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Court of Hong Kong Gives Useful Guidance on
Concert Parties’ Vote in Privatisation Schemes

On July 19, 2021, the High Court of Hong Kong (Court)
handed down a judgment for Re Cosmos Machinery
Enterprises Ltd [2021] HKCFI 2088, in which the Court
decided the correct position and issued useful guidance
concerning concert parties’ vote in privatisation
schemes.

Under section 670(2)(b) of the Companies Ordinance
(Cap. 622 of the Laws of Hong Kong), the meeting that
can be summoned by the Court should be a meeting of
members or a class of members with whom the
arrangement or compromise is proposed to be entered
into. Under section 674(2) of the Companies Ordinance,
the members or a class of members agree to an
arrangement involving a general offer or a takeover offer
if, among others, at a meeting summoned under section
670 of the Companies Ordinance, members or the class
of members representing at least 75% of the voting
rights of the members or the class of members present
and voting agree to the arrangement. In the meantime,
under Rule 2.10 of the Hong Kong Code on Takeovers
and Mergers and Share Buy-backs (Takeovers Code), a
scheme of arrangement or capital reorganisation to
acquire or privatise a company may only be
implemented if, among others, it is approved by at least
75% of the votes attaching to the disinterested shares
that are cast either in person or by proxy at a duly
convened meeting of the holders of the disinterested
shares.

This raises an issue of whether the offeror's concert
parties should be excluded from voting at a meeting of
shareholders ordered by the Court for approving a
privatisation scheme for the purposes of complying Rule
2.10 of the Takeovers Code.

The Court observed that there are two schools of
thought: (1) Rule 2.10 prohibits offeror concert parties
from voting (Prohibition View); and (2) Rule 2.10 does

Financial Services
Regulatory Update

TRk BEERM

2021.08.20

complying with the Takeovers Code (Non-Prohibition
View).

In the past, a number of schemes assumed the
Prohibition View is correct and stipulated in the notice of
shareholders’ meeting that the shares held by the
offeror's concert parties “may not be voted” and only
independent shareholders are eligible for voting at the
meeting. The Court held that the correct position should
be the Non-Prohibition View as it is more consistent with
the natural and ordinary meaning of Rule 2.10 of the
Takeovers Code and section 674(2) of the Companies
Ordinance.

As pinpointed by the Court, Rule 2.10 does not say in
terms that the offeror’s concert parties cannot vote. It is
merely concerned with ensuring that the offeror concert
parties’ votes are not counted towards the requisite
majorities. The Court held that if parties acting in concert
with the offeror are part of the scheme, they must be
allowed to vote as there must be a meeting of those
shareholders subject to the scheme under section
670(2)(b) of the Companies Ordinance. If the offeror’'s
concert parties, being the parties to the scheme, are
wrongly excluded from voting, the Court has no
jurisdiction to sanction the privatisation scheme as the
voting class is improperly constituted.

The Cayman court has also adopted similar approach.
The Court noted that in Re Tonly Electronics Holdings
Limited (Cayman Grand Court, 9 March 2021), the
Cayman court held that the wording of the relevant law
(similar to section 670(2)(b) of the Companies
Ordinance) only confer power on the court to convene
meetings either of all shareholders or a separate class
who are parties to the scheme. Disinterested
shareholders are not a separate class and only
represent a subset of the parties to the scheme.
Therefore, ordering a meeting only of the disinterested
shareholders is impermissible. The Cayman court held
that it would be more orthodox for the court to convene
a meeting of all such shareholders and the offeror’'s
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concert parties to undertake not to attend and vote for
compliance with Rule 2.10 of the Takeovers Code.

The decision has resolved the uncertainty as to the
concert parties’ vote in privatisation schemes and
provide a practical solution to fill the gap between the
Companies Ordinance and the Takeovers Code.
Scheme documents should be carefully worded and
statements such as the offeror's concert parties “may
not” or are “not entitled” to vote should be avoided.
Alternatively, it should be permissible to state that the
offeror concert parties are entitled to but “will abstain”
from voting or “undertake not to” vote and the scrutineer
may then play a role in confirming that no concert parties
of the offeror have voted for satisfying Rule 2.10 of the
Takeovers Code.

This case also demonstrates the professional acumen
of transactional requirements in Hong Kong. Leveraging
its sound legal framework and other prevailing strengths,
Hong Kong stands to capture a multitude of emerging
opportunities in providing financial services to and foster
closer cooperation with Mainland China and the rest of
the world in order to strengthen its current position as an
international financial center. This provides a bigger
platform for the legal practitioners in Hong Kong to give
full play to their professional acumen and expertise and
take an active role in global economic growth and
cooperation.
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The Stock Exchange of Hong Kong Limited
Announces the Cancellation of Listing of Burwill
Holdings Limited (Provisional Liguidators
Appointed) (Stock Code: 24)

The Stock Exchange of Hong Kong Limited (the
Exchange) announced on August 11, 2021 that the
listing of the shares of Burwill Holdings Limited
(Provisional Liquidators Appointed) (Burwill) will be
cancelled with effect from 9:00 am on August 13, 2021
under Rule 6.01A(1) of the Rules Governing the Listing
of Securities on The Stock Exchange of Hong Kong
Limited (Listing Rules).

Trading in Burwill's shares has been suspended since
August 19, 2019. Under Rule 6.01A(1), the Exchange
may delist Burwill if trading does not resume by February
18, 2021.

Burwill failed to fulfill all the resumption guidance set by
the Exchange and resume trading in its shares by
February 18, 2021. On March 26, 2021, the Listing
Committee decided to cancel the listing of Burwill’s
shares on the Exchange under Rule 6.01A(1).

On April 9, 2021, Burwill sought a review of the Listing
Committee’s decision by the Listing Review Committee.
On August 2, 2021, the Listing Review Committee
upheld the decision of the Listing Committee to cancel
Burwill’s listing. Accordingly, the Exchange will cancel
Burwill’s listing with effect from 9:00 am on August 13,
2021.

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

The Exchange advises shareholders of Burwill 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 a Former
Director of Winto Group (Holdings) Limited (Stock
Code: 8238)

The Stock Exchange of Hong Kong Limited (the
Exchange) announced on August 17, 2021 that it has
issued the statement of disciplinary action in relation to
the disciplinary action against a former director of Winto
Group (Holdings) Limited (Stock Code: 8238).

Sanctions

The GEM Listing Committee of the Exchange (GEM
Listing Committee):

CENSURES Mr. Wen Kai (Mr. Wen), former
independent non-executive director (INED) of Winto
Group (Holdings) Limited (stock code: 8238)
(Company);

AND FURTHER STATES THAT in the Exchange’s
opinion, by reason of his failure to discharge his
responsibilities under the GEM Listing Rules, had Mr.
Wen remained on the board of directors of the
Company, his retention of office would have been
prejudicial to the interests of investors

Summary of Facts
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Mr Wen was an INED of the Company from 24 January
2018 to 31 May 2019. He provided to the Exchange a
Declaration and Undertaking with regard to Directors
(Undertaking) in the form set out in Appendix 6A to the
GEM Listing Rules. The Undertaking provides that,
among other things, he shall: (i) cooperate in any
investigation conducted by the Listing Division (Division)
and/or the GEM Listing Committee; (ii) promptly and
openly answer any questions addressed to him; and (iii)
provide his up-to-date contact details to the Exchange
for a period of three years from the date on which he
ceases to be a director of the Company, failing which
any documents/notices sent by the Exchange shall be
deemed to have been served on him.

