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Gazettal of Financial Reporting Council
(Amendment) Bill 2021 to Further Enhance the
Independence of Hong Kong’s Regulatory Regime
of the Accounting Profession in Line with
International Developments

On July 16, 2021, the Hong Kong government published
in the Gazette the Financial Reporting Council
(Amendment) Bill 2021 (the 2021 Bill) with a view to
further developing the Financial Reporting Council
(FRC), which will be renamed as the Accounting and
Financial Reporting Council, into a full-fledged
independent regulatory body for the accounting
profession.

Under the proposed regime, regulatory powers currently
vested with the Hong Kong Institute of Certified Public
Accountants (HKICPA) will be transferred to the FRC,
including issue of practising certificates and registration
of certified public accountant (CPA) firms, corporate
practices and local Public Interest Entities (PIE) auditors,
so as to rationalize and consolidate the regulatory
powers of the FRC. The FRC’s powers of inspection,
investigation and discipline over PIE auditors will be
expanded to cover practice units and CPAs. The scope
of powers (including investigable and sanctionable
misconducts, and powers of inspectors and
investigators) and the types and levels of penalties (for
example, removal of a name from the register, the
cancellation of a practicing certificate, the issue of a
reprimand, the issue of an order to pay a penalty not
exceeding HK$500,000, etc.) will follow those currently
provided in the Professional Accountants Ordinance
(PAO).

The HKICPA will focus on standards-setting and long
term development of the profession. It will continue to
discharge various functions including ascertaining
qualification for registration as CPAs by conducting
examinations, registering CPAs, setting standards on
professional ethics, accounting, auditing and assurance,
and setting requirements for continuing professional
development, etc. The FRC's oversight powers will be
expanded to cover some of the HKICPA's functions. The
same oversight arrangements as currently provided in

the PIE auditors regulatory regime will apply to the new
oversight functions of the FRC.

In addition, among the above and other amendments,
Clause 87 of the 2021 Bill amends section 52 of the
FRCO to extend the protection of informers to
proceedings before any statutory tribunal (i.e. any
tribunal established by or under an enactment), which
includes the Public Interest Entities Auditors Review
Tribunal (to be renamed as the Accounting and Financial
Reporting Review Tribunal) established under the
FRCO. Clause 87 also provides that the informer
protection provision has effect despite the provision on
investigation reports in relation to professional persons
under the new section 20ZZN of the FRCO and includes
in the definition of relevant person a person who has
given information in respect of an investigation into a
professional person. The amendment will further
encourage actual and potential informers to report
irregularities and facilitate the FRC's regulatory work.

The 2021 Bill is another step of the reform of the
regulatory regime of the accounting profession after the
Financial Reporting Council (Amendment) Bill 2018 (the
2018 Bill) which transfers the powers to regulate
auditors of PIE from the HKICPA to the FRC. Since the
operation of the regulatory regime reformed by the 2018
Bill on October 1, 2019, the FRC has been discharging
its expanded regulatory functions effectively, including
its function of regulatory cooperation. On May 22, 2019,
the FRC signed a Memorandum of Understanding (MoU)
with the Supervision and Evaluation Bureau (SEB) of the
Ministry of Finance of Mainland China on cooperation in
respect of audit regulation. On June 15, 2021, the FRC
completed the first investigation report using audit
working papers obtained with the assistance of SEB
under the MoU. The investigation report relates to a
failure by the auditor to identify a material misstatement
in the earnings per share presented in the consolidated
financial statements of a listed entity. Investigation
report has been referred to the HKICPA to determine if
any disciplinary actions are warranted as the relevant
audit was completed before October 1, 2019.

Based on the achievements of the FRC, the Hong Kong
government considers that it is the right time for further
reform. The 2021 Bill aims to further enhance the overall
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independence of the regulatory regime and avoid sole
reliance on “self-regulation”. Pursuant to the existing
provisions of the FRCO, all members of the FRC must
be non-practitioners. Vesting the regulatory powers with
the FRC, a regulatory body independent from the
profession, can ensure the impartiality and enhance
robustness of the regulatory regime. It also aligns Hong
Kong's practices with its with major economic and trade
partners, such as Mainland China, the United States,
Singapore and Australia.

The Hong Kong government has engaged stakeholders
including the FRC, the HKICPA, major accounting
bodies, accounting professionals and practices, and
trade groups who are users of professional accounting
services. The Legislative Council Panel on Financial
Affairs was also briefed on July 5, 2021. The 2021 Bill
was introduced to the Legislative Council for first reading
at the Legislative Council meeting on July 21, 2021.
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The Stock Exchange of Hong Kong Limited
Implements Disciplinary Action against Winshine
Science Company Limited (Stock Code: 209) and Six
Directors

The Stock Exchange of Hong Kong Limited (the
Exchange) announced on July 12, 2021 that it has
issued the statement of disciplinary action in relation to
the disciplinary action against Winshine Science
Company Limited (Stock Code: 209) and six directors.

Sanctions and Directions

The Listing Committee of the Exchange (Listing
Committee)

CRITICISES:

(1) Winshine Science Company Limited (Stock Code:
209) (Company);

CENSURES:

(2) Mr. Wei Guo, former executive director and chief
executive officer of the Company (Mr. Wei);

(3) Mr. Xing Wei, former executive director and
chairman of the Company (Mr. Xing); and

(4) Mr. Li Fang, former independent non-executive
director of the Company (Mr. Li);

ALSO CRITICISES:

(5) Mr. Lin Shao Peng, non-executive director of the
Company (Mr. Lin);

(6) Mr. Lai Ming Wai, former independent non-
executive director of the Company (Mr. Lai); and

(7) Mr. Lau Shun Pong Johnson, former independent
non-executive director of the Company (Mr. Lau);

AND STATES in the Exchange’s opinion, by reason of
Mr. Wei's and Mr. Xing's respective willful and/or
persistent failure to discharge their responsibilities under
the Listing Rules, had either of them remained on the
board of directors of the Company, his retention of office
would have been prejudicial to the interests of investors.

(The directors identified at (2) to (7) above are
collectively referred to as Relevant Directors.)

AND FURTHER DIRECTS:

Mr. Lin and Mr. Lai to attend 18 hours of training on
regulatory and legal topics including Listing Rule
compliance (Training). The Training must include three
hours on each of (a) directors’ duties; (b) the CG Code;
and (c) the Listing Rule requirements for Chapter 13,
within 90 days from the publication of the statement of
disciplinary action; and

Mr. Lau and Mr. Li to attend 18 hours of Training. The
Training must include three hours on each of (a)
directors’ duties; (b) the CG Code; and (c) the Listing
Rule requirements for Chapter 13, as a pre-requisite of
any future appointment as a director of any company
listed or to be listed on the Exchange.

Summary of Facts

Mr. Wei procured fund transfers (Undisclosed
Transactions), loans and/or payments (Advances) to
recipients from the Company’s subsidiary (Subsidiary)
outside the Group totaling over RMB 9 million, including
unsecured and interest-free loans to his wholly-owned
company, without informing the board. After the
Company’s auditors raised issues relating to these
transactions, an internal control review was conducted,
which identified significant and material internal control
deficiencies.

The Company’s previous internal control reviews
covered only selected internal control cycles on a
rotation basis, but not all material controls. This was a
deviation from the Corporate Governance Code.

Listing Rule Requirements

Listing Rules 13.46(2)(a), 13.48(1), 13.49(1) and
13.49(6) stipulate the timelines for the publication and
distribution of a listed issuer’s interim and annual results
and reports.

Listing Rule 13.49(3)(i) stipulates the timeline for a listed
issuer to publish its unaudited financial results, if it is
unable to timely publish its annual results in accordance
with Rule 13.49(1).

Under Code Provision C.2.1 of the CG Code, the board
should ensure that a review of the issuer's and its
subsidiaries’ internal control systems has been
conducted at least annually and report to shareholders
that it has done so in its Corporate Governance Report.
The review should cover all material controls, including
financial, operational and compliance controls. The
issuer must give considered reasons for any deviation of
the same in its Corporate Governance Report.

Listing Rule 3.08 provides that directors, both
collectively and individually, are expected to fulfil duties
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of skill, care and diligence to a standard at least
commensurate with the standard established by Hong
Kong law. These duties include:

(a) acting honestly and in good faith in the interests of
the company as a whole;

(b) acting for proper purpose;

(c) being answerable to the issuer for the application or
misapplication of its assets;

(d) avoiding actual and potential conflicts of interest and
duty;

(e) disclosing fully and fairly his interests in contracts
with the issuer; and

(H applying such degree of skill, care and diligence as
may reasonably be expected of a person of his/her
knowledge and experience and holding his/her
office within the issuer.

Pursuant to the Declaration and Undertaking with regard
to Directors in the form set out in Appendix 5B to the
Listing Rules (Director's Undertaking), each director is
required to (i) comply with the Listing Rules to the best
of his ability; (ii) use his best endeavors to procure the
Company’s compliance with the Listing Rules; and (iii)
cooperate in any investigation conducted by the Listing
Division (Division).

Findings of Breach

The Listing Committee found as follows:

(1) The Company breached Listing Rules 13.46(2)(a),
13.48(1), 13.49(1), 13.49(3)()) and 13.49(6) and
Code Provision C.2.1 of the CG Code;

(2) Mr. Wei breached Listing Rules 3.08(a) to (f) and his
Director's Undertaking to comply with the Listing
Rules to the best of his ability, use his best
endeavors to procure the Company’s compliance
with the Listing Rules, and cooperate in any
investigation conducted by the Division: (a) he
procured the Subsidiary to provide unsecured and
interest-free loans to entities outside the Group
without any benefits identified for the Group; (b) he
failed to bring the Undisclosed Transactions and the
Advances to the Board for discussion or submit a
proposal for the Board'’s evaluation; (c) he instructed
the Subsidiary to provide loans, without any written
agreement and/or interest, to his wholly-owned
company, and without notifying the Board of such
conflict; (d) he failed to ensure the Company’'s
compliance with the Listing Rules and that the
Company maintained adequate and effective
internal controls at the relevant time; and (e) he
failed to cooperate in the Division’s investigation.

(3) Mr. Xing breached Listing Rule 3.08(f) and his
Director's Undertaking to comply with the Listing
Rules to the best of his ability, use his best

endeavors to procure the Company’s compliance
with the Listing Rules, and cooperate in any
investigation conducted by the Division: (a) he failed
to ensure the Company’'s compliance with the
Listing Rules and that the Company maintained
adequate and effective internal controls at the
relevant time; and (b) he failed to cooperate in the
Division’s investigation.

