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Hong Kong Court of Appeal Dismisses Application
of Andrew Left for Leave to Appeal to the Court of
Final Appeal against the Determinations of the
Market Misconduct Tribunal

On May 24, 2019, the Hong Kong Securities and Futures
Commission (SFC) published a news release that the
Court of Appeal dismissed the application by Mr Andrew
Left of Citron Research for leave to appeal to the Court
of Final Appeal (CFA) against the determinations of the
Market Misconduct Tribunal (MMT) concerning market
misconduct within the meaning of section 277 of the
Securities and Futures Ordinance. Section 277 creates
a duty of care on any person who chooses to
disseminate information that is likely to have market
impact to make sure it is not materially false or
misleading, otherwise its protective purpose in the
context of the speed and fluidity of financial market will
be fundamentally defeated or undermined. Counsel for
Mr Andrew Left submitted that freedom of speech is at
the core of this appeal, and technology brings this in
even sharper focus.

The Court of Appeal said that they are not persuaded
that this is an appropriate case to grant leave to appeal
and ordered Left to pay the SFC’s costs.

The Court of Appeal held that the well-established
concepts of recklessness and negligence in the context
would not require amplification or clarification in this
instance.

The ruling arose from Left's March 2019 application for
leave to appeal to the CFA on the ground that the appeal
involves questions of great general or public importance
after the Court of Appeal dismissed his appeal against
the determination of the MMT on points of law under the
Securities and Futures Ordinance.

The judgment (Court Reference: CACV 228/2016) is
available on the Judiciary website
legalref.judiciary.hk/Irs/common/ju/ju_frame.jsp?DIS=1
22057&currpage=T.
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Hong Kong Securities and Futures Commission
Reprimands and Fines China Merchants Securities
(HK) Co., Limited HK$27 million for Sponsor Failures

On May 27, 2019, the Hong Kong Securities and Futures
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Commission (SFC) has reprimanded and fined China
Merchants Securities (HK) Co., Limited (CMS) HK$27
million for failing to discharge its obligations as a joint
sponsor in relation to the listing application of China
Metal Recycling (Holdings) Limited (China Metal).

The disciplinary action followed the SFC’s earlier
sanction against the other joint sponsor — UBS AG and
UBS Securities Hong Kong Limited (collectively UBS) —
for their failures in relation to the listing application of
China Metal and two other companies.

The SFC's investigation revealed that CMS and UBS
had respectively failed in their due diligence as joint
sponsors to address a number of unusual facts and
findings on China Metal and its customers during the
listing process.

Inadequate due diligence with respect to a
deregistered customer

Prior to the filing of the first listing application of China
Metal on June 2, 2008, UBS discovered that one of the
largest Mainland customers of China Metal, Company A,
had been deregistered since March 2007 but it
continued to enter into sales contracts with China Metal
or its subsidiary thereafter.

Despite the following red flags raised in its due diligence,
UBS accepted China Metal's explanation that Company
B, whose beneficial owner was the same as Company
A, had entered into contracts with China Metal in the
name of Company A since its deregistration, and
Company B was eventually described as one of China
Metal’s largest customers in documents submitted to the
Stock Exchange of Hong Kong (SEHK) and in China
Metal's prospectus dated June 10, 2009.

Although CMS only became a joint sponsor of China
Metal in or around November 2008, and was not
involved in the due diligence conducted prior to
November 2008 on this issue, it had an independent
duty to conduct due diligence in order to have a thorough
knowledge and understanding of China Metal and to
satisfy itself in relation to the information disclosed in the
prospectus.

The SFC considers that if CMS had reviewed the due
diligence documents provided by UBS and other
professional parties with professional skepticism, it
would have discovered that there were conflicting
propositions on which entity or entities were contracting
with China Metal at the material time, which raised a
number of red flags about the genuineness of the
transactions between China Metal and Company A
and/or Company B. The SFC considers that the
evidence suggests that CMS had not taken any steps to
conduct follow up due diligence on this issue.

Inadequate due diligence on third party payments

In September 2008, when UBS was still a sole sponsor
for China Metal, the reporting accountant of China Metal
sent certain information to China Metal (copying UBS)
regarding six of its customers who made payments by
cashier orders and/or remittance arranged by third party
payers.

In one case, a customer who paid China Metal through
a third party, also made payments on behalf of three
other customers of China Metal. There is no evidence
that UBS had followed up with China Metal or any of the
customers as to the relationship between the customers
and reasons for them to enter into the payment
arrangements.

UBS instead relied on its Mainland Chinese lawyers to
look into the payment arrangements between one of the
six customers and China Metal. UBS was advised by the
Mainland Chinese lawyers to obtain various documents
concerning the transactions, including the payment
records from the customer to its third party payer, and
customs documents showing the import/export of
concerned goods, to verify the genuineness of the
transactions and completion of customs procedures.

However, UBS did not obtain the requested documents
but instructed the lawyers to provide their legal opinion
on the assumption that the transactions in question were
genuine.

Inadequate due diligence on China Metal’s suppliers
and customers

UBS and CMS conducted some of the interviews with
China Metal’s customers face-to-face and others over
the telephone. The SFC’s investigation revealed that:

e none of the interview records indicates where
the face-to-face interviews took place and
whether UBS and/or CMS had taken any steps
to verify whether the premises in which the
interviews took place were the relevant
customers’ premises; and

e thereis also no evidence that UBS and/or CMS
had taken any steps to verify the identity of any
of the customer representatives they
interviewed, so as to satisfy themselves that
they had the appropriate authority for the
interviews.

Sanction

In deciding on the appropriate sanction against CMS,

the SFC has taken into account:
e CMS failed to exercise the important function of
making a critical assessment with a questioning
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mind and being alert to red flags that contradict
or bring into question the reliability of the
information provided by China Metal and its joint
sponsor;

e CMS failed to discharge its independent duty to
carry out proper due diligence inquiries and/or
critically examine the documents and
information provided by China Metal and its joint
sponsor that contradicted or brought into
question the reliability of the information
provided by China Metal;

e CMS had assisted the listing of a company that
was not suitable for listing;

e CMS cooperated with the SFC in accepting the
disciplinary actions and the SFC’s regulatory
concerns; and

e CMS agreed to engage an independent
reviewer to review its policies, procedures and
practices in relation to the conduct of its sponsor
business.
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Hong Kong Securities and Futures Commission
Reprimands and Fines China Merchants Securities
(HK) Co., Limited HK$5 million for Mishandling
Client Money

On May 30, 2019, the Hong Kong Securities and Futures
Commission (SFC) has reprimanded China Merchants
Securities (HK) Co., Limited (CMS) and fined it HK$5
million for regulatory breaches and internal control
failings related to mishandling of client money.

The SFC found that there were around 800 incidents
between October 1, 2011 to September 30, 2014, where
CMS transferred funds ranging from HK$68,000 to
HK$308 million from client trust accounts for purposes
other than those specifically allowed by the Securities
and Futures (Client Money) Rules (Client Money Rules).

CMS also failed to employ fit and proper staff to conduct
its business and have proper internal controls and
procedures in place to ensure compliance with the Client
Money Rules and safeguard client assets.

Since safe custody of client assets is a fundamental
obligation of licensed corporations, any transgression of
this obligation, even if clients’ funds were subsequently
returned to the client trust account on the same day,
cannot be tolerated. By doing so over a three-year
period, CMS clearly breached this fundamental
obligation and failed to comply with the Client Money
Rules and the Code of Conduct.

In deciding the penalty, the SFC took into account all
relevant circumstances including that CMS:
o self-reported the matter to the SFC;

e conducted a review to examine its operational
processes and controls governing the
segregation of client money during the relevant
period;

e commissioned an independent compliance and
control review on its client money handling
process during the relevant period; and

e co-operated with the SFC in resolving its
concerns and accepting the SFC’s findings and
disciplinary action, and there is no evidence of
client loss as a result of its non-compliance.
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Hong Kong Securities and Futures Commission
Bans Wong Ka Hang for nine months
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On May 28, 2019, the Hong Kong Securities and Futures
Commission (SFC) has banned Mr Wong Ka Hang
(Wong) from re-entering the industry for 9 months from
May 28, 2019 to February 27, 2020.

The disciplinary action follows an SFC investigation
which found that between January and September 2015,
Wong accepted instructions from a third party to trade in
a client's futures account without obtaining written
authorization from the client.

Wong also used the client's password to access the
account online and conduct trades on the client’s behalf.

The SFC considers that Wong failed to act with due skill,
care and diligence and in the best interests of the client
and the lack of written authorization could also expose
him and his employer to risks of potential claims by the
client. Wong’s conduct called into question his fitness
and properness to be a licensed person.

In deciding the sanction, the SFC took into account all
relevant circumstances, including Wong's otherwise
clean disciplinary record.
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Hong Kong Securities and Futures Commission
Issues Circular to Credit Rating Agencies on Credit
Rating Model Risk Management

On May 28, 2019, the Hong Kong Securities and Futures
Commission (SFC) issued circular (Circular) to credit
rating agencies after it has identified a number of
potential regulatory concerns as well as good practices
during the course of its supervision of licensed
corporations engaged in the provision of credit rating
services regarding their model risk management.

The Circular:

e specifies the regulatory concerns related to
model risk management identified by the SFC
during its supervision of credit rating agencies
(CRAS);

e provides guidance to CRAs on the expected
standards for the management of risks
emanating from the application of credit rating
models when providing credit rating services;
and

e provides examples of good model risk
management practices observed by the SFC.

ERIESRHREFRBEZASAERIRIBE LT
KIERTFEERN NG ERABESR

2019 5 B 28 H, BRIERARESHEZR (EX
L) FLEEMNEREERIIRRSHEBEANTRESD,
WA - 5EMNEAREEETXFURSSIER
BEXRENFMA—LRFEVFEE BERTRVIEA
HiBE .

1ZIB R
o HIENSEKEERITRVIAEE IR A
EEANKEEER <NEETE

o EEFITRNMIEMHIES] RAEMNERHEER
PR ARSSHAE, EXMERIPEAER T~ £
b B RIAZIEERIE K

o FEELBRUEMENREFRIANKEEEFE
FBIlF

Source XJE:
sfc.hk/edistributionWeb/gateway/EN/circular/doc?refNo=19E
C38

Hong Kong Securities and Futures Commission
Issues Circular on Third-party Deposits and
Payments

On May 31, 2019, the Hong Kong Securities and Futures
Commission (SFC) issued a circular to reiterate the
importance of mitigating the risks associated with third-
party payments to or from accounts maintained by
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clients with licensed corporations (LCs) and associated
entities (AEs). LCs and AEs are reminded to enforce
appropriate and effective control measures which are
capable of addressing these risks and meeting the
requirements set out in the relevant guidelines and
circulars.

