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Hong Kong Accounting and Financial Reporting
Council Sets out Its Position on Documentation of
an Auditor’s Work on “Other Information” Included
in the Annual Report of a Listed Entity

On April 28, 2023, in a recently completed investigation
referred from The Stock Exchange of Hong Kong
Limited, the Accounting and Financial Reporting Council
(AFRC) identified an improper practice regarding audit
documentation relating to the work carried out by the
auditor (the Auditor) of a listed entity (the Listed Entity)
on “other information” included in the Listed Entity’s
annual report. Other information represents financial or
non-financial information  (other than financial
statements and the auditor’s report thereon) included in
an entity’s annual report.

The Accounting and Financial Reporting Council (AFRC)
is an independent regulator of accounting profession
established under the Accounting and Financial
Reporting Council Ordinance of Hong Kong. AFRC
spearheads and leads the accounting profession to
constantly raise the level of quality of professional
accountants, and thus protects the public interest.

Requirements _on_obtaining and considering other
information and related documentation

For listed entities, the Hong Kong Standard on Auditing
(HKSA) 720 requires auditors to: obtain the final version
of the annual report documents related to the audit
before the completion of the audit report if possible and
read other information provided by management and
consider any differences with the financial statements.
The auditors must also include a section in the report
that explains the other information obtained and
expected to be obtained. They must also perform the
procedures required by HKSA 720 and document them
in the audit files, including any material inconsistencies
declared in the other information that do not require
reporting. The final version of the other information on
which the auditor has performed the required
procedures must be included in the audit documentation.

There is nothing in the requirements of HKSA 720 that
mandates or suggests that the only item of
documentation required is the final version of the other
information or that it is appropriate to remove earlier
versions that comprise contemporaneous evidence of
the work done at the time it was done. Furthermore,
HKSA 200 explicitly requires that, in order to meet the
overall objectives of the auditor, the auditor must comply
with each relevant requirement in a relevant HKSA and
perform any additional procedures necessary to pursue
the objective in a relevant HKSA.

The practice adopted by the Auditor

The Auditor had obtained from management a version
of documents containing other information before the
date of the auditor's report and performed the
procedures on the other information. That version of the
documents was subsequently removed from the audit
file upon the Auditor obtaining from management, after
the date of the auditor’'s report, a later version of
documents containing the other information. In doing so,
the Auditor copied marks noted in the earlier version
indicating audit work performed on the other information
to the final version.

The AFRC's position

According to AFRC, auditors should ensure that the
audit documentation always meets both the
requirements and objectives of the HKSAs. In complying
with the documentation requirement in HKSA 720, in
order to meet the objective of documentation to enable
the conduct of external inspections, the auditor should
include in the audit file all versions of the documents
containing other information, which the auditor has
obtained from management before or after the date of
the auditor’s report and should not remove previous
documentation that evidences work done before the
date of the auditor's report. Furthermore, the
documentation should clearly indicate the date of receipt
of the final version.

The purposes of the documentation requirements in the
HKSAs include evidencing that the audit was performed
in accordance with and met the objectives of the auditor
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under the HKSAs and to enable the conduct of external
inspections in accordance with applicable requirements.

Including the final version of the other information in the
audit documentation enables an external inspector to
evaluate whether the auditor had in fact obtained the
other information as later published prior to the date of
the auditor's report by comparing the version included in
the audit documentation with the published version of
the other information. If the auditor had not in fact
obtained the other information as later published, the
auditor might not have performed the procedures
required under HKSA 720 on all the material other
information provided to investors. Accordingly, a
statement included in the “Other Information” section of
the auditor's report that the auditor has nothing to report
might be misleading to investors reading the auditor's
report.

As a result of the auditor removing from the audit
documentation the version of the other information they
obtained prior to the date of the auditor's report, the
auditor impeded the ability of the AFRC to establish
whether the auditor had in fact obtained and performed
the procedures required under HKSA 720 on the other
information as subsequently published, prior to the date
of the auditor's report.

