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The People’s Bank of China, Hong Kong Securities
and Futures Commission and Hong Kong Monetary
Authority Commences Mutual Access Between the
Mainland and Hong Kong Interest Rate Swap
Markets

On July 4, 2022, the People’s Bank of China (PBoC),
the Securities and Futures Commission (SFC) and the
Hong Kong Monetary Authority (HKMA) made a joint
announcement on July 4, 2022 on their agreement for
China Foreign Exchange Trade System (National
Interbank Funding Center) (CFETS), Shanghai Clearing
House (SHCH) and OTC Clearing Hong Kong Limited
(OTC Clear) to collaborate in developing Swap Connect
— mutual access between the Mainland and Hong Kong
interest rate swap markets.

Swap Connect refers to an arrangement which will
enable investors to participate in the financial derivatives
markets in the Mainland and Hong Kong through a
connection between Infrastructure Institutions in both
places. At the initial stage, Northbound Trading will
commence first, allowing investors from Hong Kong and
other countries and regions (Overseas Investors) to
participate in the Mainland interbank financial
derivatives market through mutual access between
Hong Kong and Mainland Infrastructure Institutions in
respect of trading, clearing and settlement. Southbound
Trading, which allows Mainland investors to access the
Hong Kong financial derivatives market through mutual
access between Infrastructure Institutions in both
places, will be explored in due course.

The program begins with Northbound Trading, allowing
overseas investors from Hong Kong and other countries
and regions to participate in the Mainland interbank
financial derivatives market through a connection
between financial infrastructure institutions in the two
markets. Northbound Trading of Swap Connect was
launched on May 15, 2023. The main trading and
clearing arrangements under Northbound Trading of
Swap Connect are as follow:

At the initial stage of the Swap Connect, eligible
products will include interest rate swap contracts. The
guotation, transaction and settlement currency will be in
renminbi (RMB). In order to participate in Northbound
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Trading, Mainland investors (i.e. Swap Connect
Dealers) shall sign an agreement with CFETS for
providing price quotation and also be a Clearing Member
of SHCH or a client of such a Clearing Member;
overseas investors shall be overseas institutional
investors who meet the PBoC's requirements and have
completed filings for participating in the Mainland
interbank bond market, and have been granted trading
permission for Northbound Trading by CFETS.
Overseas investors who intend to apply for Northbound
Trading permission shall apply to OTC Clear to become
its Clearing Member or a client of such a Clearing
Member.

For trading quota, at the initial stage, the daily net
notional principal amounts of the interest rate swap
contracts traded by all overseas investors under
Northbound Trading shall not exceed RMB20 billion.
Subsequently, the quota amount may be adjusted as
and when appropriate based on market conditions. For
Clearing quota, SHCH and OTC Clear will establish a
Swap Connect financial resources pool in respect of the
risk exposure between the two clearing houses. At the
initial stage, the Swap Connect financial resources pool
corresponding to the risk exposure of the net positions
between SHCH and OTC Clear shall not exceed RMB4
billion. Subsequently, the quota amount may be
adjusted as and when appropriate based on market
conditions.

Swap Connect is the latest development in the
pioneering Connect Program and has been warmly
welcomed by regional and international investors. On
the first day of the program’s launch, 27 offshore
investors traded onshore RMB interest rate swaps with
a notional value exceeding RMB8,259 million.

The launch of Bond Connect in 2017, part of the broader
Connect program, was an important first milestone in the
opening of the Mainland bond market. This marked the
beginning of even closer cooperation between Mainland
China and Hong Kong's fixed-income markets. Since
that time, international investors’ onshore bond holdings
have grown steadily from RMBO0.8 trillion in June 2017
to RMB3.4 trillion in December 2022, up by about 300%
from that of 2017 when the scheme was first launched.

Remarks
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Swap Connect is an important measure of the Central
Government to support the development of Hong Kong
and enhance Mainland-Hong Kong cooperation. By
delivering enhanced risk management capabilities,
Swap Connect will enable wider international
involvement in China's fixed-income market. This will, in
turn, help fortify Hong Kong's position as a premier
global financial center while also propelling the growth
of China's bond market and the internationalization of
the RMB.