(4) Mr. Lin, Mr. Lai, Mr. Lau, Mr. Li breached Listing
Rule 3.08(f) and their Directors’ Undertakings to
comply with the Listing Rules to the best of their
abilities, use their best endeavors to procure the
Company’s compliance with the Listing Rules, since
they failed to ensure the Company’s compliance
with the Listing Rules and that the Company
maintained adequate and effective internal controls
at the relevant time.

Conclusion

The Listing Rules require issuers to conduct annual
internal control reviews covering all material controls,
including financial, operational and compliance controls.
Conducting internal control reviews limited to certain
business segments or on a rotation basis can lead to
weaknesses in the control framework. This could in turn
create an environment which enables unauthorized
transactions, or expose the issuer and investors to the
risk of significant losses.

The Listing Committee decided to impose the sanctions
and directions set out in the Statement of Disciplinary
Action.

For the avoidance of doubt, the Exchange confirms that
the above sanctions apply only to the Company and the
Relevant Directors, and not to any other past or present
members of the board of directors of the Company.
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The Stock Exchange of Hong Kong Limited
Implements Disciplinary Action against Longrun
Tea Group Company Limited (Stock Code: 2898) and
Its Current Directors

The Stock Exchange of Hong Kong Limited (the
Exchange) announced on July 14, 2021 that it has
issued the statement of disciplinary action in relation to
the disciplinary action against Longrun Tea Group
Company Limited (Stock Code: 2898) and its current
directors.

Sanctions and Directions

The Listing Review Committee of The Stock Exchange
of Hong Kong Limited (Listing Review Committee)

CENSURES:

(1) Longrun Tea Group Company Limited (Company)
(Stock Code: 2898)

for breaching Rules 2.13(2), 13.46(2)(a), 13.48(1),
13.49(1), 13.49(3)(i), 13.49(6), 13.89(3), 14.34,
14.38A, 14.40, 14.41, 14A.22, 14A.35, 14A.36 and
14A.46 of the Rules Governing the Listing of
Securities on The Stock Exchange of Hong Kong
Limited (Exchange Listing Rules or Rules) for:

(@) failing to comply with the reporting,
announcement, circular and shareholders’
approval requirements for a major and
connected transaction;

(b) failing to ensure that the Company’s financial
information contained in its interim results for
the six months ended September 30, 2016
(2016 Interim Results) was accurate and
complete in all material respects, and not
misleading or deceptive;

(c) its delay in publishing and/or dispatching seven
sets of financial results and/or reports
(Outstanding Results and Reports); and

(d) failing to explain its deviation from a code
provision in the Corporate Governance Code
(CG Code), Appendix 14 to the Exchange
Listing Rules;

AND FURTHER CENSURES:

(2) Dr. Chiu Ka Leung (Dr. Chiu), current executive
director (ED) and Chairman of the Company;

(3) Mr. Jiao Shaoliang (Mr. Jiao), current ED of the
Company;

(4) Ms. Yeh Shu Ping (Ms. Yeh), current ED, Vice-
chairman and Chief Executive Officer of the
Company;

(5) Dr. He William (also known as Lu Pingguo) (Dr. He),
current ED of the Company;

(6) Mr. Guo Guoqging (Mr. Guo), current independent
non-executive director (INED) of the Company;

(7) Mr. Kwok Hok Lun (Mr. Kwok), current INED of the
Company;

(8) Mr. Lam Siu Hung (Mr. Lam), current INED of the
Company; and
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(9) Dr. Liu Zhonghua (Dr. Liu), current INED of the
Company;

for breaching their obligations under:

(a) Rules 3.08(a), (b), (d) and (e) (Dr. Chiu and Mr.
Jiao only), and 3.08(f); and

(b) the Declaration and Undertaking with regard to
Directors given to the Exchange in the form set
out in Appendix 5B to the Exchange Listing
Rules (Undertaking) for failing to comply with
the Exchange Listing Rules to the best of their
ability and failing to use their best endeavors to
procure the Company’s compliance with the
Exchange Listing Rules,

(the directors identified at (2) to (9) above are collectively
referred to as the Relevant Directors).

AND FURTHER DIRECTS publication of a public
statement under Rule 2A.09(7) that, in the Exchange’s
opinion, by reason of their persistent and/or willful failure
to discharge their responsibilities under the Exchange
Listing Rules, the retention of office by Dr. Chiu and Mr.
Jiao is prejudicial to the interests of investors.

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

Summary of Facts

The Exchange found that the Company has failed to
comply with various disclosure and approval
requirements in connection with a loan arrangement,
under which over RMB137 million was advanced to a
connected entity owned by Dr. Chiu and Mr. Jiao.
Amongst other things, the Exchange also made findings
of inaccuracy and delay in relation to the Company’s
financial results.

Dr. Chiu and Mr. Jiao were found to have failed to
discharge their director's duties and undertakings in
failing to act honestly and in good faith in the interests of
the Company as a whole, act for proper purpose, avoid
actual and potential conflicts of interest and duty,
disclose fully and fairly their interests in the loan
agreement (Loan Agreement) and apply such degree of
skill, care and diligence as may reasonably be expected
to comply with the Rules to the best of their ability and
to use their best endeavors to procure the Company’s
compliance with the Rules.

All the above directors have failed to discharge their
director’'s duties and undertakings to comply with the
Rules to the best of their ability and to use their best

endeavors to address the Company’s auditors’ concerns
and/or avoid the disclaimers and to ensure the Company
had adequate and effective internal controls to procure
the Company’s compliance with the Rules.

Regulatory Concern

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

(@) This case revealed serious concerns over the
Company’s corporate governance, Dr. Chiu’s and
Mr. Jiao’s persistent and/or willful disregard towards
Rule compliance, and the Relevant Directors’ ability
to ensure that notifiable and connected transactions
were identified and reported to the board for
approval and to procure the Company’s Exchange
Listing Rule compliance by way of the Company’s
internal control system.

(b) The Company’s failure to comply with Chapters 13,
14 and 14A of the Exchange Listing Rules deprived
the Company’s investors of their right to the timely
receipt of information in relation to, and the
Company’s independent shareholders of their right
to vote on, the Loan. Given the significant amount
and unsecured nature of the Loan, the Company
had to bear the credit risk and the potential adverse
impact arising from the Loan.

(c) Dr. Chiu's and Mr. Jiao’s conduct represented their
persistent and/or willful disregard towards
compliance with the Exchange Listing Rules. They
procured the Loan advances in five tranches over
three months and persistently failed to inform the
other directors, declare their interests and procure
the Company’s compliance with the Exchange
Listing Rules in relation to the Loan.

(d) It is important for the Relevant Directors to ensure
the Company review its internal control system and
to follow up on any deficiencies identified or
anything untoward that comes to their attention. The
evidence in this case revealed deficiencies in the
Company’s internal controls, which contributed to
the Company’s Rule breaches. The Directors did not
take sufficient steps to ensure the Company’s
internal control system was adequate and effective.

Conclusion

The Exchange Listing Rules are designed to protect
investors and, amongst other things, to dispel any actual
or perception of conflict. Investors rely on information in
the public domain to make their investment decisions. It
is important that issuers publish their accurate and
complete financial information in a timely manner, and
comply with the notifiable and connected transaction
requirements under the Exchange Listing Rules. Failure
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to do so can destroy transparency and confidence in the
market.

It is imperative for issuers and directors to ensure that
adequate and effective internal controls are
implemented and maintained for procuring compliance
with the Exchange Listing Rules and for protecting the
interests of issuers and shareholders.

In performing their duties, directors must, inter alia, act
honestly, for proper purpose and in good faith in the
issuer’s interests, and also follow up anything untoward
that comes to their attention. The Exchange attaches
great importance to the proper discharge of director’s
duties and takes breaches of these duties seriously.
Such breaches may result in disciplinary actions and the
imposition of public sanctions and, in cases with
egregious conduct (as in this case), statements that the
retention of office by directors is prejudicial to the
investors’ interests.

ERARESXIMERATIXNRBEREAFTRLAT (IS
KRS: 2898) MHEMEESHITLETH

T 2021575 14H, EBRKERZAEMRRE (KX
Br) ZBmENEBFEARRAS (BRHRS: 2898)
MAENEEFHTLRTHNLETHER,
HIFHRIES

=)

:I[]

KX LEmERZRS (ETEEER

HER:
(1) REFEHRERAE (Z25) (BHRS: 2898)

() REBFEBEMXREXZTERLCKR. &,
18R R R AR R K

(i) REWRIZATTHEE 2016 F9 B 30 HA
EARMAZHEA S (2016 FENST) RA9W
SHEARERTEYOARTZE, BRXFIRS
HEVERA

(i) MREARIFFR 7 EMESHRERE/SHRE (R
BiksE) | &

(v) REBBHEAIRESE T LTAMUKRR+EZ
(lERFU) 8953 (F) |

BERTEEREXZAERASNES EWAN ( (BXAZAT
EHRNY s K EmH WY )E 2.13(2). 13.46(2)(@).
13.48(1). 13.49(1). 13.49(3)(). 13.49(6).

13.89(3).

1434, 14.38A. 1440, 14.41. 14A.22, 14A.35.
14A.36 ¥ 14A.46 %;

Rit—uER:
(2 ZArIAUENTEERTIFERREL (EEL) ;
Q) ZATAUMENTESEILREE (BkHE)

@)ﬁﬂjﬁﬁm N
+ (M%t) |

Bl EBRATBRERMREL

(6) ZASAENTERAXEL (XEETFE) (F
L)

(6) ZAIMEMIIFNTESTHERELE (BELE) |

(7) ZASMERIFNTEERZMEE (BEHE
&)

(8) ZASIMEMIENTEEMAESE (MELE)
%

9) ZASMERIERTESEXEEL (XFEL)
BRT TRFEME

(i) (E#EL) 58 3.08(a), (b), ()& (e)% (R
REBLRESRE) |, % 3.08(0%, X

(ii) RAE E AN R F B mEER At 2 EE
MERRERAE ((KE) ) . KERNE
FLEFTRAUNUERERNEEIZAS)EF
CEMmARY .

(ERQEOZEZGMRABRESE)

B —HHETRE (LHAN) 8 2A.09(7)F & AT
B AETEBLRELAESER/FFERETHT
(EFHMUY THFE KXMAARERSEBEERR
ERAFNNE,

HEAEEED, BRXFAFIARLETHFPRRZHR RIS
SIREAFIZASIREBEXREE, MIEZAITEAEMT
FHINEFEESHA

LRHE

KRMHEE, AR —MERDURZIEEELLR
RELEPABENRER ST T 1.37 ZTART,
AMIZ AT AREEF RN E RMAERK, REMEDR
5h, BXATFTIRXIZA B M S U SR BN A AR R IERK
I T HE.