The Division sought to conduct an investigation into,
among other things, whether Mr. Wen had breached the
GEM Listing Rules (Investigation). For the purpose of
the Investigation, the Division sent an investigation letter
and reminder letters to Mr. Wen. Despite making contact
with Mr. Wen and reminding him to respond to the
Division’s enquiries, he did not do so.

GEM Listing Committee’s Findings of Breach

The GEM Listing Committee found as follows:

(1) Mr. Wen breached his Undertaking by failing to
cooperate with the Division in the Investigation,

which constituted a breach of the GEM Listing Rules.

Mr Wen’'s obligation to provide information
reasonably requested by the Exchange did not
lapse after he ceased to be a director of the
Company.

(2) Mr. Wen'’s breach of his Undertaking was serious
and his conduct demonstrated his wilful and/or
persistent failure to discharge his responsibilities
under the GEM Listing Rules.

Conclusion

Directors are expected to cooperate with, and respond
to, the Exchange’s enquiries in connection with an
investigation of possible Listing Rule breaches. Merely
establishing contact with the Division does not amount
to cooperation. Failure by directors to cooperate with the
Exchange's investigation may result in the imposition of
severe sanctions.

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

For the avoidance of doubt, the Exchange confirms that
the above sanctions apply only to Mr. Wen, and not to
the Company or 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
Announces the Cancellation of Listing of China
Trends Holdings Limited (Stock Code: 8171)

The Stock Exchange of Hong Kong Limited (the
Exchange) announced on August 19, 2021 that the
listing of the shares of China Trends Holdings Limited
(China Trends) will be cancelled with effect from 9:00
am on August 23, 2021 under Rule(s) 9.14A and/or 9.14
of the Rules Governing the Listing of Securities on GEM
of the Stock Exchange (GEM Rules).

Trading in China Trends’ shares has been suspended
since March 11, 2020. Under GEM Rule 9.14A, the
Exchange may delist China Trends if trading does not
resume by March 10, 2021. Under GEM Rule 9.14, the
Exchange may delist China Trends at any time if the
Exchange considers China Trends to be non-compliant
with GEM Rule 17.26.

China Trends failed to fulfill the resumption guidance set
by the Exchange and resume trading in its shares by
March 10, 2021. The Exchange considered China
Trends to be non-compliant with GEM Rule 17.26. On
April 16, 2021, the GEM Listing Committee decided to
cancel the listing of China Trends’' shares on the
Exchange under GEM Rule(s) 9.14A and/or 9.14.

On April 27, 2021, China Trends sought a review of the
GEM Listing Committee’s decision by the GEM Listing
Review Committee. On August 10, 2021, the GEM
Listing Review Committee upheld the decision of the
GEM Listing Committee to cancel China Trends’ listing.
Accordingly, the Exchange will cancel China Trends’
listing with effect from 9:00 am on August 23, 2021.

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

The Exchange advises shareholders of China Trends
who have any queries about the implications of the
delisting to obtain appropriate professional advice.
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Hong Kong Securities and Futures Commission to
Introduce Investor Identification and OTC Securities
Transaction Reporting

On August 10, 2021, the Securities and Futures
Commission of Hong Kong (SFC) issued consultation
conclusions on proposals to introduce investor
identification for the securities market in Hong Kong and
require reporting of over-the-counter (OTC) securities
transactions.

Under the investor identification regime, licensed
corporations and registered institutions will submit to
The Stock Exchange of Hong Kong Limited (SEHK) the
names and identity document information of clients
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placing securities orders on SEHK, including off-
exchange orders which are reportable to SEHHK.

Information on OTC securities transactions in ordinary
shares and real estate investment trusts listed on SEHK
will be reported to the SFC under a separate regime.

Respondents broadly agreed with the proposals. Having
considered the market feedback, the SFC will proceed
to implement both regimes. To implement the regimes,
revisions will be made to the Code of Conduct for
Persons Licensed by or Registered with the Securities
and Futures Commission as set out in the consultation
conclusions. The revisions will be gazetted and become
effective on a date to be determined by the
implementation timelines. The SFC will conduct briefing
sessions for the industry and work with the Investor and
Financial Education Council to inform investors. The
SFC will also issue a circular to the industry on obtaining
client consent for the collection and submission of
personal data.

“The new regimes will enable effective and timely
surveillance of the Hong Kong securities market,” said
Mr. Rico Leung, the SFC’'s Executive Director of
Supervision of Markets. “They will help reinforce market
integrity and promote investor confidence, which are
vital to Hong Kong'’s status as a premier international
financial center.”

The  consultation  paper originally  proposed
implementing the investor identification regime in the
first quarter of 2022 and the OTC securities transactions
reporting regime in the third quarter of 2022. To provide
more time for the industry to prepare, the
implementation timelines were extended after taking
consultation feedback into account. The investor
identification regime is expected to be launched in the
second half of 2022 and the OTC securities transactions
reporting regime in the first half of 2023, subject to the
completion of system testing and market rehearsals.

ERESRARESERZRSHIINRAERRTR
HIMES R 5 CIRFIE

F2021 %8 100, EBAUSRPRESLEZRS
(EME) SXBMEFXATBIULETHEINKRETERIR
THERGIMESRZ ZICRMENEIN, EREEELE.

ARFAZBRAGHET, FHEDRIMIIE5EE B
AEXPIARAS (BKAFT) RIXAKIZMALIES
RPECHEFNBREFMERMLEIE, S1EA6
KZPrCIRNIEEAFI N BERHIES.

PR B ZOEMAA IR URIE S —HIE, sEXAAT £
MEBREFEEFRAGRESHNAXDIMESZ H
EE S EICIRA XA

MEyELRBERAXEN. £FETHRLE, AR
BoBFELLARMETE. IXBEXFE, A2K
RERBEXMHIR, X (EFRPRESLERZERS
FREASUEMARTEN) (ERETT. XEEITETT
%, HizRLEMEREENEHER. EESEAL
REDENS, ARERAZBREVHEZRAZEE

UERAREBBFRBEXER. MERTFELFL
H—MRTHEREARBEUREREZ N ARRHBE.

IESSTHEEMNTESRMPE LERR: "HHEIL
BMNEBEN AR EERBILSFTHHNEE. I
AYRHTZEERBNEARAEGD, WEBEAL
RBENERERP OB LXRER.,

RIEE XA FEEREW, REABRRTHERIHIME
FRHLIRFE D AHNET 2022 F£HE—FK 2022 5
=EXE. FRIZREEMERNEL, LEREH#
R E%R, LV RAEELZNEEFES. KEAER
R E RISIMES X 5 IR GRS 5T 2022 £
FHER2023F FFFLN, ENFUFRENALTS
REERTE .

