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Australian Securities and Investments Commission
Releases Report on Director and Officer Oversight
of Non-financial Risk

On October 2, 2019, the Australian Securities and
Investments Commission (ASIC) urges companies to
apply a greater focus and sense of urgency to the
oversight and management of non-financial risk.

ASIC's report found:

¢ All too often, management was operating outside of
board-approved risk appetites for non-financial risks,
particularly compliance risk. Boards need to actively
hold management accountable for operating within
stated risk appetites.

e Reporting of risk against appetite often did not
effectively communicate the company’s risk position.
Boards need to take ownership of the form and
content of information they are receiving so that they
can adequately oversee the management of
material risks.

e Material information about non-financial risk was
often buried in dense, voluminous board packs. It
was difficult to identify key non-financial risk issues
in information presented to the board. Boards
should require reporting from management that has
a clear hierarchy and prioritization of non-financial
risks.

e The effectiveness of board risk committees (BRCs)
could be improved. BRCs should meet more
regularly, devote enough time and be actively
engaged to oversee material risks in a timely and
effective manner.
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oversight-of-non-financial-risk

European Banking Authority Consults on its
Proposals to Create a Simple, Transparent and
Standardized Framework for Synthetic
Securitization

On September 25, 2019, the European Banking
Authority launched a 2-month public consultation on its
proposals for a simple, transparent and standardized
(STS) framework for synthetic securitization.

The proposed STS criteria for balance sheet synthetic
include requirements on simplicity, standardization and
transparency similar to those applied to traditional
securitization. In addition, the criteria need to meet a
number of synthetic-specific requirements, such as
those on mitigating counterparty credit risk, including on
eligible protection contracts.

The discussion paper also examines the rationale of the
STS synthetic product and assesses positive and
negative implications of its possible creation and label
as "STS".
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The discussion paper further provides a balanced
analysis of possible introduction of a limited and clearly
defined differentiated regulatory treatment of the STS
synthetic securitization.

The deadline for the submission of comments is
November 25, 2019.
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Financial Conduct Authority of the United Kingdom
Confirms New Rules for Certain Open-Ended Funds
Investing in Inherently llliquid Assets

On September 30, 2019, the Financial Conduct
Authority (FCA) of the United Kingdom has confirmed
new rules which apply to certain types of open-ended
fund investing in inherently illiquid assets such as
property. The new rules apply to these funds, known as
non-UCITS retail schemes, but will not apply to other
types of fund, such as UCITS.

The FCA'’s new rules include introducing a new category
of “funds investing in inherently illiquid assets”. The new
rules require that investors are provided with clear and
prominent information on liquidity risks, and the
circumstances in which access to their funds may be
restricted. The new rules place additional obligations on
the managers of funds investing in inherently illiquid
assets to maintain plans to manage liquidity risk. The
rules also aim to reduce the potential for some investors
to gain at the expense of others.

The new rules come into effect on September 30, 2020.
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Financial Conduct Authority of the United Kingdom

Updates its Directions under the Temporary
Transitional Power

On September 26, 2019, the Financial Conduct
Authority (FCA) of the United Kingdom (UK) has
updated and published draft directions under its
Temporary Transitional Power (TTP). The TTP gives the
FCA flexibility in applying post-Brexit requirements,
allowing firms to transition to a new UK regulatory
framework. The directions would only come into effect
on exit day if the UK leaves the EU without an
implementation period.

The main updates relate to the following areas:

e extending the proposed duration of the directions
issued under the TTP from June 30, 2020 to
December 31, 2020;

e updating the provisions relating to prudential
requirements in the directions to reflect new HM
Treasury legislation;

e revoking certain directions in relation to payment
services, provided by European Economic Area
(EEA) credit institutions in the financial services
contracts regime;

e applying a standstill direction to allow EEA Central
Banks and the European Central Bank to continue
to rely upon their status as exempt persons until
December 31, 2020.
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Swiss Financial Market Supervisory Authority Finds
HNA Group in Breach of Disclosure Obligations

On September 25, 2019, the Swiss Financial Market
Supervisory Authority (FINMA) finds that HNA Group
repeatedly provided false reporting of the beneficial
owners of the company’s former stake in Swiss-listed
company Dufry AG (Dufry).