Remarks

The investigation conducted by the AFRC into the
auditor of a listed entity has revealed -certain
inappropriate practices in handling audit documentation
of other information. The AFRC emphasised that
auditors must strictly adhere to the requirements of the
HKSA to safeguard public interest. Auditors should
obtain the final version of relevant annual report
documents before completing the audit report, perform
audit procedures on other information provided by
management, and include all versions of other
information in the audit documentation. Additionally,
auditors should not remove any audit documentation to
prove that audit work has been carried out in accordance
with HKSA requirements. Failure to perform necessary
procedures may be misleading to investors reading the
auditor's report. Therefore, auditors must ensure
compliance with all relevant requirements to protect
investors' interests.
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Hong Kong Exchanges and Clearing Limited
Publishes Regulation Newsletter for Listed Issuers:
Disclosure of Business Valuations in Transactions

In June 2023, Hong Kong Exchanges and Clearing
Limited (HKEX) published its June 2023 Regulation
Newsletter for Listed Issuers. The newsletter aims to
keep issuers updated on issuer-related regulatory
developments and support issuers on their compliance
journey. It covers topics including auditing, financial
reporting and related internal control matters;
Compliance with new Rules on share schemes;
Disclosure of business valuations in transactions; and
HKEX’s ongoing journey in application of technology.

Disclosure of business valuations in transactions

Among other things, the HKEX has provided further
clarification on the disclosure of business valuations in
transactions. In a notifiable transaction, the Main Board
Listing Rule 14.58(5) and GEM Listing Rule 19.58(6)
require issuers to disclose the basis for the
consideration and the terms of the transaction. While the
Rules do not generally require an independent business
valuation to support the consideration agreed by the
issuer, HKEX'’s Frequently Asked Question Series 7 No.
21 requires that, where the valuation of a target
company is a primary factor in forming the basis for the
consideration or other material terms of a notifiable
transaction, disclosure of the valuation would need to be
made in the relevant announcement and circular. Further,
the general standard for disclosure requires that
information contained in issuers’ documents must be

accurate and complete in all material respects and not
be misleading or deceptive.

In  HKEX's vetting of issuers’ transaction
announcements, they are particularly focused on
transactions where they are concerned whether the
terms of the transaction (including the consideration) are
fair and reasonable to the issuer and its shareholders as
a whole. In HKEX’s observation, the disclosure in these
issuers’ documents were overly general and simplistic.
While the basis for the consideration for these
transactions was primarily based on independent
valuations, the disclosure about the valuation fell short
of information that was necessary for investors to
understand the underlying valuation methods and
assumptions, bases for adopting them, and how the
valued amount was derived.

Given this, HKEX highlighted some general principles
for disclosure of valuation:

A. Selection of valuation methods

1. Issuers should describe the selected valuation
models and explain why they are selected, in
particular why the methods were appropriate
for the transactions or the target companies.
For example:

»  When applying the discounted cash flows (DCF)
method to value a start-up target company,
issuers should explain how the use of the DCF
method was appropriate in the absence of a
historical track record to substantiate the
forecasts.

»  When applying the market approach to value a
target company engaging in a novel or
innovative industry, issuers should explain how
the use of the market approach is appropriate in
the absence of similar or comparable
companies.

Where more than one valuation method is used, issuers
should disclose the process in analysing the values
derived from different valuation methods and how they
contributed to the appraised value.

B. Valuation assumptions and inputs

1. Issuers should explain, with detail and in specific
terms, their assumptions and adopted valuation
inputs.

2. Where the valuation assumptions and/or inputs
are significantly different from the historical
information of target company/industry or the
parameters of comparable companies, issuers
should further substantiate the fairness and
reasonableness for using the assumptions
and/or inputs.


https://www.afrc.org.hk/media/zfqb1zh4/press-release_documentation-of-an-auditor-s-work_en.pdf
https://www.afrc.org.hk/media/zfqb1zh4/press-release_documentation-of-an-auditor-s-work_en.pdf

J M L

For example:

« Ina DCF valuation where the projected revenue
is premised on a significant growth over the
historical trend of the target company and/or the
projected profit margin is significantly higher
than that of the target company’s industry peers,
the issuer should disclose details of the basis of
projections and explain why such projections
are fair and reasonable for the transaction or the
target company.

« In a market approach valuation, the issuer
should disclose the criteria and process for
selecting comparable companies, and explain
why the selected market comparables are
appropriate in the circumstances. Where the
multiples of comparable companies span
across a wide range, the issuer should further
explain the rationale for including or excluding
any potential outliers, and the basis of deriving
the multiple for the valuation (instead of, for
instance, simply taking an average of the widely
dispersed multiples of “comparable companies”
with questionable comparability).

The issuer is responsible for providing comprehensive
disclosure of relevant valuation information in
announcements and circulars to enable investors to
make an informed judgment about whether the
transaction price is fair and reasonable. However, after
reviewing some issuers' documents, the Hong Kong
Stock Exchange (HKEX) pointed out that the disclosure
of valuation was too brief to allow investors to
understand the valuation methods, assumptions, and
the process leading to the results.

