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Hong Kong Securities and Futures Commission
Obtains Compensation and Disqualification Orders
Against Former Director and Chief Financial Officer
of Changgang Dunxin Enterprise Company Limited
for Failure to Detect and Prevent Asset
Misappropriation by its Chairman

On April 8, 2024, the Hong Kong Securities and Futures
Commission (SFC) announced that it had successfully
obtained compensation and disqualification orders from
the Court of First Instance against Mr. Chen Ruomao,
the former executive director and chief financial officer
(CFO) of Changgang Dunxin Enterprise Limited
(Changgang Dunxin), marking the SFC's resolute
commitment to upholding good corporate governance in
Hong Kong's capital markets.

Changgang Dunxin was listed on the main board of the
Hong Kong Stock Exchange in June 2014 until its listing
status was cancelled by the Exchange in October 2019.
According to the SFC's investigation, the former
chairman and executive director of Changgang Dunxin
had misappropriated proceeds of HK$163 million from
the company's share and bond placements in 2015 and
2016. However, CFO Chen Ruomao failed to detect and
prevent this in a timely manner. Instead, Chen provided
false financial records and concealed the facts,
deceiving the company's auditors, audit committee and
board of directors.

While the Court acknowledged that Chen did not have
personal financial benefit, it ruled that his actions were
severely improper. The Court noted that by concealing
the misappropriation of funds and failing to alert the
auditors and board, the company was unable to recover
the misappropriated HK$163 million from the former
chairman, and therefore ordered Chen to compensate
the company for that amount plus interest. Additionally,
Chen was banned from acting as a director, liquidator,
receiver, manager or being involved in the management
of any listed or unlisted company for 10 years.

The SFC stated that even though Chen did not actually
receive the misappropriated funds, as a senior manager
he failed in his duty to safeguard company assets and
ensure financial transparency and accountability. This
ruling serves as a stern warning to executives of Hong
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Kong listed companies, who should learn lessons to
eliminate such improper conduct and ensure proper
corporate governance to protect investors' confidence
and interests.

The SFC is also taking further legal action against the
company's three other former directors, underscoring its
resolute commitment and continuous efforts to uphold
the healthy development of Hong Kong's capital markets.

Remarks

This case demonstrates that even if senior managers of
listed companies do not personally benefit from
misappropriated funds, they will still be held accountable
for compensation if they fail to fulfill their duties, resulting
in losses to the company. It highlights that executives
cannot prioritize their own personal interests at the
expense of their loyalty to the company and
shareholders.

Many listed company executives in Hong Kong should
review this case to understand their responsibilities and
obligations, and ensure similar plight are avoided to
protect the healthy development of Hong Kong's capital
markets. As senior managers, they must always bear in
mind their duty to safeguard company assets, ensure
financial transparency and accountability, in order to
truly fulfill their roles and create long-term value for
companies and shareholders.
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Hong Kong Securities and Futures Commission
Suspends Dealings in Tianyun International
Holdings Limited Shares Over Massive Missing
Corporate Funds

On April 15, 2024, the Hong Kong Securities and
Futures Commission (SFC) has directed the Stock
Exchange of Hong Kong Limited (SEHK) to suspend
dealings in the shares of Tianyun International Holdings
Limited (Tianyun) under the Securities and Futures
(Stock Market Listing) Rules (Cap. 571V ) (SMLR) with
effect from 9:00 am on 15 April 2024.

Under section 8(1) of the SMLR, the SFC has the power
to direct the SEHK to suspend dealings in shares of a
listed company where:

a) any materially false, incomplete or misleading
information has been included in any document
issued in connection with a listing of securities
or in announcement, statement, circular or other
document made or issued by it or on its behalf;

b) it is necessary or expedient in the interest of
maintaining an orderly and fair market in
securities traded on the SEHK;

c) itisinthe interest of the investing public or in the
public interest, or it is appropriate for the
protection of investors generally or for the
protection of investors in the shares of the listed
company; or

d) there has been a failure to comply with any
condition imposed by the board of the SFC
when permitting resumption of trading under
section 9(3)(c) of the SMLR.

The SFC's action stemmed from an investigation into a
purported transfer of RMB34 million executed by a
Mainland subsidiary of Tianyun in December 2021. The
SFC's investigation, however, discovered that the
purported transfer of RMB34 million had never taken
place. This raised serious concerns about whether
Tianyun had fabricated the transfer to conceal
irregularities identified by its then auditors and to
mislead its shareholders, auditors, forensic accountant,
and the regulators.

