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Hong Kong Securities and Futures Commission
Publishes Takeovers Bulletin Issue N0.53

In June 2020, the Hong Kong Securities and Futures
Commission (SFC) published Takeovers Bulletin Issue
No0.53. Highlights of this issue include:

Application of Rule 35.4 on EPTs

Rule 35.4 of the Takeovers Code provides that
“[s]ecurities owned by an exempt principal trader
connected with an offeror or the offeree company must
not be voted in the context of an offer.”

The Executive recognizes that there are circumstances
in which the Executive may, on a case-by-case basis,
regard Rule 35.4 as not applicable to the voting rights
held by a connected EPT where: (1) the connected EPT
holds the shares (the Relevant Shares) as a simple
custodian for and on behalf of non-discretionary clients;
and (2) there are contractual arrangements in place
between the connected EPT and its clients that strictly
prohibit the EPT from exercising any voting discretion
over the Relevant Shares. All voting instructions shall
originate from the client only, and if no instructions are
given, then no votes shall be cast for the Relevant
Shares held by the connected EPT.

In situations described above but subject to the caveat
below, the Executive would normally consider that Rule
35.4 would not apply to the Relevant Shares.

In a privatization case, the connected EPT in question
held Relevant Shares as a simple custodian for and on
behalf of nondiscretionary clients and over which that
EPT did not have any voting discretion. During the
course of consultation with the Executive, that EPT
failed to disclose that some of its underlying clients were
in fact concert parties of the offeror and were not entitled
to vote on certain resolutions (as the shares attributable
to the concert parties of the offeror would not be counted
as disinterested shares under Rule 2.10 of the
Takeovers Code). The concert party relationships of
those underlying clients were only identified and
disclosed after further enquiries by the Executive.
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Going forward, in cases where a connected EPT acts as
a simple custodian for and on behalf of non-discretionary
clients and that EPT considers that Rule 35.4 does not
apply to shares held for and on behalf of such non-
discretionary clients, the Executive will require the
connected EPT to provide a written confirmation to the
Executive of the matters set out in points (1) and (2)
above and whether the underlying clients are entitled to
vote in the context of the offer. The EPT should also
confirm in the results announcement published after the
relevant meeting that the connected EPT did not
exercise the voting rights attached to the shares owned
by them (other than those shares held by such EPT as
a simple custodian for and on behalf of non-discretionary
clients who are entitled to vote in the context of the offer
and over which such EPT has no voting discretion) in the
context of the offer.

Preservation of confidentiality and Rule 3.7
announcements

Rule 1.4 of the Takeovers Code sets out the
confidentiality obligation of parties to a transaction. The
parties (including advisers) must take all necessary
steps to ensure there is no leakage of information prior
to the announcement of a firm intention to make an offer.
As long as all parties keep matters confidential and that
all applicable regulatory requirements are met, there
should not be a need to issue a “talks” announcement
under Rule 3.7 of the Takeovers Code. It would be
undesirable to commence an offer period for an offeree
company when discussions are only preliminary —
parties will also be subject to the restrictions and
compliance obligations under the Takeovers Code that
take effect upon commencement of an offer period. The
market price of the offeree company’s securities may
also be affected by the publication of a talks
announcement. Similarly, the execution of a non-legally
binding memorandum of understanding, in itself, does
not justify the publication of an announcement under
Rule 3.7 of the Takeovers Code.

In a recent decision by the Market Misconduct Tribunal
(MMT) on Magic Holdings International Limited, the
MMT considered whether there was a breach of the
requirements under Part XIVA of the Securities and
Futures Ordinance arising from L'Oreal S.A.’s proposed
acquisition of Magic in 2013. The MMT examined the
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conduct of Magic’s officers as well as Magic's internal
systems and policies against the SFC’s Guidelines on
Disclosure of Inside Information. For example, whether
Magic had any established controls to identify potential
inside information, audit trails of meetings and
discussions concerning the assessment of inside
information, training for employees in the corporation’s
policies and procedures, disclosure duties and
obligations, etc.

However, if the obligation to make an announcement
under Rule 3.7 of the Takeovers Code does arise, the
SFC would normally expect such announcement to be
relatively short and to disclose no more than the fact that
talks are taking place. Parties should note that trading
halts and the issuance of a Rule 3.7 announcement
should not be used to mitigate the risk of a leakage or
as a matter of convenience, especially when there has
been no leakage in the first place. The Executive may in
appropriate cases conduct an investigation or take
disciplinary action where there is a leakage of
information.

Public censure of Fu Kwan for breaches of dealing
restrictions (see our previous update of June 12, 2020)

Public criticism of CICC Financial Trading Limited
and China International Capital Corporation Limited
for dealing disclosure breaches (see our previous
update of June 26, 2020)

New online DoD submission platform

Currently, documents required to be put on display (DoD)
under Note 1 to Rule 8 of the Takeovers Code are
submitted to the Executive in electronic form using a
recordable CD or DVD. The Executive will then arrange
for publication on the SFC’s website. To streamline the
DoD submission process and increase efficiency, the
SFC will be moving it to the SFC’'s WINGS (Web-based
INteGrated Service) portal. The procedure to prepare all
documents in PDF format and the preparation of the
DoD Submission Form remain largely the same, but
these documents are no longer required to be copied to
a CD or DVD for submission. These documents will be
submitted online via WINGS instead. The SFC targets
to commence the new procedure in August 2020.
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Hong Kong Securities and Futures Commission
Commences False Trading Prosecution Against
Retail Investor

On July 2, 2020, the Hong Kong Securities and Futures
Commission (SFC) commences criminal proceedings at
the Eastern Magistrates’ Court against Mr Ke Wen Hua

(Ke) for alleged false trading in the shares of Carry
Wealth Holdings Limited on September 4, 2012. The
alleged false trading constituted an offence contrary to
section 295 of the Securities and Futures Ordinance.
Carry Wealth Holdings Limited was listed on the Main
Board of The Stock Exchange of Hong Kong Limited in
2000.

The Court adjourned the case to August 27, 2020 for
plea-taking after Ke asked for more time to obtain legal
advice at the hearing dated July 2, 2020.
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Hong Kong Securities and Futures Commission
Bans Lai Wing Fat for 20 Months for Breaches of the
Code of Conduct

On July 2, 2020, the Hong Kong Securities and Futures
Commission (SFC) banned Mr Lai Wing Fat (Lai), a
former licensed representative of Black Marble
Securities Limited, from re-entering the industry for 20
months from July 5, 2020 to March 4, 2022 for breaches
of the Code of Conduct for Persons Licensed by or
Registered with the SFC (Code of Conduct).

Lai was licensed under the Hong Kong Securities and
Futures Ordinance to carry on Type 1 (dealing in
securities) regulated activity and accredited to Black
Marble Securities Limited from April 22, 2016 to October
9, 2017. Lai is currently not licensed by the SFC.

General Principle 2 of the Code of Conduct provides that
a licensed person should act with due skill, care and
diligence, in the best interests of its clients and the
integrity of the market in conducting its business
activities.
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Paragraph 7.1(a)(ii) of the Code of Conduct requires a
licensed person to obtain a written authorization from a
client before effecting transactions for a client without
the client’s specific authorization. Paragraph 7.1(c) of
the Code of Conduct requires a licensed person who has
received an authority described under paragraph
7.1(a)(ii) to designate such accounts as “discretionary
accounts”. Paragraph 7.1(d) of the Code of Conduct
requires the senior management to approve the opening
of discretionary accounts.

Paragraph 6.1 of the Code of Conduct requires a
licensed or registered person to enter into a written
agreement (Client Agreement) with each client before
services are provided to the client. The Client
Agreement should be in Chinese or English according to
the language preference of the client, as should any
other agreement, authority, risk disclosure or supporting
document. Licensed or registered persons should
provide a copy of these documents to the client and
draw to the client’s attention the relevant risks.

The disciplinary action follows an SFC investigation
which found that between August 2016 and June 2017,
Lai effected transactions in a client's account on a
discretionary basis without obtaining the client’s prior
written authorization. Lai also effected discretionary
transactions in the accounts of three other clients
without their prior written authorizations.

The SFC also found that Lai had failed to explain the
Chinese account opening documents and risk
disclosure statements to the client to ensure the client
understood the content and relevant risks before signing
the documents, even though Lai was aware that the
client had difficulty understanding the Chinese
documents.

The SFC considers that Lai had failed to act with due
skill, care and diligence and in the best interests of the
clients. The absence of written authorizations for
discretionary transactions was prejudicial to clients’
interests as Lai's employer was prevented from
monitoring and supervising the operation of the
accounts and the clients were deprived of protection
against the risk of unauthorized trades carried out in
their accounts.

In deciding the sanction, the SFC took into account all
relevant circumstances, including Lai's otherwise clean
disciplinary record.
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Hong Kong Securities and Futures Commission
Publishes Review of The Stock Exchange of Hong
Kong Limited’s Performance in Regulating Listing
Matters

On July 2, 2020, the Hong Kong Securities and Futures
Commission (SFC) releases a report on its review of The
Stock Exchange of Hong Kong Limited’s (SEHK)
performance in its regulation of listing matters.

The report summarizes the findings and
recommendations of the SFC’s review which covered
2018.

Summary of SFC’s Findings and Recommendations

HKEX's management of potential conflicts of
interest:  Interactions  between the Listing
Department and HKEX business units in pre-IPO
enquiries

In 2018, the HKEX business side referred 10 pre-IPO
enquiries to the Listing Department. As to the
Interactions between the Listing Department and HKEX
business wunits in pre-IPO enquiries, the SFC's
recommendations are:

i. Listing Department personnel should not attend
introductory meetings with prospective listing
applicants alongside HKEX business
executives which may give an impression that
the Listing Department is assisting the HKEX
business side to win business or to service
issuers and applicants. It is inadvisable for the
HKEX Chief Executive and the HKEX business
side to invite the Head of Listing and other
Listing Department executives to join business
meetings with prospective listing applicants;

. internal procedures should be reviewed to
ensure that HKEX business executives do not
and are not seen to pressurize the Listing
Department to respond more swiftly to particular
applicants (for example, by repeatedly referring
to the desirability of those applicants or by
copying the Chief Executive to whom the Head
of Listing reports on an e-mail). HKEX should
consider ways to further promote and reinforce
compliance amongst its business executives
with the “Chinese Wall”;

iii. the HKEX business side should avoid
responding to specific questions raised by
prospective listing applicants on the Listing
Rules and other regulatory-related questions
even on a general, non-committal basis.

The Exchange’s response: the HKEX business
side would make it clear to potential applicants
that issues requiring Rule interpretation should
be directed to Listing.

