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Additional Disclosure Required by Hong Kong
Securities and Futures Commission of Future
Intentions for Unlisted Securities When Offered as
Consideration of Offer

Hong Kong Securities and Futures Commission (SFC)
has noted an increasing trend for offerors to propose
offering unlisted securities as consideration for the
shares of an offeree company, particularly when a
privatisation proposal is involved. The nature of the
consideration offered is one of the key factors for
shareholders in deciding whether or not to accept a
general offer or to vote for or against a privatisation
proposal. In a securities exchange offer (including those
offering part payment in cash and part payment by
securities), the Hong Kong Code on Takeovers and
Mergers (the Code) requires additional disclosures on
the securities being offered, regardless of whether they
are the offeror’'s own securities or another company’s,
so as to allow shareholders to make an informed
decision. Where unlisted securities are offered, the
disclosure of such information is even more vital for
shareholders due to their illiquid nature. Schedule | to
the Hong Kong Codes on Takeovers and Mergers and
Share Buy-backs (the Codes) prescribes the additional
matters to be disclosed, such as information relating to
the value of the offeror’s securities, business operations
and latest financial position.

General Principle 5 of the Codes provide, among other
things, that shareholders should be given sufficient
information, advice and time to reach an informed
decision on an offer, and that no relevant information
should be withheld. In line with this spirit, going forward,
in all offers, including privatisation proposals, where
unlisted securities are offered as consideration, in
addition to the disclosures required under Schedule I to
the Codes, the SFC will require the offeror to state
whether it intends to seek a listing of the unlisted
securities (or the business of the offeree company in
guestion) on a stock exchange, whether locally or in
another jurisdiction.
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Note 7 to Rule 24 of the Code provides that: an offer
where the consideration consists of securities for which
an immediate listing is not to be sought will not be
regarded as satisfying any obligation incurred under
Rule 24 (as regards purchases resulting in an obligation
to offer a minimum level of consideration).

Paragraph 30 of Schedule | to the Codes requires the
disclosure in the offer document of the following: “When
the offer involves the issue of unlisted securities, an
estimate of the value of such securities by an
appropriate adviser, together with the assumptions and
methodology used in arriving at the value”.

In a privatization proposal involving a securities
exchange offer (including one offering part payment in
cash and part payment by unlisted securities), the new
requirement for an offeror to state whether it intends to
seek a listing of the unlisted securities offered (or the
business of the offeree company in question) on a stock
exchange, whether locally or in another jurisdiction,
would enhance clarity as to the nature and prospect of
the consideration offered. If there is any plan for listing,
basic details of the plan should be provided, subject to
restrictions under the relevant exchange’s listing rules.
For instance, under Rule 9.08 of the Rules Governing
the Listing of Securities on The Stock Exchange of Hong
Kong Limited (SEHK), no publicity material on an issue
of securities by a new applicant can be released in Hong
Kong by a new applicant or its agents unless and until
the exchange has reviewed it and confirmed to the
applicant that it has no comments. If the plan is for listing
of the consideration securities on SEHK, SEHK may
review and confirm the disclosure in the offer document.
If the plan is for listing of the consideration securities on
another exchange, the rules of that exchange should be
checked in advance for compliance. If there is no plan
for listing the consideration securities, presumably no
specific steps (such as the appointment of relevant
advisors for the listing) should have taken place at the
time of bulk printing of the offer document.
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Additional disclosure about the intention surrounding
unlisted securities offered as consideration might also
extend to enhanced details of any offeror consortium or
rollover (and special deal) arrangements.

Under Rule 9.1 of the Code, each document issued or
statement made in relation to an offer or possible offer
or during an offer period must, as is the case with a
prospectus, satisfy the highest standards of accuracy
and the information given must be adequately and fairly
presented.
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The Stock Exchange of Hong Kong Limited Seeks
Views on Reforms to Enhance Listing Regime for
Overseas Issuers

The Stock Exchange of Hong Kong Limited (the
Exchange), a wholly-owned subsidiary of Hong Kong
Exchanges and Clearing Limited (HKEX), published on
March 31, 2021 a consultation paper seeking public
feedback on proposals to enhance and streamline the
listing regime for overseas issuers.

In its consultation, the Exchange is seeking views on:

streamlining requirements for overseas issuers, whilst
continuing to ensure robust shareholder protection
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standards remain; expanding its secondary listing
regime to welcome overseas-listed Greater China
companies in traditional sectors to its markets; allow
eligible issuers to dual-primary list while keeping their
existing weighted voting right structures and variable
interest entity structures.

“One of the initiatives in HKEX's strategic plan is to
continue to develop Hong Kong as a listing and capital
raising hub for major global and regional companies,
looking to fund their growth through either a primary or
secondary basis,” said HKEX Head of Listing, Bonnie Y
Chan.

“Our listing reforms in 2018 have already achieved
tremendous success in adding vibrancy and diversity to
Hong Kong's listed company ecosystem. We believe our
latest proposals to streamline requirements and
enhance our listing regime will attract more international
and Mainland companies looking to benefit from Hong
Kong's liquid financial markets, whilst ensuring that
Hong Kong maintains the quality of the market and that
the high standards of shareholder protection that Hong
Kong is known for are maintained,” said Ms Chan.

The key proposals in the consultation are set out below:

Streamlined Requirements with a Single Set of
Shareholder Protection Standards to Ensure the
Consistent Protection is Provided to All Investors

All issuers (including secondary listed issuers) would be
required to demonstrate how they comply with one
common set of core shareholder protection standards
(Core Standards). These Core Standards include
requirements that the issuer must:

- hold an ordinary general meeting annually and provide
shareholders with the right to convene an extraordinary
general meeting;

- enable shareholders to remove directors with a simple
majority vote; and

- obtain a super-majority shareholder vote to approve: a
change to class rights; a change to its constitutional
documents; and its winding-up.

These Core Standards would ensure that all Hong Kong
shareholders are afforded the same consistent
protection irrespective of the place of incorporation of a
listed issuer or the nature (primary or secondary) of the
issuer’s listing.

Amendment of Secondary Listing Requirements for
Greater China Issuers without Weighted Voting
Rights

Under the proposals, Greater China Issuers without a
weighted voting right structure could secondary list on
the Exchange:

- without demonstrating that they were an “innovative
company” — this would be required only of issuers with
weighted voting right structures; and

- by demonstrating a lower minimum market
capitalisation at listing than currently required (but still
higher than that required for primary listing).

The Exchange would have the power to find such
applicants unsuitable for listing in Hong Kong, if it
believed that their application was an attempt to
circumvent the Listing Rules applicable to a primary
listing, by applying, for example, the test set out in the
Listing Rules on whether a transaction or a series of
transactions constitute a reverse takeover of the
applicant.

Greater Flexibility for Issuers to Dual-Primary List
with their Existing Weighted Voting Right Structures
and Variable Interest Entity Structures

Grandfathered Greater China Issuers and Non-Greater
China lIssuers that seek to dual-primary list on the
Exchange would be able to retain their existing weighted
voting rights, and variable interest entity, structures
without changing them to meet the full requirements of
the Exchange’s Listing Rules and guidance.

These issuers would need to have a track record of good
regulatory compliance, of at least two full financial years
on a Qualifying Exchange, and meet the higher
minimum market capitalisation requirements applicable
to an applicant with weighted voting rights.

They would also be required to meet all other initial and
ongoing requirements applicable to a primary listing (eg
Listing Rule requirements regarding notifiable and
connected transactions) as well as complying with the
requirements that they are already subject to, under the
laws and rules of their overseas primary listing
jurisdiction.

Currently, if Grandfathered Greater China Issuers
secondary list in Hong Kong, and later see the majority
of trading of their securities migrates to the Exchange’s
markets on a permanent basis, they will be regarded as
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dual-primary listed in Hong Kong and have to fully
comply with the Listing Rules, but are allowed to retain
their existing weighted voting right or variable interest
entity structures. Non-Greater China Issuers are not
subject to this trading migration requirement.

