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Hong Kong Monetary Authority Launches Open
Application Programming Interface Framework for
the Banking Sector

On July 18, 2018, the Hong Kong Monetary Authority
(HKMA) published the Open Application Programming
Interface (API) Framework (Framework) for the Hong
Kong banking sector.

Policy objectives

The formulation of the Open APl Framework is one of
the seven initiatives announced by the HKMA in
September 2017 to prepare Hong Kong to move into a
new era of Smart Banking. Open API can help to ensure
the competitiveness of the banking sector, encourage
more parties to provide innovative and integrated
services that improve customer experience, and keep up
with worldwide development on the delivery of banking
services.

Open API

APIs can be seen as the interfaces between software
applications, both within an organization and between
organizations. APIs enable communication between
software applications where one application calls upon
the functionality of or passes data to another application.
Open APIs refer to APIs that allow third party access to
systems belonging to an organization. However, Open
APIs for the banking industry do not necessarily mean
that any third party can freely access a bank’s system
without restriction, because banks still need to ensure
adequate controls such as security and consumer
protection.

The Framework takes a risk-based principle and a four-
phase approach to implement various Open API
functions, and recommends prevailing international
technical standards to ensure fast adoption and security.
It also lays out detailed expectations on how banks
should onboard and maintain relationship with their
partners including other banks (called Third Party
Service Providers TSPs) in a manner that ensures
consumer protection.
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The Framework is intended to be high-level in order to
allow banks the flexibility in implementing Open API as
part of their strategy. In order to strike a balance
between innovation and customer protection, it is
preferred that TSPs offer solutions under a partnership
arrangement with banks. Banks are therefore expected
to adopt a formal TSP governance process. The HKMA
believes that the Framework will serve as an important
guide for the banking industry in Hong Kong to adopt
APIs effectively and strike a good balance between
innovation and risks.

Implementation in four stages

With release of the Framework, the HKMA expects
banks to deploy Phase | Open APIs within 6 months and
Phase Il Open APIs within 12 to 15 months. Upon
receiving the deployment roadmaps from banks, the
HKMA plans to publish a summary of roadmaps of the
Open API functions from the banks for reference by the
market. The HKMA will work closely with the industry in
the next 12 months on the deployment timeline for
Phase Il and IV Open APIs, taking into account
implementation progress of Phase | and Il, and
international development. The HKMA will publish a
timetable in due course.

The HKMA will closely monitor the Open APl adoption
progress, and looks forward to working with the industry
and market participants to develop a healthy banking
Open API ecosystem.

Public access

While promoting the wide adoption of Open API by the
banking industry in Hong Kong, the HKMA launched
Open API on its official website on July 23, 2018.

Around 130 sets of information covering all financial data
and important information published on the HKMA's
website will be made available for Open API by phases.
On July 23, 2018, 50 sets of financial data and important
information will be opened via APIl. These cover the
information most frequently accessed by the public,
such as statistics on Hong Kong dollar exchange rates,
interest rates, the banking sector and the Exchange
Fund, as well as press releases and Coin Cart schedule.
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The remaining 80 sets of information will be opened via
API by phases for completion by mid-2019. With the
launch of HKMA’'s Open API, stakeholders and
members of the public can retrieve information and data
from the HKMA'’s website in a more convenient and
efficient way for research purpose or for developing new
applications.

Way Forward

Open API has the potential to be a key piece of support
to move Hong Kong's banking sector into the era of
Smart Banking.

The HKMA said that Open API is one small step for a
bank, but a milestone for financial innovation in the
banking sector. The HKMA hopes that the Framework
will provide specific guidance to enable collaboration
between banks and TSPs, and ultimately bring new
experience of innovative, convenient and safe banking
services to customers.

The HKMA will monitor the progress of Open API
implementation in Hong Kong and further consider the
need for new regulatory measures if necessary.
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The Listing Committee of The Stock Exchange of
Hong Kong Limited Criticizes Sre Group Limited for
Breaching the Exchange Listing Rules, and
Censures A Former Executive Director and
Chairman, Mr. Shi Jian, for Breaching the Exchange
Listing Rules and The Director’'s Undertaking

On July 20, 2018, the Stock Exchange of Hong Kong
Limited (Exchange) announced that its Listing
Committee (Listing Committee)

CRITICISES:

1. SRE Group Limited (Company)

for breaching Rules 14.34, 14.38A, 14.40, 14A.35,
14A.36, 14A.46, 14A.49 and 14A.60(1) of the
Rules Governing the Listing of Securities on the
Exchange (Exchange Listing Rules) for failing to
comply with the announcement, circular and
shareholders’ approval requirements in relation to
certain financing transactions;

AND CENSURES:

2. Mr. Shi Jian (Mr. Shi), former executive director
(ED) and Chairman of the Company, for breaching
Rule 3.08(c), (e) and (f) of the Exchange Listing
Rules, and his obligations under the Declaration
and Undertaking with regard to Directors given to
the Exchange in the form set out in Appendix 5B to
the Exchange Listing Rules (Undertaking) for
failing to comply with the Exchange Listing Rules
to the best of his ability and failing to use his best
endeavors to procure the Company's Exchange
Listing Rule compliance.

