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The Stock Exchange Hong Kong Limited Publishes
Consultation Conclusions on (i) The Main Board
Profit Requirement; and (ii) Review of Listing Rules
Relating to Disciplinary Powers and Sanctions on
the Same Day as it Publishes a Joint Statement with
the Hong Kong Securities and Futures Commission
on IPO-related Misconduct

On 20 May, 2021, The Stock Exchange of Hong Kong
Limited (the Exchange) published conclusions to its
consultations on (1) the profit requirement for Main
Board listing (Profit Requirement), and (2) review of the
Rules Governing the Listing of Securities on The Stock
Exchange of Hong Kong Limited (Listing Rules) relating
to disciplinary powers and sanctions. On the same day,
the Exchange and the Hong Kong Securities and
Futures Commission (SFC) published a joint statement
setting out the general approach taken by the SFC and
the Exchange to address some regulatory issues noted
in some recent initial public offerings (IPOs).

Profit Requirement Consultation Conclusions

The Profit Requirement is one of the three pivotal
financial eligibility tests forming part of the robust
qualitative and quantitative assessment the Exchange
performs to determine the suitability of applicants
seeking to list on the Main Board. The Profit
Requirement has, however, remained at its current level
since its introduction in 1994 and been misaligned with
the market capitalisation requirement for Main Board
listing (Market Capitalisation Requirement) increased in
2018. The Exchange has seen an increase in listing
applications from applicants that marginally met the
Profit Requirement but had relatively high historical
price-to-earnings (P/E) ratios and a number of them
failed to meet the profit forecasts filed with the Exchange
after the listing. The inflated valuations raise the
regulatory concerns, such as whether the IPO offer
prices genuinely reflect the expected market clearing
prices and whether the valuations were reverse
engineered to meet the Market Capitalisation
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Requirement in order to manufacture potential shell
companies for sale after listing.

On November 27, 2020, the Exchange published a
consultation paper on the Profit Requirement and
proposed to increase the Profit Requirement by either
150 per cent, based on the percentage increase in the
Market Capitalisation Requirement in 2018, or by 200
per cent, based on the approximate percentage increase
in the average closing price of the Hang Seng Index from
1994 to 2019.

The Exchange noted that while the respondents to the
consultation agreed on the importance of maintaining a
high level of market quality and ensuring that the Main
Board attracts companies with quality profiles, and
acknowledged that the risk of misconduct must be
addressed to protect the interest of investors, there were
diverse views on the quantum of proposed increase in
the Profit Requirement and the proposed timing of
implementation. The majority of respondents indicated
that the Exchange should consider alternative
requirements, such as a lower level of increase. After
considering the feedback, the Exchange acknowledges
the concerns raised by respondents, such as
uncertainties in the global and local economies arising
from the COVID-19 pandemic, and has modified the
proposal in the consultation paper. The Exchange will
adopt the following approach: (a) a 60 per cent increase
in the Profit Requirement and amend the profit spread
(the Modified Profit Increase); (b) the implementation
date of the Modified Profit Increase will be 1 January
2022; and (c) providing flexibility by granting relief from
the profit spread on case-specific circumstances.

Disciplinary Consultation Conclusions

The Listing Rules concerning the disciplinary regime of
the Exchange have been in place since 1993 without
major amendment. In the consultation paper on
proposed changes relating to the disciplinary regime
published on August 7, 2020, the Exchange pointed out
that limitations to the sanction ability of the Exchange
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under the current disciplinary regime and proposed to (i)
lower existing thresholds for public statements regarding
individuals; (ii) enhance follow-on actions in relation to
public statements regarding individuals; (iii) remove
existing thresholds for denying the facilities of the market
to listed issuers; (iv) introduce director unsuitability
statements against individuals; (v) enhancing disclosure
requirements for directors and senior management
members subject to public sanctions; (vi) introducing
secondary liability for breaches of the Listing Rules; and
(vii) expanding the disciplinary regime to new parties
such as guarantors of structured products and parties
who enter into an agreement or undertaking with the
Exchange.

The Exchange received majority support for the
proposals, except the introduction of secondary liability
as some respondents expressed concerns on the
fundamentals for imposing secondary liability, the scope
of the proposed threshold and related interpretation
issues and the scope of the relevant parties which
should be subject to secondary liability. In its response,
the Exchange emphasized that it considers the
introduction of secondary liability to be necessary for
proper regulation of the market and the powers of the
Exchange to make rules for proper regulation and
efficient operation of the market. The Exchange is of the
view that the proposed threshold strikes the right
balance.

The Exchange will implement all the proposals relating
to disciplinary powers and sanctions, with minor
modifications by adding a note in relation to the
secondary liability in order to clarify that whilst the
Exchange is able to bring disciplinary action against
solicitors and certified public accountants in accordance
with the arrangements agreed under section 23(8) of the
Securities and Futures Ordinance, the introduction of
Rule 2A.10B to the Listing Rules will not result in any
widening of scope for liability beyond those
arrangements agreed in respect of such parties.

It is expected that the implementation of the proposals
will help to promote market quality and align the
disciplinary regime with stakeholder expectations and
international best practice by making available to the
Exchange a spectrum of graduated disciplinary
sanctions

Joint Statement
The SFC and the Exchange noted that there has been

an increasing number of suspected arrangements to
artificially satisfy the initial listing requirements or

facilitate market manipulation of the shares at a later
date. In particular, the SFC and the Exchange observed
that there has been an increasing number of suspected
“ramp-and-dump” schemes associated with IPOs. In
some cases, shares were apparently allocated in the
placing tranche to controlled accounts which were
seemingly financed in part by funds diverted from the
unusually high underwriting commissions or other listing
expenses paid as part of the IPO process. Following an
initial surge after listing, the share price often fell well
below the IPO price, causing substantial losses for many
investors, and afterwards trading turnover usually
shrank to a negligible level.

The SFC and the Exchange also noted that unusually
high commissions which were disproportionate to the
net IPO funds raised were paid to the underwriters in
some of these problematic IPOs over the past two years.
It is suspected the underwriting commissions and other
listing expenses was used to partially finance
arrangements to (i) artificially satisfy the initial listing
requirements under the Listing Rules regarding
sufficient  investor interest, minimum  market
capitalisation and adequate spread of shareholders or (ii)
perpetrate ramp-and-dump schemes. For example, to
compensate the controlled placees for creating a
“market” or to subsidise the placees to subscribe for the
shares at an inflated price, part of the listing expenses
may have been funnelled to them in the form of rebates

In light of the concerns expressed in the joint statement,
the SFC and the Exchange stated that they would make
enquiries to ascertain whether there is sufficient genuine
investor interest in the applicant and its securities and
an adequate spread of shareholders to enable an open,
fair and orderly market for the securities to develop after
listing, where a listing application displays one or more
of the following features:

e The applicant’s market capitalisation barely meets
the minimum threshold under the Listing Rules;

e Very high P/E ratio taking into account the
applicant's fundamentals (including its profit
forecast) and the valuations of its peers;

e Unusually high underwriting or placing commissions
or other listing expenses;

e Shareholding is highly concentrated in a limited
number of shareholders, particularly where the
value of the public float is small and the spread of
shareholders barely meets the Listing Rules.
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The SFC and the Exchange may identify other features
which entail heightened scrutiny by the regulators. The
SFC and the Exchange may request a listing applicant
to provide compelling evidence to demonstrate genuine
investor demand to satisfy the Listing Rules
requirements and the reasonableness of the expected
valuation having regard to the valuation multiples of
comparable listed companies. In addition, a listing
applicant may be required to demonstrate that the IPO
price has been or will be determined through a robust
and transparent price discovery exercise, including its
strategies for investor targeting, marketing, pricing and
allocation.

The SFC and the Exchange have also underscored their
powers to object a listing application and carry out
investigation and disciplinary actions. The SFC makes it
clear in the joint statement that it will not hesitate to use
its statutory powers in relation to issuers, directors,
major shareholders and intermediaries suspected of
being involved in misconduct and direct the Exchange to
take appropriate regulatory actions, such as suspending
trading in the securities listed on the Exchange.

