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The Stock Exchange of Hong Kong Limited Updates
and Streamlines its Guidance Materials

On February 28, 2020, The Stock Exchange of Hong
Kong Limited (the Exchange), a wholly owned subsidiary
of Hong Kong Exchanges and Clearing Limited (HKEX),
updates three Guidance Letters and eight sets of
Frequently Asked Questions (FAQs), and withdrew 15
Guidance Materials.

The Exchange publishes Guidance Materials from time
to time to provide the market with guidance and clarity
on the application of certain Listing Rules and practices.
The Exchange noted its Guidance Materials had
increased significantly over the years, and a humber of
professional advisers commented that the Guidance
Materials should be streamlined. In response to the
market feedback, the Exchange began a review of over
200 Guidance Materials in early 2018.

It is part of the Exchange’s continuous effort to
streamline its guidance and related materials. The first
three sets of updates were published in July 2018,
March 2019 and April 2019, respectively. The Exchange
said it will continue to review and streamline its
Guidance Materials as appropriate.

Details of the changes can be found via
https://www.hkex.com.hk/News/News-
Release/2020/200228news?sc_lang=en

They do not affect policy direction, which remains the
same.

Below are some highlights of the changes:

e Three updated Guidance Letters — HKEXGL89-16
(Guidance on issues related to “controlling
shareholder” and related Listing Rules implications,
mainly to extend “controlling shareholders” to
potentially cover largest shareholder(s) with less
than 30% shareholding); HKEX-GL52-13 (Guidance
for mineral companies); and HKEX-GL36-12
(Guidance on due diligence to be conducted by the
sponsor and disclosure in the listing document
relating to a distributorship business model).
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e FEight sets of updated FAQs — FAQ Series 1, 5, 8,
20, 24, 26, 31; and FAQ N0.008-2017 to 022-2017
and 023-2018.

e 15 withdrawn Guidance Materials — Eight Guidance
Materials have been consolidated into the revised
GL52-13 as mentioned above; four outdated Listing
Decisions (LD106-1, LD46-3, LD21-2 and LD12-3)
and three Interpretative Letters (RL4-05, RL6-05
and RL22-07) have been withdrawn.

The latest updated Guidance Materials can be found on
the HKEX website. The withdrawn Guidance Materials
can be found in the Archive section on the HKEX
website.
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The Stock Exchange of Hong Kong Limited
Publishes Frequently Asked Questions on the Joint
Statement in Relation to Results Announcements in
Light of Travel Restrictions Related to the Severe
Respiratory Disease Associated with a Novel
Infectious Agent (Joint Statement)

On February 28, 2020, The Stock Exchange of Hong
Kong Limited (the Exchange) has published a set of
frequently asked questions (FAQs) during the course of
the discussions on the Joint Statement between the
Exchange, the Securities and Futures Commission
(SFC) and various stakeholders and listed issuers.

Below are some highlights of the FAQs:

A. Publication of results by issuers with December 31
financial year end

Can trading in its securities continue?

(i) If an issuer is able to publish a preliminary
results announcement but without agreement
with auditors by March 31, 2020

Yes. As explained in the Joint Statement, the
Exchange will not normally suspend trading of the
securities of the issuer.

(ii) If an issuer has management accounts available
but is uncertain as to potential adjustments to
the financial figures (whether due to the lack of

supporting evidence or relating to the
impairment or valuation of assets or liabilities)
As explained in the Joint Statement, it is our overall
objective to minimize trading disruptions. In this
regard the issuer should provide the investing public
with sufficient information to make investment
decisions. For example, the Exchange will not
normally require trading suspension:

a) if there are uncertainties on certain financial
items and the issuer can highlight the areas of
uncertainties in its announcement.

b) if the issuer cannot provide breakdown of
financial figures normally in notes to financial
statements.

What should the announcement include?

(i) If an issuer is able to publish a preliminary
results announcement but without agreement
with auditors by March 31, 2020

In addition to the preliminary results, the issuer may
consider including:

a) a statement to the effect that the results have
not been agreed with its auditors;

b) an explanation for the lack of agreement with
auditors and where available, the expected date
that the results may be agreed with auditors;
and

c) whether the results have been agreed with the
audit committee and if there is disagreement,
details of the disagreement.

(if) If an issuer has management accounts available
but is uncertain as to potential adjustments to
the financial figures (whether due to the lack of
supporting evidence or relating to the
impairment or valuation of assets or liabilities)

The announcement should provide details of the
uncertainties. In preparing the financial information
for publication, issuers may refer to the e-News
published by the Financial Reporting Council (the
FRC) on February 6, 2020 (Note 1) for advice to the
board of directors and audit committees.

The announcement should comply with the
standards for disclosure for issuers’ communication
(see Main Board Listing Rule 2.13/ GEM Listing
Rule 17.56). In particular, information presented in
the announcement should be, taken as a whole,
accurate and complete in all material respects and
not be misleading or deceptive.
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If the issuer’s financial results are subsequently
agreed by auditors, should it publish a further
announcement?

(i) If an issuer is able to publish a preliminary
results announcement but without agreement
with auditors by March 31, 2020

Yes, the announcement can simply state that the
previously published results have been agreed with
auditors. If there are adjustments to the accounts,
the announcement should clearly explain the
adjustments and where appropriate, publish the
revised results that have been agreed with auditors.

(ii) If an issuer has management accounts available
but is uncertain as to potential adjustments to
the financial figures (whether due to the lack of
supporting evidence or relating to the
impairment or valuation of assets or liabilities)

Where the issuer is subsequently aware of any
material differences and/or has obtained the
outstanding information, it should publish a
supplemental announcement to clearly explain the
differences and/or disclose the outstanding
information when the information is available and
where appropriate, revised results that have been
agreed with auditors.

If an issuer’s operations are severely affected by the
outbreak of SRD and cannot prepare its
management accounts

As recommended in the Joint Statement, the issuer
should consult with the Exchange on the financial

information that it is able to report on as soon as possible.

The Exchange will assess whether the publication of this
information will be sufficient to maintain an orderly,
informed and fair market so that trading in the issuer’s
securities can continue.

If the issuer's business operations, reporting controls,
systems, processes or procedures are materially
disrupted by the SRD outbreak and/or the related travel
restrictions, management should assess whether any
inside information has arisen under Part XIVA of the
Securities and Futures Ordinance (the SFO) and, if so,
make a separate announcement as soon as reasonably
practicable, independent of any announcement required
under the Listing Rules.

The original form can be found at:
https://www.frc.org.hk/enus/enews/202002/enewsletter_2020
02_en_Final_website.pdf

Should an issuer make a written submission to the
Exchange and/or apply for a waiver if its preliminary
results announcement does not fully comply with

Main Board Listing Rules 13.49(1) and (2)/ GEM
Listing Rule 18.49?

To reduce the administrative burden of issuers the
Exchange welcomes issuers to make verbal enquiries.