The SFC recommends that the Exchange tighten the
protocols regarding the following areas to enhance the
independence of the regulatory function:

i. the Listing Department sharing non-case
specific information that is not public with the
HKEX business side;

ii. the Listing Department relying primarily on
market data and research provided by the
HKEX business side to develop listing policies
that affect the commercial interests of HKEX (it
is the SFC's recommendation that the
Department should, as a general rule, either
conduct its own research and data gathering, or
obtain information from an independent source,
to ensure the objectivity and independence of
the data and research used and reach a
balanced view (taking into account business
input as well as the regulatory (e.g. investor
protection) perspective);

iii. while the HKEX business side should be
consulted on the development of listing rules
and policies that have both regulatory and
commercial implications, the Exchange must
ensure that listing policy development by the
regulatory function remains independent; views
and comments provided by the HKEX business
side should be considered and assessed
independently and objectively by the regulatory
function, taking into account section 21 of the
SFO; HKEX business executives should not be
directly involved in drafting a listing rule or
guidance;

iv. HKEX's business staff providing input in the
performance review of any Listing Department
staff even where the HKEX business executive
has worked closely with the Department
executive on listing policy development or other
matters.

The SFC believes the Listing Department’'s Chinese
Wall Protocol contains numerous ambiguities, does not
fully address key aspects of the Chinese Wall and may
be difficult for Department staff to interpret and follow,
the SFC recommends that the Exchange promptly
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conduct a thorough and comprehensive study to clarify
and develop written rules, practices, policies, guidelines
and procedures that are necessary and appropriate to
give effect to the Chinese Wall, and adopt procedural
enhancements.

The oversight of the Listing Department and the
Listing Committee’s supervisory role

Administration and interpretation of the Listing Rules

The Listing Committee should explore further avenues
in addition to its review function and the existing
oversight processes to ensure that the Listing
Department is exercising the delegated powers and
carrying out the delegated functions as specified in the
Listing Rules given that the proportion of the
Department’s decisions for which a review is sought in
any given year is very small.

To reduce the extent of the Listing Committee’s reliance
on the Department (its supervisee) to identify matters
that are relevant to the discharge of its oversight function,
the SFC recommend that the Listing Department, after
consulting the Listing Committee, expand its regular
reporting of matters and decisions handled and made by
the Department during the period to include, amongst
others, notable waiver approvals and rejections;
reasons for notable decisions not to take disciplinary or
other further action against an issuer or director; and
notable complaints received against listed issuers. The
SFC recommend that these reports be made at least on
a monthly (if not a weekly) basis. To manage potential
conflicts of interest on the part of Committee members,
the report on waiver and other applications by listed
companies can be limited to completed matters. The
reports should contain sufficient information for
Committee members to understand the issues and raise
necessary or appropriate enquiries, and Listing
Committee members should be given an opportunity to
raise questions regarding these reports and these
discussions should be properly recorded.

Pre-IPO Enquiry Cases

In the SFC’s review of pre-IPO enquiry cases, which
were primarily cases under the Chapter 18A (biotech)
listing regime, which was new at the time, the SFC noted
that extensive discussions of certain policy and
interpretation issues, which were arguably novel,
sensitive or difficult, took place between potential
applicants and the Listing Department during the
preliminary oral consultation stage without the
involvement of the Listing Committee (see Cases 1t0 5
of Appendix A). The pre-IPO enquiries were presented
to the Listing Committee for endorsement only after an
informal consensus position was reached with the
potential applicant. The Listing Committee should
review the decision-making process for pre-IPO

consultations and consider whether it is necessary to
provide clearer guidelines for the Department and/or to
the market as to when pre-IPO enquiries should be
referred to the Committee.

The Exchange’s response: the purpose of pre-IPO
enquiries is to allow prospective applicants to obtain a
certain level of comfort on specific novel elements or
policy considerations regarding the potential listing
before committing significant resources in the listing
preparation. Where a pre-IPO enquiry is straightforward
and does not involve any novel issues, the Listing
Department may give a view on its own. In cases where
novel issues or threshold issues (e.g. suitability) are
involved, the Listing Department may ask for more
information from the enquirer and after assessment,
may decide to escalate to the Listing Committee for its
guidance. For cases where the enquirer requests to
receive the Listing Committee’s guidance, the Listing
Department will seek the Listing Committee’s guidance
depending on the complexity and circumstances of the
enquiry. When the Listing Department presents the
enquiry to the Listing Committee, its analysis is also
presented and the Listing Committee will have an
opportunity to review the decision-making process. The
letters to the enquirer on the pre-IPO guidance will also
state that the Listing Department’s views are based on
the information provided, and may be altered during
handling the application if there is additional information
or any change in information, and that such views may
also be endorsed, modified or varied by the Listing
Committee.

The Exchange’s handling of share option schemes
under Chapter 17

The Listing Department discussed a review of its policy
relating to share option schemes with the Listing
Committee in late 2019 following a study on the grant of
share options by listed issuers. The SFC understands
that the Exchange will seek preliminary views from
stakeholders on the issues and the proposals with a
view to conducting a formal consultation in due course.

The Exchange’s handling of complaints relating to
listing applicants and listed issuers

In handling complaints against listing applicants, the
Listing Department should amend its protocol that no
further regulatory action is required when the relevant
listing application has been withdrawn or terminated.

The Exchange’s response: for complaints relating to a
listing application that has been withdrawn or lapsed,
there is practical difficulty for the IPO Vetting team to
proceed further with the sponsor/applicant given the
application has been withdrawn/lapsed. Going forward,
the IPO Vetting team will consider whether to refer such
complaints to the SFC on a case-by-case basis.
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In the cases where the Listing Department found that no
breach of the Listing Rules had occurred, the
Exchange’s standard reply to complainants stated that,
“the complaint appears unrelated to serious breaches of
the Listing Rules...”. There have been complaints from
the public that this reply suggests that the Exchange
accepts rule breaches that are not considered “serious”.
The SFC recommend that the Exchange revise its
replies to complainants to accurately reflect its findings
and to avoid misunderstanding.

The Exchange should continue to promote staff
compliance with the complaint handling policy and
procedures through training, supervision,
management’s reinforcement of the importance of this
work and technology (such as automatic reminders to
staff of impending deadlines).

For complaints received against a listing applicant after
the Listing Committee hearing, the SFC recommend that
all decisions by the Department not to report the
complaint back to the Listing Committee be properly
recorded along with the reasons for the decision, that the
IPO Vetting team’s staff manual be updated to include
this requirement, and that the Committee be regularly
provided with an overview or summary of the complaints
that were not reported to the Committee when they were
received.

Follow up from 2018 review

From the SFC's review of 2018 IPO cases, the SFC
noted a few instances where the Listing Department did
not address or identify material suitability or eligibility
issues in its report to the Listing Committee. There were
also instances where the discussions by the Listing
Committee, Listing (Review) Committee and the GEM
Listing Approval Group (GLAG), as reflected in the
relevant minutes, did not address, analyze or otherwise
respond to the “suitability” issues raised by the Listing
Department. The SFC recommend that the Listing
Department continue to take steps to enhance the
analysis of “suitability” issues included in its reports to
the Listing Committee and its recording of the related
discussions at Listing Committee meetings (including
through the provision of appropriate staff guidelines and
training). Minutes of Listing Committee meetings should
fully, accurately and fairly reflect the discussions; if any
material issue, fact or observation is not discussed, the
reasons for not considering it should be recorded.

In one case referred by the Listed Issuer Regulation (LIR)
team to Listing Enforcement, the SFC noted that the
Enforcement team rejected the referral notwithstanding
the issuer's own submission that the due diligence
conducted was limited and its non-executive directors
and independent non-executive directors had not been
given relevant information for their assessment or prior

approval of the relevant transaction. The reason
recorded on file for the Enforcement team’s decision
was inadequate to explain the decision. The SFC
recommends that the Exchange review how this
particular case referral was handled and consider
whether any changes are required to avoid a recurrence.

Review of the operations of the Listing Department
in 2018

The SFC noted that in one complaint handled by the
Listing Department, some of the issues raised by the
complainant and subsequent possible regulatory action
in that incident could have been avoided if there had
been better communication within the Department. The
Listing Department should review its processes and
procedures for information sharing to avoid a recurrence
in the future.

The Exchange’s response: the procedures have been
revised to inform the LIR team when a listed issuer is a
cornerstone investor/pre-IPO investor.

The report has been published on the SFC website.
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Hong Kong Securities and Futures Commission
Publishes Annual Report 2019-20

On June 24, 2020, the Hong Kong Securities and
Futures Commission (SFC) publishes its Annual Report
2019-20 which sets out its priorities to ensure the
integrity and overall soundness of Hong Kong's
securites and futures markets in the face of
unprecedented challenges, particularly stemming from
the COVID-19 outbreak.
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The report recaps the SFC's efforts to promote
regulatory compliance and ensure markets operate
efficiently and fairly amidst increased volatility and a
challenging business environment. These include
stepping up its supervisory work and regular stress tests
to monitor firms’ financial resilience as well as
conducting special inspections to ensure compliance
with the SFC’s requirements.

"It is more crucial than ever to deliver world-class
regulation which upholds market integrity and supports
Hong Kong's vital role connecting mainland China with
the world," said Mr Tim Lui, the SFC’'s Chairman.
"Ensuring financial markets are healthy and sustainable
is key to reinforcing Hong Kong’s status as a leading
international financial center.”

"Our unwavering commitment to competence,
independence, impartiality and public accountability is
the foundation of the SFC’s work," said Mr Ashley Alder,
the SFC's Chief Executive Officer. "In the years ahead,
concerted global action on the part of regulators and the
industry will be essential to address the formidable
challenges we face."

The report also reviews the progress of the SFC’s front-
loaded approach which over the past few years has
helped it address misconduct and market irregularities
through pre-emptive, timely regulatory intervention.

Other highlights during the year include the introduction
of a regulatory framework for licensing virtual asset
trading platforms and a proposed new type of regulated
activity for trustees and custodians of SFC-authorized
collective investment schemes. Together with Hong
Kong Exchanges and Clearing Limited and the
Federation of Share Registrars, the SFC concluded a
joint consultation on a proposed operational model for
an uncertificated, or paperless, securities market.

The report also features the SFC’s initiatives to develop
Hong Kong as a hub for green and sustainable finance,
including a survey report on integrating environmental,
social and governance factors and climate risks in asset
management.

Key statistics for the year include the following:

e The number of licensees and registrants increased
to 47,167, of which the number of licensed
corporations rose to 3,109

e The SFC authorized 126 collective investment
schemes and 146 unlisted structured products for
public offering

e It authorized the world’s first iron ore futures
exchange-traded fund (ETF) and the first authorized
ETF structured as a public open-ended fund
company (OFC) was listed and two private OFCs
were registered

e It reviewed 303 listing applications and supervised
359 takeovers-related transactions and applications

e It directly intervened in 35 initial public offering
applications and 12 post-listing cases using its
regulatory powers under the Securities and Futures
(Stock Market Listing) Rules

e It conducted 317 risk-based on-site inspections of
intermediaries and noted 1,489 incidents of
breaches of the SFC'’s rules

e It made 8,767 requests for trading and account
records from intermediaries as a result of market
surveillance

e It disciplined 20 firms and 24 individuals and
imposed fines totaling HK$479 million for
intermediary misconduct

Summary of SFC 2019 Enforcement

IPO sponsor failure

During 2019, the SFC took enforcement action against
an initial public offering (IPO) sponsor for deficiencies in
its work. The SFC reprimanded and fined China
Merchants Securities (HK) Co., Limited HK$27 million in
May 2019 for failing to conduct adequate due diligence
on a listing applicant’s largest customer, enquire into the
genuineness of transactions and verify the identities of
the applicant’s supplier and customer representatives
when conducting interviews.

