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Comparative Review of Regulators’ Approaches
towards Financial Institutions’ Due Diligence
Against Potential Frauds, Bribery and Other Red
Flags

FCA’'s enforcement action on Mozambique's loan
financing

On October 19, 2021, the Financial Conduct Authority of
the United Kingdom (FCA) has fined an international
investment bank over £147 million for serious financial
crime due diligence failings related to loans worth over
US$1.3 billion, which the bank arranged for the Republic
of Mozambique.

Between October 2012 to March 2016, FCA found that
the bank failed to properly manage the risk of financial
crime within its emerging markets business. It had
sufficient information from which it should have
appreciated the unacceptable risk of bribery associated
with the two Mozambican loans and a bond exchange
related to government sponsored projects.

The FCA found that the bank was aware that
Mozambique was a jurisdiction where the risk of
corruption of government officials was high and that the
projects were not subject to public scrutiny or formal
procurement processes. The contractor engaged by
Mozambique on the projects was described as a “master
of kickbacks” who secretly paid significant kickbacks,
estimated at over US$50 million, to members of the
bank’s deal team, including two Managing Directors, in
order to secure the loans at more favorable terms.

The FCA found that while those bank employees took
steps to deliberately conceal the kickbacks, warning
signs of potential corruption should have been clear to
the bank’s control functions and senior committees.
Time and again there was insufficient challenge within
the bank, or scrutiny and inquiry in the face of important
risk factors and warnings. The Republic of Mozambique
has subsequently claimed that the minimum total of
bribes paid in respect of the two loans is around US$137
million.
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The FCA took into account the bank’s undertaking to
forgive US$200 million of debt owed by the Republic of
Mozambique when determining its financial penalty. The
bank also agreed to resolve this case with the FCA,
qualifying it for a 30% discount in the overall penalty.
Without the debt relief and this discount, the FCA
expressed that it would have imposed a significantly
larger financial penalty.

SFC’s recent actions on due diligence and internal
control failures

In Hong Kong, as seen from recent cases, regulatory
authorities take a hardline approach to similar due
diligence failures. Sponsors who fail to perform
reasonable due diligence in listing applications may be
reprimanded and heavily fined by the Securities and
Futures Commission of Hong Kong (SFC). The SFC
may also suspend the licenses of responsible officers or
prohibit responsible officers from re-entering the
industry.

Recent cases — serious penalties

On October 19, 2021, the SFC'’s decision to reprimand
and fine a local sponsor firm failing to discharge its
duties as the sponsor in the listing application was
confirmed by the Securities and Futures Appeals
Tribunal (SFAT). The SFC found that the firm simply
relied on the listing applicant’s representation and failed
to make appropriate follow-up enquiries to address a
number of red flags appeared in the process of due
diligence. The firm did not obtain and review the
agreements and the bank transaction records in relation
to the finance arrangements of the chairman of the
listing applicant. The SFC'’s investigation also found that
there were various suspicious transactions which should
have called into question as to whether the listing
applicant and/or its chairman had provided financial
support to some of the customers’ payments. For
example, the listing applicant transferred RMB2 million
to a third party payer as a personal loan advanced by
the company’s chairman two days after the same third
party payer made a payment of RMB2.3 million to the
listing applicant on behalf of a top five customer.
However, the firm performed nil or minimal due diligence
on these suspicious transactions.
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The SFC originally proposed to fine the firm HK$14
million. Having considered the firm’s financial position,
the SFC decided to impose a fine of HK$4.5 million
against it. The SFAT further reduced the fine to HK$3
million taking into account the firm’s financial straits. The
SFC has also prohibited the firm’s former responsible
officer and chief executive officer, who was the sponsor
principal in charge of supervising the execution of the
listing application, from re-entering the industry for 20
months.

The SFC took a similar approach in another case
involving another local firm. Among other things, the
SFC found that the firm failed to critically assess the
reasons behind some suspicious third-party cash
settlements of the listing applicant and did not conduct
any independent due diligence to ascertain the truth and
completeness of the listing applicant’s representations.
The firm also failed to maintain any records to
demonstrate the due diligence it conducted, including its
alleged discussions with the listing applicant’s directors
and reporting accountants. Further, the firm did not
critically assess the reliability of the shipping documents
of the listing applicant and failed to identify red flags
which cast doubt on the reliability of the shipping
documents.