Other Proposals

The consultation paper published by the Exchange also
contains several other proposals to enhance, codify and
streamline existing requirements for overseas issuers,
including:

- the consolidation of requirements for overseas issuers
into Chapter 19 (for primary listing) and Chapter 19C (for
secondary listing), with one guidance letter;

- the codification of some conditional common waivers
for dual-primary listings and secondary listings; and

- guidance on the application of waivers following a de-
listing from an overseas exchange of primary listing.

The Exchange invites market feedback on the proposals.
The deadline for responding to the Consultation Paper
is May 31, 2021.

The Consultation Paper is available on HKEX website.
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The Stock Exchange of Hong Kong Limited
Announces the Cancellation of Listing of
Harmonicare Medical Holdings Limited (Stock Code:
1509)

The Stock Exchange of Hong Kong Limited (the
Exchange) announced on March 23, 2021 that the listing
of the shares of Harmonicare Medical Holdings Limited
(Harmonicare) will be cancelled with effect from 9:00 am

on March 25, 2021 under Rule 6.01A of the Rules
Governing the Listing of Securities on The Stock
Exchange of Hong Kong Limited (Listing Rules).

Trading in Harmonicare’s securities has been
suspended since April 1, 2019. Under Rule 6.01A, the
Exchange may delist Harmonicare if trading does not
resume by September 30, 2020.

Harmonicare failed to fulfill all resumption guidance set
by the Exchange and resume trading in its securities by
September 30, 2020. On November 27, 2020, the Listing
Committee decided to cancel the listing of
Harmonicare's shares on the Exchange under Rule
6.01A.

On December 4, 2020, Harmonicare sought a review of
the Listing Committee’s decision by the Listing Review
Committee. On March 12, 2021, the Listing Review
Committee upheld the decision of the Listing Committee
to cancel Harmonicare's listing. Accordingly, the
Exchange will cancel Harmonicare’s listing with effect
from 9:00 am on March 25, 2021.

The Exchange has requested Harmonicare to publish an
announcement on the cancellation of its listing.

The Exchange advises shareholders of Harmonicare
who have any queries about the implications of the
delisting to obtain appropriate professional advice.
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The Stock Exchange of Hong Kong Limited
Implements Disciplinary Action against Coslight
Technology International Group Limited (Stock
Code: 1043) and its 10 Directors

The Stock Exchange of Hong Kong Limited (the
Exchange) issued on March 29, 2021 the statement of
disciplinary action against Coslight Technology
International Group Limited (Stock Code: 1043)
(Company, together with its subsidiaries, Group) and its
10 directors.

Sanctions and Directions

The Listing Committee of the Exchange (Listing
Committee)

CENSURES:

(1) Coslight Technology International Group Limited
(Stock Code: 1043);

(2) Mr. Song Dian Quan, executive director (Mr. Song);
(3) Ms. Luo Ming Hua, executive director (Ms. Luo);

(4) Mr. Li Ke Xue, executive director (Mr. Li KX);

(5) Mr. Xing Kai, executive director (Mr. Xing); and

(6) Mr. Liu Xing Quan, executive director (Mr. Liu).

AND CRITICISES:

(7) Mr. Zhang Li Ming, executive director (Mr. Zhang);
(8) Dr. Gao Yun Zhi, independent non-executive director
(Dr. Gao);

(9) Mr. Li Zeng Lin, independent non-executive director
(Mr. Li ZL);

(10) Ms. Zhu Yan Ling, independent non-executive
director (Ms. Zhu); and

(11) Mr. Xiao Jian Min, former independent non-
executive director (Mr. Xiao).

(The directors identified in (2) to (11) above are
collectively referred to as Relevant Directors.)

In addition to the sanctions stated above, the Company
has been directed both to appoint an independent
professional adviser for the purpose of an internal
control review and to retain an independent compliance

adviser. The directors have been directed to attend
training.

Summary of Facts

The directors failed to take adequate steps to ensure the
Company’s compliance with the Exchange Listing
Rules. They also failed to discharge their duties in
respect of the Company’s internal controls.

During the period from July 2017 to September 2019,
the Group carried out a humber of transactions which
involved (a) the sale of equity interests in three non-
wholly owned subsidiaries of the Company to
independent third parties; and (b) the acquisition of an
equity interest in a company from a connected person of
the Company (HCG). These transactions were notifiable
and/or connected, and so subject to requirements under
the Rules Governing the Listing of Securities on The
Stock Exchange of Hong Kong Limited (Exchange
Listing Rules). However, the Company failed to comply
with all applicable requirements under the Exchange
Listing Rules and did not announce the transactions
and/or obtain requisite approval from the shareholders.
The directors failed to take adequate steps to ensure the
Company’s compliance with the Exchange Listing
Rules. They also failed to discharge their duties in
respect of the Company’s internal controls.

Disposal of subsidiaries

On July 4, 2017, an indirect non-wholly owned
subsidiary of the Company (HCP) disposed of 58 per
cent of its equity interest in a company (ZCB) for around
RMB726 million (1st Disposal). The 1st Disposal
constituted a major transaction, and the completion took
place on August 21, 2017.

After the said disposal, between December 8, 2017 and
May 2, 2018, HCP further disposed of its remaining 42
per cent equity interest in ZCB for around RMB530
million (2nd Disposal). The 2nd Disposal constituted a
major transaction on its own, and a very substantial
disposal when aggregated with the 1st Disposal. The
Company announced the 2nd Disposal on September 3,
2018. It admitted that it had failed to comply with the
reporting, announcement and shareholders’ approval
requirements.

On September 18, 2018, the Group sold another indirect
non-wholly owned subsidiary of the Company to ZCB for
around RMB236 million (3rd Disposal). The 3rd Disposal
constituted a major transaction on a standalone basis.
When aggregated with the 1st and 2nd Disposals, it
constituted a very substantial disposal. The 3rd Disposal
was announced on September 18, 2018, but the
completion took place before complying with the circular
and shareholders’ approval requirements.
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On November 30, 2018, HCP sold its equity interest in
another company for RMB1.5 million (4th Disposal,
together with the 2nd and 3rd Disposals, Disposals). The
4th Disposal constituted a discloseable transaction, but
it was not announced until March 8, 2019.

In the Company’s announcement dated March 8, 2019,
the Company admitted to breaching the relevant
procedural requirements in respect of the 3rd and 4th
Disposals.

The Acquisition

On September 16, 2019, the Group acquired 20 per cent
equity interest in a company from HCG for RMB20
million (Acquisition). At the time, the majority of the
interest in HCG was owned by the son of Mr. Song.
Some of the Relevant Directors were also shareholders
of HCG. HCG was therefore a connected person of the
Company, and the Acquisition constituted a connected
transaction which was subject to the reporting and
announcement requirements. It was exempted from
independent shareholders’ approval.

The Acquisition was announced on January 17, 2020.
The Company admitted that it had failed to timely comply
with the Exchange Listing Rule requirements.

Exchange Listing Rules Requirements

Rule 14.22 provides that the Exchange may require
listed issuers to aggregate a series of transactions and
treat them as if they were one transaction if they are all
completed within a 12-month period or are otherwise
related. In such cases, the listed issuer must comply with
the requirements for the relevant classification of the
transaction when aggregated. Rule 14.23 sets out
factors which the Exchange may take into consideration
when determining whether transactions will be
aggregated.

Under Rule 14.34, the Company is required to inform the
Division and publish an announcement after the terms
of, inter alia, a discloseable transaction and a very
substantial disposal have been agreed.

Rules 14.48, 14.49 and 14.51 require the Company to
seek its shareholders’ approval and issue a circular for
a very substantial disposal.

Rule 14A.35 requires the Company to publish an
announcement as soon as practicable after the terms of
a connected transaction have been agreed.

Rule 3.08 provides that the Exchange expects 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)).

Each of the Relevant Directors has given the Director’s
Undertaking, which provides, among other things, that
he/she undertakes to:

(1) comply to the best of his/her ability with the
Exchange Listing Rules; and

(2) use his/her best endeavors to cause the Company to
comply with the Exchange Listing Rules.