J M L

EBELSELERRFWMEEESHRUZ A S NEET
BARRTE. ABLHENTE. BREXRERBEN
MHBMIMES AR, eEEAEMEEHTRREATH
MEUR AL OEE. EETHBITE, BERAST
FANEGE I — 2 ASEHEMRRER, FEEZA
SEFRSMALRRENEE, AMERERTET
HEFRTRAKIE.

ERFFEERERBBRETERT (LHHAM) XRAE
REZ/A S A B (0] R/ e T AR~ R, FFHR
REEREEAERHNAEEREEIZATETF (£
MUY, ERAREETEEFRITRKIA.

BE FXTEL

ITHERSR ETERZRSIANARANZERNFENED
fEE:

(1) AARF, ZAFANCLER. EEIMELER

ZRIFHBAETHT (ETH W) TRRNFE

UEBEXREEHRIRNAT AHNREZZH LR
EEXFHESETZRAIARKERGRERS
B (ETHN) BgENSIESERE.

(2) ZREREBTF (LTHTRAUY E+=. +HM+M
AE FEITZRASRAERNE KEXRRES
B A IX R Z A BRI R R IR IR BANF . £
TRAEFEAMELRA, ZRAR/EKIXERA
B AR MG RR p = A A EFE ARFU R0

() BEEIMELEMNTARET MIFER/HHER
B (EFRW) o wOF=ABAERTLER
RF—EREEMHMESE. FRAMNIEREREZ
NEVFLEFRES (LT .

(4) EXESHROEHRRIZLAARITHAFLEERSZHR
AT 218 B B E T TR RAF MBI TER IR Z
EEREEMN. AN EPHIEERR R TIZATRE
EENARESHTIZATER (EHHN) . ES
HEEXBEBNTREEIRBRIZATVANREER
ZREEERBMM.

554t

srT=

BZPr ETANEAERIFERAZEUR (BREMEISN
THBRAEAT SRR 2 R REE . A F WL HAEH
MESRELHRARE. FLETARRNAMERF
STENYSARRBTERIRA (WA THT N5
EREZXGZAERTHERN. HERTARKR LR
B, BRMETHNBERRER AR THHEL,

EOANREZDITRERATRER R ZFEANRBE
7, BB EHAUARPRTARBRENHE.
EBETREN, EE4M (BRHEMEIUN WEHHE
HEMTMEATAZNETS, RRHEETBIIERE
MRZEEH.

RXresEENETHCEYRTRR, HEEFER
XERFTAIAELE. XEXBRRFTNTATSELE
RDFTHUBREATTHE, HFEEFGFEERTAND
B (NMAR) AHESBEIHRERAETNANEHR.

Source Kj&:

https://www.hkex.com.hk/News/Regulatory-
Announcements/2021/210714news?sc_lang=en
https://www.hkex.com.hk/-/media/HKEX-
Market/Listing/Rules-and-Guidance/Disciplinary-and-
Enforcement/Disciplinary-Sanctions/210714_SoDA.pdf?la=en

The Stock Exchange of Hong Kong Limited
Announces the Cancellation of Listing of Longrun
Tea Group Company Limited (Stock Code: 2898)

The Stock Exchange of Hong Kong Limited (the
Exchange) announced on July 19, 2021 that the listing
of the shares of Longrun Tea Group Company Limited
(Longrun Tea) will be cancelled with effect from 9:00 am
on July 21, 2021 under Rule 6.01A of the Rules
Governing the Listing of Securities on The Stock
Exchange of Hong Kong Limited (Listing Rules).

Trading in Longrun Tea’s shares has been suspended
since June 15, 2017. Under Rule 6.01A, the Exchange
may delist Longrun Tea if trading does not resume by
July 31, 2019.

Longrun Tea failed to resume trading in its securities by
July 31, 2019. On August 23, 2019, the Listing
Committee decided to cancel the listing of Longrun
Tea's shares on the Exchange under Rule 6.01A.

On August 29, 2019, Longrun Tea sought a review of the
Listing Committee’s decision by the Listing Review
Committee. On December 9, 2019, the Listing Review
Committee upheld the decision of the Listing Committee
to cancel Longrun Tea’s listing (LRC Decision). On
December 20, 2019, Longrun Tea filed an application at
the High Court of Hong Kong SAR for leave to apply for
judicial review against the LRC Decision (Judicial
Review Application). On July 9, 2021, the Judicial
Review Application was dismissed by the High Court of
Hong Kong SAR. Accordingly, the Exchange will cancel
Longrun Tea’s listing with effect from 9:00 am on July
21, 2021.

The Exchange has requested Longrun Tea to publish an
announcement on the cancellation of its listing.
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The Exchange advises shareholders of Longrun Tea
who have any queries about the implications of the
delisting to obtain appropriate professional advice.
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The Stock Exchange of Hong Kong Limited
Implements Disciplinary Action against Two Former
Directors of Farnova Group Holdings Limited (Stock
Code: 8153)

The Stock Exchange of Hong Kong Limited (the
Exchange) announced on July 19, 2021 that it has
issued the statement of disciplinary action in relation to
the disciplinary action against two former directors of
Farnova Group Holdings Limited (Stock Code: 8153).

Sanctions

The GEM Listing Committee of the Exchange (GEM
Listing Committee):

CENSURES:

(1) Mr. Qian Gang (Mr. Qian), former non-executive
director (NED) and Chairman of Farnova Group
Holdings Limited (formerly known as Code
Agriculture (Holdings) Limited) (stock code: 8153)
(Company); and

(2) Mr. Wang De Qun (Mr. Wang), former NED (and
former executive director and Chairman) of the
Company.

AND FURTHER STATES THAT in the Exchange’s
opinion, by reason of their failure to discharge their
responsibilities under the GEM Listing Rules (GLR), had
either Mr. Qian or Mr. Wang remained on the board of
directors of the Company, their retention of office would
have been prejudicial to the interests of investors.

Summary of Facts

The Company notified Mr. Qian and Mr. Wang of the
blackout periods in relation to both (i) the Company’s
annual results for the year ended March 31, 2019, which
was from April 25, 2019 to June 27, 2019; and (ii) the
Company’s quarterly results for the three months ended
June 30, 2019, which was from July 16, 2019 to August
15, 2019 (Blackout Periods).

According to information received by the Listing Division
(Division), Mr. Qian acquired and disposed of the
Company’s shares between May 23, 2019 and July 17,
2019 (Qian’s Dealings), and Mr. Wang acquired shares
in the Company between June 14, 2019 and July 18,
2019 (Wang's Dealings). Despite being advised of the
Blackout Periods, all of the Qian’s Dealings and some of
the Wang’'s Dealings occurred during the Blackout
Periods.

Before Mr. Qian resigned as a director of the Company
on January 10, 2020, he belatedly informed the
Company of one transaction being an acquisition of the
Company’s shares, but not any of the other Qian’'s
Dealings. Mr. Wang ceased to be a director of the
Company on August 6, 2020 but he did not at any point
provide details of the Wang's Dealings to the Company.
Prior to their resignations, Mr. Qian and Mr. Wang,
through the Company’'s submissions, admitted their
breaches of GLR 5.54, 5.56(a) and 5.61 in respect of the
Qian’s Dealings/Wang's Dealings respectively.

The Division subsequently sent investigation letters and
reminder letters to Mr. Qian and Mr. Wang with further
enquiries about their dealings. However, despite being
aware of the Division’s investigation, they did not

10



J M L

respond, or notify the Exchange of any changes to their
contact details.

Listing Rules Requirement

GLR 5.54 provides that a director must not deal in any
of the securities of the issuer at any time when he
possesses inside information in relation to those
securities, or where clearance to deal is not otherwise
conferred upon him under GLR 5.61.

GLR 5.61 provides that a director must not deal in any
securities of the issuer without first notifying in writing the
chairman or a director (other than himself) designated
by the board for the specific purpose and receiving a
dated written acknowledgement.

GLR 5.56(a)(i) and (ii) provide that a director must not
deal in any securities of the issuer on any day on which
its financial results are published and during the period
of 60 days and 30 days immediately preceding the
publication date of its annual results and quarterly
results respectively.

Mr. Qian and Mr. Wang have each provided to the
Exchange a Declaration and Undertaking with regard to
Directors (Undertaking) in the form set out in Appendix
6A to the GEM Listing Rules. The Undertaking provides
that, among other things, directors shall: (i) cooperate in
any investigation conducted by the Division and/or the
GEM Listing Committee; (ii) promptly and openly answer
any questions addressed to them; and (iii) provide their
up-to-date contact details to the Exchange for a period
of three years from the date on which they cease to be
a director of the Company, failing which any
documents/notices sent by the Exchange shall be
deemed to have been served on them.

Gem Listing Committee’s Findings of Breach

The GEM Listing Committee found as follows:

(1) Mr. Qian and Mr. Wang breached GLR 5.54, 5.56(a)
and 5.61 for conducting the Qian’s Dealings/Wang’s
Dealings during the Blackout Periods, and without
first notifying the chairman or other designated
director and obtaining a dated written
acknowledgment.

(2) Mr. Qian and Mr. Wang breached their respective
Undertakings to comply with the GEM Listing Rules
to the best of their ability. They were expected to
have familiarized themselves with the requirements
of GLR 5.54, 5.56(a) and 5.61, taken proactive steps
to ensure that any dealings in the Company'’s shares
did not fall within the Blackout Periods and notified
the chairman and received written
acknowledgement from the chairman/designated
director before dealing in the Company’s shares.

(3) Mr. Qian and Mr. Wang breached their respective
Undertakings to cooperate with the Division’s
investigation into the Qian’s Dealings/Wang's
Dealings, which constituted a breach of the GEM
Listing Rules. Even though they ceased to be a
director of the Company, they had an obligation to
provide information reasonably requested by the
Exchange.

(4) Mr. Qian’s and Mr. Wang’s breaches of the GEM
Listing Rules and their respective Undertakings
were serious and their conduct demonstrated their
willful and/or persistent failure to discharge their
responsibilities under the GEM Listing Rules.

Regulatory Concern

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

(e) This case revealed serious concerns over the
Company’s corporate governance, Dr. Chiu’s and
Mr. Jiao’s persistent and/or willful disregard towards
Rule compliance, and the Relevant Directors’ ability
to ensure that notifiable and connected transactions
were identified and reported to the board for
approval and to procure the Company’s Exchange
Listing Rule compliance by way of the Company’s
internal control system.

(f) The Company’s failure to comply with Chapters 13,
14 and 14A of the Exchange Listing Rules deprived
the Company’s investors of their right to the timely
receipt of information in relation to, and the
Company’s independent shareholders of their right
to vote on, the Loan. Given the significant amount
and unsecured nature of the Loan, the Company
had to bear the credit risk and the potential adverse
impact arising from the Loan.