FINMA’s investigation showed that HNA Group
consistently cited the Cihang Foundation as the
beneficial owner of the stake in Dufry. However, the Co-
Chairmen of HNA Group, Feng Chen and the now
deceased Jian Wang, retained wide-ranging powers of
control, and together bore the greatest economic risk in
connection with the Dufry stake.

FINMA registered a complaint with the Federal
Department of Finance.
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New Zealand Financial Markets Authority Seeks
Feedback on Responsible Investment Products

On September 26, 2019, the New Zealand Financial
Markets Authority (FMA) is seeking views on how green
bonds and other responsible investment products
should be described, labelled and promoted to investors.

The FMA'’'s guidance will not set out prescriptive
definitions of ‘green’, ‘ethical’ or ‘responsible’ but will set
expectations for issuers and product providers about
good conduct and good disclosure so investors can
make an informed choice.

Submissions on the draft guidance close on October 24,
2019
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Source EjE:
fma.govt.nz/news-and-resources/mediareleases/fmaseeking-
feedback-on-responsible-investment-products

Hong Kong Exchanges and Clearing Limited
Expands Coverage of Closing Auction Session for
its Securities Market

On October 8, 2019, Hong Kong Exchanges and
Clearing Limited announced that Closing Auction
Session (CAS) has expanded to cover all equities and
funds in its securities market.

The list of CAS securities now covers all equities
(including depository receipts, investment companies,
preference shares and stapled securities) and funds
including exchange-traded funds and real estate
investment trusts. Meanwhile, structured products,
leveraged and inverse products, equity warrants, rights
and debt securities are not included in CAS. The newly-
included securities also use the existing CAS model,
including the price limit of five per cent during CAS.
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Hong Kong Exchanges and Clearing Limited
Publishes Announcement not to proceed with the
Offer for London Stock Exchange Group PLC

On October 8, 2019, Hong Kong Exchanges and
Clearing Limited (HKEX) released the announcement in
the United Kingdom to announce it does not intend to
make an offer for London Stock Exchange Group PLC.

HKEX said that its shareholders and potential investors
should exercise caution when dealing or investing in
HKEX's shares.
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Hong Kong Insurance Authority Authorizes First
Non-life Virtual Insurer under Fast Track

On October 8, 2019, the Hong Kong Insurance Authority
(IA) announced that it has granted the first authorization
of a non-life insurer owning and operating solely through
digital distribution channels under Fast Track. The first
life virtual insurer under Fast Track was authorized in
December 2018.

The 1A said that the first non-life virtual insurer
authorized under Fast Track is a local company, whose
strategic focus is providing innovative and customer-
centric products, like health and travel insurance, for
under-served segments through bespoke digital
distribution channels without the involvement of
intermediaries.
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The Stock Exchange of Hong Kong Limited Updates
Guidance Materials

On September 30, 2019, The Stock Exchange of Hong
Kong Limited updated revised listing rules, checklists,
frequently asked questions and other regulatory
guidelines as a result of the rule changes on backdoor
listing, continuing listing criteria and other rule
amendments effective October 1, 2019.
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Source Ej&:
hkex.com.hk/listing/rulesandguidance/whatsnew?sc_lang=en

The Listing Committee of The Stock Exchange of
Hong Kong Limited Criticizes Yashili International
Holdings Limited for Breaching the Listing Rules

On September 27, 2019, the Listing Committee of The
Stock Exchange of Hong Kong Limited (Listing
Committee)

CRITICISES:
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Yashili International Holdings Limited (Company (Stock
Code: 1230), together with its subsidiaries, the Group)
for breaching Rules 14A.35 and 14A.36 of the Rules
Governing the Listing of Securities on The Stock
Exchange of Hong Kong Limited (Listing Rules) for
failing to comply with the announcement and
independent shareholders’ approval requirements for
certain connected and continuing connected
transactions.

