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Hong Kong Securities and Futures Commission
Publicly Criticizes CICC Financial Trading Limited
and China International Capital Corporation Limited
for Breaches of Takeovers Code

On June 18, 2020, the Hong Kong Securities and
Futures Commission (SFC) publicly criticizes CICC
Financial Trading Limited (CICCFT) and China
International Capital Corporation Limited (CICCL) for
breaches of the Code on Takeovers and Mergers
(Takeovers Code).

In transactions related to mandatory general offers for
the H shares of Dalian Port (PDA) Company Limited and
Maanshan Iron & Steel Company Limited in 2019, China
International Capital Corporation Hong Kong Securities
Limited (CICCHKSL), which is licensed to carry out Type
1 (dealing in securities), Type 2 (dealing in futures
contracts), Type 4 (advising on securities), Type 5
(advising on futures contracts) and Type 6 (advising on
corporate finance) regulated activities under the
Securities and Futures Ordinance), and a member of the
China International Capital Corporation group (CICC
Group), was the financial adviser to the offerors.
CICCHKSL and CICCFT are wholly owned subsidiaries
of CICCL and all of them are members of CICC Group.
CICCFT and CICCL are also recognized as exempt
principal traders under the Takeovers Code. CICCFT
and CICCL therefore fell within the definition of
"associate" of the offerors in both of the offers.

CICCFT and CICCL dealt in the relevant securities of
Dalian Port and Maanshan Iron during the transactions
but failed to make timely disclosure of their dealings in

relevant securities under Rule 22 of the Takeovers Code.

Rule 22.1(a) of the Takeovers Code provides that
“[d]ealings in relevant securities by an offeror or the
offeree company, and by any associates of either of
them, for their own account during an offer period must
be publicly disclosed...". Note 5 to Rule 22 further
provides that "[d]isclosure must be made no later than
12.00 noon on the business day following the date of the
transaction...".

CICCFT and CICCL accepted that they failed to comply
with the Takeovers Code and agreed to the disciplinary
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action taken against them. In deciding the sanction, the
SFC paid considerable regard to the prompt actions
taken by CICC Group following the discovery of the
breach. The SFC also considered CICC Group’s full
cooperation and a number of measures which it has put
in place to ensure future compliance.

The disclosure obligations in the Takeovers Code are
intentionally onerous to reflect the fact that a high degree
of transparency is essential to the efficient functioning of
the market in the critical period of an offer or possible
offer for a company's shares. Timely and accurate
disclosure of information in relation to relevant dealings,
including those of advisers, plays a fundamental role in
ensuring that takeovers are conducted within an orderly
framework and the integrity of the markets is maintained.

A copy of the Executive Statement can be found in the
"Takeovers and mergers — Decisions & statements —
Executive decisions and statements" section of the SFC
website.

Case Summary

Major Background
Facts
1. An offer period commenced for
Dalian Port on 4 June 2019 when
Broadford and Dalian Port jointly
announced a possible mandatory
general offer for Dalian Port (“Dalian
Port Offer”). China International Capital
Corporation Hong Kong Securities
Limited (“CICCHKSL”) acted as the
financial adviser to Broadford, the
offeror.

2. An offer period commenced for
Maanshan Iron when it published an
announcement under Rule 3.7 of the
Takeovers Code on 2 June 2019.
Subsequently, Maanshan Iron and
Baosteel jointly announced a possible
mandatory general offer for Maanshan
Iron on 22 July 2019 (“Maanshan Iron




Offer”). CICCHKSL was the financial
adviser to Baosteel, the offeror.

3. Both CICCFT and CICCL are
recognized as exempt principal traders
(“EPT”) by the Executive under the
Takeovers Code.

Trades executed by CICCL

4. CICCL is a designated liquidity
provider of a pre-existing A-share
index-tracking exchange traded fund
(“ETF") listed on the Shenzhen Stock
Exchange (“SZSE”). In performing its
pre-existing obligations as a liquidity
provider, it creates and redeems ETF
units (“ETF Trades”). The creation of
ETF units involves the acquisition by
CICCL of a basket of underlying
securities listed on the Shanghai Stock
Exchange (“SSE") and SZSE
(“Acquisitions”) which will then be
delivered to an ETF provider in
exchange for a block of ETF units with
the same market value. Upon
unsolicited client request for redemption
of the ETF units, CICCL delivers the
ETF units to the ETF provider in return
for an equivalent basket of the
underlying securities. CICCL will then
dispose of these underlying securities in
the market (“Disposals” together with
the Acquisitions, the “ETF-related
Hedging Trades”).

5. CICCL also executed index arbitrage
activities which involved taking short
positions in an A-share index futures
product (“Index Futures Trades”) and
entering into related hedging
transactions. The hedging transactions
required acquisition of the underlying
constituent stocks of the index (“Index-
related Acquisitions”) or related ETF
units. In the case where ETF units were
acquired for hedging, when squaring its
position, CICCL might request for
redemption and disposal of the
underlying stocks afterwards (“Index-
related Disposals”, together with Index-
related Acquisitions, the “Index-related
Hedging Trades”).

Trades executed by CICCFT

6. CICCFT executed swap transactions
involving a basket of stocks which
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included the A shares of Dalian Port and
Maanshan Iron (“Swap Trades”).
CICCFT also conducted the related
delta-one hedging trades of the
underlying securities to fully hedge its
proprietary positions in the Swap
Trades by taking opposite positions in
the market through CICCHKSL as its
broker (“Swap Hedging Trades”,
together with the ETF-related Hedging
Trades and Index-related Hedging
Trades, the “Hedging Trades”).

7. CICCL and CICCFT did not make
public disclosures of the Hedging
Trades no later than 12:00 noon on the
business day following the date of each
of the Hedging Trades.

Consultation with the Executive

8. On 27 June 2019, the compliance
team of CICCHKSL consulted the
Executive about the general nature of
hedging trades in the context of the
Offers, and the applicable disclosure
requirements under Rule 22 of the
Takeovers Code. While the Derivative
Trades and the Swap Trades do not
require disclosure as they are 4 not
considered “connected with an offer”, it
became apparent then that CICCFT
and CICCL should have made requisite
disclosures of Hedging Trades in
compliance with Rule 22 of the
Takeovers Code.

9. Following its consultation with the
Executive on 27 June 2019, CICCFT
and CICCL immediately self-reported
the non-compliance with the Takeovers
Code and submitted all requisite
disclosures on 28 June 2019.

Apology by CICC Group and Actions
Taken

10. CICC Group accepts the oversight
of the disclosure obligations of CICCFT
and CICCL in respect of the Hedging
Trades and that there were
shortcomings in its  disclosure
compliance system. It has apologized
for the Rule 22 breaches and
emphasized that it takes the matter
extremely seriously as evidenced by its
prompt action to make the submissions,
the measures adopted and the fact that
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the matter was escalated to senior
levels of the CICC Group. CICC Group
also implemented or committed to
implement enhanced measures to
ensure compliance in future.

Relevant
Rules

1. Rule 22 of the Takeovers Code
requires parties to an offer and their
respective associates (as defined in the
Codes) to disclose their dealings in
relevant securities (as defined in Note 4
to Rule 22 of the Takeovers Code) of
the offeree company (and of the offeror
in a securities exchange offer)
conducted for themselves or on behalf
of clients during an offer period.

2. The definition of “associate” under
the Takeovers Code covers “any
financial and other professional
adviser... [to an offeror or the offeree
company] ... and persons controlling,
controlled by or under the same control
as the advisers...”. It also includes “any
exempt principal trader... which is
controlling, controlled by or under the
same control as the financial and other
professional adviser to [an offeror or the
offeree company]...".

3. The Takeovers Code also defines an
“exempt principal trader” as a person
who trades as a principal in securities
only for the purpose of derivative
arbitrage or hedging activities such as
closing out existing derivatives, delta
hedging in respect of existing
derivatives, index related product or
tracker fund arbitrage in relation to the
relevant securities during an offer
period.

4. The note to the definition of derivative
provides that “...it is not the intention of
the Codes to restrict dealings in, or
require disclosure of, derivatives which
have no connection with an offer...The
Executive will not normally regard a
derivative which is referenced to a
basket or index including relevant
securities as connected with an offeror
or potential offeror if at the time of
dealing the relevant securities in the
basket or index represent less than 1%
of the class in issue and less than 20%
of the value of the securities in the
basket or index...".

Analysis

1. The A shares of Dalian Port and
Maanshan Iron were underlying
constituent stocks in the ETF and the
index futures product. According to the
definition of EPT, EPTs are permitted to
execute the ETF Trades, the Index
Futures Trades and their respective
related hedging transactions
(collectively, the “Permitted Trades”)
during an offer period. As the ETF
Trades and the Index Futures Trades
(together, the “Derivative Trades”) are
trades relating to derivatives which
were referenced to a basket or index
including the relevant securities of
either Dalian Port or Maanshan Iron that
represented less than 1% of their
respective class in issue and less than
20% of their respective value of the
securities in the basket or index
(“Threshold”), the Derivative Trades
were not considered as having a
connection with the Dalian Port Offer or
the Maanshan Iron Offer (together, the
“Offers”). Therefore, no disclosure for
the Derivative Trades was required.

2. However, the ETF-related Hedging
Trades and the Index-related Hedging
Trades (collectively, the “Relevant
CICCL Trades”) were trades that
involved the underlying relevant
securities of Dalian Port and Maanshan
Iron and not derivatives that were
unconnected to the Offers. It follows
that CICCL should have made public
disclosures of the Relevant CICCL
Trades no later than 12:00 noon on the
business day following the date of each
of the Relevant CICCL Trades in
compliance with Rule 22 of the
Takeovers Code.

3. The Swap Trades were permitted
trades under the definition of EPT
involving relevant securities of Dalian
Port and Maanshan Iron with the
relevant percentages falling below the
Threshold. The Swap Trades were
therefore considered not connected to
the Offers and were exempted from the
disclosure requirements.

4. However, CICCFT should have made
timely public disclosures in respect of
the Swap Hedging Trades which
involved acquisitions or disposals of the
relevant securities of Dalian Port or




J M L

Maanshan Iron during the relevant
period.

Conclusion | The Executive publicly criticizes
CICCFT and CICCL for breaching Rule
22 of the Takeovers Code as a result of
their late disclosure of dealings in the
relevant securities in two transactions
governed by the Takeovers Code in
2019.

JML’'s comments:

The definition of derivatives under the Takeovers Codes
has no intention to restrict dealings in, or require
disclosure of, derivatives which have no connection with
an offer. The Executive will not normally regard a
derivative which is referenced to a basket or index
including relevant securities as connected with an
offeror or potential offeror if at the time of dealing the
relevant derivatives in the basket or index present below
certain threshold, say, less than 1% of the class in issue
and less than 20% of the value of the securities in the
basket or index.

Disclosures required by Rule 22 of the Takeovers Code
for dealings in certain derivatives which are not
considered as having a connection with an offer or
potential offer are not required. However, disclosures for
their related hedging activities are required. For example,
in this case, CICCL’s trades in the ETF units and index
arbitrage activities where in both cases the A shares of
Dalian Port and Maanshan Iron were the underlying
constituent stocks concerned were exempt from
disclosure requirements, since the trades were under
the threshold to be defined as connected with the offer.
However, when executing hedging trades in relation to
the ETF trades and index futures trades, these hedging
trades involved dealings of the underlying relevant
securities rather than derivatives which were exempt
from disclosure under Rule 22 of the Takeovers Code.
Similarly, CICCFT’s hedging trades in relation to the
swap transactions were also not exempt from disclosure
requirements.

Bearing this case and relevant definitions and rules in
mind, relevant parties to an offer should pay attention
and analyze the nature and circumstances of their
trading activities carefully in determining whether
disclosures under the Takeovers Code are required
during an offer period. If in doubt, the Executive should
be consulted.
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Hong Kong Securities and Futures Commission
Reprimands and Fines Guotai Junan Securities
(Hong Kong) Limited HK$25.2 million for Breaches
Relating to Anti-Money Laundering and Other
Regulatory Requirements

On June 22, 2020, the Hong Kong Securities and
Futures Commission (SFC) reprimands and fines Guotai
Junan Securities (Hong Kong) Limited (Guotai Junan)
HK$25.2 million for multiple internal control failures and
regulatory breaches in connection with anti-money
laundering, handling of third party fund transfers and
placing activities, as well as detection of wash trades
and late reporting. Guotai Junan is licensed under the
Securities and Futures Ordinance to carry on Type 1
(dealing in securities) and Type 4 (advising on securities)
regulated activities.