Source kjR:
https://apps.sfc.hk/edistributionWeb/gateway/EN/news-and-
announcements/news/doc?refNo=21PR82
https://apps.sfc.hk/edistributionWeb/api/consultation/conclusi
on?lang=EN&refNo=20CP7

Hong Kong Securities and Futures Commission and
Independent Commission Against Corruption
Implements Joint Operation on Listed Company’s
Suspicious Money Lending Activities

On August 13, 2021, the Securities and Futures
Commission of Hong Kong (SFC) announced that five
individuals including a current senior executive and a
former senior executive of a listed company have been
arrested in a joint operation “Jade Qilin” of the SFC and
the Independent Commission Against Corruption
(ICAC).

The joint operation was conducted under the
arrangement of the Memorandum of Understanding
signed between the SFC and the ICAC as announced in
the SFC’s press release dated August 19, 2019. The
joint operation also involved a search of the offices of the
listed company and the premises of other related
parties.

The SFC conducted the search on suspicion of
breaches of the Securities and Futures Ordinance in
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relation to the suspicious money lending activities of the
listed company; in this connection, the management
might have engaged in misfeasance or other misconduct
prejudicial to the listed company or its shareholders.
The ICAC conducted the search and made the arrests
for suspected corruption offences under the Prevention
of Bribery Ordinance.

The SFC and the ICAC will continue to work closely to
tackle the misconduct of listed companies including
suspicious loan transactions and directors’ misconduct,
to protect the investing public and maintain the integrity
of Hong Kong’s financial markets.

No further comment will be made at this stage as
investigations are still ongoing.
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U.S. Federal Court Orders BitMEX to Pay US$100
Million for lllegally Operating a Cryptocurrency
Trading Platform and Anti-Money Laundering
Violations

On August 10, 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 consent order against five companies charged

with operating the BitMEX cryptocurrency derivatives
trading platform. The companies are HDR Global
Trading Limited, 100x Holding Limited, ABS Global
Trading Limited, Shine Effort Inc Limited, and HDR
Global Services (Bermuda) Limited.

The order requires the BitMEX entities to pay a US$100
million civil monetary penalty, and provides that up to
US$50 million of the penalty may be offset by payments
the BitMEX entities make or are credited pursuant to a
Consent to Assessment of Civil Monetary Penalty
entered by the Financial Crimes Enforcement Network
(FINnCEN). The order also prohibits BtMEX from further
violations of the Commodity Exchange Act (CEA) and
CFTC's regulations as charged.

The order stems from a CFTC action filed on October 1,
2020 against the BItMEX entities and their three
individual founders, Arthur Hayes, Benjamin Delo, and
Samuel Reed. The CFTC complaint charged the entities
and founders with operating the BitMEX platform while
conducting significant aspects of BitMEX's business
from the U.S. and unlawfully accepting orders and funds
from U.S. customers to trade cryptocurrencies, including
derivatives on bitcoin, ether, and litecoin.

The order finds that from at least November 2014
through October 1, 2020, BitMEX, while operating as a
common enterprise, offered leveraged trading of
cryptocurrency derivatives to retail and institutional
customers in the U.S. and elsewhere, and was aware
that U.S. customers could access the BitMEX platform.
It further finds that customers in the U.S. placed orders
directly through BitMEX's user interfaces, and that
BitMEX acted as a counterparty to certain transactions.
Thus, the order finds that BitMEX violated the CEA by
operating a facility to trade or process swaps without
being approved as a Designated Contract Market (DCM)
or a Swap Execution Facility (SEF).

The order also finds that BitMEX violated the CEA by
operating as a Futures Commission Merchant (FCM)
without CFTC registration, including by accepting bitcoin
to margin digital asset derivative transactions and acting
as a counterparty to leveraged retail commodity
transactions. The order further finds that BitMEX
violated CFTC regulations by failing to implement a
Customer Information Program (CIP) and Know-Your-
Customer (KYC) procedures that would enable the
identification of U.S. persons using the platform, and by
faiing to implement an adequate Anti-Money
Laundering (AML) program.



J M L

The order recognizes that BitMEX has engaged in
remedial measures, including developing an AML and
user verification program. Moreover, in connection with
the order, BitMEX has certified to the CFTC that anyone
located, incorporated, or otherwise established in, or a
resident of, the U.S. is prohibited from accessing the
BitMEX trading platform; all active users of the platform
have undergone user-verification; and all U.S. persons
and unverified users have been blocked from trading on
the platform or making withdrawals. BitMEX also
certified that as of June 30, 2021, BitMEX is no longer
maintaining any operations or business functions in the
U.S., except for limited personnel performing technology,
systems maintenance, and security functions, all of
whom have no direct or indirect involvement with
marketing or solicitation of customers.

Concurrent with the filing of the CFTC complaint, the U.S.
Attorney’s Office for the Southern District of New York
indicted Hayes, Delo, Reed, and one other individual, on
charges of willfully causing BitMEX to violate the Bank
Secrecy Act and conspiracy to commit that same
offense. The defendants have entered not guilty pleas in
the criminal matter.

“This case reinforces the expectation that the digital
assets industry, as it continues to touch a broader pool
of market participants, takes seriously its responsibilities
in the regulated financial industry and its duties to
develop and adhere to a culture of compliance,” said
Acting Chairman of CFTC Rostin Behnam. “The CFTC
will take prompt action when activities impacting CFTC
jurisdictional markets raise customer and consumer
protection concerns.”

Acting Director of Enforcement Vincent McGonagle
added, “This action highlights that the registration
requirements and core consumer protections Congress
established for our traditional derivatives market apply
equally in the growing digital asset market.
Cryptocurrency trading platforms conducting business in
the U.S. must obtain the appropriate registration, and
must implement robust Know-Your-Customer and Anti-
Money Laundering procedures.”
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U.S. Commodity Futures Trading Commission
Orders Tyson Foods to Pay US$1.5 Million for
Position Limit, Reporting, and Recordkeeping
Violations

On August 13, 2021, the U.S. Commodity Futures
Trading Commission (CFTC) filed and settled charges
against Tyson Foods, Inc., for exceeding the CFTC’s
position limits for soybean meal futures contracts traded
on the Chicago Board of Trade (CBOT) and for failing to
comply with reporting and recordkeeping obligations
regarding its cash positions in grains. The order requires
Tyson to pay a US$1.5 million civil monetary penalty and
to cease and desist from violating the Commodity
Exchange Act and CFTC regulations as charged.

The order finds that on more than 590 dates over a five-
year period between January 2016 and January 2021,
Tyson held positions in CBOT soybean meal futures in
excess of then-applicable federal position limits. Tyson
did so without the benefit of a hedge exemption for
soybean meal. On those dates, Tyson’s positions were,
on average, 2,473 contracts, or 38%, over the then-
applicable 6,500-contract limit, and its net long futures
positions exceeded the limit by as much as 7,057
contracts.