A waiver application is not required where an issuer
publishes a preliminary results announcement that does
not fully comply with the requirements in Main Board
Listing Rules 13.49(1) and (2)/ GEM Listing Rule 18.49
and/or where the Exchange exercises its discretion
under Main Board Listing Rule 13.50/ GEM Listing Rule
17.49A not to suspend trading in the issuer’s securities.

If an issuer has concerns that its management
accounts may have material differences compared
to its later audited financial statements:

i. what should the issuer do?

To minimize potential material differences, the audit
committee is encouraged to discuss the key audit
matters with the auditors as early as possible. Please
see the advice from the FRC in its e-News released on
February 6, 2020:

(https:/iwww.frc.org.hk/enus/enews/202002/enewsletter_202
002_en_Final_website.pdf).

The SFC and the Exchange will not take disciplinary
action solely because of material differences. The
Exchange will consider whether the issuer and its
directors have been diligent and reasonable in their
treatment of accounts or put a good faith effort on the
available information. Issuers can also refer to the Hong
Kong Institute of Directors’ response to the Joint
Statement  published on February 7, 2020
(https:/imww.hkiod.com/7Feb2020_final.pdf) and
guidance provided by the FRC in its February e-News.

ii. can the issuer postpone the publication of the
preliminary results announcement until the
audit is completed?

The issuer is reminded of its obligation to timely disclose
inside information under Part XIVA of the SFO.
Withholding of unaudited financial information may
expose the issuer to a risk of non-compliance with Part
XIVA of the SFO

B. Publication of audited financial statements and
Listing Rules requirements related to published
financial information and requirements of holding
annual general meetings (AGMSs)

If an issuer cannot publish its annual report by April
30, 2020 (for GEM issuers, March 31, 2020), can the
issuer postpone the publication of its annual report?
Could the issuer postpone the date of its annual

3
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general meeting beyond six months as a result of
the delayed publication of audited financial
statements?

Yes, the Exchange may waive the requirements and
allow a later publication date case by case based on the
particular circumstances of the issuer and the
information it obtained during the consultation process.
The Exchange will consider, among others, the financial
information the issuer is able to publish before March 31,
2020 and the effect of the outbreak of SRD on the
particular issuer.

The issuer should also take note of the deadline for
holding an annual general meeting and plan accordingly.
For overseas and PRC issuers, the Exchange may
consider waiving the relevant Listing Rules requirement
under Main Board Listing Rule 13.46(2)(b)/ GEM Listing
Rule 18.03 Note 3 on a case-by-case basis. However,
the directors should also observe the relevant
requirements under the laws and regulations in their
jurisdictions and the issuers’ own articles of association.
(Note: PRC, Cayman and Bermuda company laws
require companies to hold AGMs at least once every
year. The PRC also requires listed companies to hold
AGMs within six months of the closing of the financial
year.)

For Hong Kong issuers, the Companies Ordinance
requires the issuer to hold the AGM within six months
and directors to lay the issuer's annual financial
statements at its AGM within the period of six months
after the end of the financial year. While Main Board
Listing Rule 13.46(1) Note 2/ GEM Listing Rule 18.03
Note 3 also requires Hong Kong issuers to lay accounts
within six months of its financial year end, the Exchange
will not grant any waiver that would result in
contravention with company laws.

When does the blackout period for an issuer that
publishes a preliminary results announcement
without auditors’ agreement on March 31, 2020 end?

By now, all issuers with December year end should have
started the blackout date (based on the expected
publication time on or before March 31, 2020).

Rule A.3 of Appendix 10/ note to GEM Listing Rule 5.56
states that “Directors should note that the period during
which they are not allowed to deal under rule A.3 will
cover any period of delay in the publication of a results
announcement.”

Accordingly, the blackout period ends when the issuer
releases the audited financial results (or an
announcement confirming that the released results have
now been agreed with auditors).
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Hong Kong Securities and Futures Commission
Issues Quarterly Report

On February 21, 2020, Hong Kong Securities and
Futures Commission (SFC) publishes its latest Quarterly

Report which summarizes key developments from
October to December 2019.

Highlights of the quarter included the launch of a
consultation on proposed changes to the open-ended
fund companies regime to encourage more private funds
to set up in Hong Kong and the release of a position
paper setting out a new licensing framework for virtual
asset trading platforms.

The SFC also published consultation conclusions on
enhancements to the investor compensation regime
which raised the compensation limit to HK$500,000 per
investor per default and on proposals to impose margin
requirements for non-centrally cleared over-the-counter
derivatives to help reduce systemic market risks.

As part of ongoing efforts to address corporate
misconduct, the SFC issued a statement in November
to remind listed companies not to disclose false,
incomplete or misleading information about their
counterparties in a transaction, together with a circular
reminding asset managers to properly assess potentially
dubious arrangements and transactions involving
private funds or discretionary accounts which are
proposed or directed by investors.

A report published by the SFC in December shared the
findings of its survey on integrating environmental, social
and governance factors and climate risks in asset
management.

Key figures for the quarter include:

e The number of licensees and registrants rose 2.3%
from last year to 47,437, including the number of
licensed corporations, which grew 6.2% to 3,084.

The SFC conducted 76 on-site inspections of
licensed corporations to review their compliance
with regulatory requirements.

e The SFC authorized 50 unit trusts and mutual funds
and 18 unlisted structured investment products for
public offering.

e 51 new listing applications were vetted.

e In reviewing corporate disclosure, the SFC issued
section 179 directions to gather additional
information in 14 cases and wrote to detail its
concerns in six transactions.

e It made 2,345 requests to intermediaries for trading
and account records triggered by untoward price
and turnover movements.



J M L

e Five licensed corporations and five individuals were
disciplined, resulting in total fines of HK$413.3
million.

The report is available on the SFC website.
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The Listing Committee of the Stock Exchange of
Hong Kong Limited Censures Yorkshine Holdings
Limited (Previous Stock Code: 1048), and Censures
or Criticizes a Number of its Former Directors for
Breaching the Listing Rules and/or the Director’s
Undertaking

On February 27, 2020, The Listing Committee (“Listing
Committee”) of The Stock Exchange of Hong Kong
Limited (the Exchange)

CENSURES:

(1) Yorkshine Holdings Limited (previous Stock Code:
1048) (the listing of the Company’s shares on the
Exchange was cancelled with effect from 27 December
2019 under Rule 6.01A) (“Company”),

for (i) breaching Rule 13.49(2) of the Rules Governing
the Listing of Securities on The Stock Exchange of Hong
Kong Limited (“Exchange Listing Rules”) by failing to
seek its auditor’'s agreement prior to the publication of
the Company’s preliminary announcement of annual
results for the year ended 30 April 2016; and (ii) for
breaching Rules 14.34, 14A.34, 14A.35, 14A.36, 14A.39,
14A.46, 14A.49, 14A.53, 14A.55, 14A.56 and 14A.57 of
the Exchange Listing Rules by failing to comply with the
relevant requirements for disclosable and/or continuing
connected transactions;

