Financial Services
Regulatory Update

&Rk S B E T/

2017.10.27

J M L

Jeffrey Mak Law Firm

PSS vy

www.jmaklegal.com

Upgrading the Quality of Companies Allowed to be
Listed on the Main Board of Hong Kong

The Stock Exchange of Hong Kong Limited (SEHK)
issued a letter dated October 23, 2017 to China
Shanshui Cement Group Limited proposing to cancel
the listing of the company if it does not restore its public
float and resolve the matters rendering it unsuitable for
listing by June 30, 2018.

According to SEHK’s prolonged suspension status
report as at September 30, 2017, the Hong Kong
Securities and Futures Commission has since March
2017 directed SEHK to suspend the listing of shares of
4 Main Board listed companies with identified
irregularities. This appears to be the result of the new
enforcement approach adopted by the Hong Kong
regulators.

Listed companies with serious irregularities are under
pressure to resolve their problems, or else their listing
status may be cancelled. Shareholders and investors
should recognize that the Main Board will increasingly
be intolerant of sub-standard companies. While the Main
Board would likely allow the listing of quality companies
with a weighted voting right structure next year as
reported by major local newspapers recently, the “big
picture” is that the regulators will endeavor to uphold the
quality of Hong Kong's capital markets, so that good
companies’ valuation would not be negatively affected.

In a speech entitled “The Role of Financial Regulation in
Protecting Consumers” by Governor Philip R. Lane of
the Central Bank of Ireland, the following perceived
function of regulators is noteworthy:

“A credible threat of enforcement underscores our
powers to protect consumers of financial services. We
take robust enforcement action aimed at promoting
principled and ethical behaviour by and within regulated
entities. Transparent and strong action where entities or
individuals fall short of required standards helps to deter
poor practices, achieve compliance and encourage the
behaviour we expect.”
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SFC and HKMA Issued Guidelines Against Cyber
Hacking and Related Cyber Risks

In view of changing cyber risks faced by the industry, the
Hong Kong Securities and Futures Commission (SFC)
and the Hong Kong Monetary Authority (HKMA) recently
issued guidelines to reduce and mitigate hacking and
other cyber risks, especially associated with internet
trading.
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HKEX Reports on Listed Issuers’ Corporate
Governance Practices and Launches Third Director
Training Webcasts

The Hong Kong Stock Exchange (HKEX) published the
findings of its latest review of listed issuers' corporate
governance practices. The review involved analyzing
the disclosures made by 1,428 issuers (approximately
72 per cent of all issuers listed as at December 31, 2016)
in their 2016 annual reports, covering the financial
period from January 1 to December 31, 2016.

Findings of the review included the following:

e 34 per cent of issuers complied with all 78 Code
Provisions (CPs) in the Corporate Governance
Code and Corporate Governance Report part of the
Listing Rules (Code).

94 per cent complied with 75 or more CPs.
100 per cent complied with 70 or more CPs.

e Issuers with a larger market capitalization achieved
a higher overall compliance rate than those with a
smaller market capitalization.

"We are encouraged to see that the 2016 review shows
that issuers' overall compliance with the Code has
improved since the 2014 review. Most notably nearly all
issuers have complied with the CPs on risk management
and internal controls, which were only upgraded from
Recommended Best Practices in the financial year 2016.
Going forward we will continue to focus on enhancing
issuers’ corporate governance performance”, said David
Graham, HKEX's Chief Regulatory Officer and Head of
Listing.

The Exchange has also launched its third director
training webcasts. The new series, entitled "Corporate
Governance — Director and Company Secretary's Roles",
covers the following seven topics, each explained in a
short video posted on the HKEX'’s website:

Corporate governance — who is responsible?
Support for the Board

Selecting the right Company Secretary

Managing inside information

Board Secretaries

External Service Provider as Company Secretary
Practical tips
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The Listing Committee Censures Mr Wang Kai, a
Former Executive Director of Sound Global
Limited, for Breaching the Director's Undertaking

The SEHK censures Mr Wang Kai, a former executive
director of Sound Global Limited for breaching his
obligations under the Declaration and Undertaking with
regard to Directors given to the SEHK in the form set
out in Appendix 5B to the Listing Rules.