Third-party deposits and payments may be used to
facilitate the misappropriation of client assets, money
laundering and other misconduct. When a client uses a
third party to pay for or receive the proceeds of
investment transactions, there is a risk that the
arrangement may be used to disguise the true beneficial
owner or the source of funds.

Expected standards

In several recent enforcement cases, the policies,
procedures and controls put in place by LCs for handling
third party deposits and payments were found to fall
short of the expected standards or were not properly
enforced by the managers and staff members
responsible.

LCs and AEs should critically assess the risk that they
could be inadvertently exposed to financial crime as well
as legal and compliance risks and give serious
consideration to refusing third-party deposits and
payments.

Where LCs and AEs consider that there are exceptional
and legitimate circumstances under which clients may
be permitted to make third-party payment arrangements,
they should only accept such arrangements when
adequate control measures are properly implemented to
mitigate the associated risks, and the arrangements
otherwise satisfy all the applicable legal and regulatory
requirements. In any event, LCs and AEs should accept
only those third-party deposits or payments which are
reasonably in line with the client’s profile and normal
commercial practices.

A Manager-In-Charge (MIC) of Anti-money Laundering
and Counter-Terrorist Financing (AML/CFT) should be
designated to oversee the proper design and
implementation of the policies and procedures for
handling third-party deposits and payments5 as well as
the ongoing monitoring of client accounts involving such
deposits or payments. The acceptance of a third-party
deposit or payment should be approved by the MIC of
AML/CFT or Money Laundering Reporting Officer.
Where it involves a third-party payor or payee who might
pose higher risks, it should be subject to a dual approval
process6.

LCs and AEs are also reminded to step up their ongoing
monitoring of client accounts involving third-party
deposits and payments, make prompt follow-up inquiries
and report any suspicious transactions to the Joint

Financial Intelligence Unit and other relevant authorities
(such as the SFC and the Police) to discharge their
compliance obligations.

Senior management of LCs, including the MIC of
AML/CFT, bear the primary responsibility for ensuring
their firms maintain appropriate standards and adhere to
proper procedures. Where appropriate, the SFC will take
action against firms and their senior management who
are responsible for failures to put in place appropriate
and effective policies, procedures and controls for
handling third-party deposits and payments.

Key control measures and examples of effective
practices are available on the SFC website:
sfc.hk/edistributionWeb/gateway/EN/circular/intermedia
ries/supervision/openAppendix?refNo=19EC39&appen
dix=0.
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Hong Kong Securities and Futures Commission
Seeks Disqualification Order against Former Chief
Financial Officer of Fujian Nuogi Co., Ltd.

On June 4, 2019, the Hong Kong Securities and Futures
Commission (SFC) has commenced legal proceedings
in the Court of First Instance to seek a court order to
disqualify the former chief financial officer, company

secretary and executive director of Fujian Nuogi Co., Ltd.

(Nuoqi), Mr Au Yeung Ho Yin (Au Yeung).

The SFC's action follows an investigation into certain
withdrawals amounting to a substantial portion of the net
proceeds of approximately RMB236.52 million from
Nuogi's global offering of its shares shortly after the
company was listed on the Stock Exchange of Hong
Kong Limited in January 2014. The withdrawals were
made without proper approval from Nuogi's board of
directors, nor did they serve any genuine commercial
purpose.

The SFC alleges that despite Au Yeung's knowledge of
red flags regarding the withdrawals, he failed to
discharge his duties as the chief financial officer and

later as an executive director of Nuoqi in that he did not
properly inquire into the basis for those withdrawals,
alert and advise Nuogi’'s board of directors about them,
and ensure that the disclosure of information about the
use of the global equity offering proceeds in Fujian
Nuogi's 2013 annual report was accurate.
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Hong Kong Securities and Futures Commission
Issues Announcement in Respect of High
Concentration of Shareholding in Best Mart 360
Holdings Limited

On June 5, 2019, the Hong Kong Securities and Futures
Commission (SFC) issued an announcement in respect
of the concentration of the shareholding of Best Mart 360
Holdings Limited (the Company) (Stock Code: 02360) in
the hands of a limited number of shareholders as at May
23, 2019.

The SFC's findings suggested that as at May 23, 2019,
19 shareholders held an aggregate of 207,686,000
Shares, representing 20.77% of the issued Shares.
Such shareholding, together with 750,000,000 Shares
(representing 75.00% of the issued Shares) held by the
controlling shareholder, represented 95.77% of the
issued Shares as at May 23, 2019. Therefore only
42,314,000 Shares (representing 4.23% of the issued
Shares) were held by other shareholders.
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The SFC said that in view of the high concentration of
shareholding in a small number of shareholders,
shareholders and prospective investors should be
aware that the price of the shares of the Company
(Shares) could fluctuate substantially even with a small
number of shares traded, and should exercise extreme
caution when dealing in the Shares.
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Hong Kong Monetary Authority Issues E-banking
Alert: Beware of Unauthorized Small-value Payment
Transactions

On May 24, 2019, the Hong Kong Monetary Authority
(HKMA) said that it has received reports from banks
regarding eight cases of unauthorized small-value
payment transactions over the past three weeks. These
unauthorized transactions involve three banks and a
total value of HKD 70,000. Based on the latest
information, it is possible that the fraudsters have stolen
the customers’ Internet banking login passwords to
perform small-value payment transactions.

In accordance with the HKMA's regulatory requirements,
banks should notify a customer immediately after the
customer initiates a small-value payment transaction.
The said unauthorized transactions were detected after
the customers contacted the banks upon receiving the
notifications. The affected banks and customers have
reported these cases to the Police. In accordance with
the Code of Banking Practice, a customer should not be
held responsible for any direct loss suffered by him or
her as a result of unauthorized e-banking transactions

unless he or she acts fraudulently or with gross
negligence. Following this requirement, the banks have
already compensated some of the customers, while the
remaining cases are being processed.

The HKMA wishes to remind the public of the need to
take suitable precautionary measures when using e-
banking services in order to prevent these fraud cases
from happening. These precautionary measures include:

e Setting e-banking passwords that are difficult to
guess and different from the ones for other
internet services, and regularly changing these
passwords;

e Instaling and promptly updating security
software to protect their computers and mobile
phones;

e Refraining from using public computers or public
Wi-Fi to access e-banking accounts; and

e Checking their e-banking accounts from time to
time and reviewing alert messages and
statements issued by banks in a timely manner.
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Hong Kong Monetary Authority Issues Circular
Regarding Frequently Asked Questions Published
by Securities and Futures Commission on
Disclosure of Investigations Commenced by
Licensed Corporations in the Notifications of
Cessation of Accreditation

On May 31, 2019, the Hong Kong Monetary Authority
issued circular to draw attention to the Frequently Asked
Questions issued by the Securities and Futures
Commission (SFC) on disclosure of investigations
commenced by licensed corporations in the notifications
of cessation of accreditation (FAQ).

The FAQ provides guidance on the disclosure
requirement for a licensed corporation. Under this
requirement, a licensed corporation should provide the
SFC with information about whether a licensed
individual who ceases to be accredited to it was under
any investigation commenced by the licensed
corporation within six months preceding his/her
cessation of accreditation, when the licensed
corporation notifies the SFC of his/her cessation of
accreditation. If the internal investigation commences
subsequent to the notification of cessation of
accreditation, the licensed corporation should also notify
the SFC as soon as practicable. The FAQ also sets out
other details of the disclosure requirement.

The FAQ is available on the SFC website:
sfc.hk/web/EN/fags/intermediaries/licensing/disclosure-
of-investigations-commenced-by-licensed-
corporations.htmI#9
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The Stock Exchange of Hong Kong Limited
Publishes Latest Guidance Letter on Long
Suspension and Delisting

Following the Stock Exchange of Hong Kong Limited
(the Exchange) published conclusions on its
consultation paper on the proposed suspension
requirements for listed issuers with disclaimer or
adverse audit opinion on their financial statements, the
Exchange issued an updated Guidance Letter on Long
Suspension and Delisting (effective on September 1,
2019), which provides further guidance relating to the
suspension requirement and circumstances in which the
Exchange may consider allowing a longer remedial
period.

Examples on how an issuer could provide comfort that a
disclaimer or adverse opinion in respect of relevant
issues would no longer be required include (a) a full
financial year audit or a special interim audit of the
issuer's financial statements; or (b) a special
engagement of the auditor to perform audit on a single
financial statement of the issuer or a specific element,
account or item of a financial statement under HKSA805
(Revised).

After considering comments received during the
consultation, the Exchange has revised the proposed
Rule so that the suspension requirement won't apply
where (i) the disclaimer or adverse opinion relates solely
to going concern; or (ii) the underlying issue giving rise
to the audit modification has been resolved before the
issuer publishes the preliminary results announcement.

Also, the Exchange plans to modify the remedial period.
Under the Rules, the Exchange may delist a Main Board
issuer after a trading suspension of a continuous 18
months (GEM issuer: 12 months). Where the resolution
of issues giving rise to the disclaimer or adverse opinion
is outside the issuer’s control, a longer remedial period
may be allowed, with the duration of the period to be
determined by the Exchange on a case by case basis.

The Exchange will also provide a transitional
arrangement where the remedial period will be extended
to 24 months for both Main Board and GEM issuers that
are suspended solely due to a disclaimer or adverse
opinion on the issuers’ financial statements for the
financial years commencing between September 1,
2019 and August 31, 2021.
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The amendments to the Main Board Listing Rules, and
amendments to the GEM Listing Rules, can be
downloaded from the HKEX website.
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The Stock Exchange of Hong Kong Limited Serves
Notice on Sanai Health Industry Group Company
Limited to Suspend Trading in its Shares

On May 26, 2019, Sanai Health Industry Group
Company Limited (Company) (stock code: 1889)

announced that it has received a letter dated May 24,
2019 from the Stock Exchange of Hong Kong Limited
(the Exchange), which serves a notice that the
Exchange considered that the Company has failed to
maintain a sufficient level of operations or have tangible
assets of sufficient value and/or intangible assets for
which a sufficient potential value can be demonstrated
under Rule 13.24 of the Listing Rules to warrant the
continued listing of the Company's shares (Shares). The
Exchange has therefore decided to suspend trading in
the Shares under Rule 6.01(3) of the Listing Rules and
proceed with cancellation of the Company’s listing under
Rule 6.01A(1) of the Listing Rules (Decision).