SETTLEMENT

As a consequence of settlement, the Company admits
its breaches of the Listing Rules, and accepts the
sanctions and directions imposed on it by the Listing
Committee.

FACTS

The Company had received two caution letters in 2014
and 2017 (2014 Caution and 2017 Caution respectively)
in relation to delays in announcing connected
transactions under Chapter 14A of the Listing Rules.

The Company failed to comply with the similar
requirements in Chapter 14A of the Listing Rules again
in respect of seven connected transactions
(Transactions) conducted between January 1 and
August 22, 2017.

REGULATORY CONCERN

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

(1) The nature and causes of the Listing Rule non-
compliances leading to the 2014 Caution and the 2017
Caution are similar to the subject matters of this case.

(2) However, the Company’s failure to comply with the
Listing Rules in respect of the Transactions and the
causes of the failure suggests that the Company had not
fully appreciated the importance of complying with the
Chapter 14A requirements and maintaining an effective
internal controls system for Listing Rule compliance after
receiving the 2014 Caution.

(3) There were deficiencies in the Company’s then
internal controls for procuring the Company’'s
compliance with Chapter 14A requirements, which led to
the Company’s breaches.

(4) The interest of the Company’s shareholders had
been prejudiced in terms of their right to timely receipt of
information concerning the Transactions, and vote on
those requiring their approval before they were carried
out.

(5) The failure to comply with Chapter 14A destroys
transparency, trust and confidence in the market.
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Two Automakers Pay US$40 Million to Settle U.S.
Securities and Exchange Commission Charges for
Misleading Investors

On September 27, 2019, the U.S. Securities and
Exchange Commission (SEC) charged automaker FCA
US LLC (FCA US), and its parent company, Fiat
Chrysler Automobiles N.V., for misleading investors
about the number of new vehicles sold each month to
customers in the United States.

According to the SEC's order, between 2012 and 2016,
FCA US issued monthly press releases falsely reporting
new vehicle sales. The growth streak had in fact been
broken in September 2013.

Without admitting or denying the SEC’s findings, the two
companies have agreed to cease and desist from
committing or causing any future violations of provisions
and to pay a civil penalty of US$40 million on a joint and
several basis.
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Herbalife Nutrition Ltd. Pays US$20 Million to Settle
U.S. Securities and Exchange Commission Charges
for Misleading Investors

On September 27, 2019, the U.S. Securities and
Exchange Commission (SEC) announced that Herbalife
Nutrition Ltd. (Herbalife) has agreed to pay US$20
million to settle charges that it made false and
misleading statements about its China business model
in numerous U.S. regulatory filings over a six-year
period.

According to the SEC’s order, in quarterly and annual
SEC filings between 2012 and 2018, Herbalife told
investors that while direct selling is permitted in China,
multi-level marketing is not, and that as a result,
Herbalife’s business model in China differed from that
used in other countries. The SEC order finds that
Herbalife’s public statements concerning service
provider compensation were false and misleading and
deprived investors of the information they needed to fully
evaluate the risk of investing in Herbalife stock.

Without admitting or denying the SEC's findings,
Herbalife consented to the SEC’s order finding that it
violated certain antifraud and reporting provisions of the
federal securities laws.
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U.S. Securities and Exchange Commission Orders
Blockchain Company to Pay US$24 Million Penalty
for Unregistered Initial Coin Offering of Digital
Tokens

On September 30, 2019, the U.S. Securities and
Exchange Commission (SEC) announced settled
charges against blockchain technology company
Block.one for conducting an unregistered initial coin
offering of digital tokens (ICO) that raised the equivalent
of several billion dollars over approximately one year.

According to the SEC’s order, Block.one, which has
operations in Virginia and Hong Kong, conducted an
ICO between June 2017 and June 2018. Block.one did
not register its ICO as a securities offering pursuant to
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the federal securities laws, nor did it qualify for or seek
an exemption from the registration requirements.

