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The Stock Exchange of Hong Kong Limited Issues
Guidance Letter to Facilitate IPOs of Internet-related
Companies

On July 6, 2018, The Stock Exchange of Hong Kong
Limited (the Exchange) issued Guidance Letter GL97-
18 for listing applicants in the internet technology sector
or that have internet-based business models.

We can see that this is yet another significant move by
the Exchange to prove that it is prepared to be pragmatic
and business-friendly, in the face of challenges of the
internet era.

On April 24, 2018, following an extensive consultation
on facilitating the listing of companies from emerging
and innovative sectors, the Exchange announced the
addition of three new chapters to the Main Board Listing
Rules to allow the listings of such companies.

In addition to the new chapters, respondents to the
consultation urged the Exchange to make the Listing
Rules more appropriate to the characteristics of
companies in emerging and innovative sectors. In
particular, they asked the Exchange to accommodate:

» The high degree of reliance that internet technology
companies often have on the internet platforms operated
by their parent companies (or other connected persons)
or major suppliers;

 The heightened need of internet technology companies
to attract and retain staff through share option schemes
(or other share incentive schemes); and

* The difficulties internet technology companies have in
demonstrating that they are compliant with relevant laws
and regulations when they may yet to be fully
established in their industry.

The guidance the Exchange is publishing today reflects
the results of a review it conducted of its rules and
guidance on these areas of concern. The Exchange’s
guidance states the following:
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< An applicant may be able to list with a high degree of
reliance on a parent company/ connected person/ major
suppliers/ major customers if it demonstrates that it
meets certain conditions (e.g. that it is an industry norm
for businesses like its business to rely on the dominant
internet-based platform operated by its parent).

« Waivers may be granted to listing applicants on a case
by case basis to allow annual caps on continuing
connected transactions to be set as a formula instead of
a monetary amount.

 Waivers may be granted to allow (a) a higher
percentage cap on outstanding share options to be
granted; and (b) a longer than 10 year take-up limit for a
share incentive scheme.

* A legal opinion is not required if the relevant laws and
regulations applicable to an applicant are still developing
and are not expected to be promulgated in the near
future. Disclosure of the associated risks in the listing
document would be sufficient.
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The Stock Exchange of Hong Kong Limited Seeks
Views on Proposed Rule Changes Relating to
Backdoor Listing, Continuing Listing Criteria and
Other Rule Amendments

On June 29, 2018, The Stock Exchange of Hong Kong
Limited (the Exchange) published (a) the consultation
paper on backdoor listing, continuing listing criteria and
other Rule amendments (consultation paper); and (b)
the guidance letter on listed issuer's suitability for
continued listing (Guidance Letter).

Consultation paper

The consultation paper seeks market views on proposed
amendments to the Listing Rules to address concerns
over backdoor listings and “shell” activities that an
acquisition (or series of acquisitions) of assets of a listed
issuer, with little real business, by unlisted company
intending to achieve a listing while circumventing the
requirements for Initial Public Offering (IPO) applicants
and avoid the IPO vetting process.

While shell activities are limited to a small segment of
Hong Kong market, they undermine investors’
confidence and overall market quality. The proposed
amendments form part of the Exchange’s ongoing
holistic review of the Listing Rules to tackle problematic
corporate behavior with a view to maintaining the quality
and reputation of the Hong Kong market.

The Exchange is applying a three-pronged approach in
curbing shell activities: first, tightening its suitability
review of new applicants to address concerns on shell
creation through IPOs; second, enhancing the
continuing listing criteria for listed issuers to deter the
manufacturing and maintenance of listed shells; and
third, tightening the Reverse Takeover (RTO) Rules to
prevent backdoor listings particularly those involving
shell companies.

A summary of the proposed amendments is set out as
follows:

1. Proposals relating to backdoor listing

a. Definition of an RTO transaction

Proposed amendments:

(a) RTO — Principle based test

Retain the principle-based test in the RTO Rules with
modifications to two assessment criteria as the following
(other criteria including transaction size, target quality,

nature and scale of issuer's business and fundamental
change in principal business remain unchanged):

. Indicative factors of a change in control/ de facto
control:
0] substantial change in board / key
management;
(ii) change in single largest substantial

shareholder; and
(iii) issue of restricted convertible securities.

. Series of transactions and/or arrangements:
include transactions and/or arrangements that are
in reasonable proximity (normally within 36 months)
or are otherwise related, and may include changes
in control/de facto control, acquisitions, disposals
or termination of the original businesses, and in
some circumstances, greenfield operations or
equity fundraisings related to acquisitions of new
lines of businesses. The entire series of
transactions and/or arrangements would be
treated as if it were one transaction.

(b) RTO — Bright line tests



J M L

Retain and modify the bright line tests:

. RTO Rules apply to very substantial acquisition(s)
(VSA) from the controlling shareholder within 36
months from a change in control (as defined under
the Takeovers Code).