Remarks

Market discipline and transparency are fundamental to
resilient growth and developments in the economy. A
market culture underpinned by upright and respectable
directors, professionals, intermediaries and other
market participants is important to enhance investor
confidence in our financial system and market stability
which would, in turn, foster the continuing growth of the
financial ecosystem in Hong Kong.

The two consultation conclusions, together with the joint
statement, manifest the determination of Hong Kong
regulators to enhance the overall quality and preserve
the integrity of Hong Kong’s capital market. Regulators
have stepped up to combat market misconduct and hold
individuals accountable. The modification to the Profit
Requirement strengthens the gate-keeping mechanism
to prevent harm to investors by poor quality companies
and address the concerns expressed in the joint
statement. Meanwhile, it should be noted that the
Exchange reserves the power to grant a relief from the
profit spread on case-specific circumstances, allowing
flexibility to companies of different business natures and
cycles. The alternative financial eligibility tests for listing
on the Main Board and GEM also ensure there is a wide
capital raising platform for small and mid-sized
companies, large companies and pre-revenue and pre-
profit companies. This shows how the Exchange may

strike a balance between the quality and diversity of
listed issuers for the local markets.

At the same time, the review of the Listing Rules relating
to disciplinary powers and sanctions helps ensure a
stringent, relevant and comprehensive post-listing
regulatory regime is in place in Hong Kong. This
highlights the holistic approach adopted by the
regulators to protect investors and helps ensure the
smooth operation of the market.
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The Stock Exchange of Hong Kong Limited
Implements Disciplinary Action against Seven
Former Directors of Huiyin Holdings Group Limited
(Stock Code: 1178)

The Stock Exchange of Hong Kong Limited (the
Exchange) announced on May 17, 2021 that it has
issued the statement of disciplinary action in relation to
the disciplinary action against seven former directors of
Huiyin Holdings Group Limited (Stock Code: 1178).

Sanctions

The Listing Committee of the Exchange (Listing
Committee):

CENSURES

(1) Mr. Chan Shun Yee (Mr. Chan), a former executive
director (ED) of Huiyin Holdings Group Limited
(Company) (Stock Code: 1178);

(2) Mr. Liu Min (Mr. Liu), a former ED of the Company;

(3) Mr. Xu Zhifeng (Mr. Xu), a former ED of the
Company;

(4) Ms. Zhu Yanzhou (Ms. Zhu), a former independent
non-executive director (INED) of the Company;

(5) Mr. Wong Tat Yan Paul (Mr. Wong), a former INED
of the Company

CRITICISES:

(6) Mr. Zhou Guohua (Mr. Zhou), a former ED of the
Company; and

(7) Mr. Su Rujia (Mr. Su), a former INED of the
Company

((1) to (7) collectively Relevant Directors), for failing to
perform their directors’ duties, in breach of Rule 3.08(f)
of the Rules Governing the Listing of Securities on the
Exchange (Listing Rules) and their obligations under the
Declaration and Undertaking given to the Exchange in
the form set out in Appendix 5B to the Listing Rules
(Undertaking).

AND DIRECTS:

Mr. Wong (having current directorship in another issuer
listed on the Exchange) to attend 16 hours of training on
Listing Rule compliance, including at least three hours
of training on director’s duties, to be provided by training
providers approved by the Division. The training is to be
completed within 90 days from the publication of the
statement of disciplinary action; and the training
provider’s written certification of full compliance is to be
provided to the Division within two weeks after training
completion.

For each of the other Relevant Directors, as a pre-
requisite of any future appointment as a director of any
company listed or to be listed on the Exchange, he or
she is to attend 16 hours of training on Listing Rule
compliance, including at least three hours of training on
director’'s duties, to be provided by training providers
approved by the Division, before the effective date of
such appointment.

For the avoidance of doubt, the Exchange confirms that
the sanctions and directions detailed in the statement of
disciplinary action apply only to the Relevant Directors
identified above and not to any other past or present
board members of the Company.

Hearing
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On October 14, 2020, the Listing Committee conducted
a hearing into the conduct of the Relevant

Directors in relation to their obligations under the Listing
Rules and the Undertaking.

Summary of Facts

In 2016, the Company sought to acquire two other
companies, ECrent (Hong Kong) Limited (ECrent) and
YSK 1860 Investment Company Limited (YSK)
(collectively, Acquisition). On May 3, 2016, the Company
announced that it had entered into an acquisition
agreement in relation to the Acquisition. The Company
announced on August 12, 2016 that all the conditions
precedent had been fulfiled and completion of the
Acquisition had taken place on that day.

However, issues arose in respect of the Acquisition, with
the result that the Company could not confirm whether it
had in fact been completed. The directors above had
failed to establish adequate internal controls in the
Company to ensure that relevant documentation in
respect of the acquisition was obtained or retained. This
led to a full impairment in respect of the Acquisition of
over HK$100 million, and a significant loss for the
Company.

Listing Rule Requirements

Under Rule 3.08, the board of directors of an issuer is
collectively responsible for its management and
operations, and the directors are collectively and
individually responsible for ensuring its compliance with
the Listing Rules. Rule 3.08(f) requires that every
director must apply such degree of skill, care and
diligence as may reasonably be expected of a person of
his knowledge and experience and holding his office
within the issuer.

A director of an issuer is under an obligation, pursuant

to his/her Undertaking, to, among other things:

(a) comply to the best of his/her ability with the Listing
Rules (Best Ability Undertaking); and

(b) cooperate with the Exchange’s investigation
(Cooperation Undertaking).

Listing Committee’s Findings of Breach

The Listing Committee considered the written and/or
oral submissions of the Listing Division (Division) and
the Relevant Directors, and concluded as follows:

All Relevant Directors (except Mr. Zhou) - breach of Rule
3.08(f)

The Listing Committee found that all Relevant Directors
(except. Mr. Zhou who became a director of the
Company shortly before the purported completion of the

Acquisition) failed to establish adequate internal controls
in the Company to obtain / retain the relevant
documentation in respect of the Acquisition; therefore,
they were in breach of Rule 3.08(f) of the Listing Rules.

Mr. Chan, Mr. Xu, Mr. Liu and Mr. Zhou — further breach
of Rule 3.08(f)

The Listing Committee also found that Mr. Chan, Mr. Xu,
Mr. Liu and Mr. Zhou further breached Rule 3.08(f) due
to the fact that:

(a) they had an executive role in the Company;

(b) they (except Mr. Zhou) were all in office at or around
the time of the Acquisition, including the approval of
the Acquisition Agreement and the issue of the
Company’s announcements of May 3, and August
12, 2016 about the Acquisition and its completion
respectively;

(c) Mr. Zhou was in office when the Company’s
announcement of August 12, 2016 (of which he
approved) was made;

(d) they had knowledge of the Acquisition; and

(e) they failed to take adequate steps to ensure that the
relevant documentation for the acquired entities was
obtained / retained.

All Relevant Directors — breach of the Best Ability
Undertaking

By virtue of their breaches of Rule 3.08(f) as mentioned
above, the Listing Committee found that each of the
Relevant Directors breached his Best Ability
Undertaking

Mr. Liu and Ms. Zhu — breach of the Cooperation
Undertaking

Mr. Liu was a former ED from 27 April 2015 to 1 March
2017 whereas Ms. Zhu was a former INED from 23
October 2015 to 14 December 2016. Each of them did
not provide a submission in response to the Division’s
enquiry letter or the subsequent reminder letters.

The Listing Committee noted that the enquiry and
reminder letters were sent to each of Mr. Liu and Ms.
Zhu at their respective address last known to the
Division (Address).

Despite the fact that (a) some letters delivered to the
Address were not returned and that all letters (including
the final reminders) were delivered successfully by
emails; and (b) the Division succeeded in speaking to
Mr. Liu and Ms. Zhu who were made aware of the
Division’s investigation, both Mr. Liu and Ms. Zhu did not
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provide a submission in response to the Division’s
enquiry letter.

In light of the above, the Listing Committee found that
Mr. Liu and Ms. Zhu also breached the Cooperation
Undertaking.