Under Rules 2B.06(1) and 2B.08(1) of the Listing Rules,
the Company has the right to have the Decision
reviewed by the Listing Committee within 7 business
days of receipt of the Decision. Therefore, if the
Company does not make any review application by June
4, 2019, trading in the Shares will be suspended from
9:00 a.m. on June 5, 2019. Before that, trading in the
Shares will continue.

On June 4, 2019, the Company submitted a written
request to the Listing Committee of the Exchange for the
Decision to be referred to the Listing Committee for
review.
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The Stock Exchange of Hong Kong Limited
Publishes Exchange Notice - Suspension of Trading
in Relation to Combest Holdings Limited

On May 29, 2019, the Stock Exchange of Hong Kong
Limited (the Exchange) announced that Under Rule 8(1)
of the Securities and Futures (Stock Market Listing)
Rules, the Hong Kong Securities and Futures
Commission has directed the Exchange to suspend all
dealings in the shares of Combest Holdings Limited
(stock code: 8190).
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Hong Kong Exchanges and Clearing Limited Signs
Memorandum with Beijing Antaike Information

On May 24, 2019, Hong Kong Exchanges and Clearing
Limited and Beijing Antaike Information Co Ltd. signed
a Memorandum of Understanding (MoU) in Beijing to
establish a deeper strategic partnership.

Based on the existing alumina quotation cooperation,
the MoU seeks to further expand the cooperation in the
spot market of non-ferrous metal, and two parties jointly
promote the internationalization of spot prices of
Mainland China’s non-ferrous metals.
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Hong Kong Exchanges and Clearing Limited
Welcomes its First Listing of Two-Time Inverse
Product

On May 28, 2019, Hong Kong Exchanges and Clearing
Limited (HKEX) welcomed its first listing of a two-time
Inverse Product, the CSOP Hang Seng Index Daily (-2x)
Inverse Product (stock code: 7500).

An Inverse Product, also known as an Inverse Exchange
Traded Fund, is designed to provide daily investment
results of up to 200 per cent of the inverse performance
of its underlying benchmark, before fees and expenses.
The increase in the leverage multiple on Inverse
Products to a maximum of negative two times from
negative one time will allow investors to potentially
capture higher returns during a market decline.

The HKEX said that its emphasis on enriching its
product mix aligns with the growth focus in HKEX’s latest
Strategic Plan — to develop Hong Kong as the hub for
Exchange Traded Products in Asia.
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Auction Company is Convicted of Direct Marketing
Offense Stemming from a Complaint Received by
the Office of the Privacy Commissioner for Personal
Data, Hong Kong

On May 27, 2019, Artfund International (Hong Kong)
Auction Company Limited (Artfund) was convicted of two
charges under the Personal Data (Privacy) Ordinance
(the Ordinance) at the Eastern Magistrates’ Court.

The first charge relates to the failure of Artfund to take
specified actions and obtain a data subject’'s consent
before using her personal data in direct marketing, which
was in contravention of section 35C of the Ordinance.
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The second charge relates to the failure of Artfund to
inform the data subject, when using her personal data in
direct marketing for the first time, of her right to request
not to use her personal data in direct marketing without
charge, which was in contravention of section 35F of the
Ordinance.

Artfund pleaded guilty to both charges and was fined
HK$20,000 in total (HK$10,000 in respect of each
charge).

The case stemmed from a complaint received by the
office of the Privacy Commissioner for Personal Data,
Hong Kong (PCPD) in November 2017.

In November 2017, the complainant received at her
address an auction booklet of Artfund addressed to her
full name. She had no previous dealing with Artfund and
that was the first time she received direct marketing
material from Artfund. No opt-out clause was provided
to her on the direct marketing material. She then
complained to the PCPD. Having examined the
complaint, the Privacy Commissioner for Personal Data
(Privacy Commissioner) was of the view that Artfund had
misused her personal data and referred this case to the
Police for criminal investigation.

The Privacy Commissioner said that organizations
should develop and implement relevant privacy policies,
procedures and guidelines to ensure that employees
having access to and using customers’ personal data
are trained in data handling and protection. They must
also communicate effectively to their customers the
intended use or provision of their personal data for use
in direct marketing and respect the customer's right over
such use of their personal data. The support of the
senior management is needed to incorporate the core
values of the data ethical accountability into corporate
governance for gaining their customers’ trust.
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Office of the Privacy Commissioner for Personal
Data, Hong Kong and Singapore’'s Personal Data
Protection Commission Sign Memorandum of
Understanding to Strengthen Cooperation in
Personal Data Protection

On May 31, 2019, the office of the Privacy
Commissioner for Personal Data, Hong Kong (PCPD)
and Singapore’s Personal Data Protection Commission
(PDPC) signed a Memorandum of Understanding (MOU)
to strengthen cooperation in personal data protection in
the two jurisdictions.

Under the MOU, the PCPD and the PDPC will engage
in the cross-sharing of experiences, exchange of best
practices, joint research projects and information
exchange involving potential or ongoing data breach
investigations.
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Source &J&:

pcpd.org.hk/english/news events/media_statements/press 2
0190531.html

Hong Kong Privacy Commissioner for Personal Data
Publishes Investigation Report on the Data Breach
Incident of Cathay Pacific Airways Limited and Hong
Kong Dragon Airlines Limited

On June 6, 2019, the Privacy Commissioner for
Personal Data, Hong Kong (Privacy Commissioner) Mr
Stephen Kai-yi Wong published an investigation report
on the data breach incident of unauthorized access to
personal data of approximately 9.4 million passengers
of Cathay Pacific Airways Limited and Hong Kong
Dragon Airlines Limited (collectively referred to as
Cathay).

The Privacy Commissioner found Cathay contravened
the data protection principles under the Personal Data
(Privacy) Ordinance (Ordinance) relating to personal
data security and retention. The Privacy Commissioner
served an Enforcement Notice to direct Cathay to
remedy and prevent any recurrence of the
contraventions.

The Privacy Commissioner said that it is quite clear that
contraventions aside, Cathay adopted a lax attitude
towards data governance, which fell short of the
expectation of its affected passengers and the regulator.

The Privacy Commissioner also pointed out that there
being no statutory requirements under the Ordinance for
a data breach notification, whether to the Privacy
Commissioner or the affected passengers. In response,
the Government said it will work closely with the office of
Privacy Commissioner for Personal Data (PCPD) and
consult stakeholders, including the Legislative Council,
along the way
(info.gov.hk/gia/general/201906/06/P2019060600569.h

tm).

The report can be downloaded from the PCPD website
at:
pcpd.org.hk/english/enforcement/commissioners_findin
gs/investigation reports/files/PCPD Investigation Rep
ort R19 15281 Eng.pdf

ERENARHBRERRRERMZERADRABEM
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2019 6 B 6 H, B NMAREMRER FBRETR) &
HILAREEMZBRAIRBEMSHRA (LK
EZ) 49940 B BFEM N AT ERFKFNREREH
HERIINEERIIATIRE .

MEERIAD BRERT (DARBHRR)EB) (AR
£B)) THERNPARZBRZ RARMRB R RRERL
FRRE R EEREENTEH, FEERYENEY LS
MERBRE.

MBRERERT BRBRTBEAZI AHIEELR LHEH
D, REEAZ R EMFREMEEVWAE.

TR E REIEE B AT (RARESG) BN ERRERE
MEIBERRARLEEAN (HiZEG AT WEE)
BIRAFLSNEER. EHON, BFRTS5DARERA
RERAANE (AE) EBEE FEZUATHEEHIES
B 2 F s &® A BNMHEXFHE
(sc.isd.gov.hk/TuniS/www.info.gov.hk/gia/general/20190
6/06/P2019060600567.htm?fontSize=1),
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19 15281 Chi.pdf

Source jE:
pcpd.org.hk/english/news events/media_statements/press 2
0190606.html

Hedge Fund Adviser Settles U.S. Securities and
Exchange Commission Charges to Pay US$5 Million
for Compliance Failures Related to Valuation of
Fund Assets

On June 4, 2019, the U.S. Securities and Exchange
Commission announced that an investment adviser
Deer Park Road Management Company LP (Deer Park),
in connection with its flagship STS Partners’ fund, has
agreed to pay a US$5 million penalty to settle charges
stemming from compliance deficiencies that contributed
to the firm’s failure to ensure that certain securities in its
flagship fund were valued properly.

Deer Park’s chief investment officer, Scott Burg, agreed
to pay a US$250,000 penalty. Scott Burg oversaw the
valuation of certain assets in the flagship fund and
approved valuations that the traders flagged as
“undervalued”.

MNHBEEMEAADNRIEIESKHZASIEESESH
FEEERNEMERRIAREX A 500 TXRT
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Source 3&;&: sec.gov/news/press-release/2019-86

U.S. Securities and Exchange Commission Charges
Issuer with Conducting US$100 Million Unregistered
Initial Coin Offering

On June 4, 2019, the U.S. Securities and Exchange
Commission (SEC) sued Kik Interactive Inc. (Kik) for
conducting an illegal US$100 million securities offering
of digital tokens known as "Kin".

The SEC charges that Kik sold the “Kin” tokens to U.S.
investors in early 2017 without registering their offer and
sale as required by the U.S. securities laws.

The SEC seeks a permanent injunction, disgorgement
plus interest, and a penalty.
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Source ;& sec.gov/news/press-release/2019-87

U.S. Securities and Exchange Commission Adopts
Rules and Interpretations to Enhance Protections
and Preserve Choice for Retail Investors in Their
Relationships with Financial Professionals

On June 5, 2019, the U.S. Securities and Exchange
Commission (SEC) adopted a package of rulemakings
and interpretations designed to enhance the quality and
transparency of retail investors’ relationships with
investment advisers and broker-dealers.

Under Regulation Best Interest, broker-dealers will be
required to act in the best interest of a retail customer
when making a recommendation of any securities
transaction or investment strategy involving securities to
a retail customer.

The Form CRS Relationship Summary will require
registered investment advisers and broker-dealers to
provide retail investors with simple, easy-to-understand
information about the nature of their relationship with
their financial professional.

The SEC issued an interpretation to reaffirm and clarify
its views of the fiduciary duty that investment advisers
owe to their clients under the Advisers Act. The SEC
also issued an interpretation to confirms and clarify
when a broker-dealer's performance of advisory
activities causes it to become an investment adviser
within the meaning of the Advisers Act.