FURTHER CENSURES:

(2) Mr. Chow Kin Wa (“Mr. Chow"), former executive
director (“ED”) and Chief Executive Officer of the
Company; and

(3) Mr. Yu Wing Keung Dicky (“Mr. Yu"), former ED and
Chairman of the Company,

for breaching (i) Rule 3.08(f), (ii) 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 (the “Undertaking”) to
comply with the Exchange Listing Rules to the best of
their ability, and (iii) their Undertakings to use their best
endeavors to ensure the Company’s compliance with
the Exchange Listing Rules and that the Company had
adequate and effective internal controls;
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AND:

(4) Mr. Foo Teck Leong (“Mr. Foa”), former independent
non-executive director (“INED") of the Company, and

(5) Mr. Tang Chi Loong (“Mr. Tang”), former INED of the
Company,

for breaching their obligations under their Undertakings
to use their best endeavors to ensure that the Company
had adequate and effective internal controls.

AND CRITICISES:

(6) Mr. Chow Kin San, former ED of the Company,

for breaching his obligations under his Undertaking to
use his best endeavors to ensure that the Company had
adequate and effective internal controls.

(The directors identified at (2) to (6) above are
collectively referred to as the “Directors”.)

For the avoidance of doubt, the Exchange confirms that
the sanctions and directions in this news release apply
only to the Company and the Directors, and not to any
other past or present members of the board of directors
(“Board”) of the Company.

HEARING

On March 13, 2019, the Listing Committee conducted a
hearing into the conduct of, among others, the Company
and the Directors in relation to their obligations under the
Exchange Listing Rules and the Undertakings.

On October 14, 2019, the Listing Committee conducted
a disciplinary (review) hearing on the applications by,
among others, Mr. Foo, Mr. Tang and Mr. Chow Kin San
for a review of the decisions of and the sanctions
imposed by the Listing Committee at first instance (the
“Disciplinary (Review) Hearing”). The Disciplinary
(Review) Hearing was adjourned and reconvened on
December 13, 2019.

FACTS

This news release concerns two separate cases
involving breaches of the Exchange Listing Rules by the
Company, being:

(a) Case 1 — The Company published its unaudited final
results for the year ended April 30, 2016 on June 29,
2016 (“2016 Results Announcement”). Rule 13.49(2)
requires that the preliminary announcement of annual
results shall have been agreed with the Company’s
auditors. The Company admitted that it breached Rule
13.49(2) of the Exchange Listing Rules in respect of the
2016 Results Announcement.

(b) Case 2 — The Company'’s subsidiary (“Tianjin Shifa”)
entered into certain transactions with a connected party
(“Wanshida”) during the financial years ended April 30,
2014, April 30, 2015 and April 30, 2016 (“Transactions”).
The Transactions were subject to Chapters 14 and 14A
of the Exchange Listing Rules. The Company admitted
that it failed to comply with the annual review, reporting,
announcement and independent shareholders’ approval
requirements of the Exchange Listing Rules in respect
of the Transactions.

The Company admitted that its breaches of the
Exchange Listing Rules in respect of Case 2 were due
to internal control deficiencies at the relevant time. The
Company submitted that there were no written internal
control policies in relation to compliance with Chapters
14 and 14A of the Exchange Listing Rules, and that it
did not maintain a list of connected parties.

Mr. Chow and Mr. Yu were both on the board of Tianjin
Shifa and were aware that Wanshida was a connected
party. By June 2014, both Mr. Chow and Mr. Yu were
aware that the Transactions had possibly breached the
Exchange Listing Rules, but they did not take any action
or raise this with the rest of the Board. This resulted in
the Company’s continued breaches of the Exchange
Listing Rules in respect of the Transactions. Mr. Yu
admitted that he breached his Undertaking to ensure the
Company'’s Exchange Listing Rule compliance. Both Mr.
Chow and Mr. Yu admitted that there were internal
control deficiencies which led to the Company’s
breaches.

Mr. Chow Kin San placed excessive reliance on other
members of the Board and the chief financial officer /
company secretary of the Company (“CFO/Company
Secretary”) to procure the Company’s compliance with
the Exchange Listing Rules. Mr. Foo and Mr. Tang as
members of the audit committee of the Company, did not
take adequate steps to review the Company’s internal
control system, or to ensure that the Company’s internal
control procedures were being followed and regularly
updated.

Exchange Listing Rule Requirements

In respect of Case 1, the 2016 Results Announcement
was subject to Rule 13.49(2) of the Exchange Listing
Rules, which requires that the preliminary
announcement of annual results shall have been agreed
with the Company’s auditors.

In respect of Case 2, the Transactions were subject to
the following requirements of the Exchange Listing
Rules:

(a) Rule 14.34 provides that a listed issuer must inform
the Exchange and publish an announcement as soon as
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possible after the terms of, inter alia, a disclosable or a
major transaction have been finalized.

(b) Rule 14A.34 provides that a listed issuer’'s group
must enter into a written agreement for a connected
transaction.

(¢) Rule 14A.35 provides that a listed issuer must
announce a connected transaction as soon as
practicable after its terms have been agreed.

(d) Rules 14A.36, 14A.39 and 14A.46 provide that (i) a
connected transaction must be conditional upon
shareholders’ approval at a general meeting held by the
listed issuer, (i) the listed issuer must set up an
independent board committee and appoint an
independent financial adviser, and (iii) a circular must be
issued to shareholders.

(e) Rule 14A.49 provides that a listed issuer must
disclose its connected transactions conducted during
the financial year in its annual report.

(f) Rules 14A.53, 14A.55, 14A.56 and 14A.57 set out the
requirements for continuing connected transactions,
including an annual cap, review by INEDs, engaging
auditors to report on the continuing connected
transactions, and providing a copy of the auditors’ letter
to the Exchange.

Rule 3.08 provides that the Exchange expects the
directors to fulfil fiduciary duties and duties of skill, care
and diligence to a standard at least commensurate with
the standard established by Hong Kong law. These
include duties to apply such degree of skill, care and
diligence as may reasonably be expected of a person of
his knowledge and experience and holding his office
within the listed issuer (Rule 3.08(f)).

The Directors were under the obligations, pursuant to
their respective Undertakings, to comply to the best of
their ability with the Exchange Listing Rules and to use
their best endeavors to procure the Company’s
compliance with the Exchange Listing Rules, and to
ensure that the Company had adequate and effective
internal controls.

LISTING COMMITTEE’S FINDINGS OF BREACH

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

Company’s breaches

The Listing Committee noted that the Company admitted
that it breached Rule 13.49(2) in respect of Case 1, and
Rules 14.34, 14A.34, 14A.35, 14A.36, 14A.39, 14A.46,
14A.49, 14A.53, 14A.55, 14A.56 and 14A.57 in respect

of Case 2, and found that the Company did breach these
Rules.

