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Hong Kong Monetary Authority's Revised Guideline
on Authorization of Virtual Banks

On May 30, 2018, the Hong Kong Monetary Authority
(HKMA) published its revised Guideline on Authorization
of Virtual Banks (the Guideline) following the completion
of a public consultation.

The Guideline, which is not very different from the
proposals contained in the earlier consultation
document of February 6, 2018, has provided updated
guidance on the operational and risk management of a
virtual bank. A summary of the HKMA's responses to
the comments made by the respondents are of the
following:
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a risk-based and technology-neutral
approach.

Physical
presence

Avirtual bank must maintain a physical
presence in Hong Kong, however, the
books and records of the virtual bank
may be located outside Hong Kong so
long as the HKMA has adequate
access to them to perform its
regulatory and supervisory function.

Main areas | HKMA's response

of concern

Account As the key objective of introducing
balance virtual banks in Hong Kong is to help

requirement | promote universal finance, Vvirtual
banks should notimpose any minimum
balance requirements or low-balance

fees on customers.

Technology | A virtual bank should maintain proper
risk management on technology related
risk in particular information security,
system resilience and business
continuity management. When
applying for a license, a virtual bank
applicant can submit a preliminary
independent assessment report and
then submit a detailed version before
the commencement of operation.

Ownership

Virtual banks should operate in the
form of a locally-incorporated entity for
the HKMA to perform its supervisory
policy. If a locally-incorporated virtual
bank applicant is not owned by a bank
or financial institution, the applicant
should be held through an
intermediate holding company
incorporated in Hong Kong.

Capital
requirement

As virtual banks and conventional
banks should comply with the same
regulatory requirements as stipulated
in the Banking Ordinance and the
Banking (Capital) Rules, the minimum
paid-up capital requirement of HK$300
million is applicable to virtual banks.

Risk A virtual bank should also implement

management| system to identify, measure, monitor
and control risks of liquidity,
operational (including protection of
customer data) and reputation.

Exit plan As virtual bank is a new business

model, the HKMA considers that an
exit plan is to ensure that a virtual bank
can unwind its business operations in
an orderly manner without causing
disruption to the customers and the
financial system.

On-going
supervision

Some supervisory requirements will
need to be adapted to suit the
business models of virtual banks under

In processing applications, priority will be given by the
HKMA to those applicants which can demonstrate that
(i) they have sufficient financial, technology and other
relevant resources to operate a virtual bank; (ii) they
have a credible and viable business plan that would
provide new customer experience and promote financial
inclusion and fintech development; (iii) they have
developed or can develop an appropriate IT platform to
support their business plan; and (iv) they are ready to
commence operation soon after a license is granted.
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HKMA is expected to issue the first license before the

end of this year or the first quarter of next year.
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Hong Kong Listing Rules Amended to Make
Delisting Framework More Effective

On May 25, 2018, The Stock Exchange of Hong Kong
Limited (HKSE) published its conclusions from
responses to its Consultation Paper on Delisting and
Other Listing Rule Amendments. The changes to the
Listing Rules include the following:

Main Board Listing Rules

- allowing HKSE to delist a Main Board issuer after a
trading suspension of 18 continuous months

- allowing HKSE to (i) publish a delisting notice stating
its right to delist an issuer if the issuer fails to resume
trading within the period specified in the notice, or (ii)
delist the issuer immediately in appropriate
circumstances

- issuers without sufficient operations or assets that will
no longer be needed to undergo the three stage delisting
procedure

GEM Listing Rules

- allowing HKSE to delist a GEM issuer after a trading
suspension of 12 continuous months

- making changes to align with the delisting process
under Main Board

The Listing Rules’ amendments will become effective on
August 1, 2018 (Effective Date). Transitional
arrangements will be provided for issuers whose
securities are under a trading suspension immediately
before the Effective Date. The current Listing Rules will
continue to apply for issuers currently having been
subject to the delisting procedures or having been given
a notice period before delisting. Other Main Board
issuers suspended for 12 continuous months or more
may be delisted if they fail to resume trading within 12
months from the Effective Date.
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There are other Listing Rules amendments to (i) remove
a bright line trading halt requirement where a major (or
above) transaction has not been announced by an
issuer, in which case a trading suspension may still be
required if the transaction is inside information, and (ii)
expedite the process for HKSE directing resumption of
trading, with a view to keeping any trading suspension
to a minimum.

By the Listing Rules’ amendments, HKSE aims to
establish a framework to facilitate timely delisting of
issuers that no longer meet the continuing listing criteria
and provide certainty to the market on the delisting
process in order to maintain the quality and reputation of
Hong Kong’s securities market.
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Hong Kong Stock Exchange Publishes Results on
its Review of Listed Issuers' Financial Reports

On June 1, 2018, The Stock Exchange of Hong Kong
Limited (HKSE) published a report summarizing key
findings from its review of 100 periodic financial reports
released by listed issuers between February 2017 and
April 2018.