Listing Committee’s Findings of Breach

The Listing Committee found as follows:

(1) The Company breached Rules 14.34, 14.48, 14.49,
14.51 and 14A.35.

(2) Mr. Song breached (a) Rule 3.08(f) and (b) his
Director's Undertaking to comply with the Exchange
Listing Rules to the best of his ability, and use his best
endeavors to procure the Company to comply with the
Exchange Listing Rules

(3) Ms. Luo, Mr. Li KX, Mr. Xing and Mr. Liu breached
their Director’s Undertakings to use their best endeavors
to procure the Company to comply with the Exchange
Listing Rules:

(4) Mr. Zhang, Mr. Li ZL, Dr. Gao, Ms. Zhu and Mr. Xiao
also breached their Director’s Undertakings to use their
best endeavors to procure the Company to comply with
the Exchange Listing Rules:

Conclusion

The Listing Committee decided to impose the sanctions
and directions set out in the Statement of Disciplinary
Action.

For the avoidance of doubt, the Exchange confirms that
the above sanctions and directions apply only to the
Company and the Relevant Directors, and not to any
other past or present members of the board of directors
of the Company.
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The Stock Exchange of Hong Kong Limited
Implements Disciplinary Action against China Yu
Tian Holdings Limited (Delisted, Previous Stock
Code: 8230) and its Seven Directors

The Stock Exchange of Hong Kong Limited (the
Exchange) issued on March 30, 2021 the statement of
disciplinary action against China Yu Tian Holdings
Limited (Company) (delisted, previous stock code: 8230)
and its seven directors.

Sanctions and Directions

The GEM Listing Committee of The Stock Exchange of
Hong Kong Limited (GEM Listing Committee)

CENSURES:

(1) China Yu Tian Holdings Limited (Delisted, Previous
Stock Code: 8230) for breaching Rules 6A.19, 6A.23,
17.55A, 20.33 and 20.34 of the Rules Governing the
Listing of Securities on the GEM of the Exchange (GEM
Listing Rules or GLR);

AND CENSURES:

(2) Ms. Wang Xue Mei (Ms. Wang), executive director
(ED) of the Company (at the date of delisting); and

(3) Mr. Wang Jin Dong (Mr. Wang), ED of the Company
(at the date of delisting), for breaching GLR 5.01(4) to
(6) and their obligations under their respective
Declarations and Undertakings with regard to Directors
given to the Exchange in the form set out in Appendix 6
to the GEM Listing Rules (Undertaking(s));

AND CENSURES:

(4) Mr. Cheng Bo, independent non-executive director
(INED) of the Company (at the date of delisting);

(5) Mr. Wang Zhong Hua, INED of the Company (at the
date of delisting);

(6) Mr. Tang Xi Guang (Mr. Tang), former ED of the
Company;

(7) Mr. Zhao Hai Bo (Mr. Zhao), former ED of the
Company; and

(8) Mr. Huang Zhi Wei, former INED of the Company, for
breaching GLR 5.01(6) and their respective
Undertakings;

AND FURTHER CENSURES:

(9) Ms. Wang for breaching her obligations under GLR
5.20 as the then compliance officer of the Company;

AND FURTHER STATES that in the Exchange’s
opinion, by reason of:

(a) Ms. Wang, Mr. Wang, Mr. Cheng Bo and Mr. Wang
Zhong Hua’s wilful and/or persistent failure to discharge
their responsibilities under the GEM Listing Rules, had
the Company remained listed, their retention of office
would have been prejudicial to the interests of investors;
and

(b) Mr. Tang and Mr. Zhao's wilful and/or persistent
failure to discharge their responsibilities under the GEM
Listing Rules, had they remained on the board of
directors of the Company (Board), their retention of
office would have been prejudicial to the interests of
investors.
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The GEM Listing Committee further directed:

(1) Mr. Huang Zhi Wei, as a pre-requisite of any future
appointment as a director of any company listed or to be
listed on the Exchange, to attend 24 hours of training on
Listing Rule compliance (including four hours each on
(a) directors’ duties and (b) notifiable and connected
transactions) (Training), to be provided by training
providers approved by the Division. The Training is to be
completed, and the Training provider's written
certification of full compliance is to be provided to the
Division, before the effective date of any such
appointment; and

(2) Following the publication of this news release, any
changes necessary and any administrative matters
which may emerge in the management and operation of
the direction set out in paragraph (1) above is to be
directed to the Division for consideration and approval.
The Division should refer any matters of concern to the
GEM Listing Committee for determination.

The directors identified in (2) to (5) above are collectively
referred to as the Then-Current Directors. The directors
identified in (4) to (8) above are collectively referred to
as the Remaining Directors, and Ms. Wang, Mr. Wang
and the Remaining Directors are collectively referred to
as the Relevant Directors.

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

Hearing

On June 16, 2020 and January 18, 2021, the GEM
Listing Committee conducted hearings into the conduct
of the Company and the Relevant Directors in relation to
their obligations under the GEM Listing Rules and the
Undertakings.

Summary of Facts

The Company and its subsidiary granted interest and
collateral-free loans of up to US$3,000,000 and
RMB7,500,000 respectively to parties connected to two
of the executive directors, Ms. Wang Xue Mei and Mr.
Wang Jin Dong. The loans were neither announced nor
approved by the shareholders. The Company submitted
that the loans had been repaid and provided
documentation in support of that submission, but when
enquiries were made as to whether the documentation
was fabricated, there was no response.

Despite their conflict of interest, Ms. Wang Xue Mei and
Mr. Wang Jin Dong took an active role in relation to the

loans. The other directors approved the loans without
proper consideration of the loans, the conflict of interest,
or GLR compliance.

GEM Listing Rules Requirements

Company

GLR 20.33 and GLR 20.34 require the issuer
respectively, to announce the connected transaction as
soon as practicable after its terms have been agreed,
and to obtain independent shareholders’ approval.

GLR 6A.19 and GLR 6A.23 require the issuer
respectively, to appoint a compliance adviser for the
Fixed Period (as defined in Chapter 6A of the GEM
Listing Rules), and to consult with and, if necessary,
seek advice from its compliance adviser during the Fixed
Period where a possible notifiable or connected
transaction is contemplated.

GLR 17.55A states that an issuer must provide to the
Exchange as soon as possible, or otherwise in
accordance with time limits imposed by the Exchange,
any information or explanation that the Exchange may
reasonable require for the purpose of investigating a
suspected breach of or verifying compliance with the
GEM Listing Rules.

Directors

Under GLR 5.01, the board of directors is collectively
responsible for the company’s management and
operations. 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 avoiding actual and
potential conflicts of interest and duty (GLR 5.01(4)),
disclosing fully and fairly their interests in contracts with
the issuer (GLR 5.01(5)), and applying 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 (GLR 5.01(6)).

GLR 5.20 requires the compliance officer to, among
other things, advise on and assist the Board in
implementing procedures to ensure the company’s
compliance with the GEM Listing Rules.

Directors are under an obligation, pursuant to their
respective Undertakings, to comply to the best of their
ability with the GEM Listing Rules, to use their best
endeavours to procure the company’s compliance with
the GEM Listing Rules, and to cooperate in any
investigation conducted by the Division.

GEM Listing Committee’s Findings of Breach
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The GEM Listing Committee considered the written
and/or oral submissions of the Division, as well as the
Company and the Relevant Directors, and concluded as
follows:

Company’s breaches

The GEM Listing Committee concluded that the
Company breached:

(a) GLR 20.33 and 20.34 by failing to comply with the
announcement and prior shareholders’ approval
requirements in respect of the Loans;

(b) GLR 6A.19 and 6A.23 by failing to appoint a
compliance adviser for the full Fixed Period, and failing
to consult with its compliance adviser when the Loans
were contemplated; and

(c) GLR 17.55A by failing to respond to the Division’'s
enquiries.