The order also finds that, in all but two months from at
least January 2016 through August 2020, Tyson filed

with the CFTC incorrect Form 204 (Statements of Cash
Positions in Grain) that reported non-existent fixed-price
cash sales of soybean meal, overstated fixed-price cash
sales of corn, and failed to report purchases and sales
from Tyson'’s grain elevators.

The order also finds that Tyson failed to maintain certain
records of cash transactions relating to futures positions
in excess of position limits, in violations of then-
applicable recordkeeping requirements.

The order recognizes Tyson’s substantial cooperation
with the investigation, including its self-reporting of
additional violations after commencement of the
investigation, and acknowledges Tyson’s
representations concerning its remediation in
connection with this matter. As stated in the order, the
CFTC recognizes Tyson’s substantial cooperation and
remediation in the form of a reduced civil monetary
penalty.
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U.S. Commodity Futures Trading Commission
Charges Unregistered Forex Firm and its Owner with
Fraud and Misappropriation

On August 17, 2021, the U.S. Commodity Futures
Trading Commission (CFTC) has filed a civil
enforcement action in the U.S. District Court for Eastern
District of Michigan against Ali Bazzi and his company
Welther Oaks, LLC, charging them with fraud and
misappropriation in connection with their operation of a
foreign currency (forex) commodity pool.

According to the complaint, starting in at least March
2018, Bazzi, the owner of Welther Oaks, fraudulently
solicited at least US$470,000 from at least 25 pool
participants for a commodity pool that would purportedly
trade forex. As alleged, in order to entice pool
participants, Bazzi and Welther Oaks falsely
represented that they had made large profits trading
forex; and that pool participants would realize
guaranteed profits as high as 15% per month on their
funds without losses, and could withdraw their funds at
any time. The complaint further alleges that Bazzi and
Welther Oaks used only a small fraction of the funds
they collected to trade forex and concealed their fraud
by issuing false account statements to the pool
participants that purported to show trading profits. In
addition, the complaint alleges that defendants
misappropriated at least US$387,000 of participants’
funds to spend on automobiles, jewelry, retail purchases,
meals and entertainment and travel for Bazzi.

In its continuing litigation, the CFTC seeks disgorgement
of ill-gotten gains, civil monetary penalties, restitution,
permanent registration and trading bans, and a
permanent injunction against further violations of the
Commodity Exchange Act and CFTC regulations, as
charged. In a separate, parallel criminal action against
Bazzi in the U.S. District Court for the Eastern District of
Michigan, Bazzi entered a guilty plea on August 17,
2021.
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U.S. Securities and Exchange Commission Obtains
Court Order to Stop Investment Adviser's Alleged
Ongoing Offering Fraud

On August 13, 2021, the U.S. Securities and Exchange
Commission (SEC) announced the filing of an
emergency action against Martin A. Ruiz and two
entities he controls, Carter Bain Wealth Management,
LLC (Carter Bain) and RAM Fund, LP (RAM). Shortly
after filing the complaint, the SEC obtained a temporary
restraining order and asset freeze against Ruiz, Carter
Bain, and RAM to stop an allegedly ongoing fraudulent
securities offering through which Ruiz and his entities
allegedly misappropriated millions of dollars from
investors.

According to the SEC's complaint, filed in the United
States District Court for the Southern District of New
York on Aug. 6, 2021, and unsealed Aug. 12, 2021, Ruiz
induced at least 56 investors, many of whom are elderly
clients of Ruiz's investment adviser Carter Bain, to invest
at least US$10.6 million in RAM by falsely claiming that
their funds would be used to acquire real estate and to
make commercial loans. According to the complaint,
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however, Ruiz misappropriated the vast majority of the
investors' funds to support his lavish lifestyle by, among
other things, paying for his residences in Manhattan and
Santa Fe, covering millions of dollars in credit cards bills,
and making student loan payments. The complaint also
alleges that Ruiz hid the fraud from investors by making
Ponzi-like payments, and providing investors with false
valuations concerning their RAM investments.

The complaint charges Ruiz, Carter Bain, and RAM with
violating the antifraud provisions of the federal securities
laws. The SEC obtained emergency relief, including a
temporary restraining order and asset freeze, against
Ruiz, Carter Bain, and RAM on Aug. 9, 2021.The SEC
seeks additional remedies in the ongoing litigation,
including permanent injunctions, disgorgement of ill-
gotten gains with prejudgment interest, and civil
penalties, against Ruiz, Carter Bain, RAM, and other
entities Ruiz owns and controls.
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U.S. Securities and Exchange Commission Obtains
Emergency Relief, Charges Two Companies and
their Principal Officer with Operating a Ponzi
Scheme

On August 13, 2021, the U.S. Securities and Exchange
Commission (SEC) announced that it filed an
emergency action and obtained a temporary restraining
order, an asset freeze, and the appointment of a receiver
to stop an alleged Ponzi scheme and misappropriation
of investor proceeds perpetrated by Coral Springs,
Johanna M. Garcia and two entities she controls.

According to the SEC's complaint, which was filed in U.S.
federal court in the Southern District of Florida, since
about June 2020, Garcia and her companies raised at
least US$70 million from more than 2,150 investors in a
fraudulent securities offering. The complaint alleges that
Garcia, and her companies MJ Capital Funding LLC and
MJ Taxes and More Inc. told investors that offering
proceeds would be used to fund small business loans
called "merchant cash advances,” and promised
investors annual returns of 120-180%. In fact, according
to the complaint, the defendants only made, at most,
US$2.9 million in merchant cash advance loans and
earned very little in revenue. Instead, the defendants
allegedly used at least US$20 million of new investor
money to pay purported returns to existing investors in
a classic Ponzi scheme fashion. In addition, the
complaint alleges that the defendants misused another
US$27.4 million of investor money by making payments
to various other entities, a substantial portion of which
represented payments to sales agents for promoting
these investments.

The SEC's complaint, filed on August 9, 2021, and
unsealed on August 13, 2021, charges the defendants
with violating the antifraud and registration provisions of
the federal securities laws. In addition to the emergency
relief granted by the court, the complaint seeks
preliminary and permanent injunctions; disgorgement,
prejudgment interest, and a civil penalty from each of the
defendants; and an officer and director bar against
Garcia. The court set a hearing for August 25, 2021, to
determine if a preliminary injunction should be entered
and whether the asset freeze should remain in force for
the duration of the litigation.
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U.S. Securities and Exchange Commission and the
European Central Bank Sign Memorandum of
Understanding  Regarding Cooperation  with
Respect to Security-Based Swap Entities

On August 16, 2021, the U.S. Securities and Exchange
Commission (SEC) and the European Central Bank
(ECB) announced the signing of a Memorandum of
Understanding (MOU) to consult, cooperate, and
exchange information in connection with the supervision,
enforcement, and oversight of certain security-based
swap dealers and major security-based swap
participants that are registered with the SEC and
supervised by the ECB. This is the first MOU between
the SEC and ECB.

