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HONG KONG STOCK EXCHANGE (HKEX)

Legal entity identification for securities transactions

BRTES IR S EAET

Further to the implementation of the Shanghai and
Shenzhen Stock Connect programs, and prior to the
possible emergence of “ETF Connect”, “IPO Connect”,
“Commodities Connect” and so on, Hong Kong is
expected to launch legal entity identification (LEI) for
ultimate beneficiaries of securities transactions under the
Connect programs next year. Sir C.K. Chow, chairman of
HKEX, has been quoted as informing public media that
LEI should be acceptable to investors in Hong Kong as
LEI has been implemented in USA, Europe and Australia;
however, the SFC and CSRC should come to consensus
on its implementation in Hong Kong. Mr. Charles Li, CEO
of HKEX, mentioned at a recent seminar that the A share
market has benefited from LEI for securities transactions;
by comparison, Hong Kong regulators currently can only
approach stock brokers and other intermediaries to
enquire about securities transactions. If an investor
conducts transactions through different brokers’ accounts,
the scrutiny of market activities by regulators would be
affected. On the contrary, the A share market requires
each transaction to be conducted by an investor with
unique LEI, each securities account will have its own LEI.
Whenever there is any irregularity regarding a securities
transaction, regulators would promptly know who are
involved in the transaction, enhancing the enforcement
efficiency of regulators of the A share market.
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SECURITIES AND FUTURES COMMISSION (SFC)

SFC issues first-quarter report

IFBEEXFERIRE

The Securities and Futures Commission (SFC) published
its Quarterly Report which summarises SFC
developments from April to June 2017. The report details
developments including regulatory enhancements, listings,
intermediaries, market development, enforcement, and
international collaboration.
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In the period between April and June, the SFC has
launched multiple important public consultations, including
one on proposed guideline regarding the design and
operation with internet trading, and another on the
proposed regulations on open-ended fund companies
(OFCs). Furthermore, the SFC released the first issue of
the SFC Regulatory Bulletin: Listed Corporations, which
provides guidance on how the SFC performs their listing
regulatory functions under the Securities and Futures
(Stock Market Listing) Rules and the Securities and
Futures Ordinance. Another key development in the
market was the launch of Bond Connect in collaboration
with the Hong Kong Monetary Authority and the Hong
Kong Stock Exchange, which provides offshores
institutional investors access to the China Interbank Bond
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The report collated a number of key statistics regarding
the SFC's regulatory functions. Under the dual filing
regime, the SFC reviewed a record number of 86 new
listing applications during the April to June quarter, an
increase from the previous quarter and from the same
guarter last year. As of the end of June, the SFC has also
seen a record high of 43,204 licensees and registrants, as
well as 2,549 licensed corporations. With regards to
enforcement, the SFC fined $11 million to a total of three
licensed corporations and sever representatives.
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The Quarterly Report can be found on the SFC’s website.
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SFC and Hong Kong Police sign MoU to strengthen
co-operation in combating financial crime
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The Securities and Futures Commission (SFC) and the
Hong Kong Police (HKP) entered into a Memorandum of
Understanding (MoU) to facilitate co-operation in
combating financial crime. The purpose of the MoU is to
enhance the effectiveness of both parties in dealing with
crime in the financial industry and in maintaining the
integrity of Hong Kong’s securities and futures markets.
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According to Mr. Thomas Atkinson, the SFC’s Executive
Director of Enforcement, the collaboration with the HKP
will enable the SFC to perform its regulatory functions with
“greater efficiency and effectiveness”. The SFC's

regulatory functions are specified in the Securities and
Futures Ordinance, Cap. 571 (SFO).
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The MoU covers matters including referral of cases, joint
investigations, early involvement of the Department of
Justice, exchange and use of information, mutual
provision of investigative assistance, communication and
media strategy, and establishes a framework for closer
collaboration on policy, operational and training issues.
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The Memorandum of Understanding can be found on the
SFC’s website.
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China Securities Regulatory Commission (CSRC)
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Administrative penalties 7&£r 57

The CSRC has imposed administrative penalties in two
cases in the past week totaling over RMB$5 million. The
two cases involved illegal intermediary agencies and
market manipulation, which violated the Securities Act.
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International Seminar on Front-line Supervision by
Stock Exchanges
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The Shanghai Stock Exchange recently hosted the
International Seminar on Front-line Supervision by Stock
Exchanges, which involved representatives from nine
stock exchanges across the world. CSRC Chairman Liu
Shiyu delivered a speech on the development of the
Chinese capital markets.
EBIESZGMEB TN T XHI— L& EEERMTS,
BERNANMESR MR ERSS ., PEIEESEREX L
RRPERATHLREARHE.