Ms. Wang's and Mr. Wang'’s breaches

The GEM Listing Committee found that Ms. Wang and
Mr. Wang breached GLR 5.01(4) to (6):

(a) Despite their conflicts of interests, Ms. Wang and Mr.
Wang took an active role in the proposal, approval and
execution of the Loans.

(b) Ms. Wang and Mr. Wang failed to disclose their
interests in, as well as abstain from voting on, the
resolution in respect of the Remuneration Adjustment.

(c) By reason of Ms. Wang and Mr. Wang’s limited
understanding of the GEM Listing Rules, they did not
take steps to procure the Company’s compliance with
GLR 6A.19, 6A.23, 20.33 and 20.34. After discovering
the Company’s breaches with respect to the Loans, they
also failed to take steps to remedy such breaches by
publishing an announcement and seeking independent
shareholders’ ratification.

In addition to the above breaches, the GEM Listing
Committee also concluded that Ms. Wang breached
GLR 5.20 by failing, among other things, to ensure that
a compliance adviser was appointed by the Company in
accordance with GLR 6A.19, as well as consulted in
respect of the Loans. In particular, she failed to identify
the GEM Listing Rule implications of the Loans.

Remaining Directors’ breaches

The GEM Listing Committee found that the Remaining
Directors breached GLR 5.01(6) by failing to exercise
sufficient skill, care and diligence in respect of the Loans
and the Remuneration Adjustment:

(&) The Remaining Directors verbally approved the
Loans without convening a Board meeting to properly
discuss and consider the Loans and relevant
documentation, and without reviewing the loan
agreements. They also failed to keep proper records
documenting such approval.

(b) Prior to their approval of the Loans and the
Remuneration Adjustment, the Remaining Directors did
not take steps to properly benchmark Ms. Wang and Mr.
Wang’'s remuneration, other than reviewing general
remuneration reports that were not appropriate
comparables. The Remaining Directors also failed to
identify Ms. Wang and Mr. Wang’s conflicts of interest in
respect of the Remuneration Adjustment.

(c) By reason of the Remaining Directors’ limited
understanding of the GEM Listing Rules, they did not
take steps to procure the Company’s compliance with
GLR 6A.19, 6A.23, 20.33 and 20.34. After discovering
the Company’s breaches with respect to the Loans, they
also failed to take steps to remedy such breaches by
publishing an announcement and seeking independent
shareholders’ ratification.

In addition to their breaches of GLR 5.01(6), the then
members of the Remuneration Committee of the
Company (Mr. Cheng Bo, Mr. Huang Zhi Wei and Mr.
Wang Zhong Hua) also failed to perform their duties as
set out in the terms of reference of the Remuneration
Committee, by failing to (a) establish a formal and
transparent procedure for developing a remuneration
policy, and (b) take steps to ensure that Ms. Wang and
Mr. Wang were not involved in deciding their own
remuneration.

Relevant Directors’ Breach of Undertakings

Given the Company and the Relevant Directors’
breaches of the GEM Listing Rules as set out above, the
GEM Listing Committee found that the Relevant
Directors breached their Undertakings by failing to
comply to the best of their ability with the GEM Listing
Rules and to use their best endeavors to ensure that the
Company complied with the GEM Listing Rules
applicable to the Loans and the Remuneration
Adjustment.

The GEM Listing Committee also found that the Then-
Current Directors, Mr. Tang and Mr. Zhao breached their
respective Undertakings by failing to cooperate with the
Division in its investigation, which constitutes a breach
of the Listing Rules. The Then- Current Directors also
failed to use their best endeavors to procure the
Company’s compliance with GLR 17.55A by failing to
respond to the Division’s enquiries.

The Then-Current Directors, Mr. Tang and Mr. Zhao's
breaches of the Undertaking were serious and their
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conduct showed their willful and/or persistent failure to
discharge their responsibilities under the GEM Listing
Rules. The ability to conduct an efficient and thorough
investigation is essential to enable the Exchange to
discharge its function to maintain and regulate an orderly
market. Their failure to respond to the Division’s
enquiries hindered the Division’s investigation and
assessment of the relevant issues involving the
Company, and the Relevant Directors’ conduct and their
compliance with the GEM Listing Rules.

Requlatory Concern

Directors are accountable to the issuer and its
shareholders for their conduct. They have an obligation,
among others, to avoid any potential or actual conflicts
of interests, and to procure the issuer's compliance with
the GEM Listing Rules. In respect of connected
transactions, this involves, in this case, procuring the
Company to publish an announcement and to obtain
independent shareholders’ approval.

The Exchange expects directors to be familiar with the
provisions of the GEM Listing Rules, and, where
appropriate, to proactively seek advice and assistance
from professional parties, such as compliance advisers,
prior to entering into transactions which are governed by
the GEM Listing Rules.

The cooperation of listed issuers and directors in the
Exchange’s investigation into possible GEM Listing Rule
breaches underpins the Exchange’s ability to regulate
issuers and directors, and is therefore of utmost
importance in enabling the Exchange to discharge its
function to maintain and regulate an orderly market.
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Hong Kong Securities and Futures Commission
Obtains Disqualification Orders against Former
Senior Executives of Long Success International
(Holdings) Limited

On March 22, 2021, the Securities and Futures
Commission of Hong Kong (SFC) announced that it has
obtained disqualification orders in the Court of First
Instance of Hong Kong (Court of First Instance) against
the former chief executive officer and executive director
of Long Success International (Holdings) Limited (Long
Success), Mr. Hu Dongguang (Hu), and former
executive director, Mr. Guo Wanda (Guo), in the
proceedings commenced by the SFC against 13 former
directors of the company.

Long Success was listed on the Growth Enterprise
Market of The Stock Exchange of Hong Kong Limited
(SEHK) since August 17, 2000 until its listing status was
cancelled by the SEHK with effect from October 19,
2016. The company was principally engaged in paper
manufacturing, biodegradable materials manufacturing,
gaming and money lending services at the material time.
Hu was an executive director and chief executive officer
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of Long Success from January 18, 2010 to February 28,
2013. Guo was an executive director from May 1, 2010
to September 27, 2012.

The SFC commenced proceedings under section 214 of
the Securities and Futures Ordinance (SFO) against 13
former directors of Long Success in May 2018 seeking
orders that these former directors be disqualified from
being directors or being involved in the management of
any listed or unlisted corporation in Hong Kong. Under
section 214 of the SFO, the court may make an order
disqualifying a person from being a director or being
involved, directly or indirectly, in the management of any
corporation for up to 15 years, if the person is found to
be wholly or partly responsible for a corporation’s
business or affairs having been conducted in a manner,
among other things, involving defalcation, fraud,
misfeasance or other misconduct towards it or its
members; resulting in its members or any part of its
members not having been given all the information with
respect to its business or affairs that they might
reasonably expect; or unfairly prejudicial to its members
or any part of its members.

The SFC previously obtained disqualification orders in
the Court of First Instance against five former directors
of Long Success in April 2020. The orders were made
following the Court’s approval that the proceedings be
disposed of by way of a summary procedure which
involved the submission of agreed statements of facts
by the parties.

Hu and Guo were each disqualified from being a director
or being involved, directly or indirectly, in the
management of any corporation in Hong Kong including
Long Success or any of its subsidiaries and affiliates,
without the leave of the court, for a period of three years,
effective from March 11, 2021.

The orders were made by The Honourable Mr. Justice
Coleman after they admitted that they were in breach of
their fiduciary duties and common law duties to act in the
interest of Long Success and/or to exercise due and
reasonable skill, care and diligence in the course of
acting as directors of Long Success.

The SFC’s investigation found that following Long
Success’s acquisition of a 51% equity interest in Jining
Gangning Paper Co, Ltd for HK$190 million in 2009, the
latter failed to achieve the requisite profit amount in 2010
and 2011 under the terms of the acquisition, and as a
consequence, the seller owed Long Success payment
for the shortfall under the profit guarantee.