The MOU was executed on August 16, 2021, and is
intended to facilitate the SEC's oversight of all SEC-
registered security-based swap entities in EU Member
States participating in the Single Supervisory
Mechanism (SSM). The SSM refers to the system of
banking supervision in the European Union. It is
composed of the ECB and the relevant national
competent authorities of participating EU Member
States.

The MOU will also support the SEC's oversight of the
operation of substituted compliance orders that the SEC
has issued for security-based swap entities in France
and Germany, as well as any future substituted
compliance orders for such firms in other EU Member
States that participate in the SSM. Substituted
compliance allows a security-based swap entity to
comply with particular U.S. requirements under Title VII
of the Dodd-Frank Wall Street Reform and Consumer
Protection Act of 2010 through compliance with
comparable EU and EU Member State laws. The MOU
also enhances the ability of the SEC and the ECB to
consult, coordinate, and share information with each
other with respect to these entities, including in
connection with cross-border inspections.
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U.S. Securities and Exchange Commission Charges
Pearson plc for Misleading Investors About Cyber
Breach

On August 16, 2021, the U.S. Securities and Exchange
Commission (SEC) announced that Pearson plc, a
public company that provides educational publishing
and other services to schools and universities, agreed to
pay US$1 million to settle charges that it misled
investors about a 2018 cyber intrusion involving the theft
of millions of student records, including dates of births
and email addresses, and had inadequate disclosure
controls and procedures.

The SEC's order finds that Pearson made misleading
statements and omissions about the 2018 data breach
involving the theft of student data and administrator log-
in credentials of 13,000 school, district and university
customer accounts. In its semi-annual report, filed in
July 2019, Pearson referred to a data privacy incident as
a hypothetical risk, when, in fact, the 2018 cyber
intrusion had already occurred. And in a July 2019
media statement, Pearson stated that the breach may
include dates of births and email addresses, when, in
fact, it knew that such records were stolen, and that
Pearson had "strict protections" in place, when, in fact,
it failed to patch the critical vulnerability for six months
after it was notified. The media statement also omitted
that millions of rows of student data and usernames and
hashed passwords were stolen. The order also finds that
Pearson's disclosure controls and procedures were not
designed to ensure that those responsible for making
disclosure determinations were informed of certain
information about the circumstances surrounding the
breach.

The SEC's order found that Pearson violated Sections
17(a)(2) and 17(a)(3) of the Securities Act of 1933 and
Section 13(a) of the Securities Exchange Act of 1934
and Rules 12b-20, 13a-15(a), and 13a-16 thereunder.
Without admitting or denying the SEC's findings,
Pearson agreed to cease and desist from committing
violations of these provisions and to pay a US$1 million
civil penalty.
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U.S. Securities and Exchange Commission
Enhances Access to Financial Disclosure Data

On August 19, 2021, the U.S. Securities and Exchange
Commission (SEC) announced open data
enhancements that provide public access to financial
statements and other disclosures made by publicly
traded companies on its Electronic Data Gathering,
Analysis, and Retrieval system (EDGAR).

The SEC is releasing for the first time Application
Programming Interfaces (APIs) that aggregate financial
statement data, making corporate disclosures quicker
and easier for developers and third-party services to use.
APIs will allow developers to create web or mobile apps
that directly serve retail investors.

"These new APIs make important information about
public companies more accessible and usable than ever
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before," said Jed Hickman, Director, EDGAR Business
Office. "This marks another important milestone in the
SEC's continuing efforts to facilitate innovation and
make financial disclosure data accessible to all market
participants."

The free APIs provide access to EDGAR submission
history by filer as well as eXtensible Business Reporting
Language (XBRL) data from financial statements,
including annual and quarterly reports, Forms 8-K, 20-F,
40-F, and 6-K. The SEC anticipates adding more
datasets in the future.

The SEC updates APIs in real time throughout the day
as EDGAR submissions are made public. In addition, a
bulk ZIP file, making it possible to download all the API
data, is updated and republished nightly. The APIs were
made available for beta testing, allowing for a period of
public testing and feedback.
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Source KJR:
https://www.sec.gov/news/press-release/2021-159

U.S. Securities and Exchange Commission Charges
Netflix Insider Trading Ring

On August 18, 2021, the U.S. Securities and Exchange
Commission (SEC) announced insider trading charges
against three former Netflix Inc. software engineers and
two close associates who generated over US$3 million
in total profits by trading on confidential information
about Netflix's subscriber growth.

According to the SEC's complaint, Sung Mo "Jay" Jun
was at the center of a long-running scheme to illegally
trade on non-public information concerning the growth in
Netflix's subscriber base, a key metric Netflix reported in
its quarterly earnings announcements. The complaint
alleges that Sung Mo Jun, while employed at Netflix in
2016 and 2017, repeatedly tipped this information to his
brother, Joon Mo Jun, and his close friend, Junwoo
Chon, who both used it to trade in advance of multiple
Netflix earnings announcements.

The SEC's complaint further alleges that after Sung Mo
Jun left Netflix in 2017, he obtained confidential Netflix
subscriber growth information from another Netflix
insider, Ayden Lee. Sung Mo Jun allegedly traded
himself and tipped Joon Jun and Chon in advance of
Netflix earnings announcements from 2017 to 2019. The
SEC alleges that Sung Mo Jun's former Netflix colleague
Jae Hyeon Bae, another Netflix engineer, tipped Joon
Jun based on Netflix's subscriber growth information in
advance of Netflix's July 2019 earnings announcement.
Sung Mo Jun, Joon Jun, and Chon allegedly used
encrypted messaging applications to discuss their
trading in an attempt to evade detection. According to
the complaint, Sung Mo Jun, Joon Jun, and Chon made
approximately US$3 million in total profits from the illegal
scheme. The SEC Market Abuse Unit's Analysis and
Detection Center uncovered the trading ring by using
data analysis tools to identify the traders' improbably
successful trading over time.

The SEC's complaint, filed in U.S. federal court in
Seattle, charges Sung Mo Jun, Joon Jun, Chon, Lee,
and Bae with violating the antifraud provisions of Section
10(b) of the Securities Exchange Act of 1934 (Exchange
Act) and Rule 10b-5 thereunder. Sung Mo Jun, Joon Jun,
Chon, and Lee have consented to the entry of judgments
which, if approved by the court, would permanently
enjoin each from violating the charged provisions, with
civil penalties, if any, to be decided later by the court.
Sung Mo Jun also agreed to an officer and director bar.
Bae consented to the entry of a final judgment, also
subject to court approval, permanently enjoining him
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from violating Section 10(b) of the Exchange Act and
Rule 10b-5 and imposing a civil penalty of US$72,875.

In a parallel action, the U.S. Attorney's Office for the
Western District of Washington filed a criminal
information against Sung Mo Jun, Joon Jun, Chon, and
Lee.
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Source Ej&:
https://www.sec.gov/news/press-release/2021-158

Singapore Exchange Reports Market Statistics for
July 2021

On August 11, 2021, Singapore Exchange (SGX)
released its market statistics for July 2021. Declines in
several Asian stock markets during the month bolstered
equity risk management among institutional investors,
while hedging demand fueled volumes in currency and
commodity derivatives.