(g) Dr. Chiu's and Mr. Jiao’s conduct represented their
persistent and/or willful disregard towards
compliance with the Exchange Listing Rules. They
procured the Loan advances in five tranches over
three months and persistently failed to inform the
other directors, declare their interests and procure
the Company’'s compliance with the Exchange
Listing Rules in relation to the Loan.

(h) 1t is important for the Relevant Directors to ensure
the Company review its internal control system and
to follow up on any deficiencies identified or
anything untoward that comes to their attention. The
evidence in this case revealed deficiencies in the
Company’s internal controls, which contributed to
the Company’s Rule breaches. The Directors did not
take sufficient steps to ensure the Company’s
internal control system was adequate and effective.
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Conclusion

Directors of listed issuers should strictly comply with the
securities dealing requirements under the Listing Rules,
especially during the periods immediately before the
publication of the issuer’s financial results. The
prohibitions are absolute and are of fundamental
importance to promote investor confidence in the
securities market.

Directors are also expected to comply with their
Undertakings to cooperate with the Exchange, even
when they have ceased to be a director of the relevant
issuer. Failure to respond to the Exchange’s enquiries
will be treated as a serious breach of the Listing Rules.

The GEM Listing Committee decided to impose the
sanctions set out in the Statement of Disciplinary Action.

For the avoidance of doubt, the Exchange confirms that
the above sanctions apply only to Mr. Qian and Mr.
Wang, and not to any other past or present members of
the board of directors of the Company.
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Hong Kong Securities and Futures Commission and
Canadian Securities Administrators Establish
Fintech Cooperation Agreement

On July 8, 2021, the Securities and Futures Commission
of Hong Kong (SFC) announced that it has entered into
an agreement with eight members of the Canadian
Securities Administrators (CSA) to establish a financial

technology (Fintech) cooperation framework on June
30, 2021. The Canadian Securities Administrators is an
umbrella organization of Canada’s provincial and
territorial securities regulators.

The CSA members who are signatories of the
agreement are: Ontario Securities Commission; Autorité
des marchés financiers (Québec); British Columbia
Securities Commission; Alberta Securities Commission;
Financial and Consumer Affairs Authorities of
Saskatchewan; Manitoba Securities Commission;
Financial and Consumer Services Commission (New
Brunswick); and Nova Scotia Securities Commission.

Under the agreement, the SFC and these CSA members
will cooperate on information sharing and referrals
between their innovation functions, which means the
dedicated function established by an authority to support
innovation in financial services in their respective
market.

“This agreement reflects the SFC’s continuing focus on
strengthening  regulatory  cooperation  with its
counterparts and facilitating innovation in financial
services,” said Mr. Ashley Alder, the SFC's Chief
Executive Officer. “We look forward to working closely
with these members of the CSA in sharing experiences
and information with a view to supporting innovative
firms’ communications with regulators globally.”

“We are particularly proud to partner with the SFC, which
plays a central role in the development of a fair, efficient
and transparent Fintech industry,” said Louis Morisset,
CSA Chair and President and Chief Executive Officer of
the Autorité des marchés financiers. “Thanks to this
collaboration, registered innovative firms based in our
respective jurisdictions will have the opportunity to
operate in growing regulated markets.”

The SFC established its Fintech Contact Point in March
2016 to enhance communication with businesses
involved in the development and application of Fintech
in Hong Kong. The purpose of the Fintech Contact Point
is to facilitate the Fintech community’s understanding of
the current regulatory regime and to enable the SFC to
stay abreast of the development of Fintech in Hong
Kong. In July 2018, the CSA launched a Regulatory
Sandbox to support businesses seeking to offer
innovative products, services and applications. The
objective of the initiative is to facilitate the ability of those
businesses to use innovate products, services and
applications across Canada while ensuring appropriate
investor protection.

The signing of this agreement follows the launch of the

SFC’s Fintech Contact Point in March 2016 and the
CSA'’s Regulatory Sandbox in February 2017.
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Hong Kong Securities and Futures Commission
Obtains Court Order to Disqualify Former Executive
Director of Anxin-China Holdings Limited for Eight
Years

On July 13, 2021, the Securities and Futures
Commission of Hong Kong (SFC) announced that it has
obtained a disqualification order in the Court of First
Instance against the former executive director of Anxin-
China Holdings Limited (Anxin), Mr. Lin Supeng (Lin).

Anxin was listed on the Main Board of The Stock
Exchange of Hong Kong Limited (SEHK) on November
24, 2003 until its listing status was cancelled by SEHK
with effect from December 20, 2018. Lin was an
executive director of Anxin from February 3, 2010 to
February 16, 2016.

The legal proceedings were commenced under section
214 of the Securities and Futures Ordinance (SFO).
Under section 214 of the SFO, the court may make an
order disqualifying a person from being a company
director or being involved, directly or indirectly, in the
management of any corporation for up to 15 years, if the
person is found to be wholly or partly responsible for the
company’s affairs having been conducted in a manner,
among other things, involving defalcation, fraud,
misfeasance or other misconduct towards it or its
members; resulting in its members or any part of its
members not having been given all the information with
respect to its business or affairs that they might
reasonably expect; or unfairly prejudicial to its members
or any part of its members.

Lin was disqualified from being a director and being
involved in the management of any listed or unlisted
corporation in Hong Kong, without the leave of the court,
for a period of eight years.

The order was made after Lin’s admission that he failed
to discharge his duties with due and reasonable skill,
care and diligence in the course of acting as a director
of the company and to carry out his duties to the
requisite standard in ascertaining the company’s
financial position. The orders were made following the
Court’s approval that the proceedings could be disposed

14



J M L

of by way of Carecraft procedure where the Court
determines the appropriate orders to be made based on
an agreed statement of facts and agreed proposed
orders.

The SFC's investigation found that Anxin grossly
overstated its cash position between 2011 and 2015. In
particular, the company’s cash position in the audited
consolidated financial statements for the two years
ended December 31, 2012 and 2013 were overstated by
HK$1.26 billion and HK$1.73 billion, respectively.

To cover up the overstated cash position, Anxin
provided false bank records to its then auditors for its
2014 audit. It also provided the same false records to
the independent forensic investigator appointed to
conduct an investigation into the discrepancies identified
by its auditors between the banking records and the
company’s management accounts.

In addition, Anxin informed the public of the false
findings that its internal special investigation team
fabricated to cover up the discrepancies over the
company’s cash position.

The SFC’s proceedings against other former senior
management of Anxin are ongoing.

The judgment is available on the Judiciary’s website
(Court Reference: HCMP314/2020).
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Hong Kong Securities and Futures Commission
Issues Warning Statement on Unregulated Virtual
Asset Platforms

On July 16, 2021, the Securities and Futures
Commission of Hong Kong (SFC) announced that it is
aware that Binance has offered trading services in stock
tokens (Stock Tokens) in a number of jurisdictions and
is concerned that these services may also be offered to
Hong Kong investors. The SFC wishes to make it clear
that no entity in the Binance group is licensed or
registered to conduct “regulated activity” as specified
under Part 1 of Schedule 5 of the Securities and Futures
Ordinance (SFO) in Hong Kong. Binance is a virtual
asset platform operating at the website of
https://www.binance.com/zh-HK.

Stock Tokens are virtual assets that are represented to
be backed by different depository portfolios of underlying
overseas listed stocks, with their prices closely tracking
the performance of the respective stocks. As Stock
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Tokens can be denominated in fractional units, they are
being promoted as an alternative means for investors to
purchase fractional shares instead of the entire fully
paid-up shares.

In Hong Kong, Stock Tokens are likely to be “securities”
as defined in section 1 of Part 1 of Schedule 1 of the
SFO and if so, they are subject to the regulatory remit of
the SFC.

The SFC warns that where the Stock Tokens are
“securities”, marketing and/or distributing such tokens —
whether in Hong Kong or targeting Hong Kong investors
— constitute a “regulated activity” and require a license
from the SFC unless an applicable exemption applies.

It may also be an offence for any person to offer such
tokens to the Hong Kong public without the SFC’s
authorization or registration. Any person who
contravenes a relevant provision may be prosecuted
and, if convicted, subject to criminal sanctions.

Investors are urged to be extremely careful if they plan
to invest in Stock Tokens offered on unregulated
platforms. If a platform is unregulated, there may not be
any due diligence or audit conducted by an independent
third party to confirm the truthfulness of the
representation that the relevant Stock Token is actually
backed by an equivalent depository portfolio of the
underlying share.

The rights attached to the relevant Stock Token might
not be fully disclosed to investors, for example, the
entitlement to voting rights, the right to dividends, the
right to redemption of the underlying stock, the
arrangement and entitlement if the underlying stock is
spilt or bonus shares and options are issued.

“The SFC does not tolerate any violations of the
securities laws and will not hesitate to take enforcement
action against unlicensed platform operators where
appropriate,” said Mr. Thomas Atkinson, the SFC’s
Executive Director of Enforcement. “Investors should
be wary of the risks of trading virtual assets on an
unregulated platform. If the platform ceases operation,
collapses, or is hacked, investors may face the possible
risk of losing their entire investments held on the
platform.”

The SFC has received complaints from investors who
experienced difficulties in withdrawing fiat currencies or
virtual assets from their accounts opened with
unregulated platforms. Investors are further reminded
that if such platforms do not have a nexus with Hong
Kong, the SFC may not have jurisdiction over them. In
case of disputes, seeking recourse is likely to be difficult
and legal remedies may be unavailable.

Intermediaries are also reminded to observe the SFC’s
circular which provides that if they intend to provide any

financial services in virtual assets, they should notify and
discuss their plans with the SFC at an early stage to
avoid adverse regulatory consequences.
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Hong Kong Securities and Futures Commission
Sanctions Sino-Rich Securities & Futures Limited’s
Responsible Officers

On July 19, 2021, the Securities and Futures
Commission of Hong Kong (SFC) announced that it has
suspended the license of Mr. Budihardjo Wilhelm
Soeharsono (Budihardio) — chief executive officer,
director, responsible officer (RO) and money laundering
reporting officer (MLRO) of Sino-Rich Securities &
Futures Limited (Sino-Rich) — for 10 months from July
15, 2021 to May 14, 2022. Budihardjo has been licensed
under the Securities and Futures Ordinance (SFO) since
June 25, 2004. Budihardjo has been accredited to Sino-
Rich to carry on Type 1 (dealing in securities), Type 2
(dealing in futures contracts), Type 4 (advising on
securities), Type 5 (advising on futures contracts) and
Type 9 (asset management) regulated activities, and
approved to act as its RO since August 22, 2011.