Regulatory Concern

The Listing Committee considered the breaches in this
case serious:

(a) the Company was not in a position to confirm with
any certainty whether or not the Acquisition was
actually completed;

(b) the disclaimer given by the Company’s auditors in
respect of the Company’s annual results for the year
ended June 30, 2017 as a result of documentation
issues of the Company’s failure to provide or obtain
books and records from ECrent and appropriate
evidence to verify the ownership of its interests in
YSK occurred in the first year of the Acquisition;

(c) the total amount written-off in respect of the
Acquisition of HK$110 million had a significant
impact on the Company’s annual results for the year
ended June 30, 2018, as it wiped out the Company’s
revenue of HK$47 million and gross profit of HK$11
million, and constituted approximately 65 per cent of
the Company’s total loss of HK$168 million, for the
year; and

(d) the Company could not itself explain the various
issues.

Conclusion

Under Rule 3.08, the Exchange expects directors, both
collectively and individually, to fulfill fiduciary duties and
duties of skill, care and diligence. In this case, the
executive directors failed individually to take adequate
steps to ensure that the relevant documentation for
certain acquired entities was obtained or retained. The
relevant directors (both executive and non-executive)
except one failed collectively to establish adequate
internal controls in the listed issuer to obtain or retain the
said documentation.

The failure has resulted in an audit disclaimer in respect
of the acquired entities after about one year of their
acquisition, as well as a subsequent impairment of a
significant amount on the acquired entities. The
Exchange views the performance of directors’ duties
seriously and has decided to take action against those
who failed in such duties.
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The Stock Exchange of Hong Kong Limited
Implements Disciplinary Action against Tech Pro
Technology Development Limited (Delisted,
Previous Stock Code: 3823) and Seven of its Former
Directors

The Stock Exchange of Hong Kong Limited (the
Exchange) announced on May 26, 2021 that it has
issued the statement of disciplinary action in relation to
the disciplinary action against Tech Pro Technology
Development Limited (delisted, previous stock code:
3823) and seven of its former directors.

Sanctions

The Listing Committee of the Exchange (Listing
Committee):

CENSURES

(1) TECH PRO TECHNOLOGY DEVELOPMENT
LIMITED (previous Stock Code: 3823) (the listing of
the Company’'s shares on the Exchange was
cancelled with effect from March 2, 2020 under Rule
6.01A) (Company) for failing to comply with (a)
Rules 13.13, 13.15 and 14.34 of the Rules
Governing the Listing of Securities of The Stock
Exchange of Hong Kong Limited (Exchange Listing

Rules) in relation to a transaction which constituted
an advance and the provision of financial assistance
to an entity; and (b) Rules 13.46(2)(a), 13.48(1),
13.49(1) and 13.49(6) of the Exchange Listing Rules
for the delayed publication of three sets of financial
results and reports in 2017 and 2018;

(2) Mr. Lee Tsz Hang (Mr. Lee), a former executive
director (ED) of the Company;

(3) Mr. Liu Xinsheng (Mr. Liu), a former ED of the

Company;

(4) Mr. Chiu Chi Hong (Mr. Chiu), a former ED of the
Company;

(5) Mr. Li Wing Sang (Mr. Li), a former ED of the
Company;

(together (2) to (5) are defined as the EDs)

for failing to perform their directors’ duties as required in
breach of Rules 3.08(a) and/or (f) of the Exchange
Listing Rules and their obligations under the Declaration
and Undertaking given to the Exchange in the form set
out in Appendix 5B to the Exchange Listing Rules
(Undertaking).

And the Listing Review Committee (the LRC) on
review

CENSURES:

(6) Mr. Lau Wan Cheung (Mr. Lau), a former
independent non-executive director (INED) of the
Company;

(7) Mr. Ng Wai Hung (Mr. Ng), a former INED of the
Company; and

(8) (8) Mr. Tam Tak Wah (Mr. Tam), a former INED of
the Company
(together (6) to (8) are defined as the INEDS)

for failing to perform their directors’ duties as required in
breach of Rules 3.08(f) of the Exchange Listing Rules
and their obligations under the Undertaking.

AND FURTHER STATES that in the Exchange’s
opinion, had Mr. Li and Mr. Liu remained on the board of
directors of the Company, their retention of office would
have been prejudicial to the interests of investors.

For the avoidance of doubt, the Exchange confirms that
the sanctions and directions detailed in the Statement of
Disciplinary Action apply only to the Company and the
EDs and INEDs as identified above and not to any other
past or present board members of the Company.

Hearing

On June 9, 2020, the Committee conducted a hearing
into the conduct of the Company and the EDs and
INEDs in relation to their obligations under the Exchange
Listing Rules and the Undertaking.
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On March 31, 2021, the LRC conducted a hearing of the
review application of the INEDs with respect to the
findings of breaches and sanctions imposed by the
Committee.

Summary of Facts

The Company delayed the publication and despatch of
three sets of financial results and reports (Late
Accounts) up to the date of the cancellation of the listing
of the Company’s shares on the Exchange on March 2,
2020) (Delisting Date). According to the Company’'s
disclosure, the delays were mainly due to the need of its
auditors to complete its audit procedures relating to,
among other things, the issues in relation to a joint
venture (JV) and a property (Property) located in
Shanghai, People’s Republic of China (PRC). As at the
Delisting Date, the Company had not yet published the
Late Accounts. Trading of the Company’s shares had
been suspended since November 9, 2017.

The Company acquired a 50 per cent interest in a JV
from its owner (JV Partner) in 2014. The JV's principal
business was to lease the Property from a lessor
(Lessor) and sub-lease it to tenants. Mr. Li and Mr. Liu
were appointed as the Company’s representatives in the
JV. However, the directors failed to take adequate steps
or implement effective risk management and internal
control procedures to monitor the operations of the JV
or safeguard its assets. The inaction by the directors
created an environment for irregularities, which went
undetected and resulted in the JV's loss of a substantial
asset.

The Company’s announcement of November 9, 2017
disclosed that:

(a) the Securities and Futures Commission (SFC)
issued a direction under Rule 8(1) of the Securities
and Futures (Stock Market Listing) Rules to
suspend share trading of the Company with effect
from November 9, 2017;

(b) it appeared that the Lessor had instigated a lawsuit
(Lawsuit) in the PRC against the JV as the JV had
failed to pay rents to the Lessor in respect of the
Property since March 2016; and

(c) the JV and the JV Partner had not disclosed any
information about the Lawsuit to the Company.

Although the independent non-executive directors were
not responsible for the initial investment in the JV, this
did not absolve them from their failure to take steps to
ensure the adequacy of the relevant risk management
and internal control procedures. Amongst other things,
the independent non-executive directors were members
of the audit committee, and were responsible for the
review and supervision of the financial reporting process
and internal controls of the Company. The independent
non-executive directors had considerable relevant
experience and knowledge which should have enabled

them to assess the affairs of the Company reasonably
accurately.

Listing Rule Requirements

The Exchange Listing Rule requirements in relation to
financial reporting are as follows:

(&) Rules 13.49(1) and 13.46(2)(a) — Distribution of
annual results and report not more than three and
four months respectively after the corresponding
financial year end.

(b) Rules 13.49(6) and 13.48(1) — Distribution of interim
results and report no later than two and three
months respectively after the corresponding period
end.

In relation to an advance to an entity exceeding 8 per
cent under the assets ratio defined under the Exchange
Listing Rules, Rules 13.13 and 13.15 require that an
issuer announce the relevant details of it.

Rule 14.34 also requires that an issuer publish an
announcement in relation to a discloseable transaction
defined under the Exchange Listing Rules as soon as
possible. Under Rule 3.08, the board of directors of an
issuer is collectively responsible for its management and
operations, and the directors are collectively and
individually responsible for ensuring its compliance with
the Exchange Listing Rules.

Rule 3.08(a) requires that every director must, in the
performance of his duties as a director, act honestly and
in good faith in the interests of the issuer as a whole.
Rule 3.08(f) further requires that every director must
apply such degree of skill, care and diligence as may
reasonably be expected of a person of his knowledge
and experience and holding his office within the issuer.

