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China Insurance Regulatory = Commission’s
Consultation Papers on Prevention of Insurance
Fraud and Qualifications Requirements on Senior
Personnel of Insurance Companies

In order to enhance the specific comprehensive risk
management ability of the insurance industry and
prevent and defuse the risk of insurance fraud, the China
Insurance Regulatory Commission (CIRC) issued its
Guidance on Anti-Insurance Fraud (Guidance). Detailed
guidelines have been proposed in respect of the anti-
fraud system and organization structure, internal control
and information system, identification of fraud risks,
assessment and examination, publicity, education and
reporting, supervision and management and industry
collaboration in the insurance industry. The draft focuses
on the board of directors of the insurance institution
which will be assumed to take ultimate responsibility for
fraud risk management.

Specifically, Chapter Two of the Guidance explicitly
states that insurance institutions should establish their
fraud risk management systems and clarify the roles and
responsibilities of the board of directors and its special
committees, board of supervisors (supervisors),
management and relevant departments in fraud risk
management and reporting, standardize operational
procedures, and implement a strict examination and
accountability system.

Article 9 provides that for any occurrence of fraud, the
board of directors of the insurance institution would bear
the ultimate responsibility. The main duties of the board
of directors include: to determine the strategic plans and
overall policy of fraud risk management and to review
the basic systems of fraud risk management.

Article 12 provides that the insurance institution shall
designate a person-in-charge of fraud risk management
and notify the CIRC of the designation in writing. Duties
of the person-in-charge include: allocating the
responsibilities of fraud risk management, clarifying the
chain of responsibility for risks, and organizing the
implementation of risk management measures and
internal control measures.
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To strengthen and standardize the management of
directors, supervisors and senior management of
insurance companies and promote the firm and strong
operation of insurance companies, the CIRC is revising
the Regulations on Qualifications of Directors,
Supervisors and Senior Management of Insurance
Companies and has released the Draft for Comment
(Draft). The key point of the draft is that the CIRC has
the intention of excluding those who have had poor
qualities or experiences or records from being a senior
management personnel of insurance companies.

Article 10 clearly states that all senior management
personnel of the insurance institutions must have a
bachelor's degree or above. However, the qualifications
required for the senior management personnel of the
provincial branches of insurance institutions and their
sub-branches below may be relaxed to university
specialties subject to the relevant conditions.

Article 24 focuses on raising the threshold for the
insurance regulatory authority to reject qualifications.
For example, qualifications will be rejected if the
proposed director, supervisor or senior management
personnel of an insurance institution is barred from
entering the market by the financial regulatory authority
for not more than five years or if they have been
penalized with administrative penalties resulting from
warnings or fines by the CIRC within the two years prior
to the application.

Article 23 of the draft explicitly prohibits the directors and
senior management personnel of insurance companies
from concurrently serving several positions. They are (1)
not allowed to concurrently serve as the chairman of two
insurance companies, except where insurance company
belongs to either an insurance group company or where
the chairman of the insurance group company serve as
the chairman of a subsidiary; (2) not allowed to
concurrently serve as Chairman and general manager
of the same insurance company; and (3) not allowed to
concurrently hold more than three senior management
positions in the same insurance institution.
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Hong Kong Securities and Futures Commission
Issued “Frequently Asked Questions on Advisory
Work on Valuations in Corporate Transactions”

The SFCissued a circular to financial advisers in relation
to their advisory work on valuations in corporate
transactions (Circular). The Circular makes clear that
where financial advisers are appointed by a listed
company for advice on valuations in corporate
transactions, they should comply with all applicable
requirements under the Corporate Finance Adviser
Code of Conduct (CFA Code).

Financial advisers should not rely solely on
representations made by the directors, their delegates
or other third parties. Financial advisers should conduct
their own assessment and undertake reasonableness
checks as appropriate on the forecasts, assumptions,
qualifications and methodologies of the valuation and
the directors' decision on whether or not to appoint a
professional valuer. In certain circumstances, it may be
appropriate for several valuation methodologies to be
utilized in arriving at the final valuation result.

Having regard to paragraph 15 of the guidance note on
directors’ duties in the context of valuations in corporate
transactions involving listed companies dated May 15,
2017 issued by the SFC (Guidance Note) and paragraph
5.5 of the CFA Code, in cases where the directors have
decided not to appoint a valuer, financial advisers should
advise the directors on the appropriateness of not
appointing a valuer.