For the avoidance of doubt, the Exchange confirms that
the sanctions and directions in the news release apply
only to the Company and Mr. Shi, and not to any other
past or present members of the board of directors of the
Company.

SETTLEMENT

As a consequence of settlement, the Company and Mr.
Shi admit their respective breaches asserted by the
Listing Department above and accept the sanctions and
directions imposed upon them by the Listing Committee
as set out below.

As a condition of settlement, Mr. Shi agreed that he
would never become a director and be involved in the
management of the Company or any of its subsidiaries.

FACTS

On June 9, 2015, the Company announced that Mr. Shi,
the founder, Chairman, ED and a substantial
shareholder of the Company at the time, was required
by PRC authorities to stay under custody at a
designated residence. Mr. Shi’'s duties were suspended
by the Board on September 21, 2015 and he was
removed from office on December 2, 2015.

On September 24, 2015, the Company published an
announcement which stated that upon conducting an
internal review, it was revealed that between 2011 and
2014, certain financing transactions had been executed
by Mr. Shi, purportedly acting for and on behalf of certain
members of the Group, with third party financial
institutions without the knowledge of the other directors
of the Company at the relevant time. The financing
transactions involved the provision of six guarantees
and other financial assistance by the Company and/or
its subsidiaries to guarantee the repayment obligations
of loans owed by certain parties connected to Mr. Shi
(Guarantees).

The Company admitted that it had failed to comply with
the announcement, circular and shareholders’ approval
requirements under Chapters 14 and 14A of the
Exchange Listing Rules in relation to the Guarantees.
Despite the Company's admission, as the borrower
named under one of the six Guarantees was a
subsidiary of the Company at the relevant time, the
findings of breach below relate to only five of the six
Guarantees disclosed in the Company’s announcement
of September 24, 2015 (Relevant Guarantees).

On May 11, 2016, the Company announced that
PricewaterhouseCoopers  Management Consulting
(Shanghai) Limited, the independent forensic specialist
engaged by the Company in November 2015 to conduct
a forensic review of the Guarantees, had identified three
additional sets of financing transactions which failed to
comply with the announcement, circular, and/or
shareholders’ approval requirements under Chapters 14
and 14A of the Exchange Listing Rules (Additional
Guarantees, together with the Relevant Guarantees, the
Financing Transactions).

The Company admitted that it had failed to comply with
the announcement, circular, and/or shareholders’
approval requirements under Chapters 14 and/or 14A of
the Exchange Listing Rules in relation to the Additional
Guarantees.

On July 13, 2017, the Company announced that it no
longer has any contingent liabilities in relation to the
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Financing Transactions as (i) the relevant borrowings
have either been fully repaid by the respective borrowers
or ceased to have any financial impact, or (i) the
relevant borrowers have become subsidiaries of the
Company and therefore ceased to be connected
persons of the Company under Chapter 14A of the
Exchange Listing Rules.

Mr. Shi was under an obligation, pursuant to his
Undertaking, to comply to the best of his ability with the
Exchange Listing Rules and to use his best endeavors
to procure the Company’'s compliance with the
Exchange Listing Rules.

LISTING COMMITTEE’S FINDINGS OF BREACHES

On the basis of the written and oral submissions of the
Listing Department, the Company and Mr. Shi, and with
the Company and Mr. Shi admitting the Listing
Department’'s assertion of breaches, the Listing
Committee has the following findings:

Company'’s breaches

The Listing Committee noted that the Company admitted
that it had breached Rules 14.34, 14.38A, 14.40, 14A.35,
14A.36, 14A.46, 14A.49 and 14A.60(1) of the Exchange
Listing Rules and found that the Company did breach
these Rules by failing to comply with the reporting,
announcement, circular and/or shareholders’ approval
requirements in respect of the Financing Transactions.

The Listing Committee, having considered the
circumstances and facts of this matter, noted that the
Company had internal controls in place for its
compliance with Chapters 14 and 14A of the Exchange
Listing Rules at the relevant time. Accordingly, the
Company’s breaches of the Exchange Listing Rules
described above did not stem from internal control
deficiencies.

Mr. Shi's breaches

The Listing Committee noted that Mr. Shi admitted that
he had breached (1) Rules 3.08(c), (e) and (f) of the
Exchange Listing Rules, (2) his Undertaking for
complying with the Exchange Listing Rules to the best
of his ability and (3) his Undertaking for failing to use his
best endeavors to procure the Company’s compliance
with the Exchange Listing Rules:

a. The evidence suggests that Mr. Shi was the only
director involved in the execution of the Financing
Transactions. It was therefore  incumbent
upon him to recognize the nature of the
transactions, to comply with the Company's
internal control procedures, to report the Financing
Transactions to the Board, and to procure the
Company’s Rule compliance in respect of the

Financing Transactions. There is no evidence that
Mr. Shi took any of the above steps. This
demonstrated that Mr. Shi did not apply such
degree of skill, care and diligence as may
reasonably be expected of persons of his
knowledge and experience holding his office.

b. The Financing Transactions were entered into by
Mr. Shi without complying with the relevant
requirements under Chapters 14 and 14A of the
Exchange Listing Rules, and according to the
Company’s submissions, without complying with
the Group’s internal control procedures. This
demonstrated that Mr. Shi has failed to (i) be
answerable to the Company for the application of
its assets, (ii) disclose fully and fairly his interests
in contracts with the Company, and (iii) apply such
degree of skill, care and diligence as may
reasonably be expected of a person of his
knowledge and experience and holding his office
within the Company.