Directors’ breaches
The Listing Committee concluded that:

(@) Mr. Chow and Mr. Yu breached (i) Rule 3.08(f), (ii)
their Undertakings to comply with the Exchange Listing
Rules to the best of their ability, and (iii) their
Undertakings to use their best endeavors to procure the
Company’s compliance with the Exchange Listing Rules
(these breaches were admitted by Mr. Chow and Mr. Yu):

(i) Mr. Chow admitted that he was aware of the
Transactions and that Wanshida was a connected party.
However, he failed to take any steps to ensure that the
Company complied with the Exchange Listing Rules at
the time of the Transactions.

(i) The evidence showed that, by June 2014, Mr. Chow

and Mr. Yu were both aware of the potential breaches of
the Exchange Listing Rules as a result of the
Transactions. They did not take any action to consider
the implications of the Company’s breaches, or to
ensure that the Company did not continue to breach the
relevant Exchange Listing Rules. They did not discuss
the Transactions with the rest of the Board, nor did they
seek advice from professional parties. This resulted in
the Company’s continued breaches of the Exchange
Listing Rules and demonstrated a disregard for
compliance with the same.

(b) The Directors breached their respective
Undertakings for failing to use their best endeavors to
ensure that the Company had adequate and effective
internal controls (this was admitted by Mr. Chow and Mr.
Yu):

(i) There was conflicting evidence about the existence
of written internal control procedures on compliance with
Chapters 14 and 14A of the Exchange Listing Rules.
Regardless of whether written internal control
procedures existed, these were clearly not implemented,
followed, updated or even communicated to staff, given
that the Company and most of the Directors were not
aware of the existence of the same. None of the
Directors demonstrated that they took an active role in
implementing, reviewing and  monitoring  the
effectiveness of the Company’s internal control
procedures, whether written or otherwise.

(i) Even Mr. Chow Kin San, who submitted that written
internal control procedures existed, took no steps to
ensure that these were properly implemented and
updated.

(i) The evidence showed that the Directors placed
excessive reliance on the CFO/Company Secretary to

9
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procure the Company’s compliance with the Exchange
Listing Rules, and there was no evidence of any
supervision and/or regular reporting to the Board.
Delegation did not absolve directors from their duty to
supervise the discharge of the delegated functions, for
which they, collectively and individually, retained
ultimate responsibility.

At the Disciplinary (Review) Hearing, the Listing
Committee on review considered that Mr. Foo and Mr.
Tang also breached their respective Undertakings for
failing to use their best endeavors to ensure that the
Company had adequate and effective, in that although
the 2016 Annual Report expressly contained a note that
Tianjin Shifa had made an interest-free advance of
approximately US$5.6 million to a related party during
that financial year, Mr. Foo (the chairman of the audit
committee) and Mr. Tang (a member of the audit
committee) both failed to identify the connected
transactions or raise queries about the large advance.
The Listing Committee on review noted that the Division
in fact made enquiries about the advance after the 2016
Annual Report was published on August 30, 2016.

The Listing Committee on review decided to uphold the
decision of the Listing Committee at first instance that
Mr. Chow Kin San, Mr. Foo and Mr. Tang breached their
respective Undertakings for failing to use their best
endeavors to ensure that the Company had adequate
and effective internal controls. The Listing Committee on
review: (i) endorsed the sanction of public statement
which involves criticism imposed on Mr. Chow Kin San;
and (ii) imposed a public censure and directors’ training
on Mr. Foo and Mr. Tang as set out below.

REGULATORY CONCERN

This case reveals a serious concern over the Company’s
corporate governance, the Directors’ ability to procure
the Company’s Exchange Listing Rule compliance, and
the adequacy and effectiveness of the Company’s
internal control system in relation to compliance with
Chapters 14 and 14A of the Exchange Listing Rules.

In Case 1, the Company’s failure to comply with Rule
13.49(2) of the Exchange Listing Rules arose from the
Directors’ misunderstanding of the requirements of Rule
13.49(2). The rationale behind Rule 13.49(2) is to
ensure that the preliminary results announcement
published by listed issuers contain accurate and reliable
financial information.

In Case 2, the Company’s failure to comply with
Chapters 14 and 14A of the Exchange Listing Rules in
relation to the Transactions were attributable to (i) Mr.
Chow’s and Mr. Yu's conduct, and (ii) the Company’s
internal control deficiencies. The Company’s breaches
of disclosure obligations, announcement and
shareholders’ approval requirements in Case 2 deprived

the Company’s investors and shareholders of their
timely receipt of information in relation to the
Transactions, and for shareholders, their right to vote on
those Transactions. As a consequence, the rights and
interests of the shareholders of the Company had been
prejudiced.

The evidence in this case suggested there were internal
control  deficiencies and over-reliance on the
CFO/Company Secretary by the Directors, which
contributed in part to the Company’'s breaches of the
Exchange Listing Rules. An adequate and effective
internal  control system includes the proper
implementation of the relevant procedures, which is
fundamental in ensuring the Company’s compliance
with the Exchange Listing Rules.

The Listing Committee is concerned about Mr. Chow
and Mr. Yu's failure to take action to ensure the
Company'’s compliance with the Exchange Listing Rules,
particularly after they became aware that the
Transactions had possibly breached the Exchange
Listing Rules. This illustrates a disregard for compliance
on the part of Mr. Chow and Mr. Yu.

SANCTIONS AND DIRECTIONS

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

(1) censure the Company for its breach of Rule 13.49(2)
in respect of Case 1 and Rules 14.34, 14A.34, 14A.35,
14A.36, 14A.39, 14A.46, 14A.49, 14A.53, 14A.55,
14A.56 and 14A.57 in respect of Case 2;

(2) censure Mr. Chow and Mr. Yu for their breach of Rule
3.08(f) and their respective Undertakings;

(3) censure Mr. Foo and Mr. Tang for their breach of their
respective Undertakings;

(4) criticize Mr. Chow Kin San for his breach of the
Undertaking.