Further investigation by the SFC revealed other
discrepancies between the bank balances provided by
Tianyun and the balances independently obtained by the
SFC from Tianyun's banks. The amount of missing
funds was massive, ranging from RMB433.8 million to
RMB563.7 million, representing over 90% of Tianyun's
cash and bank balances and over 45% of its net asset
value in its published financial results for the past four
years.

This raised significant concerns for the SFC regarding
the accuracy of Tianyun's financial information, the
integrity of its management, the reliability of its internal
control and accounting system, and its ability to
safeguard its assets and provide transparent information
to the market..

In order to safeguard the interests of shareholders, the
SFC imposed several immediate measures on Tianyun,
including suspending the duties of implicated parties,
engaging independent consultants to investigate the
matters and conduct an internal control review, and
reconstituting its board of directors. However, as
Tianyun failed to address the SFC's concerns
satisfactorily, the regulator directed the SEHK to
suspend dealings of Tianyun's shares.
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This case highlights the significance of the SFC's prompt
response in upholding a well-functioning market and
safeguarding investors' interests. The discovery of
significant discrepancies in Tianyun's financial records,
coupled with the company's failure to address the SFC's
concerns, has cast doubt on the integrity of its
management and the reliability of its financial
information. The SFC's decisive action to suspend
trading in Tianyun's shares is crucial in safeguarding the
market and preventing further harm to shareholders.
This underscores the critical role of the SFC in ensuring
the transparency and accountability of listed companies,
which is essential for the healthy development of Hong
Kong's capital market.
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Hong Kong Insurance Authority and the Hong Kong
Independent Commission Against Corruption
Conduct First Joint Operation Against Suspected
Unlicensed Selling to Mainland Visitors

On April 11, 2024, the Hong Kong Insurance Authority
(IA) and the Hong Kong Independent Commission
Against Corruption (ICAC) announced that they had
conducted their first joint operation targeting corrupt
conduct in the unlicensed insurance sales activities to
Mainland Chinese customers. This enforcement action
was carried out wunder the Memorandum of
Understanding (MoU) signed by the two authorities in
October 2023.

As part of the operation, search warrants were executed
at four premises, including the offices of a licensed
insurance broker and a referral company. The ICAC also
arrested an individual insurance broker and a referrer.

The companies and individuals are suspected of
engaging in or conspiring to conduct unlicensed
regulated insurance activities in violation of the
Insurance Ordinance (Cap.41). They are also suspected
of offenses related to using false information to deceive
their principals under the Prevention of Bribery
Ordinance (Cap. 201). Suspected breaches of the Code
of Conduct for Licensed Insurance Brokers are also
being investigated.


https://apps.sfc.hk/edistributionWeb/gateway/EN/news-and-announcements/news/enforcement-news/doc?refNo=24PR67
https://apps.sfc.hk/edistributionWeb/gateway/EN/news-and-announcements/news/enforcement-news/doc?refNo=24PR67
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The core of the investigation centers on allegations that
the insurance broker company hired and incentivized
unlicensed referrers to carry out regulated insurance
advisory and sales activities on its behalf. These
referrers allegedly induced Mainland Chinese
customers to purchase long-term insurance policies
from authorized Hong Kong insurers, sometimes
receiving over 90% of the broker's commission.

The individual broker and referrer are also suspected of
colluding to include false information, such as
customers' annual income and asset holdings, in
insurance application forms submitted to Hong Kong
insurers.

The |A stated that this joint operation demonstrates their
shared determination to uphold proper sales practices
and integrity in the insurance industry. They stated they
will continue to collaborate closely with the ICAC on
enforcement, training and public education to combat
misconduct and maintain trust in the Hong Kong
insurance market. The IA urges all authorized insurers
and licensed insurance intermediaries to comply with the
Insurance Ordinance, and undertakes to continue to
take swift and firm enforcement actions to curb the

abovementioned activities and / or any other misconduct.

The ICAC emphasized that their joint operation with the
IA showcases their common goal of upholding integrity
in the financial sector. They stated they will continue to
work closely with the IA and other regulators to combat
corruption, illicit activities and misconduct, in order to
maintain Hong Kong's status as a clean international
financial center.