The Listing Committee regards Mr. Shi's breaches in this
matter serious and considers that Mr. Shi has failed in
his responsibilities under the Exchange Listing Rules as
a director of the Company:

a. The evidence shows that Mr. Shi was the cause of
the breaches by the Company. He procured the
execution of the Financing Transactions. There is
no evidence that Mr. Shi considered any
Exchanges Listing Rule implications when the
Financing Transactions were entered into, or at
any time after the event, even though he was an
ED and the Chairman of the Board.

b. The evidence also shows that Mr. Shi failed to
disclose most of the Financing Transactions to the
Board, by not complying with the Company’s
internal control procedures, by not reporting the
Financing Transactions to the Board, and by
keeping the relevant documentation in his office
rather than together with the Company’s contracts.

c. The Company produced a set of minutes for a
Board meeting purportedly held to approve one of
the Relevant Guarantees (Minutes). The Minutes
were found attached to a Co-Repayment Letter of
Undertaking signed by Mr. Shi on behalf of the
Company to a third party bank, possibly for the
purpose of showing the bank that Board approval
for the Relevant Guarantee had been obtained.
However, the Company submitted that there was
no record of the purported Board meeting having
taken place and there were no records to show that
notice was given to all of the then directors of the
Company. Mr. Shi was the only director who was
named in the Minutes as attending the Board
meeting.
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REGULATORY CONCERN

The Listing Committee regards the breaches in this
matter as serious:

1. This case reveals a serious concern over the
competence of Mr. Shi, as ED and the Chairman
of the Board, to ensure that (a) notifiable and
connected transactions were identified and
reported to the Board for Board approval; and (b)
the Company fully complied with the applicable
Exchange Listing Rules.

2. Mr. Shi's conduct led to the Company’s repeated
inability to comply with the applicable Exchange
Listing Rules in respect of the Financing
Transactions, which involved significant sums,
over a prolonged period of time. Mr. Shi's conduct
also subjected the Group to significant credit risk.

3. Investors and shareholders rely on information in
the public domain to make their investment
decisions. Investors rely on information disclosed
by listed issuers to assess the investment risks in
making investment decisions. Mr. Shi's conduct
has undermined the integrity of the
Company, as well as its obligation to keep its
shareholders and the public fully informed of
important information and developments about the
Company, which may affect their assessment of
the Company. The shareholders were also
deprived of their right to vote on the Financing
Transactions (where required).

SANCTIONS

Having made the findings of breach stated above, and
having concluded that the breaches are serious, the
Listing Committee decides to:

1.  criticize the Company for its breach of Rules 14.34,
14.38A, 14.40, 14A.35, 14A.36, 14A.46, 14A.49
and 14A.60(1) of the Exchange Listing
Rules;

2. censure Mr. Shi for breach of Rules 3.08(c), (e)
and (f) of the Exchange Listing Rules and his
Undertaking; and

3. state that, in the Exchange’s opinion, by reason of
Mr. Shi's failure to discharge his responsibilities
under the Exchange Listing Rules, had Mr. Shi
remained in office, his retention of office would
have been prejudicial to the interests of investors.

The Listing Committee further directs:

1. As a pre-requisite of any future appointment as a
director of any company listed or to be listed on the

Exchange, Mr. Shi, who is currently not a
director of any other company listed on the
Exchange, (a) to attend 24 hours of training on
Exchange Listing Rule compliance and directors’
duties, including four hours of training on notifiable
and connected transactions, to be provided by
institutions such as the Hong Kong Institute of
Chartered Secretaries, the Hong Kong Institute of
Directors or other course providers approved by
the Listing Department, to be completed before the
effective date of any such appointment; and (b) to
provide the Listing Department with the training
provider’s written certification of full compliance.

2.  Following the publication of the news release, any
changes necessary and any administrative matters
which may emerge in the management and
operation of the above direction is to be directed to
the Listing Department for consideration and
approval. The Listing Department should refer any
matters of concern to the Listing Committee for
determination.
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U.S. 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.
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U.S. Securities and Exchange Commission Charges
Deutsche Bank AG for Improper Handling of
American Depositary Receipts

On July 20, 2018, the US Securities and Exchange
Commission (SEC) announced that two U.S.-based
subsidiaries of Deutsche Bank AG will pay nearly $75
million to settle charges of improper handling of “pre-
released” American Depositary Receipts (ADRS).

The case stems from a continuing SEC investigation into
abuses involving pre-released ADRs. In proceedings
against Deutsche Bank Trust Co. Americas (DBTCA), a
depositary bank, and Deutsche Bank Securities Inc.
(DBSI), a registered broker-dealer, the SEC found that
their misconduct allowed pre-released ADRs to be used
for abusive practices, including inappropriate short
selling and inappropriate profiting around dividend
payouts.

In the order against DBTCA, the SEC found that it
improperly provided thousands of pre-released ADRs
over a more than five-year period when neither the
broker nor its customers had the requisite shares. The
order against DBSI found that its policies, procedures,
and supervision failed to prevent and detect securities
laws violations concerning borrowing and lending pre-
released ADRs, involving approximately 850
transactions over more than three years.