Third party fund transfers - Lack of proper
safeguards to mitigate the risks of money
laundering and terrorist financing in relation to third
party fund transfers

The SFC investigation found that, between March 2014
and March 2015, Guotai Junan failed to take reasonable
measures to ensure that proper safeguards were put in
place to mitigate the risks of money laundering and
terrorist financing in processing 15,584 third party
deposits or withdrawals for its clients, totaling
approximately HK$37.5 billion.

Despite red flags suggesting some of the third party fund
transfers were unusual or suspicious, and the third-party
deposits/withdrawals and the activities in some of the
clients' accounts fell within the situations which might
give rise to suspicion as set out in the Guideline on Anti-
Money Laundering and Counter-Terrorist Financing
(AML Guideline) and Guotai Junan’s internal policies,
Guotai Junan failed to adequately monitor the activities
of its clients, conduct appropriate scrutiny of the fund
transfers, identify transactions that were suspicious and
report them to the Joint Financial Intelligence Unit in a
timely manner.

Red flags revealed in a review of some of the fund
transfers include: (i) frequent fund transfers to and from
third parties that were unrelated to the client, or whose
relationship with the client was unverified or difficult to
verify; (ii) transactions which have no apparent
legitimate purpose and/or appear not to have a
commercial rationale, and/or out of the ordinary range of
services normally requested of a licensed corporation;
(i) instances where the source of funds was unclear or
not consistent with the client’s profile; (iv) unnecessary
routing of funds from/to third parties or using the account
as a conduit for transfers; and (v) large or unusual cash

settlements.

Red Flags

Examples of Guotai Junan’s
Violations

(i) Frequent fund
transfers to or
from third parties
that are
unrelated,
unverified or
difficult to verify

1. Among the 15,584 third party
deposits/withdrawals executed for
its clients, 11,501 were allegedly
made between “friends” whose
relationship was difficult to verify.
2. On a sample review of the
activities of 7 clients of Guotai
Junan (the 7 Clients), the SFC
found that there were frequent
and significant sums of monies
transferred between 61 of the 7
Clients’ accounts and third parties
who were unrelated to these
clients and/or whose identities
were unknown to Guotai Junan or
not verified by Guotai Junan.

3. In the account of 1 of the 7
Clients, there were frequent
transfers to 6 different clients of
Guotai Junan which were all of the
same amount and just below the
HK$2 million threshold which
would trigger the obligation of
Guotai Junan’s staff to report the
transfer to Guotai Junan’s
Compliance Officer and/or Money
Laundering Reporting Officer
(MLRO) under Guotai Junan’s
policies.

(i) Transactions
which have no
apparent
legitimate
purpose and/or
appear not to
have a
commercial
rationale, and/or
is out of the
ordinary range of
services

1. Although Guotai Junan’s clients
were asked to provide a reason
for the third party
deposits/withdrawals and their
relationship with the third party,
the reason or the relationship
given often lacked particulars to
enable Guotai Junan’s staff to
reasonably understand the
purpose of the fund transfers.

2. For example, “4¥3k (incoming
and outgoing)” was stated to be
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normally
requested of a
licensed
corporation

the reason for the transfers on
4,956 occasions. Although the
reason given by the clients was
vague and did not properly
explain the purpose of the
transfers, Guotai Junan accepted
these transfers without question.
3. “FB & (friend)”, “ W %
(business)”, or “ &£ =F {k
(business partner)” was usually
given as the client’s relationship
with the third party, and “if £
(repayment)”, “fF¥ 3k (incoming
and outgoing)”, “{&%k (loan)”, “&
E % &K (co-operative

investment)”, or “ B & X #%
(transfer on behalf of friend)” was
often given as the reason for the
transfers without any further
elaboration. None of the reasons
given could properly explain why
the clients had to use their
securities accounts at Guotai
Junan, which should have been
used primarily for trading in
securities, to receive or route
funds from/to third parties.

4. There were also occasions
when the client gave no details of
the third-party depositor and did
not explain the reason for using
his/her securities account to
receive the deposit. These were
also accepted by Guotai Junan
without question.

(i) Source of
funds is unclear
or not consistent
with the client’s
profile

1. The initial deposits made into
the accounts of 2 of the 7 Clients
(a total of over HK$77 million and
HK$39 million respectively) were
all from third parties who were not
clients of Guotai Junan and
whose identities were not verified
by Guotai Junan. The source of
the funds deposited into these
Clients’ accounts was also
unclear.

2. The activities in the accounts of
3 of the 7 Clients were
inconsistent with their net worth
and/or annual income as recorded
in their account opening
documentation. For example, 1 of
the 7 Clients claimed to be a “B H

& & (investor)” with an annual

income under HK$500,000 and a
net worth under HK$2,500,000.
However, Guotai Junan'’s records

show that he withdrew and
transferred a total of over HK$185
million to 4 third parties and a total
of over HK$167 million to 6 third
parties in February 2015 and
March 2015 respectively.

3. In a Withdrawal Instruction
Form regarding a transfer of over
HK$43 million from the account of
1 of the 7 Clients to a third party,
it was stated that the third party
was his “/&F (employer)”. This
was, however, inconsistent with
the information recorded in his
account opening documentation
which stated that he was a “BH

¥ ® #& (investor)” with no
indication that he was employed.

from/to

conduit
transfers

(iv) Unnecessary
routing of funds

third

parties or using
the account as a

for

The account of 1 of the 7 Clients
received a total sum of over
HK$39 million through 11
separate deposits from unverified
third parties from May 7, 2014 to
May 15, 2014, and the entire sum
was transferred to a third party on
May 16, 2014. The amount
substantially ~ exceeded that
Client's declared net worth, and
there was no securities trading in
the account between May 7 and
16, 2014. The account might have
been used as a depository
account or a conduit for transfers.

(v) Large
unusual
settlements

or
cash

On 2 consecutive trading days, 22
separate cash deposits (involving
a total of over HK$2 million) were
made into the account of 1 of the
7 Clients.

Guotai Junan also did not ensure that its policies and

procedures

regarding anti-money

laundering and

counter-financing of terrorism (AML/CFT) were properly
and effectively implemented with respect to third party
fund transfers. Specifically, the SFC found that there

were:

e a number of occasions where the reasons for the
third-party fund transfers, the relationship between
the client and the third party, and/or the identity of
the third parties were not documented and identified;

e inadequate guidance to its staff on the extent of
enquiries they had to make with clients in relation to
the third-party fund transfers;

e inadequate
laundering reporting officer to play an active role in
identifying suspicious transactions; and

procedures

requiring its money
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e inadequate communication between its operations
and compliance staff to ensure effective monitoring
of client activities.

Guotai Junan’s failures above constitute a breach of
section 5(1) of Schedule 2 to the Anti-Money Laundering
and Counter-Terrorist Financing (Financial Institutions)
Ordinance (AMLO) and paragraphs 5.1, 5.10 and 5.11
of the AML Guideline which requires a licensed
corporation to continuously monitor its business
relationship with its clients including:

(a) monitoring the activities (including cash and non-
cash transactions) of the clients to ensure that they are
consistent with the nature of business, risk profile and
source of funds;

(b) identifying transactions that are complex, large or
unusual or patterns of transactions that have no
apparent economic or lawful purpose and which may
indicate money laundering and/or terrorist financing;

(c) making relevant enquiries, examining the
background and purpose, including where appropriate
the circumstances, of the transactions;

(d) reporting suspicious transactions to the JFIU in a
timely manner; and

(e) documenting the findings and outcomes of its
examinations in writing to assist the relevant authorities.

Failure to ensure that Guotai Junan’s AML/CFT policies
and procedures were properly and effectively
implemented

In addition, Guotai Junan processed 5,406 third party
deposits from July 2015 to June 2016 without always
documenting the identity of the depositors, their
relationship with the account holders, and the reasons
for these third-party deposits, contrary to the firm’s
written policies and procedures.

Although Guotai Junan had AML/CFT policies which
covered the handling of third-party deposits/withdrawals
at the material time, the SFC found that Guotai Junan
did not have appropriate measures in place to ensure
that such policies and procedures would be properly and
effectively implemented:

Guotai Junan’s | Actual Implementation Situations
policies
Guotai Junan’s | However, the activities in most of

staff was | the 7 Clients’ accounts were not
required under | brought to the Compliance
its policy to report | Officer/MLRO’s attention. There
suspicious did not appear to be any

transactions to
the Compliance
Officer or the
MLRO.

monitoring by senior
management on how Operations
staff assessed whether a
particular transaction was
suspicious. The Head of
Operations would only randomly
review the clients’ third-party
deposit/withdrawal instructions
and check if the forms were
completed properly.

Operations  staff
was required
under Guotai
Junan’s policy to
enquire with the

clients the
reasons for the
third party
transfers and the
relationship

between the

client and the
third party, and
document the
reasons in the
Third Party Fund
Deposit
Instruction or the
Withdrawal
Instruction Form.

The SFC's investigation into the
third-party transfers during March
2014 to March 2015 shows that:

a. Guotai Junan did not provide
adequate guidance to its staff on
the extent of enquiries they had to
make with clients about the
reasons for the transfers and their
relationship with the third parties.
b. There were a number of
occasions where the reasons for
the third party
deposits/withdrawals, the
relationship between the client
and the third party and/or the
identity of the third parties were
not documented and such
omissions were not identified by
the Head of Operations during his
random review.

c. In relation to third party
withdrawals, it was specifically
stated in the Withdrawal
Instruction Form that if the
beneficiary was a third party, the
withdrawal instruction would not
be processed unless the client's
relationship with the third party
and the reason for the third party
to receive the funds were set out
in the form. It was found that this
requirement was not
implemented by Guotai Junan in
practice, as there were occasions
when third party withdrawals
were approved even when the
requisite information was not
provided by the clients.

d. In relation to third party
deposits, although Guotai
Junan’s policy requires its
Operations staff to use a “Third
Party Fund Deposit Instruction” to
document the reason for the
deposits and the relationship
between the client and the third
party, such a form was not used
by Operations staff in practice to
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record their enquiries with the
clients about the deposits. The
reasons for the deposits were
usually just briefly written on the
deposit slips.

Guotai Junan’s records for the
third-party deposits during July to
December 2015 show that of the
4,034 third party deposits
between July and December
2015, the identity of the depositor
for 527 third party deposits was
missing; and the depositor's
identity, the customer’s
relationship with the depositor
and the reason for the deposits
were all missing in at least 13
third party deposits.

Guotai Junan’s | Of the 1,372 third party deposits

policies and | between January and June 2016,

procedures says
all third party
deposits made
though transfers,

97 of them were made through
bank transfers or cheques,
contrary to Guotai Junan’s
policies and procedures effective

remittances, or | at the material time.
cheques  were
not accepted.
The guidance | The guidance was not reflected in
provided by | Guotai Junan’s policies. There
Guotai Junan in | were no measures in place to
its AML/CFT | ensure that this was implemented
training to its staff | in practice.

that the firm did
not accept “Bi&

(friend)” as a

proper
explanation  for
third party
transfers

It further failed to identify that two deposits totaling
HK$38.2 million for a share subscription in December
2015 did not come from the relevant client but a third
party, nor did it have written procedures for the
identification of third party deposits until around
September 2016.

The written policies and procedures of Guotai Junan
before September 2016 only provided for steps to be
taken if third party deposits were identified. There were
no procedures to identify third party deposits and the
identity of the depositor was not checked.

Guotai Junan claimed that after January 1, 2016, the
cheque copy would be obtained for a cheque deposit
from a high risk customer or if it was over a certain

amount to determine if the deposit was from a third party.

However, it was not until around September 2016 that
Guotai Junan had procedures to a similar effect set out
in its written policies, but which only stated that
Operations staff should ensure that the cheque issuer is
the same as the account holder for cheque deposits, and
that the remitter is the same as the account holder for
bank transfers.

Guotai Junan’s failures above constitute a breach of
section 23 of Schedule 2 to the AMLO and paragraph
2.1 of the AML Guideline which require a licensed
corporation to take all reasonable measures to ensure
that proper safeguards exist to mitigate the risks of
money laundering and terrorist financing, and to prevent
a contravention of any customer due diligence and
record-keeping requirements under the AMLO. To
ensure compliance with this requirement, a licensed
corporation should implement appropriate internal
AML/CFT policies, procedures and controls.