To improve the situation and promote market
transparency, the HKEX has set out detailed guidelines
on valuation disclosure. The HKEX expects issuers to
follow these guidelines, clearly explaining the valuation
methods and models used in the documents, explaining
the rationale for their selection, and providing detailed
disclosure of relevant assumptions, input parameters,
and their basis. When certain assumptions or
parameters differ significantly from the historical trends
of the target company or the industry, the issuer needs
to further explain the reasonableness of adopting them.

In conclusion, by improving the disclosure of business
valuation in transactions, issuers can help investors to
fully understand the transaction terms, especially
whether the transaction price is fair and reasonable and
thereby enhancing market transparency and investor
protection. Issuers should follow the HKEX's guidelines
and provide comprehensive disclosure in documents to
promote the healthy development of the market.

BERERGREEMARAFHR EHTRITALERN:
XTFRHH IS HENEERES

T2023F6 R, BEAXPGREEMBRAT (BIA)
TIR7T 2023 6 AM EHATALKEBN. BERINE
EREEFNRTAREARMN, BHEATALFANE
. HPHERIT. WELREABXAREEEE, A
KBEOITRE (LAY BITRAEIER, £X5H
R SHENKER, XHA%SNBREE LTS
KIEEH.

EX G PN (G EIIRE

Hh, BRANEXZPUVSEENOKEEL TESHN
Bk, ERTAMAZHFT, (EFAMU)  ( (EHRA
W) 28 14.58(5)%F1 GEM L) %5 19.58(6) % B K K47
ABBRNNEERZZOER. RE (TR —
MFEBRXER 5 R R A S EENFET
AMERRG, HEBZAOERERRTILE 21 ARK,
EHBARASMNEERERAT AT ZRNBEME
BEFNEMZ TRRAET, WRATHEXAERERRE
BIZFME. I, HBZFREN—RIE RTA
DIAHREM R AREM B ERT IS D AR KT
B, BHTRSIHIEND .

BRXMAERRTANZZASH, BiXEXHHFK
(BRERN) WETARERFBEZSATEENR
7o BELFIRTREMNOANE, ZFLXTAXMEDN
BRELTERERE, REHEXFRNNEETEET
ThzfhE, EEXGEMNKEANAENILRAET R
BEXREENTERRE. RWZFTENEENR MM
BHEESH.

Ak, BIRFHI A ER RN — RN

A fEETTIERER

1. R ANRHAREGERE, FREEANER
R, BrENMZEEREEETERX SN
BfrRE). fi:
7N AL € 8 (DCR)AXT ¥ 81 B AR A S
TfEEN, KTANSBE, ARZHEVSLE
EXHFHNHERT, HfIXRM DCF JEREE
5.
N BT HENSMEF S HFITLH BARA
SHITHEERN, KT ARBRE ARZEMN
TRIERHASNERT . AEAEATRER
BLEHOE.

MBI —MEETTE WEATARKED ARG
BETESENNEZIENR MR &REEE.



J M L

B. fhERREBASE

1 AOTANFAERRGBREAEENRENER
KM EERASTE.

2. fHAERMEERREESWASHS BIRAT/AT
VHBEABRXLTRLRATDHNSHEAESE
RER, ROAEH—DIERANEEAZE
BRRR/FMASHE A FREOME.

fgn:

o HEMMMESREMESD, HEIRAIHTN
I &8 B F A B E KR K R/ TN FE
Rinm TR, WETANBKEELTNEAE
BOTENE, FERRBEAEIH XTUNX #ITEA R
SHERATMEEAFEIE.

o HEWMHAMEDR, EOTANBEEEFEITEL
RASIMNITERER, HBBEEAXBERLT
EEZETH IR LR ATBELNER.
A RLLRADNFECEE 2, KTARN
H— S RBEEEIH R IEERFENE
B, URSHEERENERE (M (246
ms) XEATLLMFRERN [TTREEBRAT ]
B Z B ERNEHE) .

ROANBREEXR G N ERBRPHFERIKBERAXGER
LR AENZHRNEZEATFEEEHIER . Kif, 5
RETERED RITAX RN, B R EENHEDLTE
B MR A ZFERAETT L. RENSHERNERE.