Misconduct involving IPO sponsors remained one of the
SFC’'S top enforcement priorities. Sponsors play a
crucial role in ensuring the quality of Hong Kong's
securities market. They coordinate the IPO process,
give advice to directors and are centrally involved in the
due diligence on a listing applicant.

Time and again, the SFC has found deficiencies in
sponsors’ work and serious instances of noncompliance
with regulatory requirements. The SFC enforcement
actions aim to improve sponsors’ due diligence
standards and ensure they perform their gatekeeping
role diligently, free from interference and in a
professional manner. Since the launch of the new
sponsor regime in October 2013, the SFC has taken
disciplinary actions against 11 sponsor firms resulting in
fines totaling HK$922.5 million.
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This includes the record HK$375 million the SFC fined
UBS AG and UBS Securities Hong Kong Limited in
March 2019 for failing to verify a listing applicant’s major
assets and other failures. UBS Securities was also
suspended from acting as an IPO sponsor. In the same
month, Morgan Stanley Asia Limited and Merrill Lynch
Far East Limited were reprimanded and fined for failing
to address red flags in due diligence interviews and
verify the identities of listing applicants’ customers.

The SFC has reminded sponsors to apply professional
skepticism and address obvious red flags when
discharging their gatekeeping functions. Future listing
applications submitted by sponsors with a history of
returned or rejected listing applications, serious
deficiencies or instances of non-compliance may be
subject to closer regulatory scrutiny.

Corporate fraud and misbehavior
Director misconduct

The SFC obtained disqualification and compensation
orders under section 2143 of the SFO in the Court of
First Instance against the following company directors:

e Chin Jong Hwa, former chairman and executive
director of Minth Group Limited, was ordered to pay
RMB20.3 million as compensation for a subsidiary’s
loss due to his misconduct. Chin and three other
former executive directors4 were disqualified for
three to six years.

e Michelle Kwok Choi Ha, former executive director of
Tack Fat Group International Limited, was
disqualified for six years for failing to exercise
reasonable care and diligence in managing the
company and to act in good faith and in the best
interests of the company.

e Wong Yuen Yee, former chairman and executive
director of Inno-Tech Holdings Limited, and three
other former executive directors were disqualified
for three years for failing to exercise reasonable care
and diligence in the company'’s acquisitions of three
hotels.

The SFC commenced civil proceedings under section
214 to:

e seek disqualification and compensation orders
against Cheng Wai Tak, chairman and executive
director of Perfect Optronics Limited, and five other
directors?7 for alleged breach of fiduciary duties.

e seek a disqualification order against Au Yeung Ho
Yin, former executive director, chief financial officer
and company secretary of Fujian Nuogi Co., Ltd., for

allegedly failing to properly enquire into and alert the
board about improper withdrawals of the proceeds
from the company’s IPO and ensure the accurate
disclosure of information about their use.

The Eastern Magistrates’ Courts convicted and fined
Chan Wai Chuen, former chief financial officer, company
secretary and an executive director of DBA
Telecommunication (Asia) Holdings Limited, for his role
in a false or misleading statement in the company’s
results announcement.

Failure to disclose inside information

The MMT found that the following listed companies and
senior executives failed to make timely disclosures of
inside information:

e Health and Happiness (H&H) International Holdings
Ltd and its chairman and executive director Luo Fei
were fined HK$1.6 million each.

e Fujikon Industrial Holdings Limited, its chairman and
chief executive officer Yeung Chi Hung, and its chief
financial officer and company secretary Chow Lai
Fung were fined a total of HK$1.5 million.

e Magic Holdings International Limited and five of its
directors8 were culpable of the company’s failure to
disclose information about L'Oréal S.A.’s proposed
acquisition of Magic on a timely basis.

The SFC commenced MMT proceedings against China
Medical & HealthCare Group Limited for allegedly failing
to disclose information about significant gains in
securities trading and profit figures as soon as
reasonably practicable, and six former directors for
reckless or negligent conduct.

Insider dealing and market manipulation

e The SFC commenced legal proceedings under
section 213 of the SFO against a group of local and
overseas individuals and corporate entities for
suspected manipulation of the shares of Ching Lee
Holdings Limited and obtained interim injunctions in
the Court of First Instance to freeze assets of up to
HK$124.9 million held by 15 local and overseas
entities.

e The SFC commenced MMT proceedings against
Tom Tang Chung Yen, former chairman and an
executive director of Meadville Holdings Limited,
and Li Yik Shuen, for alleged insider dealing in the
company’s shares in 2009.

e The SFC commenced criminal proceedings against
Leung Pak Keung, a practicing solicitor, for alleged
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insider dealing in the shares of CASH Financial
Services Group Limited.

e The SFC suspended the license of Oei Hong Eng,
chairperson and a responsible officer of Gransing
Securities Co., Limited, for eight months for
attempting to create a false or misleading
appearance of active trading in securities.

e The SFC decided to commence proceedings for
suspected market manipulation in the shares of
China Ding Yi Feng Holdings Limited against a
number of individuals including officers of the
company. The SFC also lifted the trading
suspension of the company’s shares directed by us
on March 8, 2019. Trading resumed on January 23,
2020.

e The Court of Final Appeal dismissed the application
of Cheng Chak Ngok, former executive director,
chief financial officer and company secretary of ENN
Energy Holdings Limited, for leave to appeal against
the judgment of the Court of Appeal which ordered
a retrial of Cheng’s alleged insider dealing in the
shares of China Gas Holdings Limited by the MMT.

The Eastern Magistrates’ Courts convicted and fined:

e Ken Yiu Ka Lun, former senior regulatory affairs
manager of Hong Kong Television Network Limited,
who was sentenced to two and a half months of
imprisonment and ordered to pay a fine of
HK$165,000 for insider dealing in the company’s
shares.

e Tsoi Wan, for manipulating the calculated opening
price of Hang Seng Index futures contracts.

Intermediary misconduct

During 2019, the SFC disciplined 20 corporations, nine
responsible officers and 15 licensed representatives,
resulting in total fines of HK$479 million. Key disciplinary
actions included:

Conflicts of interest

The SFC reprimanded and fined UBS AG HK$400
million for overcharging its clients over a 10-year period
through post-trade spread increases and excess
charges and for related internal control failures.

The SFC reprimanded and fined RHB Securities Hong
Kong Limited HK$6.4 million for failing to comply with
regulatory requirements for managing conflicts of
interest and supervising account executives.

Anti-money laundering related breaches

The SFC reprimanded and fined BMI Securities Limited
HK$3.7 million for failing to comply with anti-money
laundering and counter-terrorist financing (AML/ CFT)
regulatory requirements. The SFC also suspended the
license of its responsible officer, Maggie Tang Wing Chi,
for five and a half months for failing to discharge her
duties.

The SFC banned Tim Leissner, a former responsible
officer of Goldman Sachs (Asia) L.L.C., from reentering
the industry for life following his conviction for conspiring
to commit money laundering and violate the US Foreign
Corrupt Practices Act.

The SFC banned Su Xigiang, former head of retalil
brokerage and responsible officer of Guosen Securities
(HK) Brokerage Company, Limited, from re-entering the
industry for 10 months for failing to ensure the
company’s compliance with AML/CFT regulatory
requirements when handling third-party fund deposits.

Window-dressing liquid capital

The SFC banned Ang Wing Fung, former chairman of W.
Falcon Asset Management (Asia) Limited, and Chan
Kam Wah, former chief financial officer and company
secretary, from re-entering the industry for life and three
years respectively, in connection with their roles in
window-dressing Falcon’s liquid capital. Falcon’s license
was revoked in February 2019.

Other disciplinary actions

Reprimanded and fined for internal control failures

Company Breaches Fine
China  Rise | Internal control | HK$6.3
Securities failures and | million
Asset regulatory breaches
Management |in  short selling
Company orders, cross trades
Limited and record keeping
The Ineffective internal | HK$2.1
Hongkong control procedures to | million
and Shanghai | ensure compliance
Banking with the telephone
Corporation recording
Limited requirements
Sincere Deficiencies in | HK$5 million
Securities business operations,
Limited internal controls and
procedures
Glory Sun | Failure to diligently | HK$1.2
Securities supervise  account | million
Limited executives and
implement effective
controls to comply
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with  short selling
requirements
Lee’s Internal control | HK$520,000
Securities failures in the
Company segregation of duties
Limited and handling of client
securities
Celestial Regulatory breaches | HK$4.9
Commodities | and internal control | million
Limited failings relating to
mishandling  client
money
Regulatory breaches | HK$1.4
and internal control | million
failings relating to
mishandling  client
money
China Regulatory breaches | HK$5 million
Merchants and internal control
Securities failings relating to
(HK) Co., | mishandling  client
Limited money

Disciplined for conviction of bribery or theft

FIL Unlicensed dealing in | HK$3.5
Investment futures contracts, delay | million
Management | in reporting the breach to
(Hong Kong) | the SFC and submitting
Limited incorrect information in a
new fund authorization
application
Adamas Asset | Failing to implement | HK$2.5
Management | adequate measures to | million
(HK) Limited ensure proper disclosure
of notifiable interests in
the shares of Hong
Kong-listed companies
held in client portfolios
SEAVI Advent | Allowing unlicensed | HK$1
Ocean Private | employees to perform | million
Equity Limited | regulated activities
FT Securities | Regulatory breaches | HK$3.5
Limited and internal  control | million
failures in the
preparation and
publication of research
reports
Credit Suisse | Failing to comply with | HK$2.8
(Hong Kong) | disclosure requirements | million
Limited and | for publishing research
Credit Suisse | reports
AG
Nine  Masts | Naked short selling of | HK$1.2
Capital the shares of Yuzhou | million
Limited Properties Company
Limited

Name Breaches Action
Mo Stealing and selling | Banned from
Shau clients’ shares worth over | re-entering
Wah HK$110 million the industry
for life
Ma Sin | Accepting bribes of around | Banned from
Chi HK$6.4 million from a | re-entering
client the industry
for life
Ye Soliciting illegal | Banned from
Feng commission payments of | re-entering
more than HK$900,000 | the industry
from a client for life
Tu Bing | Soliciting and accepting | Banned from
illegal commission | re-entering
payments of | the industry
approximately HK$1.4 | for life
million from a client

Reprimanded and fined for other regulatory
breaches
Company Breaches Fine
Capital Global | Failing to comply with | HK$1.5
Management | laws and regulations in | million
Limited distributing  investment
funds and  offering
investment advice in
Taiwan, and to
adequately supervise its
representatives’
business activities

Other notable cases

The Court of First Instance dismissed judicial review
applications against the SFC in connection with a
search operation it conducted for ongoing
investigations. In the applications, Cyril Cheung Ka
Ho, To Hang Ming, To Lung Sang, Jacky To Man
Choy and Wan Wai Lun sought to challenge search
warrants issued by two Magistrates in July 2018 on
the basis that they were unlawful or invalid for want
of specificity.