Block.one consented to the order without admitting or
denying its findings. Block.one agreed to settle the
charges by paying a US$24 million civil penalty.
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U.S. Securities and Exchange Commission Adopts
New Rule to Allow All Issuers to “Test-the-Waters”

On September 26, 2019, the U.S. Securities and
Exchange Commission (SEC) announced that it has
adopted a new rule that extends a “test-the-waters”
accommodation—currently a tool available to emerging
growth companies or “EGCs"—to all issuers.

Under the new rule, all issuers will be allowed to gauge
market interest in a possible initial public offering or
other registered securities offering through discussions
with certain institutional investors prior to, or following,
the filing of a registration statement.

The rule will become effective 60 days after publication
in the Federal Register.
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U.S. Securities and Exchange Commission
Announces to Simplify Volcker Rule

On October 8, 2019, the U.S. Securities and Exchange
Commission (SEC) announced to simplify compliance
requirements relating to the “Volcker rule.” The Volcker
rule generally prohibits banking entities from engaging
in proprietary trading or investing in hedge funds or
private equity funds.

Under the revised rule, firms that do not have significant
trading activities will have simplified and streamlined
compliance requirements, while firms with significant
trading activity will have more stringent compliance
requirements.

The rules will be effective on January 1, 2020, with a
compliance date of January 1, 2021.
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Hong Kong Securities and Futures Commission
Bans a Former Licensed Representative of Sun
Hung Kai Investment Services Limited for 30 Months

On October 2, 2019, the Hong Kong Securities and
Futures Commission (SFC) has banned Mr Vincent Ng
Lok Kan (Ng), a former licensed representative of Sun
Hung Kai Investment Services Limited (SHKIS), from re-
entering the industry for 30 months from September 27,
2019 to March 26, 2022.

The disciplinary action follows an SFC investigation
which found that Ng, an account executive of SHKIS at
the material time, placed a number of buy orders for a
warrant through a client’s account on February 27, 2015,
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causing the price of the warrant to increase significantly.
Ng then immediately sold his entire personal holdings in
the warrant to the client. In doing so, he made a profit of
HK$14,510 while his client suffered a nominal loss of
HK$13,040.

The SFC considers Ng's conduct in ramping up the
warrant’s price to facilitate the offloading of his personal
holdings in the warrant for his own benefit and to the
detriment of his client dishonest and unfair to the client.
Ng'’s conduct was also unfair to other market participants
because it interfered with the impatrtiality and objectivity
of the normal price formation and may have affected
their trading strategy and investment decision in the
warrant.

The SFC also found that Ng effected transactions in the
client's account on a discretionary basis without
obtaining the client’'s prior written authorization, and
without the knowledge and approval of SHKIS. This
prevented SHKIS from monitoring and supervising the
operation of the account and, in turn, deprived the client
of SHKIS’s protection in monitoring the discretionary
trades conducted by Ng in his account.

In deciding the sanction against Ng, the SFC took into
account all relevant circumstances, including the client’s
financial loss resulting from Ng's conduct, his relative
inexperience in the industry at the time of his misconduct,
and his otherwise clean disciplinary record.
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Hong Kong Securities and Futures Commission
Reprimands and Fines SEAVI Advent Ocean Private
Equity Limited HK$1 Million

On October 3, 2019, the Hong Kong Securities and
Futures Commission (SFC) has reprimanded and fined
SEAVI Advent Ocean Private Equity Limited (SAOPEL)
HK$1 million for breach of the Code of Conduct.

The disciplinary action follows an SFC investigation
which found that SAOPEL had allowed its director and
an investment manager, both of whom were not licensed
by the SFC, to perform regulated functions for its
business in regulated activities between March 2013
and April 2014. They introduced clients to invest in the
fund managed by SAOPEL, answered clients’ queries
and arranged for the execution of the subscription
agreements for the fund.