Guotai Junan’s failure to identify third party deposits,
which may potentially be suspicious transactions, also
breached paragraph 5.1 of the AML Guideline.

In view of Guotai Junan’s above failure to comply with
relevant provisions of the AMLO and the AML Guideline,
Guotai Junan also failed to comply with General
Principle 7 and paragraph 12.1 of the Code of Conduct
for Persons Licensed by or Registered with the
Securities and Futures Commission (Code of Conduct),
which require licensed corporations to comply with, and
implement and maintain measures appropriate to
ensuring compliance with, all regulatory requirements
applicable to the conduct of their business activities.

Failures in relation to the Listed Company’s placing
activities

While acting as the placing agent for the global offering
of a Hong Kong-listed company’s shares between
December 2015 and January 2016, Guotai Junan failed
to take reasonable steps to ascertain whether the clients’
subscription applications were consistent with its
knowledge of their background and source of funds, and
make appropriate enquiries when there were grounds
for suspicion.

Failure to conduct proper enquiries and sufficient
scrutiny on third party deposits

In particular, the funds used by five clients to subscribe
for HK$28.8 million worth of the listed company’s shares
were deposited by the same third-party into the
respective client accounts in amounts far exceeding
their self-declared net worth.

The third party deposits appear unusual and suspicious
in light of the following circumstances: (a) the 5 Placees
applied to open securities accounts with Guotai Junan

10
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on the same day; (b) the 5 Placees all lived in Zhejiang
Province and their employment, annual income and net
worth as declared in their account opening forms were
identical; (c) the 5 deposits amounting to
HK$29,103,610 were transferred from the same third
party company to the bank account of Guotai Junan on
the day after the accounts of the 5 Placees were opened
with Guotai Junan; (d) the Transfer Instructions were
sent to Guotai Junan from unknown sender(s) via 2
facsimiles within a short period of time; (e) the Transfer
Instructions contained similar handwritten notes and
were not signed by the 5 Placees; and (f) the amount of
the third party deposit received by each of the 5 Placees
substantially exceeded the annual income and net worth
as declared in their respective account opening forms.

Failure to conduct proper enquiries and sufficient
scrutiny on the 5 Placees’ subscriptions

Despite such red flags, Guotai Junan did not take
reasonable steps to verify the ultimate beneficial owners
of the clients’ accounts and their source of funds, nor
make appropriate enquiries to ascertain whether the
clients were independent of the listed company. In the
end, three of the five placees, who were allotted 11% of
the listed company’s shares of the total placing under
the international tranche, turned out to be the listed
company’s employees. While pursuant to paragraph 7
of Appendix 6 (Placing Guidelines for Equity Securities)
to the Rules Governing the Listing of Securities on The
Stock Exchange of Hong Kong Limited, not more than
10% of the total placing may be offered to employees or
past employees of the applicant.

Based on the above circumstances, Guotai Junan has
failed to: (a) diligently monitor the 5 Placees’ activities to
ensure that they were consistent with its knowledge of
the 5 Placees; (b) take steps to ensure that the
information of the 5 Placees obtained during account
openings was up-to-date and relevant given the
mismatch between the 5 Placees’ declared net worth
and their subscription amounts; and (c) make
appropriate enquiries to address the risks associated
with the 5 Placees’ subscription applications and take all
reasonable steps to establish the true and full identity of
the 5 Placees and their financial situation in light of the
red flags mentioned above.

Guotai Junan’s failures above constitute a breach of:

(a) General Principle 2 of the Code of Conduct, which
requires a licensed corporation to act with due skill, care
and diligence, in the best interests of its clients and the
integrity of the market in conducting its business
activities;

(b) paragraph 5.1 of the Code of Conduct, which
requires a licensed corporation to take all reasonable
steps to establish the true and full identity of each of its

clients, and of each client's financial situation,
investment experience, and investment objectives;

(c) paragraph 4.7.12 of the AML Guideline, which
requires a licensed corporation to take steps from time
to time to ensure that the client information that has been
obtained for the purposes of complying with the client
due diligence and record-keeping requirements are up-
to-date and relevant; and

(d) section 5(1) of Schedule 2 to the AMLO and
paragraphs 5.1, 5.10 and 5.11 of the AML Guideline.

Failure to detect wash trades and late reporting

The SFC further found that Guotai Junan failed to detect
590 potential wash trades in a timely manner between
January 2014 and July 2016 due to a lack of adequate
written trade monitoring procedures or guidelines and
technical failures of its transaction pattern monitoring
system.

However, despite becoming aware in July 2016 of 210
potential wash trades which could not be detected in a
timely manner as a result of the system failure, Guotai
Junan did not report these 210 trades to the SFC until
seven months later in February 2017.

The above-mentioned findings led the SFC to come to
the view that Guotai Junan’s conduct failed to comply
with regulatory requirements under the Anti-Money
Laundering and Counter-Terrorist Financing (Financial
Institutions) Ordinance, the Guideline on Anti-Money
Laundering and Counter-Terrorist Financing, the
Internal Control Guidelines and the Code of Conduct.

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

e there were multiple AML/CFT related failures and
Guotai Junan was handling a substantial number or
amount of third-party fund transfers;

e Guotai Junan'’s failures in complying with AML/CFT
requirements lasted for an extensive period of time,
including its failure to put in place written procedures
to identify third party deposits from September 2009
- when the Prevention of Money Laundering and
Terrorist Financing Guidance Note came into effect
- to around September 2016;

e while the failures in the transaction pattern
monitoring system were primarily attributable to the
third-party vendor, Guotai Junan failed to detect
wash trades for more than two years and around
590 potential wash trades were not detected;
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e the SFC has sent a clear message in previous
disciplinary cases that licensed corporations are
required to report misconduct to the SFC
immediately upon discovery of such misconduct;

e a strong message is necessary to deter similar
misconduct;

e Guotai Junan has taken prompt remedial measures
to rectify the deficiencies in its trade monitoring
system and procedures once identified, and has
proactively enhanced its policies and procedures in
relation to AML/CFT; and

e in resolving the SFC’s concerns, Guotai Junan
undertook to provide the SFC with a report prepared
by an independent reviewer within 12 months
confirming that all the identified concerns were
properly rectified.

"The disciplinary action against Guotai Junan for serious
systemic deficiencies and failures across its internal
controls should serve as a stark reminder to licensed
corporations the importance of having adequate and
effective safeguards in place to mitigate the real risk of
becoming a conduit to facilitate illicit activities, such as
money laundering, when exposed to potentially
suspicious transactions," said Mr Thomas Atkinson, the
SFC’s Executive Director of Enforcement.
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Hong Kong Securities and Futures Commission
Bans Former Responsible Officer of Guosen
Securities (HK) Brokerage Company, Limited for 12
Months for Failure to Discharge Duties as A
Responsible Office and Senior Management
Member

On June 23, 2020, the Hong Kong Securities and
Futures Commission (SFC) prohibited Ms Joanna Chu
Lai Wa (Chu), former responsible officer (RO), director
and head of dealing of Guosen Securities (HK)
Brokerage Company, Limited (Guosen) from re-entering
the industry for 12 months from 23 June 2020 to 22 June
2021. Chu was licensed under the Securities and
Futures Ordinance and approved as an RO of Guosen
in respect of its Type 1 (dealing in securities) and Type
4 (advising on securities) regulated activities between 26
February 2010 and 20 February 2019, and in respect of
its Type 2 (dealing in futures contracts) and Type 5
(advising on futures contracts) regulated activities
between March 14, 2011 and February 20, 2019. Chu is
currently not licensed by the SFC.

The disciplinary action follows the SFC’s sanctions
against Guosen over its failures to comply with anti-
money laundering (AML) and counter financing of
terrorism (CFT) regulatory requirements when handling
third party fund deposits between November 2014 and
December 2015. Guosen was reprimanded and fined
HK$15.2 million by the SFC in February 2019.

The SFC found that Guosen’s breaches were
attributable to Chu’s failure to discharge her duties as a
RO and a member of Guosen’s senior management.
General Principle 9 of the Code of Conduct for Persons
Licensed by or Registered with the SFC (Code of
Conduct) requires the senior management of a licensed
corporation to bear primary responsibility for ensuring
the maintenance of appropriate standards of conduct
and adherence to proper procedures by the firm.
Paragraph 14.1 of the Code of Conduct further provides
that the senior management of a licensed corporation
should properly manage the risks associated with the
firm’s business.

Guosen’s internal control deficiencies in relation to third
party deposits were brought to the attention of its senior
management - including Chu - by its staff in 2013.
However, Chu deemed that the matter was irrelevant to
her and did not take any steps to ensure that the
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deficiencies were rectified. Her inaction contributed to
Guosen’s failure to put in place adequate AML/CFT
internal controls during the material time.

Chu also received records of third-party deposits from
Guosen’s then head of settlement from time to time.
Those records showed that, contrary to Guosen’s
purported policy to discourage third party deposits, it
processed a significant number of third-party deposits
for its clients. However, Chu did not take any action and
did not escalate the matter to her supervisor or other
members of Guosen’s senior management, despite the
substantial amount of third-party deposits received.

Apart from turning a blind eye to the money laundering
and terrorist financing (ML/TF) risks associated with
third party deposits, Chu also failed to ensure that
Guosen’s staff adhered to the procedures for assessing
clients’ ML/TF risks by documenting the process as
required by Guosen’s compliance manual in her
capacity as one of the approvers of account opening
applications.

The SFC considers that Chu’s conduct fell short of the
standard required of her as a RO for a licensed
corporation.

In deciding the disciplinary sanction, the SFC took into
account all relevant circumstances, including that
Guosen’s regulatory breaches were serious and Chu’s
otherwise clean disciplinary record.

Chu, who had applied to the Securities and Futures
Appeals Tribunal (SFAT) for a review of the SFC's
decision, was granted leave to withdraw her application
on June 23, 2020 by the SFAT and ordered to pay the
SFC’s legal costs.
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Hong Kong Exchanges and Clearing Limited to
Launch New Sustainable and Green Exchange

On June 18, 2020, Hong Kong Exchanges and Clearing
Limited (HKEX) announced plans to launch the HKEX
Sustainable and Green Exchange, ‘STAGE'. This
pioneering new information platform is the first-of-its kind
in Asia, and will act as a central hub for data and
information on sustainable and green finance
investments in the region.

STAGE will promote the visibility, transparency, and
accessibility of sustainable and green finance across
asset class and product type. It will provide investors
with access to a comprehensive database of sustainable
and green investment options that are available on Hong
Kong’s securities markets. It will also act as a valuable
education and advocacy platform, promoting knowledge
sharing and stakeholder engagement in sustainable
finance.

In its initial phase, STAGE will be home to a repository
of information on sustainability, green and social bonds
and ESG-related Exchange Traded Products listed on
HKEX. Issuers with products that meet international
standards or principles and provide post-issuance
reports annually are invited to join STAGE without the
need to pay any fees and to display their products on the
platform. The online repository will be launched as early
as later this year.

HKEX will further develop the platform in response to the
evolving market landscape, and over time will consider
expanding its coverage to introduce more asset classes
and product types, such as derivative products linked to
relevant sustainability or environmental, social, and
governance indices, as well as other sustainable and
green financial products.
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U.S. Financial Regulators Modify Volcker Rule

On June 25, 2020, five federal regulatory agencies (U.S.
Securities and Exchange Commission, Commodity
Futures Trading Commission, Federal Deposit
Insurance Corporation, Office of the Comptroller of the
Currency and Federal Reserve Board) finalized a rule
modifying the Volcker rule’s prohibition on banking
entities investing in or sponsoring hedge funds or private
equity funds—known as covered funds. The final rule is
broadly similar to the proposed rule from January.

The Volcker rule generally prohibits banking entities
from engaging in proprietary trading and from acquiring
or retaining ownership interests in, sponsoring, or having
certain relationships with a hedge fund or private equity
fund.

The final rule modifies three areas of the rule by:

e Streamlining the covered funds portion of rule;

Addressing the extraterritorial treatment of certain
foreign funds; and

e Permitting banking entities to offer financial services
and engage in other activities that do not raise
concerns that the Volcker rule was intended to
address.