If financial advisers cannot be satisfied that the valuation
methodology is reasonable and that the valuation has
been made by the directors after due and careful enquiry,
they should use all reasonable efforts to ensure that the
directors understand the relevant regulatory
requirements (including the Guidance Note) and their
implications and provide advice. Depending on the
circumstances, financial advisers might also need to
consider the need to cease to act for the directors
concerned.
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Salient Features of Revision of Fit and Proper
Person Guidelines of Hong Kong Insurance
Authority

The Guidance on Fit and Proper Criteria Under the
Insurance Ordinance (Cap 41) (GL4) has been
amended by the Insurance Authority of Hong Kong (1A)
earlier this year. The amendments were made to
incorporate the newly amended Insurance Ordinance on
factors considered by IA when determining whether a
person is fit or proper, and to incorporate the revised
Insurance Core Principle 5 on Suitability of Persons
promulgated by the International Association of
Insurance Supervisors.

The main amendments are as below:

e Insurers incorporated outside Hong Kong are now
required to submit an application for the IA’s
approval for their appointment of managing directors
by showing that they are not responsible for the
conduct of the insurance business carried by the
insurer elsewhere and have a subordinate who is
responsible for the whole insurance business
carried within Hong Kong (Clause 2.4);

e Insurers must notify IA where there are any changes
in the controllers (Clause 2.10);

e When the controller is a shareholder controller, the
IA requires that he should possess integrity and
demonstrates commitment to the development of
the authorized insurer and IA will consider whether
he has financial integrity and sufficient financial
resources to acquire or support the operations of the
insurer and whether the insurer’s business plan is
realistic and viable (Clause 4.4).
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China Securities Regulatory Commission Working
on Fourth Phase of Specific Enforcement Project:
Fighting Irregularities Regarding Private Equity
Funds
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With the development of the private equity funds
industry, there are activities that have been identified as
incompliant with laws and regulations, which include for
example, using false filing information, illegally fund-
raising, embezzling the fund assets and other
mismanagement problems, as well as manipulating the
market, benefit transferring, and dealing in with
undisclosed information and other illegal activities. Such
activities are increasing and causing disorder of the
Market and damage to the legitimate rights and interests
of investors.

To effectively deal with the situation, China Securities
Regulatory Commission (CSRC) has recently deployed
enforcement regarding the fourth phase cases to strictly
crack down on the private equity funds incompliant to
laws or regulations. The relevant investigation is
currently being conducted in full swing.

The main features of the fourth phase cases are as
follows:

e Huge amounts of illegal capital, causing serious
harms to society;

e New illegal activities, some of which include
manipulating the market by acting as an investment
adviser or devising a traffic channel, using
Shanghai-Hong Kong Stock Connect, manipulating
stock prices through cross-border transactions, or
making profits via arbitrage trading activities
involving stock index futures.

e Weak compliance awareness of privacy agencies
causing a high rate of illegal operations and high
risks, such as false disclosure of product information,
selling fund products to unqualified investors, mixing
of the propriety assets and fund assets, and the
misappropriation of funds and other assets.

e Increasingly concealed illegal activities in the wake
of express prohibitions; some individual private
equity fund managers are abusing the management
of undisclosed information in respect of the
managed products to seek high returns through
personal funds account, and some individual private
equity funds and their employees are involved in
market manipulations giving rise to huge illegal
profits on individual cases.
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United Kingdom Financial Conduct Authority Fines
Bluefin £4 Million for Misleading Customers

The Financial Conduct Authority (FCA) fined Bluefin
Insurance Services Limited (Bluefin) £4,023,800 on
December 6, 2017 for having inadequate systems and
controls and failing to provide information to its
customers about Bluefin’s independence in a way that
was clear, fair and not misleading.
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Between March 9, 2011 and December 31, 2014,
Bluefin, a large insurance broker which was wholly
owned by the insurer AXA UK Plc during such period,
held itself out to be “truly independent” in the advice it
provided and the insurers it recommended to customers.

However, Bluefin failed to implement adequate systems
and controls to manage the conflicts that arose from
Bluefin's ownership. Bluefin's independence was
compromised by its culture which promoted business
strategies, including a policy which focused on
increasing the business placed with its parent company,
over treating customers fairly.