. Disposal restriction applies to restrict any material
disposal at the time of or within 36 months after a
change in control of the issuer (as defined under
the Takeovers Code), unless the remaining
business, or any assets acquired after the change
in control, can meet either the profit test or the
market capitalization/revenue/cash flow test or the
market capitalization/revenue test. The Exchange
may also apply this disposal restriction to a
material disposal proposed at the time of or within
36 months after a change in the single largest
substantial shareholder of the issuer.

Backdoor listings through large scale issue of securities

. Codify Guidance on cash company Rules into the
Listing Rules to disallow backdoor listings through
large scale issue of securities for cash, where the
proceeds will be applied to acquire and/or develop
new business that is expected to be substantially
larger than the issuer’s existing principal business.

b. Tightening the compliance requirements for RTOs
and extreme transactions

Proposed amendments:

The proposals aim to discourage the use of “shell”
companies for backdoor listings and to ensure the
acquisition targets that are the subject of new listing
under the RTO Rules are suitable for listing.

. The acquisition targets must be suitable for listing
and meet the trading record requirements for new
applicants, and the enlarged group must meet all
the new listing requirements. For issuers that do
not comply with sufficiency of operations Rules
(normally suspended companies), each of the
acquisition targets and the enlarged group must
comply with all the new listing requirements.

. Codify the “extreme VSAS” category set out in the
Guidance on application of the reverse takeover
requirements and rename as ‘“extreme
transactions”. “Shell companies” are not eligible for
this category and accordingly, the issuer must
either (i) operate a principal business of substantial
size; or (ii) have been under the long-term control
of a large business enterprise and the acquisition
forms part of a business restructuring with no
change in control.

. Where an RTO or an extreme transaction involves
a series of transactions and/or arrangements,
issuers are required to include in the listing
document or circular the pro forma income
statement of all acquisition targets and any new
business developed that are part of the series.

2. Proposals relating to continuing listing criteria
Proposed amendments:

(a) The proposed amendments to the continuing listing
criteria aim to address specific concerns about some
issuers that attempt to maintain the listing status by
holding significant assets or investments, rather than
operating businesses that have substance and are
viable and sustainable in the longer term:

Amend Listing Rules relating to sufficiency of operations

. Requires a listed issuer to carry out a business with
a sufficient level of operations and assets of
sufficient value to warrant its continued listing (and
not sufficient operations or assets set out in the
current Listing Rules). This excludes any securities
trading and/or investment activities. A listed issuer
would not meet sufficiency of operations Rules if it
does not operate a business that has substance
and/or is viable and sustainable.

Amend Listing Rules relating to cash companies

. Amend the definition of “short-dated securities” in
the cash company Rules to include investments
that are easily convertible into cash (e.g.
investments in listed securities). The exemption for
securities brokerage companies will only apply to
clients’ assets

Proposed transitional arrangements

. A 12-month transitional period applies for issuers
not meeting the continuing listing criteria as
amended. No transitional period for the proposed
amendments to the RTO Rules, however, if issuers
conduct transactions with a view to re-comply with
the new Listing Rules, the Exchange would take
this into account with the objective of facilitating
their re-compliance.

c. Other proposed Rule amendments

The Exchange also proposes to enhance the Listing
Rules requirements in the following areas:

. Securities transactions
o confine the revenue exemption from the
notifiable  transaction requirements to
purchases and sales of securities only if they
are conducted by members of the issuer

3
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group that are subject to the supervision of
prudential regulators (i.e. banking companies,
insurance companies, or securities houses);
and

o] add a specific requirement for issuers to
disclose in their annual reports details of
each securities investment that represents 5
per cent or more of their total assets.

. Significant distribution in specie of unlisted assets

o] impose additional requirements on
distribution in specie that is equivalent in size
to a very substantial disposal, comparable to
requirements for a withdrawal of listing.

. Other matters relating to notifiable or connected
transactions

o] require (i) disclosure on the outcome of any
guarantee on the financial performance of an
acquisition target that is subject to the
notifiable or  connected transaction
requirements (irrespective of whether the
guaranteed financial performance is met) in
the next annual report; and (ii) disclosure by
way of an announcement if (a) there is any
subsequent change to the guarantee; or (b)
the actual financial performance of the target
acquired fails to meet the guarantee
(currently required for a connected
transaction only);

o] require (i) disclosure on the identities of the
parties to a transaction in the
announcements of notifiable transactions;
and (ii) disclosure on the identities and
activities of the parties to the transaction and
of their ultimate beneficial owners in the
announcements of connected transactions;
and

o] amend the Listing Rules to make it clear that
where any calculation of the percentage
ratios produces an anomalous result or is
inappropriate to the sphere of activity of the
listed issuer, the Exchange (or the issuer)
may apply an alternative size test that it
considers appropriate to assess the
materiality of a notifiable transaction or a
connected transaction.

The deadline for the market feedback on the proposals
contained in the consultation paper is August 31, 2018.

Guidance Letter

The Exchange issued Guidance Letter on listed issuer’'s
suitability for continued listing (effective on June 29,

2018).