The rule will be effective on October 1, 2020.
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U.S. Securities and Exchange Commission Charges
Insurance Company and Former CFO With Faulty
Loss Reserves Disclosures

On June 17, 2020, the U.S. Securities and Exchange
Commission (SEC) charged international insurance
company AmTrust Financial Services Inc. and its former
CFO Ronald E. Pipoly Jr. with failing to disclose material
facts about how the company estimated its insurance
losses and reserves. They have agreed to pay a
combined US$10.5 million to settle the charges.

According to the SEC’s complaint, AmTrust and Pipoly
failed to properly disclose the company’s process for
reporting management’s best estimate of loss reserves
in its filings with the SEC. The complaint alleges that
AmTrust and Pipoly disclosed the company’s general
actuarial process for estimating loss reserves, but failed
to disclose that Pipoly made consolidated accounting
adjustments that did not properly consider the actuarial
analyses and diverged from the company’s actuarial
estimates. The complaint further alleges that AmTrust
failed to disclose the specific factors or assumptions
supporting Pipoly’s judgmental adjustments and failed to
maintain sufficient supporting documentation for
management’s best estimate. Further, AmTrust and
Pipoly allegedly failed to disclose the loss contingencies
created by Pipoly’s judgmental adjustments to the
company’s historical experience. According to the
complaint, by the end of 2015, Pipoly’s total adjustments

exceeded US$300 million and impacted all AmTrust's
reporting segments.

“Disclosures regarding an insurance company’s loss
reserve process allow investors to judge the reliability of
the company’s numbers,” said David Peavler, Director
of the SEC’s Fort Worth Regional Office. “As we allege,
AmTrust never disclosed that Pipoly repeatedly deviated
from the reserving processes described in the
company’s fiings and changed the company’s
actuarially determined reserves estimates.”

The SEC’s complaint, filed in federal court in the
Southern District of New York, charges AmTrust and
Pipoly with violating Section 17(a)(2) and (3) of the
Securities Act of 1933, and violating or aiding and
abetting violations of the reporting, recordkeeping, and
internal controls provisions of the federal securities laws.
Without admitting or denying the SEC's allegations,
AmTrust and Pipoly have agreed to permanent
injunctions against future violations of these provisions
and to pay penalties of US$10.3 million and US$75,000,
respectively. Pipoly has also agreed to disgorge
US$140,000 and pay US$22,499 in prejudgment
interest. The settlements with AmTrust and Pipoly are
subject to court approval.
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U.S. Securities and Exchange Commission
Emergency Action Halts Cryptocurrency Offering
Fraud

On June 19, 2020, the U.S. Securities and Exchange
Commission (SEC) announced that it filed an
emergency action and obtained a temporary restraining
order and asset freeze against two Pennsylvania-based
brothers and three entities they control to stop an
offering fraud and the misappropriation of investor
proceeds.

According to the SEC's complaint, from at least July
2019 through May 2020, brothers Sean Hvizdzak and
Shane Hvizdzak offered securities in a private fund that
purported to invest in digital assets by misrepresenting
fund performance, fabricating financial statements, and
forging audit documents. For example, the complaint
alleges that the Hvizdzaks misrepresented in marketing
materials that the fund earned 100.77% and 92.90% on
its investments during the third and fourth quarters of
2019, when in fact the fund actually lost money in those
quarters. In addition, the SEC alleges that the brothers
diverted tens of millions of U.S. dollars from the fund to
personal accounts at banks and digital asset trading
platforms, and then transferred the assets on multiple
blockchains to themselves and others.
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U.S. Securities and Exchange Commission Charges
Issuer, CEO, and Lobbyist with Defrauding Investors
in AML BitCoin

On June 25, 2020, the U.S. Securities and Exchange
Commission (SEC) charged NAC Foundation, its Chief
Executive Officer Marcus Andrade, and political lobbyist
Jack Abramoff with conducting a fraudulent,
unregistered offering of AML BitCoin, a digital asset
security the defendants claimed was a new and
improved version of bitcoin.

The SEC alleges that NAC Foundation raised at least
US$5.6 million from more than 2,400 investors by selling
tokens that could later be converted to AML BitCoin.
According to the SEC’s complaints, NAC and its CEO
portrayed AML BitCoin as superior to the original bitcoin,
with anti-money laundering, anti-terrorism, and theft-
resistant technology built into the coin on NAC’s own
“privately regulated public blockchain.” The SEC's
complaints allege that in reality none of the touted
capabilities existed and the development of AML BitCoin
and its blockchain was in the very early stages.

According to the SEC, NAC and Andrade falsely claimed
that multiple government agencies were negotiating to
use AML BitCoin, and Abramoff and Andrade falsely
claimed that they were on the verge of advertising AML
BitCoin during the Super Bowl in an effort to create
interest in the offering, despite NAC being unable to
afford the cost of the ad. Abramoff also allegedly
arranged for NAC to pay for purportedly independent
articles about AML BitCoin that included many of the
misleading statements. The SEC further alleges that
Andrade directed a market manipulation strategy to
boost the token’s trading volume and price and diverted
approximately US$1.1 million from the offering for his
personal use.

The U.S. Attorney’s Office for the Northern District of
California announced parallel criminal actions against
Andrade and Abramoff, charging Andrade with wire
fraud and Abramoff with conspiracy to commit wire fraud
and lobbying disclosure violations.

The SEC’'s complaints, filed in the Northern District of
California, charge NAC, Andrade, and Abramoff with
violating the antifraud and securities registration
provisions of the federal securities laws, and also charge
Abramoff with broker-dealer registration violations. The
SEC seeks permanent injunctions, disgorgement, and
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civil penalties, as well as injunctions prohibiting NAC and
Andrade from participating in future securities offerings,
and barring Andrade from serving as a public company
officer or director. Abramoff has agreed to a settlement
imposing permanent and conduct-based injunctions,
officer-and-director, industry, and penny stock bars,
disgorgement of the US$50,000 in commissions he
received, plus prejudgment interest of US$5,501, and
reserves the issue of civil penalties for further
determination by the court upon motion of the SEC. The
settlement is subject to court approval.

The SEC's Office of Investor Education and Advocacy
and the Enforcement Division’s Retail Strategy Task
Force encourage investors who are considering
investing in ICOs and digital assets to learn more on
Investor.gov.
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Lenders Win Cayman Islands Court Order Seeking
to Wind Down Entities Controlled by the Family of
Luckin Coffee Inc. Chairman Lu Zhengyao

On June 16, 2020, lenders led by Credit Suisse Group
AG have won a Cayman Islands court order seeking to
wind down entities controlled by Luckin Coffee Inc’'s
Chairman Lu Zhengyao and his family in order to
recover US$324.1 million of outstanding indebtedness.

The debt arose out of a loan facility agreement in
September 2019, under which the lenders provided
US$533 million as a loan facility secured by Luckin's
shares.

Liquidation orders have been given to the two
shareholder entities of Luckin, Primus Investments Fund
and Mayer Investments Fund, which are ultimately
controlled by Lu’s family. The court found an absence of
credible evidence supporting that the two entities had
the capacity to repay the debts within reasonable time,
and thus rejected their request to drop the petition so as
to allow them to repay the debts through refinancing or
selling assets.

Since early May 2020, as the internal investigation on
Luckin's case continued, the company’s former CEO,
Jenny Zhiya Qian, and former COO, Jian Liu, were
terminated from their positions. Luckin’s shares
plummeted over 80% since the disclosure of financial
fraud and its trading on the Nasdaq Stock Market
(Nasdaq) was suspended since April 7, 2020. On May
15, Nasdag issued a delisting notice to Luckin.

Luckin's case illustrates what may happen if a listed
company is found to involve misconduct. Not only could
the persons in charge be removed from their positions,
the controlling shareholder may lose its shares, and the
company’s shares may face significant risks of
devaluation and being delisted.
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China Securities Regulatory Commission Releases
Arrangements for the Reform of the ChiNext Board
and the Pilot Project of the Registration-Based IPO
System

On June 12, 2020, the China Securities Regulatory
Commission (CSRC) released the Administrative
Measures on IPO Registration on the ChiNext Market
(For Trial Implementation) (“ChiNext IPO Measures”),
the Administrative Measures on Securities Issuance and
Registration for Listed Companies on the ChiNext
Market (For Trial Implementation) (“ChiNext Refinancing
Measures”), the Measures for Continuous Supervision
of Listed Companies (For Trial Implementation)
(“ChiNext Continuous Supervision Measures”), and the
Administrative Measures on Sponsorship for Securities
Issuance and Listing (“Sponsorship Measures”), all of
which came into effect on the same day.

There are seven chapters and 75 articles in the revised
ChiNext IPO Measures. The main contents include: first,
streamlining and optimizing the conditions for the initial
public offering of stocks on the ChiNext, transforming the
matters that can be judged by investors in the issuance
conditions into more stringent information disclosure
requirements, and emphasizing on grasping the legal
compliance and financial regulatory issues of the
company according to the principle of materiality;
second, formulating institutional arrangements for the
registration procedure, to achieve the acceptance and
review of the entire process of electronic and full process
disclosure, reduce the burden on enterprises, and
improve the transparency of the review; third,
strengthening information disclosure requirements,
strictly implementing the responsibility of issuers and
other relevant parties in information disclosure, and
formulating differentiated information disclosure rules in
terms of the characteristics of ChiNext enterprises;
fourth, clarifying on the basic rules of market-oriented
issuance and underwriting, and stipulating that pricing
methods, investor quotation requirements, and the
maximum quotation rejection ratio should also comply
with the relevant regulations of Shenzhen Stock
Exchange; fifth, enhancing  supervision and
management and legal responsibilities, and increasing
accountability for violations of laws and regulations by
issuers, intermediaries, and other market entities.

There are seven chapters and 93 articles in the revised
ChiNext Refinancing Measures. The main contents
include: first, clarifying the scope of application to
include the listed companies issue of shares, convertible
corporate bonds, depository receipts and other
securities; second, streamlining and optimizing the
issuance conditions, distinguishing between issuance to
unspecified objects and issuance to specific objects, and
establishing different financing conditions for different
types of securities; third, clarifying the issuance and
listing review and registration procedures (review period
of the Shenzhen Stock Exchange being two months, and
the registration period of the China Securities
Regulatory Commission being 15 working days), and at
the same time, establishing simple procedures for “small
and fast” financing; fourth, strengthening the information
disclosure requirements, requiring targeted disclosure of
business model, corporate governance, development
strategy and other information to fully reveal the risk
factors that may have a significant adverse impact on
the company’s core competitiveness, operating stability,
and future development; fifth, formulating special
regulations for issue and underwriting, and special
arrangements for the issue price, pricing date, lock-up
period, and the conversion period, conversion price, and
transaction method of convertible bonds; sixth,
strengthening supervision and management and legal
responsibilities, and increasing accountability for
violations of laws and regulations by listed companies,
intermediaries, and other market entities.
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The revised ChiNext Continuous Supervision Measures
contains a total of 35 articles. The main contents include:
first, clarifying the principles of application that ChiNext
companies shall abide by the general regulations on the
continuous supervision of listed companies, except as
otherwise stipulated; second, clarifying the relevant
requirements of corporate governance and formulating
special arrangements for companies with special voting
shares; third, establishing a targeted information
disclosure system to strengthen industry positioning and
disclosure of risk factors, and to highlight the information
disclosure responsibilities of key minority shareholders
such as controlling shareholders and actual controllers;
fourth, clarifying the shareholding reduction
requirements and appropriately extending the lock-up
period of the holding shareholders, actual controllers,
and directors and supervisors of unprofitable enterprises;
fifth, improving the major asset restructuring system,
clarifying the implementation of the registration system
for the issuance of shares involved in the merger and
reorganization of ChiNext listed companies, and
stipulating the asset requirements for restructuring; sixth,
adjusting the equity incentive system, expanding the
range of personnel that can be the target of incentives,
relaxing the price restrictions on restricted stocks, and
further simplifying the procedures for granting restricted
stocks.