The Court of Appeal dismissed the application of
Andrew Left of Citron Research for leave to appeal
to the Court of Final Appeal against the
determinations of the MMT. On August 26, 2016, the
MMT found Andrew Left culpable of disclosing false
or misleading information inducing transactions in a
report on Evergrande Real Estate Group Limited
published in June 2012.

The Eastern Magistrates’ Courts convicted Yau Ka
Fai for holding himself out as carrying on a business
in asset management without an SFC license.
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e The SFC commenced criminal proceedings against
Brilliance Capital Management Limited and its sole
director Law Sai Hung for holding out as carrying on
a business in advising on corporate finance without
an SFC license.

The Annual Report is available on the SFC website.
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Hong Kong Eastern Magistrates’ Court Convicts and
Fines Former Officer of Wonderful Wealth Group
Limited for Unlicensed Activities

On July 9, 2020, the Hong Kong Eastern Magistrates’
Court convicts Mr Simon Chan Ying Ming (Chan), former
officer of Wonderful Wealth Group Limited (WWGL), of
holding out as carrying on a business of dealing in
futures contracts and asset management without a
license in a criminal prosecution brought by the Hong
Kong Securities and Futures Commission (SFC).

Chan, who pleaded guilty to all four charges, was fined
HK$20,000 and ordered to pay the SFC’s investigation
costs.

The SFC alleged that between July and September
2012, Chan had represented to two investors that
WWGL operated a business of trading in futures
contracts and options, and solicited them to invest in a
WWGL-operated investment scheme which guaranteed
a monthly rate of return of 5% in three months’ time.

Chan told them WWGL would use their funds to trade
futures contracts and options in WWGL'’s trading
accounts. The two investors invested a total sum of
HK$850,000 in the investment scheme and they
suffered losses of around HK$710,000.

The SFC also alleged that Chan had aided, abetted,
counselled, procured, induced WWGL to hold itself out
to the investors as carrying on a business of dealing in
futures contracts and asset management or that the
offence by WWGL was committed with the consent,
connivance of or was attributable to recklessness of
Chan.
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The SFC reminds investors to check the SFC’s Public
Register of Licensed Persons and Registered
Institutions on the SFC website (www.sfc.hk) before
investing to ensure that the people who provide dealing
services in futures contracts and asset management are
properly licensed.
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Court of Final Appeal of Hong Kong Dismisses
Leave Application of Andrew Left

On July 8, 2020, the Appeal Committee of the Court of
Final Appeal (CFA) of Hong Kong dismisses the
application of Mr Andrew Left (Left) of Citron Research
for leave to further appeal to the CFA against the

February 2019 judgment of the Court of Appeal (CA) that
ruled against him.

The Appeal Committee will hand down its reasons later.
Case Summary

Left is the head of Citron Research, a US-based
publisher of research reports on listed companies. Left
lives in the U.S. The Securities and Futures Commission
(SFC) alleges that on June 21, 2012, Left published a
report (report) on Citron Research’s website
(www.citronresearch.com) that contained false and
misleading information about Evergrande Real Estate
Group Limited (Evergrande). The report stated, among
other things, that Evergrande was insolvent and had
consistently presented fraudulent information to the
investing public. The share price of Evergrande fell
sharply on the same day following the publication of the
report. On June 21, 2012, the share price of Evergrande
reached a high of HK$4.52 in the morning but then
declined sharply to a day low of HK$3.6, down 19.6%
from the previous day’s close of HK$4.48. The stock
closed at HK$3.97 which was 11.4% down from the
previous day’s closing price. By comparison, the Hang
Seng Index declined 1.3% on the same day. The SFC
also alleges that shortly before publishing the report, Left
short sold 4.1 million shares of Evergrande which he
subsequently bought back, making a notional profit of
over HK$2.8 million. Left made a total realized profit of
approximately HK$1.7 million.

In December 2014, the SFC commenced proceedings in
the Market Misconduct Tribunal (MMT) against Left
alleging that the report he published on June 21, 2012
on Citron Research’s website contained false or
misleading information about Evergrande. The report
stated, among other things, that Evergrande was
insolvent and had consistently presented fraudulent
information to the investing public.

In November 2015, the MMT dismissed the application
by Left for an order for the production of documents
relating to the financial position of Evergrande, or for a
stay of the MMT proceedings commenced by the SFC in
relation to the report. Left argued that to determine
whether the report contained false or misleading
information, the MMT had to enquire into Evergrande’s
financial position which required a review of its records
and documents. Left made an application to the MMT on
September 17, 2015 for an order for production of
documents, or for a stay of proceedings. In dismissing
the application, Chairman of the MMT, the Honorable Mr
Justice Hartmann, agreed with the SFC'’s view that at the
time when Left compiled the report, the only information
available to him was information in the public domain.
The Chairman noted that the SFC is therefore obliged to
present its case on the basis of that information just as
Left is obliged to do so.
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In August 2016, the MMT has found that Left disclosed
false or misleading information inducing transactions
and so engaged in market misconduct under the
Securities and Futures Ordinance (SFO) following
proceedings brought by the SFC. The MMT found that
Left used sensationalist language in his report that
Evergrande was insolvent and engaged in accounting
fraud. It found these allegations were false and
misleading and likely to alarm ordinary investors. Left
had made these allegations recklessly or negligently
with no understanding of the Hong Kong accounting
standards that applied and without checking them with
an accounting expert or seeking comment from
Evergrande.

In October 2016, the MMT has ordered that Left be
banned from trading securities in Hong Kong for the
maximum period of five years without the leave of the
court. Under section 257(1)(b) of the SFO, a cold
shoulder order is an order that the person shall not,
without the leave of the Court of First Instance, in Hong
Kong, directly or indirectly, in any way acquire, dispose
of or otherwise deal in any securities, futures contract or
leveraged foreign exchange contract, or an interest in
any securities, futures contract, leveraged foreign
exchange contract or collective investment scheme for
the period (not exceeding five years) specified in the
order. The MMT has also issued a cease and desist
order against Left. Under section 257(1)(c) of the SFO,
a cease and desist order is an order that the person shall
not again perpetrate the market misconduct specified in
the order.

In January 2017, the CA has dismissed Left’s application
for leave to appeal against the determination of the MMT
on questions of fact. The CA said that Left's application
was made out of time, and that, even if the application
were within time, it had no reasonable prospects of
success and was wholly without merit. The CA rejected
Left's contention that there was no evidential basis for
the MMT to find that Left was aware of the risk that the
allegations in the research report were false or
misleading as to material facts and that the risk was of
such substance it was unreasonable to ignore it. It also
rejected the contention that the MMT erred in finding that
Left must have been aware that his analysis and logic
required expertise in accountancy regulation and
standards.

In February 2019, the CA has dismissed the appeal by
Left against the determination of the MMT on points of
law under the SFO. In the judgment, the CA said: Left's
argument that the MMT did not have the jurisdiction to
hear the case has no merits, not to mention that he did
not raise this argument during the MMT proceedings;
Left's submission that the test of recklessness
formulated by the MMT was wrong was untenable, and

on the contrary, the MMT applied the correct test of
recklessness in criminal law as stated in a previous case
Sin Kam Wah, nor did the MMT deviate from this case;
there was no error in law and in reaching the conclusion
that the standard of care which Left owed to the market
when compiling and publishing the research report
should be one that was comparable to a market
commentator or analyst; section 277(1) of the SFO
creates a duty of care on any and all persons who
choose to disseminate information that is likely to have
market impact to make sure it is not materially false or
misleading, otherwise its protective purpose in the
context of the speed and fluidity of financial market will
be fundamentally defeated or undermined.

In May 2019, the CA dismissed the application by Left
for leave to appeal to the CFA against the
determinations of the MMT. The CA said that they are
not persuaded that this is an appropriate case to grant
leave to appeal and ordered Left to pay the SFC’s costs.
The ruling arose from Left's March 2019 application for
leave to appeal to the CFA on the ground that the appeal
involves questions of great general or public importance.
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The Listing Committee of The Stock Exchange of
Hong Kong Limited Censures State Energy Group
International Assets Holdings Limited (Stock Code:
918) and Mr Zhou Xin Yu for breaching the Listing
Rules and/or the Director’s Undertaking

On July 8, 2020, the Listing Committee (the Listing
Committee) of The Stock Exchange of Hong Kong
Limited (the Exchange)

CENSURES:

State Energy Group International Assets Holdings
Limited (Company) (Stock Code: 918)

for breaching Rule 2.12A of the Rules Governing the
Listing of Securities on The Stock Exchange of Hong
Kong Limited (Exchange Listing Rules) by failing to
provide the Exchange with information relevant and
required by the Exchange to verify the Company’'s
compliance with the Exchange Listing Rules;

AND CENSURES:

Mr Zhou Xin Yu, former executive director (ED) and
CEO of the Company (Mr Zhou)

for breaching (i) Rule 3.08(f), (ii) his obligation 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) for
failing to comply with the Exchange Listing Rules to the

best of his ability, and (iii) his Undertaking to use his best
endeavors to procure the Company’s compliance with
the Exchange Listing Rules.

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

HEARING

On May 19, 2020, the Listing Committee conducted a
hearing into the conduct of the Company and Mr Zhou
in relation to their obligations under the Exchange Listing
Rules and the Undertaking.

FACTS

In August 2017, the Company wrote to the Listing
Division to seek confirmation that its proposed
acquisition of a hotel in the Czech Republic (Proposed
Acquisition) would not constitute a reverse takeover
(RTO) for the Company under the Exchange Listing
Rules (RTO Enquiry). Over 96 per cent of the
Company’s turnover for the three years prior to the RTO
Enquiry was attributable to the sourcing and
subcontracting of garments and sportswear products in
the PRC, which were then exported to the USA (Export
Business). The Company also held six investment
properties in the PRC and one investment property in
Hong Kong for generating rental income.

In considering the RTO Enquiry, the Listing Division was
concerned about whether the Company’s existing
businesses were viable and sustainable, and whether
the existing businesses would become immaterial after
the Proposed Acquisition. The Company assured the
Listing Division that, amongst others, its existing
businesses were viable and sustainable, and that the
Proposed Acquisition would not cause a fundamental
change to the Company’s existing business or result in
the existing business of the Company becoming
immaterial.

On November 10, 2017, the Listing Division informed the
Company of its decision that the Proposed Acquisition
would not constitute an RTO under Rule 14.06(6) (RTO
Decision).

On November 28, 2017, the Company announced its
results for the six months ended September 30, 2017
(2017 Interim Results), which showed that the revenue
derived from the Export Business decreased by 99.6 per
cent when compared to the corresponding period for
2016.
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On December 27, 2017, after making further enquiries
with the Company, the Listing Division retracted the
RTO Decision.