Suitability is a broad and flexible concept that applies in
a wide range of circumstances. The suitability criterion
provides the Exchange with discretion to meet its
regulatory objectives and its obligations to act in the best
interest of the market as a whole and in the public
interest. The Exchange's assessment on the suitability
for continued listing of a listed issuer is on an individual
basis and in light of all pertinent facts whenever it deems
appropriate. The Guidance Letter sets out examples of
situations where the Exchange may question an issuer's
suitability for continued listing. A list of the general
approach relating to the Exchange's assessment of the
suitability is summarized at the following:

1. Issuers with "shell* characteristics: the Guidance
Letter raised concerns about the suitability for
listing of those applicants whose size and
prospects do not appear to justify the cost or
purpose associated with a public listing and the
issuers may be carrying on activities for the
purpose of maintaining a listing status rather than
genuinely operating and developing the new
business.

2. Prolonged suspension: the Listing Rules require
the duration of any trading suspension to be for the
shortest possible period. This ensures the proper
functioning of the market and prevents
shareholders and other investors from being
denied reasonable access to the market. When the
issuer fails to demonstrate a reasonable prospect
of remedying the issues and resume trading within
a reasonable period of time, or its directors
become uncontactable by the Exchange or
otherwise fail or refuse to respond to the
Exchange's enquiry as to the resumption plan or its
progress. This will not prejudice the Exchange's
right to consider an issuer no longer suitable for
listing on the basis of the underlying issues causing
the trading suspension themselves or other
reasons as it considers appropriate.

3.  Other instances of non-suitability:

a. Suitability issues concerning directors or
persons with substantial influence;

b. Material breach of the Listing Rules;

C. Inability to disclose material information;
d. Non-compliance with laws and regulations;
e. Trade or economic sanctions;

f. Business structure;
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g. Gambling;

h. Excessive reliance on key
customer/supplier or controlling/
substantial shareholder;

i. Fraud;
J- Material internal control failures; and

k. Failure to provide information to the
Exchange.

The Exchange may cancel a listing where the suitability
issues are fundamental to the general principles for
listing and are beyond remedy, or the listed issuer fails
to demonstrate a reasonable prospect of addressing the
issues and resuming trading within a reasonable period
of time.

The Securities and Futures Commission (SFC) issued a
statement supporting the Exchange proposal, saying
these proposals are part of a series of initiatives to
address concerns about problematic corporate and
market conduct and represent an intensified effort on the
part of the SFC and the Exchange to maintain the quality
and the integrity of the Hong Kong market.

In view that the Exchange's proposals are targeted at
shell activities and seek to address specific identified
issues in order to ensure that there will be both sufficient
operations and significant assets after a change of
control and the main asset/business will not change
abruptly, we suggest and hope that the new rules should
provide sufficient flexibility so as not to stifle proper
growth opportunities of Hong Kong's listed companies
via significant acquisitions to achieve business
expansions especially international ones.
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The UK Financial Services and Markets Act 2000
(Prospectus and Markets in Financial Instruments)
Regulations 2018 Come into Effect

On June 29, 2018, UK published the Financial Services
and Markets Act 2000 (Prospectus and Markets in
Financial Instruments) Regulations 2018 (Regulations).

The explanatory memorandum to the Regulations states
that the Regulations make consequential amendments
to the Financial Services and Markets Act 2000 in order
to implement part of Regulation (EU) No 2017/1129 of
the European Parliament and of the Council of 30 June
2017 (Prospectus Regulation) which apply from July 21,
2018.

Two thresholds relating to exemptions from the
requirements for public offers under the prospectus
regime have been revised:
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1. the threshold for offers to the public that are
exempt from the obligation to publish a prospectus
has been increased from €100,000 to €8,000,000.

2. the threshold for an offer of securities to the public
that is exempt from the regime has been reduced
from €5,000,000 to €1,000,000.
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US Securities and Exchange Commission
Modernizes the Delivery of Fund Reports and Seeks
Public Feedback on Improving Fund Disclosure

On June 4, 2018, The US Securities and Exchange
Commission (SEC) voted to improve the experience of
investors who invest in mutual funds, exchange traded
funds and other investment funds. In three related
releases, SEC:-

1. provided a new, optional “notice and access”
method for delivering fund shareholder reports;

2. invited investors and others to share their views on
improving fund disclosure; and

3. sought feedback on the fees that intermediaries
charge for delivering fund reports.

These actions are part of a long-term project, led by the
Division of Investment Management, to explore
modernization of the design, delivery and content of fund
disclosures for the benefit of investors.

SEC adopted new rule 30e-3 (new rule) which is under
the Investment Company Act to:

1. create an optional “notice and access” method for
delivering shareholder reports;

2. allow a fund to deliver its shareholder reports by
making them publicly accessible on a website, free
of charge, and sending investors a paper notice of
each report’s availability by mail; and

3. provide an option that investors may choose to
receive the full reports in paper free of charge at
any time.

The conditions of new rule include:

1. Report accessibility - the shareholder report and
the fund’s most recent prior report must be publicly
accessible, free of charge, at a specified website.