AWE B et 717% R E, B 5 A ERE A1+
RiEs|. BRPrHAER T ABEZFES] A B0
W BRI RO BT 7R R AR BY, IR B 1389, FF I AR BE
BRERE. AASEEAEKRE. SEEREHISHSE
RABSINELERHEA IV EERERN ZITARBRHE—
FERRMZFREI SN,

EMEZ BINER AR STV SEERE ZTAR
BRAEEE T BIXHEFRFIRXHGRNZELFE
B NMRSTHERERRAERE. RITANERES
RPrEES ] X PR AERAVIKE (R T M R EX
.

Source EIE:

https://www.hkex.com.hk/-/media/HKEX-
Market/Listing/Rules-and-Guidance/Other-Resources/Listed-
Issuers/LIR-Newsletter/newsletter 202306.pdf

Hong Kong Securities and Futures
Commission Consults on Revisions to Takeovers
and Share Buy-Back Rules

On May 19, 2023, the Hong Kong Securities and Futures
Commission (SFC) launched a consultation on
proposed amendments to the Codes on Takeovers and
Mergers and Share Buy-backs (Codes). The
consultation paper introduced some green initiatives
and some proposed amendments to the Codes including
codification of existing practices of the Executive
Director of the SFC’s Corporate Finance Division or any
delegate of the Executive Director (Executive)
clarifications on the Codes and other matters. The major
amendment proposals set out in the Consultation Paper
include voting, acceptances and concert party issues;
chain principle; offer period and timetable; offer
requirements and partial offers; and various
miscellaneous amendments.

Some key proposed changes are summarised below:

Deduction of dividends from offer price

With reference to the regulations governing the payment
of dividends to shareholders of a company that is the
target of a takeover offer, the proposed amendment
specified that an offeror cannot reduce the amount
offered to shareholders by an amount equivalent to any
dividend or distribution paid or payable by the target
company, unless the offeror has specifically reserved
the right to do so in an announcement.

Additionally, if a dividend or other distribution is subject
to withholding or other deductions, the offer
consideration should be reduced by the gross amount
received or receivable by the offeree company
shareholders.

Chain principle

The SFC also proposed changes to the Codes' chain
principle, which applies when there is a mandatory
general offer obligation for a second company after an
acquisition of statutory control of a company, where the
first company controls the second company. Note 8 to
Rule 26.1 sets out the Substantiality Test and the
Purpose Test, which determine whether a chain principle
offer is required. The SFC identifies issues with the
Substantiality Test, including uncertainty regarding asset
and profit comparison, and a lack of specified "look-
back" periods for financial information.

The proposed changes include adding market
capitalisation as a parameter for comparison when
determining the Substantiality Test, codifying the
Executive's practice of considering at least the three
most recent financial periods, and updating Practice
Note 19 to provide further guidance on the Executive's
approach to the Substantiality Test. No changes are
being proposed to the Purpose Test. These changes aim
to address the issues identified by the SFC and provide


https://www.hkex.com.hk/-/media/HKEX-Market/Listing/Rules-and-Guidance/Other-Resources/Listed-Issuers/LIR-Newsletter/newsletter_202306.pdf
https://www.hkex.com.hk/-/media/HKEX-Market/Listing/Rules-and-Guidance/Other-Resources/Listed-Issuers/LIR-Newsletter/newsletter_202306.pdf
https://www.hkex.com.hk/-/media/HKEX-Market/Listing/Rules-and-Guidance/Other-Resources/Listed-Issuers/LIR-Newsletter/newsletter_202306.pdf
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greater clarity and guidance on the application of the
Substantiality Test.

“Put Up or Shut Up” order

The proposed amendments also cover Put Up or Shut
Up (PUSU) orders. A PUSU order essentially requires a
potential offeror to announce its firm intention to make
an offer within a set time period (put up), or to announce
that it will no longer proceed with an offer (shut up). The
purpose of a PUSU order is to prevent the offeree
company from being under siege for an indefinite period,
which may have a negative impact on the offeree
company’s normal business operations. Currently there
is no explicit provision in the Codes relating to the PUSU
orders, the SFC proposes to codify the existing practice
and empower the Executive to impose PUSU orders in
exceptional circumstances.

In determining whether to impose a PUSU order, the
Executive will consider various factors, including the
duration of the offer period, the reason for the delay in
the offeror's announcement, the proposed offer
timetable, the effect of the offer period on the offeree
company, and the conduct of the parties involved in the
takeover bid.