The main revised contents of the Sponsorship Measures
include: first, maintaining coordination with the new
Securities Law, adjusting the relevant provisions of the
audit procedures, and improving the management of
sponsor representatives; second, implementing the
reform requirements of the ChiNext registration system,
clarifying the relevant requirements of the issuer, its
controlling shareholders, and actual controllers to
cooperate with the sponsorship work, refining the
intermediary agency'’s practice requirements, urging the
intermediary agencies to hold their responsibilities and
work together to check the quality of the sponsorship;
third, strengthening the internal control requirements of
sponsors, including sponsoring business into the
company’s overall compliance management and
comprehensive risk management, and promoting the
industry’s spontaneous formation of compliance
development, endogenous driving force and self-
restraint; fourth, increasing accountability with
diversified types of regulatory measures and increased
cost of laws and regulations violations and non-
compliance.
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Shenzhen Stock Exchange Optimizes the System of
Continuous Regulatory Rules for the ChiNext Board

On June 12, 2020, according to the overall
arrangements for the reform of the ChiNext Board and
the pilot project of the registration-based IPO system,
Shenzhen Stock Exchange (SZSE) revised and
released the Rules Governing the Listing of Shares on
the ChiNext of Shenzhen Stock Exchange (“Rules
Governing the Listing of Shares”) and the Guidelines for
the Standard Operation of Listed Companies on the
ChiNext Board (“Guidelines for Standard Operation”),
and formulated and issued a series of business handling
guides, to promote the reform of basic regulations
concerning the ChiNext Board, to implement the new
Securities Law and further refine the system of
continuous regulatory rules with the Rules Governing
the Listing of Shares at its core.

Streamlining the system and establishing a simple,
efficient system of rules

Making overall arrangements and optimizing the system.
According to the new Securities Law and the Measures
for Continuous Regulation of Listed Companies on the
ChiNext Board (Trial), SZSE did a good job in abolishing,
revising and formulating relevant business rules for
continuous regulation of the ChiNext Board. SZSE
revised the Rules Governing the Listing of Shares and
the Guidelines for Standard Operation, abolished 14
rules including the Memo of Information Disclosure,
released seven business handling guides, and
established a simple, efficient system of regulatory rules
with the Rules Governing the Listing of Shares at its core,
the Guidelines for Standard Operation and guidelines for
information disclosure as its trunk, and business
handling guides as its supplements that has a clear

structure and adapts to the requirements of innovation-
oriented development.

Defining positioning and giving play to synergy. The
Rules Governing the Listing of Shares is the basic
business rules for continuous regulation of the ChiNext
Board that cover listing, continuous supervision,
corporate governance, information disclosure, delisting,
etc. The Guidelines for Standard Operation has further
made clear the code of conduct of the “critical minority”
such as directors, supervisors, senior management,
controlling shareholders and de facto controllers, as well
as specific regulatory requirements on important issues
such as information disclosure management,
management of raised funds, financial aid and
guarantee. Business handling guides place emphasis
on the standardization of the handling procedures of
information disclosure business of listed companies and
aim to become an *“all-in-one book” for business
operations.

Rationalizing the relationship and giving priority to
urgent needs. Based on years of regulatory practices of
the ChiNext Board, SZSE absorbed and incorporated
part of relatively mature provisions and requirements in
the Guidelines for Standard Operation into the Rules
Governing the Listing of Shares; added partial
requirements of the memo into the Guidelines for
Standard Operation, and adjusted such content as
standard business handling and information disclosure
operations and added it into the business handling
guides. According to the principle of giving priority to
urgent needs, seven business handling guides, namely,
guides on handling of information disclosure business,
matters concerning disclosure of periodical reports,
lifting of restrictions on restricted shares, general
meeting, stock ownership incentive, format of
information disclosure notices and tender offer. Later,
relevant rules on refinancing business will be further
revised or formulated according to the requirements of
upper rules.

Keeping up with the times and improving the system of
continuous requlatory rules

Optimizing listing conditions with easy entrance and
strict exit and improving the delisting mechanism. First,
SZSE cleared the “entrance”, formulating more
diversified, richer listing conditions that allow enterprises
that haven't realized profit yet, red chip enterprises and
enterprises with a special equity structure to be listed on
the ChiNext Board, adapt to the listing demands of
innovation-oriented enterprises and startups in different
growth stages and of different types and expand market
coverage and inclusiveness. Second, SZSE strictly
guarded the “exit”, enriching and refining delisting
indicators. Net profit is the result after deducting non-
recurring gains and losses, and the indicator of
operating income is combined to precisely clear shell
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companies that do not have sustainable operation ability;
delisting indicators concerning market capitalization
were added and trading-related indicators were refined
to give full play to the function of market-oriented
delisting; the delisting process was optimized, listing
suspension and listing resumption were cancelled, the
delisting transitional period for trading-related delisting
was removed. The suspension time point for compulsory
delisting in the event of a severe violation was
postponed and the “escape period” was cancelled to
improve delisting efficiency. Third, based on different
delisting scenarios, SZSE refined arrangements for the
transitional period, defined market expectations,
realized stable transition and ensured the coupling
between old and new rules was fair and reasonable.

Alleviating burdens, delegating powers, reducing the
cost of market players, and adapting to market
development needs. SZSE implemented the
requirements to delegate power, improve regulation,
and upgrade services, cancelled the pre-event approval
requirements on exempted and suspended disclosure,
made it clear that listed companies should determine
themselves the content for exempted or suspended
disclosure and corresponding regulations. By taking into
full account the characteristics of innovation-oriented
enterprises and startups, SZSE relaxed the disclosure
standards  for transactions and related-party
transactions and simplified deliberation procedures, and
cancelled the requirement of compulsory disclosure of
preliminary earnings estimate to reduce information
disclosure cost. SZSE improved the requirements on
equity transfer in the event that controlling shareholders,
de facto controllers and their related parties occupy
listed companies’ funds or the guarantee provided by
listed companies is not relieved, which can help relevant
entities raise funds and defuse risks. SZSE deleted the
regulatory requirements that financial aid may not be
provided to external parties during the replenishment
period of working capital with idle raised funds and
financial investment or high-risk investment may not be
made 12 months before replenishment of working
capital with over-raised funds. The mandatory
requirement that funds should be returned to relevant
special account before the expiry of the replenishment
period of working capital with raised funds was
optimized to improve listed companies’ autonomy and
flexibility.

Adopting precision regulation, strengthening corporate
governance, and focusing on the “critical minority”. First,
SZSE regulated differentiated arrangements for voting
rights and refined the setup procedures of special voting
rights, shareholding entities, sunset provisions, voting
right multiple and proportion, important issues subject to
the one-share-one-vote principle, the supervision
responsibilities of the Board of Supervisors and the
continuous monitoring responsibilities of sponsor
institutions to prevent abuse of special voting rights

damaging small and medium-sized investors’ rights and
interests. Second, to prevent the risk of high-ratio
shareholding pledge, SZSE required controlling
shareholders to pledge shares prudently, reasonably
use and inject funds and maintain control and stable
production and operation, and guided controlling
shareholders to reasonably control the pledge ratio.
Third, regarding the situation that it's deemed that a
company has no de facto controller due to fight over the
right of control and malicious avoidance of
responsibilities and obligations, SZSE further
standardized recognition of control. Fourth, SZSE
revised and improved the statement and letter of
commitment of the controlling shareholder, de facto
controller,  directors, supervisors and  senior
management, formulated the statement and letter of
commitment for red chip enterprises, and defined the
obligations and responsibilities of the “critical minority”.

Strengthening  disclosure, adding risk  warning
regulations, and improving information disclosure
effectiveness. First, SZSE added delisting risk warning
regulations (*ST regulations) and other risk warning
regulations (ST regulations) to fully warn investors about
delisting risks in a company such as abnormal financial
conditions and major violations, or about serious
abnormal situations such as production or operation halt,
illegal guarantee and occupation of funds. Second,
SZSE refined disclosure requirements for industries and
risks. According to the requirements of the registration-
based IPO system, both good and bad news should be
disclosed clearly to provide sufficient information for
investors’ decision-making. SZSE made it clear that
listed companies should strengthen disclosure of
information on industry characteristics, business
operation, core competitiveness, debts and liquidity risk.
Besides, it also clearly required enterprises that hadn’t
realized profit yet should fully disclosure the reason for
not realizing profit yet and its impact on going-concern
operation and give sufficient risk warnings, and indicate
the risk that no profit was realized yet in a marked
position in the annual report so investors can quickly
identify it.

Urging intermediaries to fulfill responsibilities, and giving
play to their function of continuous supervision and
guidance. Intermediaries’ fulfillment of responsibilities is
the basis to ensure stable and orderly promotion of the
reform of the registration-based IPO system. In the
revision, SZSE further enhanced the continuous
supervision and guidance responsibilities of sponsor
institutions, defining their obligations to pay attention to
and check a company when the company’s share price
shows seriously abnormal fluctuations or it is faced with
major risks in daily operation and their obligations of
onsite verification in the event of a major violation such
as fraud or occupation of funds. In the meantime, SZSE
added the requirement that sponsor institutions and
sponsor representatives, financial consultants and
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sponsors should fulfill the obligation of continuous
supervision and guidance on fair information disclosure
of listed companies and fully play their role as the
“gatekeeper”.

Formulating regulations in_ an open way, absorbing and
taking reasonable advice from the market

In the process of revision of the continuous regulatory
rules, SZSE fully listened to the voice of market players
including listed companies, securities companies, fund
companies and investors. After summing up and
combining content of the same nature, SZSE received a
total of 38 pieces of feedback. The feedback on the
Rules Governing the Listing of Shares is mainly about
listing conditions, institutional arrangements for share
lessening, scope of continuous supervision and
guidance responsibilities of sponsor institutions and
delisting indicators; the feedback on the Guidelines for
Standard Operation concerns mainly interpretation of
relevant articles, optimizing specific regulatory
requirements, etc. After carefully studying and fully
demonstrating the advice and feedback given by market
players, SZSE took 17 pieces of such advice and made
the following adjustments:

Improving the listing and delisting conditions for red chip
enterprises. SZSE adjusted the listing conditions on
share capital and equity structure for red chip
enterprises, making clear that the share capital should
be calculated based on the sum of shares and the
number of depository receipts, and defining the standard
of “rapid growth of operating income” in the listing
conditions. SZSE adjusted relevant standards on
trading-related delisting for red chip enterprises, stating
that when the “face value delisting” indicator is
applicable, the standard that “the daily closing price is
lower than RMB 1 for 20 consecutive trading days”
should be adopted and that the “number of shareholders”
delisting indicator is not applicable when red chip
enterprises issue depository receipts.

Adjusting and improving partial delisting indicators.
SZSE adjusted the market capitalization delisting
indicator to that the daily closing market capitalization is
less than RMB 300 million for 20 consecutive trading
days, and improved the finance-related delisting
standards, stating that when a company is required to
provide qualified opinion in the financial statements of
next year after *ST is enforced for meeting finance-
related delisting indicators, the company will be delisted,
S0 as to enhance the function of finance-related delisting
indicators and market clearing.

Defining listing conditions on issuance of shares and
convertible corporate bonds by listed companies. To
implement the requirements of the new Securities Law
and ensure good connection with upper rules, SZSE
made it clear in the Rules Governing the Listing of

Shares that “listed companies shall still meet
corresponding issuing conditions when applying to list
shares or convertible corporate bonds on SZSE” to keep
in line with the actual implementation of refinancing, and
SZSE didn’t add new listing conditions.

Moreover, based on feedback of the market, SZSE
defined the deadline of disclosure of special reports on
deposit and use of raised funds, cancelled the
requirement on reporting the information of insiders’
near relatives in the process of profit distribution, and
further improved the expression of relevant rules to
make them easier to understand and implement.
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o, RETZREEL, PAHSERZSHFREERS
RETIRENHBELERNE, BUETASEIRETAR
ERAMBALRBERNREERE, FH—PTEN
KNSR, ET AR BRSCERNTT.

Source &J&:
http://www.szse.cn/English/about/news/szse/t20200617_578
553.html

http://lwww.szse.cn/aboutus/trends/news/t20200613_578409.
html

Shenzhen Stock Exchange News Spokesman
Answers Questions from Reporters on Official
Announcement of Supporting Business Rules for
the Reform of the ChiNext Board and the Pilot
Project of the Registration-based IPO System

According to the Masterplan for the Implementation of
the Reform of the ChiNext Board and the Pilot Project of
the Registration-based IPO System and the unified
arrangement of the China Securities Regulatory
Commission (CSRC), on June 12,2020, Shenzhen
Stock Exchange (SZSE), on the basis of the advice
solicited from the market, officially released relevant
business rules and supporting arrangements for the
reform of the ChiNext Board and the pilot project of the
registration-based IPO system, which include eight main
business rules and 18 supporting detailed rules, guides
and notices. SZSE news spokesman answered
reporters' questions of market concerns, as summarized
below:

I. A general introduction to relevant rules released by
SZSE this time.

With the approval of CSRC, SZSE officially released
relevant business rules and supporting arrangements
for the reform of the ChiNext Board and the pilot project
of the registration-based IPO system.