Without admitting or denying the SEC'’s findings, DBTCA
agreed to return more than $44.4 million of alleged ill-
gotten gains plus $6.6 million in prejudgment interest
and a more than $22.2 million penalty, nearly $73.3
million in total. DBSI, also without admitting or denying
the SEC's findings, agreed to pay nearly $1.6 million,
representing $1.1 milion in disgorgement and
prejudgment interest and a nearly $500,000 penalty. The
SEC'’s orders acknowledge each entity’s cooperation in
the investigation and remedial acts.

In 2017, the SEC announced settled charges against
brokers ITG Inc. and Banca IMI Securities Corp., which
at times obtained pre-released ADRs from DBTCA and
other depositaries and lent them to other brokers,
including DBSI. The SEC also charged a former
managing director and head of operations at broker-
dealer ITG for failing to supervise personnel on ITG’s
securities lending desk who improperly handled pre-
released ADRs.

SEC’s actions involving pre-released ADRs have
revealed industry-wide abuses. SEC said that charges
against DBTCA and DBSI show that entities cannot just
rely on representations from other professionals when
they have doubts about their validity. The charges also
highlight the importance of supervising employees who
use counterparties to engage in suspect transactions.
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U.S. Securities and Exchange Commission Adopts
Rules to Enhance Transparency and Oversight of
Alternative Trading Systems

Actions against Li Kwok Cheong and Li Han Chun

On July 18, 2018, the Securities and Exchange
Commission (SEC) announced it has voted to adopt
amendments to Regulation ATS to enhance operational
transparency and regulatory oversight of alternative
trading systems (ATSs) that trade stocks listed on a
national securities exchange.

Certain ATSs will be required to file detailed public
disclosures on new Form ATS-N. These disclosures are
designed to allow market participants to assess potential
conflicts of interest and risks of information leakage
arising from the ATS-related activities of the ATS’s
broker-dealer operator and its affiliates. The disclosures
will also inform market participants about how the ATS
operates, including order types and market data used on
the ATS, fees, the ATS’s execution and priority
procedures, and any procedures to segment orders on
the ATS.

In addition, all ATSs will be required to have written
safeguards and procedures to protect subscribers’
confidential trading information.

SEC said that promoting greater transparency in order
interaction, matching, and execution will help empower
investors and their intermediaries to find those trading
venues that best meet their trading and investing
objectives.

The amendments will become effective 60 days from the
date they are published in the Federal Register and an
entity seeking to operate as a national securities
exchange Stock ATS will be required to file a Form ATS-
N effective as of January 7, 2019.
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Singapore Exchange Proposes to Enhance Default
Management Capabilities of Derivatives and
Securities Clearing Houses

On July 19. 2018, Singapore Exchange (SGX) launched
public consultation to seek public feedback on proposed
amendments to the clearing rules of Singapore
Exchange Derivatives Clearing Limited (SGX-DC) and
the Central Depository (Pte) Limited (CDP) (SGX-DC
Clearing Rules and CDP Clearing Rules respectively) to
enhance both clearing houses’ default management
capabilities.

SGX is proposing to amend the SGX-DC Clearing Rules
to:

. introduce an auction protocol for liquidating a
defaulted SGX-DC Clearing Member’s positions in
exchange-traded derivatives contracts and over-
the-counter commodities contracts (ETD/OTCC
Auction), and a loss distribution mechanism to
address losses arising from such an auction;

. allow SGX-DC to unilaterally terminate positions of
non-defaulting SGX-DC Clearing Members that
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exactly offset those of the defaulted Clearing
Member for all classes of contracts SGX-DC
clears;

. revise the existing loss distribution mechanism for
auctions for over-the-counter financial derivatives
contracts (OTCF Auction); and

. modify the SGX-DC Clearing Fund “waterfall”
which allocates losses arising from a Clearing
Member default, by incorporating “sub-waterfalls”
for allocating losses arising from ETD/OTCC and
OTCF Auctions.

SGX is proposing to amend the CDP Clearing Rules to
give CDP the power to write off, as a loss to CDP, a
defaulted CDP Clearing Member’s unsettled buy trades
if those securities are not force-sold by the seventh day
after the Clearing Member is declared to be in default.
The proposed changes to the SGX-DC Clearing Rules
and the CDP Clearing Rules will reinforce the
robustness of SGX-DC’s and CDP’s risk management,
and are consistent with international best practices.

The public consultation is open till 16 August 2018 and
SGX expects to implement the amendments in the fourth
quarter of 2018, subject to regulatory approval.

SGX said that their primary remit of upholding the health
and efficiency of Singapore’s financial market means
they have a duty to ensure the continuity of the broader
market in the event a Clearing Member defaults. SGX
are constantly reviewing and enhancing their risk
management practices and have sought to do so with
the consultation by balancing global best practices,
commercial practicalities and operational feasibility.
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Singapore Exchange Enables Listing at Earlier
Development Stage for Mineral, Oil and Gas
Companies

On July 23, 2018, Singapore Exchange (SGX) is
amending the Mainboard and Catalist Listing Rules for
mineral, oil and gas (MOG) companies to reflect how the
sector categorizes companies based on each firm’s
stage of development.