The proposed new Rule 3.9 would allow the offeree
company to request the Executive to impose a time limit
on the potential offeror to clarify its intention with regard
to the offeree company and empower the Executive to
impose such a time limit in exceptional circumstances.
The potential offeror must then either announce a firm
intention to make an offer or declare that it does not
intend to make an offer before the expiry of the time limit.
The new Rule will apply to share buy-back transactions
and will be included in the list set in Rule 5.1(c) of the
Hong Kong Code on Share Buy-backs. Any failure to
comply with a PUSU order will amount to a clear breach
of the Codes, which may lead to disciplinary action being
taken against the relevant parties.

A broader definition of “close relatives”

It is also proposed that the definition of "close relative”
in the Codes to be expanded to include more
relationships that are presumed to be acting in concert,
such as grandparents and grandchildren, a sibling's
spouse or de facto spouse and their children, and the
parents and siblings of a person's spouse or de facto
spouse. The revised definition would also clarify that
“children” include natural, adopted, and step-children.

As aresult of the proposed expansion of definition, more
individuals would be entitled to the benefits of a waiver
under Note 6 to Rule 26.1. The SFC will continue to
allow applications to rebut the presumption of acting in
concert, but arguments based solely on lack of regular
contact or absence of a recent relationship are unlikely

to be accepted as grounds to rebut a presumption
without corroborative evidence (such as, litigation
between family members evidencing a breakdown of
relationship).

In conclusion, the proposed amendments to the Codes
aim to provide more clarity, structure and codification of
existing practices. The changes around dividends, the
chain principle, PUSU orders and the definition of "close
relatives” seek to address issues identified by the SFC,
reduce uncertainty and close potential loopholes. The
amendments would strengthen the Codes and help
ensure more transparent, fair and orderly takeover
activity in Hong Kong's capital markets. The consultation
period ended on June 23, 2023.
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Hong Kong Exchanges and Clearing
Limited Launches Hong Kong Dollar - Renminbi
Dual Counter Model and Dual Counter Market
Making Programme

On June 19, 2023, Hong Kong Exchanges and Clearing
Limited (HKEX) launched its new Hong Kong Dollar
(HKD) - Renminbi (RMB) Dual Counter Model and the
Dual Counter Market Making Programme in its securities
market. A total of 24 Hong Kong-listed companies,
accounting for 40 per cent of the average daily turnover
of the cash equities market, will trade and transact as
Dual Counter securities at launch, offering both HKD
and RMB counters. In addition, nine Exchange
Participants have joined the Dual Counter Market
Making programme as market makers.

Under the new Dual Counter Model, designated shares
listed in both HKD and RMB counters can be traded and
settled in RMB or HKD. Dual Counter Market Makers for
eligible shares offer continuous buy and sell quotes for
securities in the RMB counter, providing liquidity for
HKD-RMB Dual Counter securities trading and
minimising any possible price discrepancies between
the two counters. The Dual Counter Model provides the
groundwork to support the next phase of development
to allow investors from Mainland China to trade Hong
Kong-listed RMB securities through Southbound Stock
Connect.

On the other hand, on June 6, 2023, the Hong Kong
Securities and Futures Commission (SFC) published
revised guidance on short selling reporting and stock
lending record keeping to align with the launch of the
Dual Counter Model in the Hong Kong securities market.

The SFC has updated the Guidance Note on Short
Selling Reporting and Stock Lending Record Keeping
Requirements to cover inter-counter transactions of
securites under the Dual Counter Model.
Corresponding revisions have also been made to the
SFC’s Frequently Asked Questions for Short Position
Reporting.
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The Guidance Note clarifies that as HKD and RMB
counters for the same security are of the same class, the
following inter-counter transactions fall within the current
framework:

(1) when an investor buys a security at one counter
first and sells at another, the sale is considered
an ordinary sale, and

(2) when a Dual Counter Model market maker sells
a security at one counter and buys it at another,
the inter-counter transaction falls under the
current exemption, subject to certain conditions.

HKEX stated that the ongoing internationalisation of the
RMB will be one of the defining characteristics of global
markets in the next decade, and HKEX is delighted to be
taking another step forward in building a liquid and
accessible RMB ecosystem. The launch of the Dual
Counter initiative is the latest broad suite of RMB
products, providing investors with more choice and
companies with another channel to tap the Hong Kong
offshore RMB pool. HKEX also expressed its gratitude
to all market participants, regulators and those involved
whose partnership and collaboration have helped to
continue to reinforce Hong Kong's role as the
preeminent global offshore RMB hub.