A director of an issuer is under an obligation, pursuant
to his Undertaking, to comply to the best of his ability
with the Exchange Listing Rules and to use his/her best
endeavors to procure the Company’s compliance with
the Exchange Listing Rules.

Listing Committee’s Findings of Breach

The Committee considered the written and/or oral
submissions of the Listing Division (Division), the
Company and the EDs, and the LRC considered the
written and/or oral submissions of the Division and the
INEDs, and concluded as follows:

Breach by the Company

The Committee found that the Company breached Rules
13.13, 13.15, 13.46(2)(a), 13.48(1), 13.49(1), 13.49(6)
and 14.34 of the Exchange Listing Rules by reason of
the delayed publication of the Late Accounts and late
disclosure of the JV's withholding of the dividends

10
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payable to the Company, which constituted an advance
and provision of financial assistance.

Breach by the EDs

The Committee found that the EDs breached Rule
3.08(f) for failing to take adequate steps or implement
effective risk management and internal control
procedures to monitor the operations of the JV or
safeguard its assets.

Mr. Li and Mr. Liu — Further Breach of Rule 3.08(a)

The Committee also found that Mr. Li and Mr. Liu further
breached Rule 3.08(a) for failing to act honestly and in
good faith in the interests of the Company as a whole.
Mr. Li and Mr. Liu were appointed by the Company as
its representatives in the JV to protect the Company’s
interests. However, they failed to act in the best interests
of the Company.

Mr. Li and Mr. Liu — Persistent failures to discharge their
responsibilities

The Committee considered that, in addition to the
breach of duties by Mr. Li and Mr. Liu as described
above, there were persistent failures by Mr. Li and Mr.
Liu to discharge their responsibilities under the
Exchange Listing Rules given their specific roles.

Breach by the INEDs

The LRC found that the INEDs breached Rule 3.08(f) for
failing to take adequate steps or implement effective risk
management and internal control procedures to monitor
the operations of the JV or safeguard its assets.

EDs and INEDs — Breach of Undertaking

By virtue of their breaches of Rule 3.08 as mentioned
above, the Committee found that each of the EDs
breached his Undertaking to comply to the best of his
ability with the Exchange Listing Rules; and that Mr. Li
and Mr. Liu also breached their Undertakings to use their
best endeavors to procure the Company’s compliance
with the Exchange Listing Rules. The LRC considered
that by virtue of the breaches of Rule 3.08 as mentioned
above, each of the INEDs breached his Undertaking to
comply to the best of his ability with the Exchange Listing
Rules.

Requlatory Concern

The Committee (or in the case of the INEDs, the LRC)
viewed the breaches in this case serious:

(@) The Company’'s failure to disclose the financial
assistance and publish the Late Accounts in a timely

manner deprived investors of their timely receipt of
information relating to the Company for assessment
of their investment decisions.

(b) The Company failed to discover the non-receipt of
rent to the Lessor, which subsequently gave rise to
the Lawsuit and the loss of the JV’s sub-leasing right.

(c) The Company/EDs/INEDs placed over-reliance on
the JV Partner to manage the JV, resulting in
substantial receivables due from the JV Partner to
the JV. The Company’s monitoring of the JV's
operations and affairs was insufficient and
ineffective. The Committee particularly noted that:
(i) based on latest available information, the total

amount owed by the JV Partner to the JV was
significant, at least over RMB200 million;

(i) investment in the JV is likely to be written off
(though the recoverable amount for impairment
purpose is not yet known); and

(iii) the prolonged period in which the Company
failed to effectively monitor the JV.

Conclusion

This case involves public statements that the retention
of office by two Directors would have been prejudicial to
the interests of investors.

Directors have clear duties and responsibilities to
safeguard the interests and assets of a listed issuer.
Directors must ensure that effective risk management
and internal control systems are established, maintained
and implemented.

In this case, the Directors failed to take appropriate
steps to protect and monitor the issuer’s investment in a
joint venture. There was an over-reliance on a joint
venture partner to manage the joint venture. The
inaction by all the Directors created an environment for
irregularities, which went undetected and resulted in the
joint venture’s loss of its subleasing right which was a
substantial asset.

The Exchange views director's failure to exercise
reasonable care, skill and diligence seriously and will
take enforcement action without hesitation.
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The Stock Exchange of Hong Kong Limited
Announces the Cancellation of Listing of Long Well
International Holdings Limited (Stock Code: 850)

The Stock Exchange of Hong Kong Limited (the
Exchange) announced on May 26, 2021 that the listing
of the shares of Long Well International Holdings Limited
(Long WEell) will be cancelled with effect from 9:00 am on
May 28, 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 Long Well's shares has been suspended
since July 3, 2018. Under Rule 6.01A, the Exchange
may delist Long Well if trading does not resume by
January 31, 2020.

Long Well failed to demonstrate its compliance with Rule
13.24 and resume trading in its securities by January 31,
2020. On March 20, 2020, the Listing Committee
decided to cancel the listing of Long Well's shares on the
Exchange under Rule 6.01A.

On March 25, 2020, Long Well sought a review of the
Listing Committee’s decision by the Listing Review
Committee. On December 10, 2020, the Listing Review
Committee upheld the decision of the Listing Committee
to cancel Long Well's listing (LRC Decision). On
December 31, 2020, Long Well announced its decision
to seek leave of the High Court of Hong Kong to apply
for judicial review against the LRC Decision (Judicial
Review Application). On May 21, 2021, Long Well
announced that it had withdrawn the Judicial Review
Application May 10, 2021. Accordingly, the Exchange
will cancel Long Well’s listing with effect from 9:00 am
on May 28, 2021.

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

The Exchange advises shareholders of Long Well who
have any queries about the implications of the delisting
to obtain appropriate professional advice.
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U.S. Commodity Futures Trading Commission
Orders a Firm to Pay US$500,000 for Wash Sales

On May 18, 2021, the U.S. Commodity Futures Trading
Commission (CFTC) issued an order filing and settling
charges against respondent SummerHaven Investment
Management LLC, a commodity trading advisor and
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commodity pool operator, for engaging in wash sales
and non-competitive transactions on the
InterContinental Exchange and various Chicago
Mercantile Exchange exchanges, and for failing to
diligently supervise its activities.

According to the order, SummerHaven engaged in
multiple wash sales and non-competitive transactions
while moving positions held by a client from one futures
commission merchant (FCM) to another. Specifically, on
July 2, 2018, SummerHaven placed offsetting buy and
sell orders at each FCM, resulting in a series of pre-
arranged offsetting trades in contracts for crude oil,
heating oil, gasoil, live cattle, lean hogs, soybean meal,
gasoline, cocoa, and cotton. In total, SummerHaven
made more than 100 non-competitive prearranged
trades with an aggregate value of more than US$570
million. The order finds that SummerHaven failed in its
supervisory duties because it did not have policies or
procedures in place to prohibit wash sales or non-
competitive transactions, and because the decision to
execute wash sales and non-competitive transactions
was reviewed and directed by senior supervisory
management, including SummerHaven's then-Chief
Compliance Officer and then-Managing Partner.

The order requires SummerHaven to pay a civil
monetary penalty of US$500,000 and to cease and
desist from further violations of the Commaodity
Exchange Act and CFTC regulations, as charged.
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U.S. Securities and Exchange Commission Charges
S&P Dow Jones Indices for Failures Relating to
Volatility-Related Index

On May 17, 2021, the U.S. Securities and Exchange
Commission (SEC) announced settled charges against
S&P Dow Jones Indices LLC for failures relating to a
previously undisclosed quality control feature of one of
its volatility-related indices, which led S&P Dow Jones
Indices (S&P DJI) to publish and disseminate stale index
values during a period of unprecedented volatility.