Key findings of the review by HKSE are as follows:

1. Providing investors with a meaningful management
commentary

HKSE expects that in addition to their comments stated
in previous review reports about (i) adequate
explanation of performance; (i) commentary on
significant balances and transactions; (iii) explanation of
principal risks facing the businesses; and (iv) using key
performance indicators, issuers are required to note the
following:

a. Cyber risk and security: Issuers should
elaborate on how the cyber risk and security to be dealt
with;

b. Data fraud or theft: Issuers should elaborate
on how the internal controls are implemented to prevent
critical information from being misused through data
fraud or theft; and

c. Environmental and social risks: Issuers
should evaluate how such risks affect their businesses
across different segments and geographical locations.

2. Judgements and estimates

HKSE recommended that issuers should ensure that
their management has held a thorough discussion each
year with the Audit Committee and auditors regarding
the key assumptions underlying critical accounting
estimates;

3. Assessing impairment of tangible and intangible
assets (including goodwill)

HKSE recommended Directors and management to
perform proper analysis and exercising judgement to
assess the reasonableness of key assumptions applied
in impairment testing;

4. Accounting for acquisitions
HKSE recommended that issuers should consider
carefully whether the acquisition transaction constitutes
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a business combination or an asset acquisition and
issuers should properly identify and recognize all
identifiable assets so that goodwill or a gain on a bargain
purchase is accurately measured;

5. Impact of applying Hong Kong Financial Reporting
Standard Nos. 9 and 15 (HKFRSSs)

HKSE recommended that HKFRSs did not apply to the
annual reports for the year ended December 31, 2017,
nevertheless, issuers should have disclosed in those
reports more entity-specific qualitative and quantitative
information; and

6. New auditors’ reporting

HKSE recommended that issuers should communicate
early with their auditors about which documents
comprise the annual reports and will be within the scope
of “Other information” in Hong Kong Standards on
Auditing and ensure that such information is provided to
their auditors for consideration.

The objective of HKSE's review of financial reports is to
increase issuers’ awareness of possible pitfalls and
improve the quality of their future financial reports in

particular the importance of providing further information,

in addition to the requirements set out in the Listing
Rules and applicable accounting standards, that is
relevant to shareholders and investors in accordance
with its own circumstances.
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Hong Kong Securities and Futures Commission
Reprimands and Fines Hang Seng Investment
Management Limited HK$3 Million for Regulatory
Breaches over Funds’ Cash Management

The Securities and Futures Commission (SFC) of Hong
Kong has taken disciplinary action against Hang Seng
Investment Management Limited (HSIM) for its failure to
comply with regulatory requirements on cash
management involving SFC-authorized funds.

SFC announced on May 31, 2018 that HSIM has been
publicly reprimanded and fined HK$3 million.

Summary of facts

The SFC'’s disciplinary action followed an independent
review jointly agreed by the SFC and HSIM. The review
found that, from 2010 to 2016, these HSIM-managed
funds maintained substantial cash deposits with
connected persons, but the interest received on some of
these cash deposits was at a rate lower than the
prevailing commercial rate.

The amount of interest involved was approximately
$875,648. HSIM has agreed to make a voluntary
payment of the equivalent amount to the affected funds.

The review also found that although HSIM had
procedures in place to check the interest rate offered by
other banks, it did not apply the procedures to deposits
placed in the funds' current accounts maintained with
The Hongkong and Shanghai Banking Corporation
Limited as it had inadvertently and mistakenly presumed
that those accounts were non-interest bearing.

SFC's findings

The SFC considers that HSIM’s internal controls and
procedures on cash management of the funds at the
relevant period were inadequate and it failed to manage
and minimize the conflicting interests between the funds’
investors and its connected persons.

In deciding the sanctions, the SFC took into account all
the circumstances, including that HSIM:

. engaged an independent reviewer to conduct
the review;
. agreed to make a voluntary payment equivalent

to the amount of interest involved to the affected funds
to rectify the financial impact of its failures;

. took remedial actions to strengthen its internal
systems and controls;
. undertook to provide the SFC with a report

prepared by an independent reviewer within nine
months confirming all the identified concerns are
properly rectified;

. cooperated with the SFC in resolving its
concerns; and

. had no previous disciplinary record with the SFC.
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The People’s Bank of China has Decided to Expand
the Scope of Medium-term Lending Facility
Collaterals to Include, Among Others, High-quality
Small and Micro Enterprise Loans and Green Loans

In order to further increase the support for small and
micro enterprises, green economy and other areas, and
promote the healthy development of the credit bond
market, the People’'s Bank of China (PBOC) recently
decided to appropriately expand the scope of medium-
term lending facility (MLF) collaterals.