Considering the substandard due diligence work, the
fact that the listing application has lapsed and no harm
has been caused to the investing public, two compliance
advice letters the SFC previously issued to the firm in
two separate listing applications, the firm’s clean record
with the SFC, the firm’s financial situation and the
cooperation with the SFC, the SFC decided to reprimand
and fine the firm HK$5.5 million for failing to discharge
its duties as the sponsor in the listing application. The
SFC also suspended the license of the responsible
officer and the sponsor principal of the firm for 17
months.

Multi-jurisdiction transaction - 1Malaysia Development
Berhad

In terms of cross-border activities, the SFC also takes
stringent enforcement actions against any due diligence
or internal control failures. On October 22, 2020, the
SFC imposed a record-high fine of US$350 million on an
international investment bank for serious lapses and
deficiencies in its management supervisory, risk,
compliance and anti-money laundering controls that
contributed to the misappropriation of US$2.6 billion
from US$6.5 billion that 1Malaysia Development Berhad
(1MDB) raised in three bond offerings in 2012 and 2013.

The actual work of 1IMDB bond offerings was conducted
by deal team members of the bank in multiple
jurisdictions. The SFC found that the compliance and
control hub of the branches in Asia and based in Hong
Kong, had significant involvement in the origination,

approval, execution and sales process of the three
1MDB bond offerings. The SFC considers that Asia
team lacked adequate controls in place to monitor staff
and detect misconduct in its day-to-day operation, and
allowed the 1MDB bond offerings to proceed when
numerous red flags surrounding the offerings had not
been properly scrutinized and satisfactory answers to
such red flags had not been obtained. For example,
despite being in a weak financial position with
questionable ability to service existing debts, 1MDB
raised US$6.5 billion within a short period of 10 months
but the amounts raised far exceeded the actual needs of
1IMDB. 1MDB had repeatedly emphasized on
confidentiality and speed of execution. Further, in the
course of reviewing the bond offerings, the bank had
found plenty of negative media reports which indicated
high corruption risks associated with IMDB and which
raised questions about the integrity of 1IMDB and the
transactions it had entered into.

The SFC found that although the deal team and control
functions of the bank took note of many of the red flags
and appeared to have taken some steps to discuss and
address them, the bank adopted a piecemeal approach
in resolving the issues and had not properly considered
the wider and “bigger picture” concerns about the
commercial rationale of the bond offerings and satisfied
itself that such concerns have been satisfactorily
addressed. It found that the bank had failed to (i)
supervise diligently its senior personnel who were
involved in the execution of the bond offerings and to
ensure that they maintained appropriate standards of
conduct; (ii) identify and adequately address money
laundering and bribery concerns when there were
numerous red flags; (iii) exercise due skill, care and
diligence, and act in the best interest of its clients and
the integrity of the market when vetting and approving
the bond offerings; and (iv) put in place adequate and
effective internal control procedures to protect its clients
from financial losses arising from frauds and other
dishonest acts or professional misconduct.

The SFC considered that the securities industry is of
fundamental importance to Hong Kong's role as an
international financial center and it is essential to
maintain among members of the investing public a well-
founded confidence in the securities industry as well as
in the integrity and professional competence of those
who are employed in the industry. A strong message
needs to be sent to the market to deter other market
participants from allowing similar failures to occur. As a
result, the SFC imposed a record-breaking fine on the
bank.

The SFC has also banned the responsible officer and
participating managing director of the investment
banking division, who obtained and retained business
from 1MDB through the promise and payment of bribes
and kickbacks to government officials in Malaysia and
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Abu Dhabi and knowingly and willfully circumvented the
controls of the bank, from re-entering the industry for life.

Winding-up order against corporate fraudsters

Other than disciplinary actions against the
intermediaries, it is noteworthy that the SFC may also
seek a winding-up order against the wrongdoers. For
example, the SFC obtained a court order to wind up a
Hong Kong-listed company involving a highly complex,
sophisticated and dishonest scheme spanning Hong
Kong, Macao, the Mainland and the United States under
section 212 of the Securities and Futures Ordinance in
2015. The scheme inflated the company’s performance,
revenue and profit dating back to the time of its initial
public offerings prospectus in 2009 through the use of
off-shore subsidiaries, fake shipments of scrap metal
between the United States and the Mainland, false
shipping documents, false accounts, and highly complex
round robin transactions spanning continents.