The main business rules released by SZSE this time
include the Rules for Review of Share Issuance and
Listing on the ChiNext Board, the Rules for Review of
Securities Issuance and Listing of Listed Companies on
the ChiNext Board, the Rules for Review of Major Assets
Restructuring of Listed Companies on the ChiNext
Board, the Administration Measures for the Listing
Committee of the ChiNext Board, the Working Rules of
the Industry Expert Consultant Team, the Rules
Governing the Listing of Shares on the ChiNext of
Shenzhen Stock Exchange (Revised in 2020),
the Special Provisions for Trading on the ChiNext Board,
and the Special Provisions for Refinancing Securities
Lending and Securities Refinancing Business on the
ChiNext Board.

In addition, SZSE released 18 supporting detailed rules,
guides and notices at the same time to further refine
relevant institutional arrangements in high-level laws
and main business rules. They include the Interim
Provisions for Declaration and Recommendation of
Issuance and Listing on the ChiNext Board,
the Implementation Rules for IPO and Underwriting
Business on the ChiNext Board, the Implementation
Rules for Securities Issuance and Underwriting
Business of Listed Companies on the ChiNext Board,
the Detailed Rules for Real-time Monitoring of Abnormal
Stock Transactions on the ChiNext Board (Trial),
the Guidelines for the Standard Operation of Listed
Companies on the ChiNext Board (Revised in 2020),
the Notice on Coordination and Arrangements of
Review of the Pilot Project of the Registration-based IPO
System on the ChiNext Board, the Q&As on Review of
IPO on the ChiNext Board, the Q&As on Review of
Securities Issuance of Listed Companies on the ChiNext
Board, etc.

Il. SZSE asked the public for comments on eight
business rules on the reform of the ChiNext Board and
the pilot project of the registration-based IPO system,
and absorbed main market feedback as below:

From April 27 to May 11, SZSE solicited comments from
the public on eight business rules and received nearly
300 pieces of advice. SZSE adjusted and improved
relevant rules mainly from the following three aspects:

Rules on issuance and listing review: First, further
defining the positioning of the ChiNext Board. SZSE
formulated the Interim Provisions for Declaration and
Recommendation of Issuance and Listing on the
ChiNext Board. While ensuring inclusiveness, SZSE set
a negative list for the industries and further implemented
the requirements on the reform of the ChiNext
Board. Second, improving the quick micro
refinancing  mechanism. SZSE set applicable
conditions for micro financing in the Rules for Review of
Securities Issuance and Listing of Listed Companies on
the ChiNext Board to encourage and support quality
listed companies with standard operation in flexibly and
conveniently using the capital market for direct
financing. Third, revising and refining the review time
requirements. According to the new Securities Law,
SZSE put forward the "three-month" time requirement to
maintain coordination of the system of rules. Fourth,
adjusting relevant time arrangement for the meeting
of the listing committee. The notification time of the
meeting of the listing committee was changed from
seven working days before the meeting convenes to five
natural days, to further improve review efficiency. Fifth,
defining the period of validity of financial statements
quoted in the prospectus. The financial statements
cited in the issuer's prospectus are valid within six
months after the deadline of the disclosure of the latest
financial statements. Under special circumstances, in
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the review stage, the issuer may apply for extending the
period of validity for no more than three months.
Moreover, given the special situation of the pandemic
control this year, in the application acceptance stage,
before 31 July 2020, the period of validity of the financial
statements cited in the issuer's prospectus can be
extended by one month. Sixth, releasing a notice on
arrangements for coordination of review.SZSE
further improved the transparency and standard
operation of the arrangements for coordination of review
on enterprises under review, defined the review
procedures of enterprises under review and the deadline
for submission of sponsorship working paper.

Rules for continuous regulation: First, improving
the listing and delisting conditions for red chip
enterprises. SZSE adjusted the listing conditions on
share capital and equity structure for red chip
enterprises, made clear that the share capital should be
calculated based on the sum of shares and the number
of depository receipts and defined the standard of “rapid
growth in operating income” in the listing conditions.
SZSE also adjusted relevant standards on trading-
related delisting for red chip enterprises, Second,
further optimizing delisting indicators. SZSE
adjusted the market capitalization delisting indicator to
that the daily closing market capitalization is less than
RMB300 million for 20 trading days straight, and
improved the finance-related delisting standards.
Specifically, if a company, against which a delisting risk
warning has been issued after its triggers finance-
related delisting indicators, releases financial
statements on which the qualified audit opinion is issued,
the listed company will be delisted. Third, defining
conditions on issuance of shares and convertible
corporate bonds by listed companies. SZSE made it
clear that “listed companies shall still meet
corresponding issuing conditions when applying to list
shares or convertible corporate bonds on SZSE”,
consistent with the actual implementation of refinancing.

Rues for trading: First, increasing the maximum
number of shares declared in a single
transaction. Considering the characteristics of the
equity structure of the ChiNext Board and the
transaction demands of investors, SZSE adjusted the
maximum number of shares declared in a single
transaction in limit orders to 300,000, and that in market
orders to 150,000. Second, lifting the price change
limit of relevant funds to 20%. To further improve the
pricing efficiency of fund products, SZSE adjusted the
price change limits of index ETFs, LOFs or structured
fund Class B shares tracking indexes whose component
stocks are merely ChiNext Board-listed or which involve

stocks subject to 20% price limit, and LOFs with over 80%

non-cash asset investment in ChiNext Board stocks or
which involve stocks subject to 20% price limit. The
specific list will be announced by SZSE.

Ill. Targeted institutional arrangements SZSE made for
red chip enterprises applying for issuance and listing on
the ChiNext Board

SZSE made targeted arrangements in the Rules
Governing the Listing of Shares on the ChiNext of
Shenzhen Stock Exchange (Revised in 2020),
the Special Provisions for Trading on the ChiNext
Board and the Q&As on Review of IPO on the ChiNext
Board regarding application of red chip enterprises for
issuance and listing on the ChiNext Board and their
trading on the ChiNext Board, such as relevant
arrangements on valuation adjustment mechanism
(VAM), calculation of share capital, recognition of rapid
growth of operating income, special marking of
securities, adjustment of information disclosure
adaptability, application of delisting indicators and
protection of investors' rights and interests, specifically:

First, laying down relevant arrangements for
preferential rights in the VAM. SZSE made it clear that
when a red chip enterprise issues preferred shares with
preferential rights such as agreed redemption rights to
investors before getting listed, if the issuer and investors
promise that they will not exercise the preferential rights
during declaration and issuance, such preferred shares
may be converted into common shares before the
enterprise is listed, and the shares after such conversion
will not be treated as “surprise shares”.

Second, adjusting the calculation caliber of share
capital. Considering that red chip enterprises are much
different from domestic enterprises in terms of
organizational form, face value of shares and share
capital requirements and relevant arrangements are
within the scope of corporate governance, SZSE
adjusted the special listing conditions for red chip
enterprises. Regarding relevant provisions on "share
capital" in the ChiNext Board listing conditions for red
chip enterprises, the number of "share capital" was
adjusted to the sum of shares or depository receipts
after issuance.

Third, defining the criteria of "rapid growth in
operating income". SZSE defined the specific criteria
of "rapid growth in operating income” in the issuance
and listing conditions from the dimensions of operating
income, compound growth rate and peer comparison,
and stipulated that the regulations on "rapid growth in
operation income" do not apply to red chip enterprises
in the R&D stage and those that are of great significance
to the implementation of the national innovation-driven
development strategy.

Fourth, setting special marks for securities. To warn
investors of stock and depository receipt transaction
risks on the ChiNext Board and protect investors' legal
rights and interests, SZSE gave special marks in an
appropriate way to the stocks or depository receipts of
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red chip enterprises with VIEs or similar special
arrangements. If such red chip enterprises no longer
have relevant arrangements after getting listed, such
special marks will be canceled.

Fifth, laying out adaptive adjustments to information
disclosure. When a red chip enterprise adopts relevant
information disclosure requirements and continuous
regulatory requirements of the ChiNext Board, if it may
lead to noncompliance with relevant local provisions in
the place where the enterprise is registered or standards
commonly recognized by the market, the red chip
enterprise may apply for adaptive adjustment but shall
state the reason and provide an alternative plan and
legal opinions.

Sixth, adjusting indicators relating to trading-related
mandatory delisting. Given that the face value of
shares of red chip enterprises is in USD, HKD, etc. and
is probably low and there is a big difference between
depository receipts and stocks in terms of transaction
price and quantity of holders, SZSE adjusted relevant
delisting conditions for red chip enterprises. When a red
chip enterprise issues shares, when the "face value
delisting" indicator is applicable, the standard that “the
daily closing price is lower than RMBL1 in average for 20
trading days straight” shall be adopted; when a red chip
enterprise issues depository receipts, SZSE adjusted
the standard to that "the daily closing market
capitalization is less than RMB300 million for 20 trading
days straight” and made it clear that the "number of
shareholders" delisting indicator is not applicable.

Seventh, emphasizing protection of investors' rights
and interests. When local laws and regulations apply to
the corporate governance, standard operation, etc. of
red chip enterprises, SZSE emphasized that the
protection level of investors' rights and interests shall not
be lower than the requirements specified in domestic
laws and regulations and that the rights and interests
actually enjoyed by holders of depository receipts shall
be the same as those enjoyed by holders of overseas
underlying securities.

V. Specific arrangements for the reform of issuance and
underwriting regulations of the ChiNext Board

In the reform of issuance and underwriting regulations of
the ChiNext Board, SZSE adhered to the market-based
and rule-of-law principles. On the basis of summing up
the practical experience of issuance and underwriting
regulations of the Star Market and taking into account
the characteristics of stock reform, SZSE made
arrangements in the following four aspects:

First, improving diversified new share offering and
pricing methods. First, SZSE set seven types of
professional institutional investors as IPO inquiry
objects, namely, securities companies, fund

management companies, trust companies, finance
companies, insurance companies, qualified overseas
investors and private fund managers. Second, SZSE
retained the direct pricing method. Profit-making
enterprises that issue fewer than 20 million shares and
whose shareholders are not offering shares to the public
may directly determine issue price. By doing so, it can
reduce the issue cost of small and mid-cap companies
and improve their issue efficiency.

Second, giving full play to the pricing capability of
professional institutional investors. First, SZSE
increased the proportion of offline offering of new
shares. SZSE increased the proportion of offline IPO by
10%, as well as the proportion of placement to offline
investors after callback and the priority placement of
middle- and long-term funds, to strengthen the
effectiveness of participation by professional institutional
investors and promote reasonable pricing of new
shares. Second, SZSE canceled the precondition on
issuing scale in strategic placement. The issuer and
the underwriter may decide whether to implement
strategic placement. SZSE have laid down specific
requirements on the number of strategic investors and
the proportion of strategic placement for enterprises with
different issuing scales, to improve the flexibility of the
regulations on strategic placement.

Third, further defining market participants’
responsibilities through issuance and pricing
constraint mechanisms. First, SZSE optimized
the co-investment mechanism. While improving the
flexibility of the co-investment regulations of sponsor
institutions, SZSE required adopting co-investment
among four types of special enterprises, and urged
sponsor institutions to effectively prevent and control
risks and fix prices prudently and reasonably. Second,
SZSE set a lock-up period to guide offline investors
to make offers prudently. The issuer and the
underwriter may determine the lock-up period by lottery
or by proportion. A certain proportion of securities
offered offline shall be provided with a lock-up period of
no less than six months. Third, SZSE strengthened
daily supervision over such market participants as
issuers and intermediaries, defined violations of
market participants during IPO and refinancing issuance
and underwriting on the ChiNext Board, and self-
regulatory measures and disciplinary punishment that
SZSE may impose.

Fourth, improving refinancing issuance and
underwriting mechanisms. First, SZSE optimized
the arrangement that simple procedures are
applicable to the share offering to specific
objects and placed the bidding link before declaration
of materials, to improve the financing efficiency of quality
listed companies and further strengthen the
predictability of issuance results and progress. Second,
SZSE standardized and improved current mature
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practices, refined the issuing and pricing methods and
subscription procedures for each refinancing type, and
defined the situations in which issuers and underwriters
may agree to suspend issuance when issuing securities
to specific objects.

V. Brief introduction to the main content of the Interim
Provisions for Declaration _and Recommendation of
Issuance and Listing on the ChiNext Board.