This enforcement action serves as an important
reminder that Section 64G of the Insurance Ordinance
stipulates that "A person must not carry on a regulated
activity in the course of the person's business or
employment; or for reward." It is also stipulated that "A
person must not hold out that the person is carrying on
a regulated activity in the course of the person's
business or employment; or is carrying on a regulated
activity for reward.” A person who, without reasonable
excuse, contravenes the above commits an offence and
is liable on conviction on indictment to a maximum fine
of HK$1,000,000 and imprisonment for 2 years.

This joint crackdown underscores the authorities'
unwavering commitment to upholding integrity and trust
in Hong Kong's insurance market. All participants,
including authorized insurers, licensed intermediaries,
and consumers, must adhere to the highest standards
of compliance and professional conduct to preserve
Hong Kong's reputation as a leading international
financial center.

Furthermore, as the Guangdong-Hong Kong-Macao
Greater Bay Area (GBA) becomes increasingly
integrated, regulatory bodies must tighten oversight of
cross-border financial activities to swiftly curb any
irregularities. The amplified flows of capital, services,
and people across the region have heightened the risk
of unscrupulous actors exploiting expanded market
opportunities to engage in illicit practices, as evidenced
by the unlicensed insurance sales exposed in this
operation. To safeguard the Greater Bay Area's financial
ecosystem, the relevant regulators must collaborate
closely to closely monitor transactions, promptly identify
and decisively crack down on any misconduct. Proactive
and coordinated enforcement is crucial for Hong Kong
to maintain its status as a trusted financial hub serving
the GBA.
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The Stock Exchange of Hong Kong Limited
Publishes Conclusions on Proposed Amendments
to Listing Rules Relating to Treasury Shares

On April 12, 2024, the Stock Exchange of Hong Kong
Limited (the "Exchange") published its consultation
conclusions on the proposed amendments to the Listing
Rules relating to treasury shares, as well as new
Guidance Letter HKEX-GL119-24 on the arrangements
for listed issuers to hold or deposit treasury shares in the
Central Clearing and Settlement System (CCASS). The
New treasury share regime will take effect on June 11,
2024.

The consultation, launched in October 2023, sought to
address the treatment of repurchased shares and the
resale of treasury shares by listed issuers in Hong Kong.
The conclusions and guidance aim to provide a clear
and comprehensive framework, ensuring transparency
and mitigating risks of market manipulation and insider
dealing.

Key Changes Adopted by the Exchange

1. Removal of the requirement to cancel
repurchased shares: Listed issuers can now
hold repurchased shares as treasury shares,
providing more flexibility in capital management.
This change allows issuers to repurchase their
own shares and hold them in treasury for future
resale, rather than being required to cancel the
shares immediately.

2. Regulation of treasury share resales: The resale
of treasury shares will now be governed in the
same manner as the issuance of new shares,
subject to additional disclosure requirements for
on-market resales. This ensures that the
interests of existing shareholders are protected
and that the process is transparent.

3. Measures to mitigate risks: The Exchange has
introduced a 30-day moratorium period to
restrict the resale of treasury shares and share
repurchases immediately preceding results
announcements. Additionally, issuers are
prohibited from reselling treasury shares when
there is undisclosed inside information or during
the one-month  period before results
announcements. These measures aim to
prevent potential market manipulation and
insider trading.

4. Consequential amendments: Treasury shares
will be excluded from the calculation of an
issuer's issued or voting shares for various
Listing Rule requirements, such as public float
and size tests. Issuers holding treasury shares
will also be required to abstain from voting on
matters that require shareholders' approval, to
ensure fairness and prevent the undue influence
of treasury shares.

Guidance on Arrangements to Hold or Deposit Treasury
Shares in CCASS

HKEX Guidance Letter HKEX-GL119-24 provides
further clarity on the arrangements for listed issuers to
hold or deposit their treasury shares in CCASS. The
guidance outlines specific requirements and disclosures
based on an issuer's place of incorporation and the legal
status of their treasury shares.

For issuers incorporated in jurisdictions where treasury
shares must be held in the issuer's own name, the
guidance letter explains the process for withdrawing
repurchased shares from CCASS, registering them as
treasury shares, and then potentially re-depositing them
in CCASS for future resale. For issuers incorporated in
jurisdictions that allow treasury shares to be held by
nominees, the guidance provides instructions on how to
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maintain a proper record of treasury shares held in
CCASS.