The Listing Committee further directed:

(5) as a pre-requisite of any future appointment as a
director of any company listed on the Exchange, each of
Mr. Foo and Mr. Tang, who is not currently a director of
any company listed on the Exchange to (a) attend 40
hours of training on Exchange Listing Rule compliance
and director’s duties, of which not less than 20 hours of
training on the requirements under the Exchange Listing
Rules in respect of director's duties and corporate
governance (the “Training”), to be provided by
institutions such as the Hong Kong Institute of Chartered
Secretaries, the Hong Kong Institute of Directors or
other course providers approved by the Division. The
Training is to be completed before the effective date of

10
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any such appointment; and (b) to provide the Division
with the Training provider’s written certification of full
compliance; and

(6) following the publication of this news release, any
changes necessary and any administrative matters
which may emerge in the management and operation of
the directions set out in paragraph (5) above are to be
directed to the Division for consideration and approval.
The Division should refer any matters of concern to the
Listing Committee on review for determination.
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https://www.hkex.com.hk/News/News-
Release/2020/200227news?sc_lang=en

HKMC Insurance Limited Introduces Special 100%
Loan Guarantee Under the SME Financing
Guarantee Scheme

On February 26, 2020, the Financial Secretary
announces in the Budget that HKMC Insurance Limited
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(HKMCI) will introduce special 100% Loan Guarantee
under the SME Financing Guarantee Scheme (SFGS).
The new measure aims to alleviate the burden of paying
employee wages and rents by small and medium-sized
enterprises (SMEs) which are suffering from reduced
income, thereby help minimize enterprise shutting down
and layoffs.

The loan guarantee is applicable to SMEs in all sectors,
including those mostly affected by the coronavirus
outbreak such as retail outlets, travel agents,
restaurants, cinemas, karaoke establishments and
transport operators, etc. The loans will be guaranteed by
the Government, with a total loan amount of HK$20
billion. Eligible enterprises should have been operating
for at least three months as at the end of December
2019 and have suffered at least a 30% decline in sales
turnover in any month since February 2020 compared
with the monthly average of any quarter in 2019. The
maximum amount of the loan per enterprise is the total
amount of employee wages and rents for six months, or
HK$2 million, whichever is lower. An interest rate of the
Prime Rate minus 2.5% per annum (i.e. current interest
rate at 2.75%) will be charged. All guarantee fee will be
waived. The maximum repayment period of a loan under
the guarantee is 36 months, with an optional principal
moratorium for the first six months, so as to lessen
immediate repayment burden of the enterprises.

HKMCI is actively undertaking the preparatory work with
the lending institutions and strives to roll out the scheme
within one month after the Government obtains approval
of funding from the Finance Committee of the Legislative
Council. The application period will last for six months
starting from the launch of the scheme, and the date for
receiving applications will be further announced upon
finalization.
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U.S. Securities and Exchange Commission Charges
Wells Fargo US$500 Million for Misleading Investors
About the Success of Its Largest Business Unit

On February 21, 2020, U.S. Securities and Exchange
Commission (SEC) charged California-based Wells
Fargo & Co. (Wells Fargo) for misleading investors
about the success of its core business strategy at a time
when it was opening fake accounts for unknowing
customers and selling unnecessary products that went
unused. Wells Fargo has agreed to pay US$500 million
to settle the charges, which will be returned to investors.
The US$500 million payment is part of a combined US$3
billion settlement with the SEC and the U.S. Department
of Justice.

According to the SEC’s order, between 2012 and 2016,
Wells Fargo publicly touted to investors the success of
its Community Bank’s “cross-sell” strategy — selling
additional financial products to its existing customers —
which it characterized as a key component of its financial
success. The order finds that Wells Fargo sought to
induce investors’ continued reliance on the cross-sell
metric even though it was inflated by accounts and
services that were unused, unneeded, or unauthorized.
According to the order, from 2002 to 2016, Wells Fargo
opened millions of accounts of financial products that
were unauthorized or fraudulent. Wells Fargo’s
Community Bank also pressured customers to buy
products they did not need and would not use. The order
finds that these accounts were opened through sales
practices inconsistent with Wells Fargo’s investor
disclosures regarding its purported needs-based selling
model.

“Wells Fargo repeatedly misled investors, including
through a misleading performance metric, about what it
claimed to be the cornerstone of its Community Bank
business model and its ability to grow revenue and
earnings,” said Stephanie Avakian, Co-Director of the
SEC'’s Division of Enforcement. “This settlement holds
Wells Fargo responsible for its fraud and furthers the
SEC's goal of returning funds to harmed investors.”
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The SEC's order finds that Wells Fargo violated the
antifraud provisions of the Securities Exchange Act of
1934. Wells Fargo has agreed to cease and desist from
committing or causing any future violations of these
provisions and to pay a civil penalty of US$500 million.
The SEC will distribute this money to harmed investors.
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U.S. Securities and Exchange Commission Charges
Wells Fargo in Connection with Investment
Recommendation Practices

On February 27, 2020, U.S. Securities and Exchange
Commission (SEC) announced settled charges against
Wells Fargo Clearing Services and Wells Fargo Advisors

Financial Network for failing reasonably to supervise
investment advisers and registered representatives who
recommended single-inverse Exchange-Traded Fund
(ETF) investments to retail investors, and for lacking
adequate compliance policies and procedures with
respect to the suitability of those recommendations. The
SEC ordered Wells Fargo to pay a US$35 million penalty,
which will be distributed to harmed investors.

As noted in the SEC's order and reflected in Wells
Fargo's internal guidance, when single-inverse ETFs are
held for longer than a day, particularly in volatile markets,
investors may experience large and unexpected losses.
The SEC's order finds that from April 2012 through
September 2019, Wells Fargo's policies and procedures
were not reasonably designed to prevent and detect
unsuitable recommendations of single-inverse ETFs.
Further, Wells Fargo failed adequately to supervise its
employees' recommendations regarding single-inverse
ETFs and did not adequately train them concerning
those products. The order finds that some Wells Fargo
brokers and advisers did not fully understand the risk of
losses these complex products posed when held long
term. As a result, certain Wells Fargo investment
advisers and registered representatives made
unsuitable recommendations to certain clients to buy
and hold single-inverse ETFs for months or years.
According to the order, a number of these clients were
senior citizens and retirees who had limited incomes and
net worth, and conservative or moderate risk tolerances.

"Firms must maintain effective compliance and
supervisory programs to ensure that the securities they
recommend are suitable for their clients," said Antonia
Chion, Associate Director of the SEC Enforcement
Division. "As a result of Wells Fargo's failure to meet
these important obligations, some of its employees
recommended complex instruments to retail investors
who did not understand the risks involved."

The order finds that Wells Fargo failed to adopt written
compliance policies and procedures reasonably
designed to prevent unsuitable recommendations of
single-inverse ETFs and failed adequately to implement
its existing written policies and procedures. The order
also finds that Wells Fargo failed reasonably to
supervise its financial professionals with a view to
preventing their unsuitable recommendations. Without
admitting or denying the findings, Wells Fargo agreed to
pay a US$35 million penalty and distribute the funds to
certain clients who were recommended to buy single-
inverse ETFs and suffered losses after holding the
positions for longer periods. The order also censures
Wells Fargo and requires Wells Fargo to cease and
desist from committing or causing any future violations
of the relevant provisions.

XEIESXAZRSMRARVURSEIEEERT
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U.S. Securities and Exchange Commission Charges
Cardinal Health with Foreign Corrupt Practices Act
Violations

On February 28, 2020, U.S. Securities and Exchange
Commission (SEC) announced that Ohio-based
pharmaceutical company Cardinal Health, Inc. has
agreed to pay more than US$8 million to resolve

charges that it violated the books and records and
internal accounting controls provisions of the Foreign
Corrupt Practices Act (FCPA).