Regulation Best Interest and Form CRS will become
effective 60 days after they are published in the Federal
Register and will include a transition period until June 30,
2020.
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Source 3k;&: sec.gov/news/press-release/2019-89

Financial Conduct Authority of the United Kingdom
Confirms Extension of The Temporary Permission
Regime Deadline
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On May 24, 2019, the Financial Conduct Authority (FCA)
of the United Kingdom (UK) has confirmed the deadline
for notifications for the temporary permissions regime
(TPR) will be extended to the end of October 30, 2019.

TPR would allow European Economic Area (EEA)-
based firms passporting into the UK to continue new and
existing regulated business within the scope of their
current permissions in the UK for a limited period, while
they seek full FCA authorization. TPR will also allow
EEA-domiciled investment funds that market in the UK
under a passport to continue temporarily marketing in
the UK.

The deadline for applying to the Trade Repository and
Credit Ratings Agencies has also been extended to the
same date. For EEA payment services and e-money
firms, the notification window for temporary permission
is closed, but it will open again under the relevant HM
Treasury Regulations on July 31 and end on October 30.
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Source &j&:
fca.org.uk/news/press-releases/fca-confirms-extension-
temporary-permission-regime-deadline

Financial Conduct Authority of the United Kingdom
Publishes Decision Notices Concerning Cathay
International Holdings Limited, its CEO and Finance
Director

On June 3, 2019, the Financial Conduct Authority (FCA)
of the United Kingdom has published Decision Notices
concerning Cathay International Holdings Limited
(Cathy) and 2 of its directors, Jin-Yi Lee (Lee) and Eric
Siu Ka Chi (Siu).

In the FCA’s view, there were serious procedures,
systems and controls failings within the company which

meant that Cathay did not monitor the full impact of
these issues on its expected financial performance for
the year ended December 31, 2015 compared to market
expectations.

The FCA considers that Cathay breached the Listing
Principles and Disclosure Rules and Transparency
Rules and has imposed a fine of £411,000. Lee was
knowingly concerned in the company'’s breaches and so
has been fined £214,300. Siu was also knowingly
concerned in one of the company'’s breaches and so has
been fined £40,200.

The FCA said that market integrity includes responsible
directors who faithfully ensure listed companies have
adequate procedures, systems and controls for
compliance with listing obligations, announce relevant
information in a timely manner and are open and co-
operative with it.
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Source EjE:

fca.org.uk/news/press-releases/fca-publishes-decision-
notices-concerning-cathay-international-holdings-limited

Financial Conduct Authority of the United Kingdom
Confirms New Rules for P2P Platforms

On June 4, 2019, the Financial Conduct Authority (FCA)
of the United Kingdom is introducing rules designed to
prevent harm to investors, without stifling innovation in
the peer-to-peer (P2P) sector.

15


http://www.fca.org.uk/news/press-releases/fca-confirms-extension-temporary-permission-regime-deadline
http://www.fca.org.uk/news/press-releases/fca-confirms-extension-temporary-permission-regime-deadline
http://www.fca.org.uk/news/press-releases/fca-publishes-decision-notices-concerning-cathay-international-holdings-limited
http://www.fca.org.uk/news/press-releases/fca-publishes-decision-notices-concerning-cathay-international-holdings-limited

J M L

The FCA is placing a limit on investments in P2P
agreements for retail customers new to the sector of 10
per cent of investable assets. The investment restriction
will not apply to new retail customers who have received
regulated financial advice.

In addition to these restrictions, the new rules cover:

e More explicit requirements to clarify what
governance arrangements, systems and
controls platforms need to have in place.

e Strengthening rules on plans for the wind-down
of P2P platforms.

e Introducing a requirement that platforms assess
investors’ knowledge and experience of P2P
investments.

e Setting out the minimum information that P2P
platforms need to provide to investors.

e Applying the Mortgage and Home Finance
Conduct of Business (MCOB) sourcebook to
P2P platforms that offer home finance products.

P2P platforms need to implement these changes by
December 9, 2019, except for the application of MCOB,
which applies with immediate effect.

REEMITARERBIAS SFEEHFAL

20194 6 B 4 H, RESRITAKER RELER) #
N, EESINBEDIEREREE RNASEREH
=Xt (P2P) EEFMN .

N TIZOBENHTERS, RESERRERET P2P
W EBR AT ARR =K 10%. BEBRFTEAFEHR
BXEEUVSEIANHTER.

BT X LEFREISN, FTALME BFE

o FHHAMEXR NEPBTEEEWMEE AR &
GMEEEE.

o SR x P2P A EIR LHEAHIN,

o SIANFATHEREEN P2P R AMNAIRTIZLEH
=K,

o JFEPPIEERERNRAZRERMBRENER.

o RIBRHAMKEMS W EITH (MCOB) HHRFH
MEREATRERESR ™R P2P £45.

PPEATEA2019F 12 B I HZ RIS X EE K, B
MCOB HY3i&E A B SN, 1ZTIE K RI AR

Source &J&:
fca.org.uk/news/press-releases/fca-confirms-new-rules-p2p-
platforms

Financial Conduct Authority of the United Kingdom
and the Dutch Authority for the Financial Markets
Agree on Closer Partnership

On June 3, 2019, the Financial Conduct Authority of the
United Kingdom (UK) and the Dutch Authority for the
Financial Markets signed a joint agreement agreeing to
work more closely together to protect and enhance the
integrity and stability of both countries financial systems.

The agreement develops the UK and Dutch authorities’
relationship in areas such as FinTech, a pro-active and
data-led approach to supervision and encouraging
proper behavior within firms.

RESCHMOTALERNTZCHMTHEERRBENE
REOKEXR

2019 6 H3 H, ZELHITHKER RELER) M
HEERTHEEREERAMN BREZEHEE
PURIPFIINSE W E SRR R B M MR E M.

A REEMNE Z R EY SRR NSRS, RRE
HHNBEETSHNEETAHBIME VRPN ELTASF
THAIK R

Source 3E;E:
fca.org.uk/news/press-releases/financial-conduct-authority-
and-dutch-authority-financial-markets-afm-agree-closer-

partnership

Financial Conduct Authority of the United Kingdom
Confirms Biggest Shake-up to the Overdraft Market

On June 7, 2019, the Financial Conduct Authority (FCA)
of the United Kingdom has confirmed it is introducing
reforms to fix a dysfunctional overdraft market. These
changes will make overdrafts simpler, fairer, and easier
to manage and will protect the millions of consumers that
use overdrafts.

The FCA has announced that it is:

e Stopping banks and building societies from
charging higher prices for unarranged
overdrafts than for arranged overdrafts.

e Banning fixed fees for borrowing through an
overdraft.

e Requiring banks and building societies to price
overdrafts by a simple annual interest rate.

e Requiring banks and building societies to
advertise arranged overdraft prices with an
Annualized Percentage Rate to help customers
compare them against other products.

e Issuing new guidance to reiterate that refused
payment fees should reasonably correspond to
the costs of refusing payments.

e Requiring banks and building societies to do
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more to identify customers who are showing
signs of financial strain or are in financial
difficulty and develop and implement a strategy
to reduce repeat overdraft use.

The new rules will be in force by April 6, 2020, apart from
the guidance on refused payment fees, which will take
effect immediately, and the repeat use remedies which
will come into force on December 18, 2019.
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Source &&:
fca.org.uk/news/press-releases/fca-confirms-biggest-shake-
up-overdraft-market

European Securities and Markets Authority
Launches Call for Evidence on Position Limits in
Commodity Derivatives

On May 24, 2019, the European Securities and Markets
Authority has launched a call for evidence on position
limits and position management in commodity
derivatives.

ESMA'’s call for evidence is seeking stakeholders’ input
on the impact of position limits on liquidity, market abuse
and orderly pricing and settlement conditions in
commodity derivatives markets. Furthermore,
stakeholders are invited to share their experience of the

application of the MIFID Il position limit and position
management provisions.

Stakeholders are invited to provide feedback by July 5,
20109.
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Source 3E;E:
esma.europa.eu/press-news/esma-news/esma-launches-call-
evidence-position-limits-in-commodity-derivatives

European Securities and Markets Authority Adjusts
Application of the Trading Obligation for Shares in a
No-Deal Brexit

On May 29, 2019, the European Securities and Markets
Authority (ESMA) has published a statement on the
revised approach of the European Union (EU)’s share
trading obligation (STO) under the scenario of the United
Kingdom (UK/GB) leaving the EU without a withdrawal
agreement.

Under the revised approach, the EU27 STO would not
be applied to the 14 shares with GB ISINSs.

The response of the Financial Conduct Authority (FCA)
of the UK is available on its website:
fca.org.uk/news/statements/fca-update-share-trading-
obligations. The FCA said that the revised approach
would mean that EU banks and investment firms will be
able to trade all UK shares in the UK. The FCA will set
out its approach to the implementation of any STO if it is
clear that there will be a no-deal exit.
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Source j&:
esma.europa.eu/press-news/esma-news/esma-adjusts-
application-trading-obligation-shares-in-no-deal-brexit

European Union Removes Aruba, Barbados and
Bermuda from the List of Non-cooperative
Jurisdictions

On May 17, 2019, Council of the European Union (EU)
decided to remove Aruba, Barbados and Bermuda from
the EU list of non-cooperative tax jurisdictions.

As a result, 12 jurisdictions remain on the list of non-
cooperative jurisdictions: American Samoa, Belize,
Dominica, Fiji, Guam, Marshall Islands, Oman, Samoa,
Trinidad and Tobago, United Arab Emirates, US Virgin
Islands and Vanuatu.
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Source &E:

consilium.europa.eu/en/press/press-
releases/2019/05/17/taxation-aruba-barbados-and-bermuda-
removed-from-the-eu-list-of-non-cooperative-jurisdictions

European Banking Authority, European Insurance
and Occupational Pensions Authority and the
European Securities Markets Supervisory Authority
Launch Consultation on Technical Standards on the
Reporting of Intra-group Transactions and Risk
Concentration for Financial Conglomerates

On May 22, 2019, the European Banking Authority, the
European Insurance and Occupational Pensions
Authority and the European Securities Markets Authority
launched a consultation on draft Implementing
Technical Standards (ITSs) on the reporting of intra-

group transactions and risk concentration for financial
conglomerates.

The ITSs aim at offering a single framework of
requirements for the reporting of intra-group
transactions and risk concentration by financial
conglomerates.