The guidance letter also addresses the disclosure
requirements for issuers, including the need to disclose
the number of treasury shares held and the exclusion of
such shares from voting and entitlements at general
meetings and for dividends or distributions.

Remarks

The new framework for treasury shares is a significant
development in Hong Kong's capital markets. It provides
listed issuers with greater flexibility in managing their
capital structure while introducing safeguards to protect
the interests of investors and maintain market integrity.

Hong Kong-listed issuers and market participants
should carefully review the Listing Rule amendments
and the guidance letter to ensure that they are fully
aware of the new requirements and implement
appropriate measures to comply with the regulations.
The Exchange has emphasized the importance of
issuers having proper procedures in place to track and
disclose the movement of their issued shares and
treasury shares, as well as to ensure the appropriate
segregation and treatment of treasury shares held or
deposited in CCASS.

As the Hong Kong market continues to evolve, the
Exchange's efforts to enhance the Listing Rules and
provide clear guidance on treasury share arrangements
demonstrate its commitment to maintaining a robust and
transparent regulatory environment that fosters the long-
term growth and development of the city's capital
markets.
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Hong Kong Exchanges and Clearing Limited
Publishes Conclusions on Climate Disclosure
Requirements

On April 14, 2024, the Hong Kong Exchanges and
Clearing Limited (HKEX) published its conclusions on
the enhancement of climate-related disclosures under
the Environmental, Social and Governance (ESG)
reporting framework. HKEX stated that this strategic
decision aims to align Hong Kong's sustainability
disclosure requirements with the newly established
International Sustainability Standards Board (ISSB)
Standards, enhancing Hong Kong’s capital markets
attractiveness and competitiveness.

New Climate-related Disclosure Requirements

The New Climate Requirements are developed based
on IFRS S2. Implementation reliefs including
proportionality and scaling-in measures are introduced
to address concerns over the reporting challenges that
some issuers may face.

The key features of the new climate-related disclosure
requirements (the "New Climate Requirements") are as
follows:

Alignment with ISSB Standards: The New Climate
Requirements are developed based on the ISSB's IFRS
S2 Climate-related Disclosures Standard, ensuring
consistency with global best practices.

Proportionality and Scaling-in Measures: To address
concerns over the reporting challenges that some
issuers may face, HKEX has introduced implementation

reliefs, including proportionality and scaling-in measures.

Phased Approach to Implementation: The amended
Listing Rules containing the New Climate Requirements.
The New Climate Requirements will be phased in, with
all listed issuers required to disclose Scope 1 and Scope
2 greenhouse gas emissions on a mandatory basis
starting from financial years commencing on or after
January 1, 2025.

For larger and more advanced issuers, known as
LargeCap Issuers, i.e. Hang Seng Composite LargeCap
Index constituents, the disclosure other than Scope 1
and Scope 2 greenhouse gas emissions under the New
Climate Requirements will be on "Comply or explain”
basis in financial years commencing on or after 1
January 2025. It would be mandatory starting from
financial years commencing on or after January 1, 2026.

Main Board listed issuers (other than LargeCap Issuers)
will be required to report on the disclosure other than
Scope 1 and Scope 2 greenhouse gas emissions under
the New Climate Requirements on a "comply or explain”
basis for financial years commencing on or after January
1, 2025, while GEM listed issuers are encouraged to
report on the disclosure other than Scope 1 and Scope
2 greenhouse gas emissions under the New Climate
Requirements on a voluntary basis for financial years
commencing on or after January 1, 2025. This phased
and proportionate approach aims to balance the need
for enhanced climate-related disclosures with the
reporting challenges faced by some issuers.

Scope of Disclosures: The New Climate Requirements
mandate listed companies to provide disclosures on the
following areas:

a. Governance: The issuer's governance structure
and the role of the board and management in
overseeing climate-related risks and
opportunities.

b. Strategy: The actual and potential impacts of
climate-related risks and opportunities on the
issuer's business, strategy, and financial
planning, including the resilience of the issuer's
strategy to different climate-related scenarios.

c. Risk Management: The processes used by the
issuer to identify, assess, and manage climate-
related risks, including how these processes are
integrated into the issuer's overall risk
management framework.

d. Metrics and Targets: The metrics and targets
used to assess and manage relevant climate-
related risks and opportunities, including Scope
1, Scope 2, and, if appropriate, Scope 3
greenhouse gas emissions, and the progress
made against these targets.