Bluefin brokers did not disclose this policy, so customers
risked being misled into believing they were dealing with
a broker who would conduct an unbiased search of the
market.

Bluefin agreed to settle at an early stage of the
investigation and received a 30% reduction in their
overall fine. Without this discount the fine would have
been £5,748,200.
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Hong Kong Stock Exchange Publishes GEM
Consultation Conclusions and Changes to GEM and
Main Board Listing Rules

The Hong Kong Stock Exchange (HKEX) published its
consultation conclusions on the Consultation Paper on
the Review of the Growth Enterprise Market (GEM) and
the Main Board Listing Rules. Following the evaluation
of the responses received on the consultation, HKEX
has opted to implement substantially all the proposals in
the Consultation Paper.

Key amendments include:

e The name “Growth Enterprise Market” and “&lj\l#x”
will be simplified to “GEM”, in order to reflect the new
role of GEM as a market for small and mid-sized
companies;

e The removal of the streamlined process for GEM
transfers to the Main Board;

e The introduction of a mandatory sponsor
requirement for transfer of listing from GEM to the
Main Board, and a sponsor must be appointed at
least two months before the submission of a listing
application;

e An increase in the minimum expected market
capitalization of GEM applicants at the time of listing
from $100 million to $150 milion and a
corresponding increase in the minimum public float
value of GEM companies at the time of listing from
$30 million to $45 million;

e An increase in the minimum expected market
capitalization of Main Board applicants at the time of
listing from $200 million to $500 million and a
corresponding increase in the minimum public float
value of Main Board companies at the time of listing
from $50 million to $125 million;

e An increase in the minimum cash flow requirement
for GEM applicants from $20 million to $30 million;

e The introduction of a mandatory public offering
requirement of at least 10% of the total offer size for
all GEM IPOs; and

e An extension of the post-IPO lock-up requirement
on controlling shareholders from one year to two
years for GEM while there will be no change to the
post-IPO lock-up requirement for the Main Board.
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For new listing applicants that have applied for GEM or
Main Board listing before the Rule Amendment Effective
Date (February 15, 2018), the current relevant Listing
Rules shall apply. All GEM transfer applications
submitted before the Rule Amendment Effective Date
will be subject to the current streamlined process and
their eligibility on the Main Board will be assessed in
accordance with the current Main Board Listing Rules.
To minimize the impact of the reform on issuers who
have listed on GEM as a stepping stone to the Main
Board, eligible issuers are entitled to transitional
arrangements which provide for less stringent GEM
transfer requirements for a grace period of three years
from the Rule Amendment Effective Date.
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Hong Kong Stock Exchange to Expand Hong Kong’s
Listing Regime to Allow Listing of Qualified WVR
and Biotech Issuers

The Hong Kong Stock Exchange (HKEX) has
announced the conclusions to the New Board Concept
Paper. The general consensus amongst the public is
that Hong Kong's listing regime should be expanded to
facilitate listings of companies from emerging and
innovative sectors. The Concept Paper identified gaps
and limitations in Hong Kong's listing regime that have
affected the competitiveness of the Hong Kong market
by reducing its attractiveness in the eyes of prospective
issuers, particularly those in emerging and innovative
sectors.

HKEX has opted to introduce two new chapters to the
Main Board Listing Rules to allow the listing of (i) biotech
issuers which are pre-profit/pre-revenue; and (ii) issuers
from emerging and innovative sectors that have
weighted voting rights (WVR) structures, subject to
additional disclosure and safeguards. Both types of
companies would have to meet requirements relating to
minimum expected market capitalizations or higher
revenue tests. The new WVR proposal mainly facilitate
the listing of new economy companies, with minimum
market capitalization of HK$10 billion upon listing (and
with minimum HK$1 billion revenue in the latest financial
year if the market capitalization is less than HK$40
billion). The proposed minimum market capitalization for
listing of qualified biotech issuers is HK$1.5 billion.

The biotech sector is a focus of HKEX because the
activities undertaken by such companies tend to be
strictly regulated under a regime that sets external
milestones on development progress. Investors will thus
be provided with a frame of reference to judge the value
of companies that do not have the traditional indicators
of performance, such as revenue and profit.