The consultation runs until August 15, 2019.
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Source EE:
eba.europa.eu/-/esas-launch-consultation-on-technical-
standards-on-the-reporting-of-intra-group-transactions-and-
risk-concentration-for-financial-conglomerates

Monetary Authority of Singapore Imposes Civil
Penalty of SGD336,000 on Tham Wai Mun Raphael
for Insider Trading

On June 4, 2019, the Monetary Authority of Singapore
(MAS) has imposed a civil penalty of SGD336,000 on
Tham Wai Mun Raphael (Tham), who was the Non-
Executive Vice Chairman of Auhua Clean Energy PLC
(ACE), for insider trading.

ACE is a company listed on the Alternative Investment
Market of the London Stock Exchange. On June 16,
2015, ACE announced that it was considering a share
placement at a substantial price discount to raise
approximately £1.5 million. On June 12, 2015, Tham
sold 569,745 ACE shares while he was in possession of
the non-public and price-sensitive information
concerning the share placement. The case was referred
to MAS by the Financial Conduct Authority of the United
Kingdom.

Tham has admitted to contravening the insider trading
prohibition and has also given MAS a voluntary
undertaking not to be a company director or be involved
in the management of a company for a period of two
years with effect from June 5, 2019.

18


http://www.fca.org.uk/news/statements/fca-update-share-trading-obligations
http://www.fca.org.uk/news/statements/fca-update-share-trading-obligations
http://www.esma.europa.eu/press-news/esma-news/esma-adjusts-application-trading-obligation-shares-in-no-deal-brexit
http://www.esma.europa.eu/press-news/esma-news/esma-adjusts-application-trading-obligation-shares-in-no-deal-brexit
http://www.consilium.europa.eu/en/press/press-releases/2019/05/17/taxation-aruba-barbados-and-bermuda-removed-from-the-eu-list-of-non-cooperative-jurisdictions
http://www.consilium.europa.eu/en/press/press-releases/2019/05/17/taxation-aruba-barbados-and-bermuda-removed-from-the-eu-list-of-non-cooperative-jurisdictions
http://www.consilium.europa.eu/en/press/press-releases/2019/05/17/taxation-aruba-barbados-and-bermuda-removed-from-the-eu-list-of-non-cooperative-jurisdictions
http://www.eba.europa.eu/-/esas-launch-consultation-on-technical-standards-on-the-reporting-of-intra-group-transactions-and-risk-concentration-for-financial-conglomerates
http://www.eba.europa.eu/-/esas-launch-consultation-on-technical-standards-on-the-reporting-of-intra-group-transactions-and-risk-concentration-for-financial-conglomerates
http://www.eba.europa.eu/-/esas-launch-consultation-on-technical-standards-on-the-reporting-of-intra-group-transactions-and-risk-concentration-for-financial-conglomerates

J M L

N &R EEFX Tham Wai Mun Raphael SR E3E
414 336,000 FTH RESIEK

2019 £ 6 B 4 H, #MELmERER Feh) JEgF
Auhua Clean Energy PLC (ACE) F93EH 78I £ & Tham Wai
Mun Raphael (Tham) FEAERZ 54 XRETIFR 336,000
#T.

ACE BRERBX PN ARFAMH L. 2015F 6 A
16 H, ACE EFFIEEZEE AR S KM ST L # TR R,
INEEL 150 FEEE, Tham £ 2015 F 6 A 12 HEH
569,745 & ACE BRZRthE fNiEH XERAYIEA FRN
BEENER. ZEHHEESHTAKERENSH
8.

Tham FINERABXZES, FAELTHER/E-MA
EA&iE, BB 2019 £ 6 B 5 HERNEEREM RS EES
SE5EAASEERE.

Source &&:

mas.gov.sg/News-and-Publications/Media-
Releases/2019/MAS-Imposes-Civil-Penalty-on-Mr-Tham-
Wai-Mun-Raphael-for-Insider-Trading.aspx

China Securities Regulatory Commission Directs
the Launch of Transfer Services for Defaulted Bonds

On May 24, 2019, the China Securities Regulatory
Commission directed the Shanghai Stock Exchange
(SSE) and Shenzhen Stock Exchange (SZSE) to jointly
release with China Securities Depository and Clearing
Co., Ltd. respectively the Notice on Providing Transfer
and Settlement Services for Specific Listed Corporate
Bonds (Notice). The Notice provides arrangements
regarding the transfer, settlement, investor suitability
and information disclosure for specific bonds such as
defaulted bonds.

SSE's answers to questions from reporters on the Notice
is available on its website:
http://english.sse.com.cn/aboutsse/news/newsrelease/
c/4829280.shtml.

SZSE's answers to questions from reporters on the
Notice is available on its website:
szse.cn/English/about/news/szse/t20190528 567472.h
tml.
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Source 3E;E:
csrc.gov.cn/pub/newsite/zjhxwfb/xwdd/201905/t20190524 35
6291.html

Shanghai Stock Exchange Takes Disciplinary
Action against Sponsoring Representatives of
Application Project for Sci-tech Innovation Board

On May 21, 2019, the Shanghai Stock Exchange (SSE)
decided to circulate a notice on criticizing sponsoring
representatives Wan Jiuging (Wan) and Mo Peng (Mo).
The two sponsoring representatives were appointed by
China International Capital Corporation Limited (CICC)
to be specifically responsible for the project of Traffic
Control Technology Co., Ltd. applying for IPO on the sci-
tech innovation board.

It was found that on April 28, 2019, in the “Replies of
Traffic Control Technology Co., Ltd. to the Inquiry Letter
for the Review of the Application Documents on IPO of
A-shares and Listing on the Sci-tech Innovation Board”
submitted to the SSE and the revised prospectus filed
simultaneously, Wan and Mo, as the specific persons in
charge of the sponsoring work, arbitrarily revised the
information disclosure data and contents such as
business data, operations and technologies and
analysis of management teams in several parts of the
prospectus, and then made a number of changes to the
relevant contents of the prospectus quoted in the
questions raised by the SSE in inquiries. The above-
mentioned amendments were not in the format of the
regular script marked in the bold as required by the SSE,
nor were the amendments reported to the SSE. In
addition, the amendments were not submitted to CICC'’s
internal audit department for examination and inspection
in accordance with the practice norms for the sponsoring
business and the internal control system of CICC. After
the violation occurred, CICC and its sponsoring
representatives Wan and Mo were able to recognize the
mistakes in their behaviors and correct them as required.

In the written decision on disciplinary action, the SSE
points out that the submitted prospectus and replies to
the inquiries for issuance and listing review are
important documents in the review of the stock issuance
and listing, which the market and investors pay close
attention to. Wan and Mo, as the sponsoring
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representatives appointed by CICC, should have abided
by the business rules and industry norms, been honest
and trustworthy as well as diligent and conscientious,
earnestly answered the questions in the inquiries as
required, and reported the revised contents of the
prospectus. Actually, the above-mentioned misconducts
violated the relevant provisions of the “Measures for
Registration Administration of IPO on the Sci-tech
Innovation Board (for Trial Implementation)” and the
“SSE Rules for Review of Stock Issuance and Listing on
the Sci-tech Innovation Board”, and were also against
the practice norms for the sponsoring representatives.
Based on the facts ascertained, the sponsoring
representatives Wan and Mo are the persons directly
responsible for the violations. According to the
examination opinions of the disciplinary action
committee, the SSE circulated a notice to criticize Wan
and Mo. The disciplinary decision will be reported to the
China Securities Regulatory Commission and recorded
in the file of sponsoring representative’s practice quality
evaluation and integrity.

The occurrence of the violations also indicates that
CICC, as a sponsoring institution, has loopholes in the
management of sponsoring representative business, the
internal quality control of the sponsoring business and
other areas. In this regard, the SSE has taken a
separate regulatory measure of written warning for the
company, so as to urge it to further strengthen
supervision and management of the sponsoring
business and sponsoring representatives in the related
projects of applying for issuance and listing on the sci-
tech innovation board.

As the issuance and listing review for the sci-tech
innovation board is an important part of the pilot
registration-based IPO system, it is necessary to adhere
to the focus on information disclosure and tighten the
responsibility of the intermediaries for controlling the
quality of information disclosure. Going forward, the SSE
will strictly crack down on the violations found during the
process of issuance and listing review in accordance
with the rules. It is hoped that all sponsoring institutions,
sponsoring representatives and other intermediaries
and their related responsible persons could learn from
the lessons of the violations and disciplinary actions,
earnestly perform their duties, and conduct
comprehensive inspection and verification of the
information  disclosure documents prepared and
submitted, so as to jointly advance smooth and orderly
implementation of launching the sci-tech innovation
board and piloting the registration-based IPO system.
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Shanghai Stock Exchange Circulates Notice of
Criticism to Corporate Bond Issuers

On May 31, 2019, to continuously strengthen the front-
line regulation and urge market participants to take
responsibility, the Shanghai Stock Exchange (SSE)
circulated a notice of criticism against corporate bond
issuers, including Fuguiniao Co., Ltd., Wuxi Wuzhou
International Decoration City Co., Ltd., Hongye
Chemical Group Co., Ltd., CEFC Shanghai International
Group Co., Ltd., Bright Oceans Group Co., Ltd. and
Dandong Port Group Co., Ltd.

The 6 issuers being criticized in the notice have not
performed their duties in credit risk management to
different degrees, such as being slack to fulfill relevant
promises favoring the risks defusing, not making and
implementing the risk defusing and handling plan
according relevant regulations, not making pre-warning
against risks or disclosing the progress in risk handling
in time, not cooperating with trustees in risk
management according to relevant regulations, and not
disclosing a periodic report in time. In addition, some
senior managers of the issuers have not been diligent
and responsible enough to urge the issuers to fulfill their
duties or promises and have been slack or refused to
cooperate in the normal duty fulfilment or right
protection of other institutions and individuals. These
behaviors have affected the issuers’ progresses in
handling credit risks. The SSE also circulates a notice of
criticism against the senior managers holding primary
liability for these behaviors.