The regulators of the financial derivatives markets in
Hong Kong and the Mainland will respectively take all
necessary measures to establish effective mechanisms
under Swap Connect to handle any misconduct in a
timely manner for the purpose of investor protection on
both sides. The regulators of the financial derivatives
markets in Hong Kong and the Mainland will enter into a
memorandum of understanding on supervisory
cooperation to establish regulatory collaboration
arrangements and liaison mechanisms so as to maintain
the stability, fairness and orderly trading of financial
markets. Clearing Members shall comply with relevant
regulatory requirements and operational rules,
strengthen internal controls, prevent and manage risks,
enhance investor education and services, and
effectively safeguard the legitimate rights and interests
of investors. Investors should familiarize themselves
with the differences in laws, regulations, operational
rules and practices between the Mainland and Hong
Kong markets, assess and control risks, and invest
rationally.
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Hong Kong Exchanges and Clearing
Limited Launches Hong Kong Dollar - Renminbi
Dual Counter Mode on June 19, 2023

On May 19, 2023, Hong Kong Exchanges and Clearing
Limited (HKEX) announced that it will launch the Hong
Kong Dollar (HKD)-Renminbi (RMB) Dual Counter
Model (Model) and the Dual Counter Market Making
Program in its securities market on June 19, 2023,
subject to the market readiness. The Model and market
making mechanism will further support the trading and
settlement of RMB-denominated securities in Hong
Kong.

HKEX has published relevant rule amendments
regarding the introduction of the Dual Counter Mode and
the dual counter market making mechanism and
welcomes market participants to apply to become a
"Dual Counter Market Maker." Interested Exchange
Participants can apply to become a Dual Counter Market
Maker for eligible securities according to relevant rules.
Dual Counter Market Makers will provide bid and ask
quotes for RMB-denominated stocks, providing liquidity
for the RMB counter and narrowing the price difference
between the two counters. The initial list of dual counter
securities and market makers will be announced in due
course.

Under the Model, investors can interchange securities
listed in both HKD and RMB counters. Since the
securities under the two counters belong to the same
class, they can be converted between each other
without changing beneficial ownership.

As preparation, HKEX has arranged a series of tests and
exercises between May and June to help market
participants familiarize themselves with securities
trading and settlement under the Dual Counter Mode.

HKEX remarked that the new Dual Counter Model is
another key milestone in the development of Hong
Kong’s capital markets. It will give issuers and investors
more choice, it will enrich Hong Kong’s RMB products
ecosystem, cementing its role as the world’s leading

offshore RMB hub, and it will support the ongoing
internationalization of the RMB.
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The Stock Exchange of Hong Kong Limited
Publishes Consultation Paper on Enhancement of
Climate Disclosure under ESG Framework

On April 14, 2023, the Stock Exchange of Hong Kong
Limited (the Exchange) published a consultation paper
seeking market feedback on proposals to enhance
climate-related disclosures under the environmental,
social and governance (ESG) framework. Interested
parties can respond to the consultation paper by
submitting a questionnaire on the HKEX website by July
14, 2023.
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The Exchange proposes to mandate all issuers to make
climate-related disclosures in their ESG reports and
introduce new climate-related disclosures aligned with
the International Sustainability Standards Board (ISSB)
Climate Standard. The ISSB Climate Standard builds on
the principles of the TCFD recommendations and sets
out detailed climate disclosures. The proposals mark a
significant milestone in achieving the commitment to
mandate TCFD-aligned disclosures by 2025 as
announced by the Hong Kong Green and Sustainable
Finance Cross-Agency Steering Group. Acknowledging
the readiness of the issuers and their concerns, the
Exchange proposes interim provisions for certain
disclosures (eg financial effects of climate-related risks
and opportunities, scope 3 emissions and certain cross-
industry metrics) for the first two reporting years
following the effective date of January 1, 2024.

A summary of the new climate-related disclosure
requirements are as follows:

e Governance: Disclosure of the issuer’s
governance process, controls and procedures
used to monitor and manage climate-related
risks and opportunities;

e Strategy: Disclosure of material climate-related
risks and opportunities and their impact on
business, business model and strategy;
disclosure of responses and targets; disclosure
of climate resilience and the method used for
assessment; disclosure of existing and
expected financial impacts (quantitative and
qualitative).

¢ Risk management: Disclosure of the issuer's
processes for identifying, assessing and
managing climate risks and opportunities.

e Metrics and targets: disclosure of Greenhouse
gas emissions (scopes 1, 2 and 3); disclosure of
Cross-industry metrics; disclosure of internal
carbon price; disclosure of -climate-related
considerations in remuneration policies.