To protect the company’'s minority shareholders,
creditors and the investing public, the SFC obtained a
winding-up order from the court. The sponsor for that
company was also reprimanded and fined by the SFC.

Remarks

The above cases show that regulatory authorities expect
intermediaries to adopt a robust risk-based approach to
anti-corruption and other illicit activities. Investment
banks should identify, assess, understand and properly
follow up on red flags. The financial market could be
quickly and adversely affected by any erosion of the
confidence of investors. Intermediaries, such as
sponsors, often take a leading role in coordinating the
whole financing transaction or listing process and act as
key gatekeepers to ensure market quality. Internal
control deficiencies and substandard due diligence work
of investment banks not only damage the banks’ own
reputation but also pose a risk to the integrity and
viability of financial systems.

Regulators will closely supervise the markets, especially
where cross-border projects are involved. Investment
banks should prevent resorting to a box-ticking
approach and simply accepting the client's
representations at face value. Robust internal controls
should be in place and all reasonable steps should be
taken to protect the integrity of their operations and
prevent themselves from being used to perpetrate
frauds or other dishonest or improper acts.
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Source &J&:
https://www.fca.org.uk/news/press-releases/credit-suisse-
fined-ps147190276-us200664504-and-undertakes-fca-
forgive-us200-million-mozambican-debt
https://apps.sfc.hk/edistributionWeb/gateway/EN/news-and-
announcements/news/doc?refNo=21PR104
https://apps.sfc.hk/edistributionWeb/gateway/EN/news-and-
announcements/news/doc?refNo=21PR103
https://apps.sfc.hk/edistributionWeb/gateway/EN/news-and-
announcements/news/doc?refNo=15PR18
https://apps.sfc.hk/edistributionWeb/gateway/EN/news-and-
announcements/news/doc?refNo=20PR103

Hong Kong Monetary Authority Announces a List of
Eligible Banks in Hong Kong for Launching the
Cross-boundary Wealth Management Connect Pilot
Scheme

On October 18, 2021, the Hong Kong Monetary
Authority (HKMA) announced 19 eligible banks in Hong
Kong which can launch Cross-boundary Wealth
Management Connect (WMC) services (see the list of
southbound participating banks at
https://www.hkma.gov.hk/eng/key-
functions/international-financial-centre/wealth-
management-connect/southbound-scheme/#list-of-
banks and the list of northbound participating banks at
https://www.hkma.gov.hk/eng/key-
functions/international-financial-centre/wealth-
management-connect/northbound-scheme/#list-of-
banks)). These banks, together with their respective
Mainland partner banks whose eligibility for providing
pilot Cross-boundary WMC services have been
confirmed by the relevant Mainland regulatory
authorities (to be announced separately by the Mainland
authorities on October 18, 2021), can start providing
Cross-boundary WMC services together on October 19,
2021 the earliest.

Mr. Eddie Yue, Chief Executive of the HKMA, said, “It
gives me great pleasure to see that a number of Hong
Kong banks have completed the necessary preparatory
work and are ready to start providing Cross-boundary
WMC services. Considering that it will be the first time
for retail investors to conduct cross-boundary
investments, we will closely monitor the operation of the
Cross-boundary WMC and step up investor education

and investor protection work together with the industry.
We will collaborate with the industry to explore
enhancement measures to the scheme as and when
appropriate, with a view to providing more growth
opportunities for Hong Kong's banking and wealth
management industry.”

As set out in the “Implementation Arrangements for the
Cross-boundary Wealth Management Connect Pilot
Scheme in the Guangdong-Hong Kong-Macao Greater
Bay Area” (Implementation Arrangements) promulgated
by the HKMA on September 10, 2021, banks in Hong
Kong which intend to embark on Cross-boundary WMC
activities should put in place systems, internal control
measures and complete relevant systems testing, and
submit a self-assessment to the HKMA prior to the
launch of such activities in accordance with the
requirements in the Implementation Arrangements.