Liu emphasized that stock exchanges, being market
organizers, self-regulators and operators, are at the
forefront of the market supervisory system, thus holding a
unique and important role. Stock exchanges were created
with regulatory functions and have always been market
supervisors despite the evolution in its organization
structures. He noted that the SSE and Shenzhen Stock
Exchange (SZSE), being young institutions, have a long
way to go in terms of improvement in their role as front-
line supervisory institutions. Their self-regulatory and
other supervisory functions are enshrined into numerous
legislation, including the Securities Law and the
Provisional Measures of the Administration of Stock
Exchanges by the Securities Commission of the State
council. The regulations provide the stock exchange with
the power to make trading rules, impose trading halts on
abnormal accounts and issue disciplinary sanction, all of
which contribute to front-line supervision.
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Liu went on to state that the Chinese stock exchanges
have prioritized front-line supervision in the past two years,
and will work together with their international counterparts
to improve the performance of their regulatory functions.
This will enable them to deal with new issues including
providing fair trading opportunities to market players in the
face of novel financial productions and trading methods,
developing RegTech with the use of new technologies,
and cracking down on cross-market manipulation by

strengthening cross-border cooperation on front-line
supervision.
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United Kingdom ZH

Supervisory approach to Payment Protection
Insurance (PPI)
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The Financial Conduct Authority (FCA) of the UK has
recently announced its campaign to create awareness of
the deadline to make a complaint about PPI. PPl was
normally sold with products that customers needed to
make repayments on, including loans, credit cards and
mortgages. It covered repayments in certain
circumstances where the customer could not fulfill the
repayment, such as in the case of an accident or disability.
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PPI was often mis-sold to customers, and the FCA have
recently identified separate problems involving the
commission earned by a provider. Thus, the FCA enacted
new rules allowing customers to complain even if a PPI
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was not mis-sold to them and to complain even if a
customer had a previous complaint about the mis-selling
of PPI rejected.
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United States EH

Hedge fund adviser charged for inadequate controls
to prevent insider trading
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The Securities and Exchange Commission announced
that a hedge fund advisory firm was charged with failing to
enact policies to prevent the misuse of inside information.
In this case, the inside information involved political
intelligence firms’ knowledge of confidential government
decisions regarding regulatory and legislative decisions.
The SEC emphasized that an investment adviser's
policies must be tailored to minimize the specific risks
faced by its business. The hedge fund advisory firm should
have identified the risk of receiving and trading illegal
inside information in relying on political intelligence firms
and established policies to address it.
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Australia B

ASIC reports on corporation finance regulation -
January to June 2017
BWIFHFREERLSIRE LA - 2017 £1 FE6
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The Australian Securities and Investments Commission
have released their seventh report on the regulation of
corporation finance issues in the first half of 2017,
covering fundraising, mergers and acquisitions, and
corporate governance.
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Key developments in the Australian financial sector
include a new regulatory regime for equity-based crowd-

sourced funding by public companies, which aims to
facilitate access to capital for small to medium sized
unlisted public companies through the lowering of
regulatory requirements for making public offers of shares.
The report noted that principal areas of concern regarding
mergers and acquisitions are public or expert disclosures
and underwriting by major shareholders where there are
indicators of a control intention. The report also set out
prominent enforcement cases carried out by the ASIC.
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Taiwan §&

The Financial Supervisory Commission announced
partial amendments to corporate governance
regulations
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The Financial Supervisory Commission R.O.C. (Taiwan)
has announced and issued partial amendments to the
Regulations Governing the Exercise of Powers by Audit
Committees of Public Companies, the Regulations
Governing Procedure for Board of Directors Meetings of
Public Companies, and the Regulations Governing
Appointment of Independent Directors and Compliance
Matters for Public Companies on July 28, 2017. Key points
of the amendments include:
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(1) Strengthening the duties and functions of the
audit committee, and increasing the
transparency of its meetings;
BUAHEITZERSTERREIT RSB
ERE

(2) Enhancing independent directors'
participation in the operations of the board in
order to enhance the independent director's
understanding of the company's operations;
MRy EES5EER BRI E
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3) Enhancing disclosure of nomination of

independent directors that have served for
three terms or more; and
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4) Members of the special committees on public
tender offer reviews or on mergers and
acquisitions are also allowed to serve as
independent directors.
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Securities Investment Trust Enterprises (SITES)
Allowed to Use Their Own Capital as "Seed Money"
for Investment in Funds
BEIESBRBERELUNBFREESD (MFES] B#E
FEESZHE

The FSC issued amendments on June 30, 2017 to allow
Securities Investment Trust Enterprises (SITEs) to adopt
a "seed money" mechanism for purposes such as
marketing of funds or testing of new investment strategies.
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Such amendments were made to raise the
competitiveness of SITEs and to harmonize with
international standards. The FSC has taken overseas
practice for funds for reference.
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A SITE that has applied to and been approved by the FSC
to use its own capital to invest in a publicly offered
securities investment trust fund issued and managed by
that SITE, or in an offshore fund which that SITE has been
entrusted to manage, will be exempted from the
restrictions that the amount of investment in a single fund
may not exceed 5% of the SITE's net worth and 5% of the
given fund's net asset value as of one day prior to the date
of the investment; provided that the total amount of the
capital invested by the SITE in all funds may not exceed
40% of the SITE"s net worth.
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