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China Securities Regulatory Commission’s Pilot
Schemeto Allow Selected Hong Kong-listed H-share
Companies’ Shares to be Fully Tradeable

In order to enhance financial services to the real
economy, increase the proportion of direct equity
financing, support Hong Kong's integration into China'’s
overall national development and promote the steady
development of Hong Kong's financial markets, the
China Securities Regulatory Commission (CSRC) has
announced on December 29, 2017 that it will launch a
pilot scheme that allows selected Mainland-incorporated
companies to be listed in Hong Kong with fully tradable
shares. This will further improve the overseas listed
financing environment for domestic enterprises and
deepen the reform of the overseas listing system.

Proposed H-share companies can apply to participate in
the pilot scheme, and the regulators will initially select
up to three companies that satisfy the eligibility criteria.
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China  Insurance  Regulatory = Commission’s
Consultation Papers on Management Measures to
Further Improve the System of Independent
Directors in Insurance Institutions

To further enhance the system of independent directors
of insurance institutions, better reflect the important role
of independent directors in corporate governance, and
promote systematic decision-making and full
supervision, the China Insurance Regulatory
Commission (CIRC) issued its guidance on the
regulation of independent directors in insurance
institutions (Guidance). Detailed guidelines have been
proposed in respect of areas such as qualifications;
appointment; rights and obligations, and supervision of
independent directors. The Guidance focused on
reviewing the internal management mechanism and
working process of the system of independent directors.

In relation to the composition of independent directors in
a company, Chapter Two of the Guidance explicitly
encourages the company to have a sound corporate
governance structure, as well as increasing the number
and proportion of independent directors in the company.

Specifically, Article 5 proposes a minimum of two
independent directors in an insurance company, and the
number of independent directors should not be less than
one-third of the total number of board members. For
insurance companies with controlling stockholders, their
independent directors should comprise of more than
one-half of the board members.

Article 9 proposes that, in addition to compliance of
requirements stipulated by PRC law, regulations and
requirements of the CIRC, independent directors should
also meet the other mandatory criteria such as academic
requirements and related work experience.
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Articles 10 and 13 emphasize the impartiality of
independent directors.

In summary, the Guidance emphasizes the importance
of integrity and impartiality of independent directors, the
diligence in the performance of their duties, as well as
safeguards regarding the legal rights of insurance
institutions, their customers and minority stockholders.
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Hong Kong Monetary Authority Signs Fintech
Cooperation Agreement with Dubai Financial
Services

The Hong Kong Monetary Authority (HKMA) entered into
an agreement with the Dubai Financial Services

Authority (DFSA) of Dubai International Financial Centre
to strengthen collaboration on fintech .

HKMA says the two authorities will collaborate on
referrals of innovative businesses, information sharing
and joint innovation projects.

It will continue to explore potential collaboration
opportunities with other authorities to support the
upgrading of banking system towards higher level of
smart banking.
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China Securities Regulatory Commission: Full
Implementation of the New Auditor Reporting
Standards

On December 19, 2017, the China Securities Regulatory
Commission (CSRC) published an announcement
including relevant provisions for the full implementation
of the newly revised auditor reporting standards by
capital market entities.

As from January 1, 2017, companies whose shares are
listed on both the Mainland and Hong Kong Stock
exchanges (A+H share companies) should have their
financial statements for the Mainland stock exchanges
audited according to the new auditor reporting standards,
following the requirements stipulated in the
announcement.

For companies listed on the Shanghai Stock Exchange
and Shenzhen Stock Exchange (companies listed on the
main board, Small and Medium Enterprise Board and
ChiNext companies), companies with initial public
offering of shares (IPO companies), Innovative
Hierarchy non-listed public (New Third Board)
companies on the National Equities Exchange and
Quotations, and companies issuing bonds to the public,
they should have their financial statements audited as
from January 1, 2018 (audit report dated January 1,
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2018 or afterwards) prepared according to the new
mandatory requirements and relevant guidelines.

Next, the CSRC will strengthen the supervision on
auditing firms that are eligible for auditing bonds issued
to the public, in relation to the implementation of the new
auditor reporting standards and improving the quality of
the implementation of the new standards so as to satisfy
investors’ needs for high quality financial reporting.
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United Kingdom Financial Conduct Authority Fines
Tejoori £70k for Failing to Disclose Inside
Information Asap

On December 14, 2017, the Financial Conduct Authority
(FCA) has fined Tejoori Limited (Tejoori) for failing to
inform the market of insider information as required by
Article 17(1) of the Market Abuse Regulation (MAR).

Tejoori is a self-managed close-ended investment
company whose shares were traded on the Alternative
Investment Market (AIM). This is the first fine the FCA
has imposed on an AIM company for late disclosure
following the introduction of MAR on July 3, 2016.

The insider information concerned is a compulsory
acquisition of Tejoori’'s shares by Eggersmann Gruppe
GmbH & Co. KG. Under the MAR, Tejoori was required

to disclose the information about the sale as soon as
possible, but it had not done so. This amounted to
misleading the market of the company’'s shares and
preventing investors from making fully informed
investment decisions, which was a serious breach
according to Mark Steward, FCA’s Executive Director of
Enforcement and Market Oversight.

As Tejoori notified the FCA of its breach of MAR and
agreed to settle at any early stage, it was qualified for a
30% discount under the Authority’s executive settlement
procedures.
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United Kingdom Financial Conduct Authority’s
Approach to Authorisation and Competition

The Financial Conduct Authority (FCA) published its
approach to authorization and competition.

The documents are the second and third series of
documents that the FCA has committed to publish for
the purposes of explaining its approach to regulation in
more depth.