MLF is a monetary policy tool of the PBOC towards
increasing the medium-term currency base. It releases
funds to recognized commercial banks or policy banks
that meet the requirements of macro-prudential
monetary supervision, and can be provided through
tender. MLF uses collaterals as a way of distribution and
generally accepts high-quality bonds such as
government bonds, central bank bills, policy financial
bonds, and high-grade credit bonds to be eligible
collaterals.

The new MLF collaterals include: micro-enterprise,
green, and agricultural/rural investment bonds not below
AA grade, AA+ and AA grade corporate credit bonds
(giving priority to accepting bonds of small and micro
enterprises and green bonds), and high-quality small
and micro enterprise loans and green loans.

The PBOC will continue to implement a stable and
neutral monetary policy, maintain a reasonable and
stable liquidity, and guide the stable and moderate
growth of money and credit and social financing scale,
and create a suitable monetary and financial
environment for high-quality development and supply-
side structural reforms.
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China's Guiding Opinions on Further Regulating
Services Concerning Sale and Redemption of
Money Market Funds on the Internet

To mitigate and control relevant financial risks
effectively, China Securities Regulatory Commission
(CSRC) and the People’s Bank of China (PBOC) have
recently published the Guiding Opinions on Further
Regulating Services Concerning Sale and Redemption
of Money Market Funds on the Internet (Guiding
Opinions) jointly, which came into effect on June 1,
2018.

CSRC and PBOC jointly pointed out that, due to the
intervention and promotion of internet sales platforms,
the scale of money market has grown rapidly, providing
numerous investment channels to investors. However,
there are also some issues, such as over-emphasis on
the profitability and convenience in the promotion of
funds without adequate disclosure on the risks; the
multiple roles of the participating institutions making it
difficult for investors to effectively identify the main items
of the services and their contents; regulatory arbitrage;
institutions not qualified for fund sales business
engaging in the sale of funds; and some funds engaging
in discriminative sales activities and unfair competition
practices. There is acute need to regulate the relevant
business, mitigate market risks and promote and
standardize its development.

The Guiding Opinions set out the relevant requirements
in five aspects as follows:

e During the process of selling money market funds
on the internet, funds should reinforce their licensed
operations, ensure the closed-loop settlement
operations of fund sales (such the requirement for
same-card entry and exit) and strictly comply with
the requirements for fair competition in fund sales
activities. Non-licensed institutions are prohibited
from engaging in fund sales. Funds shall not retain
sales information of investors. The Guiding Opinions
also prohibit any institution or individual from
misappropriation of settlement capital related to
fund sales, the use of such settlement capital for
“T+0 redemption and withdrawal” business, illegal
transfer of fund units, and discriminatory, exclusive
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or bundling sales activities in relation to sales of
funds.

e An upper limit on “T+0 redemption and withdrawal”
transactions will be implemented. The normal
redemption by investors according to fund contracts
will not be affected.

e Institutions or individuals without the qualification for
fund sales are prohibited from providing advance
capital for “T+0 redemption and withdrawal”
business in any manner.

e The promotion and information disclosure activities
of “T+0 redemption and withdrawal” business are to
be standardized to reinforce the disclosure of risks
and prohibit the provision of misleading information
to investors.

¢ Non-bank payment institutions shall not provide the
value-added service of making direct payment upon
money market fund units trading transactions,
engage directly or indirectly in money market fund
sales, or provide advance capital for “T+0

redemption and withdrawal” business in any manner.
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European Securities and Markets Authority Issues
Final Guidelines on MiFID 1l  Suitability
Requirements

On May 28, 2018, the European Securities and Markets
Authority (ESMA) published a final report on guidelines
on certain aspects of the Markets in Financial
Instruments Directive (MIFID 1) suitability requirements
(Guidelines).

The assessment of suitability remains unchanged as
one of the most important requirements for investor
protection in the MIFID framework. The Guidelines
served to update existing guidelines to reflect
technological change and provide greater depth into the
responsibilities of investment firms (firms) providing
investment advice or portfolio management regarding
the suitability requirements.

The key requirements of the Guidelines are as follows:

1. Information to clients about the purpose of the
suitability assessment

ESMA required that firms should inform their clients
clearly and simply about the suitability assessment and
its purpose which is to enable the firm to act in the
client’s best interest and ask their clients to provide up-
to-date, accurate and complete information.