In determining the sanction, the SFC took into account

all relevant circumstances, including that SAOPEL:

e had failed to ensure that the persons it
employed/appointed to conduct its licensed
business were fit and proper;

e cooperated with the SFC in resolving its concerns;
and

e has an otherwise clean disciplinary record.
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Hong Kong Securities and Futures Commission
Seeks Disqualification Orders against Former
Chairman and Executive Directors of Inno-Tech
Holdings Limited

On October 4, 2019, the Hong Kong Securities and
Futures Commission (SFC) obtained disqualification
orders in the Court of First Instance against former
chairman and executive director, Ms Wong Yuen Yee,
and three former executive directors, namely, Mr Robert
Wong Yao Wing, Mr Wong Kwok Sing and Mr Lam Shiu
San, of Inno-Tech Holdings Limited (Inno-Tech).

They were disqualified from being a director or taking
part in the management of any corporation in Hong Kong,
without leave of the Court, for a period of three years
effective from October 3, 2019.

Disqualification orders were made after all of them
admitted that they were in breach of their duty to
exercise due and reasonable skill, care and diligence in
the course of acting as directors of Inno-Tech by failing
to:

e carry out adequate investigation into or due
diligence prior to the acquisitions of the interests in
three Mainland hotels in 2007 and 2008; and

e negotiate the consideration for these acquisitions.

In granting the orders, the Court accepted that there was
no dishonesty, bad faith, illicit gain or conflict of interest
involved in their conduct and that the three-year
disqualification  period is appropriate in the
circumstances.
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Hong Kong Securities and Futures Commission
Concludes Consultation on the Enhanced Investor
Compensation Regime

On October 8, 2019, the Hong Kong Securities and
Futures Commission (SFC) released consultation
conclusions on proposed enhancements to the Investor
Compensation Regime, including raising the
compensation limit from HK$150,000 to HK$500,000
per investor per default and covering northbound trading
under Mainland-Hong Kong Stock Connect.

Subject to the legislative process, the SFC expects to
implement the changes in early 2020.
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Hong Kong Securities and Futures Commission
Issues Circular on Terms and Conditions for
Licensed Corporations which Manage Portfolios
that Invest in Virtual Assets

On October 4, 2019, the Hong Kong Securities and
Futures Commission (SFC) issued a circular to inform
that the proforma set of terms and conditions for
Licensed Corporations which Manage Portfolios that
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Invest in Virtual Assets (terms and conditions) is now
available on the SFC’s website.

On November 1, 2018, the SFC issued a Statement on
regulatory framework for virtual asset portfolio
managers, fund distributors and trading platform
operators. Among other things, the SFC announced that
terms and conditions will be imposed on licensed
corporations which manage or plan to manage portfolios
with (i) a stated investment objective to invest in virtual
assets; or (ii) an intention to invest 10% or more of the
gross asset value of the portfolio in virtual assets

(collectively referred to as Virtual Asset Fund Managers).

Going forward, the terms and conditions will be imposed
on all Virtual Asset Fund Managers, subject to minor
variations and elaborations depending on individual
Virtual Asset Fund Manager's business model and
circumstances.
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Hong Kong Securities and Futures Commission
Seeks Compensation and Disqualification orders
against Perfect Optronics Limited’s Chairman and
Board Members

On October 8, 2019, the Hong Kong Securities and
Futures Commission (SFC) commenced legal
proceedings in the Court of First Instance to seek court
orders against Mr Cheng Wai Tak (Cheng), the
chairman and executive director of Perfect Optronics
Limited (Perfect Optronics), and the rest of its directors
for their alleged breach of fiduciary duties.

The other directors involved in the SFC's legal
proceedings are: Mr Tse Ka Wing and Mr Liu Ka Wing,
both of whom are executive directors of Perfect
Optronics; and Mr Li Shui Yan, Mr Wong Chi Chiu and
Mr John Wong Yik Chung, all of them being independent
non-executive directors of Perfect Optronics.