Implementation Guidance

The HKEX Implementation Guidance provides practical
guidance to assist Hong Kong listed issuers in
understanding and preparing climate-related
disclosures required under the Hong Kong Exchanges
and Clearing (HKEX) Environmental, Social and
Governance (ESG) Reporting Code.

The guidance aligns with the IFRS Sustainability
Disclosure Standards published by the IFRS
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Foundation's International Sustainability Standards
Board (ISSB) in 2023, which IOSCO has determined are
an appropriate global framework for capital markets.

The guidance covers key concepts from IFRS S1 and
S2 that issuers should apply, including principles around
the quality, relevance, and comparability of information.
It notes that issuers should make disclosures that are
material - i.e. could reasonably be expected to affect the
company's cash flows, access to finance or cost of
capital over the short, medium or long term.

The guidance outlines a recommended a workflow to aid
issuers in monitoring and managing climate-related risks
and opportunities, and fulfilling reporting requirements.
This includes determining governance structures,
identifying material climate impacts, incorporating
climate into strategy, assessing financial effects, setting
targets, and developing metrics.

The guidance also highlights implementation reliefs
available to issuers, particularly for smaller companies,
to address challenges in climate reporting during the
transition period. Issuers subject to "comply or explain”
requirements are reminded to provide considered
reasons for any non-disclosure.

Overall, the HKEX Implementation Guidance provides a
robust framework to help Hong Kong-listed companies
enhance the quality and consistency of their climate-
related reporting.

Remarks

HKEX's conclusions on the enhancement of climate-
related disclosures mark a significant milestone in Hong
Kong's journey to strengthen its sustainable finance
ecosystem and align with global best practices. By
adopting the ISSB Standards and implementing a
phased and proportionate approach, the city is
demonstrating its commitment to being a leading player
in the global sustainability reporting landscape.

This move not only aligns Hong Kong's ESG reporting
framework with international standards but also
enhances the transparency and comparability of
climate-related disclosures, positioning the city as an
attractive destination for sustainable investment and
financing. As listed companies in Hong Kong prepare for
the upcoming changes, they should closely collaborate
with the HKICPA and familiarize themselves with the
New Climate Requirements to ensure a smooth
transition and maintain their competitiveness in the
global sustainable finance market.
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Source EjE:

https://www.hkex.com.hk/News/Regulatory-
Announcements/2024/240419news?sc_lang=en
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Hong Kong Monetary Authority and the Hong Kong
Securities and Futures Commission Initiate Further
Consultation on Enhancements to Hong Kong's
Over-The-Counter Derivatives Reporting Regime

On March 22, 2024, the Hong Kong Monetary Authority
(HKMA) and the Hong Kong Securities and Futures
Commission (SFC) issued a joint consultation paper
outlining proposed enhancements to the existing over-
the-counter (OTC) derivatives reporting regime in Hong
Kong. This follows the implementation of the OTC
derivatives reporting obligation in two phases since its
introduction, in line with the G20 commitment to reform
OTC derivatives markets.

The consultation paper aims to align Hong Kong's
reporting requirements with global developments and
ensure the regime remains relevant and appropriate as
markets evolve. The HKMA and SFC have set a
deadline of June 30, 2024 for the public to submit
comments on the proposed enhancements.

Mandating the Use of Unique Transaction Identifier (UTI)

The consultation paper proposes to mandate the use of
UTI for OTC derivatives reporting in Hong Kong. UTI is
an internationally recognized identifier that enables the
unigue identification of OTC derivatives transactions,
facilitating data aggregation and harmonization across
jurisdictions.

The HKMA and SFC propose to implement the
mandatory use of UTI on 29 September 2025, allowing
reporting entities to continue using the existing Unique
Swap ldentifier (USI) and Unique Trade ID (TID) in the
interim. The proposal fully adopts the UTI Technical
Guidance issued by the Committee on Payments and
Market  Infrastructures and the International
Organization of Securities Commissions (CPMI-IOSCO),
including the waterfall approach for generating UTI.