The SFC also stated that it supports dual counter trading,
which will help promote the RMB'’s internationalisation
and use as an investment currency. An effective and
efficient mechanism provided for market makers will
help promote liquidity and minimise price differences
between the two counters.
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Hong Kong Securities and Futures Commission
Concludes Consultation on Regulation of Virtual
Asset Trading Platforms

On February 20, 2023, the Hong Kong Securities and
Futures Commission (SFC) issued the Consultation
Paper on the Proposed Regulatory Requirements for
Virtual Asset Trading Platform Operators Licensed by
the SFC. The consultation period ended on March 31,
2023. The proposed regulatory requirements cover safe
custody of assets, Know-Your-Client processes, anti-
money laundering/counter-financing of terrorism
(AML/CFT), avoidance of conflicts of interest, criteria for
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admitting virtual assets for trading, prevention of market
manipulative and abusive activities, accounting and
auditing, risk management and cybersecurity.

On May 23, 2023, the SFC released the Consultation
Conclusions on the Proposed Regulatory Requirements
for Virtual Asset Trading Platform Operators Licensed by
the SFC. Respondents are from industry and
professional associations, professional and consultancy
firms, market participants, licensed corporations,
individuals and other stakeholders. Respondents
generally welcomed the proposed requirements, a
significant majority of respondents agreed to SFC'’s
proposal to allow licensed trading platform operators to
serve retail investors. The SFC will implement a number
of robust measures to protect these investors including
ensuring suitability in the onboarding process, good
governance, enhanced token due diligence, admission
criteria and disclosures.

The Guidelines for Virtual Asset Trading Platform
Operators gazetted on May 25, 2023 have been
effective on June 1, 2023. The Guidelines set out,
among others, safe custody of assets, segregation of
client assets, avoidance of conflicts of interest and
cybersecurity standards and requirements expected of
licensed trading platforms. SFC will provide additional
guidance on the new regulatory requirements, other
implementation details including licence application
procedures, as well as more information about the
transitional arrangements.

The SFC stated that providing clear regulatory
expectations is the key to fostering responsible
development. Hong Kong’s comprehensive virtual
assets regulatory framework follows the principle of
‘same business, same risks, same rules’ and aims to
provide robust investor protection and manage key risks.
This will enable the industry to develop sustainably and
support innovation. SFC welcomes applications from
virtual asset trading platform operators who are
prepared to comply with its standards for a license and
those who do not plan to do so should proceed to an
orderly closure of their business in Hong Kong.

The SFC also stated that they will continue its efforts
with the Investor and Financial Education Council to
warn investors about the risks of trading on unregulated
platforms. In particular, despite the commencement of
the regime on June 1, 2023, the SFC has yet to approve
any virtual asset trading platform to provide services to
retail investors and most virtual asset trading platforms
currently accessible by the public are not regulated by
the SFC.
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Hong Kong Securities and Futures Commission
Concludes Consultation on the Position Limit
Regime

On November 22, 2022, the Hong Kong Securities and
Futures Commission (SFC) published the Consultation
Conclusions and Further Consultation on proposed
changes to the Securities and Futures (Contracts Limits
and Reportable Positions) Rules and the Guidance Note
on Position Limits and Large Open Position Reporting
Requirements. The SFC concluded some of the
proposals including:

(1) expanding the list of “specified contracts” for
granting excess position limits;

(2) prescribing position limits and reporting levels
for some new contracts;

(3) increasing the position limit for renminbi
currency contracts;

(4) imposing large open position reporting
requirements for holiday trading contracts;

(5) clarifying the circumstances under which a
clearing participant is not regarded as having
discretion over its clients’ positions; and

(6) introducing an excess position limit regime for
clearing participants.

On June 5, 2023, the SFC published conclusions to its
further consultation on proposed changes to the position
limit regime for the derivatives market. These include
imposing obligations on asset managers who manage
funds or sub-funds of umbrella funds and amending the
Securities and Futures (Contracts Limits and Reportable
Positions) Rules in response to HKEX's proposed
enhancements to its position limit regime. The
obligations relate to the application of position limits and
reporting requirements to funds. Other changes include
revising the statutory position limits for stock options and
stock futures contracts and removing the additional
position limits for mini stock index futures and options
contracts.

After considering market feedback, the SFC will
implement the proposed changes to give more clarity on
regulatory requirements in relation to funds to facilitate
compliance and provide more flexibility to the market by
increasing position limits for certain products. Subject to
the legislative process, the SFC plans for the law
changes to come into effect in December 2023.
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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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