Former chairman and executive director of Long
Success, Mr. Wong Kam Leong (Wong), on behalf of
Long Success, signed three confirmation letters with the
seller between March 2011 and March 2012, agreeing,

amongst other things, to defer the seller’'s payment
under the profit guarantee.

Wong signed another confirmation letter on behalf of
Long Success in June 2012, whereby it was agreed that
Long Success would forfeit the profit guarantee amount
of about HK$30.1 million owed by the seller. This
confirmation letter was not approved by the board of
directors of Long Success.

Specifically, Hu and Guo admitted that they had allowed

Wong to exercise domination and control of the affairs

of the company and its board of directors for his personal

advantage or other ulterior purposes, and that they
neglected or omitted to exercise their duties as directors
of Long Success by:

e approving a confirmation letter in March 2011
without making any or any sufficient enquiries or
requesting  further information  about the
confirmation letter which was prejudicial and of no
discernible benefit to Long Success; and

e failing to monitor, make enquiries or follow up with
the profit guarantee during the period from March
2011 to June 2012.

The SFC’s legal proceedings against other former
directors of Long Success are ongoing. The judgment is
available on the Judiciary’s website (Court Reference:
HCMP667/2018).
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Hong Kong Securities and Futures Commission
Reprimands and Fines GEO Securities Limited
HK$6.3 Million for Regulatory Breaches

On March 23, 2021, the Securities and Futures
Commission of Hong Kong (SFC) announced that it has
reprimanded and fined GEO Securities Limited (GEO)
HK$6.3 million for breaching its licensing conditions and
failures related to the sale of unlisted bonds.

GEO Securities Limited is licensed under the Securities
and Futures Ordinance to carry on Type 1 (dealing in
securities), Type 4 (advising on securities) and Type 9
(asset management) regulated activities.

The disciplinary action followed an SFC investigation

which found that GEO had:

e provided discretionary account management
services to eight clients in return for an annual
management fee between July 1, 2014 and June 15,
2015; and

e introduced 36 clients directly to four listed
companies to subscribe for their unlisted bonds
totalling about HK$108 million between October 28,
2014 and November 16, 2015.

GEO’s Type 1 licence was subject to the following
conditions between May 3, 2013 and March 22, 2016:
(a) GEO shall not hold client assets; and (b) for Type 1
regulated activity, GEO shall not conduct business other
than: (i) communicating offers to effect dealings in
securities to a corporation that is licensed by or
registered with the SFC for Type 1 regulated activity, in
the names of the persons from whom those offers are
received; and (ii) introducing persons to a corporation
that is licensed by or registered with the SFC for Type 1
regulated activity in order that they may effect dealings
in securities or make offers to deal in securities.

The SFC also found serious deficiencies in GEO’ s
systems and controls. Specifically, the SFC found that
GEO failed to:

e conduct adequate product due diligence on the
unlisted bonds before recommending them to
clients;

e putin place an effective system to assess its clients’
risk tolerance and ensure the recommendations
and/or solicitations made to its clients in relation to
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the unlisted bonds were suitable for and reasonable
for the clients;

e maintain any documentary records of the
investment advice or recommendations given to its
clients nor provide them with a copy of the written
advice; and

e make disclosures to clients of the commission it
received for the successful placement of the unlisted
bonds.

In deciding the sanction, the SFC took into account that:

e no client appeared to have suffered losses from
GEOQO’ s distribution of the unlisted bonds;

e GEO cooperated with the SFC to resolve the SFC’
s regulatory concerns;

e in resolving the SFC’ s concerns, GEO agreed to
engage an independent reviewer to review its
internal controls; and

e GEO has an otherwise clean disciplinary record.

A copy of the Statement of Disciplinary Action is
available on the SFC website:
https://apps.sfc.hk/edistributionWeb/gateway/EN/news-
and-
announcements/news/openAppendix?refNo=21PR34&
appendix=0d
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U.S. Federal Court Orders U.K. Man to Pay More
Than US$571 Million for Operating Fraudulent
Bitcoin Trading Scheme

On March 26, 2021, the U.S. Commodity Futures
Trading Commission (CFTC) announced that the U.S.
District Court for the Southern District of New York
entered a default judgment against Benjamin Reynolds,
conducting business as Control-Finance Limited and
purportedly of U.K., finding that he operated a fraudulent
scheme to solicit bitcoin from members of the public and
misappropriated customers’ bitcoin.
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Between May 2017 and October 2017, Reynolds used a
public website, various social media accounts, and email
communications to solicit at least 22,190.542 bitcoin,
valued at approximately US$143 million at the time, from
more than 1,000 customers worldwide, including at least
169 individuals residing in the U.S.

Among other things, Reynolds falsely represented to
customers that Control-Finance traded their bitcoin
deposits in virtual currency markets and employed
specialized virtual currency traders who generated
guaranteed trading profits for all customers. He also
constructed an elaborate affiliate marketing network that
relied on fraudulently promising to pay outsized referral
profits, rewards, and bonuses to encourage customers
to refer new customers to Control-Finance. In fact,
Reynolds made no trades on customers’ behalf, earned
no trading profits for them, and paid them no referral
rewards or bonuses. While Reynolds represented that
he would return all bitcoin deposits to customers of
Control-Finance by late October 2017, he never did and
instead retained the deposits for his own personal use.
Customers lost most or all of their bitcoin deposits as a
result of the scheme.

The court’s March 2, 2021 order requires Reynolds to
pay nearly US$143 million in restitution to defrauded
customers and a civil monetary penalty of US$429
million. The order also permanently enjoins Reynolds
from engaging in conduct that violates the Commodity
Exchange Act and CFTC regulations, registering with
the CFTC, and trading in any CFTC-regulated markets.
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U.S. Commodity Futures Trading Commission
Orders Coinbase Inc. to Pay US$6.5 Million for False,
Misleading, or Inaccurate Reporting and Wash
Trading

On March 19, 2021, the U.S. Commodity Futures
Trading Commission (CFTC) issued an order filing and
settling charges against digital asset exchange operator
Coinbase Inc. for reckless false, misleading, or
inaccurate reporting as well as wash trading by a former
employee on Coinbase’s GDAX platform.

According to the order, between January 2015 and
September 2018, Coinbase recklessly delivered false,
misleading, or inaccurate reports concerning
transactions in digital assets, including Bitcoin, on the
GDAX electronic trading platform it operated. During this
period, Coinbase operated two automated trading
programs, Hedger and Replicator, which generated
orders that at times matched with one another. The
GDAX Trading Rules specifically disclosed that
Coinbase was trading on GDAX, but failed to disclose
that Coinbase was operating more than one trading
program and trading through multiple accounts.

In addition, the order finds that while Hedger and
Replicator had independent purposes, in practice the
programs matched orders with one another in certain
trading pairs, resulting in trades between accounts
owned by Coinbase. Coinbase included the information
for these transactions on its website and provided that
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information to reporting services, either directly or
through access to its website. Reporting firms such as
Crypto Facilities Ltd., which publishes the CME Bitcoin
Real Time Index, and CoinMarketCap OpCo, LLC,
which posts such transactional information on its
website, received access to Coinbase’s transactional
information via Coinbase’s Application Programming
Interface, while the NYSE Bitcoin Index, received it
directly in transmissions from Coinbase. According to
the order, transactional information of this type is used
by market participants for price discovery related to
trading or owning digital assets, and potentially resulted
in a perceived volume and level of liquidity of digital
assets, including Bitcoin, that was false, misleading, or
inaccurate.

The order also finds that over a six-week period, August
through September 2016, a former Coinbase employee
used a manipulative or deceptive device by intentionally
placing buy and sell orders in the Litecoin/Bitcoin trading
pair on GDAX that matched each other as wash trades.
This created the misleading appearance of liquidity and
trading interest in Litecoin. Coinbase is therefore found
to be vicariously liable as a principal for this employee’s
conduct.

