, Amada pleaded guilty to
felony charges of grand larceny and operating a scheme
to defraud [People v. Jason Amada, Indictment No.
3017-2018 and Superior Court Information 3046-2019
(N.Y. Sup. Ct.)]. On November 21, 2019, Amada was
sentenced to three to six years in prison.

The CFTC has issued several customer protection
Fraud Advisories that provide the warning signs of fraud,
including the Foreign Currency (Forex) Trading Fraud
Advisory, to help customers identify this sort of scam.

The CFTC also strongly urges the public to verify a
company’s registration with the CFTC before committing
funds. If unregistered, a customer should be wary of
providing funds to that entity.
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Financial Conduct Authority of the United Kingdom
Publishes Payment Protection Insurance (PPI)
Complaints Deadline Final Report

On April 24, 2020, the Financial Conduct Authority (FCA)
published its final report on the impact of the deadline
for Payment Protection Insurance (PPI) complaints. The
report highlights the outcome of the communications
campaign which ran for two years.

During that time, the campaign was recognised by 32
million people. It significantly increased consumer
awareness of the deadline, understanding of the PPI
issue and how to check or complain. The campaign also
led to 6.2 million people visiting the FCA's dedicated PPI
website and 110,000 calls to the FCA's dedicated PPI
helpline.
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In total over 32.4 million complaints about PPI have
been made to firms and so far, over GBP38 billion has
been paid in redress.

The period running up to the deadline saw an
extraordinary increase in consumer action. During the
final 14 months of the campaign, 8.9m complaints were
submitted, in comparison to 3.7 million in the first 10
months. 46.7million checking enquires were also
submitted. In August, the final month, the FCA saw
unprecedented volumes — with complaints increased to
1.4 million.

The FCA worked to ensure that firms made it easy for
consumers to check and complain about PPI,
particularly vulnerable consumers. The FCA also
engaged with industry to ensure that consumers who
acted close to the deadline did not lose out. This led to
firms allowing checking enquiries to be made right up to
the deadline and automatically converting them into
complaints, where PPl was found - even after the
deadline. Firms have so far converted over a million
complaints in this way.
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Financial Conduct Authority of the United Kingdom
Commences Civil Proceedings Against 24HR
Trading Academy Ltd in Relation to Alleged
Unauthorized Investment Advisers

On April 27, 2020, the Financial Conduct Authority (FCA)
has commenced proceedings in the High Court against
24HR Trading Academy Ltd (24HTA) and its sole director,
Mohammed Fuaath Haja Maideen Maricar.

The FCA alleges that from 2017 onwards, 24HTA and/or
Mr. Maricar have been advising on investments and
arranging deals in investments without FCA
authorization, and engaging in financial promotions
without being an authorized person or having the
promotions approved by an authorized person. The FCA
alleges alternatively that Mr. Maricar has been knowingly
concerned in 24HTA's contraventions.

24HTA/Mr. Maricar had been transmitting “trading
signals” and making other investment recommendations
to clients via WhatsApp and other social media platforms.
Clients were told that if they followed these trading
instructions, they would make significant profits.

In addition, consumers were induced to sign up with a
‘partnered’ broker to place their trades. 24HTA/Mr.
Maricar would receive sign up and other commissions
from the brokerages in addition to the monthly payments
from clients for the signals.

The FCA has secured an interim injunction stopping
these activities from continuing and freezing the
defendants’ assets up to GBP624,311 pending further
hearing.

The FCA is seeking final orders including a declaration
from the Court that the defendants carried on regulated
activities without the required FCA authorisation and
unlawfully made financial promotions as well as an order
preventing them from carrying out these activities in the
future.

The FCA will also seek a restitution order that would
distribute the defendants’ frozen assets to consumers
who suffered financial losses as a result of the alleged
breaches of the Financial Services and Markets Act.
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Source & :
https://www.fca.org.uk/news/press-releases/fca-commences-
civil-proceedings-relation-alleged-unauthorised-investment-
advisers

Australian Securities and Investments Commission
Reports on Corporate Finance Regulation — July to
December 2019

Australian Securities and Investments Commission
(ASIC) has released the final report on its oversight of
corporate finance activity between July to December
20109.

Following the release of Report 659 ASIC regulation of
corporate finance: July to December 2019 (REP 659),
ASIC will shift to providing corporate finance updates
through quarterly newsletters. This will improve
stakeholder engagement and allow for timely guidance
on regulatory issues.

REP 659 provides statistical data and relevant guidance
on ASIC's regulation of fundraising transactions,
financial reporting, mergers and acquisitions, experts,
and corporate governance issues. It discusses key
concerns arising from practices in these areas, including
conduct that warranted ASIC intervention and ASIC’s
response to transactional issues identified during the
period, and offers insights into future areas of focus.

The report also outlines measures taken in response to
COVID-19, including guidelines about AGMs and relief
measures to enable both emergency and low-doc capital
raisings. ASIC will continue to closely monitor the
evolving COVID-19 situation and provide further
updates as necessary.

Background

ASIC’s Corporations team is responsible for regulating
conduct by corporations, with a particular focus on
equity fundraising and control transactions.

As part of ASIC’s work, the team:

e conducts real time oversight of corporate finance
transactions, including control and fundraising
transactions;

e promotes good corporate governance;

e assesses applications for relief from certain parts of
the Corporations Act including the financial reporting
provisions in Chapter 2M, the takeovers provisions
in Chapter 6, and the fundraising provisions in
Chapter 6D; and

e publishes regulatory guidance, conducts targeted
surveillances of identified risk areas and conducts
deterrence activities.
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Source K& :
https://asic.gov.au/about-asic/news-centre/find-a-media-
release/2020-releases/20-093mr-asic-reports-on-corporate-
finance-regulation-july-to-december-2019/

Information in this update is for general reference only
and should not be relied on as legal advice.
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