Derivatives total traded volume on SGX rose 8% month-
on-month (m-o-m) in July to 20.4 million contracts, the
highest in four months. SGX’'s shelf of pan-Asia
benchmark equity derivatives increased 13% m-o-m to
15.2 million contracts, with MSCI Singapore Index
Futures gaining 23% m-o-m. SGX FTSE China A50
Index Futures volume climbed 19%, SGX FTSE Taiwan
Index Futures advanced 5%, while SGX Nifty 50 Index
Futures were up 7%.

Foreign exchange (FX) trading activity on SGX rose
sharply on a year-on-year (y-0-y) basis as participants
hedged against the U.S. dollar's strength. Total FX
futures volume increased 30% y-o0-y in July to 2.2 million
contracts, led by a 38% y-o0-y gain in SGX INR/USD
Futures on signs of inflationary pressure in India. SGX
USD/CNH Futures — the world’s most widely traded
international RMB futures contract — climbed 20% y-o-y
on uncertainty over the impact of China’s regulatory
reforms in the domestic economy.

During the month, SGX announced it will fully acquire
FX trading platform MaxxTrader, further extending its
reach into the over-the-counter (OTC) space. SGX is
building an integrated FX ecosystem and marketplace to
facilitate global access to OTC and on-exchange
currency derivatives.

Broad-Based Gains in Commodities

Hedging demand underpinned broad-based gains
across SGX’'s commodity derivatives franchise, with
total volume rising 9% y-o-y in July to 2.3 million
contracts. Iron ore derivatives increased 5% y-o-y to 1.9
million amid a surge in volatility, with prices falling below
US$200 a metric tonne. Open interest in high-grade 65%
Fines Fe contracts achieved another monthly record
high.

Forward freight agreement (FFA) volume on SGX
climbed 36% y-o0-y in July to 139,893 contracts. During
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the month, the exchange introduced three new FFA and
futures for liquified natural gas (LNG) vessels. The
contracts, referencing the Baltic Exchange’s
independent freight assessments, expanded SGX's
clearing services for seaborne freight.

SGX'’s petrochemicals suite saw growing traction on the
back of increased risk-management activity.
Petrochemicals volume jumped 126% y-0-y in July to
4,609 contracts, with open interest notching another
monthly record. SGX SICOM rubber futures — the global
pricing bellwether for natural rubber — added 9% y-o0-y to
a three-month high of 125,719 contracts.

Strong ETF Turnover

In Singapore, the total market turnover value of
exchange-traded funds (ETF) on SGX surged 50% m-o-
m in July to S$563 million, the highest since March 2020.
Volumes in the Lion-OCBC Securities Hang Seng TECH
ETF was almost four times higher on growth in client
participation. Straits Times Index (STI) ETFs and fixed
income ETFs, in particular the Nikko AM SGD
Investment Grade Corporate Bond ETF and iShares
Barclays Capital USD Asia High Yield Bond Index ETF,
also performed strongly.

The STl rebounded 1.2% in July to 3,166.94, bringing its
price gain over the first seven months of 2021 to 11.4%,
with dividends boosting the total return to 13.2%. This
ranked the STI among the top three performing Asia-
Pacific benchmarks year-to-date, alongside the TAIEX
and Nifty 50.

The amount issued from 80 new bond listings on SGX,
Asia’'s leading international bond marketplace,
increased 11% y-o0-y in July to S$45 billion, the highest
in four months.
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Source KJR:
https://www.sgx.com/media-centre/20210811-sgx-reports-
market-statistics-july-2021

Singapore Exchange Named Asia’'s Best FX
Exchange and FX Clearing House by FX Markets

Singapore Exchange (SGX) has been named “Best FX
Exchange in Asia” and “Best FX Clearing House in Asia”
at the FX Markets Asia Awards 2021, based on voting
and review by a panel of judges comprising
representatives from banks, asset management houses,
investment funds and trading firms, respectively.

The awards recognize the best-in-class across the FX
industry in the Asia-Pacific region that have
demonstrated unique and innovative ways to respond to
industry needs, arising especially from disruptions
caused by the COVID-19 pandemic. This is the fourth
consecutive year that SGX has been voted by the FX
community as Asia’s Best FX Exchange.

The win is testament to SGX’s robust and resilient
trading, risk management and clearing capabilities,
especially during heightened market volatility. As the
largest and most liquid FX derivatives marketplace in
Asia, SGX provides international investors with a trusted
venue to manage currency risks round-the-clock, as well
as solutions to navigate global regulatory changes such
as the Uncleared Margin Rules (UMR) aimed at
reducing the risks of over-the-counter (OTC) derivatives.

Commenting on SGX’s differentiating factors, the panel
of judges for the Best FX Clearing House award
remarked, “SGX offers derivatives products that allow
market participants to hedge investments against
volatility across multiple client front-end systems, and
the ease of this access is a clear differentiator for them.
Having innovative products such as the SGX FlexC FX
Futures also gives clients the option to move from
traditionally OTC FX trading to listed FX products to
reduce stress on their financial books.”

Lee Beng Hong, Head of Fixed Income, Currencies and
Commodities at SGX, said, “We are grateful for the
industry’s support and recognition that has led us to win
this award again. The FX market is the largest and most
liquid financial market in the world, but also a highly
fragmented one that is still largely OTC. Building upon
our successful FX futures franchise, we are now onto the
next phase of growth for our FX business — to build
Asia’s largest one-stop integrated FX ecosystem and
marketplace to facilitate global access to OTC and on-
exchange currency derivatives.”

SGX has been making strategic investments to enlarge
its FX business to meet the growing needs of market
participants. It acquired BidFX, a leading cloud-based
FX trading platform for institutional investors, in 2020,

and recently announced the acquisition of MaxxTrader,
a leading provider of FX pricing and risk solutions for
sell-side institutions including banks and broker-dealers
as well as a multi-dealer platform for hedge funds. SGX
will set up by this year an Electronic Communication
Network (ECN) FX marketplace, anchored in Singapore,
the world’s third largest and Asia’s largest FX hub.
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Source Ej&:
https://www.sgx.com/media-centre/20210818-sgx-named-
asias-best-fx-exchange-and-fx-clearing-house-fx-markets

Singapore Exchange Welcomes Shanaya Limited to
Catalist

On August 19, 2021, Singapore Exchange (SGX)
welcomed Shanaya Limited to its Catalist under the
stock code “SES”.

Shanaya Limited is engaged in the provision of waste
management and disposal services to industrial and
commercial clients. It is one of the leading waste
management companies in Singapore specializing in
serving the shipping and cruise industries.