The order requires Coinbase to pay a civil monetary
penalty of US$6.5 million and to cease and desist from
any further violations of the Commodity Exchange Act or
CFTC regulations, as charged.
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U.S. Commodity Futures Trading Commission
Charges Former Fuel Oil Trader with Manipulating
Fuel Oil Benchmark

On March 25, 2021, the U.S. Commodity Futures
Trading Commission (CFTC) issued an order filing and
settling charges against Emilio José Heredia Collado for
engaging in attempted manipulation and manipulation of
a U.S. price-assessment benchmark relating to physical
fuel oil products. Heredia engaged in this unlawful
conduct for more than four years while employed as a
fuel oil trader at a commodity trading firm and then at the
U.S. affiliate of a multinational commodity trading
company that acquired it.

The order finds that from as early as June 2012 through
at least August 2016, Heredia and others at the firms
where he was employed sought to increase profits from
their oil products trading by manipulating a U.S. price-
assessment benchmark relating to physical fuel oil
products in order to benefit the firms’ trading positions.
Heredia also engaged in this conduct with the specific
intent to manipulate the benchmark, and could and did
create artificial prices.
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Heredia admits the facts of his manipulation and
acknowledges that his conduct violated the Commaodity
Exchange Act (CEA) and CFTC regulations. The order
permanently bans Heredia from trading commodity
interests and requires him to comply with undertakings
never to engage in other commodity-interest related
activities, including applying for registration and acting
as a principal, agent, officer or employee of any person
registered, required to be registered, or exempt from
registration. The order also imposes a US$100,000 civil
monetary penalty. In a separate, parallel matter, the
Department of Justice’s Fraud Section announced a
criminal charge against Heredia in the U.S. District Court
for the Northern District of California.
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U.S. Commodity Futures Trading Commission
Charges Rancher and Feedyard with US$233 Million
Phantom Cattle Fraud Scheme

On March 31, 2021, the U.S. Commodity Futures
Trading Commission (CFTC) filed a civil enforcement
action in the U.S. District Court for the Eastern District of
Washington charging Easterday Ranches, Inc., a cattle
feedyard, and Cody Easterday, co-owner and formerly
president of Easterday Ranches, for engaging in fraud
in connection with the sale of more than 200,000 non-
existent head of cattle to a beef processor, making false
statements to an exchange, and violating exchange-set
position limits.

According to the complaint, Easterday accumulated
more than US$200 million in losses over a 10-year
period from speculative trading in the cattle futures
markets. To meet margin calls, Easterday devised a
scheme to defraud one of his biggest business partners,
a beef producer. The complaint alleges that, from at
least October 2016 to November 2020, Easterday
caused Easterday Ranches to submit false invoices and
reimbursement requests relating to more than 200,000
head of cattle that Easterday Ranches never actually
purchased or raised on the producer’s behalf. Through
the use of fraudulent invoices and reimbursement
requests, Easterday Ranches received from the
producer more than US$233 million to which it was not
entitled.

In addition, the complaint alleges that Easterday caused
Easterday Ranches to report false or misleading
information concerning its cattle inventory, purchases,
and sales to the Chicago Mercantile Exchange in at least
two hedge exemption applications seeking permission
to exceed the exchange’'s position limits. Easterday
allegedly made the false statements to the exchange in
2017 and 2018 to avoid disciplinary actions and scrutiny
when Easterday Ranches exceeded exchange-based
position limits in the live cattle and feeder cattle futures
markets. Because they were based on false or
misleading information, the hedge exemptions were
invalid. As a result, Easterday Ranches violated
exchange-set position limit violations on at least two
occasions.

The CFTC’s complaint seeks restitution, disgorgement,
civii monetary penalties, permanent trading and
registration bans as to Easterday, and a permanent
injunction against further violations of the Commaodity
Exchange Act and CFTC regulations, as charged.
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U.S. Securities and Exchange Commission Issues
Amendments, Seeks Public Comment on Holding
Foreign Companies Accountable Act

On March 24, 2021, the U.S. Securities and Exchange
Commission (SEC) has adopted interim final
amendments to implement congressionally mandated
submission and disclosure requirements of the Holding
Foreign Companies Accountable Act (HFCA Act).

The HFCA Act became law on December 18, 2020.
Among other things, Section 2 of the HFCA Act
amended Section 104 of the Sarbanes-Oxley Act of
2002 to require the SEC to identify each “covered issuer”
that has retained a registered public accounting firm to
issue an audit report where that firm has a branch or

office located in a foreign jurisdiction, and the Public
Company Accounting Oversight Board (PCAOB) has
determined that it is unable to inspect or investigate
completely because of a position taken by an authority
in the foreign jurisdiction. The interim final amendments
adopting release seeks comment on this requirement.

These registrants, identified as “Commission-ldentified
Issuers,” will be required to submit documentation to the
SEC on or before the annual report due date that
establishes that they are not owned or controlled by a
governmental entity in that foreign jurisdiction. The
interim final amendments implement a process for this
documentation requirement, consistent with the HFCA
Act's 90-day deadline. In addition, if the registrant is
determined to be a Commission-ldentified Issuer for
three consecutive years, Section 2 of the HFCA Act
directs the SEC to prohibit trading of the registrant’s
securities. The SEC staff has been assessing how best
to implement this requirement, which is not subject to the
90-day deadline.

Section 3 of the HFCA Act provides that Commission-

Identified Issuers that are foreign issuers, as defined in

Securities Exchange Act of 1934 Rule 3b-4, are subject
to these additional specified disclosure requirements:

e During the period covered by the form, the

above-referenced registered public accounting

firm has prepared an audit report for the issuer;

e The percentage of the shares of the issuer
owned by governmental entities in the foreign
jurisdiction in which the issuer is incorporated or
otherwise organized,;

e Whether governmental entities in the applicable
foreign jurisdiction with respect to that
registered public accounting firm have a
controlling financial interest with respect to the
issuer;

e The name of each official of the Chinese
Communist Party who is a member of the board
of directors of the issuer or the operating entity
with respect to the issuer; and

e Whether the articles of incorporation of the
issuer (or equivalent organizing document)
contains any charter of the Chinese Communist
Party, including the text of any such charter.

The interim final amendments become effective 30 days

after publication in the Federal Register and comments
on the amendments are due by the same date. The SEC
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has been requesting public comment regarding
implementation of the HFCA submission and disclosure
requirements, as well as the appropriate mechanics for
determining Commission-ldentified Issuers. A registrant
will not be required to comply with the amendments until
the SEC has identified it as having a non-inspection year
under a process to be subsequently established by the
SEC with appropriate notice. Once identified, a
registrant will be required to comply with the
amendments in its annual report for each fiscal year in
which it is identified. The SEC planned to separately
address implementation of the trading prohibitions in
Section 2 of the HFCA Act in a future notice and
comment process.
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Keynote Speech by Chairman Yl Huiman at the
China Securities Regulatory Commission
Roundtable of China Development Forum 2021

I. Mission of the capital market in serving high-
quality development

The fifth plenary session of the 19th Central Committee
of the Communist Party of China and the Central
Economic Work Conference enunciated instructions to
fully implement a registration-based IPO system,
establish a normalized delisting regimes, increase the
proportion of direct financing, and maintain a robust and
sound capital market. The 14th Five-Year Plan approved
by the fourth session of the 13th National People’s
Congress, outlined several key tasks including
advancing registration-based IPO reform, improving the
quality of listed companies, expanding the participation
of institutional investors, deepening the opening-up of
capital market, etc. These specific requirements and
priorities, which touch upon a wide range of work, have
shown that the CPC Central Committee and the State
Council attaches great importance and high
expectations to the capital market. After three decades
of development, China’'s capital market has made
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substantial progress in market scale, system and
structure, quality of development, and opening-up. At
the new starting point of a new stage, the key mission of
China Securities Regulatory Commission (CSRC) is to
ground its efforts in improving the capital market and
enable it to better serve China’s high-quality economic
development while remaining steady and sound.