The bond issuers repaying the capital and interest
according to relevant regulations and promises, and the
issuers and relevant intermediaries earnestly managing
credit risks and disclosing relevant information is the
prerequisite and foundation for maintaining the integrity
of the bond market, protecting investor’s legitimate rights
and interest, and boosting the sound development of the
bond market. Next, the SSE will continue to impose strict
punishment on any violations found in the self-regulation,
further boost the improvement of the judicial remedy for
the bond market, and optimize the transfer system for
defaulted bonds, thus promoting the high-quality
development of the bond market.
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Source EE:
english.sse.com.cn/aboutsse/news/newsrelease/c/4834770.s
html

Shenzhen Stock Exchange Conducts Censure on
Shenzhen Datong Industrial Co., Ltd. for Its Refusal
to Cooperate with the China Securities Regulatory
Commission's Duty Performing According to Law

On May 23, 2019, Shenzhen Datong Industrial Co., Ltd.
(Datong) disclosed the Notice on Receiving the Notice
of Investigation of the China Securities Regulatory
Commission (CSRC). The Notice says that because
Datong and its de facto controller failed to cooperate
when the CSRC was performing duties according to law
and are suspected of violating relevant securities laws
and regulations, the CSRC decided to investigate
Datong and its de facto controller according to relevant
provisions of the Securities Law of the People's Republic
of China.

Shenzhen Stock Exchange conducts censure on
Datong and relevant personnel for such uncooperative
behavior.
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Source &E:
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The 15t Special Corporate Bond for Serving the
Guangdong-Hong Kong-Macao Greater Bay Area
Lands on Shenzhen Stock Exchange

On May 23, 2019, the special corporate bond of
Shenzhen Investment Holding Co., Ltd. for serving the
Guangdong-Hong Kong-Macao Greater Bay Area was
launched on Shenzhen Stock Exchange (SZSE), which
marks the official landing of the first of its kind in serving
the bay area.

For such special corporate bonds of serving the Greater
Bay Area, SZSE implements the pragmatic measures of
examination upon declaration, dedicated personnel
handling and special review to improve review efficiency,
enhance service quality and let the SZSE bond market
play an active role in the Greater Bay Area construction.
SZSE will continue to consolidate direct financing
abilities, perfect fundamental institutions, enrich fixed-
income product systems, and elevate the level of serving
technological innovation, thus creating a sound
financing environment for supporting the construction of
a first-class bay area.
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Source &J&:
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The First 30-Year Municipal Bond Launches on
Shenzhen Stock Exchange

On June 3, 2019, Sichuan Provincial Government
issued its 30-year municipal bond on Shenzhen Stock
Exchange (SZSE). It is the first super long-term bond of
its kind that has hit SZSE and also an active attempt
made by SZSE to assist local financial authorities in
promoting the innovation in municipal bonds.

To date, municipal bonds available at SZSE have
extended reach to 25 Chinese provinces, municipalities
and autonomous regions. Their cumulative issue
volume has exceeded CNY450 billion since 2019. SZSE
will continue leveraging on the functions and advantages
of capital market to support the innovation in municipal
bonds, streamline the term structure of bonds, and cater
to investors’ diverse demands. While rendering
customized services that cover all aspects and links of
bond issuance, it is aimed to boost the high-quality
development of the municipal bond market.
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Australian Securities and Investments Commission
Updates Information for Businesses on Initial Coin
Offerings and Crypto-assets

On May 30, 2019, the Australian Securities and
Investments Commission (ASIC) has updated
Information Sheet 225 (INFO 225) to help businesses
involved with initial coin offerings (ICOs) and crypto-
assets to consider their legal obligations and satisfy
themselves they are operating lawfully.

INFO 225 provides information on how the Corporations
Act may apply to businesses that are considering raising
funds through an ICO and to businesses involved with
crypto-assets.

ASIC said that Australian laws will also apply even if the

ICO or crypto-asset is promoted or sold to Australians
from offshore.
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Australian Securities and Investments Commission
Releases Market Integrity Report

On May 31, 2019, the Australian Securities and
Investments Commission (ASIC) has released report on
market integrity for the period July 1, to December 31,
2018.

The report highlights some of the activities undertaken
to safeguard Australia’s financial markets, so investors
can continue to participate with confidence.

The report looks at ASIC's recent focus on high-
frequency trading, changes to reporting requirements,
and enhanced supervision and onsite reviews. It also
looks at some of key activities such as misleading ICOs
and crypto-asset funds.

ASIC’s markets team will continue to focus on the
following existing and emerging risks.

e Conduct governance

e Technology risk and resilience

o Effective capital markets
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Macquarie Securities (Australia) Limited Pays
AUD300,000 Infringement Notice Given by the
Markets Disciplinary Panel of Australia

On June 3, 2019, the Australian Securities and
Investments Commission (ASIC) announced that
Macquarie Securities (Australia) Limited (Macquarie)
has paid a penalty totaling AUD300,000 to comply with
an infringement notice given by the Markets Disciplinary
Panel (MDP).

Over a four-year period from July 2014 to July 2018,
Macquarie transmitted approximately 42 million orders
to Australian Securities Exchange (ASX) and Chi-X that
included incorrect regulatory data or omitted required
regulatory data. Over the same period, Macquarie also
submitted approximately 377,000 trade reports to ASX
and Chi-X with the same deficiencies.

The MDP emphasized that the provision of accurate
regulatory data enhances market transparency and
ensures an orderly market. The provision of incorrect or
missing regulatory data to market operators impedes
informed regulatory decision-making by market
operators and by ASIC.

ZRBIUEHF(CRMBRAIRENTHLEEERERS
R H By BB M B 300,000 HT

2019 6 B 3 H, BMIEFERFARLERZAS (RIMNIEE
-) B BRTHLEERZAS BHERS) A1

BB, ERIBILACEMBRAS (EHE) EXf
H A 300,000 RITTHISIER,

7£ 2014 £ 7 B E 2018 &£ 7 AP (8), EAE IR =B IE
£ ST (ASX) FLEM Chi-X IF5Z 5 FT (Chi-X) KX T
K29 4200 FHMTE, HPEEERNEESESERT
PDEAKERIE., EE—IE, ZA&8IEIEE ASX F1 Chi-X
R’ T KY 377,000 MR HIRE, BhFEHEREGRIE.

23


https://asic.gov.au/about-asic/news-centre/find-a-media-release/2019-releases/19-121mr-asic-updates-information-for-businesses-on-icos-and-crypto-assets
https://asic.gov.au/about-asic/news-centre/find-a-media-release/2019-releases/19-121mr-asic-updates-information-for-businesses-on-icos-and-crypto-assets
https://asic.gov.au/about-asic/news-centre/find-a-media-release/2019-releases/19-121mr-asic-updates-information-for-businesses-on-icos-and-crypto-assets
https://asic.gov.au/about-asic/news-centre/find-a-media-release/2019-releases/19-122mr-asic-releases-market-integrity-report
https://asic.gov.au/about-asic/news-centre/find-a-media-release/2019-releases/19-122mr-asic-releases-market-integrity-report
https://asic.gov.au/about-asic/news-centre/find-a-media-release/2019-releases/19-122mr-asic-releases-market-integrity-report

J M L

FRZERRRA RCEHNEEBETRSTHERE
FHRABFNTS. ATHESHMRERERSGRE
MEEBEDS T THEEVMIIEMEES AT E
BERE.

Source &J&:
asic.gov.au/about-asic/news-centre/find-a-media-
release/2019-releases/19-125mr-macquarie-securities-pays-
300-000-infringement-notice

Australian Securities and Investments Commission
Consults on Proposals to Maintain Investor
Protections by Restricting Retail Offers of ‘Stub-
equity’

On June 4, 2019, the Australian Securities and
Investments Commission (ASIC) has issued a
consultation paper seeking feedback on proposals to
address concerns with offers of ‘stub-equity’ to retail
investors.

The proposals seek to restrict certain structures that
would result in retail investors not being covered by the
normal protections available under Australian law when
participating in a broad offer of securities. This can occur
when shares in a proprietary company are offered as
consideration under a takeover bid or scheme of
arrangement. ASIC is concerned offers of consideration
of this kind, often known as ‘stub-equity’, deny retail
investors important rights.

The consultation is open until July 17, 2019.
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Source &J&:
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release/2019-releases/19-127mr-asic-consults-on-proposals-
to-maintain-investor-protections-by-restricting-retail-offers-of-
stub-equity-in-control-transactions

Securities and Exchange Surveillance Commission
of Japan Makes Recommendation for
Administrative Monetary Penalty Payment Order for
Market  Manipulation of 10-Year Japanese
Government Bond Futures by Citigroup Global
Markets Limited

On March 26, 2019, the Securities and Exchange
Surveillance Commission of Japan made a
recommendation to the Commissioner of the Financial
Services Agency that an administrative monetary
penalty payment order be issued in regard to market
manipulation by Citigroup Global Markets Limited
(CGML).

CGML allegedly engaged in dealing 10-year Japanese
Government Bond Futures (10-year JGB Futures) in
2018 with the purpose of inducing market transactions
of derivatives of other market participants without
intention to execute. These transactions would mislead
other investors into believing that market transactions of
derivatives were thriving and would cause fluctuations in
the market of 10-year JGB Futures.

The amount of the administrative monetary penalty
applicable to the violation is 133,370,000 yen.
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Source 3E;E:
fsa.go.jp/sesc/english/news/reco/20190326-1.htm

International Organization of Securities
Commissions Publishes Consultation Report on
Issues, Risks and Regulatory Considerations
Relating to Crypto-Asset Trading Platforms

On May 28, 2019, the International Organization of
Securities Commissions has published this Consultation
Report on Crypto-Asset Trading Platforms to encourage
the public to comment on the identified issues, risks, key
considerations and related toolkit.
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Comments may be submitted on or before July 29, 2019.
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Deutsche Borse’s Regulatory Reporting Hub Starts
New Securities Financing Transactions Regulation
Services

On May 28, 2019, Deutsche Bodrse’s Regulatory
Reporting Hub (Hub) is adding a new solution for the
Securities Financing Transactions Regulation (SFTR).
This solution will help clients manage their SFTR
reporting challenges, will improve reporting data quality
and reporting efficiency.

The Hub’s SFTR solution will cover data collection,
validation, enrichment, submission report construction
and trade repository integration with REGIS-TR.

The Hub will ensure SFTR compliance for Eurex
Clearing’s cleared securities lending and repo business.

BETXZANEEREFOCREFTNIESFRAIS L
R

2019 £ 5 B 28 B, BREXZHANEEREPL (2
L) EAEAHIESR R X 5 B E (SFTR) 1B N—EH AR
TR, ZBRTTRERE P EER SFTR IRETEAIHE
i, RS IR E BIRREIREE,

ZHEY SFTR AR R R ELIEKE, WiE, £, 12
TIREME RS REGIS-TR X S ARMEFER S .