Companies at an earlier stage of development can now
list under the framework. The Mainboard will continue to
be for businesses that are more mature than those on
Catalist, based on both asset development and size.

The rule changes follow a consultation of the market
where a majority of the respondents expressed support.
A working group comprising MOG specialists including
technical experts, corporate finance advisers and senior
executives from SGX-listed issuers had provided input
on the SGX proposals which were consulted on.
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Two areas in the earlier proposal were tweaked in
response to feedback as follows:

1. Rather than the proposed Summary Qualified
Person’s Report (QPR), SGX will require an
annual Summary of Reserves and Resources.
Only if a company’s “reserves” and “resources”
change materially will a Summary QPR become
necessary.

2. The board of directors of the company, rather than
a Qualified Person, will have to provide evidence
of the company’s intention to proceed with the
development of the reserves within a reasonable
period.

SGX expects that the changes to the mineral, oil and gas
rules will better align them with industry requirements,
thereby enabling them to help MOG companies to raise
funds at an early stage of development. Investors will
also benefit from the clearer distinction between MOG
firms on Mainboard and those on Catalist.

The amended rules will be effective on August 23, 2018.
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Singapore  Exchange Regulation Pte. Ltd.
Reprimands Dapai International Holdings Co. Ltd.,
Executive Chairman Chen Xizhong, Former Chief
Executive Officer Chen Yong and Former Chief
Financial Officer Lawrence Lam Pong Sui for
Breaches of Listing Rules and Delisted the
Company

On July 16, 2018, Singapore Exchange Regulation Pte.
Ltd. (SGX RegCo) reprimands Dapai International
Holdings Co. Ltd. (Dapai or Company), Mr. Chen
Xizhong (Executive Chairman), Mr. Chen Yong (former
Chief Executive Officer) and Mr. Lawrence Lam Pong
Sui (former Chief Financial Officer) for breaches of the
Listing Rules.

Background of events

On November 11, 2009, the Company (formerly known
as China Zaino International Ltd) announced that it
intended to strengthen its distribution network through
the set-up of 500 new retail outlets at prime locations of
1st ,2nd (mostly) and 3rd tier cities in Beijing, Fujian,
Jiangsu, Shandong and Zhejiang. In this respect, the
initial costs of the 500 new retail outlets totaling RMB250
million was to be incurred in the fourth quarter of 2009,
capitalized to the Group’s balance sheets as deferred
expenditures, and subsequently amortized for five years.

The Company further elaborated that in order to mitigate
execution risks, the Dapai Group will be working with six
distributors and let them manage the retail outlets for the
first 2 years. The Group will pay the first 2 years’ rentals
of the 500 new retail outlets, totaling RMB160 million.
On February 24, 2010, the Company announced its
unaudited fourth quarter and full year financial
statements for Financial Year 2009 that there were net
cash outflows from investing activities of RMB397.1
million in Quarter 4 2009 and RMB527.4 million in
Financial Year 2009, which were mainly due to the
payments for the cost of initial renovation, furniture and
fitting costs, plus the first 2 years’ prepaid rentals of the
500 new retail outlets. The deferred expenditures
allegedly amounted to RMB334.6 million.
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On May 9, 2011, in its unaudited first quarter results for
the period ended March 31, 2011, the Company stated
that up to March 31, 2011, all the 500 outlets had been
opened.

On November 11, 2011, in its unaudited third quarter
results for the financial period ended September 30,
2011, the Company recognized impairments of
approximately a total of RMB76.7 million due to the non-
performance since commissioning of the 500 outlets.

On February 28, 2012, in its unaudited fourth quarter
and full year financial statements for Financial Year 2011,
the Company stated that there were further write-offs of
prepayments and other receivables (prepaid rental for
the 500 outlets) of RMB52.3 million and property, plant
and equipment relating to the leasehold improvements
of the 500 outlets of RMB135.1 million.

Allegations of SGX RegCo

Based on the findings in the independent reviews by
BDO LLP (BDO) and Kordamentha Pte Ltd
(Kordamentha) into allegations that various transactions
by the Dapai Group and certain sales distributors and
renovation contractors relating to the Company’s
initiative to open 500 retail outlets in China were fictitious
and/or misrepresented, the instances of non-compliance
with the Listing Rules are as follows:

1. The Company had made non-factual, false and
misleading statements on various transactions by
the Dapai Group, the veracity of the proposed
opening of the 500 outlets as well as on the
payments to its distributors and contractors
involved in the opening of the 500 outlets.

2. The Company had made non-factual, false and
misleading statements in its 2009 and 2010 annual
reports that the system of internal controls
maintained by the Company’s management
throughout the financial years ended December 31,
2009 and December 31, 2010 up to the dates of
the respective annual reports, was adequate to
meet the needs of the Group in its current business
environment. The Board’s confirmations given in
the annual reports on the system of internal
controls were false and misleading.

3. The Company had no procedure in place to keep
track on how and when the 500 retail outlets were
started. There was also no proper centralized
documentation in place, the journal entries on
payment to distributors and contractors were brief
and poor controls were prevalent for the opening
of the 500 retail outlets.