CSRC understands that the mission of capital market in
the new development stage stands on two pillars. First,
better resource allocation function. With investment and
financing activities, M&A and reorganization, and other
market mechanisms through equity and debt vehicles,
CSRC will give full play to the decisive role of the market
in resources allocation, capital formation, and clustering
of production factors in the most promising industries, so
as to improve the quality of production factors and the
efficiency of allocation. Second, efficient incentive and
constraint mechanism. In addition to capital support,
technological innovation leans more on individual
passion and creativity. Sharing of risks and benefits, a
unique feature of capital market, is an effective solution
and an accelerator to capital formation, conducive to
circulation of technology, capital, and production, and
the upgrading of the industrial base and the
modernization of the industrial chain.

II. Promoting structural improvement of capital
market through comprehensively deepening reform

Centering on the overall goal of building a capital market
that is well-regulated, transparent, open, vigorous, and
resilient, and under the overall arrangements made by
the Financial Stability and Development Committee,
CSRC has implemented a new round of
comprehensively deepening reform of capital market.
The reform efforts have effectively improved and
stabilized market expectations and brought about
profound structural changes in the capital market.
Looking back on CSRC'’s work in the past two years,
CSRC has upheld the spirit of “system building, no
interference, and zero tolerance”, which is embodied in
four keywords.

Institutions. Robust institutions provide for fundamental
strength and long-term outcomes. As capital market is
strongly market-oriented by nature and must be
established upon sound rules and regulations, the
steady and sustained development can only be ensured
by a system that is transparent, consistent, coherent,
and predictable. In this round of reform, CSRC has been
taking fundamental system improvement as the
overarching principle. On one hand, to improve the legal
system for capital market with two main achievements.
One was the revision of the Securities Law, which
provides fundamental basis for the registration-based
securities issuance reform, significant increases in the
ceiling fines imposed on violations, and enhanced
investor protection. The other one was the introduction

of the Amendment Xl to the Criminal Law, in which
fraudulent  issuance, misrepresentations,  fake
documents falsified by intermediaries, and market
manipulation will face much heavier penalties. On the
other hand, CSRC is promoting a series of institutional
innovations led by the registration reform, in areas such
as secondary offerings, M&A and reorganization, trading
and settlement, and shareholding reductions, and
introduced new delisting rules to significantly enhance
the adaptability and inclusiveness of the system. CSRC
will continue to make progress while ensuring stability
with unremitting efforts in building a more well-founded
and established system and improving its capacity in the
governance of the capital market.

Structure. Restructuring is critical to the transformation
from quantitative to qualitative growth. The most salient
bottlenecks in the high quality development of the capital
market are structural ones, which exist in many aspects
such as financing, listed companies, intermediaries,
investors, the volume and maturity of funding, etc. Faced
with structural conundrums, CSRC has always followed
a systematic and dialectical working philosophy and
focused on seeking reformative perspectives and
solutions, with the aim to build sustainable structures for
sustainable development. Practice has shown that
tackling structural issues can resolve essential problems.
Take market leverage for example, market fluctuations
are natural phenomena as long as there is no excess
leverage. The key is a sound funding structure. In the
past few years, CSRC has reflected on the lessons
learned from previous abnormal fluctuations, and paid
equal attention to participants in both exchange-traded
and OTC markets, both domestic and overseas markets.
To ensure transparent, see-through, and effective
regulation, CSRC has taken a series of measures to
keep the scale of leveraged funding at a sound status.
At present, leverage risks in the A-share market are
generally within control. Another example is expanding
the share of professional investment. Public funds,
regulated private funds, and asset management
business of securities companies have been growing
rapidly in the past two years, with the number of
investors purchasing funds rising quickly, which
indicates promising trends. However, whether the asset
management sector can rise up to this emerging trend
and new demands still warrant judicious consideration.
We must try to solve the imbalances, narrow the quality
gap between supply and demand, and avoid repeating
old mistakes. Given the national conditions in China, key
tasks at the current stage are to urge the industry to form
a sound cultural environment, increase professional
capabilities, improve performance assessment, and
optimize business structures. By doing so, the industry
may build up differentiated advantages, gain the trust of
investors, achieve meaningful growth for both investors
and the industry itself, and contribute to a better investor
structure.
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Ecosystem. Capital market resembles a complex
ecosystem. Only a healthy market environment can
derive trust and confidence, and facilitate asset
allocation, wealth management, and direct financing. In
my opinion, it is the mission of regulators to build a
sound ecological environment and maintain an open, fair,
and just market that generates sustained appeal to all
types of participants. One important aspect is
strengthening the deterrence of a “zero-tolerance”
stance and making wrong doers pay heavily for their
behaviors. CSRC has been sparing no efforts in
improving the enforcement and judicial frameworks for
securities misconducts, and in building a multi-
dimensional accountability system of regulatory
enforcement, civil reclamation, and criminal punishment.
For example, the ceiling fine for information disclosure
related violations has been lifted from RMB 600,000 to
RMB 10 million; the maximum sentence for fraudulent
issuance has been increased from 5 years to 15 years;
and channels for investors to protect their rights have
been further expanded with the establishment of a
special “opt-out” representative litigation mechanism for
securities related disputes. CSRC is also taking more
actions to hold intermediaries accountable by carrying
out investigations on both issuers and intermediaries,
and imposing financial punishment along with
qualification restrictions. The second important aspect is
promoting all stakeholders to duly fulfill their roles and
responsibilities. Following the regulatory philosophy of
forming synergy with reverence for the market, the rule
of law, professionalism, and risks, CSRC is guiding
listed companies to operate with honesty and pursue
innovation while remaining committed to core business.
CSRC is promoting an industry culture that features
compliance, integrity, professionalism, and robustness.
CSRC is also advocating rational, long term, and value-
based investment. In a nutshell, all parties are
contributing to and benefiting from a jointly built
development pattern.

Composure. Capital market faces a complex and ever
evolving external environment. Market participants have
various purposes and goals; markets rise or fall from
time to time; and regulators are often tasked with
multiple goals and facing difficult choices. We must have
sufficient patience and composure, maintain judicious
thinking and independence, and make analysis and
decisions from a comprehensive, dialectical,
professional, and objective perspective. We must
respect and follow the rules of the market, avoid
changing policies easily under the influence of external
opinions or opting for a seemingly right but intrinsically
wrong path. Regardless of the remarkable difficulty in
practicing those philosophies, in the past two years,
CSRC has remained committed to the principle of
“system building, no interference, and zero tolerance”,
focused on delivering concrete results with regard to
priorities for the capital market, and kept a determined
stance. First, CSRC has adopted the right regulatory

philosophy. CSRC has remained true to the original
mission of regulation, fulfilled its statutory mandates,
strictly prevented regulatory vacuum, and brought all
financial activities under regulation. CSRC strove to be
meticulous and strict in regulation, has the courage to
confront difficult tasks, and not be disturbed by external
noises. Second, CSRC has been practicing the
philosophy of “no interference”. With an aim to balance
the roles of the government and the market, and
effectively coordinate liberalization and regulation with a
determined stance, CSRC remained committed to
market-oriented and law-based regulation and refrained
from unwarranted administrative interference. Third,
CSRC has been improving regulatory transparency and
predictability. CSRC has maintained policy consistency
and continuity and will not be swayed by temporary
market fluctuations. CSRC took steady steps in the right
direction and kept moving forward toward the final
destination. CSRC has been promoting “regulation in the
sunshine” by ensuring regular public access to
information with fewer exceptions, conscientiously
subjecting itself to public supervision, exercising power
with cleaner hands, and eliminating abuse of discretion.
Fourth, CSRC has continued to enhance regulatory
capacity. While adhering to scientific, risk-based,
professional, and continuous regulation, CSRC strove to
find the underlying logic beneath the evolving markets,
identify commonality from individuality, and understand
universal rules from a dialectical perspective. CSRC has
stayed true to its core missions, remained committed to
professionalism, designed regulatory targets that
emphasize on substance over form, and pursued
relentlessly for better regulation.

lll. Steadily advancing the registration-based IPO
reform

The registration-based IPO reform is the key reform
initiative in this round of comprehensive reforms of
China’s capital market. During the reform course, CSRC
has been upholding three core principles, namely
respect for the essence of a registration-based system,
alignment with international best practices, and
suitability with the characteristics and development
stage of China’'s market. Initiating from the Shanghai
STAR Market pilot and further expanding to the
Shenzhen ChiNext Market covering both new and
existing IPO applications, the IPO reform has made
substantial breakthroughs. The newly established
registration system has stood the test of market and is
running up to expectations. The two markets are
operating with sustained stability and new vitality. While
implementing such a new reform, CSRC has been
paying close attention to the feedback from market
participants with an attitude of listening to the market
and learning from the market for continuous
improvement. CSRC has also realized that more in-
depth discussions and consultation is needed to dispel
the myths, strengthen the consensus, form a better
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understanding of the essence and implications of a
registration system, and ensure that the reform
progresses with steady steps.

