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L is heaclening 1o know

thal Bursa Malavsia has

heen successlul in nol

only allracting local com-

panies Lo be lisled, hut
foreign  companies as  well.
Moreover. some Malavsian coni-
panics. such as YTL Corp Bhd
and [HH Healthcare Bhd. have
also pursucd successlul dual
listing in foreign exchanges.
Thesc arc hallmarks of an
atlractive  domeslic  stock
exchange.

However, while we welcome
lorcign companies 1o be lisled on
the local exchange, some are
inherently fraught with risks,
especially the China-hased com-
panies.

The current scenario

There are 13 China-hased compa-
nies listed on Bursa. A closer look
al the performance of these com-
panies is indeed troubling, Four
ol the 13 have heen classified as
PN17 companies — an indication
ol a distressed company.

Another four companies have
been suspended by Lthe regula-
tors. Lwo of which are also PNi7
companies.

The last done sharve prices of
these companies, as ol April 2,
range [rom one sen Lo 29 sen -
with most being below 10 sen, All
Lhings being equal, their last done
prices are an indication of the
sorry stale ol affairs in these
companies.

See Lable for a snapshol of the
13 China-bhased companies along
wilh their last done prices, as of
April 8.

Some reasons for the sorry
state of affairs

Al the lime of the companies’ lisl-
ing. the regulators had the noble
intenlion of adding breadth to
Bursa. Hence, they allowed
China-based companics to raise
capital through the domestic
exchange.

Alas. their high expeclations
of these companies went south
soon aller the listing. Since then,
with the benefil of hindsight,
regulalors have become particu-
lavly vigilanl. Market observers
are quick Lo nole thal there have
been no [urther lislings of China-
based companies in the last {ew
vears. Now, what really went
wrong heve?

Some ol the reasons f(or the
string ol problems thal {ollowed
these China-hased counters are:
e Many of these companics are

incorporaled oulside

Malaysia (eight of the 13). As a

resull, different laws apply for

these companies;

¢ Many of their directors are
foreign nationals. Locating
them and holding them

accountable is proving o be a

major challenge for the regu-

liors: and
> Auch of their business is
based and located oulside

Malayvsia. As such the exis-

lence, scale and veracity of

Lheir operations may be

questionable.

The above issues have given
rise Lo conflicls of laws, business
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The high risks of China-
based listed companies

praclices and
Issues.

Jjurisdiclional

SC takes action

Despile the challenges, Lhe capi-
tal market regulalor Securilics
Commission (SC) has taken
aclion. On March 29, the SC rep-
rimanded three China-based
companics and slated that the
relention of four of their direc-
tors was prejudicial to public
interest,

The three companies are
China Stationery Lid, Xingguan
International Sport Holdings Lid
and  Maxwell  Inlernational
Holdings Bhd. The three stocks
have since been suspended.
Studying the reasouns for the
actions by the SC on these com-
panies raises several troubling
issues. Here are some ol the
issuces delected by the regulators.

1 China Stationery Ltd
(CsL)

CSL and some ol ils directors
were reprimanded lor turnishing
false or misleading [inancial
statements to Bursa. This is a
serious offence as the (inancial

statemenls  lacked  inlegriiy.
Minorvity  shareholders  would

have relied on these [alsc or mis-
leading {inancial statements to
Lheir detriment.

Furthermore, one of its direc-
lors was reprimanded fov causing
Lwo of CSLs wholly-owned sub-
sidiaries to be guarantors for his
personal loans, with the intenlion
ol causing wrongful loss 1o lthe
said subsidiaries. The word
“inlention” connoles some ele~
ment of premcdilation and wil-
[ulness to cause havm. These is
indeed shocking and is a serious
offencc,