SZSE has formulated the Interim Provisions for
Declaration and Recommendation of Issuance and
Listing on the ChiNext Board to guide and regulate the
declaration by issuers of the ChiNext Board and the
recommendation by sponsors in four aspects:

First, SZSE have made it clear that SZSE will support
and encourage innovation-oriented enterprises and
startups that are in line with the positioning of the
ChiNext Board to get listed on the ChiNext Board,
support traditional industries in deeply integrating with
new technologies, new industries, new forms of
business and new models, implement the innovation-
driven development strategy, and serve the real
economy in the pursuit of high-quality development.

Second, adhering to the positioning of the ChiNext
Board, based on the characteristics of the ChiNext
Board featuring enterprises in high-tech industries and
strategic emerging industries, SZSE have set a negative
list, and in principle SZSE will not support enterprises in
such traditional industries as real estate in getting listed
on the ChiNext Board.

Third, to better support, guide and facilitate the
transformation and upgrading of traditional industries,
SZSE have made it clear that traditional enterprises in
the negative list that deeply integrate with new
technologies, new industries, new forms of business and
new models can still get listed on the ChiNext Board.

Fourth, according to the principle of "separation of the
new from the old", SZSE have stipulated that the
provisions on the negative list do not apply to enterprises
under review, so as to achieve good connection
between old and new regulations and stabilize market
expectations.

VI. Brief introduction to the main content of the Detailed
Rules for Real-time Monitoring of Abnormal Stock
Transactions on the ChiNext Board (Trial).

The Detailed Rules for Real-time Monitoring of
Abnormal Stock Transactions on the ChiNext Board
(Trial) was formulated based on the characteristics of
the ChiNext Board and provides a workable, executable
abnormal transaction behavior monitoring system with
the goal of classified, precision and scientific regulation.
It has laid down clear qualitative and quantitative

recognition criteria of abnormal transaction behaviors
and regulatory measures for investors' abnormal
transaction behaviors and regulates members'
performance of customer management responsibilities.
Specifically, it includes the following four aspects:

First, defining main types of abnormal transaction
behaviors. Specifically, there are five types of typical
abnormal transaction behaviors, namely, false
declaration, raising or suppressing stock price,
maintaining price limit, self-selling and self-purchasing
and trading with counterpart, severe abnormal
fluctuation, and abnormal declaration rate.

Second, quantifying the thresholds of abnormal
transaction behavior indicators. It has defined
different types of abnormal transaction behaviors and
key components, and refined thresholds of specific
indicators including declaration quantity and frequency,
stock trading scale, market proportion and stock price
fluctuation. Monitoring standards may be adjusted
flexibly based on the development of the market.

Third, laying down recognition criteria of abnormal
transaction behaviors. Abnormal transaction
behaviors shall be recognized based on quantitative
criteria (declaration quantity and frequency, stock
trading scale, market proportion, stock price fluctuation,
etc.) and qualitative analysis (stock fundamentals,
important information of listed companies, overall
market trends, etc.).

Fourth, enhancing members' client management
responsibility. Members shall learn about clients
beforehand and monitor transactions in the process,
promptly identify, manage and report clients' abnormal
transaction behaviors, and actively coordinate with
SZSE in properly regulating abnormal transaction
behaviors and jointly maintain the stock trading order of
the ChiNext Board.

VII. Brief introduction to the clean administration
concerning the reform of the ChiNext Board and the pilot
project of the registration-based IPO system.

Strengthening clean administration is the inherent
requirement and basic guarantee to steadily promote the
reform of the ChiNext Board and the pilot project of the
registration-based IPO system. SZSE have paid great
attention to it, seeing the strengthening of clean
administration as the key to the success and efficacy of
the reform. Since the preparation of the reform of the
registration-based IPO system, SZSE have coordinated
institutional development and clean administration as on
a single chessboard, planned and promoted them
together, and integrated the requirements of clean
administration and "strictness". Under the guidance of
the discipline inspection team at CSRC, SZSE have
formulated  the Implementation  Suggestions  for
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Strengthening Clean Administration in the Reform of the
ChiNext Board and the Pilot Project of the Registration-
based IPO System and four special regulations on clean
administration, as well as some 10 internal management
regulations including meeting management, file
management, job rotation and avoidance. SZSE have
formed a system of clean administration regulations for
the reform of the registration-based IPO system that
includes  listing  review department's internal
management regulations and special regulations for
clean administration.
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Shenzhen Stock Exchange Releases the Integrated
and Revised Business Guides for Listed Companies

Shenzhen Stock Exchange (SZSE) recently released
the integrated and revised business guides for listed
companies, including 11 guides for the Main Board
(SME Board) and 12 guides for the ChiNext board,
marking the basic completion of the improvement of the
system of self-discipline regulation rules for listed
companies.

So far, SZSE has revised and refined the Rules
Governing Share Listing and the Guidelines for the
Standard Operation of Listed Companies for the
ChiNext Board, integrated and improved the Guidelines
for the Standard Operation of Listed Companies for the
Main Board and the SME Board. It has totally revised
and formulated 25 guidelines for information disclosure
of sectors and special business, developed and
released 23 business guides, and abolished 93 memos,
guidelines for information disclosure and so on.

In the improvement of the rules, SZSE focused on two
things:

SZSE further reduced the levels of rules, cut the number
of rules and deleted content that does not conform to the
situation or development, is difficult to implement and
adds extra burdens on listed companies, so as to
improve the effectiveness of regulation. In the meantime,
taking into account the characteristics of SZSE boards
and companies, SZSE integrated the self-discipline
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regulation rules for the Main Board and those for the
SME Board, included the improvement of the self-
discipline regulation rules for the ChiNext Board in the
overall work concerning the reform of the ChiNext Board,
and made further adaptive and differentiated
arrangements based on the characteristics of
companies following the general trend of innovation,
creation and creativity and those in the traditional
industries that are deeply integrated with new
technologies, new industries, new forms of business and
new models.

According to the new requirements stipulated in relevant
laws and regulations including the new Securities Law,
the new situation of the capital market and the new ideas
on self-discipline regulation, SZSE supplemented
relevant rules to improve the effectiveness of the system
of rules. Moreover, centering on special business, SZSE
enriched its system of business guides and enhanced
the convenience in applying.

In_the rule improvement, SZSE reconstructed the
structure, content _and format of the system of self-
discipline regulation rules for listed companies in three

steps:

Step one, establishing a three-level system and
clarifying the positioning of rules. SZSE abolished all
memos for the Main Board, the SME Board and the
ChiNext Board and further streamlined the levels of self-
disciple regulation rules for listed companies, forming a
simpler, easier-to-implement, more transparent and
more efficient three-level system of rules. Substantive
regulatory requirements in the original memos were
elevated to the guidelines for information disclosure,
those that are mature in implementation were included
in the Rules Governing Share Listing and the Guidelines
for the Standard Operation of Listed Companies, and
content relating to business operating procedures was
integrated and added in business guides.

Step two, refining content of rules to meet market
needs. First, SZSE balanced disclosure effect and cost,
revised and refined the guidelines for standard operation
and 18 guidelines for information disclosure of sectors,
and deregulated and cancelled control that does not
adapt to development needs, to ease the burdens on
enterprises. Second, based on market needs, SZSE
promptly released three guidelines for information
disclosure of special business, namely, the guidelines
for information disclosure of major assets
restructuring, employee stock ownership plans, and
transactions and related-party transactions. Third, on
the basis of in-depth analysis of industry characteristics,
SZSE formulated and issued four guidelines for
information disclosure of sectors including the
guidelines for information disclosure of the industrial
robot sector, the integrated circuit sector, the lithium

battery sector, and the non-metallic building materials
sector.

Step three, restructuring business guides and
improving user experience. First, following the vein of
special business, SZSE established six categories of
business guides based on business types, namely,
issuance, listing & circulation, periodical reporting, stock
ownership incentive, general meeting, announcement
format and general information disclosure business
operation. To support the implementation of the ChiNext
Board refinancing registration-based IPO system, SZSE
timely launched five business guides on issuance of
convertible corporate bonds to nonspecific objects,
fundraising through share issuance to nonspecific
objects, share allotment to existing shareholders, share
issuance to specific objects, and issuance of convertible
corporate bonds to specific objects, to provide efficient,
convenient services to listed
companies. Second, SZSE integrated similar business
content. For example, nine business guides and one
piece of content in the information disclosure guidelines
were combined into one information disclosure business
guide. Redundant content was deleted and operation
procedures were upgraded. Third, SZSE supplemented
and improved the business chain. For example, it
formulated the business guide for issuance of
convertible corporate bonds to nonspecific objects, to
realize the full coverage of content.
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Shanghai Stock Exchange Announces Methodology
of SSE Composite Index to be Revised

On June 19, 2020, Shanghai Stock Exchange (SSE) and
China Securities Index Co., Ltd (CSI) announced the
upcoming amendment of the index methodology of SSE
Composite Index, to be implemented on July 22, 2020,
as following:

e Constituents under risk warning status will be
deleted from the index on the next trading day after
the second Friday of the next month following the
month of the implementation of risk warning of
stocks. Eligible Securities that are out of risk warning
status will be included in the index on the next
trading day after the second Friday of the next
month following the month of the removal of risk
warning.

e Securities with the daily average total market value
since its initial listing ranked top 10 in Shanghai
Stock Exchange will be included in the index 3
months after listing, otherwise, a security must be
listed for more than 1 year before being included in
the index.

e Chinese Depository Receipts issued by red-chip
enterprises listed on SSE and securities listed on
SSE Science and Technology Innovation Board will
be included in SSE Composite Index.

SSE answered questions on revising methodology of
SSE Composite Index, as summarized below:

Brief on the background of revising the methodology of
the SSE Composite Index

As the first stock index in the A-share market, the SSE
Composite Index was launched in 1991 and its core
methodology is still in use. In recent years, there have
been many voices among the market participants
regarding revision of the methodology of the SSE
Composite Index, with frequent complaints including
“distortion of the SSE Composite Index” and “failure to
fully reflect changes in the market structure”, etc. During
the Two Sessions period in 2020, the market insiders
including the deputies to the National People’s Congress
and the members of the national committee of the
Chinese People’s Political Consultative Conference
once again proposed to improve the methodology of the
SSE Composite Index.

SSE and CSI have continued to study and launched the
efforts in revising the methodology of the SSE
Composite Index after listening to market opinions,
considering the developments and changes of China's
capital market and drawing on the experience in the
index construction worldwide.

To compile the index in a scientific approach, elements
such as the index universe, method of selecting
constituents and adjustment of the constituents for the
SSE Composite Index have been studied one by one,
thus setting the orientation for the revision of the index
methodology. On this basis, special seminars on
revision of index methodology have been organized, and
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an expert consultation mechanism for index construction
has recently been established to solicit opinions and
suggestions from experts at fund companies, insurance
and assets management institutions, index companies
at home and abroad and other institutions, universities
and research institutes. Finally, the scheme for the
revision of the methodology of the SSE Composite Index
has been established, including removing the stocks
with risk warnings, extending time for new stocks to be
incorporated, and absorbing securities on the SSE
STAR Market into the SSE Composite Index universe.

Reasons for adjusting the time for the new stocks to be
included in the SSE Composite Index

The time for new stocks to be included in the index is an
important basic arrangement for the SSE Composite
Index. Many market experts believe that the current
inclusion of new stocks on the 11th trading day after
listing is not conducive to the SSE Composite Index’s
accurate and stable representation. Drawing on the
valuable experience of representative indexes around
the world and objectively analyzing the characteristics of
the domestic new stock market, the inclusion of the new

stocks into the SSE Composite Index has been adjusted.

The time when new stocks are included in the index of
representative indexes around the world is usually set
according to the characteristics of the markets in the
home country and region. Generally, only after
experiencing a full pricing game in the market can a new
stock be eligible to be included in an index. For example,
new stocks are eligible for inclusion in the S&P 500
index after they have been listed for 12 months, and only
those that have been listed for 3 months are qualified to
be included into the STOXX Europe Total Market Index.
At the same time, in order to maintain market
representativeness of the index, some typical indexes
will set up a mechanism for rapid inclusion of large-cap
new stocks. For example, the Hang Seng Composite
Index has established a mechanism for rapid inclusion
of large-cap new stocks ranking top 10% in market
capitalization into the index on the 11th trading day after
listing.