Mr. Shing Yan (Shing), an RO and director of Sino-Rich,
has been suspended for seven months from July 15,
2021 to February 14, 2022. Shing has been licensed
under the SFO since September 13, 2005. Shing has
been accredited to Sino-Rich to carry on Type 1 (dealing
in securities) and Type 2 (dealing in futures contracts)
regulated activities since March 15, 2011, and has been
approved as its RO since 13 November 2015.

The disciplinary actions follow the SFC’s sanctions
against Sino-Rich for failing to comply with anti-money
laundering and counter-terrorist financing regulatory
requirements between April 2015 and October 2017
(Note 3). Sino-Rich was reprimanded and fined HK$7.2
million by the SFC. Please refer to the SFC’s press
release dated March 15, 2021.

The SFC found that Sino-Rich’'s failures were
attributable to the failures of Budihardjo and Shing to

discharge their duties as ROs and senior management
members of Sino-Rich. Budihardjo also failed to
discharge his duties as an MLRO of Sino-Rich. General
Principle 9 of the Code of Conduct for Persons Licensed
by or Registered with the SFC (Code of Conduct)
requires 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 senior
management of a licensed corporation should properly
manage the risks associated with the firm’s business.
The roles and functions of an MLRO are set out in
paragraphs 2.15 and 7.19 to 7.30 of the Guideline on
Anti-Money Laundering and Counter-Terrorist Financing
(April 2015).

Specifically, the SFC found that they failed to:

e ensure that Sino-Rich established and implemented
adequate and effective internal policies and
procedures to detect, process and approve cash
deposits and third party fund transfers;

e personally follow and/or diligently supervise staff
members of Sino-Rich to ensure they followed Sino-
Rich’s policies and procedures in relation to cash
deposits and third party transfers; and

e ensure that Sino-Rich conducted proper enquiries
on suspicious cash deposits and third party fund
transfers and/or reported them to the Joint Financial
Intelligence Unit.

In deciding the disciplinary sanctions, the SFC took into
account all relevant circumstances, including the
seriousness of Sino-Rich’s regulatory breaches, and
their cooperation in resolving the SFC’s concerns.

A copy of the Statement of Disciplinary Action is
available on the SFC website:
https://apps.sfc.hk/edistributionWeb/gateway/EN/news-
and-
announcements/news/openAppendix?refNo=21PR77&
appendix=0
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Hong Kong Securities and Futures Commission
Publicly Censures BIT Mining Limited for Breaches
of the Takeovers Code

On July 19, 2021, the Securities and Futures
Commission of Hong Kong (SFC) has publicly censured
BIT Mining Limited (formerly known as 500.com Limited,
the American depositary shares of which are listed on
the New York Stock Exchange under the ticker symbol
“BTCM") (BIT Mining) for breaching the rules on special
deals under the Code on Takeovers and Mergers
(Takeovers Code).

On January 28, 2021, Loto Interactive Limited (the
shares of Loto Interactive Limited (stock code: 8198) are
listed on GEM of The Stock Exchange of Hong Kong
Limited) (Loto) announced a proposed share
subscription by BIT Mining which would trigger a
mandatory general offer upon completion. During the
offer period, BIT Mining issued 85,572,963 class A
ordinary shares to Man San Law (a director and
shareholder of BIT Mining and a 0.3% shareholder of
Loto) (Law) in February 2021, increasing his voting
rights in BIT Mining from 3.78% to 19.9%. It
subsequently issued 65,000 class A preference shares
to Law in April 2021, which further increased his voting
rights to 61.72%.

In both instances, the issue of shares to Law constituted
special deals under Rule 25 of the Takeovers Code and
they were completed without the consent of the
Executive Director of the SFC's Corporate Finance
Division or his delegate. Moreover, BIT Mining did not
obtain advice from its professional advisers on the
Takeovers Code implications of these deals. BIT Mining
accepted that it had breached the Takeovers Code,
apologized for the breaches and consented to the
disciplinary action taken against it. Rule 25 of the
Takeovers Code provides that “[e]xcept with the consent
of the Executive, neither the offeror nor any person
acting in concert with it may make any arrangements
with shareholders..., either during an offer or when an
offer is reasonably in contemplation or for 6 months after
the close of such offer if such arrangements have
favorable conditions which are not to be extended to all
shareholders”.

The SFC reminds practitioners and parties who wish to
take advantage of the securities markets in Hong Kong
that they should conduct themselves in accordance with
the Codes on Takeovers and Mergers and Share Buy-
backs (Codes). This includes seeking professional
advice as needed. Professional advisers should ensure
that their clients understand and abide by the Codes. If
there is any doubt about the application of the Codes,
the Executive should be consulted at the earliest
opportunity.
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The Executive Statement can be found in the
“Regulatory functions — Corporates — Takeovers and
mergers — Decisions and statements — Executive
decisions and statements” section of the SFC’s website:
https://www.sfc.hk/-
/media/EN/files/CF/pdf/Public_censure/Executive-
Statement--BIT-Mining-Eng19-Jul-21.pdf.
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U.S. Federal Court Permanently Bans and Imposes
an over US$300,000 Penalty Against Foreign
Trading Platform for Offering lllegal Leveraged
Transactions in Ether, Litecoin, Bitcoin and
Precious Metals

On July 9, 2021, the U.S. Commaodity Futures Trading
Commission’s (CFTC) announced that the U.S. District
Court for the Southern District of Texas entered a default
judgment against Laino Group Limited d/b/a PaxForex
(PaxForex). The order imposes permanent trading,
solicitation, and registration bans against PaxForex
entering into transactions involving commaodity interests
and prohibits it from violating provisions of the
Commaodity Exchange Act (CEA), as charged. The order
also requires the defendant to pay a civil monetary
penalty of US$374,864.

The order, entered on June 30, 2021, stems from a
CFTC complaint filed on September 24, 2020, that
charged PaxForex with engaging in illegal, off-exchange
transactions in Ether, Litecoin and Bitcoin, in addition to
precious metals and foreign currency, with retail
customers on a leveraged, margined, or financed basis
and acting as a futures commission merchant (FCM)
without CFTC registration as required.

The order finds that from at least March 2018 through
July 9, 2021, PaxForex offered or engaged in unlawful
retail commodity transactions in Ether, Litecoin, Bitcoin,
gold, and silver. The defendant violated the CEA by
failing to conduct these transactions subject to the rules
of a board of trade that had been designated or
registered with the CFTC as a contract market.

The order further finds that PaxForex, through its
employees and agents, acted as an FCM by soliciting or
accepting orders for retail commodity and foreign
currency transactions and acting as a counterparty for
these transactions; and in connection with these
activities, it accepted money, securities, or property (or
extended credit in lieu thereof) in the form of Bitcoin and
other assets to margin trades or contracts that resulted
or may have resulted.

The CFTC strongly urges the public to verify a
company’s registration with the CFTC before committing
funds. A customer should be wary of providing funds to
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an unregistered entity. A company’s or individual's
registration status can be found using NFA BASIC.
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U.S. Court of Appeals Rules in Favor of U.S.
Commodity Futures Trading Commission in Fraud
Case Against Monex Deposit Company and its
Principals

On July 22, 2021, the U.S. Commodity Futures Trading
Commission (CFTC) announced that the U.S. Court of
Appeals for the Ninth Circuit affrmed a preliminary

injunction in the CFTC’s anti-fraud enforcement action
against Monex Deposit Company (Monex) and its
affiliated companies and principals on July 20, 2021.
The court’s ruling marks the second time the CFTC has
prevailed in the Ninth Circuit in the Monex case.

At issue was the district court’s order prohibiting Monex
from operating its “Atlas” program, effectively shutting
down the defendants’ unregistered trading platform for
leveraged retail precious metals transactions and
enjoining an alleged nationwide fraud. Monex claimed
that they were entitled to the benefit of an exception to
the CFTC's jurisdiction for transactions that result in
“actual delivery” of the commodity to the purchaser. The
Ninth Circuit affirmed the district court’s finding that
Monex did not make “actual delivery” of any metals to its
customers through the Atlas program.

The CFTC's enforcement action, filed in 2017 and
currently pending, charges the defendants with
defrauding thousands of retail customers out of
hundreds of millions of dollars, while executing
thousands of illegal, off-exchange leveraged commodity
transactions.

The Dodd-Frank Wall Street Reform and Consumer
Protection Act of 2010 requires that such trading be
conducted on a regulated exchange, and that the offeror
be registered with the CFTC in accordance with the
Commaodity Exchange Act and CFTC regulations. In a
previous appeal, the Ninth Circuit affirmed the CFTC’s
authority to bring enforcement cases against alleged
fraud and held that “actual delivery” of commaodities in
leveraged retail commodity transactions requires
transfer of a meaningful degree of possession or control
of the commodity to the retail customer.

In its continuing litigation, the CFTC seeks disgorgement
of ill-gotten gains, restitution for the benefit of defrauded
customers, civil monetary penalties, permanent
registration and trading bans, and a permanent
injunction from future violations of federal commodities
laws, as charged.

%E LiFEBRE ST X Monex Deposit Company R HZ&E
RANBKERTEHENTXET SRS ZERSN
HIR

202178 22H, xERRPKRIZHERS (CFTC)
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Source KJR:
https://cftc.gov/PressRoom/PressReleases/8410-21

U.S. Securities and Exchange Commission Charges
SPAC, Sponsor, Merger Target, and CEOs for
Misleading Disclosures Ahead of Proposed
Business Combination

On July 13, 2021, the U.S. Securities and Exchange
Commission (SEC) announced charges against special
purpose acquisition corporation (SPAC) Stable Road
Acquisition Company, its sponsor SRC-NI, its CEO
Brian Kabot, the SPAC’s proposed merger target
Momentus Inc., and Momentus’'s founder and former
CEO Mikhail Kokorich for misleading claims about
Momentus’s technology and about national security
risks associated with Kokorich. The SEC's litigation is
proceeding against Kokorich, against whom the SEC
filed a complaint in the U.S. District Court for the District
of Columbia. All other parties are settling with the SEC,
with terms including total penalties of more than US$8

EH Atlas 1151,

BT Atlas T H & A KBRS

million, tailored investor protection undertakings, and
the SPAC sponsor’s forfeiture of founder’s shares it
stands to receive if the merger, currently scheduled for
August 2021, is approved.

According to the SEC's settled order, Kokorich and
Momentus, an early-stage space transportation
company, repeatedly told investors that it had
“successfully tested” its propulsion technology in space
when, in fact, the company’s only in-space test had
failed to achieve its primary mission objectives or
demonstrate the technology’s commercial viability. The
order finds that Momentus and Kokorich also
misrepresented the extent to which national security
concerns involving Kokorich undermined Momentus's
ability to secure required governmental licenses
essential to its operations. In addition, the order finds
that Stable Road repeated Momentus’'s misleading
statements in public filings associated with the proposed
merger and failed its due diligence obligations to
investors. According to the order, while Stable Road
claimed to have conducted extensive due diligence of
Momentus, it never reviewed the results of Momentus’s
in-space test or received sufficient documents relevant
to assessing the national security risks posed by
Kokorich. The order finds that Kabot participated in
Stable Road’s inadequate due diligence and in filing its
inaccurate registration statements and  proxy
solicitations. The SEC’s complaint against Kokorich
includes factual allegations that are consistent with the
findings in the order.