The Approach to Authorization explains the purpose and
FCA’s approach to authorization, the public value it
delivers, and changes they are making to improve their
approach. It asks questions such as whether the FCA
could be more specific on the Thresholds Conditions
that firms and individuals are required to meet for
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authorization. Authorizations are used as a tool to
prevent harm from occurring by ensuring that all
regulated firms and individuals meet common sets of
minimum standards, to improve conduct standards and
culture, and to promote competition and innovation.

The Approach to Competition looks at the way in which
the FCA delivers its competition objective and to
promote competition in the interests of consumers.
Particular attention is given to areas where customers’
and firms’ interests are not well aligned. It asks
guestions such as the sort of indicators of potential harm
that the FCA should consider in their preliminary
assessment of competition, and what other tools the
FCA could use when designing remedies to address the
lack of competition.
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London Stock Exchange’s ELITE and Subsidiary of
Shenzhen Stock Exchange SSIC, Sign MoU to
Launch Business Support and Capital Raising
Program in China

The Shenzhen Stock Exchange (SZSE) has signed a
Memorandum of Understanding (MoU) with ELITE,
London Stock Exchange Group’s international business
support and capital raising program, to support the
launch of ELITE in China through the creation of the
ELITE V-Next Alliance.

The signing ceremony took place on December 16, 2017
in Beijing during the UK-China’'s 9% Economic and
Financial Dialogue.

ELITE and SSIC were hosting a roadshow in Beijing and
Shenzhen to showcase some of ELITE's exciting UK
and international companies to the Chinese investor and
business community as part of the agreement.
Companies joining the roadshow cover a range of
businesses including a biotechnology company, makers
of beauty supplements, a recruitment technology
platform and an Al powered data analysis business.

A locally anchored program, as part of ELITE’s global
network, will support the government's ambition to
strengthen the environment for small and medium sized
companies (SMEs) across the country and encourage
greater international co-operation. The program will
support the growth of dynamic SMEs, helping them to
innovate, create jobs and further drive economic growth.

The first batch of Chinese companies is set to join the
program in 2018. They will eventually become part of the
full international ELITE community of over 700
companies from across 27 countries and have access to
more than 200 UK and international investors.
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China Securities Regulatory Commission and The
Securities and Futures Commission Enter into a
Memorandum of Understanding to Enhance
Supervisory Assistance and Enforcement
Cooperation in Futures Markets



J M L

The Memorandum of Understanding (MoU) signed on
December 29, 2017 supersedes the earlier
memorandum signed between the two parties in 1995.
It is expected to facilitate regulatory and enforcement
cooperation in the Mainland and Hong Kong futures
markets.

Both regulators agreed to amend the MoU due to
growing interaction between the two futures markets and
the necessity of closer regulatory cooperation.

The new MoU will also enable information exchange on
multiple issues pertaining the futures market including
cross-boundary derivatives, futures exchanges and
futures brokers. It is also expected to encourage healthy
development of individual futures markets in the
Mainland and Hong Kong.
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Hong Kong Securities and Futures Commission
Provides Additional Guidance to Licensed
Corporations on Establishing and Maintaining
Prudential Risk Management Practices for Client
Money, Liquidity and the Concentration Risks of
Funding Sources Within Group-Affiliated Entities

As an international financial center and Asia trading hub,
the securities market in Hong Kong is vulnerable to large
fluctuations in global market conditions. The Securities
and Futures Commission (SFC) is aware that preventive
measures should be implemented to ensure financial
stability and has published the circular accordingly.

Licensed corporations (LCs) are expected to proactively
manage liquidity risks, including concentration limits for
counterparties. In addition, the Code of Conduct has

imposed requirements on LCs to ensure that client
assets are adequately safeguarded. Particularly,
additional risk management should be considered with
respect to the deposit locations of client money and
sources of funding.

The SFC has highlighted the fact that many regulators
globally have tightened their requirements for client
money protection such as by requiring financial
institutions to report the amount of client money
deposited with different entities.

After conducting a fact-finding exercise on selected LCs
with group-affiliated entities, the SFC has identified two
major risks, namely the protection of client money kept
with affiliated banks and the reliance on funding from
affiliated group entitles.

Examples of good practice are provided in the Circular.
The approaches to safeguard client money include
depositing more than 50% of client money in non-
affiliated financial institutions in Hong Kong and
diversifying client money into financial institutions
affiliated with different banking groups to reduce
concentration risk. For funding sources, one example of
good practice is to obtain multiple credit facilities from
non-affiliated financial institutions to limit reliance on the
parent group.
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Amendments Made by the Shanghai Stock
Exchange on the Format of Provisional
Announcements to Improve the Accuracy of
Information Disclosure

The Shanghai Stock Exchange’s existing guidelines on
the format of performance forecasts and performance
bulletins do not explicitly require listed companies to
provide reasons for changes in the companies’
performance, such as whether an improvement is due to
the growth of the core business, or due to substantial
non-recurring profits or losses.

Insufficient disclosure may be misleading, or even, to a
certain extent, aggravate market speculation.

The amendments of the guidelines require listed
companies to provide and distinguish reasons for
changes in company performance. The amendments
also include a section requiring disclosure of information
including a summary of company performance, changes
in relevant amounts, the range of the changes,
implications of extraordinary items and so on. The new
requirements will provide investors with a quick
understanding of the key information about the
company’s performance.

In addition, the amendments strengthen the requirement
of risk warnings in respect of material potential changes,
and emphasize the role of auditors as “gatekeepers”.
The requirements will call for effective communication
between listed companies and their auditors over
specific circumstances regarding the companies.
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Information in this update is for general reference only
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