At present, it is common in A-share market for new
stocks to trigger the upper price limit consecutively and
fluctuate significantly in the initial stage of listing. From
2014 to 2019, a total of 563 new stocks were listed on
the SSE and reached the upper price limit for 9
consecutive days on average after listing, with 217 new
stocks hitting the upper price limit for more than 10 day
in a row. Therefore, the inclusion of new stocks into the
index based on the upper limit prices is not conducive to
the SSE Composite Index objectively reflecting the
actual market performance. As from 2010 to 2019, the
average yield volatility of new stocks within one year was
about 2.9 times of that of the SSE Composite Index over
the same period, making the inclusion of high-volatility

new stocks against the purpose of maintaining index
stability .

Therefore, the time to include new shares in the SSE
Composite Index will be lengthened until 1 year after
listing. Considering that it generally takes shorter time
for large-cap new stocks than small-cap ones to see the
share price stabilize, to maintain the SSE Composite
Index’s representativeness , large-cap new stocks
ranking top 10 in terms of the average daily market
capitalization since the initial listing on the SSE market
will be included into the index in 3 months after listing.

Reasons for removing the stocks with risk warnings
(marks of ST and *ST) from the constituents of the SSE
Composite Index

The stocks with risk warnings can hardly represent the
mainstream situations of the listed companies, as they
have higher risks and greater uncertainties in
fundamentals, with their investment value affected. The
removal of stocks with risk warnings will improve the
investment function of the SSE Composite Index, and
enable the index better reflect the overall performance
of SSE-listed companies.

Constituents of most major composite indexes in the
world only include vast majority of the stocks in their
markets. For example, the Nasdag composite index
excludes the stocks with the Nasdagq market as the
second listing platform. The STOXX Europe Total
Market Index and the Hang Seng composite index only
cover the stocks accounting for 95 % of the total market
value. As of the end of May, constituents of the SSE
Composite Index included 85 stocks with risk warnings,
with a total weight of 0.6%. Therefore, deleting stocks
with risk warnings will not affect the positioning of the
index.

Considerations for including the securities listed on the
SSE STAR Market into _the SSE Composite Index
universe

Securities listed on a new board usually need to be
tracked and evaluated for a period of time before they
are considered to be included in a representative market
index. Since the first batch of securities were listed on
the SSE STAR Market on July 22, 2019, which the SSE
has been tracking and evaluating for nearly a year, the
overall operation of the board has been stable. As of the
end of May, there were 105 companies listed on the SSE
STAR Market, with a total market value of RMB1.6
trillion. As the board has become an important part of the
SSE market, it is increasingly necessary to include the
securities on the SSE STAR Market into the SSE
Composite Index. As the STAR companies cover a large
number of enterprises oriented toward science and
technology innovation, the inclusion of the board will
improve the Index’s market representativeness, and
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further increase the proportion of hi-tech companies in
the composite index, so that the SSE Composite Index
will better reflect the changes in the market structure.

Effects of implementation of the revised methodology of
the SSE Composite Index on the continuity of the index
and on investors' observation of market conditions

Drawing on the approaches of representative indexes in
the world to the construction adjustment, the revised
methodology of the SSE Composite Index will be
implemented in a seamless manner, which means that
the point on the effective date of the revised index
methodology will be seamlessly connected with the point
on the previous trading day, and the real-time point on
the effective date will be calculated based on the closing
point of the previous trading day and the ups and downs
of the constituents on that day. Therefore, the
implementation of the revised methodology of the SSE
Composite Index will affect neither the continuity of the
index, nor the investors' observation of market
conditions.
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Shanghai Stock Exchange Announces STAR 50
Index to be Launched

OnJune 19, 2020, Shanghai Stock Exchange (SSE) and
China Securities Index Co., Ltd. (CSI) announced that,
in order to reflect the performance of the securities listed
on the Science and Technology Innovation Board of the
Shanghai Stock Exchange (SSE STAR Market) in a
timely manner and provide the market with investment
targets and performance benchmarks, the SSE and the
CSI will release the historical data of the SSE STAR
Market 50 Index (STAR 50) after the market close on
July 22, 2020, and officially launch the real-time data of
the index on July 23.

As of the end of May, there were a total of 105
companies listed on the SSE STAR Market, with a total
market value of RMBL1.6 trillion. As the first index of the
SSE STAR Market, the STAR 50 Index is expected to
improve the representation of the performance of the
securities listed on the board and provide more
investment targets.

The mature experience of the markets in China and
abroad has been drawn on in the index construction,
with the characteristics and conditions of the SSE STAR
Market system taken into full consideration. The base
date of the index is December 31, 2019 and the base
level is 1,000 points. The index universe includes the
stocks listed on the SSE STAR Market and the Chinese
Depository Receipts (CDRs) issued by red-chip
enterprises listed on the SSE STAR Market. Considering
the development and the system characteristics of the
SSE STAR Market, at the current stage new stocks will
be included in the index universe 6 months after listing,
and when the number of the securities that have been
listed on the SSE STAR Market for twelve months
reaches 100 to 150, the threshold for inclusion will be
adjusted to 12 months. In addition, a differentiated
schedule for the inclusion of large-cap companies has
been set up. After liquidity-based screening, the
constituents will be selected based on market cap
indicators so as to achieve objective representation of
the market. Constituents are weighted according to the
amount of tradable shares, and in order to avoid the
impact on the index by individual stocks with excessive
weight, the upper limit of weight for individual stocks has
been set. To adapt to the rapid development stage of the
board, typical listed companies will be included in a
timely manner, and a regular quarterly adjustment
mechanism will be established.
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Monetary Authority of Singapore Consults on its
Proposed Environmental Risk Management
Guidelines for Financial Institutions

On June 25, 2020, the Monetary Authority of Singapore
(MAS) issued a set of three consultation papers on its
proposed Guidelines on  Environmental Risk
Management (Guidelines) for banks, insurers and asset
managers. The Guidelines aim to enhance the resilience
of financial institution (FI) to environmental risk and
strengthen the financial sector’s role in supporting the
transition to an environmentally sustainable economy, in
Singapore and in the region. This is part of MAS’ Green
Finance Action Plan to become a leading global center
for green finance.

The Guidelines, which were co-created with FIs and
industry associations, set out MAS' supervisory
expectations for banks, insurers and asset managers in
their governance, risk management, and disclosure of
environmental risk:

a. Governance — Boards and senior management of Fls
are expected to incorporate  environmental
considerations into their strategies, business plans, and

product offerings, and maintain effective oversight of the
management of environmental risk.

b. Risk Management — Fls should put in place policies
and processes to assess, monitor, and manage
environmental risk. For example, on physical risk, the
bank may estimate how changes in climate and extreme
events can affect the productivity of assets within
customers’ portfolios and impact their revenue and
probability of default. On transition risk, the bank may
analyze the impact of varying carbon taxes on
customers’ cash flows and creditworthiness.

c. Disclosure — Fls should make regular and meaningful
disclosure of their environmental risks, to enhance
market discipline by investors. For example, the bank
should take reference from international reporting
frameworks, including recommendations by the
Financial Stability Board’s Task Force on Climate-
related Financial Disclosures, to guide its environmental
risk disclosure.

Mr. Ong Chong Tee, Deputy Managing Director, MAS,
said, even as Fls, regulators and policymakers grapple
with Covid-19 and its impact, it is crucial to keep their
focus on environmental issues as they pose clear
challenges for Singapore’s economies and financial
systems. It is important for FIs in Singapore to have a
good understanding of environmental risk and improve
their resilience against environmental-related events, as
part of their business and risk management strategies.
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Sources & : https://www.mas.gov.sg/news/media-
releases/2020/mas-consults-on-environmental-risk-
management-guidelines-for-financial-institutions

Financial Conduct Authority of the United Kingdom
Reminds Crypto-asset Businesses to Register
Before the End of June

The Financial Conduct Authority of the United Kingdom
(FCA) reminds businesses which carry out crypto-asset
activity in the UK, that they have to be registered with
the FCA to comply with new regulations. To ensure that
applications are processed on time the FCA requires
firms to submit completed applications for registration by
June 30, 2020.

FCA became the anti-money laundering and counter
terrorist financing (AML/CTF) supervisor of businesses
carrying out certain crypto-asset activities in the UK on
January 10, 2020. Any businesses that started carrying
on business in the UK immediately before January 10,
2020 and are not registered by the FCA by the January
10, 2021 deadline will have to cease carrying on
business.

The 30 June date allows FCA to review submitted
applications and raise any follow-up questions with firms,
with enough time for that process to be completed
before January 10, 2021. Any new businesses which
began operating after January 10, 2020 must be
registered with the FCA before carrying out any
business.

Firms authorized or registered under the Financial
Services and Markets Act 2000, Electronic Money
Regulations 2011 or Payment Services Regulations

2017 but undertaking crypto-asset activity subject to the
MLRs will also be required to apply for registration.

FCA will proactively supervise firms’ compliance with
the new regulations and will take swift action where firms
fall short of desired standards.
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Source Ej&:
https://www.fca.org.uk/news/press-releases/fca-reminds-
cryptoasset-businesses-register-end-june

Financial Conduct Authority of the United Kingdom
Announces Proposals to Make Mini-bond Marketing
Ban Permanent

The Financial Conduct Authority of the United Kingdom
(FCA) announced on June 18, 2020 proposals to make
permanent its ban on the mass-marketing of speculative
illiquid securities, including speculative mini-bonds, to
retail investors.

The FCA introduced the ban without consultation in
January following concerns that speculative mini-bonds
were being promoted to retail investors who neither
understood the risks involved, nor could afford the
potential financial losses. In introducing the rules
permanently, the FCA is proposing a small number of
changes and clarifications to the ban introduced in
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January. This includes bringing listed bonds with similar
features to speculative illiquid securities and which are
not regularly traded within the scope of the ban.

The term mini-bond refers to a range of investments.
The ban will apply to the most complex and opaque
arrangements where the funds raised are used to lend
to a third party, or to buy or acquire investments, or to
buy or fund the construction of property. There are
various exemptions including for listed bonds which are
regularly traded, companies which raise funds for their
own commercial or industrial activities, and products
which fund a single UK income-generating property
investment.

The FCA ban will mean that products caught by the rules
can only be promoted to investors that firms know are
sophisticated or high net worth. Marketing material
produced or approved by an authorized firm will also
have to include a specific risk warning and disclose any
costs or payments to third parties that are deducted from
the money raised from investors.

The FCA has limited powers over the issuers of
speculative mini-bonds who are usually unauthorized
but can take action when an authorized firm approves or
communicates a financial promotion, or directly advises
on or sells, these products.
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Source &
https://www.fca.org.uk/news/press-releases/fca-make-mini-
bond-marketing-ban-permanent

Australian Securities and Investments Commission
Releases Guidance on the Administration of
Product Intervention Power

Following consultation, Australian Securities and
Investments Commission (ASIC) has released a new
regulatory guide on the administration of its product
intervention power (RG 272).

ASIC Deputy Chair Karen Chester said, “The product
intervention power is an incredibly important addition to
ASIC's regulatory toolkit. It allows us to intervene where
we are satisfied that a product (or class of products) is
likely to result in significant consumer detriment. The
power enables us to confront, and respond to, harms in
the financial sector in a targeted and timely way. But
there are important checks and balances — it is a
temporary intervention power and we must consult
before each and every use. Over time the targeted
solving of problems through product intervention may
result in less regulation of industry overall.”

Ms. Chester concluded, “The availability of this power to
protect consumers from products that result in significant
harm is particularly timely now, when so many are facing
uniguely challenging circumstances with the impact of
COVID-19. We have already used the product
intervention power in relation to a short-term credit
product and have consulted on the use of the power in
relation to other products.”

Regulatory Guide 272 Product intervention power (RG
272) sets out:

e the scope of the power, including products that can
be subject to an intervention order and the types of
orders ASIC may consider making

e when and how ASIC may exercise the power,
including how it may determine when consumer
detriment is significant and how it may intervene

e the process for making an intervention order,
including how it may consult with affected parties,
when an order will commence, the process by which
an order can be extended, amended or revoked,
and the consequences of breaching an order.
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https://asic.gov.au/regulatory-resources/find-a-document/regulatory-guides/rg-272-product-intervention-power/
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Source &J&:
https://asic.gov.au/about-asic/news-centre/find-a-media-
release/2020-releases/20-139mr-asic-releases-guidance-on-
the-administration-of-its-product-intervention-power/

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