ZHIEHIR SFTR BFRONI IR I EE RN S NEE
IS A ST ME M S5RE K,

Source &jE:

deutsche-boerse.com/dbg-en/media/press-
releases/Deutsche-B-rse-s-Regulatory-Reporting-Hub-to-
start-SFTR-services-1556114

Financial Services Commission of Korea Introduces
Deregulatory  Measures to Boost Korea's
Derivatives Market

On May 30, 2019, the Financial Services Commission
(FSC) of Korea introduced deregulatory measures to
make Korea’'s derivatives markets more vibrant and
competitive. The reforms are intended to strengthen the
derivative market’'s role for risk hedging and price
discovery.

Main Reform measures

Minimum deposit requirement will be abolished for
professional investors and eased for non-professional
investors: (i) KRW 10million or more for futures and
options trading; and (ii) KRW 20million or more for all
derivatives trading.

Currently, institutional investors are required to deposit
an extra margin, 10 % of credit risk limit. The extra
margin requirement will be abolished.

A trade repository will be introduced in October 2020 as
scheduled.

The FSC will also introduce measures to:
e enhance convenience for foreign investors;
e strengthen market-making activities;
e list new derivatives products;
o facilitate developing and listing of new
derivatives products
e expand centrally-cleared OTC derivatives.
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Financial Supervisory Authority of Finland
Announces Virtual Currency Providers to be
Covered by Supervision of Anti-money Laundering

On May 15, 2019, the Financial Supervisory Authority of
Finland (FIN-FSA) announced that from the beginning of
November 2019, only those virtual currency providers
that fulfill statutory requirements will be able to practise
their activities in Finland. Based on the Act on Virtual
Currency Providers, which entered into force on May 1,
2019, virtual currency providers are required to file an
application for registration at the FIN-FSA by August 18,
20109.

The registration obligation will ensure that providers
comply with the regulation of anti-money laundering.
Regulation will not, however, introduce virtual currencies
into the scope of investor protection.

The FIN-FSA urges investors to carefully assess the
risks related to virtual currencies before making an
investment decision.
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Securities and Exchange Board of India Publishes
Report of Working Group on "Foreign Portfolio
Investors Regulations" for Public Comments

On May 24, 2019, the Securities and Exchange Board
of India published a report of Working Group on "Foreign
Portfolio Investors (FPIs) Regulations " for public
comments.

Few of the key recommendations proposed by the
working group are as follows:

e Ease of access - simplified registration for
multiple investment manager structures, entities
established in the international financial
services centre be deemed to have met the
jurisdiction criteria for FPIs, etc.

e Simplification of documentation - removal of
“opaque structure” definition, simplified know
your client documentation, etc.

e Review of Investment restriction - Liberalized
investment cap, reclassification of investment
from FPI to foreign direct investment, permitting
FPIs for off-market transactions, etc.

e Other aspects - alignment between FPI and
alternative investment fund routes,
strengthening of offshore derivative instrument
framework, etc.

The comments may be submitted on or before June 14,
2019.
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sebi.gov.in/media/press-releases/may-2019/sebi-publishes-
the-report-of-working-group-on-fpi-requlations-for-public-
comments 43109.html

The Stock Exchange of Hong Kong Limited Issues
Announcement in Relation to the Matter of Asia Coal
Limited Cancellation of Listing

On June 13, 2019, the Stock Exchange of Hong Kong
Limited (the Exchange) announced that with effect from
9:00am on June 18, 2019, the listing of the shares of
Asia Coal Limited (Company) (Stock Code: 835) will be
canceled in accordance with the delisting procedures
under Practice Note 17 of the Listing Rules.

Trading of the Company’s shares was suspended on
October 3, 2017 because the Company failed to
maintain sufficient operations or assets under Rule
13.24. The Exchange placed the Company into the first,
second and third delisting stage under Practice Note 17
of the Listing Rules on October 3, 2017, March 23, 2018
and October 18, 2018, respectively. Before expiry of the
third delisting stage on April 17, 2019, the Company
submitted a resumption proposal to the Exchange. On
May 31, 2019, the Listing Committee considered the
resumption proposal not viable and therefore decided to
cancel the Company'’s listing under Practice Note 17 to
the Listing Rules.

The Exchange advises shareholders of the Company
who have any queries about the implications of the
delisting to obtain appropriate professional advice.

EEREXZMAERADNRITMNELHRASBUE LT
Hfir & il

2019 6 A 13 H, BEAK AR ZFBRAE BXXZF) E
75, 2019 £ 6 A 18 H L4 9 i, WMEWHIRA S
(%A ) (B S 835) By E b A ARE  Errsin)
%17 Uy eS| THIBRERE F T IXBUH .

HTIZA SRR (EHHANY #1324 XM ELFFEH
AN SRS M ENE ™, HEMTF 2017 £ 10 A 3
REEEXE, BXERE (EmHN) 817 My A
3531, 93 F 2017 £ 10 B 3 H. 2018 £ 3 B 23 AR
2018 ££ 10 A 18 Bz A ETHREEFNE —. £=
RE=ZME. ERMEFRE=MRERI, Z23T
2019 £ 4 B 17 HEBEXZMERX 7T EREWN. tTZER
£F 2019 £ 5 B 31 HIAAZERBREWNF AT, BLbR
ERTE ( LAY 5 17 Ny 55 BUEIZA S B
AL,

B AT IOZ /A SRR I 1Z /A SRR RR A9 0 e A (R feT 5E
6], NAEEESHEVRER.

Source 3j&:
hkex.com.hk/News/News-
Release/2019/190613news?sc_lang=en

The Listing Committee of Stock Exchange of Hong
Kong Limited Censures Kiu Hung International
Holdings Limited and a Number of Its Current and
Former Directors for Breaching the Listing Rules
and/or the Director’s Undertaking

On June 12, 2019, the Listing Committee of the Stock
Exchange of Hong Kong Limited (Exchange)

CENSURES:

(1) Kiu Hung International Holdings Limited (Company)
(Stock Code: 381)

for breaching Rules 13.46(2)(a), 13.49(1) and 13.49(2),
and Appendix 16 of the Rules Governing the Listing of
Securities on The Stock Exchange of Hong Kong
Limited (Exchange Listing Rules) for failing to:

e obtain the auditor's agreement to the contents
of the Company’s announcement (2015 Results
Announcement) of preliminary results for the
year ended 31 December 2015;

e publish the Company’'s announcement of
preliminary results for the year ended 31
December 2016 (2016 Annual Results), which
give a true and fair view of the state of affairs of
the Company, and of the results of its operations
and its cashflows, in a timely manner; and

e dispatch the Company’'s annual report for the
year ended 31 December 2016 (2016 Annual
Report) within the time prescribed under the
Exchange Listing Rules;

AND CENSURES:

(2) Mr Hui Kee Fung, current executive director (ED)
and Chairman of the Company;

(3) Mr Yu Won Kong, Dennis, current ED and Chief
Executive Officer of the Company;

(4) Mr Zhang Qi Jun, current ED of the Company;

(5) Mr Zhang Yun, current ED of the Company;

(6) Mr Cheung Man Loon, Michael, current independent
non-executive director (INED) of the Company;

(7) Mr So Chun Pong, Ricky, current INED of the
Company;

(8) MrWang Xiao Ning, current INED of the Company;
(9) Dr Lau SiuWa, former ED of the Company (Dr Lau);
and

(10) Mr Suen Chun Hung, Benjamin, former INED of the
Company (Mr Suen),
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for breaching their 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 use
their best endeavors to procure the Company's
compliance with the Exchange Listing Rules in relation
to the publication of the preliminary announcement of its
2016 Annual Results and the dispatch of its 2016 Annual
Report (the directors identified at (2) to (10) above are
collectively referred to as: Relevant Directors).

KEY FACTS

On April 1, 2016, the Company published its 2015
Results Announcement which stated that the financial
figures contained in the announcement had been agreed
by the then auditors, Cheng & Cheng Limited (Cheng &
Cheng). On April 22, 2016, the Company published a
clarification announcement with revised figures for some
of the items disclosed in the 2015 Results
Announcement.

On March 1, 2017, the Company announced that Cheng
& Cheng resigned as its auditors with effect from March
1, 2017. On March 17, 2017, the Company announced
that its shareholders resolved to appoint Zhonghui
ANDA CPA Limited (Zhonghui) as its auditors.

The Company published a preliminary announcement of
the 2016 Annual Results on 2 April 2017 (First 2016
Results Announcement), which contained Zhonghui’'s
disclaimer of opinion (2016 Disclaimer Opinion).
According to the “[e]xtract of the auditor's report”,
Zhonghui had not been able to obtain sufficient
appropriate audit evidence to provide a basis for an audit
opinion on the 15 items (Disclaimed Items).

The First 2016 Results Announcement also stated that
“the Company’s auditors was newly appointed on 17
March 2017 to fill the casual vacancy following the
resignation of [Cheng & Cheng] Due to time
constraints and the Company’s auditor may not have
sufficient time to analyze the audit evidence provided by
the Company to the auditor, the Board regrets that the
Company’s auditor did not express an audit opinion on
the Group’s consolidated financial statements for the
year ended 31 December 2016” (Time Constraint
Statement).

In view of the 2016 Disclaimer Opinion, the Listing
Department required the Company to suspend trading
of the Company’s shares on April 3, 2017.

On May 30, 2017, the Company published a revised
preliminary results announcement (Second 2016
Results Announcement), in which Zhonghui revised its
opinion from a disclaimer to a qualified audit opinion
relating to four items and the material uncertainty related
to going concern.

Trading of the Company’s shares resumed on May 31,
2017.

Zhonghui asserted that it disagreed with the Time
Constraint Statement and had reviewed all the
information then provided by the Company when the
First 2016 Results Announcement was published. The
Company was able to provide further information to
Zhonghui after the publication of the First 2016 Results
Announcement for the purposes of the audit of the 2016
Annual Results.