The SEC’s order finds that the S&P 500 VIX Short Term
Futures Index Excess Return (Index) published by S&P
DJI was intended to calculate values based on real-time
prices of certain CBOE Volatility Index (VIX) futures
contracts. According to the order, S&P DJI licenses the
Index to, among others, issuers that use it to offer
securities, including the issuer of the inverse exchange-
traded note called XIV, and the license agreement
requires S&P DJI's approval of the description of the
index in offering documents. On February 5, 2018, the
VIX experienced a spike of 115%, but the Index
remained static during certain intervals between 4:00
p.m. and 5:08 p.m. that day. According to the SEC’s
order, this was due to an undisclosed “Auto Hold”
feature, which is triggered if an index value breaches
certain thresholds, at which point the immediately prior
index value continues to be reported. The SEC found
that XIV’s issuer derived information about the Index
from S&P DJI's public disclosures about the Index, but
the Auto Hold feature had never been publicly disclosed.
The SEC's order finds that S&P DJI personnel did not
release the Auto Hold for the Index during the
referenced intervals, as they had the ability to do,
resulting in the publication and dissemination of stale
and static Index values, rather than values based on the
real-time prices of certain VIX futures contracts.

The SEC's order finds that, because the Index was the

primary input for the calculation of the XIV ETN's
indicative value, the ETN'’s indicative values published
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to the market during the same intervals were similarly
static and, as a result, the indicative values being
reported in real-time were higher than they would have
been if the Auto Hold had not been triggered. While the
Auto Hold was in place freezing the values being
published to the market, XIV's indicative value breached
a key metric, which provided XIV's issuer the right to
accelerate all outstanding notes. According to the
SEC's order, XIV therefore had an economic value that
was substantially lower than what had been publicly
reported and was at risk of being accelerated by its
issuer.

The SEC'’s order charges S&P DJI with violating Section
17(a)(3) of the Securities Act of 1933. Without admitting
or denying the SEC's findings, S&P DJI agreed to a
cease-and-desist order and to pay a US$9 million
penalty.
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Source &
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U.S. Securities and Exchange Commission Charges
Healthcare Company and Its Founder with
Multimillion Dollar Fraud

On May 19, 2021, the U.S. Securities and Exchange
Commission (SEC) charged a healthcare company and
its founder with fraudulently raising nearly US$4 million
from over 130 investors nationwide through the sale of
membership units in the company.

According to the SEC's complaint, since July 2017,
Premier Healthcare Solution LLC and its founder, Josiah
David (formerly known as Dennis Lee), an individual with
felony convictions and an extensive history of regulatory
violations, have been raising money from investors by
selling them membership interests in Premier, a
company that purported to offer employers a
supplemental medical reimbursement plan. The SEC
alleges that the plan consists of a tax exempt
healthcare-related contribution from the employee to
Premier, a loan from a lender to repay the employee’s
contribution, and an insurance policy obtained by
Premier payable at the employee's death to repay the
loan. The SEC's complaint alleges that Premier and
David defrauded investors by making
misrepresentations about Premier having secured a
bank loan necessary for its business plan to succeed,
when, in fact, it had not done so and also making
misrepresentations that the concept underlying
Premier's business model was either patent-pending or
patented, when, in fact, the U.S. Patent and Trademark
Office had repeatedly denied Premier's applications.
The complaint further alleges that David deceived
investors by failing to disclose and lying about his prior
criminal and regulatory history when he was known as
Dennis Lee.

The SEC's complaint, filed in U.S. federal district court
in New Jersey, charges Premier and David with violating
the antifraud provisions of the federal securities laws
and seeks disgorgement of ill-gotten gains with
prejudgment interest, civil penalties, and permanent
injunctive relief. The complaint also names two parties,
Denis Joachim and Provision Corporation LLC, as relief
defendants and seeks to recover from them investor
monies they received from Premier.
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Singapore Exchange Regulation to Continue to
Suspend Entry into Issuers’ Watch-list

Singapore Exchange Regulation (SGX RegCo) in
consultation with the Monetary Authority of Singapore
(MAS) will on 21 May 2021 continue to suspend the
entry of listed companies into the watch-list.

SGX RegCo typically reviews on a half-yearly basis, on
the first market days of June and December, listed
issuers for their compliance with the watch-list
requirement. SGX’s rules require an issuer to be placed
on the watch-list if it records pre-tax losses for the 3 most
recently completed consecutive financial years (based
on audited full year consolidated accounts) and an

average daily market capitalisation of less than S$40
million over the last 6 months.

On 8 April, 2020, SGX RegCo had provisionally
suspended the half-yearly watch-list reviews in June
2020 and December 2020 (Suspension). The
announcement extends this suspension of the half-
yearly reviews beyond the usual first market days of
June 2021 and December 2021. The reason for the
earlier suspension and this extension is similar, namely
to enable issuers to focus on meeting the current
business and economic challenges due to the COVID-
19 pandemic and dealing with any resultant liquidity
crunch.

Companies which meet the exit criteria under the listing
rules will continue to be able to exit the Watch-List.

SGX RegCo shall determine where appropriate, if the
Suspension requires further extension in due course. If
no further extension is granted, the half-yearly review
will commence on the first market day of June 2022.
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The Financial Conduct Authority of the United
Kingdom (FCA) Announces Proposals to Stop the
Practice of ‘Claims Management Phoenixing’, by
Banning Claims Management Companies (CMCs)
from Managing Financial Services Compensation
Scheme (FSCS) Claims Where They Have a Relevant
Connection to the Claim

Claims

management phoenixing occurs when individuals from
financial services firms go out of business, but later
reappear in connection with
CMCs and charge consumers for seeking
compensation against their former firm’s poor conduct
by bringing claims to the FSCS.

The FCA has taken action where it has been possible to
do so to prevent this practice, including where the
managing director of a financial advice firm provided
inadequate service to consumers. After the managing
director was barred from acting as a company director,
his wife set up a CMC.

The CMC represented customers claiming more than
£5m from the FSCS in claims against the husband’s
former financial advice firm. The FCA was able to refuse
the authorization of the CMC as the firm did not meet
standards.

While the FCA was able to stop claims
management phoenixing by refusing authorization in
this case, the new rules being proposed will put a stop
to claims management phoenixing across the market.
Sheldon Mills, Executive Director of Consumers and
Competition as the FCA, said:

‘Consumers should be able to choose to use a CMC to
help them claim compensation from the FSCS. But
paying someone to provide help who is connected with
the firm that caused the consumer's loss is
wrong, particularly where the firm had a responsibility
before winding up to help its customersto obtain
compensation.’

‘Our proposals are designed to put an end to this
practice and to increase consumer trust and confidence
in financial services firms, CMCs and the redress
system.’

Claims management phoenixing generally requires the
existence of a compensation scheme which will pay
claims relating to the activities of financial services firms
that have wound up and potentially owe compensation
to consumers.

By stopping CMCs from managing FSCS claims with
which they have a relevant connection, the
FCA will ensure CMCs are not seeking to profit from
past misconduct of individuals connected with the CMC.

The FCA wants to ensure that firms have customers’
best interests at heart and are not incentivised to treat
customers poorly, that they will take due care in the
provision of financial products and services and, when
things go wrong, will take responsibility and put things
right for their customers.

The consultation is open for comment until June
21, 2021.

CMCs exist to help customers make claims for
compensation when they have suffered loss or damage.
In the financial services industry these claims relate to
losses caused by financial services firms.

The FCA became responsible for the regulation of
claims management companies in April 2019, following
a Government review. Since then, the FCA has dealt
with 979 applications for authorization, with around 20%
of CMCs leaving the sector. 656 firms have been
approved, while 24 have been refused or rejected.

In addition, 168 applications have been withdrawn with
around 75% of these withdrawals occurring
following FCA scrutiny, which showed the firms were
unlikely to be ready, willing and organized to be
authorized.
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Australian Securities and Investments Commission
Sues AMP for Charging Deceased Customers

Australian Securities and Investments Commission
(ASIC) has commenced civil penalty proceedings in the
Federal Court against five companies that are, or were,
part of the AMP Limited group, alleging that these
entities were involved in charging life insurance

premiums and advice fees to more than 2,000
customers despite being notified of their death.

The relevant companies (AMP Companies) are:
AMP Superannuation Limited;
NM Superannuation Proprietary Limited;

AMP Life Limited, which is now owned by Resolution
Life NZ, but was part of AMP when the conduct
occurred;

AMP Financial Planning Proprietary Limited;
AMP Services Limited.