2. Availability of quarterly holdings - quarterly
holdings for the last fiscal year must also be
publicly accessible at the website.

3. Format - funds must satisfy conditions designed to
ensure accessibility of reports for shareholders,
including format and location.

4. Notice - investors will receive a notice of the
availability of each report that includes a website
address where the shareholder report and other
required information is posted and instructions
for requesting a free paper copy or electing paper
transmission in the future.

5. 5Print upon request - funds must send a free paper
copy of any of these materials upon request.

6. Investor elections to receive reports in paper - at
any time, an investor may elect to receive all future
reports in paper by calling a toll-free telephone
number or otherwise notifying the fund or
intermediary.

7. Extended transition period - The earliest that
notices may be transmitted to investors in lieu of
paper reports is January 1, 2021.

SEC is also seeking public comment on additional ways
to modernize fund information; and the framework for
certain processing fees that broker-dealers and other
intermediaries charge funds for delivering fund
shareholder reports and other materials to investors.

The feedback will help SEC on how to modernize the
design, delivery and content of fund information,
including how to make better use of the modern
technology to provide more interactive and personalized
disclosure. SEC requests that commenters provide
feedback on the requests by October 31, 2018.



J M L

XEIESXHZERSEFREESRENERII KK
EESFEREBENAARRER

FEIEEXSZERS (EXS) F2018%E 6 A 4 BRE
AEHNERALEES, XHMLEES MEMKREE
SHREAEBNERE ., A=MEXNFERT, XS

1. RET —MEFAEE BAMKE T1E, BTIRMH
EERFRE |

2. BERAFMNEHMALDZMIOINHEZRSERK

BEREN ;A
3. FRFNHMHWTWERESIREZHNEL.
XETHEHRABTENELNKEPMEN—&7, A
BRAZNFIZN BRESEERENRIT, BEMRNEN
E%ﬁ-o

EX=RIE (RAASE) . RATHAN 30e-3 (G
M) B35

1. ARHKRFEREEIEEN BRMKER TTE

2. AWESBEARTRHZENMIT, RERFR
& BRI ESNRENRIUEER, BARA
H oM _EEEUH

3. RMRFEZ T MR IR R IR &2 XENRIAR
I

ANERNERLERE

1. REUREMNETNEE - RERSETNESRTINEN
RE DI EFT A AR S B AR A9 E M

2. RUESEFREER - L—UBFENFERFRRER
Ul nk = 0 /A INCI B =57N: D [

3. #X - BEXTTEENHENRM, MUBRERER
RS, BN,

4. AR - HRHOEMHIREN, RAFBREEREMN

Hh 8RR HRARREMHMAHE R Muatbit,

Bk o] F R G BB R & AYENR AR SCAHE H fY

:\'?_E:f%o

5. RHEEREIRIIR - BEAINBRERIEFEX LR
EH R RENRIRE A

RAELEFEIAENRIARE NBBUR & - A E T RER
EFBIHRITREBIERIUAMTNENE S B
A, DRI ARTE R PR R RYIR &

ISk

7. EKASEHR - 2 DURREREIRARR &%
EAKRAENAYE 20211818,

UEREEIRKARNESELSEHNEMATX, UERE
/X ZBHMEMP N EIRFERBEESRRIREMN
H bk & W BUCE TR R AE SR B .

FROBRNBEMEZSNEAEHRESFELSNEIT, 7
HIRNE  BFNEFEFFARKRIEkEHERR
UM PEANEERE. ERXRSERERENEREX
22, 7£ 2018 F£ 10 B 31 HefiRHt=M0.,

Source KR :

https://www.sec.gov/news/press-release/2018-103

US Securities and Exchange Commission’s Chief
Accountant Remarks on “Advancing the Purpose
and Promise of Those Involved in Financial
Reporting”

On June 19, 2018, Wesley Bricker (Bricker), Chief
Accountant at the US Securities and Exchange
Commission, told attendees at the Institute of
Management Accountants’ annual conference about the
vital role played by those involved in financial reporting.
The key points of Bricker's speech are summarized as
the following:

Obligations of those involved in financial reporting

Bricker encouraged those involved in the overall
structure to consider how to use information to identify
ways on an ongoing basis to prevent financial reporting
failures (whether due to errors or fraud) and add value
for investors, including by asking the following questions:

1. How can we bolster coordination and collaboration
among the organizations involved in financial
reporting?

2. What can we learn from previous financial
reporting failures to evaluate whether and how
each patrticipant in the financial reporting process
could more effectively contribute to the prevention
of financial reporting failures?

3.  What more could be done to understand and
coordinate technological issues within and across
each phase of the financial reporting structure?
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4.  What information should be provided in the
financial statements to meet the needs of investors,
lenders, and other creditors, even as the context of
demographics, technology, and market structures
change?

5. Can more be done to help identify expectations
and minimize expectation gaps, both globally and
variations within particular markets?

The collective goal of all participants in the financial
reporting architecture must be for the information to be
complete, accurate, and reliable.