According to the SEC's order, Cardinal's internal
accounting controls were not sufficient to detect
improper payments made by employees of its former
Chinese subsidiary. The order finds that, between 2010
and 2016, Cardinal China retained thousands of
employees and managed two large marketing accounts
for the benefit of a European dermocosmetic company
whose products Cardinal China distributed. The
dermocosmetic company directed the day-to-day
activities of the Cardinal China employees, who used the
marketing account funds to promote the dermocosmetic
company's products. According to the order, employees
directed payments to government-employed healthcare
professionals and to employees of state-owned retail
companies who had influence over purchasing
decisions. The order finds that Cardinal did not apply its
full accounting controls to the accounts and regularly
authorized the payments without reasonable
assurances that the transactions were executed
appropriately. A profit-sharing agreement with the
dermocosmetic company provided Cardinal with a
percentage of profits from sales derived from the
improper payments. As a result, the order finds, Cardinal
also failed to maintain complete and accurate books and
records concerning the marketing accounts.

"Cardinal's foreign subsidiary hired thousands of
employees and maintained financial accounts on behalf
of a supplier without implementing anti-bribery controls
surrounding these high-risk business practices,” said
Anita B. Bandy, an Associate Director in the SEC's
Division of Enforcement. "The FCPA is designed to
prohibit such conduct, which undermined the integrity of
Cardinal's books and records and heightened the risk
that improper payments would go undetected."

Without admitting or denying the SEC's findings,
Cardinal consented to the entry of an order requiring the
company to cease and desist from committing violations
of the books and records and internal accounting
controls provisions of the FCPA and to pay US$5.4
million in disgorgement, US$916,887 in prejudgment
interest, and a civil penalty of US$2.5 million.
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U.S. Securities and Exchange Commission Amends
Exemptions from Investment Adviser Registration
for Advisers to Rural Business Investment
Companies

U.S. Securities and Exchange Commission (SEC)
adopted amendments to two rules in order to implement
congressionally mandated exemptions from registration
for investment advisers who advise rural business
investment companies (RBICs). These exemptions
were enacted as part of the RBIC Advisers Relief Act of
2018, which amended the Investment Advisers Act.

Amendments have been made to rules 203(l)-1 and
203(m)-1. These rules implement exemptions from SEC
registration for advisers to venture capital funds and
private funds. The amendments include RBICs in the
definition of the term “venture capital fund” and exclude
their assets from the definition of the term “assets under
management” for purposes of the private fund adviser
exemption.

Advisers to RBICs, which are licensed by the U.S.
Department of Agriculture, use the equity raised in

capitalizing their funds to make venture capital
investments mostly in smaller enterprises located
primarily in rural areas.

“These amendments implement congressionally-
mandated exemptions to the Advisers Act that are
intended to reduce regulatory burdens for advisers to
RBICs,” said SEC Chairman Jay Clayton. “Itis my hope
that the reduction in regulatory burdens will encourage
capital formation in rural areas where capital to form and
grow a business all too often is scarcer than it should be.”

The amendments will be published on the Commission’s
website and in the Federal Register. They will become
effective upon publication in the Federal Register.
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U.S. Securities and Exchange Commission Amends
Financial Disclosure Requirements Applicable to
Registered Debt Offerings that Include Credit
Enhancements to Improve Disclosure Quality and
Encourage Issuers to Conduct Debt Offerings on a
Registered Basis
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U.S. Securities and Exchange Commission (SEC)
adopted amendments to the financial disclosure
requirements applicable to registered debt offerings that
include credit enhancements, such as subsidiary
guarantees. These changes are intended to both
improve the quality of disclosure and increase the
likelihood that issuers will conduct debt offerings on a
registered basis.

The amended rules focus on the provision of material,
relevant, and decision-useful information regarding
guarantees and other credit enhancements, and
eliminate prescriptive requirements that have imposed
unnecessary burdens and incentivized issuers of
securities  with guarantees and other credit
enhancements to offer and sell those securities on an
unregistered basis. In doing so, the final amendments
are intended to improve disclosure and reduce the SEC
registration-related compliance burdens for issuers,
including the time burden of collecting information that
will no longer be required, and provide investors with
protections that would not be present in an unregistered
offering.

"The changes we are adopting today demonstrate how
the Commission can modernize its rules and
simultaneously increase investor protection, reduce
compliance burdens and enhance capital
formation," said SEC Chairman Jay Clayton. "This is
another example of our career staff applying their
unparalleled experience and expertise to bring forward
a pragmatic and effective modernization of our
disclosure requirements."

Existing Rules 3-10 and 3-16 both affect disclosures
made in connection with registered debt offerings and
subsequent periodic reporting:

e Rule 3-10 requires financial statements to be filed for
all issuers and guarantors of securities that are
registered or being registered, but also provides
several exceptions to that requirement. These
exceptions are typically available for individual
subsidiaries of a parent company when certain
conditions are met, including that the parent
company provides certain disclosures in its
consolidated financial statements. If the conditions
are met, separate financial statements of each
qualifying subsidiary issuer and guarantor may be
omitted.

e Rule 3-16 requires a registrant to provide separate
financial statements for each affiliate whose
securities constitute a substantial portion of the
collateral, based on a numerical threshold, for any
class of registered securities as if the affiliate were a
separate registrant.

e Replace condensed

The amendments are intended to:

e Improve the rules by requiring disclosures that focus

investors on the information that is material given the
specific facts and circumstances and by making the
disclosures easier to understand;

e Reduce the cost of compliance for registrants and

encourage potential issuers to offer guaranteed or
collateralized securities on a registered basis,
thereby affording investors protections they may not
be provided in offerings conducted on an
unregistered basis; and

e Facilitate, through lower costs and burdens of

compliance, issuers' flexibility to include guarantees
or pledges of affiliate securities as collateral when
they structure debt offerings, which may increase the
number of registered offerings that include these
credit enhancements and could result in a lower cost
of capital and an increased level of investor
protection.