The HKMA will continue to process the remaining self-
assessments and update from time to time the list of
eligible Hong Kong banks on the HKMA's dedicated
Cross-Boundary WMC webpage at
https://lwww.hkma.gov.hk/eng/key-
functions/international-financial-centre/wealth-
management-connect/
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Source XJE:
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The People's Bank of China and the Hong Kong
Monetary Authority Sign the “Memorandum of
Understanding on Fintech Innovation Supervisory
Cooperation in the Guangdong-Hong Kong-Macao
Greater Bay Area”

On October 21, 2021, the Hong Kong Monetary
Authority (HKMA) announced that the People’s Bank of
China (PBoC) and the HKMA have recently signed the
“Memorandum of Understanding (MoU) on Fintech
Innovation Supervisory Cooperation in the Guangdong-
Hong Kong-Macao Greater Bay Area (GBA)”, which
aims to fully implement the “Outline Development Plan
for the Guangdong-Hong Kong-Macao Greater Bay
Area” issued by the Central Committee of the
Communist Party and the State Council. Under the
MoU, the two authorities have agreed to link up the
PBoC’s Fintech Innovation Regulatory Facility with the
HKMA's Fintech Supervisory Sandbox in the form of a
“network”. Under the premise of compliance with laws
and regulations, the “network link-up” will promote
financial technology innovation cooperation, enhance
the quality and efficiency of financial services in the
GBA, and strengthen financial support for the
development of the GBA in an orderly fashion.

As a next step, the two authorities will, following the
principles of mutual trust, mutual understanding and
mutual respect under the cooperation framework of the
MoU, provide efficient Fintech innovation testing
services, with a view to injecting new impetus into the
quality financial development of the GBA.

TEARBITSEESHMEEREE (XTHEEBAEKX
BRARESHMAKEHEE SENRBESR)

F2021 108 21 H, EHLmEER (£ERH) AH
PEARBRHTESEREAEE (KTHEEBEAEX
ARSHBBFUFTLEESENRBREEX) ((FE
X)), BERMEILRFR. BSRONAHN (BHER
REXEBALNNE) , BARBRTSRHBFEFLEE

TESFEASHEERSHMMNEE D EHTRMTE,

ERERAFIIE TRZA FHESHRBMKEFTEE, =2
THEBERREX SRS, MASRSIFEBRX
BXEERNE.

T—®, XWHBE (F5X) BFERT, BRFERFE
R, HEEERN, RHSHNSHBREFHNIERS,
ABBRREXERMSREBLRIANTN.

Source Ej&:
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The Stock Exchange of Hong Kong Limited
Launches e-Learning on Continuing Obligations

Recently, The Stock Exchange of Hong Kong Limited
(the Exchange), a wholly-owned subsidiary of Hong
Kong Exchanges and Clearing Limited (HKEX),
introduced e-training on continuing obligations of listed
issuers on the Exchange.

The e-training is part of the Exchange's ongoing
commitment to promote and maintain good corporate
governance standards and practices amongst issuers.

The e-training course covers three modules:

e Corporate governance and listed issuers’ key
obligations;

e Key disclosure requirements; and

e Continuing listing requirements.

Key content of the three modules is listed as follows.

Corporate _governance and listed issuers’ key
obligations

Corporate governance focuses on an issuer’s internal
processes and leadership, covering areas such as
codes of conduct, audit and internal controls, and
shareholder rights. It also encompasses the systems
and processes that help manage an issuer’s exposure
and risks.

The Companies Ordinance (Cap. 622 of the Laws of
Hong Kong) sets out the legal framework for corporate
governance of a company (private or public), including
but not limited to the duties of directors and the rights
and responsibilities of shareholders. An overseas
incorporated issuer listed on the Exchange is also
subject to equivalent corporate governance standards.

The Corporate Governance Code covers areas such as
the board (including its responsibilities, mode of
operation and composition), directors, chairman and
chief executive (including their roles and responsibilities,
nomination, appointment and removal and access to
information), remuneration of directors and senior
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management and board evaluation, accountability and
audit, delegation by the board, communication with
shareholders and company secretary.

Roles and responsibilities of the board of directors

The board of an issuer is collectively responsible for its
management and operation. The board (or its
committee(s)) of an issuer should be responsible for,
among others, developing and reviewing policies and
practices on corporate and making recommendations to
the board, reviewing and monitoring the training and
continuous professional development of directors and
senior management, reviewing and monitoring
compliance of the issuer with the Corporate Governance
Code, disclosure in the Corporate Governance Report
as well as legal and regulatory requirements, etc. Details
of their roles and responsibilities could be found in the
Code Provisions of the Corporate Governance Code.