Mohamed Gani Mohamed Ansari, CEO & Executive
Director, Shanaya Limited, said, “The listing on the
Singapore Exchange marks the beginning of an exciting
phase in Shanaya'’s growth and attests to the strength of
the Shanaya brand in the waste management and
recycling industry in Singapore. This would definitely
enhance our visibility as a leading waste management,
treatment, and recycling service provider for the
shipping and cruise industries in Singapore. More
importantly, it will position us better to access the capital
markets as we continue to expand our waste
management operations with the enlarged capacity
afforded by our new Tuas Facility. We are grateful for
the support from our shareholders and will continue to
forge ahead to take Shanaya to greater heights.”

Mohamed Nasser Ismail, Global Head of Equity Capital
Markets, SGX, said, “We are pleased to welcome the
listing of homegrown Shanaya Limited on SGX Catalist.
The company has a proven track record and strong
customer base, and is scaling up its operations to
provide a more comprehensive range of services. With
Singapore aiming to become a Zero Waste Nation and
shifting towards more sustainable production and
consumption, we look forward to supporting Shanaya
Limited in its endeavor to grow and further promote
resource sustainability.”

With a market capitalization of about S$27 million, the
listing of Shanaya Limited brings the total number of
companies listed on Catalist to 217, with a combined
market capitalization of around S$13 billion.
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Source Ej&:
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Australian Securities and Investments Commission
Finds Good Practices from COVID-19 Review of
Managed Funds’ Valuation of llliquid Assets

Australian Securities and Investments Commission
(ASIC) announced on August 10, 2021 the findings from
its review of managed funds’ illiquid-asset valuation
practices during the early stages of the COVID-19.

ASIC gathered data between March 1 and early
November 2020 when the industry was dealing with
significant economic uncertainties as a result of the
pandemic.

ASIC undertook the review to assess whether the

current regulatory settings for the valuation of illiquid
assets are adequate to protect members’ interests in
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times of heightened market volatility. ASIC examined
how well the responsible entities (REs) in the review
managed the challenges of illiquid asset valuation whilst
meeting their regulatory obligations during this volatile
period.

ASIC reviewed 10 fund managers (REs with around
$165 billion in assets under management, including $21
billion in illiquid assets). The review included listed and
unlisted registered schemes targeted at retail and
wholesale investors. It covered direct real property,
mortgage, infrastructure, private equity, private debt and
hedge funds.

ASIC estimates that more than 2.5 million investors are
likely to have been financially exposed to the managed
funds of the REs that were reviewed. This exposure may
have occurred directly (as an investor) and indirectly
(through an investment vehicle such as a
superannuation fund).

‘Robust and timely valuation of assets, especially illiquid
assets, is fundamental to managed funds being fair and
efficient for their investors,’ said ASIC Deputy Chair
Karen Chester.

‘Over 2.5 million investors can take comfort from our
review findings. Namely, that even during the market
volatility of 2020, we found the illiquid-asset valuation
practices to be robust, timely and consistent with ASIC
guidance and industry standards.

‘Based on our review, we do not see any need to change
our guidance on valuations for managed funds. We
encourage the REs to closely review our findings
specific to their practices, but also to look to the better
practices of some fund managers we identified in our
review.

‘Investors, especially retail investors, will always rely on
REs to remain vigilant and responsive to market
fluctuations and to ensure their valuations are regular,
robust and reflect the fair value of the assets,” Ms
Chester said.

Key findings

ASIC's review considered how the ten REs valued
different types of illiquid assets as well as the
governance frameworks, policies and procedures they
used to undertake the valuations.

ASIC found that the REs were responsive to the
increased valuation risks during the review period. They
continued to provide timely valuations of their illiquid
assets, including by increasing the frequency of
valuations, expanding the sources of information to
benchmark valuations and assumptions. The REs also

continued to be able to obtain and rely on external
valuations.

The REs also had adequate arrangements to manage
conflicts of interest associated with valuations, and
appropriately revalued illiquid assets downwards and
upwards as appropriate.

The review identified some better valuation practices by
the REs, including:

e close board supervision of valuation processes
and involvement in the adoption of the external
valuations;

e segregation of roles, involvement of
independent committees and the use of multi-
level review processes for internal and external
valuations to ensure the accuracy of valuations
and to support a robust conflicts-of-interest
framework;

e recognition of conflicts in valuation processes as
a standing organizational conflict and
addressing these in compliance frameworks to
ensure robustness and independence in the
valuation process; and

e clearly defined valuation frequencies and trigger
points (such as percentage variation of internal
valuation compared to the last external
valuation) for external valuations to take place.

Poor practice in valuation was limited to minor
inconsistencies between internal policy and compliance
plans.

ASIC strongly encourages all REs to review their
valuation practices against these better practices and
adopt them where applicable. REs should also ensure
that the valuation practices in their policies are
consistently reflected in their compliance plans and the
policies reviewed regularly to ensure they remain
adequate.
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The Financial Conduct Authority of the United
Kingdom Publishes Final Rules to Strengthen
Investor Protections in Special Purpose Acquisition
Companies

On April 30, 2021, the Financial Conduct Authority of the
United Kingdom (FCA) consulted on proposals to
remove the presumption of suspension for special
purpose acquisition companies (SPACs) that meet
certain criteria which are intended to strengthen the
protections for investors, while maintaining the smooth
operation of the market. The proposed changes were
designed to provide an alternative approach for SPACs
that must otherwise provide detailed information about a
proposed target to the market to avoid being suspended.

The additional investor safeguards that the FCA will
require SPACs to provide in order to benefit from the
alternative approach include:

e a'‘redemption’ option allowing investors to exit a
SPAC prior to any acquisition being completed

e ensuring money raised from  public
shareholders is ring-fenced

e requiring shareholder approval for any
proposed acquisition

e atime limit on a SPAC’s operating period if no
acquisition is completed

SPAC issuers unable to meet the conditions, or those
choosing not to, will continue to be subject to a
presumption of suspension.

In response to feedback received, the main changes the
FCA has made to its original proposals are to:
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Lower the minimum amount a SPAC would need to raise
at initial listing from £200 million to £100 million.

Introduce an option to extend the proposed 2-year time-
limited operating period (or 3-year period if shareholders
have approved a 12-month extension) by 6 months,
without the need to get shareholder approval. The
additional 6 months will only be available in limited
circumstances. This is intended to provide more time for
a SPAC to conclude a deal where a transaction is well
advanced.

Modify its supervisory approach to provide more comfort
prior to admission to listing that an issuer is within the
guidance which disapplies the presumption of
suspension.

The final rules aim to provide more flexibility to larger
SPACs, provided they embed certain features that
promote investor protection and the smooth operation of
the markets. Private companies listing in the UK via a
SPAC will also still be subject to the full rigour of the
FCA's listing rules and transparency and disclosure
obligations.

SPACs continue to have risks and remain a more
complex investment, which investors should ensure they

can adequately assess and understand before investing.

This includes understanding their capital structure, such
as the risk of conflicts of interest, dilution from shares
allocated to sponsors, and assessing the potential value
and return prospects of any proposed acquisition target.
Investors, particularly individual investors, should
carefully consider all available information and risks
before deciding whether to invest in a SPAC, regardless
of whether a SPAC has structured itself to comply with
the new rules and guidance.