“This case illustrates risks inherent to SPAC
transactions, as those who stand to earn significant
profits from a SPAC merger may conduct inadequate
due diligence and mislead investors,” said SEC Chair
Gary Gensler. “Stable Road, a SPAC, and its merger
target, Momentus, both misled the investing public. The
fact that Momentus lied to Stable Road does not absolve
Stable Road of its failure to undertake adequate due
diligence to protect shareholders. Today’s actions will
prevent the wrongdoers from benefitting at the expense
of investors and help to better align the incentives of
parties to a SPAC transaction with those of investors
relying on truthful information to make investment
decisions.”

“Our enforcement team worked with incredible speed,
efficiency, and creativity to file today’s actions so that
investors will have the benefit of complete and accurate
information when voting on the proposed merger,” said
Melissa R. Hodgman, Acting Director of the SEC's
Division of Enforcement. “Today’s settlement will deter
future misconduct in the SPAC market without inhibiting
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capital formation, while also allowing for the distribution
of monetary relief to harmed investors.”

“Momentus’s former CEO is alleged to have engaged in
fraud by misrepresenting the viability of the company’s
technology and his status as a national security threat,
inducing shareholders to approve a merger in which he
stood to obtain shares worth upwards of $200 million,”
said Anita B. Bandy, Associate Director of the SEC'’s
Division of Enforcement. “Our litigation against Kokorich
demonstrates our commitment to holding individuals
accountable for their statements to investors, which are
of particular concern when they are aimed at improperly
capitalizing on public interest in popular investment
vehicles such as SPACs.”

The SEC'’s order finds that Momentus violated scienter-
based antifraud provisions of the federal securities laws
and caused certain of Stable Road’s violations. It also
finds that Stable Road violated negligence-based
antifraud provisions of the federal securities laws as well
as certain reporting and proxy solicitation provisions.
The order finds that Kabot violated provisions of the
federal securities laws related to proxy solicitations and
that Kabot and SRC-NI caused Stable Road’s violation
of Section 17(a)(3) of the Securities Act of 1933. Without
admitting or denying the SEC’s findings, Momentus,
Stable Road, Kabot, and SRC-NI consented to an order
requiring them to cease and desist from future violations.
Momentus, Stable Road, and Kabot will pay civil
penalties of US$7 million, US$1 million, and US$40,000,
respectively. Momentus and Stable Road have also
agreed to provide PIPE (private investment in public
equity) investors with the right to terminate their
subscription agreements prior to the shareholder vote to
approve the merger; SRC-NI has agreed to forfeit
250,000 founders’ shares it would otherwise have
received upon consummation of the business
combination; and Momentus has agreed to undertakings
requiring enhancements to its disclosure controls,
including the creation of an independent board
committee and retention of an internal compliance
consultant for a period of two years.

The SEC’'s complaint against Kokorich alleges that
Kokorich violated antifraud provisions of the securities
laws and aided and abetted Momentus'’s violations of the
same provisions. The complaint seeks permanent
injunctions, penalties, disgorgement plus prejudgment

interest, and an officer-and-director bar against Kokorich.
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U.S. Securities and Exchange Commission Settles
Charges Related to Investments in Complex
Exchange-Traded Product with UBS

On July 19, 2021, the U.S. Securities and Exchange
Commission (SEC) filed a settled action against UBS
Financial Services Inc. for compliance failures relating to
sales of a volatility linked exchange-traded product
(ETP). This is the sixth matter arising from the
Enforcement Division’s ETP Initiative.

As described in the SEC's order, the ETP at issue is
designed to track short-term volatility expectations in the
market as measured against derivatives of a volatility
index. According to the order, the issuer of the product
warned UBS that it was not appropriate to hold the
product for extended periods, and the product’s offering
documents made clear that the product was more likely
to decline in value when held over a longer period. The
order finds that UBS prohibited brokerage
representatives from soliciting sales of the product and
placed other restrictions on sales of the product to
brokerage customers, but did not place similar
restrictions on certain financial advisers’ use of the
product in discretionary managed client accounts. The
order further finds that UBS adopted a concentration
limit on volatility-linked ETPs, but failed to implement a
system for monitoring and enforcing that limit for five
years. According to the order, UBS prohibited the
financial advisers from making additional
recommendations of this ETP prior to being contacted
by the SEC staff.

The order also finds that between January 2016 and
January 2018, certain financial advisers had a flawed
understanding of the appropriate use of the volatility-
linked ETP and failed to take sufficient steps to
understand risks associated with holding the product for
extended periods. These financial advisers, the order
further finds, purchased and held the product in client
accounts for lengthy periods, including hundreds of
accounts that held the product for over a year, resulting
in meaningful losses.

Without admitting or denying the SEC’s findings, UBS
agreed to cease and desist from violations of Rule
206(4)-7 of the Investment Advisers Act of 1940, a
censure, and disgorgement and prejudgment interest of
US$112,274 and a civil penalty of US$8 million, which
will be distributed to investors harmed by the conduct at
issue.

XEESXHPZERSSHBNBERRAZHMLE> M
REHXAIEE
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U.S. Securities and Exchange Commission Charges
Initial Coin Offerings “Listing” Website With
Unlawfully Touting Digital Asset Securities

On July 14, 2021, the U.S. Securities and Exchange
Commission (SEC) announced settled charges against
the operator of Coinschedule.com, a once-popular
website that profiled offerings of digital asset securities.
The SEC’s order finds that United Kingdom-based
Blotics Ltd. violated the anti-touting provisions of the
federal securities laws by failing to disclose the
compensation it received from issuers of the digital asset
securities it profiled.

According to the SEC’s order, Coinschedule.com was
accessible in the United States from 2016 to August
2019, during which time U.S. visitors comprised a
significant portion of its web traffic.  Visitors to
Coinschedule.com were presented with details about
each profiled digital token offering in so-called “listing”

profiles, which also included links to the token issuers’
own websites and a “trust score” that Coinschedule
claimed reflected its evaluation of the “credibility” and
“operational risk” for each digital token offering based on
a “proprietary algorithm.” In reality, the token issuers
paid Coinschedule to profile their token offerings on
Coinschedule.com, a fact that Coinschedule failed to
disclose to visitors. Coinschedule.com published many
of the profiles after the SEC issued its DAO Report in
2017 warning that coins sold in initial coin offerings may
be securities and that those who offer and sell securities
in the U.S. must comply with federal securities laws, and
also after the SEC’s Division of Enforcement and
Division of Examinations advised that, in accordance
with the anti-touting provisions of the federal securities
laws, those who promote a virtual token or coin that is a
security must disclose the nature, scope, and amount of
compensation received in exchange for the promotion.

Without admitting or denying the SEC's findings, Blotics
has agreed to cease and desist from committing or
causing any future violations of the anti-touting
provisions of the federal securities laws, and to pay
US$43,000 in disgorgement, plus prejudgment interest,
and a penalty of US$154,434.
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U.S. Securities and Exchange Commission Halts
Alleged Ongoing Offering Fraud Involving Cycling
Companies

On July 22, 2021, the U.S. Securities and Exchange
Commission (SEC) announced an emergency action
including a temporary restraining order and asset freeze
to stop an alleged fraudulent offering of securities and
misappropriation of investor assets by Outdoor Capital
Partners LLC and its director Samuel J. Mancini. The
SEC alleges that the defendants made false statements
in raising millions of dollars for an investment fund
ostensibly to purchase controlling interests in three
Italian cycling companies, but never made the
acquisitions and instead fraudulently diverted money
raised.

According to the SEC's complaint unsealed, the
defendants raised approximately US$11.5 million from
at least 40 investors beginning in late 2019 by selling
membership units in an investment fund and short-term,
high-interest loan contracts. The complaint alleges that
the defendants told investors that they had sufficient
funds to acquire three Italian cycling-related companies
and that Mancini had invested millions of dollars of his
own money in the offerings when neither statement was
true. According to the complaint, Mancini
misappropriated almost US$400,000 of investor funds
and made at least US$800,000 in Ponzi-like payments
to other investors. The complaint also alleges that
Mancini hid from investors that Outdoor Capital Partners
had failed to make the cycling company acquisitions and
created and sent investors numerous false documents
in response to various redemption requests, including
false fund financial statements, bank statements, and
emails from banks.

The complaint, filed in U.S. District Court for the District
of New Jersey, charges Mancini and Outdoor Capital
Partners with violating the antifraud provisions of
Section 17(a) of the Securities Act of 1933 and Section

10(b) of the Securities Exchange Act of 1934 and Rule
10b-5 thereunder. The SEC seeks emergency relief as
well as permanent injunctions, disgorgement of ill-gotten
gains with prejudgment interest, and civil penalties. The
SEC also seeks a conduct-based injunction and an
officer-and-director bar against Mancini. In addition, the
complaint seeks disgorgement of ill-gotten gains with
prejudgment interest from several relief defendants,
including the OCP Italia Fund LLC, OCPITALUS LLC,
and Mancini’'s wife.
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Singapore Exchange Launches New FFA and
Futures Contracts for LNG Vessels

Singapore Exchange (SGX) is expanding its clearing
services for seaborne freight by adding three new
Forward Freight Agreement (FFA) and futures contracts
for Liquified Natural Gas (LNG) vessels.

The new contracts launched on July 12, 2021, are listed
out to three years forward, referencing the Baltic
Exchange’s independent freight price assessments for
LNG transported on LNG-powered carriers from
Australia — the top LNG exporter in 2020 — to Japani,
US Gulf to Europe and US Gulf to Japan. These three
routes constitute the bulk of global spot market LNG
flows and the assessments serve as benchmark pricing
for LNG freight.

The first trade on the launch day was brokered by SSY
Futures Ltd, an independent shipbroker, on the US Gulf
to Europe contract with a July-August settlement basis.

Despite COVID-19’s impact on LNG demand and supply,
global LNG trade reached an all-time high of 356.1
million tonnes (MT) in 2020, in another year of
consecutive growth. Asia accounts for over 70% of
global LNG imports and demand in the region continues
to grow faster than the rest of the world, due to Asia’s
economic and population growth.