Directors fiduciary duties

The directors, both collectively and individually, must

also fulfil the fiduciary duties and duties of skill, care and

diligence to a standard at least commensurate with the

standard established by the Hong Kong law:

e act honestly and in good faith in the interests of the
issuer as a whole

e act for proper purpose

e be answerable to the issuer for the application or
misapplication of its assets

e avoid actual and potential conflict of interest and
duty

e disclose fully and fairly their interests in contracts
with the issuer

e apply such degree of skill, care and diligence as
many reasonably be expected of a person of his/her
knowledge and experience and hold his/her office
within the issuer

If a director fails to discharge his/her duties and
responsibilities, he/she may be disciplined by the
Exchange and may attract civil and/or criminal liabilities
under Hong Kong law or the laws of applicable
jurisdictions.

Board composition

The board or the nomination committee shall have a
policy concerning diversity of board members. A
summary of which must be disclosed annually. The
board should have a balance of skills, experience and
diversity of perspectives appropriate to the requirements
of the issuer’s business.

All directors should be subject to re-election at regular
intervals (at least once every year), where directors
appointed to fill a casual vacancy should be subject to

election by shareholders at the first general meeting
after appointment.

Independent non-executive directors (INED) must
represent one-third of the board, and there must be at
least three INEDs, with at least one INED having
appropriate professional qualifications or accounting or
related financial management expertise. The
independence of an INED is assessed with reference to
non-exhaustive factors, including, whether a director
holds more than 1% of the number of issued shares of
the issuer, is or was a director, partner, principal of a
professional adviser currently provides or has within the
past two years provided services to issuer or the issuer’s
group, has or had a material interest in any principal
business activity of the issuer currently or within the past
years, etc. A confirmation of INED’s independence must
be submitted to the Exchange upon appointment, and
an annual confirmation must be stated in the issuers’
annual reports.

If an INED has served more than 9 years with the issuer,
his/her re-election should also be subject to a separate
shareholders’ resolutions. Reasons should be included
in the circular to shareholders to explain why the board
believes in the INED’s independence and the INED
should be re-elected. If the board proposes to appoint
an INED who will be serving as a director in seven or
more listed companies, the issuer must also explain in
the circular why the board believes he/she would still be
able to devote sufficient time to the board.

Appointment, re-designation, resignation, retirement
and removal of directors

Issuers must announce, among other things, the
biography, length or proposed length of service with the
issuer, amount of emolument and the basis of
determination of the new director or chief executive to
be appointed or re-designated. Independent
shareholders’ approval is required if the director's
service contract is for a duration exceeding three years
or it requires the issuer to give a notice period of more
than one year or pay compensation or make other
payments equivalent to more than one year's
emoluments, if it terminates the contract.

As regards resignation, retirement or removal of a
director (or chief executive), the issuer must announce,
among other things, the reason thereof, whether he/she
has any disagreement with the board, and whether there
are any matters that need to be brought to the attention
of the shareholders. For a period of three years from the
date on which the departing director ceases his office or
tenure, the departing director (or chief executive) must
also notify the Exchange of any change in his/her
contact information as soon as reasonably practicable
within 28 days of such change.
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Board committees

The board must establish an audit committee and a
remuneration committee under the Rules Governing the
Listing of Securities on The Stock Exchange of Hong
Kong Limited (Listing Rules). It should also consider
establishing a nomination committee under the
Corporate Governance Code. The board committees

should be formed with specific written terms of reference.

Functions of the board committees are listed in the
Listing Rules and the Corporate Governance Code in
details.

Composition of board committees

Audit committee and remuneration committee must be
chaired by an INED whereas the nomination committee
can be chaired by either the chairman of the board or an
INED. There must be a minimum of three members in
the Audit committee and it should comprise non-
executive directors only with a majority of INEDs. At
least one member is required to be an INED with
appropriate professional qualifications or accounting or
related financial management expertise. For
remuneration committee and nomination committee,
they should comprise a majority of INEDSs.