Management Accountants

The work of management accountants is vital to the
financial reporting process to safeguard a company’'s
integrity. Management accountants are expert historians.
In addition to maintaining books and records,
management is also required to design and implement
internal accounting controls in accordance with the
federal securities laws. The work of management
accountants contributes to public companies being well-
run. These companies have effective internal controls
not just because internal controls are the first line of
defense against preventing or detecting material errors
or fraud in financial reporting, but also because strong
internal controls contribute to better internal
accountability and information flows, among many other
attributes of good businesses.

Auditors

Preparers, of course, are not solely responsible for high-
quality financial reporting. It also depends on thorough
and objective audits performed by independent,
knowledgeable, and skeptical public accountants.
Auditors are the critical gatekeepers for those reports,
protecting shareholders by promptly identifying and
addressing issues. Whether or not engaged to report on
internal control over financial reporting separately,
external auditors are still responsible for considering
internal controls in the performance of their audits. In an
audit of the financial statements, the audit process
includes deciding whether and how much to plan to rely
on the company'’s internal control over financial reporting.
By obtaining an understanding of internal control over
financial reporting, auditors can better plan their audits
and provide management and the audit committee with
observations about a company'’s internal controls.

Audit Committees

The responsibility to maintain internal controls is
incumbent upon management, with oversight of the
audit committee, regardless of the size of the company.
Audit committees of every company must be committed
to their oversight of financial reporting. They must be

able to adequately review how management is
designing and implementing internal controls.

As part of their oversight of the external audit, audit
committees can make a positive impact on financial
reporting by asking probing questions of external
auditors about the auditor's risk assessment and
strategy undertaken for the audit, including the following:

1. In an audit of the financial statements, was the
external auditor able torely ona company’s
internal control over financial reporting?

2. If not, which of the business processes included
the internal controls on which the auditor did not
(or could not) place reliance? What were the
factors that prevented reliance?

3.  Were any significant deficiencies or material
weaknesses identified (and communicated in
writing)?

4. How did management consider that feedback in
preparing the financial statements?

A board and audit committee should also understand the
external auditor's compliance with the auditor
independence rules and the impact on the board and
company of noncompliance.

Effects of Innovations

Bricker further pointed out that regarding innovations
and emerging issues, a useful way to think about the
effects of innovations in technology and commerce on
an issuer’s financial reporting to investors is to think
along the following lines:

1. ltis arole of the SEC staff and of the accounting
profession to consider the possible effects of
innovations in technology and commerce on the
financial reporting obligations of issuers of
securities to those who invest in the public capital
markets.

2. In order for an issuer to appropriately report the
financial statement effects of its  innovation
efforts to investors, the company’s management
and its auditor, respectively, must understand the
nature of the innovations.

3. The veryinnovations in technology and commerce
that the public capital markets help to bring about
can prompt questions regarding how management
should prepare and how auditors should audit a
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company’s financial statements in accordance with
the respective accounting and auditing standards.

When accountants are dealing with new technologies
like blockchain, cryptocurrency and distributed ledger
systems, Bricker advised that accounting profession can
continue to perform the essential gatekeeper function for
issuer compliance with both the financial reporting and
auditor independence frameworks.
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Hong Kong Securities and Futures Commission
Commences Market Misconduct Tribunal

Proceedings Against China Forestry’'s Former
Chairman and CEO

Actions against Li Kwok Cheong and Li Han Chun

On June 28 2018, Hong Kong Securities and Futures
Commission (SFC) announced that proceedings have
been commenced in the Market Misconduct Tribunal
(MMT) against Mr. Li Kwok Cheong and Mr. Li Han
Chun, former chairman and chief executive officer (CEQO)
of China Forestry Holdings Company Limited (China
Forestry), a delisted company, respectively, for
suspected disclosure of false or misleading information
in (1) China Forestry’'s Initial Public Offering (IPO)
prospectus, (2) its annual results announcement and
annual report for the year ended December 31 2009
(2009 AR) and (3) interim results announcement and
interim report for the six months ended June 30 2010
(2010 IR), which induced transactions in the shares of
China Forestry.

The SFC alleges that various types of information
relating to China Forestry’s business operations and
financial information as disclosed in its IPO prospectus,
the 2009 AR and 2010 IR were materially false or
misleading, and both Li Kwok Cheong as the former
chairman and Li Han Chun as the former CEO were
aware of, or were reckless or negligent, as to whether
the disclosed information was materially false or
misleading.

The scope of the allegedly false or misleading
information as disclosed by China Forestry was

extensive, covering the company’s turnover generating
activities, profit, plantation assets and cash balances,
etc. Among these, China Forestry’s turnover appeared
to have been overstated by at least 92% while its
plantation assets, purportedly accounting for over 79%
of its net assets, appeared to have been overstated by
at least 87%.

The SFC also alleges that China Forestry’s purported
supporting documents such as bank statements,
forestry right certificates, and insurance contracts were
falsified.

