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FCA'’s Views on Robo Advice

Two Big Reasons Why Robo Advice Presents a Big
Opportunity.

Bob Ferguson, Head of Department, Strategy &
Competition Division of the UK Financial Conduct
Authority (FCA) recently advocated the following about
robo advice:

Firstly, robo advice promotes innovation as part of the
virtuous circle of competition, where competition is a
very powerful driver of innovation and vice versa. Robo
advice is one route through which disruption and
competition can be boosted — delivering economy and
efficiency and reaching underserved consumers.

However, how that process of competition takes place is
often best determined by the market. The FCA believes
that regulation has a part to play in making sure the right
conditions exist for that competition, their Regulatory
Sandbox being the first of its kind. Moreover, the FCA
has, quite unusually amongst financial services
regulators across the globe, a competition mandate. The
FCA's objective is to promote competition because of
the benefits effective competition provides for
consumers, firms and the wider economy. Furthermore,
undertaking market studies that take a fundamental look
at how markets are operating, enforcing competition law,
and publishing guidance on regulations to give greater
clarity and reviewing them where they may unduly inhibit
competition and the ability to innovate are essential to
how the FCA promotes competition.

Secondly, steps need to be taken to make the provision
of advice and guidance to the mass market more cost-
effective as well as addressing consumers’ lack of
confidence when making financial decisions. People
with smaller amounts to invest would certainly feel the
effect of advice charges on their savings, making more
traditional advice perhaps less affordable relative to the
smaller amount of the investment involved.
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CSRC and MAS Reach Consensus on Strengthening
Supervisory Cooperation and Facilitating Market
Development

The Monetary Authority of Singapore (MAS) and the
China Securities Regulatory Commission (CSRC)
agreed to strengthen supervisory cooperation and
facilitate the development of their capital markets, during
the 2nd MAS-CSRC Supervisory Roundtable held in



Singapore on October 13, 2017. The Roundtable is one
of the key outcomes of Chinese President Xi Jinping’s
State Visit to Singapore in 2015, which called for
securities regulators from both sides to hold regular
high-level dialogue sessions.

During the Roundtable, MAS and CSRC discussed
regulatory developments in the derivatives markets and
their respective frameworks for supervising fund
managers. They also deliberated on enhancing
information sharing arrangements for derivative
products through an upgraded memorandum of
understanding. MAS and CSRC also discussed how
they could work together to facilitate the development of
their capital markets. They agreed on initiatives to
support the listing of qualifying Chinese companies in
Singapore and explore possible mutual recognition of
collective investment schemes. They also agreed to
develop a staff exchange program between the two
authorities.

As global capital markets become more interlinked, it is
important for supervisory authorities to promote greater
understanding of their respective regulatory
frameworks. With growing cross-border capital market
activities taking place between China and Singapore,
the MAS-CSRC Roundtable provides a good platform
for both agencies to exchange views on potential areas
for supervisory cooperation on a regular and timely
basis.
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Source Xj&:
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Releases/2017/MAS-and-CSRC-Agree-to-Strengthen-
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Hong Kong Stock Exchange Solicits Public
Comments on Proposed Changes to Corporate
Governance Code and Related Rules, and Relevant
Alteration to Documentary Requirements and Other
Minor Rule Amendment

The Stock Exchange of Hong Kong Limited (SEHK)
published two consultation papers to seek public
comments on: (1) proposed changes to the Corporate
Governance Code and Corporate Governance Report
(the Code), as well as related amendments to its Listing
Rules (the Rules); and (2) proposed changes to
documentary requirements relating to listed issuers and
other minor Rule amendments.

This consultation is part of SEHK’s ongoing initiative to
raise the overall standard of corporate governance
amongst issuers and directors. Proposed changes are
aimed at addressing a humber of corporate governance
concerns such as the independence of independent
non-executive directors (INEDs), overboarding by some
INEDSs, the responsibility of the nomination committee
and board diversity.

Some of the SEHK’s proposals are highlighted in the
following summaries:

1. INEDs

(@) Overboarding and independent non-executive
director (INED)'s time commitment: Revise a current
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code provision (CP, subject to “comply or explain”
requirement) so that the issuer explains why it
considers the proposed INED holding a seventh (or
more) directorships can still devote sufficient time for
the new appointment, and issue guidance on factors
affecting an INED’s time commitments.

(b) Identification and nomination: Revise a CP to require
the disclosure of the process used for identifying the
proposed INED, as well as the selection process for
the proposed INED and reasons for nomination.

2. Board Diversity

(a) Board diversity policy: Upgrade from a current CP on
board diversity policy to a Rule requiring the issuer to
have a board diversity policy and to disclose the
policy or provide a summary, and issue guidance on
the factors to be included in the board diversity

policy.