2. Arrangements necessary to understand clients

ESMA required firms to establish, implement and
maintain adequate policies and procedures (including
appropriate tools) to enable them to understand the
essential facts and characteristics about their clients.
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3. Extent of information to be collected from clients

ESMA required firms to collect all ‘necessary
information’, which is necessary to comply with the
suitability requirements, about the client's knowledge
and experience, financial situation and investment
objectives before providing investment advice or
portfolio management services.

4. Reliability of client information

ESMA required that firms should take reasonable steps
and have appropriate tools to ensure that the information
collected about their clients is reliable and consistent,
without unduly relying on clients’ self-assessment.

5. Updating client information

ESMA required that where a firm has an ongoing
relationship with the client, in order to be able to perform
the suitability assessment, it should adopt procedures
defining: (a) what part of the client information collected
should be subject to updating and at which frequency;
and (b) how the updating should be done and what
action should be undertaken by the firm when additional
or updated information is received or when the client
fails to provide the information requested.

6. Client information for legal entities or groups

ESMA required firms to have a policy defining on an ex
ante basis, how to conduct the suitability assessment in
situations where a client is a legal person or a group of
two or more natural persons or where one or more
natural persons are represented by another natural
person.

7. Arrangements necessary to understand investment
products

ESMA required that firms should ensure that the policies
and procedures implemented to understand the
characteristics, nature and features (including costs and
risks) of investment products allow them to recommend
suitable investments, or invest into suitable products on
behalf of their clients.

8. Arrangements necessary to ensure the suitability of
an investment

ESMA required that in order to match clients with
suitable investments, firms should establish policies and
procedures to ensure that they consistently take into
account: (a) all available information about the client
necessary to assess whether an investment is suitable,
including the client’'s current portfolio of investments;
and (b) all material characteristics of the investments
considered in the suitability assessment, including all

relevant risks and any direct or indirect costs to the client.

9. Costs and complexity of equivalent products

ESMA required that suitability policies and procedures
should ensure that, before a firm makes a decision on
the investment product(s) that will be recommended, or
invested in the portfolio managed on behalf of the client,
a thorough assessment of the possible investment
alternatives is undertaken, taking into account products’
cost and complexity.

10. Costs and benefits of switching investments

ESMA required firms to have adequate policies and
procedures in place to ensure that an analysis of the
costs and benefits of a switch is undertaken such that
firms are reasonably able to demonstrate that the
expected benefits of switching are greater than the costs.

11. Qualifications of firm staff

ESMA required firms to ensure that staff involved in
material aspects of the suitability process have an
adequate level of skills, knowledge and expertise.

12. Record-keeping

ESMA required firms to maintain adequate record-
keeping regarding the suitability assessment including
the suitability reports provided to clients.

In considering technological developments of the
advisory market, MiFID Il places a heavy emphasis on
improving investor protection with an explicit reference
to that the use of electronic systems in making personal
recommendations or decisions to trade shall not reduce
the responsibility of firms. ESMA expects that the
implementation of the Guidelines will ensure that MiFID
II's objectives are achieved.
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https://www.esma.europa.eu/press-news/esma-news/esma-
publishes-final-guidelines-mifid-ii-suitability-requirements

Singapore and India Advance in FinTech
Cooperation

During the official visit of Prime Minister Narendra Modi
of the Republic of India (India) to Singapore from May
31 to June 2, 2018, India and Singapore signed an
agreement to strengthen cooperation in fintech services.
India's Department of Economic Affairs and Monetary
Authority of Singapore will set up a Joint Working Group
which comprises representatives of key stakeholders
from both countries.

Singapore and India have already partnered to offer
fintech services, in particular, in the payment system and
services. Singapore's payment services provider
Network for Electronic Transfers of Singapore (NETS)
and National Payments Corporation of India (NPCI) had
establish a cross-border payment linkage between
Singapore’s PayNow and India’s Immediate Payment
Service to support real-time fund transfer between
accounts in both countries.

Both NETS and NPCI were also working on a payment
linkage to allow NETS cardholders to make payments at
any RuPay merchant in India and conversely for RuPay
cardholders to make payments at NETS terminals in
Singapore.



NETS and NPCI were further exploring the possible use
of India's national mobile wallet, Bharat Interface for
Money, to make payments at NETS terminals.

The enhanced cooperation of Singapore and India have
embarked on a digitalization journey to boost fintech
services.

Facing such international trend, there is a growing need
for Hong Kong to strengthen regional cooperation
leveraging new technologies, in particular with China
and other regional jurisdictions, in order to maintain
Hong Kong’'s position as an international center for
provision of financial services, especially fintech
services.
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Information in this update is for general reference only
and should not be relied on as legal advice. ZA &7 A&
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