Company secretary

The company secretary is to assist the board of directors
of the issuer, it mainly supports the board by ensuring
good information flow within the board and the
compliance with board policy and procedures. Under the
Listing Rules, a company secretary must have the
academic or professional qualifications or relevant
experience.

Key disclosure requirements

Annual, interim/quarterly results announcement and
report

Issuers are required to publish an annual results
announcement (ARA) and an annual report within the
specified timeframe. For ARA (and annual report for
GEM listed issuers), it must be published within 3
months from the end of financial year. GEM listed
issuers should also convene an annual general meeting
at least 21 days after the release of the relevant ARA or
annual report. For annual report for Main Board listed
issuers, it must be published within 4 months from the
financial year end, and an annual general meeting must
be held at least 21 days after the release of the annual
report.

If an issuer is unable to publish its annual result
announcement before the prescribed deadline, it must
publish an announcement containing (i) a full
explanation for its inability to do so; (ii) the expected date

for publishing the ARA; and (iii) where available, the
issuer's management accounts.

Issuers are also required to publish an interim results
announcement (IRA) and report within the specified
timeframe. For a Main Board issuer, an IRA and an
interim report must be published within 2 months and 3
months from the end of the relevant financial period,
respectively. For a GEM listed issuer, a quarterly and
half-year results announcement and report must be
published within 45 days from the end of the relevant
financial period.

Inside information and information to avoid a false
market

The Listing Rules also identify specific circumstances
where an issuer must disclose information to the public
as soon as reasonable practicable. The specific
circumstances include inside information and
information to avoid a false market, issuance and
repurchase of securities, transactions, loans, advances
or guarantees and corporate updates.

Inside information means specific information that is
about the issuer, a shareholder or officer of the issuer or
the listed securities of the issuer or their derivatives that
is not generally known to the persons who are
accustomed or would be likely to deal in the listed
securities but would, if generally known to them, be likely
to materially affect the price of the listed securities.

The Exchange may make enquiry on unusual share
price / volume movements in an issuer's listed
securities, media reports which affect, or potentially
affect the trading activities of the listed securities; or the
possible development of a false market in the listed
securities. In such circumstances, the issuer must
respond promptly as follows: provide information to the
Exchange and, if requested by the Exchange, make an
announcement to inform the market or to clarify the
situation. In any event, the issuer may make a voluntary
announcement to clarify the situation.

Transactions

An issuer must announce details of its notifiable and
connected transactions under Chapter 14 and 14A of the
Listing Rules/ Chapters 19 and 20 of the Rules
Governing the Listing of Securities on GEM of the Stock
Exchange of Hong Kong Limited (GEM Rules). Relevant
e-Learning materials of Connected Transaction Rules
and Notifiable Transaction Rules are available at:
https://lwww.hkex.com.hk/eng/Listing/eCourse/Connect
ed_Transactions/en/story.htm and
https://lwww.hkex.com.hk/eng/Listing/eCourse/Notifiabl
e_Transactions/en/story.htm, respectively.

Issuance or repurchase of securities


https://www.hkex.com.hk/eng/Listing/eCourse/Connected_Transactions/en/story.htm
https://www.hkex.com.hk/eng/Listing/eCourse/Connected_Transactions/en/story.htm
https://www.hkex.com.hk/eng/Listing/eCourse/Notifiable_Transactions/en/story.htm
https://www.hkex.com.hk/eng/Listing/eCourse/Notifiable_Transactions/en/story.htm
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Issuers must announce issue of new securities, on-
market or off-market repurchase of securities and
change in the terms of convertible securities and the
rights attaching  to listed securities and
convertible/exchangeable listed debt securities.

For changes in securities, such as by share repurchase,
a next day disclosure return must be published before
the commencement of trading session on the next
business day. A monthly return in relation to movements
in the issuers’ securities must also be published within
five days after month-end.

Loans, advances or guarantees

An issuer must announce its loans, advances or
guarantees as required under the Main Board Listing
Rules 13.13 to 13.19 and GEM Rules 17.15to0 17.21. In
particular, advances to an entity which exceed 8% under
the assets ratio (and any subsequent increase that
exceeds 3% under the assets ratio), financial assistance
and guarantees to the issuer's affiliated companies
which exceed 8% under the assets ratio, debts,
guarantees or other obligations of the issuers that are
secured by a pledge of its controlling shareholder’s
shares, loan agreements with covenants relating to
specific performance by its controlling shareholder and
breach of loan agreements by the issuer.