Japan, the top LNG importer in 2020, relies on LNG for
power generation and imported 74.4 MT last year. China,
the second largest LNG importer that is poised to
overtake Japan in the coming years, saw its LNG import
increase 10% last year to 68.9 MT as its industrial sector
rebounded faster than expected post-pandemic. Both
countries accounted for 40% of total LNG imports last
year.

LNG requires highly specialized and sophisticated
vessels to transport, and its freight cost can significantly
impact the delivered price of LNG, making it critical for
industry participants to protect against price volatility.

William Chin, Head of Commaodities at SGX said, “Asia
plays an important role in the LNG freight market given
the region’s geographical proximity to the epicenter of
LNG trade flows. Our expansion into LNG freight marks
a milestone in SGX’s FFA business since we cleared the
first FFA OTC swap in 2006. We will continue to build a
suite of products that complements the physical
market's green movement and transition to cleaner
energy sources, and in this case, risk management tools
relating to LNG-powered carriers which have a relatively
lower carbon footprint compared to conventional LNG
carriers.”

Mark Jackson, Baltic Exchange Chief Executive said,
“We're delighted in this vote of confidence in the Baltic

Exchange’s LNG freight assessments. Our data is
based on assessments made by some of the leading
physical shipbroking companies in this space with
quality assured by our strict governance structure.”
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Source &J&:
https://www.sgx.com/media-centre/20210714-sgx-launches-
new-ffa-and-futures-contracts-Ing-vessels

Financial Conduct Authority of the United Kingdom
Consults on Post-Brexit Divergence for PRIIPS
Regulation

The Financial Conduct Authority of the United Kingdom
(FCA) has set out proposals to change disclosure
documents provided to retail investors under the
Packaged Retail and Insurance-based Investment
Products (PRIIPs) regulation.

The changes will provide more clarity to consumers
about what the products are, the risk presented and
information to help understand likely future
performance.

The PRIIPs regulation was developed to renew the
confidence of retail investors in the financial market and
improve their protection. Those who produce, advise on
or sell PRIIPs are required to provide a Key Information
Document (KID) about the product they are selling.

However, for some products the KID has potential to
contain misleading information as a result of the
methodologies used in producing performance
scenarios and summary risk indicators. There has also
been a lack of clarity within the PRIIPs regime over the
corporate bond market. This has led HM Treasury to
confirm that the UK will diverge from EU PRIIPs
regulation to better protect its consumers.

A key element in the FCA’s recent Consultation on the
New Consumer Duty was to ensure that firms provide
information which is understandable and helps
consumers to make properly informed decisions.

The FCAs proposed rule changes for PRIIPS will give
firms great flexibility to ensure that their communications
meet this test.

Sheldon Mills, Executive Director, Consumers and
Competition said:

'Exiting the EU has provided us an opportunity to quickly
amend technical standards surrounding key information
documents as we know that they are not fully achieving
the intended aims. We want to ensure that consumers
have what they need through transparent information
and furthermore through the reduction of potentially
misleading information being displayed.'

Following the UK’s exit from the EU, the Financial
Services Act 2021 allows the FCA to specify whether a
product can be classified as a PRIIP under the PRIIPs
Regulation as well as allowing the FCA to define was is
meant by ‘performance information’. The FCA has a
range of options on how PRIIPs manufacturers can
produce and present performance information most
effectively in the KID in order to reduce the risk to
consumers.

The FCA is consulting on the most serious concerns
over PRIIPs and proposes to:

e Clarify the scope of the PRIIPs regulation
making it clearer that certain common features
of these instruments do not make them into
PRIIPS and guidance on the meaning of PRIIPs
being ‘made available’ to retail investors

e Amend the PRIIPs Regulatory Technical
Standards to: require written explanation on
performance in the KID; combat the potential for
PRIIPs being assigned an inappropriately low
summary risk indicator in the KID and; address
concerns over applications of the slippage
methodology when calculating transaction costs.

Subject to the outcome of this consultation, the FCA
plans to amend the PRIIPs RTS by the end of 2021, with
any changes made coming into effect on the January 1,
2022.
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Source K:
https://www.fca.org.uk/news/press-releases/fca-consults-
post-brexit-divergence-priips-regulation

Australian Securities and Investments Commission
Publishes Internal Dispute Resolution Data
Dictionary and Glossary ahead of Pilot

Australian Securities and Investments Commission
(ASIC) has released internal dispute resolution (IDR)
reporting documents, which will be tested in a pilot
involving financial firms from across relevant industry
subsectors in late 2021.

This release represents the next step in preparedness
for ASIC’s implementation of the Government's
mandatory IDR data reporting framework, which came
out of the Ramsay Review of the financial system
dispute resolution framework. IDR data reporting is
intended to improve transparency in the IDR system,
assist consumer decision making and allows firms to

benchmark themselves against their peers. It is also
intended to assist ASIC in identifying emerging issues.

The reporting documents include a data
dictionary and data glossary. The data dictionary sets
out the information that financial firms will be required to
collect and report to ASIC. The data glossary provides
explanations about the key terms in the data dictionary.

The pilot versions of the data dictionary and data
glossary have been developed and substantially
simplified  through  two rounds of  public
consultation. The documents are designed to align as
closely as possible with the reporting approach of the
Australian Financial Complaints Authority so as to
develop an end-to-end picture of financial system
complaints. Key changes made in response to
consultation include to:

e remove free text fields;

e remove mandatory reporting of demographic
information; and

e allow flexibility to including  multiple
products/services and issues per complaint.

Financial firms should now consider how to map their
own complaints systems to the data dictionary. ASIC is
aware most financial firms will already be collecting
more granular and detailed data about the complaints
they receive. Final versions of the data dictionary and
glossary may differ from the pilot versions if technical
issues are identified during the pilot, however any such
changes will be kept to a minimum.

ASIC has also released REP 693 Response to
submissions on ASIC’s internal dispute resolution data
consultations that sets out our response to submissions
received on the data reporting requirements
in Consultation Paper 311 Internal dispute resolution:
Update to RG 165 (CP 311) and the Addendum to CP
311 (Addendum). Among other matters, CP 311 and the
Addendum outlined ASIC’s approach to implementing
the IDR data framework and included draft versions of
the data dictionary.
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Source HKi:
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Fully Implement Scientific Regulation and Classified
Regulation and Focus on Cultivating a Group of
High-quality Listed Companies -- Evaluation Results
on Information Disclosure by Shenzhen Stock
Exchange-listed Companies Released

Shenzhen Stock Exchange (SZSE) recently completed
the evaluation of information disclosure by companies
listed on the Main Board and the ChiNext Board in 2020.
Among the 2,350 SZSE-listed companies evaluated,
417 received an A, accounting for 17.74%, 1,529
received a B, accounting for 65.06%, 308 received a C,
accounting for 13.11%, and 96 received a D, accounting
for 4.09%. Compared to the last evaluation period, the
number of companies receiving an A or B rose by 1.43%,
while that of companies obtaining a C or D declined by
1.43%, indicating a stable improvement in the overall

quality of information disclosure by SZSE-listed
companies.

The information disclosure evaluation is an important
measure to urge listed companies, shareholders and
relevant information disclosure obligors to disclose
information truthfully, accurately, completely, timely and
fairly, and improve the quality of listed companies. SZSE
has conducted information disclosure evaluation
annually since 2001. With the goal of improving the
quality of listed companies, and a focus on deepening
classified regulation, SZSE has continuously optimized
the standards and methods for information disclosure
evaluation and given full play to the role of information
disclosure evaluation as positive guidance. In
September 2020, based on the new changes in the
market situation and the practices of information
disclosure evaluation, SZSE released the Measures for
Evaluation of Information Disclosure by Listed
Companies (Revised in 2020) (the Measures). In
the Measures, SZSE refined the methods, content, use
of results, etc. of information disclosure evaluation,
further improving the transparency and effectiveness of
the evaluation mechanism.

The 2020 evaluation was the first evaluation conducted
after the Measures took effect. The evaluation
standards were clearer, the evaluation procedures more
open and transparent, and the evaluation methods more
diversified. On the one hand, the “positive items”
included the implementation of information disclosure
requirements, maintenance of investor relations,
fulfillment of social responsibilities, etc. In practice, over
2,100 companies held the 2020 results announcement
meeting, more than 2,200 companies disclosed their
fulfillment of social responsibilities, and over 1,000
companies rolled out a share repurchase plan or cash
dividend plan, reflecting a positive role the evaluation
has played. On the other hand, the “negative items”
mainly included major negative events, disciplinary
punishments or regulatory measures against listed
companies or related parties, etc. Failure to disclose
major events in a timely manner, occupation of funds,
violations in providing guarantee, or receiving
complaints repeatedly would have a negative impact on
the evaluation result of a listed company’s information
disclosure.

In 2020, the proportion of companies receiving an A or
B grew by 1.43 percentage points year on year,
indicating a group of excellent listed companies with
good information disclosure quality, a high level of
standard operation, and strong awareness of integrity-
based development is taking shape. 192 companies
have obtained an A for three years straight. Yunnan
Baiyao (000538), IiFLYTEK (002230), Inovance
(300124), and ZEMIC (300114) have been rated A for
ten years straight. They have played a good exemplary
role. In the meantime, SZSE earnestly performed the
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duties as the front-line regulator, continued to strengthen
in-process and ex post regulation, and intensified
targeted measures against violations of laws and
regulations. During the evaluation period, SZSE sent out
a total of 206 disciplinary punishment decisions, which
involved 117 listed companies and 742 relevant
responsible persons including shareholders, directors,
supervisors and senior management members.

An official of SZSE said that improving the quality of
listed companies is an intrinsic requirement to sustain
the healthy development of the capital market. SZSE will
earnestly practice the principles of “system building,
non-intervention and zero tolerance” and the
requirements of “standing in awe of the market, rule of
law, professionalism and risks and pooling the efforts of
all sides to develop the capital market”, and adhere to

the work philosophy of being “open-minded, transparent,

honest and impartial”. With information disclosure as the
core and investors’ demand as the orientation, SZSE will
continue to optimize rules and systems, effectively
perform the duties as the front-line regulator, and
actively give play to the regulatory interaction
mechanism. SZSE will advance scientific regulation,
classified regulation, specialized regulation, and
continuous regulation in depth, increase support to
companies with excellent information disclosure quality,
and strengthen compliance oversight of the “critical
minority” in companies with poor information disclosure
quality. SZSE will adopt various measures
simultaneously to improve listed companies’ information
disclosure quality and level of standard operation, and
focus on cultivating a group of high-quality listed
companies, so as to build a sound capital market
ecosystem.
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Improve the System of Rules for Innovative Product
Types and Strengthen the Capability of Capital
Market to Serve National Strategies — Shenzhen
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Stock Exchange Revises the Business Guidelines
for Green Corporate Bonds and Rural Revitalization
Corporate Bonds

On July 13, 2021, Shenzhen Stock Exchange (SZSE)
released the Business Guidelines for Innovative
Corporate Bonds No. 1 - Green Corporate Bonds
(Revision 2021) and the Business Guidelines for
Innovative Corporate Bonds No. 3 - Rural Revitalization
Corporate Bonds (Revision 2021). The business
guidelines have included carbon neutrality bonds, rural
revitalization bonds, etc. into the existing types of
innovative corporate bonds and further defined the
issuance conditions, purposes of raised funds and
requirements on application materials, refining the
system of rules for fixed income products. It is an
important measure of SZSE to earnestly implement the
decisions and plans of the CPC Central Committee and
the State Council, unswervingly apply the new
development philosophy, actively give play to the
functions and product advantages of exchange-traded
bond market, and better serve national strategies such
as green development and rural revitalization.