Decisions of SGX RegCo

SGX RegCo is of the view that Mr. Chen Xizhong, Mr.
Chen Yong and Mr. Lawrence Lam Pong Sui, who were
responsible for the payment and reporting of the
transactions relating to the opening of the 500 retalil
outlets, failed to demonstrate the character and integrity
expected of directors and management of listed issuers.

Singapore Exchange (SGX)-listed companies are
advised to consult SGX RegCo before they appoint Mr.
Chen Xizhong, Mr. Chen Yong or Mr. Lawrence Lam
Pong Sui as a director and/or management (including
appointments to the position of legal representative).

SGX RegCo added that it has referred the case to the
relevant authorities.

Further action taken by SGX RegCo

The trading in the shares of the Company has been
suspended by the SGX since August 2017. On July 16,
2018, the SGX RegCo informed the Company to be
delisted from the Official List of the SGX Securities
Trading Limited with effect from 9:00 a.m. on July 17,
2018.
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Singapore Securities Industry Council Consults on
Amendments to Singapore Code on Take-Overs and
Mergers to Clarify its Application to Companies with
a Dual Class Share Structure

On July 19, 2018, Singapore Securities Industry Council
(the Council) has proposed amendments to the
Singapore Code on Take-overs and Mergers (the Code)
to clarify the application of the Code provisions to
companies with a dual class share structure (DCS
companies) that have a primary listing on the Singapore
Exchange.

Key proposed amendments include:-

1. Relief for shareholders who trigger a mandatory
general offer

A shareholder may be obliged to make a
mandatory offer under the Code, if his voting rights
in a DCS company increases beyond the
mandatory offer thresholds in the Code, due to:

a. conversion of multiple voting shares (MV
shares) to ordinary voting shares (OV
shares); or

b. areduction in the number of voting rights per
MV share that lowers the total number of
voting rights in the DCS company.

The Council proposes that where the shareholder
is independent of the conversion or reduction
event, the requirement to make a mandatory offer
would be waived. Should the shareholder not be
independent of the conversion or reduction event,
the mandatory offer requirement would still be
waived if he reduces his voting rights to below the
mandatory offer thresholds, or obtains the approval
of independent shareholders to waive their right to
a mandatory offer within a specified time.

2. Certainty to the market and safeguard for minority
shareholders on offer price

The Council also proposes that where an offeror
makes an offer for a DCS company, the offer price
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for MV shares and OV shares should be the same.
This approach provides certainty to market
participants and potential offerors. It also acts as a
safeguard for OV shareholders by ensuring that
any premium paid to MV shareholders is also paid
to OV shareholders.

Interested parties can submit written comments to the
Council by August 17, 2018.
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Hong Kong Securities and Futures Commission
Implements Open-ended Fund Companies Regime

On July 27, 2018, Hong Kong Securities and Futures
Commission (SFC) announced the implementation of
the new open-ended fund companies (OFC) regime with
effect from July 30, 2018. This will enable investment
funds to be established in corporate form in Hong Kong,
in addition to the current unit trust form.

The Code on Open-ended Fund Companies (Note 1)
and relevant forms for the implementation of the OFC
regime, both gazetted on July 27, 2018, will take effect
on July 30, 2018. Following the completion of the
legislative process, the legislation for OFCs (Note 2) will
come into effect on the same day.

The SFC will publish frequently asked questions to
provide further guidance to the industry.

Notes:

1. The final form of the Code on Open-ended Fund
Companies was set out in the Consultation
Conclusions on Securities and Futures (Open-
ended Fund Companies) Rules and Code on
Open-ended Fund Companies published on 18
May 2018.

2. The four pieces of legislation are the:

a. Securites and Futures (Amendment)
Ordinance 2016, which provides a legal
framework for the OFC regime and
empowers the SFC to issue codes and
guidelines in relation to the regulation of
OFCs,

b. the Securities and Futures (Open-ended
Fund Companies) Rules, which set out
detailed statutory requirements concerning
an OFC,

c. the Securities and Futures (Open-ended
Fund Companies) (Fees) Regulation, which
sets out the fees charged by the SFC for
privately offered OFCs and by the Registrar
of Companies for all OFCs, and

d. the Inland Revenue (Amendment) (No. 2)

Ordinance 2018, which extends the profits
tax exemption to privately offered OFCs.
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From the effective date of the regime, all
OFCs (privately or publicly offered) can enjoy
profits tax exemption under the Inland
Revenue Ordinance.

Implications

1. It will be possible to establish funds in the form of
companies in Hong Kong, it may bring convenience
to investors as it is expected that more onshore
funds will be established (as compared to the
current situation that a majority of funds are
offshore funds).

2. It may change the landscape of fund investment in
Hong Kong, as open-ended funds under the Hong
Kong regime are subject to detailed statutory
regulations while common offshore funds such as
Cayman funds are not subject to the same level of
regulations.
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Hong Kong Securities and Futures Commission
Publicly Censures Liang Guosheng and Imposes A
Cold-Shoulder Order for Breach of the Takeovers
Code

On July 30, 2018, Hong Kong Securities and Futures
Commission (SFC) has publicly censured and imposed
a 24-month cold-shoulder order (Note 1) against Liang
Guosheng (Liang) for breaching the mandatory general
offer obligation of the Takeovers Code refers to the Code
on Takeovers and Mergers.