Specifically, the SFC is seeking disqualification and
compensation orders against all the directors under
section 214 of the Securities and Futures Ordinance. If
a compensation order is obtained, it would compel the
directors to compensate Perfect Optronics for the
alleged loss caused by their misconduct.

The SFC’s action follows an investigation arising from
Cheng’s guarantee that if a group of companies that he
had sold to Perfect Optronics in April 2015 failed to meet
a minimum profit of HK$34 million for the two years
ending December 31, 2016, he would compensate
Perfect Optronics a sum equivalent to 9.513 times the
shortfall in the guaranteed minimum profit.

On December 22, 2016, nine days before the expiry of
the minimum profit guarantee period, Perfect Optronics
sold part of the group of companies that it acquired from
Cheng. The gain from the transaction boosted the profit
of the group of companies by HK$26.5 million.

As a result, the compensation payable by Cheng to
Perfect Optronics due to the shortfall in the guaranteed
minimum profit was significantly reduced by HK$251.9
million.

The SFC alleges that Cheng had a material interest in
the transaction in light of the significant reduction in the
compensation payable by him under the minimum profit
guarantee. But he failed to, among other things, avoid
any involvement in the negotiations for the transaction,
properly disclose to the other directors his material
interests in it and abstain from voting in the approval of
the transaction. Therefore, Cheng was in breach of his
fiduciary duty as a director of Perfect Optronics.

The SFC also alleges that the other directors of Perfect
Optronics failed to properly investigate the terms of the
transaction and/or balance the pros and cons of
postponing the transaction after December 31, 2016.
Therefore, they deliberately and/or recklessly preferred
the interests of Cheng over that of Perfect Optronics and
as such, they were in breach of their fiduciary duties as
directors of the company.
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Hong Kong Securities and Futures Commission
Proposes to Regulate Trustees and Custodians of
Public Funds

On September 27, 2019, the Hong Kong Securities and
Futures Commission (SFC) launched a consultation on
a proposal to regulate depositaries of SFC-authorized
collective investment schemes (CIS). Depositaries
operating in Hong Kong would be licensed by or
registered with the SFC for a new type of regulated
activity, RA 13, and be subject to the ongoing

supervision of the SFC or the Hong Kong Monetary
Authority.

Depositaries are trustees for CIS in unit trust form, and
custodians for CIS in other forms, who are at the top of
the custodial chain. They have the responsibility to
safeguard scheme assets and perform independent
oversight of scheme operations.

The public is invited to submit their comments to the
SFC on or before December 31, 2019.
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Hong Kong Securities and Futures Commission
Issues Restriction Notices to a Broker to Freeze
Client Accounts Related to a Corporate Officer’s
Suspected Breach of Duties

On September 27, 2019, the Hong Kong Securities and
Futures Commission (SFC) has issued restriction
notices to KGI Asia Limited (KGlI), prohibiting the broker
from dealing with or processing certain assets held in
several client accounts which are beneficially owned by
an individual who is suspected of breaching his duties
towards a listed corporation.

The SFC is not investigating KGI, which has cooperated
with the SFC'’s investigation. The restriction notice does
not affect KGI's operations or its other clients.

The restriction notice prohibits KGI, without the SFC’s
prior written consent, from disposing of or dealing with,
assisting, counselling or procuring another person to
dispose of or deal with certain assets in those accounts
in any way. KGI is also required to notify the SFC if it
receives any of these instructions.
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The SFC will soon commence civil proceedings under
section 214 of the Securities and Futures Ordinance in
the Court of First Instance against the listed
corporation’s management team which includes the
individual who holds those accounts. The SFC will also
seek court orders against that individual to pay
compensation to the listed corporation concerned.

The SFC considers that the issue of the restriction notice,

which preserves the assets in those accounts, is
desirable in the interest of the investing public and in the
public interest.
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Hong Kong Securities and Futures Commission
Releases Frequently Asked Questions on its
Guidelines for Securities Margin Financing
Activities

On September 30, 2019, the Hong Kong Securities and
Futures Commission (SFC) issued guidance on
compliance with the new Guidelines for Securities
Margin Financing Activities.