2 Ningquan international
Sport Holdings Ltd

The SC reprimanded Xingquan

Status of the 13 China-based companies listed on Bursa

NO NAME SHARE PRICE STATUS
{AS AT APRIL8)
1 China Automobile Parts Holdings Ltd Suspended/PN17
2 | China Ouhua Winery Holdings Ltd 4.5sen
3 China Stationery Ltd - Suspended
4 | Kanger International Bhd 4sen
5 I K-Star Sports i td 8sen
[ HB Global Ltd Nsen PN17
7 | Maxwelllnternational Haldings Bhd Suspended/PN17
8 | Ml Sports Holdings Ltd i 1sen PN17
a9 Sinotop Holdings Bhd 30sen
o | Sino Hua-An International Bhd 255sen
n | XiDelang Holdings Ltd g5sen
12 Xingquan.lnternat.ionalSports Holdings Ltd Suspended
13 K-'ngl_-du_ I:-_ln_hi_ing_s Bhd 3sen

and some ol its direclors and two

former diveclors lor:

»  Talsely vecording a loss of
RMB415.7 mil from the salc of
inventory by XNingquan's
wholly-owned subsidiary;

= Furnishing to Bursa a [alse
agreement between the said
subsidiary and a third party;

> Turnishing [alse or misleading
financial slatements Lo Bursa;
and

= Recording cash and hank bal-
ances in cight bank accounts
colleclively  helonging 1o
Xingquan that were false or
misleading,

As in the case ol CSL, minor-
ity sharcholders of Xingquan
would have relied on the dis-
closedt information in making
their investment decisions. much
to their detriment.

The fourth offence is particu-
larly deeply troubling. The com-
pany had lhe audacity Lo vecord
cash and hank balances thal were

in the last few years

There have been no further listings of China-based companies on Bursa

false or misleading.

On top of iL, the company and
ils four directors were repri-
manded by Bursa and [ined a
Lolal of RM3.02 mil, for commit-
ting breaches of the Main Markel
Lisling Requiremenls on matters
related lo financial reporting,
corporate governance, [oreign
listing requirement and disclo-
sure. The company was also nol
in compliance with the bourse’s
instruction or directive, These are
serious offences indced.

3 Maxwell International
Holdings Bhd

The SC  also  reprimanded
Maxwell and its direclors and
CFO for:

e Recording in Maxwell's finan-
cial statements a payment of
RMB45.60 mil by its wholly-
owned subsidiary, which
information was false or mis-
leading; and

e Turnishing false or misleading
financial stalements to Bursa.

Again, these are serious
offences.
Non-cooperation is no small
matter

Some of the directors of these
three companies were repri-
manded for their failure to pro-
vide a response to the SC when
served with  writlen  nolices
requesting for information and
for failing to appear before lhe
SC's investigating officer. These
companies did not bother lo
respond Lo the market regulator,

The audacity of these compa-
nies in not complying wilh the
SC’s request is shocking. The
offences menlioned above and
the non-cooperalive stance ol
some of the directors arc indeed
serious. Their nonchalant altitude
is worthy ol drawing even more
severe sanclions.

SCG's reprimands acl as a
warning that action will be taken
on capital marketl offences. The
sanclions imposed are a limely

Source:MSWG

reminder that the integrity of the
capilal markel, the disclosure of
timely reliable information and
inveslor protection are para-
mounl.

In the SCs Annual Report
2018, Parl 2z - Shaping Mavket
Conduct in respect of its enforce-
ment highlights, the commission
highlighted a gist ol administra-
tive action, civil enforcement and
criminal  prosecution  cfforts
taken to achieve credible deter-
rence and instil a culture of good
governance.,

We hope Lhat the regulators
will consider more severe sanc-
tions in future, to drive home a
clear message thal the Malaysian
capilal market will not tolerate
blatant disregard ol its laws and
rules.

While Bursa is having a big
headache in dealing with these
foreign companies, China-based
companies in Singapore are also
causing its regulators a similar
string of prablems. These issues
include  financial ~ distress,
accounting fraud and others jusi
like in Malaysia,

Sharehiolders  must  be
extremely prudent and diligent
when invesling in China-based
companies given their propensity
Lo “gel into trouble™ Shareholders
should err on the side ol caution
- after all, there are more than
900 companies listed on Bursa to
choose [rom.

Finally, weighing the gravity
of the siluation, the Minority
Shareholders Walch Group has
included the China-based com-
panies under the list of compa-
nics to monilor, We feel Lhat
shareholders in these companies
are al a great risk.

We hope that our monitoring
may add a cerlain level of vigi-
lance and accountability on the
parl of these companies’ board of
direclors. Erm
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