Following a change in the Company’s control on August
22, 2018, the entire Board was replaced. The members
of the current Board were all appointed in or after
September 2018.

Exchange Listing Rule Requirements

Rule 2.12A provides that an issuer must provide the
Exchange with (a) any information that the Exchange
reasonably considers appropriate to protect investors or
ensure the smooth operation of the market, and (b) any
other information or explanation that the Exchange may
reasonably require for the purpose of investigating a
suspected breach of or verifying compliance with the
Exchange Listing Rules.

The Exchange’s Guidance Letter (HKEX-GL78-14)
provides guidance on the application of the RTO
requirements under Rule 14.06(6) (Guidance Letter).

Rule 3.08 provides that the Exchange expects the
directors, both collectively and individually, 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 duties include a
duty to apply such degree of skill, care and diligence as
may reasonably be expected of a person of his/her
knowledge and experience and holding his/her office
within the issuer (Rule 3.08(f)).

Mr Zhou was under an obligation, pursuant to his
Undertaking, to:

(a) comply to the best of his ability with the Exchange
Listing Rules;

(b) use his best endeavours to procure the Company’s
compliance with the Exchange Listing Rules; and

(c) provide to the Exchange any information and
documents or explanation that the Exchange may
reasonably require for the purpose of verifying
compliance with the Exchange Listing Rules.

LISTING COMMITTEE’S FINDINGS OF BREACH
The Listing Committee considered the written and/or
oral submissions of the Listing Division, the Company,

and Mr Zhou and concluded as follows:

Company'’'s breach

The RTO Enquiry was in essence an application by the
Company that it did not have to comply with the
additional requirements under Chapter 14 of the

Exchange Listing Rules which relate to RTOs, when
proceeding with the Proposed Acquisition. As the Listing
Division was asked to verify the Company’s compliance
with the Exchange Listing Rules, Rule 2.12A is
applicable.

Pursuant to Rule 2.12A, the Company has to provide
information or explanation that the Listing Division
reasonably requires for the verification exercise. In the
context of the RTO Enquiry, this would include complete,
accurate and up-to-date information concerning the
Proposed Acquisition, and information relevant to the
determination of whether Chapter 14 was applicable.

The evidence suggested that the Company was or
should have been aware of the significant drop in the
performance of the Export Business after 31 March 2017.
Indeed, a 99.6 per cent drop in the Export Business
meant that if the Proposed Acquisition were to take
place, the Export Business would become immaterial to
the Company. By reference to the Guidance Letter, it
should have been apparent to the Company that such a
substantial drop was likely to affect the outcome of the
RTO Decision. As such, the Listing Committee found
that the Company had breached Rule 2.12A by failing to
disclose information about the material change in the
Export Business when the Exchange was considering
the RTO Enquiry.

Mr Zhou'’s breaches

As the ED and CEO of the Company, Mr Zhou was
responsible for and led the Proposed Acquisition. He
was the only director who approved the Company’s
submissions to the Listing Division in respect of the RTO
Enquiry. The Listing Committee concluded that Mr Zhou:

(a) breached his obligation under the Undertaking to
provide complete, accurate and up-todate information to
the Listing Division for the purpose of verifying
compliance with the Exchange Listing Rules;

(b) breached his obligation under the Undertaking to use
his best endeavours to procure the Company’s
compliance with the Exchange Listing Rules; and

(c) breached Rule 3.08(f) by failing to exercise sufficient
skill, care and diligence in respect of the submissions
made to the Listing Division in the furtherance of the
Company’s RTO Enquiry.

REGULATORY CONCERN

Listed issuers are expected to provide the Listing
Division with complete, accurate and up-to-date
information when they are making enquiries with or
responding to requests for information or explanation
from the Listing Division. Directors of a listed issuer are
under a similar obligation by way of their Undertaking.
This essential obligation enables the proper function of
the Exchange, which is to provide a fair, orderly and
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efficient market for the trading of securities. Failure to
provide complete, accurate and up-to-date information,
which may necessitate the retraction or withdrawal of a
decision made by the Listing Division, is likely to result
in disciplinary action against the listed issuer and its
directors.

SANCTIONS

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

(1) censure the Company for its breach of Rule 2.12A;
and

(2) censure Mr Zhou for his breach of Rule 3.08(f) and
his Undertaking.
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The People’s Bank of China, the Hong Kong
Monetary Authority, and the Monetary Authority of
Macao Issued Joint Announcement on the Launch
of the Cross-boundary Wealth Management
Connect Pilot Scheme in the Guangdong-Hong
Kong-Macao Greater Bay Area

On June 29, 2020, to facilitate cross-boundary
investment by individual residents in the Guangdong-
Hong Kong-Macao Greater Bay Area (the Greater Bay
Area), the People’s Bank of China, the Hong Kong
Monetary Authority, and the Monetary Authority of
Macao issued announcement on the implementation of
the cross-boundary wealth management connect pilot
scheme (Wealth Management Connect) in the Greater
Bay Area.

Wealth Management Connect refers to the arrangement
under which individual residents in the Greater Bay Area
carry out cross-boundary investment in wealth
management products distributed by banks in the
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Greater Bay Area. The scheme has a southbound and a
northbound components, depending on the residency of
the investors. Under Southbound Wealth Management
Connect, residents of the Mainland cities in the Greater
Bay Area can invest in eligible investment products
distributed by banks in Hong Kong and Macao by
opening designated investment accounts with these
banks; under Northbound Wealth Management Connect,
residents of Hong Kong and Macao can invest in eligible
wealth management products distributed by Mainland
banks in the Greater Bay Area by opening designated
investment accounts with these banks.

Wealth Management Connect is an important measure
by the nation in support of the Greater Bay Area
development and closer financial cooperation between
the Mainland, and Hong Kong and Macao. It is
conducive to the creation of a quality living environment
within the Greater Bay Area. It facilitates cross-boundary
investment by individual residents in the Greater Bay
Area and promotes the opening-up of the Mainland’s
financial markets as well as the mutual social and
economic development of the Mainland, and Hong Kong
and Macao.

Wealth Management Connect will be governed by the
respective laws and regulations on retail wealth
management products applicable in the three places
with due regard to international norms and practices.
The People’s Bank of China, the China Banking and
Insurance Regulatory Commission, the China Securities
Regulatory Commission, the State Administration of
Foreign Exchange, the Hong Kong Monetary Authority,
the Hong Kong Securities and Futures Commission, and
the Monetary Authority of Macao will discuss and agree
on the implementation details including investor
eligibility, mode of investment, scope of eligible
investment products, investor protection, handling of
disputes, etc. under the Northbound and Southbound
Wealth  Management Connect. Cross-boundary
remittance under the scheme will be conducted and
managed in a closed-loop through the bundling of
designated remittance and investment accounts to
ensure that the relevant funds will only be used to invest
in eligible investment products. Cross-boundary
remittances will be carried out in renminbi, with currency
conversion conducted in the offshore markets. Cross-
boundary fund flows under Northbound and Southbound
Wealth Management Connect will be subject to
aggregate and individual investor quota management.
The aggregate quota will be adjusted through a macro-
prudential coefficient.

Relevant regulators in the Mainland, Hong Kong and
Macao will each take necessary measures to establish
effective mechanisms under Wealth Management
Connect to tackle, based on the principle of territorial
administration, any illicit activities in a timely manner,
with a view to protecting the interest of investors.

Relevant regulators in the Mainland, Hong Kong and
Macao will enter into memoranda of understanding on
supervisory cooperation to establish robust supervisory
cooperation arrangement and liaison mechanism in
order to protect investors’ interest and maintain orderly
and fair trading.

The Mainland financial infrastructure institutions should
actively take forward preparations for Wealth
Management Connect in an orderly manner and with
prudent risk management. The Wealth Management
Connect pilot scheme will be formally launched once
relevant rules and systems are in place.

The date of formal launch of Wealth Management
Connect and implementation details will be separately
specified.
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Hong Kong Competition Commission Publishes
Policy on Recommended Pecuniary Penalties for
Anti-Competitive Conduct

On June 22, 2020, the Hong Kong Competition
Commission (Commission) publishes a policy on
recommended pecuniary penalties (Policy) for anti-
competitive conduct. The Policy outlines the general
principles and methodology the Commission adopts
when making recommendations to the Competition
Tribunal (Tribunal) on the level of fines for businesses
that have contravened, or have been involved in the
contravention of the First Conduct Rule or the Second
Conduct Rule of the Competition Ordinance (Ordinance).

Consistent with the framework provided in the
Ordinance, when formulating a recommendation to the
Tribunal on the level of pecuniary penalty in different
cases, the Commission will generally take into account
the severity of the contravention and the need to achieve
effective deterrence. Due credit will be given to those
who cooperate with the Commission. While the
Commission will recommend an amount of pecuniary
penalty it considers appropriate, it is ultimately for the
Tribunal to determine the penalty amount to be imposed.

In line with the principles above and the Tribunal’s first
judgment on pecuniary penalties, the Policy sets out a
4-step approach to the formulation of a recommended
pecuniary penalty for businesses and business
associations, with key elements as follows:

Step 1 — Determining the base amount

To determine the base amount, the Commission will
consider:

- the value of the business’s sales related to the
contravention in Hong Kong;

- the seriousness of the conduct; and

- the duration of the contravention.

Step 2 — Making adjustments for aggravating, mitigating
and other factors

The Commission will consider factors that may lead to
an increase or decrease of the base amount. These are:

- aggravating factors, such as a business acted as a
leader, or directors were involved in the conduct;

- mitigating factors, such as a business’s participation in
the contravention was limited;

- whether the company was previously found to have
contravened the Ordinance;

- the loss or damage, if any, caused by the conduct;

- the need to achieve deterrence; and

- whether the penalty recommended is just and
proportionate in the circumstances of the case.

Step 3 — Applying the statutory cap

Where the amount calculated after carrying out the
above two steps exceeds the maximum pecuniary
penalty under the Ordinance i.e. 10% of the
undertaking'’s total turnover in Hong Kong for each year
of the contravention up to a maximum of 3 years, the
Commission will adopt the statutory maximum as the
recommendation, subject to any adjustments in Step 4.

Step 4 — Applying cooperation reduction

Where a business cooperates with the Commission, a
cooperation reduction will, if applicable, be applied as a
final adjustment to the amount calculated.

Mr Brent Snyder, CEO of the Commission, said, “The
consequences of engaging in anticompetitive conduct
can be serious. This is exemplified by the Tribunal’s first
judgment on pecuniary penalties in a cartel case, where
seven of the ten convicted companies were ordered to
pay the maximum fines and all ten companies were
made to pay the Commission’s costs. We are pleased
that, in this case, the Commission’s recommended
framework for assessing pecuniary penalties was
largely accepted by the Tribunal.