At the time of the breach Liang held senior positions in
three principal subsidiaries and four partnerships of
Silver Base Group Holdings Limited (Silver Base), a
company listed on the Main Board of The Stock
Exchange of Hong Kong Limited since 2009. As at July
23, 2017, Liang did not hold any interest in Silver Base
whilst his brother and his brother’s family trust, being
Liang's concert parties, held in aggregate 43.83%. Liang
acquired shares in Silver Base on-market and by July 31,
2017 his own and his concert parties’ shareholding in
Silver Base increased from 43.83% to 45.87%,
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triggering a mandatory offer obligation under Rule
26.1(d) of the Takeovers Code. No such offer was
made.

Liang told the Executive Director of the SFC’s Corporate
Finance Division or his delegate that the acquisitions
were inadvertent mistakes due to his ignorance of the
Takeovers Code. He accepted that he has breached the
Takeovers Code and deprived Silver Base’'s
shareholders of the right to receive a general offer for
their shares. Liang agreed to the current disciplinary
action against him.

Parties who wish to take advantage of the securities
markets in Hong Kong should conduct themselves in
matters relating to takeovers, mergers and share buy-
backs in accordance with the Takeovers Code. Liang’s
conduct fell short of the expected standards and
disregarded one of the most fundamental provisions of
the Takeovers Code. This merits strong disciplinary
action.

Relevant Rules and Requlations

“Rule 26.1 of the Takeovers Code provides that:

Subject to the granting of a wavier by the Executive,
when...

(d) two or more persons are acting in concert, and they
collectively hold not less than 30%, but no more
than 50%, of the voting rights of a company and any
one or more of them acquires additional voting
rights and such acquisition has the effect of
increasing their collective holding of voting rights of
the company by more than 2% form the lowest
collective percentage holding of such persons in
the 12-month period ending on and inclusive of the
date of the relevant acquisition;

that person shall extend offers, on the basis set out in
this Rules 26, to the holders of each class of equity share
capital of the company, whether the calls carries voting
rights or not...”

Implications

1. Persons acting in concert who holds more than
30% but less than 50% of voting rights of a
company has to pay extra attention when they
acquire new shares. Any increase of voting rights
exceeding 2% in a period of 12 months will trigger
a mandatory offer duty or has to be waived by the
SFC.

2. Lack of knowledge is not a defence to a breach of
Rule 26.1, although subject to the discretion of the
SFC, it may be accepted as a mitigation factor.

3. Peoson(s) having substantial interests in listed
company should pay extra attention to rules and
regulations when carrying out any relevant actions,
where in doubt, it is always recommended to seek
professional advice (from lawyers or financial
advisers).

Note:

1. Liang will be denied direct or indirect access to the
Hong Kong securities market for a period of 24
months from July 30, 2018 to July 29, 2020.
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The Stock Exchange of Hong Kong Limited
Publishes Corporate Governance Code
Consultation Conclusions and Guidance for Boards
and Directors

On July 27, 2018, the Stock Exchange of Hong Kong
Limited (the Exchange), a wholly-owned subsidiary of
Hong Kong Exchanges and Clearing Limited (HKEX),
published conclusions from the consultation on its
Corporate Governance Code (CG Code) and related
Listing Rules (Consultation Conclusions on Review of
the Corporate Governance Code and Related Listing
Rules, or Consultation Conclusions, which was
published on November 3, 2017) along with “Guidance
for Boards and Directors”.

Consultation Conclusions

The Exchange received a total of 91 submissions
(submissions were received from 91 respondents, of
which some were identical in content, and submissions
with identical content were counted as one response in
view of the quantitative analysis) from a broad range of
respondents during the consultation period (i.e. from

November 3, 2017 to December 8, 2017). The feedback
indicated strong support for the proposals in the
consultation paper and the Exchange has decided to
implement new measures to:

strengthen the transparency and accountability of
the board and/or nomination committee and election
of directors, including Independent Non-Executive
Directors (INEDs);

improve transparency of INEDs’ relationships with
issuers;

enhance criteria for assessing independence of
potential INED candidates;

promote board diversity, including gender diversity;
and

require greater dividend policy transparency.

The new measures take effect on January 1, 2019
through amendments to CG Code and related Listing
Rules.

Important Practical Implications

1.

Explanation required for proposed INEDs holding
more than six listed company directorships

CP A.5.5 of the Code was amended so that in
addition to the CP’s current requirements, the
board should also explain, if the proposed INED
will be holding their seventh (or more) listed
company directorship why they would still be able
to devote sufficient time to the board.

Cooling off period for former professional advisers
Rule 3.13(3) was amended so that there is a two-
year cooling off period for professional advisers
before they can be considered independent,
instead of the current one year.

Cooling off period for former partner of the issuer’s
existing audit firm

CP C3.2 was revised so that there is a two-year
cooling off period for a former partner of the
issuer’s existing audit firm before the person can
be a member of the issue’s audit committee.

Cooling off period in respect of material interests in
business activities

Rule 3.13(4) was revised to introduce a one-year
cooling off period for a proposed INED who has
had material interests in the issuer’'s principal
business activities in the past year.
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5. Dividend Policy

CP E.1.5 was introduced requiring issuer to
disclose its dividend policy in the annual report.