The SFC's case is that China Forestry maintained a
separate set of accounting records which was different
from the set of accounting records provided to its then
auditors KPMG for auditing purposes but appeared to
reflect its true state of affairs. This separate set of
accounting records revealed a much smaller scale of
operation compared to what had been disclosed in the
company’s IPO prospectus, 2009 AR and 2010 IR. The
SFC alleges that China Forestry, in its true state of
affairs, was not suitable to be listed on the Stock
Exchange of Hong Kong.

The SFC will also seek court orders in the proceedings
in the Court of First Instance under section 213 of the
Securities and Futures Ordinance requiring the former
chairman and CEO to take steps to restore China
Forestry’s independent minority shareholders who
traded in China Forestry shares as a result of their
misconduct to the positions they were in before the
transactions.

Actions against Li Han Chun and his investment vehicle

The SFC has also commenced proceedings in the MMT
against Li Han Chun and his investment vehicle Top
Wisdom Overseas Holdings Limited (Top Wisdom) for
suspected insider dealing in the shares of China
Forestry in 2011.

The SFC alleges that at the material times, Li Han Chun
knew that the information disclosed by China Forestry
was materially false or misleading and that KPMG had
already identified various audit issues and irregularities
which could reveal other false and misleading
disclosures that had been made by China Forestry. With
this knowledge, Li Han Chun procured Top Wisdom to
execute a placement of 119,000,000 China Forestry
shares to avoid a loss.
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DBA Telecommunication (Asia) Holdings Limited
Convicted for Making False or Misleading Statement
in Results Announcement upon Prosecution
Brought by Hong Kong Securities and Futures
Commission under Section 384 of the Securities and
Futures Ordinance

On June 28, 2018, the Eastern Magistrates’ Court
convicted DBA Telecommunication (Asia) Holdings
Limited (DBA), a company listed on the Main Board of
The Stock Exchange of Hong Kong Limited. Hong Kong
Stock Exchange (SEHK), after it pleaded guilty to
making a false or misleading statement in a prosecution
brought by the Hong Kong Securities and Futures
Commission (SFC) under section 384 of the Securities
and Futures Ordinance.

On March 28, 2013, DBA published results
announcement for the year ended December 31, 2012
on SEHK's website. The SFC alleged that the financial
statements had not been agreed by the auditors as
required under the Rules Governing the Listing of
Securities on the SEHK (the Listing Rules). DBA's
statement in the results announcement that the financial
statements had complied with the applicable disclosure
provisions of the Listing Rules was therefore false and
misleading in a material particular.

DBA was fined $20,000 and ordered to pay the SFC’s
investigation costs.

The SFC also prosecuted DBA's former director Mr.
Chan Wai Chuen for making a false or misleading
statement for his alleged involvement in the offence. The
case was adjourned until August 9, 2018 when plea will
be taken.

This case demonstrates that Hong Kong's listed
companies and their management and advisers should
pay attention to the requirements of section 384 to
ensure that the contents of announcements have been
properly verified.
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Hong Kong Monetary Authority and Securities and
Futures Commission Conclude Consultation on
Further Enhancements to the OTC Derivatives
Regulatory Regime

On June 27, 2018, the Hong Kong Monetary Authority
(HKMA) and the Securities and Futures Commission
(SFC) issued conclusions to a joint consultation on
further enhancements to the over-the-counter (OTC)
derivatives regulatory regime in Hong Kong.

HKMA and SFC have concluded that the proposed
adjustments should be implemented, after taking
consideration of market feedback to the joint
consultation embarked in March 2018. A summary of
the key conclusions is at the following:

Mandating the use of Legal Entity Identifiers (LEIs) for
reporting obligation

1. Scope of entities: the first phase only applies to
parties on the reporting entity's side of a
transaction. Reporting entities are not required to
verify whether their counterparty to a transaction
falls under the list of entities to which the first phase
applies.

2. Scope of transaction reports: the mandatory use of
LEls in trade reporting will only apply to new trades
and daily valuation information only. This gives

reporting entities more flexibility to deal with
existing entity identifiers for outstanding trades.

3. Implementation timeline: the implementation for
the first phase of mandating the use of LEIs will be
commencing from April 1, 2019.

Expanding the clearing obligation

1. Expansion of product scope: the clearing
obligation will only be expanded to include
specified standardized interest rate swaps
denominated in Australian Dollars (AUD IRS) and
the revised list of Financial Services Providers will
be published for implementation on January 1,

2019.
2. Implementation timeline: the mandatory clearing of
AUD IRS would not be commenced before

Quarter 4 2019.

3.  Scope of Prescribed Person: the current scope of
Prescribed Person is maintained.

Adoption _of trading determination _process _ for
introducing a platform trading obligation

1. Trading determination process and criteria: the
trading determination process and criteria
proposed in the joint consultation paper are
adopted and are being used in the process to
determine which products may be appropriate for
Hong Kong to introduce a platform trading
obligation.