By issuing the Policy, the Commission seeks to ensure
consistency across cases and provide transparency on
the determination process of its pecuniary penalty
recommendations. Together with the Commission’s
leniency and cooperation programs, this policy forms a
comprehensive framework for businesses engaged in
cartels to assess the benefits of coming forward and
cooperating with the Commission, thus strengthening
enforcement and enhancing deterrence.”
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The Policy on Recommended Pecuniary Penalties is
available on the Commission’s website at
www.compcomm.hk.
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Hong Kong Competition Tribunal Hands Down its
First Judgment on Pecuniary Penalties Against Ten
Construction and Engineering Companies in a
Cartel Case

On April 29, 2020, the Hong Kong Competition Tribunal
(Tribunal) hands down its first judgment on pecuniary
penalties against ten construction and engineering
companies in a cartel case. Seven out of the ten
companies were ordered to pay the maximum pecuniary
penalty allowable under the Competition Ordinance and
all of the companies were also ordered to pay the
Commission’s costs. The Commission is pleased that
the Tribunal endorsed its recommended approach to the
determination of pecuniary penalties, which should lead
to stronger deterrence in future.

The decision follows the conviction of those ten
companies for engaging in market sharing and price
fixing when providing renovation services at public rental
housing On Tat Estate last May. The penalties came as
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a warning to businesses that engaging in cartel conduct
will be subject to the Commission’s action and
potentially result in serious consequences.
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Shenzhen Stock Exchange Publishes Listed
Companies Non-compliance Punishment Standards
to Promote ChiNext Reform and Pilot Registration-
based IPO System

On June 24, 2020, Shenzhen Stock Exchange (SZSE)
announced the publication of Implementation Standards
for the Disciplinary Actions of Listed Companies (Trial)
(the Standards), for purposes of further strengthening
the pursuit of accountabilty for law and
regulation violations, urging market players to
duly perform their responsibilities, advancing the
“transparent exchange” initiative more efficiently and
promoting the reform of the ChiNext Board and the pilot
project of the registration-based IPO system.

The Standards is set on the basis of the Public Censure
Standards for Listed Companieson the Main
Board/SME Board/ChiNext Board previously published
by the SZSE, aimed at explaining how to identify the
accountability for non-compliance and what standards to
take for disciplinary actions to the market. For one
thing, in line with the latest regulatory requirements of
the updated Securities Law and serial rules on ChiNext
Board reform and registration-based IPO system pilot,
SZSE has integrated, broadened and update the
disciplinary standards; for another, SZSE has followed
the practice of “reforming transparently”, earnestly
addressed market needs and voluntarily made public the

regulatory standards and gauges concerned by the
market to evade “pocket policies”.

SZSE solicited comments from the public on
the Standards and received feedback from 12 listed
companies and intermediaries. These institutions gave
the nod to the main content of the Standards in general
and proposed improvement advice on relevant articles.
Based on careful study, SZSE drew on 26 reasonable
and feasible suggestions in the Standards to meet the
needs of the market and self-regulation.

Highlights of the Standards are set forth as below:

1. Different from the Public Censure Standards for
Listed Companies which confines to the specific
type of punishment, i.e. public censure of a specific
group—listed companies, the Standards discloses
the disciplinary standards for all types of parties
which take primary responsibilities, e.g. listed
companies and their directors, supervisors and
senior executives, shareholders, de facto controllers
and intermediaries.

2. The Standards has further improved the subjective
and objective factors to be considered by SZSE
when deciding which disciplinary actions to take.
It has also defined that the role a person played in
non-compliance, his/her functions and powers and
duty performance will be the important basis for
differentiating his/her primary and secondary
liabilities. Actions in grave circumstances such
as causing abnormal transactions, affecting stock
listing conditions, involving huge amount of money
in violations or conducting long-
lasting or repeated violations, can be
given heavier punishment. For parties who discover
their non-compliance through self-check and take
remedial actions or violate rules and regulations due
to force majeure events, they can be given lesser
punishment or be waived from punishment.

3. For the first time, the Standards puts into
implementation the standards such as “publicly
identifying the party as unsuitable for serving as
directors, supervisors or senior executives of listed
companies, collecting liquidated damages for
punishment, temporarily refusing to accept relevant
business documents issued by professional
institutions or their employees” to reinforce non-
compliance punishment. These three types of
punishment are different from “reputation
punishment” such as circulation of a notice of
criticism and public censure because they are more
deterrent and punitive and have a greater impact on
the rights and obligations of the parties. They are
mainly applicable to financial fraud, parties that are
subject to multiple disciplinary actions in a short term,
or parties that commit several nhon-compliance.
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4. The Standards presents different types of non-
compliance by listed companies and their directors,
supervisors and senior executives, controlling
shareholders and de facto controllers and
corresponding disciplinary standards in different
articles. The first is breach of information
disclosure rules. The Standards supplements
information on breach of periodic
and extraordinary reporting information disclosure
rules such as failure to disclose periodic reports and
significant events in time, which should be subject to
public censure or circulation of written criticism. The
second is breach of standard operation
rules. The Standards focuses on regulating such
typical non-compliance as capital occupancy, illegal
guarantee and illegal financial assistance and
strengthens the disciplinary actions against a small
key group, e.g. controlling shareholders and de
facto controllers who order to commit violations.
The Standards also harmonizes the quantitative
standards for disciplinary actions of the three
boards. The third is breach of securities trading
rules. The Standards makes a distinction between
active non-compliance in trading and passive non-
compliance in trading and provides for lesser
punishment of non-compliance in trading which are
caused by such passive factors as forced close of
position and judicial enforcement.

5. There is a special chapter on intermediaries in
the Standards, which mainly deals with four types of
non-compliance of intermediaries and their people,
i.e. “responsibility for non-compliance of listed
companies, failure to exercise due diligence, false
records or material omissions in the documents
issued, failure to cooperate with regulators and
others”. Correspondingly, they are subject to three
levels of disciplinary actions by severity, including
circulation of written criticism, public censure and
halt to acceptance of related business documents
issued by professional institutions and their people,
in a bid to urge intermediaries and their people to act
as the “market gatekeepers” and play the
verification role properly.
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Shanghai Stock Exchange Releases Relevant Rules
for Refinancing on SSE STAR Market

On July 3, 2020, the Shanghai Stock Exchange (SSE)
officially released the relevant rules for the refinancing
on the SSE STAR Market, as summarized below:

General background of the refinancing rules

The collectively issued rules for refinancing on the SSE
STAR Market include the Rules of Shanghai Stock
Exchange for the Issuance and Listing Review of the
Securities of the Companies Listed on the SSE STAR
Market (the Review Rules), the Detailed Implementation
Rules of Shanghai Stock Exchange for Issuance and
Underwriting of the Securities of the Companies Listed
on the SSE STAR Market (the Underwriting Rules) and
the Q&A on the Issuance and Listing Review of the
Securities of the Companies Listed on the SSE STAR
Market (the Review Q&A), which have been formulated
in accordance with the rules at higher levels such as the
Measures for Administration of Issuance Registration of
the Securities of the Companies Listed on the SSE
STAR Market (for Trial Implementation) (the SSE STAR
Market Refinancing Measures) promulgated by the
China Securities Regulatory Commission (CSRC),
mainly stipulating the review standards, the review
procedures and the business requirements in the
issuance underwriting for the refinancing on the SSE
STAR Market. The three sets of rules, together with the
regulations and regulatory documents issued by the
CSRC such as the “SSE STAR Market Refinancing
Measures” and the Content and Format Standards for
Information Disclosure of the Companies Listed on the
SSE STAR Market on Public Offering of Securities,
constitute a complete system of rules for securities
issuance of the companies listed on the SSE STAR
Market.

In addition, the SSE simultaneously issued the Notice of
Effectively Conducting Related Work in 2020 for the
Simplified Procedures for Refinancing Applying to the
Companies Listed on the SSE STAR Market (the “Notice”
for short), so as to adjust the requirements for the
simplified refinancing procedures to apply to the listed
companies on the SSE STAR Market in 2020.

Solicitation of opinions and the market feedback on the
Review Rules and the Underwriting Rules

On November 8, 2019, the SSE publicly solicited
opinions from the market on the "Review Rules" and the
"Underwriting Rules" during a period of one month. After
soliciting opinions, the SSE carefully analyzed and
studied the opinions and suggestions from the public,
and fully absorbed reasonable and feasible opinions and
suggestions into the rules and systems. During the
period, the newly amended Securities Law formally took
effect in March 2020. As the CSRC revised and
improved the SSE STAR Market Refinancing Measures,
the SSE also made further amendments and
improvements to the "Review Rules" and "Underwriting
Rules" at the same time.

Compared with the exposure draft released in
November 2019, the Review Rules mainly contains the
following important adjustments. First of all, the
convertible corporate bonds (the Convertible Bonds)
have been made a new product for the companies listed
on the SSE STAR Market to apply for issuance and
listing of securities, including the convertible bonds
issued to non-specific targets and specific targets;
second, the relevant expressions on securities issuance
are adjusted according to the Securities Law and SSE
STAR Market Refinancing Measures, as the "public
offering” is revised to "offering to non-specific targets”,
and the "non-public offering" is changed to "offering to
specific targets”; third, the requirements for disclosing
the application documents are simplified; fourthly, the
requirements are improved for the simplified procedures
to apply to offering stocks to specific targets.

The Underwriting Rules mainly includes the following
important adjustments. First of all, the business
arrangement for issuing Convertible Bonds is newly
added; second, the pricing arrangement for raising
share from non-specific targets is adjusted, and the
issuance modes, subscription procedures and
requirements for information disclosure are also
stipulated; third, the procedures and requirements for
offering shares to specific targets are improved; fourthly,
the business process of the simplified procedures
applying to offering shares to specific targets is
confirmed; fifthly, the mechanisms for submission of
issuance plans, major event reporting after the review
meeting and other matters in the securities issuance are
refined, and it is also made clear that the "Underwriting
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Rules" and other rules can be referenced and applicable
to the auxiliary financing with purchasing assets through
issuing securities.

Purpose and main content of the Review Q&A

In order to further settle the market expectations and
help the market participants better understand and
grasp relevant regulatory requirements, the SSE
focuses on issuance conditions and information
disclosure requirements for the refinancing on the SSE
STAR Market to formulate the Review Q&A on the key
issues, which mainly includes ten questions and
answers on the financing scale and time interval of
financing, the investment, use and management of the
raised funds, the understanding and grasp of the newly
added horizontal competition with significant adverse
impacts, apparently unfair related transactions and
major violations, and related procedural requirements in
review.

Review Q&A focuses on the differentiated issuance
conditions and information disclosure requirements of
the SSE STAR Market to clarify the corresponding
concerns in review. For the general and common issues
involved in the review of refinancing issuance, the SSE
refers to and applies the "Answers to Several Questions
on the Refinancing Business" issued by the CSRC.

Changes made to the procedures and time limit of
review for refinancing of listed companies on the SSE
STAR Market in comparison with the IPO review

Regarding the review procedures, those for refinancing
of the listed companies on the SSE STAR Market are
basically the same as IPO review procedures on the
board, which means that the SSE conducts issuance
and listing review and the CSRC is in charge of the
registration. Moreover, in order to further improve the
review efficiency and shorten the time limit of review, the
refinancing review for the listed companies on the SSE
STAR Market distinguishes between issuing securities
to non-specific and specific targets, and adopts
differentiated review procedures. In the issuance of
securities to non-specific targets, the application will be
submitted to the listing committee for consideration after
the SSE’s review body provides the preliminary review
opinions; in the issuance of securities to specific targets,
it is not necessary to refer the application to the listing
committee for deliberation.