Corporate updates

Under Main Board Listing Rules 13.10B, 13.24B and
13.25 and GEM Rules 17.12, 17.26B and 17.27, an
issuer should also promptly announce information
published on another stock exchange which its
securities are listed (i.e. an overseas regulatory
announcement), winding-up and liquidation of the
issuer, its holding company or any material subsidiary
and material matters on and changes to previously
reported profit forecasts.

Main Board Listing Rules 13.51 and GEM Rules 17.50
require issuers to announce promptly the alternation of
the issuers’ constitutional documents, change in the
directorate or material change in their biographies during
the terms of office, change in the auditors or financial
year-end. Further, changes in secretary, share registrar,
registered address, agent for the service of process in
Hong Kong, compliance adviser, website address,
notices of board meeting approving results
announcement and/or dividends and decision of
dividend or distribution and changes in capital structure,
general character or nature of business shall also be
announced promptly.

Environmental, social and governance (ESG)

An issuer must publish its ESG report annually for their
reporting period covered in its annual report. It can be
included in the annual report or in a separate report.
Relevant requirements are available in the ESG
Reporting Guide (Appendix 27 to the Main Board Listing
Rules / Appendix 20 to the GEM Rules), FAQ Series 18
(https://en-
rules.hkex.com.hk/sites/default/files/net_file_store/HKE
X _FAQ 18.pdf), ESG academy webinar series
(https://www.hkex.com.hk/Listing/Rules-and-
Guidance/Environmental-Social-and-Governance/ESG-
Academy-webinar-series/Board-Diversity?sc_lang=en)
and Resources hyperlinks
(https:/iwww.hkex.com.hk/Listing/Rules-and-
Guidance/Environmental-Social-and-Governance/ESG-
Resources-Hyperlinks?sc_lang=en).

Continuing listing requirements

Public float

An issuer shall maintain an open market in its listed
securities, which means at least 25% (or an agreed
lower percentage) of the total number of issued shares
must at all times be held by the public. If an issuer has
more than one class of securities listed on different
exchanges, at least 25% of the issuer’s total number of
issued shares must be held by the public on all
regulatory exchanges.

Members of public do not include core connected person
nor other person whose acquisition of securities has
been financed by a core connected person or who is
accustomed to take instructions from a core connected
person as specified under Rule 8.24 of the Main Board
Listing Rules and Rule 11.23 of the GEM Rules.

Sufficient operation and assets

Main Board Listing Rules 13.24 or GEM Rule 17.26 and
Guidance letter GL106-19 also specified that an issuer
must carry out a business with a sufficient level of
operations and assets of sufficient value to support its
operations to warrant its continued listing.

Cash companies

Where for any reason the assets of an issuer (except for
an investment company under Chapter 21) consist
wholly or substantially of cash and/or short-term
investments, the issuer is a cash company and will not
be regarded as suitable for listing and trading in its
securities will be suspended. An exception would,
however, be applied to cash and/or short term
investments held through a subsidiary that is a bank, an
insurer or a securities house.

Suitability for continued listing
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An issuer may not be suitable for continued listing in the

following circumstances:

e Prolonged trading suspension (e.g. where the issuer
fails to demonstrate a reasonable prospect of
remedying the issues leading to trading
suspension);

e Issues with integrity of directors or persons with
substantial influence;

e Material breach of the Listing Rules (e.g. failure to
publish audited financial statements at regular
intervals);

e Material non-compliance with law and regulations;

e Material internal control failure;

e Material reliance on a controlling/substantial
shareholder, a single major customer/supplier, or
another party; or

e Operation of a business structure that cannot
safeguard assets and shareholders’ interests.