The new rules and guidance come into force on August
10, 2021.
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Shenzhen Stock Exchange Conducts Special
Inspections to Continuously Strengthen the
Regulation of Quotation of New Stocks

Since the steady implementation of the reform of the
ChiNext Board and the pilot project of the registration-
based IPO system, Shenzhen Stock Exchange (SZSE)
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has constantly improved the working mechanism for the
regulation of issuance and underwriting of new stocks.
By monitoring, analyzing and identifying clues of
abnormal quotes of new stocks regularly and adopting
measures such as field inspection and regulatory
reminders, SZSE has continuously strengthened the
regulation of quotation. In the first half of 2021, together
with the Securities Association of China (SAC), SZSE
conducted a special inspection at 11 offline investors.
Regarding problems that were found during the
inspection such as incomplete internal control
regulations, insufficient pricing basis and failure to
strictly implement the pricing and price changing
decision-making procedures, SZSE adopted relevant
regulatory measures, including suspending
gualifications for one to three months, giving a warning
letter, etc. In the same period, regarding other non-
standard operations found in the daily regulation of
offline investors such as failure to report price changes,
SZSE sent out nine regulatory letters and held 19
reminder talks.

SZSE recently noticed some abnormal behaviors during
guotation among few offline investors such as frequently
changing prices during quotation, making drastically
price changes and making highly consistent quotes.
Therefore, SZSE conducted an inspection of nine
relevant offline investors with the SAC again. The nine
investors include six private fund managers, one fund
company, one securities company, and one finance
company. Next, SZSE will determine subsequent
measures based on the inspection results.

It requires the standard operation, self-discipline and
joint efforts of all market participants to advance the
registration-based IPO system reform in a steady and
orderly manner and build a sound ecosystem in the
capital market. SZSE will continuously practice the
principles of “system building, non-intervention, and
zero tolerance” and follow the work arrangements of
China Securities Regulatory Commission. SZSE will
continue to improve the system of rules for the issuance
and pricing of new stocks and enhance market-based
issuance and pricing of new stocks. SZSE will
strengthen regulatory cooperation, step up efforts in the
inspection of implementation of rules, crack down on
violations, and work with market participants to maintain
a normal market order and sound market ecosystem.
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Improve the Investor Protection Mechanism to
Promote the High-quality Development of the Bond
Market —— Shenzhen Stock Exchange Releases the
Reference Text on Corporate Bond Investor
Protection

On August 13, 2021, Shenzhen Stock Exchange (SZSE)
released the Business Guidelines No. 2 for the Issuance
and Listing Review of Corporate Bonds — Investor
Protection (Reference Text) (the Investor Protection
Guidelines), providing a reference guide on the content
of relevant chapters on investor protection for drafting a
prospectus. It is an important measure of SZSE to
implement in depth relevant requirement of intensifying
investor protection as specified in the new Securities
Law, conscientiously put in place the requirements of
China Securities Regulatory Commission on fostering
an investor protection environment, refine the basic
regulations of the capital market, and improve law-based,
honest and standard operation of corporate bond
issuers.

The Investor Protection Guidelines follows the market-
and rule-of-law-based principles and combines the
practices of handling corporate bond default risks. It
aims to make the content involving investor protection in
prospectuses more systematic and standard, strengthen
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ex ante constraint on issuers. Specifically it has the
following three features:

First, building a scientific and complete system and
further standardizing the clauses. Since the
implementation of the registration-based issuance
system of corporate bonds, with listing rules as the core
and investor suitability management measures and
duration related business guidelines as the backbone,
SZSE has released series of supporting and
supplementary rules including the guidelines on major
concerns of review, relevant business guidelines on
prospectuses and information disclosure, and the
reference text of the rules of holders’ meetings, building
an investor protection mechanism that covers the whole
process. The Investor Protection Guidelines has further
standardized the contents of four respects, namely,
special issuance clauses, credit enhancement
mechanisms, investor protection clauses, violations,
and dispute resolution mechanisms. Meanwhile, it has
defined the applicable scope, streamlined the handling
procedures, and clarified the rights and obligations of
issuers, guarantors, trustees and investors, further
improving the multi-measure, all-round investor
protection system.

Second, focusing on the concerns of market entities
and stressing the pertinency of clauses. Regarding
special issuance clauses, the Investor Protection
Guidelines has refined the methods for adjusting
coupon rates, laid down the procedures for resale
declaration period amendments and information
disclosure requirements, and focused on solving
disputes that may arise when option clauses are applied.
Regarding credit enhancement mechanisms, according
to the Civil Code and relevant judicial interpretation, it
has streamlined and improved the rights and obligations
arrangements of parties involved in traditional bond
guarantee types such as warranty, mortgage and pledge,
and included innovative credit enhancement
mechanisms like debt accession and third-party
purchase commitment. Regarding investor protection
clauses, for problems that seriously affect issuers’
solvency and that the market is highly concerned about
such as cash flow shortage, a high debt leverage ratio,
asset transfer at a price lower than the reasonable price,
important  subsidiaries undergoing bankruptcy
proceedings and non-standard product defaults, it has
made targeted commitment arrangements including
issuers’ debt repayment guarantee measure
commitment, financial commitment, behavior restriction
commitment, credit maintenance commitment, and
cross protection commitment, to strengthen the ex ante
constraint on issuers. Regarding violations and dispute
resolution mechanisms, it has defined six types of
violations and six ways to take the liability for breach of
contract, to avoid unclear clauses that may make it
difficult for investors to claim for compensation.

Third, taking into account the rights and interests of
all participants and keeping clauses flexible. By
restricting issuers’ behaviors to prevent bond default risk,
the Investor Protection Guidelines has not only strictly
regulated the bottom line of issuers’ behaviors but also
effectively protected investors’ rights and interests. On
the one hand, with theInvestor Protection
Guidelines being positioned as a reference text, issuers
can choose applicable “toolkits” offered in the Investor
Protection Guidelines based on their own situations or
their communication with prospective investors, and
prepare relevant content in a prospectus with reference
to the Investor Protection Guidelines. On the other hand,
when providing protection and remedy measures for
investors, theInvestor Protection Guidelines has
introduced a grace period and exemption mechanisms,
to make issuers more proactive to eliminate negative
cases and restore credit standing and solvency.

Investors are the foundation of the development of the
capital market, and protecting investors’ legitimate rights
and interests is essential to cement the position of the
capital market which stands on the side of the people.
SZSE will, centering on the goal of “building a standard,
transparent, open, dynamic and resilient capital market”,
earnestly practice the principles of “system building,
non-intervention, and zero tolerance” and 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”. SZSE will
continuously strengthen the supply of regulations on
investor protection, strictly perform the regulatory duties
as an exchange, and clearly define intermediaries’
responsibilities, to provide effective “regulatory
protection” and sufficient remedy channels for investors,
build an open, fair and impartial market environment,
and maintain the long-term, healthy and stable
development of the exchange-traded bond market.
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Information in this update is for general reference only
and should not be relied on as legal advice.
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