With regard to the time limit for review, compared with
the IPO review for the SSE STAR Market, the review
cycle for refinancing of listed companies on the SSE
STAR Market is further shortened. The SSE will issue
the review opinion within 2 months from the date of
acceptance (excluding the reply time of the listed
company); the time for issuing the first round of review
inquiries is within 15 working days from the date of

acceptance. In addition, the total time for the listed
company and its sponsor and securities service
agencies to reply to the review inquiries of the SSE shall
not exceed 2 months. The CSRC will make the decision
on whether or not to approve the registration for the
registration application of the listed company within 15
working days.

In addition, simplified procedures have been designed
for issuing stocks to specific targets in the refinancing
system for the SSE STAR Market. For listed companies
on the SSE STAR Market with good track record, the
annual general meeting of shareholders can authorize
the board of directors in accordance with the company's
articles of association to decide to issue to specific
targets the shares with a total financing amount less
than RMB300 million and not exceeding 20% of the net
assets at the end of the most recent year. After
accepting application for simplified procedures, the SSE
will no longer conduct review inquiries if the sponsor
expresses a clear affirmative opinion on the verification,
and within 3 working days from the date of acceptance,
the review opinion will be issued and submitted to the
CSRC for the registration procedure. The CSRC will
make decision on whether or not to approve the
registration within 3 working days after receiving the
review opinion from the SSE. It is worth noting that,
considering that the listed companies on the SSE STAR
Market have basically completed the convening of the
2019 annual general meetings of shareholders, in order
to give full play to the financing function of the simplified
procedures, requirements have been adjusted for the
applicability of the simplified procedures in 2020, as a
listed company may authorize the board of directors to
decide to apply for the simplified procedures by
convening an extraordinary general meeting.
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Shanghai Stock Exchange Releases Detailed
Implementation Rules for Shareholders of
Companies Listed on SSE STAR Market to Reduce
Shareholding through Inquiry Transfer and
Placement to Specific Institutional Investors
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On July 3, 2020, Shanghai Stock Exchange (SSE)
released the Detailed Implementation Rules for
Shareholders of Companies Listed on SSE STAR
Market to Reduce Shareholding through Inquiry
Transfer and Placement to Specific Institutional
Investors (the “Detailed Implementation Rules”) to be
effected on July 22, 2020.

The SSE has carefully studied the opinions of the
market participants and fully absorbed the
reasonable and feasible suggestions before adjusting
the Detailed Implementation Rules in the following
two aspects.

On the one hand, the inquiry transfer system has
been improved. First of all, in order to adapt to the
new Securities Law, the expression of "non-public
transfer" in the consultation draft is adjusted to
"inquiry transfer to specific institutional investors"
(the inquiry transfer), so as to more accurately reflect
the characteristics of the business and facilitate the
understanding of market participants. Second, the
processes of the inquiry transfer business are
simplified, as the process of soliciting intentions of
transfer and the corresponding requirement for
information disclosure are cancelled, so as to
improve the transfer efficiency. Third, the measures
for guaranteeing implementation are added, as it is
required that the transferors should declare and lock
up the volume of the shares to be transferred, and the
transferees should not give up the subscription
without justified reasons. In addition, institutional
space has also been reserved for the mid-and-long-
term funds to participate in the transfer.

On the other hand, the placement-based
shareholding reduction system has been refined.
First of all, the range of placement participants has
been set, as the shareholders participating in the
placement should make the placement to the
shareholders of the companies listed on the SSE
STAR Market who are registered on the date of
record, which will be disclosed in the announcement
on the placement plan. Second, the mode of
subscription has been specified, as the placement
participants planning to subscribe for the shares
should conduct the subscription via the SSE system
on the 5th trading day after the date of record. Third,
the way to deal with insufficient subscription has been
clarified, as the shareholders participating in the
placement shall sell in proportions if the shares are
not fully subscribed for. Fourthly, the market
expectation has been stabilized, as the shareholders
participating in the placement shall apply to lock up
the volume of the shares to be placed, and promise
to have adequate shares available for the placement;
in addition, there is an extra requirement for
disclosing the proportions of the placement right.
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U.S. Securities and Exchange Commission Charges
Telegram to Return US$1.2 Billion to Investors and
Pay US$18.5 Million Penalty

On June 26, 2020, the U.S. Securities and Exchange
Commission (SEC) announced that it obtained court
approval of settlements with Telegram Group Inc. and
its wholly owned subsidiary TON Issuer Inc. to resolve
charges that Telegram's unregistered offering of digital
tokens called "Grams" violated the federal securities
laws. The defendants agreed to return more than
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US$1.2 billion to investors and to pay an US$18.5 million
civil penalty.

On October 11, 2019, the SEC filed a complaint against
Telegram, alleging that the company had raised capital
to finance its business by selling approximately 2.9
billion Grams to 171 initial purchasers worldwide. The
SEC sought to preliminarily enjoin Telegram from
delivering the Grams it sold, which the SEC alleged were
securities that had been offered and sold in violation of
the registration requirements of the federal securities
laws. On March 24, 2020, the U.S. District Court for the
Southern District of New York issued a preliminary
injunction barring the delivery of Grams and finding that
the SEC had shown a substantial likelihood of proving
that Telegram's sales were part of a larger scheme to
unlawfully distribute the Grams to the secondary public
market.

Without admitting or denying the allegations in the
SEC's complaint, the defendants consented to entry of
a final judgment enjoining them from violating the
registration provisions of Sections 5(a) and 5(c) of the
Securities Act of 1933. The judgment orders defendants
to disgorge, on a joint and several basis,
US$1,224,000,000 in ill-gotten gains from the sale of
Grams, with credit for the amounts Telegram pays back
to initial purchasers of Grams, and also orders Telegram
Group Inc. to pay a civil penalty of US$18,500,000.
Telegram is further required, for the next three years, to
give notice to the SEC staff before participating in the
issuance of any digital assets.
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U.S. Securities and Exchange Commission Updates
Filing Threshold to Rule 17h Reporting
Requirements for Broker-Dealers

On June 29, 2020, U.S. Securities and Exchange
Commission (SEC) issued an order to update the filing
threshold for broker-dealers’ Form 17-H filings made
pursuant to Exchange Act Rules 17h-1T and Rule 17h-
2T. The threshold, which had not been updated in nearly
30 years, will exempt certain smaller broker-dealers
from the reporting requirements of the rules while
continuing to provide important information to SEC on
the financial condition of covered broker-dealers and
their affiliates.

In 1992, SEC adopted the 17h Rules, which set forth
specified recordkeeping and reporting requirements for
certain broker-dealers that are part of a holding
company structure, pursuant to the Market Reform Act
of 1990. Broker-dealers that do not hold customer funds
or securities, owe money or securities to customers, or
otherwise carry the accounts of or for customers are
exempt from the 17h Rules provided that they maintain
capital, including subordinated debt, of less than US$20
million. The order updates this threshold for the first time
and provides an exemption from the 17h Rules for
broker-dealers with capital between US$20 million to
US$50 million so long as the broker-dealer maintains
less than US$1 billion in total assets. Firms maintaining
US$50 million or more in capital, including subordinated
debt, currently account for approximately 98 percent of
the total capital of the broker-dealers subject to the 17h
Rules; these firms will continue to remain subject to the
rules.

The exemptive order is effective immediately.

XEIEFXHZRSEHAN 17 2L FHIRER KA
FR T4

2020E6 B 29 H, XEIHEXHZERS (ZEIUEXS)
EHwmS, EIRBEZZEIN 17h-1T7 FFN 17h-2T
F“m%ﬁx%ﬁ17H%M$mn%oﬁﬂW%XE
ZIE 30 FERABEHN, BRAEMBHRERZLNBZLERH
ﬁmmiﬁk BEMNEEEEIERSREREXRRRE
EXHGHEEMBEAIMESRANEERFE.

34



J M L

1992 F, EXENERSIEIL THN 17h, 1RHE 1990 F£H
BER, WRERBATIEMNELIFERETHE

MIERFREER, AEEEFRLNILESE, SREF
MESHIEE, SNEMATRSFAEKICKAZLR
P, REEBENEAR (8FKEEHRS) HF 200075
Ex, WAZ 17h MUAHAR. BROLSEXEHF UL
IIHE{E, HATE 2,000 FEITE 5000 FETZENEL
XPEHET 17h 3N, REZLLXFHNRER~%
FE 10 ZETIATRIT] ., B BIFRBRAENNELRTE
5000 AT I EMAS BRI GRBEIN 17h TEL
3&5’3?’7,&\)\1‘5’] 98%; XL/NT) Hélt‘:’ﬂf %TTMWJJO

EASRCRVAEIE: g8

Source Ej&:
https://www.sec.gov/news/press-release/2020-147

U.S. Securities and Exchange Commission Amends
Exemptive Applications Procedures

On July 6, 2020, the U.S. Securities and Exchange
Commission (SEC) announced that it has voted to adopt
rule amendments to establish an expedited review
procedure for exemptive and other applications under
the Investment Company Act that are substantially
identical to recent precedent, as well as a new informal
internal procedure for applications that would not qualify
for the new expedited process. These new procedures
will be effective 270 days following their publication in
the Federal Register.

Amendments to  Procedures with Respect to
Applications _Under the Investment Company Act of
1940

SEC regularly receives applications seeking orders for
exemptions or other relief for funds under the Investment
Company Act. For example, many funds have
historically required an exemption in order to operate,
such as exchange-traded funds, and other funds have
sought exemptive relief in order to operate in a more
efficient and less costly manner. Rule 0-5 under the Act
sets forth the procedure for applications seeking such
exemptive orders. Granting appropriate exemptions
from the Act can provide important economic benefits to
funds and their shareholders, foster financial innovation,
and increase the diversity of opportunities for investors.

The SEC adopted amendments to rule 0-5 to, among
other things, establish an expedited review procedure
for certain applications and establish an internal
timeframe for review of applications outside of the
expedited procedure. The amendments are intended to
grant relief as efficiently and quickly as possible, while
also ensuring that applications continue to be carefully

analyzed consistent with the relevant statutory
standards.

Expedited Review Procedure for Routine Applications

The amendments to rule 0-5 under the Investment
Company Act establish an expedited review procedure
for routine applications that are substantially identical to
recent precedent.

e Expedited review will be available if the application
is substantially identical to two other applications for
which an order granting the relief has been issued
within three years of the date of the application’s
initial filing.

e Notice for an application filed under expedited
review will be issued no later than 45 days from the
date of filing unless the application is not eligible
under the rules or additional time is necessary for
appropriate staff consideration.

e An application for expedited review will be deemed
withdrawn if the applicant does not respond to
comments from SEC staff within 30 days.