The Business Guidelines for Innovative Corporate
Bonds No. 1 - Green Corporate Bonds (Revision
2021) aims to support enterprises’ low-carbon
development more effectively, facilitate the adjustment
and optimization of the industrial structure and the
energy structure, and help realize the goals of peaking
carbon dioxide emissions and achieving carbon
neutrality. In the business guidelines, SZSE has made
the following main revisions. First, SZSE has further
made it clear that the funds raised from the issuance of
green corporate bonds should be used in the business
development in green industries and fields. In the
meantime, SZSE has encouraged issuers to add terms
linked to their fulfillment of environmental benefit targets,
such as overall carbon emission reduction, in their
prospectuses. Second, SZSE has laid down
requirements on carbon neutrality bonds, stating that the
raised funds should be mainly used in carbon neutrality
related projects such as clean energy, clean
transportation, sustainable buildings, industrial low-
carbon transformation and other projects with carbon
emission reduction benefits, and that the full names of
such bonds may use the mark of “carbon neutrality
green corporate bond”. Third, SZSE has added relevant
requirements on blue bonds, saying that the full names
of the green bonds whose proceeds are mainly used to
support projects concerning marine protection and
sustainable utilization of marine resources may add the
“(blue bond)” mark.

To improve the pertinency and operability of rules,
facilitate the formation of market-based, sustainable
business models, assist in consolidating the
achievements in the battle against poverty, and serve
rural  revitalization, SZSE has revised the

original Business Guidelines for Innovative Corporate
Bonds No. 3 — Poverty Alleviation Corporate Bonds into
the Business Guidelines for Innovative Corporate Bonds
No. 3 - Rural Revitalization Corporate Bonds (Revision
2021). In the new business guidelines, first, SZSE has
specified the issuance terms of rural revitalization
corporate bonds, requiring that the issuer’s registered
address should be in regions that were lifted out of
poverty in the past five years, and its proceeds from
issuance should be mainly used to support rural
revitalization related fields or to build, operate or acquire
relevant projects in rural revitalization fields or repay
project loans. Second, SZSE has set the use ratio of
raised funds, saying that the amount of funds invested
in projects relating to rural revitalization fields should be
no less than 70% of the total amount of raised
funds. Third, SZSE has detailed the scope of rural
revitalization fields to be supported, which includes
supporting the development of characteristic rural
industries in regions that have been lifted out of poverty,
promoting stable employment of people who have
shaken off poverty, improving the infrastructure
conditions in regions that have been lifted out of poverty,
and raising the level of public services in regions that
have been lifted out of poverty, as well as optimizing the
employment structure in rural areas, refining the rural
industrial system, improving the rural infrastructure, etc.
through market-oriented and law-based methods.

Since 2016, SZSE has launched various special bonds
under the corporate bond framework. By issuing notices
on relevant pilot business projects, Q&A and business
guidelines and standardizing access criteria and
information disclosure requirements, SZSE has made
precision hard work in many respects of economic and
social development including green development, rural
revitalization, scientific and technological innovation and
opening up. Next, centering on the goal of “building a
standard, transparent, open, dynamic, and resilient
capital market”, SZSE will adhere to the general
principle of making progress while ensuring stability.
SZSE will leverage the opportunities in the new
development stage, fully apply the new development
philosophy, and actively foster the new development
pattern. SZSE will continue to promote the innovation in
fixed income products and improve the system of rules
for innovative varieties, to strengthen the institutional
foundation of the capital market. SZSE will establish and
improve the green financial services system, assign
special personnel to review innovative fixed-income
products, and focus on improving review and service
efficiency. SZSE will give full play to the role of the
capital market as a hub to assist in the effective
transition from poverty alleviation to rural revitalization,
SO as to better serve national strategies and economic
and social development.

31



J M L

TEF ARG R HERFATIHRSEREMREEN
—RINEER B ETRER S RN THA S 6HE
W 51E5I

2021 £ 7 B 13 H, RINEHEXHA (RXZFT) BITH
R (ASEFFREMIEIESIE 1 5— KRBT
"% (2021 EEIT) ) (ASMESEFAEMISIESIE
3 S—SMIRNEMAEGE (2021 FEIT) ), ¥
RPFEIR. SR TIRFNAIMLE LR
W, #—PPERETEN. EERESAEKBRM
BEER, BLeTEEATWRE~RANER, XBARAX
FrIAEEL TR R, BERAKRBE, BEAHRMHI
ERER, RREEXSMGETHIENRILE,
BEHRSFEERE. SHRNEEREBNEESEE,

(RERFLFRFULEIESIE 1 S—RENIRS
(2021 F1&1]) ) BEAEEHFFFEWRRER, (Ed#~
WEEM . BEREMIFEMM, B SKEBOAE. P
Bir. RAEBRETTUTART: —RH—THHBRRER
ARSFERAESNEATRES LIBHLFERE, [
NEMATAESERBETRES B FBERBHS
IR B AMA R B R EBA &R 2 PP AGR
FHERER, BEASTERTEERRE. BEXR
K. UREEREX. TV REMUER R AR B HAEHE
VM FHRPIEXRIE, BEFERITER RPNZEL
SRS IR, —RIEEEHRFHEXER, HNERE
SEEMAT IR FRIR T HEH AR XD
BENZEfRS BFEERURn (Eefs) iR

HRFIE TR RN, HERTHL. T
gIsER, BORNERARERR, RE2EEHRS
IR, RXFBRE (ASREFHMLEZIESIE 3
S—RRETWMA TGRS BT (raAREeIFHmaT
W15 3 S— IR EMA SRS (2021 F&
1T) Y o —BPERSFRERNETMATNRELTES, &
KEMBERAB/EAFTLENHX . BEEERESTE
BFEF SRR TE, SBEEREFTERTLH
RNTIEFAXLTENRER. BE. KWW HEEEME R
FHETA. —RPBREERSFEALAELR, Ha s
HIRAHBAXTMENEIR AR TREEELTS2M
B 70%. —RBUTFFLRIRNABCEE, 8FIFL
BRAHX o=, EFERZAORERY. XK

ERABXEMREEG . RITR A XA RS KE,

BEHZUERUNTRARNUSHRLED, #E5H
FAEGR, TEINEMRES.

2016 FSk, RITAAEASRIER TREHEH KK TM
fiizr, BEUNIIRHBRERLFH B, BABE L
FIEEIFAR, HEAANGAERGERKEER BEX
NRERRE. SHRX. RREH. MINFRFLFHT

SERNENTE. T—F, RXABEERESTEM
Se. B P BEN. BMMNALTS B B
FREKATELSRER, ERLCEFLARMNER 2ER
MIARRIES, RRBRSHERLRERE, FEHHE
B melH, AT EeRRANGER, FIR
FRATHHIERM, BEuEEFEERBRSER, &
NEERS I~ RELITEALTH, ENRSHEEE
REME, ROREAATHRAER, BNHEABE
5ok AERAE EFRFERRBNEFHSE
R£H.

Source KJ&:
http://www.szse.cn/English/about/news/szse/t20210714_586
969.html
http://www.szse.cn/aboutus/trends/news/t20210713_586945.
html

Shanghai Stock Exchange Releases Consultation
and Communication Guide for Review Business of
Shanghai Stock Exchange STAR Market

The SSE No. 3 Guide for Review Business of Issuance
and Listing on SSE STAR Market — Business
Consultation and Communication (hereinafter referred
to as "The Guide"), released by the Shanghai Stock
Exchange (SSE) on July 16, aims to further improve the
consultation and communication mechanism, improve
review transparency, and serve the needs of market
participants. It is an important measure for the SSE to
do practical work for market participants and promote
transparent review.

Established since the beginning of the SSE STAR
Market, the consultation and communication system has
been running smoothly in the past two years and played
a positive role in improving the quality of review and
inquiry as well as intermediaries’ practice. The Guide, on
the basis of SSE's accumulated experience, specified
the scope of application, mechanism, process and basic
requirements, expanded consultation according to the
market demand, formed a series of institutionalized
arrangements, and achieved law-based, open,
transparent and predictable results. The Guide mainly
covers the following four aspects:

First, to specify the scope of application of consultation
and communication. The consultation and
communication include three links: the consultation and
communication before the application, after the first
round of inquiry letter, and after the review meeting of
the Issuance and Listing Review Committee. The on-site
consultation before the application is mainly aimed at
major difficulties, unprecedented matters and other
issues related to the understanding and application of
the business rules of the SSE, and the sponsor should
sign a counseling agreement with the issuer and
complete due diligence. Courtesy visits and matters that
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should be checked by the sponsor themselves are not
within the scope of consultation and communication
before the application.

Second, to specify the way of consultation and
communication and the requirements of sponsoring
control. Generally speaking, written consultation should
be selected for consultation and communication. On-site
consultation can be reserved for any complex problem
which needs face-to-face communication. The sponsor
shall conduct in-depth verification and analysis of the
consultation and communication problems, check the
quality of the consultation and communication
documents, and put forward all questions that need
consultation and communication at one time after
performing the internal quality control procedures.

Third, to specify the response requirements of
communication and consultation. After receiving the
consultation and communication documents, the review
agency of the SSE STAR Market shall conduct analysis
and research in time, reply within the specified time limit,
and give clear opinions and suggestions.

Fourth, to clarify the requirements of discipline and
supervision. The whole process of business consultation
and communication shall be subject to discipline
inspection and supervision. The personnel participating
in the business consultation and communication should
strictly abide by the discipline of integrity, work discipline
and confidentiality. At least two people should
participate in the on-site consultation, and the whole
process should be recorded with an audio and video
recorder.

Going forward, under the leadership of the China
Securities Regulatory Commission, the SSE will work
together to promote the construction of the SSE STAR
Market and the reform of registration-based issuance
system with strengthened communication with market
participants and timely response to market concerns.
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http://english.sse.com.cn/news/newsrelease/c/5528585.shtml

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