6. Cross-directorships or significant links with other
directors

Recommended Best Practice A3.3 was amended
that disclosure in the CG report has to be made to
explain why a proposed INED is still considered
independent even though the individual has cross-

directorships or significant links with other directors.

7. Chairman’s annual meetings with INEDs
CP A.2.7 was amended to state that INEDs should
meet at least annually with the chairman.

Guidance for Boards and Directors

The Exchange also published its “Guidance for Boards
and Directors” (Guidance) to help directors carry out
their role more effectively. The new publication contains
practical advice to boards and directors on their roles
and responsibilities. It covers directors’ duties and
board effectiveness, board committees, board diversity
- including gender diversity - and corporate governance
for weighted voting rights issuers. There is also a
section on the company secretary’s role and function, in
particular when the role is outsourced to an external
service provider. In addition, the Guidance encourages
successful listing applicants to appoint INEDs at least
two months prior to listing.

To supplement its Director Training Program launched
by way of webcasts, the Exchange will provide further
training on directors’ duties this year by way of online
training.
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Hong Kong Securities and Futures Commission
Issues Circular to Licensed Corporations on Internal
Models Approach for Market Risk

Hong Kong Securities and Futures Commission (SFC)
intends to facilitate the adoption of an internal models
approach to be used by licensed corporations (LCs)
where appropriate to calculate the capital requirements
for market risk for proprietary investments.

In July 2015, the SFC propose providing for this as part
of amendments to the Securities and Futures (Financial
Resources) Rules (FRR) to better align the FRR with
international capital standards and to respond to the
industry’s need for a more risk-sensitive approach to the
calculation of regulatory capital. The proposed changes
were supported by the industry and the SFC concluded
that the internal models approach would be introduced
into the FRR in a manner which reflects the latest Basel
standards. This will enhance the SFC's prudential

supervisory regime and further strengthen Hong Kong’s
competitiveness as a risk management centre.

Given the volume and complexity of the proposed
amendments to the FRR, the legislative process will take
time to complete. Separately, the Basel Committee on
Banking Supervision (BCBS) announced an extended
implementation timeline for its new standards on
Minimum Capital Requirements for Market Risk
(commonly known as the FRTB).

The SFC is aware of the need to provide further
guidance under these circumstances. In the interim, the
SFC may use its existing supervisory power in
considering the need to adopt the internal models
approach for market risk on a case-by-case basis. The
SFC will benchmark its requirements to the Revisions to
the Basel Il market risk framework (Basel 1.5
standards)!®, pending an update to the FRTB. Under this
framework, the SFC will assess the readiness of an LC
to adopt the internal models approach for market risk by
focusing on the following areas:

1.  Fulfilment of principles-based general criteria
including:

= appropriateness of risk management
system and models;

= adequacy and competence of staff; and
= soundness of stress testing program.

2. Fulfilment of principles-based general criteria
including:

= appropriateness of risk management
system and models;

= adequacy and competence of staff; and
= soundness of stress testing program.

3. Compliance with qualitative standards in relevant
areas, including:

= board and senior management oversight;

= market risk management processes such
as limit setting and monitoring, risk
reporting, back-testing and stress testing;
and

= other controls and infrastructure related to
market risk management such as new
product review, product control, model
validation, risk data and IT infrastructure
and internal audit.
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4. Adherence to quantitative standards for the
calculation of market risk capital charges based
on individual components, namely value-at-risk
(VaR), stressed value-at-risk and incremental risk
charge, including:

= calculation and aggregation of individual
components, including the determination of
capital multipliers;

= risk measurement parameters, such as
confidence levels, holding periods and
calculation frequencies for individual
components;

= specification of risk factors across risk
categories, including general risk and
specific risk; and

= back-testing of VaR against trading
outcomes and a traffic light approach to
interpret results.

The SFC will also consider each LC's unique
circumstances, for example, a history of proven use of
the models by the LC’s overseas parent or group
company. Approval granted by a peer regulator of the
models for regulatory capital purposes, though not a
mandatory requirement, will be taken into account.

In addition to the areas listed above, LCs may refer to
Basel II.5 standards for further information or engage the
SFC for a discussion of the detailed requirements.

The SFC will continue to monitor market and
international regulatory developments and may take
further measures where appropriate.

Any LC that considers it is an appropriate candidate to
move to the internal models approach for market risk
should contact the case officers in charge to discuss the
matter.
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Hong Kong Securities and Futures Commission
Cautions Against Disguised Margin Financing

Hong Kong Securities and Futures Commission (SFC)
in the course of its ongoing supervision of licensed
corporations (LCs), has observed that some LCs
carrying on asset management activities may have
aided and abetted unlicensed affiliates or third parties to
provide securities margin financing in the guise of
investments.

The suspected margin financing arrangements involve
unlicensed affiliates of the LCs or third parties who
appear to fund the purchase of securities jointly with the
LCs’ clients. These arrangements may operate through
discretionary accounts or private funds and have
features similar to margin calls and margin interest. They
are disguised in order to avoid regulatory requirements
aimed at protecting investors and market integrity.

The SFC issued on August 3, 2018 a circular warning
asset managers that aiding and abetting such activities
to fund securities purchases will have serious
implications on their fitness and properness to remain
licensed by the SFC.
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Information in this update is for general reference only
and should not be relied on as legal advice.
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