Procedure for Other Applications

The amendments to rule 0-5 under the Act will deem an
application outside of expedited review withdrawn when
the applicant does not respond to comments from SEC
staff within 120 days.

New rule 17 CFR 202.13 establishes an internal
timeframe for staff to take action on applications outside
of expedited review within 90 days of the initial filing and
each of the first three amendments thereto, and within
60 days of any subsequent amendment.
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A Joint Investigation into Citadelle and Senjo
Launched by Commercial Affairs Department of
Singapore Police Force and Monetary Authority of
Singapore Following Review of Developments
Relating to Wirecard

Markus Braun, the Austrian tech entrepreneur who
built Wirecard into one of Germany's biggest
companies, has been arrested after a S$2.1 billion hole
exploded in its accounts. Munich prosecutors confirmed
that Braun, Wirecard's former CEO, was arrested on
suspicion of having inflated the digital payment
company's balance sheetand sales through fake
transactions in order to make it more attractive to
investors and customers. Prosecutors said that Braun
may have acted in cooperation with other perpetrators.

Wirecard acknowledged that €1.9 billion (S$2.1
billion) in cash included in financial statements — or
roughly a quarter of its assets — probably never existed
in the first place. The company withdrew its preliminary
results for 2019, the first quarter of 2020 and its profit
forecast for 2020. The scandal erupted when Wirecard
said that its auditor, Ernst & Young, could not locate the
funds in trust accounts and refused to sign off on the
company's financial results. The fallout is raising
questions over how the company's regulators and
auditors could have missed accounting irregularities.

The Commercial Affairs Department (CAD) of the
Singapore Police Force and the Monetary Authority of
Singapore (MAS) have launched a joint investigation
into Citadelle Corporate Services Pte Ltd (Citadelle),
Senjo Group Pte Ltd and its subsidiaries (Senjo) for
suspected falsification of accounts under the Penal
Code (Cap 224), as well as carrying on a trust business
without a license under the Trust Companies Act (Cap
336).

The investigation follows the announcement on June 29,
2020 that MAS and the Accounting and Corporate
Regulatory Authority are collaborating with CAD to
scrutinize recent developments relating to Wirecard AG.
The review surfaced reasons to suspect that offences
may have been committed. As part of the investigation,

CAD and MAS have obtained documents and records
from Citadelle and Senjo and have interviewed persons
involved in the companies.

MAS is aware of media reports alleging that Citadelle
has handled monies for Wirecard in a trustee capacity.
The provision of trust services as a business in
Singapore is an activity regulated by MAS under the
Trust Companies Act. Citadelle is not licensed to provide
trust business services in Singapore and is not
supervised by MAS. MAS has listed Citadelle on the
Investor Alert List on its website.
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Australian Securities and Investments Commission
Issues No-action Position to Allow Right-of-use
Lease Assets to Count in Satisfying AFS Licensee
Requirements

Australian Securities and Investments Commission
(ASIC) issued a temporary no-action position for
Australian financial services (AFS) licensees in relation
to potential breaches of the financial resource
requirements that arise from recent changes to the
accounting treatment of lease assets. The no-action
position will apply until further notice.

AFS licensees are required to maintain adequate
resources, including financial resources, to provide
services under the terms of their licenses. ASIC
recognizes that some AFS licensees may face difficulty
in complying with their financial resource requirements
because, following changes to the accounting standards
for leases, lessees are required to recognize lease

liabilities and a right-of-use asset for all leases. While
the lease liabilities are taken into account for the
purposes of an AFS licensee’s financial resource
requirements, the right-of-use assets are now generally
treated as intangible assets and do not count towards
meeting those requirements.

By issuing the temporary no-action position, ASIC:

e will allow licensees to use right-of-use lease assets
to count towards their financial resource
requirements; and

e will not take regulatory action against licensees in
relation to past breaches of financial resource
requirements, when the breach arises from right-of-
use lease assets not being able to be counted
towards meeting those requirements.

ASIC plans to consult on proposals to change the
financial resource requirements to enable an AFS
licensee to include a right-of-use lease asset when
calculating whether it meets its financial resource
requirements.
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The Climate Financial Risk Forum Publishes Guide
to Help the Financial Industry Address Climate-
related Financial Risks

The Climate Financial Risk Forum (CFRF)
has published a guide written by industry for industry to
help firms approach and address climate-related
financial risks. The guide provides practical
recommendations to firms of all sizes on disclosure of
climate-related financial risks; effective risk
management; scenario analysis, and opportunities for
innovation in the interest of consumers.

The CFRF was jointly established in March 2019 by the
Prudential Regulation Authority (PRA) and the Financial
Conduct Authority (FCA), reflecting the importance of
climate change to their respective strategic objectives.
Its aim is to build capacity and share best practice
across financial regulators and industry to advance the
sector's responses to the financial risks from climate
change. Membership is drawn from a wide range of
industry participants, to ensure the perspective of a
broad range of firms is represented.

The objective of the guide is to help firms understand the
risks that arise from climate change, and to provide
support on how to integrate these risks into their strategy
and decision-making processes. Each chapter within the
guide provides practical tools, experience, knowledge
and case studies, which firms can use as they develop
their strategies, processes and approaches. The key
areas are:

¢ Risk management: By appropriately embedding
climate-related financial risk into its governance and
risk management processes, firms can make
informed business decisions and improve their
resilience.

e Scenario analysis: By appropriately modelling and
considering a range of possible scenarios, a firm
can better understand and manage future risks
today, whilst capturing opportunities to support the
transition to a net-zero carbon economy.

e Disclosures: By making effective climate-related
financial disclosures, a firm can improve

transparency thereby helping the market
appropriately assess the true future value of assets.

e Innovation: By developing novel products,
services, policies and approaches, a firm can adapt
its business to respond to the potential impacts of
climate change, benefit consumers and deliver the
change required to meet climate goals.

The PRA and the FCA acknowledge that the financial
services sector is facing significant challenges as a
consequence of the pandemic. While Covid-19
represents a present risk, minimizing the future risks
from climate change requires action now. As such, the
regulators remain committed to continuing to work
together with industry on this important topic.

SR SRR IR 18 M U B SRtk 7 3+ SIRHE K
SRR BE

ERE MR IEES T —MRTLESHTI ISR,
MXE B X 5RIEBRAERNEE . 28R A&
ﬂﬁ%@ﬂﬁﬁﬁ%%ﬁﬁ%%ﬁﬂmﬁﬁmiﬁh&\
RN EE. BROFIARAEERET T el
DTN

SESRARLIZAFERESERAERITHLES
T 2019 F 3 AHEMN, RBTIETUNEE B KR
BEMMEEN. HENAESRIEENWIENTLF
RENBEBEHANDERELR, PUESTULRETSEETL
m%%%ﬂﬂ% HMAXBMZHTVYS5E, DR
BEBRFTSCE ZHAE,

ZIEENENERE AL T RIUERBAHERONE, I
%mﬁﬁﬁ%&@%AEﬁ%ﬁ&%m&kfiﬁo%
BRNES-—SMEMATIANIA. %\%Mu&%
ﬂﬁ%,ﬁwﬁﬂﬁﬁ%\m&ﬁﬁiﬁTu&ﬁ
TR, XEQEAET

. V”E'LL%%%@H%%%@M@E%%%
ANEREMNKEEERED, AT UG EREHN
WERRHIZSHLTRE

o BRAONM BUELHEERMEER—-RIITENIE
=, AEUNEF T BNEERRNAR, R
FENERZFHETREFILE,

s BE BUEHTHIMNSSEMAXNMEZHE 2

ST MRSERE, AMBBHHESTHER~H
HELAREKME.

38


https://www.fca.org.uk/transparency/climate-financial-risk-forum

J M L

o O BEARFMNS S, RS, BENIE,
NSV OB H A 55 DU R IR AL MR TR,
BETHNE, FARATRE A BETHER
.

HEEEEEREEMTARERKIA, BTHEDRK
WERNRT, SRSV HIEE™REK. RARFEE
WRERRLEINE, BERREREDURTAT
REGARKNEE, WFEZARERITR. ik, BmEYH
MBHTEX-—ERZFTHELHRESVRSE.

Source & JE:
https://www.fca.org.uk/news/press-releases/climate-financial-
risk-forum-publishes-guide-financial-industry-address-
climate-related

Financial Conduct Authority of the United Kingdom
Confirms Further Support for Consumer Credit
Customers

The Financial Conduct Authority (FCA) of the United
Kingdom has confirmed the support users of certain
consumer credit products will receive if they are still
experiencing temporary payment difficulties due to
coronavirus (Covid-19).

The measures outline the options firms will provide
credit card and other revolving credit and personal loan
customers who are coming to the end of a payment
freeze and for customers who have agreed an arranged
interest-free overdraft of up to £500. Customers yet to
request a payment freeze or an arranged interest-free
overdraft of up to £500, will have until October 31, 2020
to apply for one.

The FCA has confirmed:

e If customers can afford to return to regular
repayment, or make partial payments, it is in their
best interest to do so.

e Firms should contact customers coming to the end
of a first payment freeze to find out if they can
resume payments — and if so, agree a plan on how
the missed payments could be repaid.

e For customers still facing temporary payment
difficulties as a result of coronavirus, firms will
provide them with support, which could include
freezing or reducing payments on their credit card
and personal loans to a level they can afford for 3
months.

e Customers who are negatively impacted by
coronavirus and who already have an arranged
overdraft on their main personal current account can

request up to £500 interest-free for a further 3
months. Firms will also provide these customers
with further support where it is needed including
reducing the cost of borrowing above the interest-
free buffer, especially if this cost of borrowing would
otherwise increase.

e Customers that have not yet had a payment freeze
or an arranged interest-free overdraft of up to £500
and experience temporary financial difficulty, due to
coronavirus, would be able to request one up until
October 31, 2020.

e Any payment freezes or partial payment freezes
offered under this guidance should not have a
negative impact on credit files. However, consumers
should remember that credit files aren’t the only
source of information which lenders can use to
assess creditworthiness.

When implementing this guidance, firms should be
particularly aware of the needs of their vulnerable
customers and should consider how they engage with
them. Firms should also help customers understand the
types of debt help and money guidance that are
available and encourage them to access the resources
that can help them.

The FCA has confirmed that it will not extend the
temporary general expectation in relation to overdraft
costs. In April, all firms were asked to temporarily ensure
all overdraft customers were no worse off on price when
compared to the prices they were charged before the
recent overdraft rule changes came into force (those
changes benefitted most customers). As was previously
the case, firms will be able to set their prices, but
overdraft customers who are financially impacted by
coronavirus will continue to be able to request support
on any additional borrowing in excess of £500. The FCA
will continue to monitor overdraft pricing.

This guidance comes into force on July 3, 2020 and only
applies to credit cards, personal loans and overdrafts. It
does not apply to other consumer credit products, such
as motor finance, high-cost short-term credit, rent-to-
own, pawnbroking and buy-now pay-later, which are
covered by separate guidance which will be updated
soon.
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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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