Frequently Asked Questions (FAQs) posted on the SFC
website address concerns of the industry about
compliance with the benchmarks set out in the
guidelines, which will be implemented on October 4,
2019. The FAQs state that the objective of the guidelines
is to help brokers identify the financial risks in relation to
their securities margin financing business and to assist
them in properly managing these risks to their excess
liquid capital buffers.
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Hong Kong Securities and Futures Commission
Takeovers and Mergers Panel does not Permit
Broadford Global Limited to Deduct Dividend from
Offer Price

On October 2, 2019, the Hong Kong Securities and
Futures Commission (SFC) Takeovers and Mergers
Panel (Panel) has ruled that Broadford Global Limited
(Broadford) will not be allowed to deduct the final
dividend approved by shareholders of Dalian Port (PDA)
Company Limited (Dalian Port) from its offer price in a
possible mandatory general offer.

The Panel considered that the joint announcement
issued by Broadford and Dalian Port did not mention that
the final dividend may be deducted from the offer price.
Readers of the announcement would have expected
Dalian Port’s shareholders to receive the full offer price
of HK$1.0127 per share.

The Takeovers Code requires that all statements made
during the course of an offer must satisfy the highest
standards of accuracy and, in normal circumstances, the
price stated in an offer announcement should not be
reduced.

On June 14, 2019, Broadford’s advisers approached the
Takeovers Executive seeking confirmation that the
terms of the possible offer permitted Broadford to deduct
the final dividend from the offer price. The matter was
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referred to the Panel as there were particularly novel,
important or difficult points at issue.
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Shenzhen  Stock  Exchange  Revises ETF
Implementation Rules to Promote Sound
Development of its ETF Market

On September 27, 2019, Shenzhen Stock Exchange
(SZSE) released the Implementation Rules for Trading,
Creation and Redemption of Securities Investment
Funds on SZSE (revised in 2019), which will take effect
on October 21. The revision of the Rules improves the
settlement mode of SZSE ETF trading, adjusts the
creation and redemption mode of cross-market ETFs on
SZSE. The move better meets the actual market
demand, increases the efficiency of market creation and
redemption, and contributes to the long-term sound
development of the SZSE’s ETF market.

The revision of the Rules mainly includes two aspects:
First, the trading settlement mode of SZSE ETF was
transformed from T+1DVP to the A-share mode. After
the adjustment, the settlement time of ETF shares was
advanced, from “T+1” day to “T” day, while the fund
settlement time remained “T+1" day, which is consistent
with the A-share settlement time. Second, the creation
and redemption mode of the cross-market ETFs on
SZSE was altered. With the OTC share purchase and
redemption mode retained, the creation and redemption

mode of cross-market ETFs traded on SZSE was
changed from “full-cash substitution” to “in-kind creation
and redemption of SZSE shares and cash substitution
of Shanghai Stock Exchange shares” mode, and the
China Securities Depository and Clearing Corporation
Limited was responsible for the guaranteed settlement.

SZSE said that the adjustment of the settlement mode
of ETF trading on SZSE has the following advantages.
First, the ETF operation mode has been streamlined and
the operating costs and operational risks of all market
participants been lowered, helping to ensure the safe
and stable operation of the ETF market. Second, the
ETF market liquidity has been enhanced and the role of
ETF products as a tool been strengthened, helping to
guide the wide participation of medium- and long-term
funds represented by institutional investors on the A-
share market through the allocation of ETF. It is notable
that after adjusting the exchange-traded creation and
redemption mode of the cross-market ETFs, the ETF
share created can be sold on the same day of purchase,
and the stocks gained from the shares redeemed can be
sold on the same day of redemption. Investors and
liquidity service providers also see significant
improvement in ETF shares and capital use efficiency.
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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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