Amendments to Rule 3-10

Under the amendments, Rule 3-10 will continue to
permit the omission of separate financial statements of
subsidiary issuers and guarantors when certain
conditions are met, and the parent company provides
supplemental financial and non-financial disclosure
about the subsidiary issuers and/or guarantors and the
guarantees. Similar to the existing rule, the amended
rule will provide the conditions that must be met in order
to omit separate subsidiary issuer or guarantor financial
statements. New Rule 13-01 will specify the
accompanying amended disclosure requirements. The
amendments will:

e Replace the condition that a subsidiary issuer or

guarantor be 100%-owned by the parent company
with a condition that it be consolidated in the parent
company's consolidated financial statements;

consolidating  financial
information, as specified in existing Rule 3-10, with
certain new financial and non-financial
disclosures. The amended financial disclosures will
consist of summarized financial information, as
defined in Rule 1-02(bb)(1) of Regulation S-X, of the
issuers and guarantors, which may be presented on
a combined basis, and reduce the number of periods
presented. The amended non-financial disclosures,
among other matters, will expand the qualitative
disclosures about the guarantees and the issuers
and guarantors. Consistent with the existing rule,
disclosure of additional information about each
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guarantor will be required if it would be material for

investors to evaluate the sufficiency of the guarantee;

e Permit the amended disclosures to be provided
outside the footnotes to the parent company’s
audited annual and unaudited interim consolidated
financial statements in all filings; and

e Require the amended financial and non-financial
disclosures for as long as an issuer or guarantor has
an Exchange Act reporting obligation with respect to
the guaranteed securities rather than for as long as
the guaranteed securities are outstanding.

Amendments to Rule 3-16

The disclosure requirements in Rule 3-16 will be
replaced with the amended disclosure requirements in
new Rule 13-02 (although existing Rule 3-16 will remain
in place for transitional purposes). Among other things,
the amendments will:

e Replace the existing requirement to provide separate
financial statements for each affiliate whose
securities are pledged as collateral with amended
financial and non-financial disclosures about the
affiliate(s) and the collateral arrangement as a
supplement to the consolidated financial statements
of the registrant that issues the collateralized
security. The registrant will be permitted to provide
the amended financial and non-financial disclosures
outside the footnotes to its audited annual and
unaudited interim consolidated financial statements
in all filings; and

¢ Replace the requirement to provide disclosure only
when the pledged securities meet or exceed a
numerical threshold relative to the securities
registered or being registered with a requirement to
provide the proposed financial and non-financial
disclosures in all cases, unless they are immaterial.

The amendments will be effective on January 4, 2021,
but voluntary compliance will be permitted in advance of
the effective date.
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Shenzhen Stock Exchange Revises the Guidelines
for the Standard Operation of Listed Companies to
Seamlessly Align with the New PRC Securities Law

The new Securities Law of People’s Republic of China
officially becomes effective since March 1, 2020, which
has provided rule-of-law guarantee for the high-quality

development of listed companies and presented new
tasks and requirements on the standard operation of
listed companies. To do well in aligning with systems and
adapting to new regulatory requirements after the new
Securities Law is implemented, further refine the
regulatory system of rules for listed companies and
consolidate and enhance the institutional foundation for
improving the quality of listed companies, Shenzhen
Stock Exchange (SZSE) recently revised and issued the
Guidelines for the Standard Operation of Listed
Companies (Guidelines), which has been effective since
March 1, 2020.

In the revision, SZSE combined the two separate
guidelines for the standard operation of the Main Board
and the SME Board into one. The Guidelines is now
applicable to companies listed on the Main Board and
the SME Board. The guidelines for the standard
operation of ChiNext companies remains different and
will be revised along with the ChiNext reform. On that
basis, the revision followed a market-oriented and rule-
of-law-based reform direction, adhered to on the
principle of information disclosure as the core, summed
up newly-learned experience, addressed new situations
and made improvements in four aspects under the full
consideration of the execution effects of higher laws and
regulations and existing policies.

“Seamless alignment”: doing well in the establishment of
supporting system for implementing the new Securities
Law. SZSE refined provisions on seven aspects, namely,
disclosure of short-swing trading, information disclosure
channels, situations for extraordinary reporting,
voluntary information disclosure, scope of insiders, open
solicitation for shareholder rights, and disclosure of
changes in equity. SZSE also released announcement
formats, laid down clear disclosure requirements such
as on a 1% increase or decrease in big shareholders’
shareholding ratio and emphasized that the information
needed by investors for value judgment and investment
decision-making shall be fully disclosed, ensuring
orderly alignment with relevant requirements of the new
Securities Law.

“Burden alleviation™: assisting listed companies in
“easing burdens”. On the one hand, SZSE cut out the
superfluous, refining regulatory requirements and giving
more autonomy to the market in the capital use during
the fundraising and capital flow replenishment period
and in the governance of companies listed on the SME
Board etc. On the other hand, SZSE gathered parts into
a whole, absorbing and integrating over 20 provisions of
business rules and guideline memorandums and built a
user-friendly “set of specifications” that are easy to query
and abide by to improve the quality of regulatory
services.

“Precise regulation”: focusing on major fields and “key
minorities”. SZSE strengthened the oversight over high-
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risk fields such as external guarantee, fulfilment of
business performance and goodwill impairments,
enhanced the disclosure of situations when a controlling
shareholder or de facto controller losing contact, being
investigated or subject to coercive measures or severely
punished and so on, and the independence requirement
of its related parties, and further improved frontline
regulatory efficiency.

“Advancing with the times” meeting new market
situations and new demands. Based on implementing
pilot projects in the real estate and energy conservation
& environmental protection industries, SZSE promoted
“guarantee limit” across the board and allowed listed
companies to make limit forecasts when providing
guarantee to their controlled subsidiaries or joint or
united companies. SZSE also canceled the review of the
qualification of director, supervisor and senior
management candidates by the Board of Directors and
the Supervisory Committee, strengthened commitment
restriction and public scrutiny, and enhanced the
adaptability of rules to market development and changes
in policies.

Earlier, in line with the principle of “establishing rules in
an open, democratic fashion”, SZSE sought advice on
the revision of the Guidelines from all companies listed
on the Main Board and the SME Board and received 28
pieces of advice. Overall, the participants recognized the
basic thinking and main content of the revision and put
forward some refining suggestions. After careful studies,
SZSE adopted 14 reasonable and feasible pieces of
advice.
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Shenzhen Stock Exchange Issues Notice on the
Corporate Bond Registration-based System to
Advance the Reform of the Securities Issuance
System

On March 1, 2020, according to the unified
arrangements of the China Securities Regulatory
Commission (CSRC), Shenzhen Stock Exchange
(SZSE) issued the Notice on Relevant Business
Arrangements Concerning the Implementation of the
Registration-based System for Publicly Issued
Corporate Bonds, which has laid down the
arrangements for the review of the issuance and listing
of publicly-issued corporate bonds on SZSE and
relevant business under the registration-based system.
Its an important measure adopted by SZSE to
implement the new Securities Law of PRC, orderly
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advance the reform of the securities issuance system
and better serve the development of the real economy.

Since 2015, SZSE has, according to the arrangements
of CSRC to streamline approval procedures and the
concept of the registration-based system, conducted
pre-review of the listing of publicly offered corporate
bonds. SZSE is the first to make the entire acceptance
and review procedure electronically, which has saved
market cost and improved review efficiency. SZSE has
released business rules and regulatory Q&As such as
review standards and procedures, regulated review
business and clarified market expectations. SZSE has
also made public the materials for information disclosure,
review opinions and review progress comprehensively
and promptly, improved the transparency of work and
accepted scrutiny by the social public. In the past five
years, the issue volume of corporate bonds has
continued to rise with a wider variety of innovative
product and a table and efficient pre-review mechanism,
which lays a solid practical foundation for the
implementation of the registration-based system for
publicly issued corporate bonds on all sides.