The process and criteria should take into account
of the following factors:

(@) whether the product is suitable standardized
for platform trading;

(b) the nature, depth and liquidity of the market
for the product;

(c) the availability of trading venues that may be
designated for trading that product;

(d) whether the product is already subject to the
central clearing obligation in Hong Kong;

(e) whether regulators in other jurisdictions
consider such a product to be suitable for
platform trading; and

(f) the impact on the market and market
participants of imposing a platform trading
obligation for the product.

2. Implementation timeline: after completing analysis
and formulating appropriate proposals, further

14



J M L

consultation will be conducted on the feasibility,
scope and timing for implementing a platform
trading obligation in Hong Kong.

HKMA and SFC will work with the government on
drafting the necessary legislative amendments to the
Securities and Futures (OTC Derivative Transactions —
Clearing and Record Keeping Obligations and
Designation of Central Counterparties) Rules (Clearing
Rules) to implement the relevant changes.

ERECRMEER SIS RYRESFERZRIRHA—F
HEZIMTETREEHREAREALE

EREHEER (£8R) SIEHFRPRESLEREZR
2 (E4%%) T 20184F 6 B 27 Hp— S HEFEN
MTE TREEH ENER S S aLERAE .
HEZEBE TS 2018 £ 3 BB ITEENEL, &8
BEIEESNERENIZINHEEINNETT. TENER
REMT .

BOLIRFERE I Sk @R IIASIAT (RAIHAT)

1. XHKEE E-MRREBTEERXZHIC
REGE—BNETT. TREBLEIRLHERZ S
MNFAEEEE —MERMEMNIE R EEE
.

2. XPWETCHE  BELRFXZEEAMGERR

A e IR B RIS, Lt 2R ARELIE

TEXGNRAAZEIRFIREHBEEKRDN
RIEM.

3. SKHEAF: E—HREHERR BB
BM 2019 % 4 5 1 AFHHA.

T AEERE
1. ¥REHLE LZERIRIACHZESHEEETIL
BT ENFELEIRER CRTHEEEXR), @
SRR SIREEZEIE T IUEITHF 2019
18 1HA®mHET.

2. SLHEREER bR R RHTRMEENNE
KA 2019 FEMEFSIHE.

3. ITHALESER  WTITHALASERBSRE.

ASINFEXGTEMXARZHAEEF

1. XZWERFRAEN: BRAERKSEEXMPH
B ZHERFEEN, A XERFEZAN

FAEBATREERBEGHMLERSINTFERS
REMNERE.

BEWRFRANTEENTEE -
(@) FREFERERERSTEGTAXS
(b) PRHHHUE. RERFDH

() RRERTRIBERBE R RATXHINKS
3 ;

(d) EREFRAXRTMABTBEITTREEE

(e) HtbB ZERXMEEVMESINAT R M
BRH#TFERD &

O BFRERFaXFTENTIRTHSEE
AN

2. LhERSE)ER AT EGITE SHBRIUEHH
EEBXEFAXZTRENT T, SCEIRE "
fTt—H &N,

TERMIESBSBNEFER (IEsEHE (75
PTHEIAR G EEREFLRXTENP RS FIT891E
E) M) BDBEEGUETT, DUELMBEXREE.

Source KR :

https://www.sfc.hk/edistributionWeb/gateway/EN/news-and-
announcements/news/doc?refNo=18PR70

Singapore Exchange Launches Rules for the Listing
of Companies with Dual Class Shares

On June 26, 2018, Singapore Exchange (SGX)
introduced new listing rules that make possible the
listing of companies with dual-class shares (DCS)
structures on its main board with immediate effect.

The rules follow two rounds of public consultations with
the second consultation closing on April 27, 2018. SGX
will allow companies with an expected market
capitalization of S$300 million to list with DCS structures.
Factors that SGX may take into account in assessing
whether an issuer is suitable for listing with a DCS
structure include:

1. the business model of the company, for example,
that the company has a conceptualized long-
term plan that contemplates ramping up growth at
a fast pace;

2. track record, including operating track record, of
the company, group or business;
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3. therole and contribution of intended multiple voting
(MV) shareholders to the success of the company
or business. In the case of a group of persons or
an entity (permitted holder group), its relevance to
the company or business;

4.  participation by sophisticated investors;

5. if the permitted holder group is a trust or corporate
vehicle, the suitability of the arrangement,
including an assessment of whether sunset
features or other safeguards are in place to govern
the holding structure; and

6. other features of the company or business that
require a DCS structure.

SGX set out various rules to address specific risks
associated with DCS structures to safeguard investors
including:

1. Requiring an enhanced voting process where all
shares carry one vote each regardless of class, for
the appointment and removal of independent
directors and/or auditors, variation of rights
attached to any class of shares, a reverse takeover,
winding-up or delisting.

2. Requiring the majority of the audit committee, the
nominating committee and the remuneration
committee, and each of their respective chairman,
to be independent directors.

3. Capping each MV share at 10 votes a share and
limiting the holders of MV shares to named
individuals, or permitted holder groups whose
scope must be specified at Initial Public Offering
(IPO).

4. Requiring sunset clauses where MV shares will
auto-convert to ordinary voting (OV) shares under
circumstances the company must stipulate at the
time of the IPO.