ASIC alleges that from May 2015 to August 2019, each
of the AMP Companies did one or more of the following:

deducted life insurance premiums from 2,069 deceased
customers’ superannuation accounts despite being
notified that the customer had died;

deducted financial advice fees from deceased
customers’ superannuation accounts despite being
notified that the customer had died;

failed to ensure that a system was in place that ensured
that it did not charge deceased customers;

failed to ensure that a system was in place to manage
conflicts of interest between the AMP Companies’
interests in continuing to charge premiums and advice
fees and members’ interests in premiums and advice
fees ceasing after death; and

contravened their overarching obligations as Australian
financial services licensees to act efficiently, honestly
and fairly.

ASIC further alleges that the AMP companies’ conduct
demonstrated a system of conduct or pattern of
behaviour that was, in all the circumstances,
unconscionable.

ASIC alleges that the AMP companies received over
$500,000 in insurance premiums from the
superannuation accounts of deceased customers, with
at least $350,000 charged between May 2015 and
August 2019. Additionally, it is alleged that the AMP
companies received over $100,000 in advice fees from
deceased customer accounts, with at least $75,000
being charged between May 2015 and August 2019.

ASIC seeks declarations of contraventions of the ASIC
Act and Corporations Act. ASIC is also seeking
pecuniary penalties and other orders to be made by the
Federal Court.
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ASIC commenced this proceeding because licenced
financial services companies need to have robust
compliance systems to ensure they meet their legal
obligations to customers. Customers, and their
beneficiaries, should have confidence that they will be
correctly and lawfully charged for any financial services
or products.

The proceeding will be listed for a case management
hearing on a date yet to be set.
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The Securities and Futures Fintech Research and
Development Center (Shenzhen) Holds 2020 Closing
Report and 2021 Opening Report Meeting

On May 12, 2021, the Securities and Futures Fintech
Research and Development Center (Shenzhen) (the
Fintech Center) established and run by Shenzhen Stock
Exchange (SZSE) successfully held the 2020 Closing
Report and 2021 Opening Report Meeting. The meeting
strictly implemented the requirements of regular
pandemic prevention and control and was held in the
combined form of on-the-spot and video conferencing.
Over 400 people attended the meeting, including
relevant leaders of the Technology Regulation Bureau
under the China Securities Regulatory Commission
(CSRC) and SZSE, as well as consultants of the Fintech
Center, leaders of research teams and technicians from
industry institutions.

The meeting reported the recent work progress of the
Fintech Center and listened to the report on the progress
of the “industrial chain graph” collaborative project of
SZSE. It shared the results of some excellent projects in
2020 and gave out awards to excellent projects in 2020.
In addition, it presented the research ideas, expected
results and schedule of some projects approved in 2021.
Experts attending the meeting spoke highly of the
Fintech Center’s research work in 2020 and put forward
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opinions and suggestions on how to do better in the next
step. On May 13, 2021, the Fintech Center continued to
carry out the online sharing and exchange activity of
excellent research results in 2020.

Relevant official of the CSRC Technology Regulation
Bureau said that at the Fifth Plenary Session of the 19th
CPC Central Committee and the Central Economic
Working Conference, the importance of technological
innovation and strengthening science and technology
has been emphasized, and that the CPC CSRC
Committee has attached great importance to innovation
in Fintech and the digital development of the industry
and has stated many times that it's necessary to improve
data governance, enhance technological capability,
cultivate technology thinking, and strengthen regulation
of technologies. The CSRC Technology Regulation
Bureau has supported the development of the Fintech
Center as always. It has fully promoted the development
of key projects that are interesting, useful and effective,
and standardized and implemented regulation of
technological innovation in the capital market as well as
industrial technologies. It also urged the Fintech Center
to give better play to its role as a platform, facilitate
exchange and sharing of prospective and critical
research results about Fintech, and improve the
collaborative innovation capability, thus empowering the
technological progress and innovation-oriented
development of the industry.

Relevant official of SZSE said that openness, integration
and sharing are the development trends of the financial
ecosystem. The Fintech Center obtained fruitful
research results in 2020 and set records in both the
number of applications and that of approved projects in
2021. The industry collaborative research program has
achieved initial results, and the research results
demonstration platform has been completed. Taking it
as its mission to build ourselves into a quality innovation
capital center and world-class exchange, SZSE will
continue to leverage the role as the technological
innovation platform of the industry and the advantage of
gathering resources. SZSE will  strengthen
communication and cooperation with  market
participants to jointly explore new technologies and
share new resources, to build a new Fintech ecosystem.

The Fintech Center is a public research platform
approved by the CSRC, which focuses on Fintech
innovation and development. Over the past three years
since its establishment, the Fintech Center has run
steadily and made remarkable achievements. It has
actively organized innovation and research projects and
promoted the application of innovation results. A total of
217 projects have been approved, of which 37 was
named excellent projects. It has further improved the
industry’s  application capability of technological
innovations, motivated the industry to innovate, and
explored a feasible path for Fintech innovation and

development for the industry. Since the 2021 project
solicitation was launched in February 2021, institutions
in the industry have responded actively. A total of 71
projects have been approved, covering such fields as
data governance, intelligent regulation, risk monitoring,
entity profile, intelligent service and key technology
algorithms.
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Shenzhen Stock Exchange Holds a Forum on Bond
Regulation: Improving Information Disclosure
Quality and Guarding against Risks

Improving basic systems and ensuring risk control are
the basic guarantee for the high-quality development of
the bond market. To facilitate the high-quality
implementation of the registration-based corporate bond
issuance system reform as well as strengthen risk
control throughout the whole chain, Shenzhen Stock
Exchange (SZSE) organized and held the Forum on
Bond Regulation on May 13, 2021. Relevant securities
companies attended the forum. With the theme of
“Improving Information Disclosure Quality and Guarding
against Risks”, SZSE reported the progress it made in
refining basic systems and pushing for improvement in
the quality and efficiency of review and duration
management. In-depth discussions were conducted
centering on improving information disclosure quality in
the links of issuance review, continuous regulation, risk
resolution, etc. Work plans were laid out to further
strengthen the capability of the exchange’s bond market
in serving the real economy.

Optimizing basic systems in all respects and
advancing the registration-based system reform in
depth

Since the implementation of the registration-based
system for issuance of corporate bonds, SZSE has
strengthened basic systems, optimized review
procedures, and set clear review standards according to
the requirements of the new Securities Law. In addition,
SZSE has continuously made innovations in the product
system, conscientiously put in place relevant
requirements on risk control, and promoted the reform
of the issuance system in an orderly manner. Those
efforts are to ensure that the work relating to the
registration-based system is steadily carried out and to
improve the efficiency and standard of its services to the
real economy.

Relevant officials of SZSE said that this year is an
important year for SZSE to further implement the

registration-based system reform and optimize the basic
systems of the bond market in all respects, and it will see
important institutional innovations in issuance and
underwriting, trading, continuous regulation, investor
protection, etc. of corporate bonds. SZSE has recently
issued the guidelines on focuses of review regarding
issuance of corporate bonds and three reference format
guides on prospectus, periodical report and interim
report. SZSE has also sought public opinions on the
bond trading rules and supporting business guidelines,
to further develop a rules system for the bond market
that is scientific, complete, transparent, efficient, clear
and easy to implement. SZSE has strengthened
regulation of bond issuance and market access, and
standardized and refined the requirements on bond
information disclosure to improve the timeliness,
pertinence and effectiveness of information disclosure.
In addition, SZSE has refined the bond trading rules and
optimized supporting business arrangements to
increase bond liquidity and stability, thus better adapting
to the high-quality development needs of the SZSE bond
market. Next, SZSE will organize special-topic training
on a regular basis and do a good job in policy consulting
and interpretation of rules, to improve market entities’
awareness of complying with information disclosure
rules and standard operation level.