Do we need to review IPO applications under a
registration system? As public share offerings entail
extensive public interest, major markets in the world all
have put in place rigorous rules and procedures for the
review and registration of IPOs. The US securities
regulator has a large professional team to review IPO
filings by industries. The HKEX and Hong Kong SFC
adopt a dual filing regime, where both parities review
listing applications with different focuses. Applying a
registration system is all but relaxing review
requirements. Both Shanghai and Shenzhen stock
exchanges are obligated to strictly fulfill their vetting
responsibilities for the STAR Market and ChiNext Market

before referring the applications to CSRC for registration.

The CSRC shall examine the vetting by the exchanges,
and exercise supervision over material issues
concerning listing eligibility and information disclosure.
Practice has approved that these arrangements are both
effective and necessary.

Does adequate information disclosure alone qualify an
IPO for listing? A registration system centers around
information disclosure and institutes more streamlined
and inclusive listing requirements. Matters that can be
left to the judgement of investors are reflected in the
rigorous, comprehensive, in-depth, and targeted
information disclosure requirements instead of being
incorporated into listing criteria, which used to be the
case under a verification system. But the compliance
with information disclosure formalities alone is not
enough for China’s capital market. We have 180 million
retail investors, a reality not seen in any other country in
the world. This is a unique feature of China’s markets
that must be taken into consideration in any policy-
making. It means CSRC has to pay vigorous attention to
the quality and adequacy of information disclosure in its
review process to ensure its truthfulness, accuracy, and
completeness. CSRC believes these are necessary and
pragmatic actions for the current stage.

Are the market intermediaries ready for the new system?
Market intermediaries, including sponsors and auditors,
are experiencing a major shift in role during the
transformation of a verification system to a registration
system. In the past, their first and foremost goal is to
improve issuers’ worthiness of an approval, whereas
now, their goal is to increase the issuers’ worthiness as
an investment, which is practically more demanding for
their role as market gatekeepers. During a recent on-site
inspection, a large percentage of IPO applicants
withdrew their listing applications. Based on the
information CSRC has at hand, one of the key common
reasons is the incompetence of their sponsors. The
current situation shows that many intermediaries have
not aligned their mindset, business structure, and

capacity with the registration system. They are walking
down the old lane wearing new shoes. CSRC is looking
further into this issue and will take targeted measures
where necessary. For companies that attempted to force
their way to IPO in a sick shape, CSRC will take vigorous
actions against any misconducts, and will not allow them
to get away with it by simply withdrawing applications.
All'in all, CSRC will further strengthen the role of market
intermediaries and urge them to better fulfill their
respective duties. Meanwhile, it is also necessary for the
market regulator to improve the regulatory framework
and perfect the fundamental institutions of the market.

How to maintain a balanced development of the primary
and secondary markets? Recently, the queuing of IPO
registrations has drawn wide market attention. Some
argues that since we are opting for a registration system,
there should be no restrictions on the pace of share
offerings. According to CSRC'’s analysis, the current IPO
line-up is attributable to multiple factors. It generally
reflects both the growing vitality in China’s real economy
and the appeal of China’s capital market to issuers, and
is quite different from what used to be a backlog of IPO
reviews several years ago. Back then, the suspension of
IPOs from time to time had caused a lot of uncertainties
in market expectation and some issuers had to queue
for two to three years. After the registration-based IPO
system was effected, the review cycle for an IPO
registration has been significantly shortened and
brought closely in line with that of overseas mature
markets. To achieve sustainable development of the
capital market, full considerations shall be given to
maintain a dynamic and positive equilibrium between
financing and investment activities. Only when both the
primary and secondary markets are operating in an
orderly and stable way, can an enabling ecosystem for
new share offerings gradually take form. Currently,
CSRC is focusing on improving working methods to
provide better services for market participants while
stepping up regulation to be more targeted and
enhancing accountability of issuers and intermediaries.
CSRC aims to set a normalized pace of IPOs that meets
market expectations by fully leveraging market-based
measures under the rule of law.

The 2021 Government Work Report has set the goal to
“steadily advance the reform to establish a registration-
based IPO system”. CSRC will continue to make
progress while ensuring stability in a systematic manner.
CSRC will conduct a full assessment of the registration-
based IPO system piloted on the STAR Market and the
ChiNext Market, and improve the regulatory framework
that brings every link of the registration system under
regulatory oversight. To pave the way for implementing
the registration system across the whole market, CSRC
will balance the IPO reform with other six key tasks,
which are improving the quality of listed companies,
strengthening accountability of financial intermediaries,
safeguarding market order, defining the role of stock
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exchanges in stock offering reviews, transforming the
role of CSRC in stock offering regulation, and
forestalling abuse of power. The reform to establish a
registration-based IPO system is a far-reaching and
highly sensitive reform initiative that entails complicated
interests and concerns of all stakeholders. Joint efforts
and support from all participants is required to establish
an even more solid foundation for the steady landing of
this major reform.

IV. Orderly promoting institutional opening-up of the
capital market

At the Lujiazui Forum in 2019, the CSRC announced
nine measures to further open up China’s capital market.
CSRC is delighted to see that the policies were
implemented on the point and yielded positive effects.
These measures, which aim to build market and product
connectivity, remove restrictions on foreign ownership
and scope of business in financial service providers, and
facilitate cross-border financing and investment, are all
in line with the requirements of the pre-establishment
national treatment and negative list system. By the end
of 2020, foreign capital had registered net inflow for the
third consecutive year and A-share assets held by
overseas investors surpassed RMB 3 trillion. This
reflects the fact that China’s capital market has a strong
appeal to international investors and has generated
good returns for their investments, and there remains
great potential for further growth. Recently, however,
CSRC has noticed an interesting phenomenon in the
market. Certain scholars and analysts have been giving
greater weight to external factors than domestic ones in
making judgement. For example, they are paying more
attention to US treasury yields than LPR, Shibor, and
China’s treasury vyields, and more to inflation
expectations in foreign economies than China’s CPI.
CSRC would like to encourage you to give it further
considerations against the backdrop of China's new
development pattern.

Looking at foreign participation in China’s capital market,
their holdings of A-shares and related market share
account for less than 5%, not a high percentage
compared with that in mature markets. Moving forward,
CSRC will continue to open up the capital market, and
hold an open and supportive attitude to foreign
participants setting up branches, growing businesses,
and offering products in the domestic market. In the
meantime, CSCR will also carefully coordinate opening-
up with risk prevention, which borders on two aspects at
present. First, to prevent massive cross-border flows of
foreign capital. Normal cross-border capital flows are
welcomed, but massive inflows and outflows of hot
money, which are by nature detrimental to market
soundness, are strictly regulated in any market. CSRC
shall step up preemptive risk monitoring and analysis,
and shore up regulatory regimes to avoid falling into a
passive position. Second, to properly resolve risks

related to Chinese companies listed overseas. CSRC
has been trying to engage its counterparts in the US to
effectively cooperate on this issue and proposed
multiple solutions, but still have not received full and
positive feedback. It is in CSRC’'s firm belief that
cooperation brings win-win results, and that only by
sitting down and consulting each other can problems be
solved and differences resolved.
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