Mandating the Use of Unique Product Identifier (UPI)
and Reporting of Critical Data Elements (CDE)

The consultation paper also proposes to mandate the
use of UPI and the reporting of CDE, in line with
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international standards. UPI is a unique identifier for
OTC derivatives products, while CDE refers to the
critical data elements (other than UTI and UPI) required
for reporting.

The HKMA and SFC intend to implement the mandatory
use of UPI and reporting of CDE on the same date as
the UTI implementation, September 29, 2025. The
proposals aim to fully adopt the UPI Technical Guidance
and CDE Technical Guidance issued by CPMI-IOSCO.

Adoption of the ISO 20022 Standard

In addition, the consultation paper outlines the HKMA
and SFC's plan to mandate the adoption of the ISO
20022 XML message standard for OTC derivatives
reporting to the Hong Kong Trade Repository (HKTR).
This alignment with the global standard is expected to
facilitate data harmonization and aggregation across
jurisdictions.

Revising the List of Designated Jurisdictions for Masking
Relief

The consultation paper also provides conclusions on the
HKMA and SFC's proposal to revise the list of
designated jurisdictions for the masking relief under the
OTC derivatives reporting regime. The masking relief
allows reporting entites to mask counterparty
information when reporting to the HKTR if they
encounter reporting barriers in a designated jurisdiction.

After considering the industry's feedback and the latest
international developments, the HKMA and SFC have
decided to maintain the current list of designated
jurisdictions, as there is still uncertainty about whether
reporting barriers remain for certain non-Financial
Stability Board jurisdictions.

Potential Impact and Benefits

The proposed enhancements to the OTC derivatives
reporting regime in Hong Kong are largely aligned with
the requirements implemented or being considered in
other major jurisdictions, such as the United States and
the European Union. This alignment is expected to
improve data harmonization and aggregation, thereby
enhancing transparency and oversight of the OTC
derivatives market globally.

The mandated use of UTI, UPI, and CDE, along with the
adoption of the 1ISO 20022 standard, will enable Hong
Kong's OTC derivatives reporting regime to better
integrate with international reporting frameworks. This
integration is crucial for Hong Kong's position as an
international financial center and its role in the global
derivatives market.

Furthermore, the proposed reforms are expected to
provide several key benefits, including:

1. Improved data quality and consistency: The use
of standardized identifiers (UTI and UPI) and
harmonized data elements (CDE) will enhance
the quality and comparability of reported data,
facilitating more effective market monitoring and
analysis.

2. Enhanced data aggregation and analysis: The
alignment with international standards will
enable more seamless data aggregation and
cross-border analysis, supporting financial
stability = monitoring and systemic risk
assessment.

3. Reduced reporting burden: By adopting global
standards, the proposed reforms are expected
to streamline reporting processes and reduce
the operational complexity for reporting entities,
ultimately lowering the overall compliance costs.

4. Regulatory alignment: The harmonization of
Hong Kong's reporting regime with international
standards will strengthen the city's regulatory
framework and reinforce its position as a leading
international financial center.

The HKMA and SFC's proposed enhancements to the
OTC derivatives reporting regime in Hong Kong
represent a significant step forward in aligning the city's
regulatory framework with global developments. By
mandating the use of UTI, UPI, and CDE, as well as
adopting the 1SO 20022 standard, the regulators aim to
improve data quality, facilitate cross-border data
aggregation, and reduce the reporting burden for market
participants.

OTC transactions are increasingly important to global
and regional financial markets. UTI and UPI and other
regulatory tools are needed to maintain an orderly
market environment. Hong Kong should enhance its
systems and showcase to the world Hong Kong's
capability to adapt to financial ecosystem changes in the
OTC realm.
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Hong Kong Securities and Futures Commission
Consults on Proposals to Enhance REIT Regime and
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Securities and Futures Ordinance Market Conduct
Regime for Listed Collective Investment Schemes

On April 23, 2024, the Hong Kong Securities and
Futures Commission (SFC) released a consultation
paper proposing key amendments to the Securities and
Futures Ordinance (Cap. 571) (SFO) to strengthen the
regulatory framework for listed collective investment
schemes (CIS) in the city. This comprehensive set of
proposals aims to introduce a statutory scheme of
arrangement and compulsory acquisition mechanism for
real estate investment trusts (REITs), as well as to
extend the application of critical market conduct regimes
to all listed CIS.