The Listing Department submitted that Mr Wang (a) is
taken to have received the Listing Department's
enquiry letter and reminders by virtue of the deemed
service position in his Undertaking; (b) was clearly
aware of the need for his cooperation in the
investigation through the telephone conversation he
had with a staff member of the Listing Department; (c)
failed to respond to the investigation without any
reasonable grounds; and (d) therefore failed to comply
with his Undertaking to cooperate in the SEHK's
investigation.

A director's compliance with his Undertaking to
cooperate in the SEHK’s investigation into possible
breaches of the Listing Rules is of utmost importance
in enabling the SEHK to discharge its function to
maintain and regulate an orderly market. The Listing
Committee regards Mr Wang’s breach in this matter
seriously, as it has an adverse impact on the Listing
Department’s ability to conduct an efficient and
thorough investigation.
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Source Xj&:
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SFC Fully Implements Manager-In-Charge Regime

The Securities and Futures Commission (SFC)
announced the full implementation of the Manager-In-
Charge (MIC) regime following a six-month transition
period which ended on October 16, 2017.

Under the regime, MICs of overall management
oversight and key business line functions are expected
to be responsible officers (ROs). The vast majority of
these MICs are already ROs. At present, the SFC is
handling RO applications from about 500 MICs of these
two core functions.

On October 16, 2017, the Hong Kong Monetary
Authority (HKMA) issued a circular requiring registered
institutions to submit their up-to-date management
structure information and organizational charts via email
to both the HKMA and the SFC. To allow sufficient time
for preparatory work, RIs are expected to report the
required information starting from 16 March 2018 and
not later than 16 April 2018.
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Source EjE&:

http://www.sfc.hk/edistributionWeb/gateway/EN/news-and-
announcements/news/doc?refNo=17PR131
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SZSE Collaborates with TMX Group to Create A
Technology and Innovation Companies Service
Mechanism

Shenzhen Stock Exchange (SZSE) and TMX Group
Limited of Canada entered into a Memorandum of
Understanding (MOU) recently to promote cooperation
between the capital markets and serve technology and
innovation companies in the two countries.

TMX group is the biggest securities exchange group in
Canada with a diversified business encompassing
securities offering, trading, settling and market analysis.
It owns and operates the Toronto Stock Exchange
(TSE), TSX Venture Exchange, TSX Private Markets
and other securities financing platforms. TMX Group has
always been emphasizing the market services to SMEs
and innovative companies and shares many common
grounds with SZSE, which serves as a solid foundation
for future cooperation and cross-border allocation of
innovation resources between the two sides.

As per the MOU, both sides shall collaborate in the
following aspects. First, personnel exchanges. Both

parties shall establish a communication mechanism
between senior management, and arrange Vvisits
between their employees to discuss their job and
responsibilities, and increase understanding of the
markets of the other side, making full preparation for
future cooperation. Second, sharing information and
services. Both sides shall leverage their respective
service channels to explore ways to present their
technological and innovative companies in the other
market, share market information, try to involve
professional intermediaries in the cross-board capital
services, and provide full services for cross-border
investment and financing of their companies. Third,
cross-border product and index researches. Both sides
shall cooperate in index researches with a focus on
innovation and shall develop products based on the
innovative indexes of the other market for listing,
conduct researches on cross-border financing products
and promote innovation on the products.
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CSRC Imposes Administrative Penalties Regarding
Hengkang Insider Dealing Case

The pharmaceutical firm Hengkang Medical Group Co
Ltd (18R EsT £ FBRMHHRAT) (Hengkang) has
acquired a series of hospitals, including Sichuan
Province Red Cross Cancer Hospital Cancer Center (41
+F e EE B P9 12 i HRuly), Ziyang Jian Wang Wang
Check Hospital Co., Ltd. (# FR2IRE 44 B AR E),
Deyang Bright Future Co., Ltd ({EfHEFIRRXERE IR
/A F]) and Pengxi County Health and Shun Wang