Refining the risk control mechanism, and fully
playing the role as the “gatekeeper”

SZSE adheres to the market- and law-based direction
and always upholds the principle of paying equal
attention to market development and risk control. While
serving the real economy, SZSE has attached great
importance to risk control in the bond market. Under the
guidance of China Securities Regulatory Commission
(CSRCQC), at the beginning of the year, SZSE laid out an
overall plan for the bond risk control work for the year.
According to the plan, SZSE will focus on key fields,
improve areas of weakness, and adopt various
measures simultaneously to form a synergy for bond risk
control. So far, SZSE has established the “ex ante — in
process — ex post” risk control system for fixed-income
products, and according to the principles of “classified
regulation and targeted policies”, SZSE has built the
joint bond risk control mechanism. First, in ex ante risk
control, SZSE will strictly implement review policies and
formulate  the review  standards  for key
fields. Second, in in-process risk control, SZSE will
establish the risk classification mechanism with issuers
and trustees at its core, and develop a risk matrix for risk
events and a contingency plan for major risks. Third, in
ex post risk resolution, SZSE will adopt targeted policies
based on risk types, give play to regulation synergy, and
guide some enterprises to ease debt pressure and
handle bond risks using market- and law-based debt
management instruments such as bond put-back
cancelation, put-back and resale and bond
swap. Fourth, SZSE will actively introduce professional
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institutions for handling risks and defaulted bonds and
improve the liquidity of medium- and high-risk bonds
and/or defaulted bonds on the specific bond transfer
platforms to guide effective clearing of market risks.

Representatives attending the forum agreed that it's
necessary to let intermediaries give full play to their due
role in deepening the implementation of the registration-
based system and take solid steps to improve their
practice quality, thus steadily promoting the high-quality
development of the bond market. First, it's necessary to
enhance the awareness of responsibility, compliance
and risk and strengthen internal management and duty
performance capability building. More efforts should be
put in quality control on all links of a project, and the risk
management role of due diligence and trustee
management in  project application, duration
management and risk resolution should be fully
leveraged. Second, the idea of the registration-based
system with information disclosure at its core should be
implemented. Intermediaries’ practice quality, especially
information disclosure quality, should be further
improved. It's necessary to make issuers’ information
disclosure more normative, more proactive, more
targeted and more effective, so as to protect investors’
legitimate rights and interests. Third, based on issuers’
disclosure of annual reports, it's necessary to focus on
key issues concerning debt repayment risk, conduct
credit risk investigation and classified management
centering on information disclosure, financial analysis,
use of raised funds and corporate governance in a timely
manner, and complete the reporting of the credit risk
management report for the first half of the year, the
disclosure of the annual report on trustee management
affairs and other relevant work on schedule.

Making plans early, implementing targeted policies,
and promoting the high-quality development of the
bond market on all fronts

SZSE will continue to ground its efforts in the new
development stage, apply the new development
philosophy, and serve the new pattern of development.
SZSE will conscientiously practice the principles of
“system building, non-intervention, and zero tolerance”,
and follow the requirements of standing in awe of the
market, rule of law, professionalism and risks and
pooling the efforts of all sides to develop the capital
market. While adhering to the working philosophy of
being open-minded, transparent, honest and impartial,
SZSE will act on the general principle of pursuing
progress while ensuring stability. SZSE will strengthen
the system foundation, optimize the market structure,
improve the quality of bond issuers, and play its role as
the market hub, thus enhancing the foundation for the
high-quality development of the exchange’'s bond
market.

First, to optimize supply of rules and
regulations. Following the overall plan of the CSRC,
SZSE will continue to advance optimization and
transition work of self-disciplinary rules, to help improve
the quality and efficiency of review, duration
management and risk resolution through institutional
building.

Second, to fully perform front-line regulation
duties. Using the ex post annual report review as an
opportunity and basing on problems and risks, SZSE will
take solid measures to improve the foresight and
pertinence of regulation. Regarding the risk clues found
in annual report review, SZSE will take proactive actions
and leverage the synergy in regulation to forestall and
defuse risks.

Third, to improve the work system covering the
whole chain of bond risk control. SZSE will guard the
access well and urge relevant entities to fulfill their
responsibilities. SZSE will strengthen duration risk
monitoring and screening, intensify investigation and
punishment of violations, and crack down on illegal acts
such as financial fraud and malicious debt evasion, to
maintain market confidence.

Fourth, to refine the market trading
mechanism. Following the objective law of the bond
market, SZSE will regulate bond trading behaviors and
diversify bond trading modes. SZSE will promote the
interconnection of infrastructure between the exchange
and the interbank market, expand the scope of
professional institutional investors, and energize market
entities, to promote the high-quality development of the
bond market.

Fifth, to steadily advance innovation in bond
products. SZSE will enrich product types, optimize the
market structure, and fully support the steady
implementation of the pilot project of publicly offered
infrastructure REITs. SZSE will make better use of
existing assets, improve the operation efficiency of
infrastructure, and enhance the capability of the
exchange’s bond market in serving the real economy.
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Shenzhen Stock Exchange Releases the 2020
Survey Report on Individual Investors

Shenzhen Stock Exchange (SZSE) has recently
completed the 2020 survey of individual investors. The
survey aims to track and understand individual investors
and further improve the pertinence and effectiveness of
investor education and protection. SZSE has conducted
the survey for 12 years straight since 2010. In this
survey, samples are taken from securities accounts
distributed in 342 small, medium and large cities of 31
provincial administrative regions (excluding Hong Kong,
Macao and Taiwan) across China, and respondents are
investors between the ages of 18 and 60 who traded
stocks on Shenzhen and Shanghai stock exchanges
over the past twelve months. A total of 27,667 effective
guestionnaires are received. The survey results show:

New entrants are becoming younger, and the
investment and wealth management demand is
strong. The average age of new entrants is 30.4, age
0.5 younger from 2019. Investors’ wealth management
demand through stocks and mutual funds has increased
substantially. The average assets in investors’ securities
accounts are CNY 597,000, up CNY 50,000 from 2019,
the highest level over the years of survey. Investors of
mutual funds account for 67.1%, a sharp increase of
21.3% from 2019.

The long-term value investment philosophy has
been enhanced, and investors with more assets in
their securities accounts show higher acceptance of
the long-term value investment philosophy. The
proportion of investors who apply the long-term value
investment philosophy has increased year by year,
from 20.4% in 2015 to 31.1% in 2020. The proportion of
investors with irrational investment behaviors such as
excessive fear (17.5%) and overconfidence (25.6%)
have decreased by 11.2 percentage points and 7.6
percentage points respectively from 2019. Among the
investors with assets of over CNY 500,000 in their
securities accounts, 32.8% accept the long-term value
investment philosophy, 2.4 percentage points higher
than the proportion of small and medium investors with
assets of less than CNY 500,000 who accept such
philosophy.

Profit-making investors have a more mature
investment philosophy, their investment behaviors
are more rational, and they attach more importance
to study. Profit-making investors approve the long-term
value investment philosophy more. 35.7% of profit-
making investors think that they invest with a long-term
value investment style, 7.5 percentage points higher
than money-losing investors who think so. The
proportions of profit-making investors with such
irrational  investment behaviors as short-swing
trading, disposition effect, believing rumors easily and
not using stop-loss strategy are 12.4 percentage points,

6.9 percentage points, 6.8 percentage points and 6.0
percentage points lower than those of money-losing
investors with such behaviors. Profit-making investors
attach more importance to “reading research reports
released by financial institutions” “reading information
disclosed by listed companies such as prospectuses,
periodical reports and interim announcements”. The
proportions of such profit-making investors are 11.3
percentage points and 7.4 percentage points higher than
money-losing investors, respectively.