The increasing diversity of investment schemes and
products in the market has created the need for
regulators to catch up with updated regulations and
guidelines. For instance, certain loopholes have been
allowed to exist regarding CIS and REIT and it is high
time to plug them. This showcases a prominent
governance statement that Hong Kong is still flourishing
and kicking.

The impetus for these proposals stems from the SFC's
long-standing policy to regulate REITs in a manner akin
to listed companies, given their similarities in terms of
economic nature and investor interests. Currently, the
market conduct regimes under Parts Xlll to XV of the
SFO, which cover market misconduct, disclosure of
inside information, and disclosure of interests, primarily
apply to listed corporations. However, to provide greater
certainty and ensure consistent investor protection, the
SFC has previously consulted the public on extending
these regimes to REITs and other non-corporate listed
entities.

The SFO market conduct regimes are namely (a) the
market misconduct regime under Parts XlIl and XIV; (b)
the disclosure of inside information regime under Part
XIVA; and (c) the disclosure of interests regime under
Part XV. They are proposed to be explicitly extended to
cover listed CIS including REITs. The proposals are in
line with prior public consultations which received
general support, with certain refinements.

While the industry has generally welcomed these
proposals in the past, the SFC has now identified certain
technical complexities that required further deliberation
during the legislative drafting process. To address these
challenges, the SFC has refined its approach, focusing
the scope of the proposed amendments on listed CIS,
which are the only type of non-corporate entities
currently listed on the Hong Kong Stock Exchange.

One of the key proposals outlined in the consultation
paper is the introduction of a statutory scheme of
arrangement and compulsory acquisition mechanism for
REITs. This new part in the SFO would provide REIT

unitholders, particularly minority unitholders, with
various safeguards and protections akin to those
available to shareholders of listed companies under the
Companies Ordinance (Cap. 622).

The proposed mechanism would include the following
key features:

1. Approval thresholds: At least 75% of the voting
rights of the affected unitholders would be
required to approve the scheme, as well as a
mechanism to allow 10% or more of the
disinterested unitholders to block the scheme.

2. Court sanction process: The scheme would
require court sanction to ensure it is fair and
reasonable to unitholders.

3. Disclosure requirements: Provisions for timely
and adequate disclosure of information to
unitholders, enabling them to make informed
decisions.

4. Roles and responsibilities: Clear delineation of
the roles and responsibilities of the REIT's
management company and trustee in
implementing the scheme or compulsory
acquisition.

In addition to the REIT-specific proposals, the SFC is
also seeking to enhance the SFO market conduct
regime for all listed CIS. This move aims to address
technical complexities identified in  previous
consultations and provide greater clarity on the
application of these regimes.

The key refinements to the SFC's approach include:

1. Scope limitation: Focusing the proposed
amendments on listed CIS, as they are the only
type of non-corporate entities currently listed on
the Hong Kong Stock Exchange.

2. Streamlined obligations: Centering the various
obligations under the market conduct regimes
largely on the management company of the
listed CIS (and CIS directors in the case of a
corporate CIS).

3. Selective exclusions: Excluding certain
divisions in Part XV of the SFO where similar
regulatory requirements are already in place. for
example, in relation to provision of information
pursuant to constitutive documents, keeping of
register of holders and investigation powers.

These targeted changes are intended to enhance
market integrity and maintain sufficient investor
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protection, while facilitating the implementation of the
proposals.

The SFC's consultation paper highlights that the
introduction of a statutory scheme of arrangement and
compulsory acquisition mechanism for REITs, coupled
with the enhancement of the SFO market conduct
regime for all listed CIS, are expected to modernize the
regulatory landscape and uphold market integrity in
Hong Kong. The SFC is inviting public comments on
these proposals by May 27, 2024, as it aims to work with
the government to introduce the necessary legislative
amendments.

For market participants and interested parties in Hong
Kong, these proposals present a significant opportunity
to provide feedback and shape the future regulatory
framework for listed CIS. The enhanced protections and
clarity afforded to investors through these initiatives are
poised to strengthen Hong Kong's position as a leading
international financial center and a preferred listing
destination for real estate and other collective
investment vehicles.
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Source EJE:
https://apps.sfc.hk/edistributionWeb/gateway/EN/news-and-
announcements/news/corporate-news/doc?refNo=24PR59
https://apps.sfc.hk/edistributionWeb/api/consultation/openFile
?lang=EN&refNo=24CP2

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