Earlier, the General Office of the State Council issued
the Notice on Relevant Work Concerning the
Implementation of the Revised Securities Law and
CSRC released the Notice on Matters Relating to the
Implementation of the Registration-based System for
Publicly Issued Corporate Bonds, which have further
confirmed that the Registration-based System for
Publicly Issued Corporate Bonds shall become effective
as of March 1, 2020. SZSE has fully implemented the
arrangements and made quick responses by
immediately releasing a business notice that has clearly
listed the review standards, review procedures, entity
responsibilities, etc. under the registration-based
system, which mainly includes three aspects.

First, implementing the procedure arrangements of the
registration-based system to ensure the stable transition
of the reform. After the registration-based system is
implemented, there will be no difference between the
“small” and the “large” mutual bonds, and all publicly
issued corporate bonds to be listed on SZSE will be
reported to CSRC to undergo issuance registration
procedures after being accepted, reviewed and
approved by SZSE, while private placement corporate
bonds are still subject to current regulations. Second,
clarifying review standards for the convenience of
market players. Publicly offered corporate bonds shall
meet new issuance and listing conditions, while the
content and formats of application documents and
prospectuses are still subject to current provisions, and
review procedures and time limit for the time being are
also subject to current regulations on listing pre-review
of corporate bonds. Third, improving relevant listing
system to orderly adapt to changes in rules. It's made
clear that the issuance of corporate bonds shall meet

statutory issuing conditions, and the listing suspension
system shall be abolished. Corporate bonds that have
been suspended from listing shall be traded pursuant to
relevant provisions laid down by SZSE in the Notice on
Matters Relating to Adjustment to the Trading Modes of
Bonds during Listing. After the Notice is implemented,
the public offering corporate bond applications and
listing applications that were previously accepted will still
be subject to the old regulations.

To earnestly fulfill the responsibility of reviewing the
issuance and listing of corporate bonds, SZSE gathered
forces in advance, systematically sorted out relevant
business rules and made full use of existing paths to
realize the registration-based system, which has
reduced its impact on market players to the greatest
extent. SZSE also designated specific personnel and
setting up positions specially for the registration-based
system, upgraded the technology for fixed-income
product business and improved the list of application
documents for corporate bond issuance and listing and
the templates of application and reporting documents.
SZSE continued to open green channels of review for
innovative products and high-quality issuers’ projects. In
carrying out the review work, SZSE targets to adhere to
the fundamental philosophy of information disclosure as
the core, follow the principles of compliance, openness,
transparency, convenience and efficiency, and urge
issuers to fulfill the primary responsibility of information
disclosure and fully disclose information closely relating
to their credit standing and solvency, and intermediaries
to be industrious and responsible to ensure that
information disclosure is authentic, accurate and
complete. SZSE promises to strictly oversee fraudulent
issuance and violations in information disclosure etc. to
improve the market-oriented constraint mechanism and
protect investors’ legal rights and interests.

The new Securities Law has provided a legal basis to
guarantee the comprehensive implementation of the
registration-based system for securities issuance.
Corporate bonds are the first type of securities upon
which the registration-based system is implemented
following enforcement of the new Securities Law, which
is another milestone in the market-oriented, rule-of-law-
based development course of corporate bonds. SZSE
aims to follow the requirements of the new Securities
Law and accelerate formulating and improving the
supporting rules and business guidelines for the
implementation of the registration-based system for
publicly issued corporate bonds. In the meantime, SZSE
will actively strengthen the training and guidance of
market institutions through online courses and other
means and ensure that the work concerning the
registration-based system is carried out steadily, in order
to give better play to the function of the exchange bond
market to serve the real economy.
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European Securities and Markets Authority Advises
the European Commission on C6 Energy
Derivatives and related obligations under the
European Market Infrastructure Regulation

The European Securities and Markets Authority (ESMA)
issued areporton C6 energy derivatives and related
obligations under the European Market Infrastructure
Regulation (EMIR) on March 2, 2020.

These derivatives are important for firms trading energy
derivative contracts on coal and oil as well as for national
regulator supervisors who enforce EMIR requirements.

The report assesses the adequacy of C6 energy
derivative contracts, which currently benefit from a
special regime. These contracts are currently subject to
the clearing obligation and margin requirements of EMIR.
ESMA analyzed the potential impact of including these
contracts in the calculation to determine which
counterparties are subject to clearing.

ESMA has developed this report to provide input to the
European Commission regarding the assessment of the
current special regime for C6 energy derivative contracts
and whether this regime should be maintained.
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Dentons Europe LLP Ordered by the High Court of
Justice in London to Disclose Documents Relating
to Ex-client’s Alleged Fraud

International firm Dentons Europe LLP (Dentons) has
been ordered to disclose documents about a client
accused of running a fraudulent investment scheme
after the High Court of Justice in London (the High Court)
found that letters sent by the law firm fell outside the
normal lawyer/client relationship and the scheme itself
bore “classic hallmarks™ of fraud.

Lee Victor Addlesee and others v Dentons Europe LLP
concerns an allegedly fraudulent scheme which invited
“everyday folk” to invest in gold dust. The scheme was
run by Anabus — then a Dentons client — and was
marketed as “essentially risk free”. In a document called
“Your Questions Answered”, the company said that
“£25,000 should become £100,000 within 4-5 months”.

The claimants — some 240 investors — said they
collectively lost €6.5 million in the scheme and alleged
that Dentons “recklessly and/or negligently enabled the
scheme, and induced many of the individual claimants
to invest by affording the scheme apparent respectability
by endorsing it as Anabus’ legal adviser.” Master Clark
was asked to decide whether the fraud exception to
privilege applied to the files held by Dentons for its
former client. Dentons stated its position was neutral.

In her judgment, Clark said: “I am satisfied...that the
claimants have shown a strong prima facie case that the
scheme was fraudulent. Indeed, | consider that they
have shown a very strong and compelling case.” She
added that the scheme bore the “classic hallmarks” of
fraud such as the promise of impossibly high returns and
reliance on exotic investments.

Clark also found that in 2010 Dentons sent letters “to
encourage, directly or indirectly...investment in the

scheme” by “providing reassurance that Anabus had a
valid contract to purchase gold dust”.

“This is a purpose which falls outside the normal
lawyer/client relationship. | am satisfied that the
claimants have a strong prima facie case that the
defendant was instructed for the purpose of furthering
the scheme," she said.

Clark concluded that the fraud exception applies to
documents held by Dentons for Anabus which would
otherwise be privileged.
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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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