The knowledge level of investors varies, making it
necessary to improve the pertinence of investor
education. In terms of the content of investor education,
the most popular are disclosure of investment risks
(66.1%), popularization of basic knowledge about
securities (64.2%), interpretation of trading rules and
financial laws and regulations (59.9%) and introduction
to investment products and investment strategies
(58.1%). In terms of investment knowledge, in the 100-
score test, investors’ average score is 71.8. The
knowledge level of investors varies by sector, region and
number of years in the market. The average score of
investors in the ChiNext Board is 73.1 points, 3.8 points
higher than that of other investors; the average scores
of investors from South China and East China are 72.8
points and 72.6 points respectively, 5.1 points and 4.9
points higher than that in Northwest China respectively;
the average score of investors who have been in the
market for 5 to 10 years is 73.9 points, 4.7 points higher
than that of new entrants; and the average score of
profit-making investors is 75.7 points, 6.4 points higher
than that of money-losing investors. In terms of test
content, investors with a lower score relatively lack
knowledge about shareholders’ rights, trading rules and
financial terminology. Therefore, it is necessary to guide
some investors to strengthen learning in a targeted
manner.

Investors support the ChiNext Board reform and the
pilot project of the registration-based IPO system
and expects the registration-based IPO system to
run steadily. 66.9% of investors think that “the ChiNext
Board will embrace more companies with new
technologies, new industries, new business forms and
new models”. Investors believe that the registration-
based IPO system reform will “help enhance the
functions of the capital market and improve direct
financing channels” (57.4%), “help bring back pricing to
the normal track and achieve virtuous market circulation”
(53.2%), and “helphard technology companies,
innovative enterprises and startups get listed on the A-
share market” (49.9%). Meanwhile, they advise that the
stock exchange should “improve the continuous
regulation capability of listed companies and strengthen
the whole-process regulation of intermediaries” (42.6%).

Investors support thereform of the delisting system,
and nearly 40% of investors have no intention to
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participate in the trading of stocks with a risk
warning. In general, investors believe that the revision
to delisting regulations can help improve the quality of
listed companies (66.6%), and guide listed companies
to focus on main business and standardize operation
(61.9%). In terms of the revision content of delisting
regulations, investors pay more attention to delisting
indicators, which are, by order of attention, trading
indicators  (58.1%), financial indicators (54.9%),
standard operation indicators (52.5%) and major
violation indicators (45.9%). 39.0% of investors make it
clear that they are unwilling to trade stocks with a risk
warning (ST and *ST stocks) and think they are beyond
their risk capacity.

Investors expect the capital market to deepen
reform in all respects and hope the investor
protection system can play a better role. In 2021, the
capital market has been steadily deepening reform on
all sides. The survey finds that the reform measures that
investors expect the most are refining the regular
delisting mechanism (58.8%), implementing the
registration-based stock issuance system across the
board (57.8%), and taking a firm hand against securities
and futures crimes (57.3%). The investor protection
systems that investors care the most are special
representative litigation for securities disputes (56.0%),
securities backed litigation of China Securities Investor
Services Center (49.7%), and shareholding and rights
exercise by China Securities Investor Services Center
(42.3%).
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Shenzhen Stock Exchange’s First Publicly Offered
Infrastructure REITs Approved by CSRC for
Registration

On May 17, 2021, China Securities Regulatory
Commission (CSRC) officially approved the registration
of four publicly offered infrastructure REITs on
Shenzhen Stock Exchange (SZSE). It marks another
important step in the pilot work of the first publicly offered
infrastructure REITs on the market, which will enter the
public offering stage.

SZSE's first four publicly offered infrastructure
REITs cover mainstream infrastructure types

The first four publicly offered infrastructure REITs on
SZSE are AVIC Shougang Biomass Closed-end
Infrastructure Securities Investment Fund, Bosera
CMSK Industrial Park Closed-end Infrastructure
Securities Investment Fund, Ping An Guangzhou
Communications  Investment  Guangzhou-Heyuan
Expressway Closed-end Infrastructure Securities
Investment Fund, and Hotland Innovation Yantian Port
Warehousing Logistics Closed-end Infrastructure
Securities Investment Fund. They are expected to raise
nearly CNY 14 billion.

All of the first infrastructure projects are located in the
key regions for integrated development, namely, the
Beijing-Tianjin-Hebei Region and the Guangdong-
Hongkong-Macao Greater Bay Area. The projects cover
mainstream infrastructure fields like garbage disposal
and biomass power generation, industrial parks, toll
roads and warehousing logistics. Original equity holders
will recover funds and invest in fields that strengthen
incremental business and improve areas of weakness.
The four REITs are an important measure of the capital

market to actively serve national strategies and the
development of the real economy.

SZSE strengthens regulatory service and
technological support to advance the pilot project of
publicly offered REITs in a steady and orderly
manner

Since the launch of the pilot project of publicly offered
REITs, SZSE has, with the guidance and support of the
National Development and Reform Commission and
other relevant ministries, steadily advanced relevant
work according to the unified plan of CSRC. First,
strengthening the institutional foundation. SZSE
has issued a system of rules including business
measures, guidelines on focuses of review, and
guidelines for offering, formulated the listing and offering
guide, and standardized important nodes and key links
in the business process. Second, enhancing technical
guarantee. SZSE has completed upgrading of listing
and trading related technologies, launched the online
review system for publicly offered REITs, an information
disclosure website and an offline offering system after
several rounds of testing, with the whole review process
electronized, and business information public and
transparent. Third, doing a good job serving the
market. SZSE has organized practical seminars, held
the Greater Bay Area publicly offered infrastructure
REITs development forum, and rolled out series investor
education products such as “Click to Understand
Publicly Offered REITs” to popularize and interpret the
rules. Fourth, intensifying project reserve. By
strengthening connection to local competent agencies at
all levels, market buyers and sellers, and intermediaries,
SZSE has reserved a batch of quality projects in the
fields of logistics & warehousing, transportation,
industrial parks, wastewater treatment & garbage
disposal, data center and energy power
generation. Fifth, improving review quality. SZSE
adheres to the working philosophy of being open-
minded, transparent, honest and impartial. With
information disclosure at the core, SZSE has refined the
review quality control mechanism to improve the quality
and efficiency of project review, with a focus on the
compliance of participating institutions, project quality
and trading structure, the reasonableness of asset
appraisal, cash flow forecast and fund operation
management arrangements, and the
comprehensiveness of information disclosure and risk
warning. On May 14, 2021, SZSE reviewed and
approved the first four publicly offered infrastructure
REITs projects.

27



J M L

Next, SZSE will refine book building and issuance
procedures according to relevant process requirements
and the characteristics of publicly offered infrastructure
REITs. Fund managers negotiate with offline investors
via the exclusive electronic platform for offline offering of
REITs, and determine the subscription price of
infrastructure fund shares. Strategic investors, offline
investors and public investors will subscribe for the fund
with the price determined through book building. In this
way, SZSE will ensure the fund offering is steady and
orderly.

SZSE works with market participants based on
consensus on reform and development to promote
sustained development of the publicly offered REITs
market

The pilot project of publicly offered infrastructure REITs
is an effective policy instrument adopted by the capital
market to implement the decisions and plans of the CPC
Central Committee and the State Council on preventing
risks, deleveraging, stabilizing investment and
improving areas of weakness. Featured by excellent
liquidity, relatively stable return and strong safety, it is of
great significance to putting existing social assets to
better use, reducing macro leverage ratio, improving the
development quality and effectiveness of the
infrastructure industry, and enriching investment and
financing types on the capital market.

SZSE will earnestly practice the principles of “system
building, non-intervention, and zero tolerance”, apply the
working philosophy of being open-minded, transparent,
honest and impartial, and follow the plans and
requirements of CSRC and the market- and law-based
direction. SZSE will form a synergy with market
participants to steadily advance the book building,
offering, listing and duration regulation of the first
publicly offered infrastructure REITs. SZSE will do a
good job in supporting and serving fund managers, to
ensure the products are listed smoothly as soon as
possible. SZSE will give better play to its leading role
and market hub to ensure a good start of the pilot project
and promote standard and healthy development of
infrastructure investment and financing. SZSE will strive
to build publicly offered REITs into a mainstream
financial product on the Chinese capital market so as to
better serve national strategies and economic and social
development.
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Source KJR:
http://lwww.szse.cn/English/about/news/szse/t20210518_585
962.html
http://lwww.szse.cn/aboutus/trends/news/t20210517_585949.
html

Information in this update is for general reference only
and should not be relied on as legal advice.
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