HKEX represented that it sees itself as a change agent
promoting sustainability across its business, operations,
and markets. It was stated that due to climate change
being a global concern and focus, investors are
demanding more information on how climate issues and
related policy change could impact an issuer's assets,
business operations, and financials. The proposals put
forth by HKEX aim to accelerate the building of resiliency
and the sustainability journey of their issuers, further
strengthening Hong Kong's position as a trusted and
attractive venue for capital raising,
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Hong Kong Securities and Futures Commission and
the China Securities Regulatory Commission Hold
High-Level Enforcement Cooperation Meeting

The Hong Kong Securities and Futures Commission
(SFC) and the China Securities Regulatory Commission
(CSRC) recently held the 14th regular high-level
meeting on enforcement cooperation in April 2023. This
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was the first physical meeting between the two
regulators' enforcement units since the 2020 pandemic,
during which in-depth discussions were conducted to
facilitate effective enforcement cooperation.

Since 2016, the SFC and CSRC have achieved
favorable  outcomes from their  cross-border
enforcement cooperation, including establishing regular
and multi-level meetings, collectively resolving
enforcement cooperation policy issues, and successfully
collaborating on providing investigative assistance and
prioritizing support for major or urgent cases. At the
meeting, the two parties discussed further jointly
investigating important cases of common concern,
exploring effective ways for securities regulators and
police in the two places to crack down on cross-border
securities violations, maintaining high-quality
cooperation, and resuming in-person joint training for
enforcement officers. During the meeting, the
enforcement departments of the two regulators also held
discussions with the relevant departments of Hong Kong
Independent Commission Against Corruption and the
Hong Kong Commercial Crime Bureau on providing
enforcement cooperation in accordance with their
respective functions and duties.

SFC expressed appreciation for the long-term support
provided by CSRC for their enforcement work. SFC
anticipates further enhancement in their strategic
partnership. SFC also expressed their intent to expand
and deepen enforcement cooperation, develop new
approaches and mechanisms to achieve breakthroughs,
and combat and deter cross-border securities offenses
through joint efforts to protect investor interests and
maintain the robust and sustainable development of
Hong Kong and Mainland capital markets.

As the capital markets in the two places become more
interconnected, the enforcement cooperation will
constantly face new challenges and opportunities.
Strengthening cooperation between SFC and CSRC will
help combat cross-border securities violations and
protect investors.
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The Hong Kong Monetary Authority Publishes “AML
Regtech: Network Analytics” Report

On May 9, 2023, the Hong Kong Monetary Authority
(HKMA) published a professional research report to
explore the application of network analysis technology in
preventing fraud and other financial crimes. The report
emphasizes that the combination of intelligence-driven
analytical tools and rules-based regulatory systems can
strengthen banks' anti-fraud work in preventing,
detecting and stopping financial crimes.

From November 2021 to the present, the HKMA and
Cyberport co-hosted three " Anti-Money Laundering
(AML) Regtech Lab (AMLab), with support from
Deloitte. The AMLab series strengthens banks’
capabilities to protect customers from fraud and financial
crime losses by encouraging innovation and Regtech
adoption, providing the most relevant knowledge and
unigue access to industry experts and service providers.

The report highlights the experience of relevant banks in
adopting this technology, provides practical insights and
expert opinions to help the industry explore and adopt
network analysis technology. Through the Fraud and
Anti-Money Laundering Intelligence Task Force
(Intelligence Task Force), a public-private partnership
platform, the Hong Kong Police Force, the HKMA and
23 banks share information with each other to obtain
more intelligence and apply network analysis tools. this
capability has already resulted in banks increasing the
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number of intelligence-led suspicious transaction
reports by 319% in 2022 compared with 2021, leading
to an increase of 113% in criminal proceeds restrained
or confiscated.

The HKMA noted that the financial crime landscape is
ever-changing: criminals are becoming more creative
and fraud networks are becoming increasingly complex.
the HKMA has transformed the way it works with banks
to shape the direction of innovation in AML work. Fraud
prevention and detection is a common purpose and
priority the HKMA shares with all stakeholders in the
ecosystem including banks and law enforcement
agencies. Working collaboratively, the HKMA will scale
up the use of data and technology in the fight against
abuse of financial system by fraudsters and criminals,
with a view to maintaining safety and efficiency of Hong
Kong’'s banking system. This important work is part of
the HKMA's ongoing strategy to promote Regtech
adoption by banks in order to enhance their AML system
effectiveness and reduce the harm from deception and
other financial crimes.

Under its “Fintech 2025” strategy, the HKMA will
continue to support innovation and banks’ Regtech
adoption in promoting an ecosystem response to
deception, including co-hosting a further AMLab with
Cyberport, which will involve all retail banks and feature
a deep dive into the technology and data requirements
underpinning anti-deception efforts. The HKMA
continues to work closely with banks and stakeholders
in the ecosystem to introduce innovative ways of
reducing and preventing the harm and losses from fraud
and financial crime.
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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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