Traditional Chinese Medicine (Orthopedic) Hospital Co.,
Lid. (BXERIREFTE (BH) ERBRFIELS), for
the purpose of strategic transition from the
pharmaceutical industry to medical services. Such
actions constituted a significant event as defined under
the provisions of section 2 of Article 67 of the Securities
Law of the People's Republic of China, being
"significant investment behavior of the company and the
decision to purchase major assets”, and such
information would be regarded as insider information
before public disclosure.

The China Securities Regulatory Commission (CSRC)
found that Liu Yuejun was the actual controller of the
counter party of the company’s mergers and acquisitions,
and at the same time a “market intermediary”; Wang
Guoxiang and Xue Bingyuan were the close associates
or interested parties connected with the person with
inside information. Their engagement in insider dealing
has seriously undermined the market order, and
damaged the legitimate rights and interests of public
investors. The CSRC ordered that Liu Yuejun’s illegal
proceeds of approximately 33.947 million yuan be
confiscated and he shall pay a fine of approximately
101.843 million yuan; Wang Guoxiang's illegal proceeds
of approximately 1.413 million yuan be confiscated and
he shall pay a fine of approximately 4.241 million yuan;
Xue Bingyuan’'s illegal proceeds of approximately
51,000 yuan be confiscated and he shall pay a fine of
approximately 154,000 yuan. Mergers and acquisitions
of listed companies are transactions that have a high
occurrence rate of insider dealing, and some even have
hidden market manipulations. The related entities are
driven by illegal profits to cross the line and the legal
rights of small and medium investors might, as a result,
be damaged. The CSRC will endeavor to monitor and
crack down on such lawbreaking activities.
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Source Xkj&:
http://www.csrc.gov.cn/pub/newsite/zjhxwfb/xwdd/201710/t20
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ASIC Updates Evidence Metrics for Performance
Reporting

The Australian Securities and Investments Commission
(ASIC) has updated their evidence metrics to report six
key performance indicators (KPIs) in the Regulator
Performance Framework. The purpose of the
Framework is to provide measures to assess how
regulators operate and their level of performance. The
amendments were needed as the metrics had become
outdated through changing business practices.

Changes include:
e Grouping related KPls together to establish
performance coherently;
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e Ensuring metrics are not repeated and are placed
under the most relevant KPI; and

e Expanding metrics that were excessively specific in
order to encompass ASIC’'s processes as they
change.
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http://asic.gov.au/about-asic/media-centre/find-a-media-
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evidence-metrics-for-performance-reporting/

Fintech Collaboration Between the Hong Kong
Monetary Authority and the Monetary Authority of
Singapore

The Hong Kong Monetary Authority (HKMA) and the
Monetary Authority of Singapore (MAS) signed and
exchanged a Co-operation Agreement in Hong Kong to
strengthen co-operation on fintech, with a view to
bolstering ties between the two cities and fostering
fintech development within the region.

The HKMA and MAS will collaborate on a number of
initiatives, including joint innovation projects, referrals of
innovative  businesses, information sharing and
exchange of expertise, to facilitate financial innovation in
Hong Kong and Singapore. The Agreement, signed
between heads of the two organizations, was
exchanged at the Fintech Day organized by the HKMA.

The two authorities have also committed to working on
a strategy project on trade finance cross-border
infrastructure, based on Distributed Ledger Technology,
as their first collaborative initiative, which will facilitate
cross-border trade and financing.
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Source EJE&:

http://iwww.hkma.gov.hk/eng/key-information/press-
releases/2017/20171025-4.shtml

http://imww.hkma.gov.hk/gb_chi/key-information/press-
releases/2017/20171025-4.shtml

Information in this update is for general reference only
and should not be relied on as legal advice. & & K2&
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