(b) Proposed INED’s contribution to board diversity:
Revise a CP to require the disclosure of how a
proposed INED may contribute to the board in terms
of perspectives, skills and experience and also to
board diversity.

3. Proposed changes to documentary requirements

relating to listed issuers and other minor Rule
amendments.

The proposed Rules require listed issuers to submit
documents to the SEHK from time to time. The SEHK
proposes to simplify and streamline the
administrative procedures involved in the submission
and collection of documents to enhance procedural
efficiency. The consultation paper also sets out other
proposed minor Rule amendments and a humber of
housekeeping Rule amendments that involve no
change in policy direction.
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The Shenzhen Stock Exchange Aims at Promoting

Investor Education through Launching “Getting
Inside Hong Kong Stock Connect Companies”

With the support and cooperation of Hong Kong
Exchanges (HKEX) and Hong Kong Investor Relations
Association, Shenzhen Stock Exchange (SZSE)
launched the event of “Getting Inside Hong Kong Stock
Connect Companies” to promote investor education
regarding Shenzhen-Hong Kong Stock Connect and
deepen the investor education cooperation mechanism
between SZSE and HKEX. This is the first time that the
event scope of “Getting Inside Listed Companies”
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extends to the HK Stock Connect companies on SZSE.
On October 26, 2017 SZSE organized 35 mainland
minority investors from the business departments of 22
securities firms to have a field survey of Logan Property,
a Hong Kong Stock Connect listed company on SZSE.

Since the opening of Shenzhen-Hong Kong Stock
Connect, SZSE has been paying great attention to
investor education and services. For the time being,
SZSE has released 17 column articles and three
cartoons of “The Three Kingdoms of Stock Market” and
developed various content-rich investor education
products, for example, the Guideline for Shenzhen-
Hong Kong Stock Connect Investors, investor education
flyers and publicity posters. In addition, SZSE has
launched a simulated trading platform to help investors
have “panoramic” experience in the series of investing
operation flow of Shenzhen-Hong Kong Stock Connect
as regards submitting an order, closing a deal and
making an inquiry.

According to its arrangement, SZSE will carry out the
“Getting Inside the Hong Kong Stock Connect
Companies” event monthly and work with HKEX in
holding the “Getting Inside the Business Departments of
Securities Firms” event that takes Shenzhen-Hong Kong
Stock Connect as the theme. As investor education
between Shenzhen and Hong Kong develops, investors’
knowledge and understanding of the Shenzhen and
Hong Kong capital markets will be further enhanced,
promoting the stable and sound development of the two
capital markets.
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Hong Kong Court of Appeal Confirms Insider
Dealing Convictions Involving Trading of Shares of
a Taiwan-listed Company

The Hong Kong Court of Appeal on November 9, 2017
upheld the decision of the Court of First Instance (CFI)
which had ruled in favor of an insider dealing and fraud
case brought by the Securities and Futures Commission
(SFC) against two solicitors — Ms Betty Young Bik Fung
and Mr Eric Lee Kwok Wa — and Lee’s two sisters.

On January 15, 2016, the CFI found Young, Lee and his
sister Ms Patsy Lee Siu Ying contravened the Securities
and Futures Ordinance (SFO) by insider dealing in the
shares of Asia Satellite Telecommunications Holdings
Ltd and section 300 of the SFO (section 300) by
engaging in fraud or deception in transactions involving
the shares of Taiwan-listed Hsinchu International Bank
Company Ltd (Hsinchu Bank). The CFI also made
restoration orders against Lee’s other sister, Ms Stella
Lee Siu Fan, under section 213 of the SFO in respect of
the same transactions.

The Court of Appeal held that:

(@ The CFI did properly consider the defendants’
evidence and draw proper inferences;

(b) Hong Kong courts had jurisdiction to hear this case
because a substantial measure of activities
constituting the contravention took place in Hong
Kong;

(c) The application of section 300 would not be limited to
a case in which the counterparties in the securities
transaction were the victims of the fraud; and

(d) Although the fraud was not directed at the
counterparties to the subsequent trading activities on
the Taiwanese Stock Exchange, the fraud or
deception and the subsequent trading activities were
sufficiently related (i.e. there was a real and
substantial nexus) to form the elements of section
300.
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China and Australia to Cooperate on Fintech

The China Securities Regulatory Commission ('CSRC")
and Australian Securities and Investments Commission
(ASIC) have entered into an Information Sharing Co-
operation Agreement (hereinafter referred to as
Agreement) to promote innovation in financial services
in their respective markets. This agreement was signed
against the backdrop of the significance of the broader
Australia-China trade and investment relationship, and
of China’s status as a world leader in financial
technology (fintech) investment, development and
adoption, notably in customer-facing areas like
payments and lending.