HKEX has also proposed to create a new concessionary
secondary listing route to attract issuers from emerging
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and innovative sectors that are primary listed on the New
York Stock Exchange, Nasdaqg or the premium listing
segment of the London Stock Exchange’s Main Market.

The proposed amendments will be further refined
through a formal consultation in the first quarter of 2018.
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New Hong Kong SFC Compliance Bulletin
Highlights Conflicts of Interest

The Hong Kong Securities and Futures Commission
(SFC) published the first issue of “SFC Compliance
Bulletin: Intermediaries” to provide guidance to
intermediaries and market practitioners on the SFC's
regulatory and supervisory priorities.

The bulletin is part of the SFC's efforts to enhance
communication with Managers-In-Charge (MICs) of core
functions of licensed corporations. Awareness of the
responsibility of MICs to ensure compliance has
increased since the SFC introduced the MIC regime late
last year.

The inaugural bulletin highlights the importance of
managing conflicts of interest in selling practices and
asset management using case studies identified in the
SFC's recent on-site inspections and off-site monitoring.

The four categories of cases cited in the bulletin show
that conflicts of interest can arise in many situations and
in different forms when intermediaries stand to benefit at
the expense of clients. One instance is the sale of
products of other licensed corporations within the group
to clients without a rigorous mechanism to compare
quotes from external counterparties.
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Hong Kong SFC Publicly Censures Zhang Qiang for
Breach of the Takeovers Code — Acquisition of
Shares at Higher-than-Offer-Price within Six Months
After Close of Offer

The Hong Kong Securities and Futures Commission
(SFC) has publicly censured Zhang Qiang for acquiring
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shares within six months after the close of an offer at
above the offer price in breach of Rule 31.3 of the
Takeovers Code.

On May 24, 2017, Zhang made an unconditional
mandatory general offer in cash for the shares of
Feishang Non-metal Materials Technology Limited at
$0.70 per share. The offer closed on June 14, 2017. On
July 25, 2017, Zhang made a series of on-market
acquisitions of a total of 2,000,000 shares at prices
ranging from $1.47 to $1.50 per share.

Zhang submitted that the breach was not intentional. He
has accepted that he breached Rule 31.3 and agreed to
the current disciplinary action taken against him.

EBIESAFERKBER (KBFU) - EXRE
LR AR A RIS TR B 7 T R8T 6

ESEHBRESEEZRS (EER) ATHERKE
BT —MBAEREARNTABREZES TEANINIER
By, &7 (REFU) MU 313,

2017 £ 5 B 24 H, skKIMEK 0.70 TR — L &K 458
FIMRELEEY, MRS CHIESEMRRFEERL
TR . ZIMBEAS T 2017 £ 6 A 14 BER., &
2017 £ 7 B 25 B, kR T —EEHRAKM, TNF
B 1.47 TE 150 TAREHME, WHET &3t 2,000,000
BEBSAR

KR HFFEERIIN. AINERTHN 313, FEE
LR X RER A9 L2 4L 17301

Source EjE&:
http://www.sfc.hk/edistributionWeb/gateway/EN/news-and-
announcements/news/doc?refNo=17PR156
http://sc.sfc.hk/gb/www.sfc.hk/edistributionWeb/gateway/TC/n
ews-and-announcements/news/doc?refNo=17PR156

Hong Kong SFC Launches Consultation on OTC
Derivatives and Conduct Risks

The Hong Kong Securities and Futures Commission
(SFC) launched a two-month consultation on proposals
to refine the over-the-counter (OTC) derivatives regime
and to require licensed corporations to properly manage
financial exposures to connected persons.

In response to market comments, the SFC proposes to
refine the scope of regulated activities (RAs) to provide
more clarity about the OTC derivatives licensing regime,
for example, to narrow the scope of certain RAs so that
they do not capture corporate treasury activities of non-
financial groups and certain portfolio compression
services.

The consultation also includes proposals related to risk
mitigation, client clearing, record keeping and other
conduct requirements for OTC derivatives transactions,
as well as licensing fees, insurance, competence and
training requirements under the new OTC derivatives
licensing regime.

More broadly, the SFC proposes to require licensed
corporations to properly manage their financial
exposures to group affiliates and other connected
persons according to the same risk management
standards they would apply to independent third parties.
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Information in this update is for general reference only
and should not be relied on as legal advice. A ZFHAZE
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