LISTING COMMITTEE’S FINDINGS OF BREACH

The Listing Committee considered the written and oral
submissions of the Listing Department, the Company,
and the Relevant Directors and concluded as follows:

Company’s breaches

The Listing Committee noted the Company’s admission
of breaches of Rules 13.46(2)(a), 13.49(1) and 13.49(2),
and Appendix 16 to the Exchange Listing Rules and
found that the Company did breach these Rules by:

e failing to obtain Cheng & Cheng’s agreement to
the contents of the 2015 Results Announcement
prior to its publication (in breach of Rule
13.49(2)). It was clear from the materials
available that Cheng & Cheng did not agree to
some of the contents of the 2015 Results
Announcement, by reason of its further
comments provided to the Company at 7:49 am
on 1 April 2016;

e failing to publish the preliminary announcement
of the 2016 Annual Results within three months
after 31 December 2016 (in breach of Rule
13.49(1)). Although the Company published the
First 2016 Results Announcement in purported
compliance with Rule 13.49(1), given the nature
and extent of the 2016 Disclaimer Opinion, the
contents of the First 2016 Results
Announcement did not give a true and fair view
of the state of affairs of the Company, and of the
results of its operations and its cashflows (in
breach of Appendix 16). They were
meaningless to the shareholders and investors
for their assessment of the Company’s financial
performance or position. The publication of such
purported preliminary results, even if published
within the prescribed time limit, did not amount
to compliance with the relevant financial
reporting obligation under Rule 13.49(1); and

e failing to publish the 2016 Annual Report within

four months after December 31, 2016 (in breach
of Rule 13.46(2)(a)).
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Relevant Directors’ breaches

The Listing Committee noted that the Relevant Directors
admitted the breach of their respective Undertaking for
failing to use their best endeavors to procure the
Company’s compliance with Rules 13.46(2)(a) and
13.49(1), and Appendix 16, and found that they did
breach their respective Undertaking:

e there was a time constraint issue either on the
part of the Company or Zhonghui. The evidence
available suggested that it was more likely that
the Company did not provide all the information
requested by Zhonghui by the time the First
2016 Results Announcement was published;

e in any event, given the responsibilities of the
directors in preparing the Company’s financial
statements which must give a true and fair view
of the state of affairs of the Company, and of the
results of its operations and its cashflows, as at
the end of the financial year (as required under
the Exchange Listing Rules and the Companies
Ordinance), the Relevant Directors failed to use
their best endeavors to allow the proper
completion of the audit; and

e the Relevant Directors had knowledge of the
Disclaimed Items in the First 2016 Results
Announcement and they approved the First
2016 Results Announcement at the Board
meeting. The contents of the First 2016 Results
Announcement were effectively meaningless to
the shareholders and investors for their
assessment of the Company's financial
performance and position. The conduct of the
Relevant Directors resulted in the Company’s
breach of Rules 13.49(1) and 13.46(2)(a) (by
way of the consequential delay in its dispatch of
the 2016 Annual Report), and Appendix 16.

At the Disciplinary (Review) Hearing, the Review

Committee upheld the decision of the Listing Committee

at firstinstance in respect of the sanctions and directions

imposed on the Relevant Directors. The Review
Committee considered that:

¢ Notwithstanding that the Company stated that

they started to provide information in January

2017, the Relevant Directors were fully aware

that Zhonghui was only newly appointed in

March 2017 as the Company’'s auditors in

performing the audit of the Company’s annual

results for the year ended 31 December 2016

(2016  Audit).  Given their  director’s

responsibilities in preparing the Company’'s

financial statements which must give a true and

fair view of the state of affairs of the Company,

the Relevant Directors should have taken more

proactive measures to procure better audit
planning of the Company and to ensure timely
financial information flow between the Board
and Zhonghui to facilitate completion of the
2016 Audit. By failing to do so, the Relevant
Directors put themselves into the position where
the first draft audit report was only available for
review on the weekend before the publication
deadline of the First 2016 Results
Announcement.

o Despite the Relevant Directors’ knowledge of
the Disclaimed Items in the First 2016 Results
Announcement, they approved the publication
of the First 2016 Results Announcement at the
Board meeting. The Relevant Directors relied on
the confirmation from the Company’s
management that the contents of the First 2016
Results Announcement reflected a fair view of
the Company’s financial performance and
situation for 2016. They did not take the
opportunity to seek legal advice or to discuss
with the Exchange. The contents of the First
2016 Results Announcement were effectively
meaningless to the shareholders and investors
for their assessment of the Company’s financial
performance and position.

e In relation to the Relevant Directors who were
only appointed as directors of the Company in
late 2016, they were fully aware of the
Company's circumstances in respect of its
financial audit since the date they joined the
Company. The Review Committee did not
consider that their late appointment would
absolve them from their director’s
responsibilities in relation to the Company’'s
financial statements.

SANCTIONS

Having made the findings of breach stated above, the
Listing Committee decided to:

(1) censure the Company for its breach of Rules
13.46(2)(a), 13.49(1) and 13.49(2), and Appendix 16;
and

(2) censure the Relevant Directors for their breach of
Undertakings.

The Listing Committee further, among others, directed:
(1) the Relevant Directors (apart from Dr Lau and Mr

Suen) to attend 18 hours of training (Training) on
Exchange Listing Rule compliance and director’s duties;
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(2) As a pre-requisite of any future appointment as a
director of any company listed/to be listed on the
Exchange, Dr Lau and Mr Suen, former directors of the
Company, who are currently not directors of any other
company listed on the Exchange to attend the Training
to be completed before the effective date of any such
appointment.

The Review Committee on review decided to endorse
the sanctions and the directions imposed on the
Relevant Directors by the Listing Committee at first
instance.

REGULATORY CONCERN

The conduct in question raises concerns over the
Company’s compliance with, and the attitude of the
Relevant Directors about, the Company’s financial
reporting obligations under the Exchange Listing Rules.
The relevant conduct damaged, or had the potential to
damage, the integrity of the market.

Disclosure underpins the maintenance of an orderly,
informed and fair market for the trading of securities in
Hong Kong. Preliminary announcement of results play a
key part in a listed issuer’'s annual financial reporting
cycle. It is the issuer’s first disclosure of information
concerning its full year’'s performance, which is an
important piece of information necessary for the
investors to appraise the listed issuer’s performance and
future prospect, and to make their investment decisions.

A listed issuer’s obligation to comply with Rule 13.49(1)
should not be taken lightly. In this case, the Company’s
First 2016 Results Announcement did not give a true
and fair view of the state of affairs of the Company, and
of the results of its operations and its cashflows.
Publication of purported preliminary results within the
time prescribed under Rule 13.49(1), which do not
convey any meaningful information about the listed
issuer’s financial position and performance, does not
amount to compliance with that Rule.

The Company and its directors have vital roles to play in
the processes leading up to the release of the
preliminary announcements of results. The Company’s
attitude towards compliance with its financial reporting
obligations is unacceptable. It purportedly complied with
Rule 13.49(1) but disregarded the purpose of the
financial reporting obligations under the Exchange
Listing Rules. It did not wish to defer publication of the
2015 Results Announcement and the First 2016 Results
Announcement, and proceeded to publish those
announcements despite knowing that:
e some of the figures in the 2015 Results
Announcement were incorrect;
e the audit of the 2016 Annual Results was
substantially incomplete; and

e there were 15 Disclaimed Items.

The financial information contained in the First 2016
Results Announcement could not be relied upon and
effectively did not give any information on the
Company’s financial position and performance to the
market. The Company’'s shareholders and investors
were deprived of timely, accurate and sufficient
information based on which to trade in the Company’s
shares.

In relation to the First 2016 Results Announcement, the
Company asserted that it had to revise the First 2016
Results Announcement to address the Listing
Department’s concerns. It must be emphasized that it is
the primary responsibility of the Company and the
Relevant Directors to prepare the accounts and publish
the 2016 Annual Results which present a true and fair
view of the state of affairs of the Company, and of the
results of its operations and its cashflows for the year
ended 31 December 2016. Such obligation did not arise
only because the Listing Department had concerns over
the First 2016 Results Announcement.
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Hong Kong Securities and Futures Commission
Issues Circular to Intermediaries on Prime Services
and Related Equity Derivatives Activities

On June 10, 2019, the Hong Kong Securities and
Futures Commission (SFC) issues a circular to set out
the expected standards of conduct and internal controls
of prime brokers (PBs), ie, financial institutions providing
prime services and conducting related equity derivatives
activities in Hong Kong.

In particular, the SFC would like to highlight the
regulatory obligations of PBs in light of the remote
booking and operating models and roles of Hong Kong
entities when they provide prime services. Given that
the operating models for prime services are fragmented
by nature with multiple legal entities of a financial
institution involved in different aspects of a client
relationship, PBs are reminded that if clients are
serviced in Hong Kong or if PBs are carrying out their
prime services in Hong Kong, PBs are expected to
comply with the applicable rules and regulations in Hong
Kong regardless of where the risk positions are booked.

Details about the expected standards of conduct and
internal controls are available on the SFC website:
sfc.hk/edistributionWeb/gateway/EN/circular/openAppe
ndix?refNo=19EC41&appendix=1.

More detailed guidance is set out in a report which
provides an overview of the prime services industry
landscape in Hong Kong and shares observations and
good industry practices noted from the SFC’s recent

thematic review of the internal controls and risk
management processes of selected Pbs.

The report on the thematic review of prime services is
available on the SFC website:
sfc.hk/edistributionWeb/gateway/EN/circular/openAppe
ndix?refNo=19EC41&appendix=0.
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Hong Kong Securities and Futures Commission
Issues Circular to Intermediaries - Implementation of
Regulatory Requirements for Online and Offline Sale
of Complex Products

On June 13, 2019, the Hong Kong Securities and
Futures Commission (SFC) issues a circular to inform
intermediaries that the SFC has provided further
guidance by way of the Frequently Asked Questions
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(FAQs) on the regulatory requirements for online and
offline sale of complex products (the Requirements).

The newly added FAQs seek to:

e Clarify that paragraph 5.5 of the Code of
Conduct is applicable only when a client
purchases a complex product on an unsolicited
basis (i.e. no solicitation or recommendation has
been made by an intermediary);

¢ Clarify that the provision of a loan to facilitate a
client to purchase a non-complex product would
not convert the product into a complex product
given that the loan does not alter the terms,
features and risks of the product itself;

e Provide guidance on the implementation of the
Requirements in the case where an execution
broker executes orders placed by an investment
adviser or asset manager on behalf of a client;
and

e Clarify our expectation on the disclosure of
product information  for  solicited or
recommended repeat purchases generally and
for compliance with paragraph 5.5 of the Code
of Conduct for repeat purchases of the same
complex product or complex products of the
same product category.

The full set of FAQs on the Guidelines is also available
on the SFC website at_ www.sfc.hk under the section
“Regulatory functions — Intermediaries — Supervision —
FAQs — Guidelines on Online Distribution and Advisory
Platforms and Paragraph 5.5 of the Code of Conduct”.
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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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