Chairmen of both regulatory authorities spoke of the
significance of the Agreement on the effective and timely
exchange of information on fintech developments and
regulatory issues, and on enhancement as to regulatory
cooperation between the two authorities. Shiyu Liu,
CSRC Chairman said “The rapid development of fintech
and market innovations” over the past few years has
“posed new requirements and challenges financial
market regulators around the globe”, and “Co-operation
between regulators is essential to realize the benefits of
the technological revolution”, said ASIC Chairman Greg
Medcraft in signing the Agreement.

The Agreement provides a framework for information
sharing between the two regulators on emerging market
trends and developments, as well as regulatory
developments pertaining to innovation in financial
services. This will enable the CSRC and ASIC to keep
abreast of fintech activity in each other's jurisdictions,
and help to inform domestic regulatory approaches in
the context of a rapidly changing global financial
environment.

In recognition of the importance of regulators keeping
pace with the fintech industry, the Agreement also
specifically provides that the CSRC and ASIC will
collaborate through sharing information on regulatory
technology (‘regtech’) trials.
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The US SEC: Investors’ Awareness of Paid-to-Click
Program as Ponzi Scheme in Disguise

The Securities and Exchange Commission is warning
investors to beware of online “paid-to-click” scams that
promise an easy payday by merely purchasing a
membership or an advertising product up front and then
clicking on a certain number of online ads each day.

The SEC's investor alert explains that these online
advertising programs may have little to no revenues
besides membership fees or sales of “ad packs” and
may be nothing more than a Ponzi scheme. Statistics
provided by SEC indicated that roughly 99 percent of the
allegedly purported “profits” paid to earlier investors
came directly from the buy-in fees collected from newer
investors. Meanwhile, according to the SEC’s complaint,
the alleged perpetrator siphoned several million dollars
out of investor funds to purchase a luxury home,
automobiles, and private plane charters while also using
the money to fund his other businesses. Online
advertising programs, according to the SEC’s investor
alert, can also target those with something to advertise,
promising to display a company’s ads on their network
or guaranteeing traffic to a website by simply paying a
membership fee or buying ad packs.

SEC has filed complaint against Miami-based Pedro
Fort Berbel and his company Fort Marketing Group,
alleging that (1) they operated fraudulent internet
advertising businesses under such names as Fort Ad
Pays, The Business Shop, and MLM Shop; that (2) they
solicited investors through online posts and videos
claiming they could share in the companies’ profits and
earn investment returns as high as 120 percent by
purchasing an ad pack for as little as a dollar and clicking
on four banner ads per day; and that (3) Berbel and Fort
Marketing Group raised more than $38 million from at
least 150,000 investors, and that (4) these companies
had no viable source of revenue besides income from
investor membership fees and the sale of ad packs, so
this boiled down to an ad packs Ponzi scheme in which
the promised investment returns to earlier investors

were not possible without using funds from new
investors. Accordingly, the SEC obtained a court-
ordered asset freeze against Berbel and his companies.

The SEC encourages investors to check the
backgrounds of people selling them investments. A
quick search on the SEC’s website shows that Berbel
and Fort Marketing Group are not registered to sell
investments.
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SFC Bans Yeung Leung Yuen for Three Years in a
Case Concerning Unauthorized Transactions

The Hong Kong Securities and Futures Commission
(SFC) has banned Mr Yeung Leung Yuen, a former
relationship manager of Citibank (Hong Kong) Limited
(Citibank), from re-entering the industry for three years
for conducting unauthorized transactions in a client’s
securities account.

General Principle 1 (honesty and fairness) of the Code
of Conduct requires a licensed person to act honestly,
fairly, and in the best interests of his clients and the
integrity of the market, whereas Paragraph 7.1(a)
provides, amongst other things, that a licensed person
should not effect a transaction for a client unless before
the transaction is effected the client has authorized in
writing the licensed person to effect transactions for the
client without the client’s specific authorization.

The SFC found that on March 30 and April 1, 2016,
Yeung impersonated the affected client and placed
orders of five unauthorized share acquisition
transactions in the client’s securities account over phone
via Citibank's stock trading hotline. The five
unauthorized transactions were unwound by Citibank at
a loss of $22,233. The loss was borne by Citibank and
the client did not suffer any financial loss as a result of
Yeung’s misconduct.
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Information in this update is for general reference only
and should not be relied on as legal advice. A& K&
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