Communication with the Exchange

For the purpose of investors’ protection, smooth
operation of the market and verification of compliance
with the Listing Rules from time to time, an issuer shall
appoint two authorized representatives (who are
directors, or the company secretary) as the principal
channel of communication with the Exchange. Where
required by the Listing Rules, an issuer shall submit the
draft announcements or circulars for the Exchange’s
clearance before publication. Document required under
the Listing Rules should also be published on the
HKEXNews website and the Company’s website.
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Hong Kong Insurance Authority Welcomes the
Inaugural Issuance of Insurance-linked Securities in
Hong Kong

On October 1, 2021, the Hong Kong Insurance Authority
(IA) welcomed the inaugural issuance of insurance-
linked securities (ILS) in the form of a catastrophe bond
made available by the China Reinsurance (Group)
Corporation and the China Property & Casualty
Reinsurance Company Ltd through Greater Bay Re
Limited, the first authorized special purpose insurer
(SPI1) in Hong Kong, securing protection against losses
inflicted by typhoons in the Mainland.

“This decision of a leading state-owned reinsurer not
only exemplifies the potential and attractiveness of Hong
Kong as an emerging ILS hub, but also demonstrates
our crucial role as a global risk management center,”
said Mr. Clement Cheung, Chief Executive Officer of the
IA.

The increasing frequency and intensity of extreme
weather events, coupled with the rapid pace of
urbanization in the Asia Pacific region, render ILS an
effective tool to mitigate the risks posed by natural
catastrophes. A highly volatile market environment also
stokes the appetite among institutional investors for
products that bear lesser correlation with economic
cycles.

After a meeting of the Leading Group for the
Development of the Guangdong-Hong Kong-Macao
Greater Bay Area held in November 2019, the Central
Government announced a series of policy measures,
including supporting Mainland insurers to issue
catastrophe bonds in Hong Kong. The China Banking
and Insurance Regulatory Commission subsequently
published a  notice (Chinese  only) (see
http://www.cbirc.gov.cn/cn/view/pages/ItemDetail.htmI?
docld=1010125&itemld=915&generaltype=0) in
September 2021 to elaborate on the relevant details.

“Taking full benefit of the explicit support given by the
Central Government, we will ramp up efforts to nurture
a vibrant ILS ecosystem, playing our part in increasing
underwriting capacities, enhancing financial resilience
and narrowing protection gaps,” Mr. Cheung added.

In order to make this inaugural issuance possible, a
bespoke and streamlined regulatory regime for SPIs
was launched by the IA in March 2021. This was
complemented by the Pilot ILS Grant Scheme
announced in the 2021-22 Budget that subsidizes
upfront costs of up to HK$12 million for each eligible
transaction.
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China Securities Regulatory Commission
Announces Financial Derivatives Accessible to
Qualified Foreign Investors

After joint deliberations with the People’s Bank of China
(PBC), the State Administration of Foreign Exchange
(SAFE), the China Securities Regulatory Commission
(CSRC) announced that, starting from November 1,
2021, commodity futures, commodity options, and stock
index options will be added as eligible financial
derivatives accessible to Qualified Foreign Investors, of
which trading in stock index options shall be limited for
the sole purpose of hedging.

As an important measure to reform and open up
domestic securities and futures market, broadening the
investment scope for Qualified Foreign Investors will
enable more efficient management of asset allocation
and risk exposure, elevating the attractiveness and
global outreach of China’s capital markets to
international investors. After years of steady
development, the three classes of financial derivatives
included in the upcoming addition have served their
roles as effective financial instruments and established
solid grounds to engage foreign traders.

Guided by the goal of further opening up China'’s capital

markets, the CSRC will work with the PBC and the SAFE
to closely monitor market dynamics and continually
assess a proper timeline of opening more asset classes
to foreign investors.

TEIESEEEEZRRSABTARRIMNGEETSESE
RPTE MRS W

ZWMARRT. SNCE, ER, IEESAMERIRIMNE
RETSE5SMITERT HaM, FEFREMH%E.
BN RIEN =M, SE5RIEHANNZSE
MRTERRERS, B20214F 11 B 1 BiEfT.

TREHBIMIBERAEE, BELEFTHH RN
B, #—HY RRERIESPETHARNERSEE, §

AEIMIAERUEF SRR ~RNEETE, AHTR
SIEZ RN ES, REBENEATHERE M, H%
miE EWRCRBAGRETIER, WRAERE, BEF
AL,

BE, IEESB<RARRIT. INCEFELITME, #ah
ENARES &, BEAERUEATHITINFIL
Source Ej&:

http://www.csrc.gov.cn/pub/csrc_en/newsfacts/release/20211
0/t20211015_407047.html

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