5. Imposing a moratorium on the transfer or disposal
of their entire shareholdings in the issuer for a
period of 12 months in respect of MV shareholders’
interests in both MV and OV shares in respect of
DCS structures.

6. Requiring an issuer with a DCS structure to
disclose the following additional information:

(@) The issuer must disclose its DCS structure,
holders of MV shares and their respective
shareholding and voting percentage both at the
point of listing and thereafter, on a continuing basis,
in its annual report.

(b) The shareholders’ circular must contain
information on the voting rights of each class of
shares.

(c) The issuer must, in its prospectus, disclose
the risks of DCS structures, rationale for adoption
of its DCS structure, matters subject to the
Enhanced Voting Process including implications to
holders of OV shares, and key provisions in the
Articles of Association or other constituent
documents relating to DCS structures in a
prominent manner.

(d) The issuer must include a prominent
statement on the cover page of its prospectus,
and on a continuing basis, in its announcements
(including financial statement announcements),
circulars and annual reports, highlighting that the
issuer is a company with a DCS structure.

After the implementation of the new rules, SGX joins
global exchanges in Canada, Europe and the US where
companies led by founder-entrepreneurs who require
funding for a rapid ramp-up of the business while
retaining the ability to execute on a long-term strategy,
are able to list. SGX expected investors who understand
and agree with the business model and management of
DCS companies will also have more choice.
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Source iR :

https://www.sgx.com/wps/wcm/connect/sgx_en/home/higlight
s/news_releases/sgx_launches_rules_for_listing_of dual_cla
ss_shares_companies

China Shenzhen Stock Exchange Pays Heightened
Attention to the Risk of Stock Pledges of Shenzhen-
listed Companies

The recent market has some concerns about the
possible impact of defaulting on stock pledge
transactions in China. The Shanghai Stock Exchange,
Shenzhen Stock Exchange (SZSE), the Securities
Assaociation of China and the China Banking Association
jointly issued announcement on June 26, 2018
addressing to the current risk of stock pledges.

SZSE pays great attention to the risk of stock pledges of
Shenzhen-listed companies, and makes full use of
scientific and technological supervision measures to
build a platform for monitoring the risk of stock pledges,
timely grasp the situation of shareholder stock pledges,
and urge relevant shareholders to duly disclose
information and forecast and resolve risks to effectively
maintain the stable operation of the market.

SZSE has comprehensively sort out, screened and
prevented relevant risks. Statistics show that the risk of
liquidating pledged stocks of Shenzhen-listed
companies is generally controllable. As of now, the
average performance guarantee ratio of pledged
securities in the Shenzhen market (weighted average of
the pledged market capitalization) is 223%. The market
value of stock pledges below the closing line accounts
for less than 2% of the total market capitalization in the
Shenzhen. Considering factors such as judicial freezes,
restrictions on stock sales and reduction of holdings, the
proportion of the stocks pledged which can be directly
closed out in the secondary market is even lower.

SZSE said that judging from individual stocks, a small
number of listed company shareholders have insufficient
assessment of their own capital strength, with a lack of
awareness of risk prevention and a high proportion of
shares pledged. These listed companies have relatively
prominent risks. With the increase of market volatility,
the above-mentioned shareholders have limited ability
to cover their positions. For such contracts, the financial
lenders will gradually resolve the risks within a certain
period of time mainly through negotiation with the
borrowers and through various methods such as
contract extension and supplementary guarantees. In
the event that there is indeed a need for actions against
a breach of contract, the amount of direct reduction from
the secondary market will be relatively limited due to
factors such as the share reduction requirements.
According to statistics, the cumulative amount of
defaults in the secondary market in the SZSE in 2017
was approximately CNY700 million. The balance of the
daily default treatment was approximately one ten-
thousandth of the balance of the financing that triggered
the default.

For the risk of stock pledges exposed recently, SZSE will
further standardize the information disclosure of high
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stock pledges and strengthen the regulation of
stockholders' pledge of shares as the following:

1. SZSE shall improve the differentiated disclosure
requirements at different categories and levels,
and strengthen the risk disclosure of high
proportion pledges of shareholders;

2.  SZSE shall strengthen the daily supervision of the
behavior of stock pledges, pay close attention to
the high proportion of pledges of controlling
shareholders or the largest shareholder of listed
companies, strengthen transparent disclosure, and
urge them to conduct risk disclosure and pre-
research;

3. SZSE shall continue to urge securities companies
and other financing parties to increase
coordination with pledgers, to make risk preplans
in advance, and provide necessary extensions
and other support to the normally operating parties
in temporary financial difficulties.

The multiple measures conducted by SZSE will prevent
and defuse relevant risks of stock pledges to ensure the
smooth and sound operation of the stock market.
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Source & :

http://www.szse.cn/main/en/AboutSZSE/SZSENews/SZSENe
ws/39780210.shtml

Information in this update is for general reference only
and should not be relied on as legal advice. A ZF7 K&

RS Z R TR EXE BRI -
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