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Hong Kong Continues to Drive Initiatives to Support
Capitalizing Sustainable Finance Opportunities in
the Asia-Pacific Region

On November 24, 2023, we published our article in this
column remarking that Hong Kong is well-positioned to
lead the way in areas such as ESG digitalization and
inclusion under the Belt and Road Initiative. On January
8, 2024, the Green and Sustainable Finance Cross-
Agency Steering Group (Steering Group) announced
that it has formulated key initiatives to support
capitalizing sustainable finance opportunities in the
Asia-Pacific Region for the coming year.

In May 2020, the Hong Kong Securities and Futures
Commission (SFC) and the Hong Kong Monetary
Authority (HKMA) initiated the establishment of the
Green and Sustainable Finance Cross-Agency Steering
Group. Other members include the Hong Kong
Accounting and Financial Reporting Council (AFRC).
Environment Bureau of the Hong Kong Special
Administrative Region Government, Financial Services
and the Treasury Bureau (FSTB) of the Hong Kong
Special Administrative Region Government (FSTB),
Hong Kong Exchanges and Clearing Limited, Insurance
Authority of Hong Kong (IA) and the Mandatory
Provident Fund Schemes Authority of Hong Kong
(MPFA).

The meeting agreed on three key initiatives to capture
financing and investment opportunities from the Asia-
Pacific Region’s low carbon transition.

1. Adopting International Financial Reporting
Standards (IFRS) Sustainability Disclosure
Standards locally as appropriate. A new
working group, co-led by the FSTB and the
SFC, reported to the Steering Group on the
progress in developing a roadmap on the
appropriate  adoption of the IFRS
Sustainability Disclosure Standards. The
roadmap will comprise four key areas —
sustainability reporting, assurance, data and
technology, and capacity building. The
working group will start engaging with
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stakeholders to identify Hong Kong-specific
circumstances that should be considered
when implementing international reporting
standards.

2. Leveraging technology to  support
sustainability reporting and data
analysis. The Steering Group decided to
organize an event in Q1 2024 to showcase
potential green fintech use cases to scale the
sustainable finance market. In the coming
months, it will launch enhancements to
its website, including the Climate and
Environmental Risk Questionnaire for Non-
listed companies (Questionnaire) in digital
format, and new greenhouse gas emissions
calculation and estimation tools jointly
developed with the Hong Kong University of
Science and Technology. It will also explore
new features that would enable broader
consent-based sharing of the data collected
through the Questionnaire.

3. Supporting the development of transition
finance to consolidate Hong Kong’s role as
a leading sustainable finance hub. The
Steering Group identified transition finance as
a priority for 2024. Its members have continued
to make progress in integrating transition
considerations into their policy work to support
sustainable finance development. The
Steering Group will broaden the development
of its local taxonomy to cover transition
activities, work with regional and international
partners on capacity building and elevate
Hong Kong’s thought leadership in the net-
zero transition.

As an international financial center, Hong Kong's
development of a roadmap for the local sustainability
disclosures ecosystem is a key priority. Adopting the
IFRS Sustainability Disclosure Standards locally
requires collective action by both the public and private
sectors. Hong Kong has been actively engaging with
regional stakeholders and promoting technological
solutions to support interoperability with global markets
and alignment of common metrics, thereby bolstering
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Hong Kong’s position as a leading sustainable finance
hub.

Disclosure remains a key focus of the Steering Group.
The group is working on the local adoption of the IFRS
Sustainability Disclosure Standards while taking steps to
ensure the availability of the data, talents, capability and
technologies needed for their implementation. At the
same time, it continues to work with local and
international stakeholders in promoting the development
of transition finance, which is particularly relevant to Asia
where there is a pressing need to balance sustainability
with economic development.

Comparing Hong Kong and Singapore's Initiatives

In comparison, Singapore has also been proactive in
driving sustainable finance initiatives. The Monetary
Authority of Singapore (MAS) has launched the
Singapore-Asia Taxonomy for Sustainable Finance,
which sets out detailed thresholds and criteria for
defining green economic activities, with a focus on
climate change mitigation, adaptation, protecting
healthy ecosystems and biodiversity, promoting
resource resilience and circular economy, and pollution
prevention and control. MAS has also convened the
Green Finance Industry Taskforce (GFIT), an industry-
led initiative that focuses on key initiatives, including the
development of the taxonomy, improving disclosures,
fostering green finance solutions, and enhancing
environmental risk management practices of financial
institutions. These efforts reflect MAS's commitment to
steering the financial sector towards a strong
sustainability focus and promoting the development of
sustainable and green finance in Singapore.

Both jurisdictions emphasize the development of
sustainability taxonomies and disclosure standards
aligned with global norms. This allows their markets to
better engage with international capital seeking green
investment. Their initiatives also leverage new
technologies to streamline ESG data reporting and
analysis, in recognition of the growing data and
analytical needs of sustainable finance.

Overall, while Hong Kong's efforts are coordinated by
the Cross-Agency Steering Group, Singapore leverages
industry task forces and public-private partnerships led
by MAS. Nonetheless, both feature collaboration
between regulators, exchanges, and other financial
stakeholders. Their outreach also extends to regional
capacity building initiatives that harness Asia's vast
sustainable funding requirements.

Remarks
The Steering Group's initiatives demonstrate Hong

Kong's commitment to promoting sustainable finance.
By developing a disclosure framework aligned with IFRS

standards, the city aims to provide transparency and
comparability. Enhancing digital ESG reporting and data
analytics will attract more sustainable capital. Prioritizing
transition finance underscores pressing regional
decarbonization needs.

Similar to comparable initiatives by Singapore’s MAS,
both jurisdictions emphasize taxonomy development,
reporting standards, and technology-enabled ESG
disclosure. Collaborative cross-sector, public-private
approaches with regional capacity building showcase
shared goals of sustaining development and advancing
low-carbon growth internationally. Coordinated multi-
stakeholder efforts paired with innovation-backed
strategies position Hong Kong as Asia’s sustainable
finance leader.

The Steering Group’s work supports directing funding
toward crucial environmental and social objectives. With
persistent dedication to regulatory clarity and
modernized reporting infrastructure, Hong Kong
continues solidifying its place at the forefront of
channeling investment capital sustainability throughout
Asia and beyond.
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Source EjE:
https://apps.sfc.hk/edistributionWeb/gateway/EN/news-and-
announcements/news/doc?refNo=24PR1
https://www.mas.gov.sg/development/sustainable-
finance/sustainable-finance-solutions
https://www.mas.gov.sg/-/media/mas-media-
library/development/sustainable-finance/singaporeasia-
taxonomy-dec-2023.pdf
https://www.hkma.gov.hk/eng/news-and-media/press-
releases/2023/08/20230807-3/

Implications and Significance of the Latest Listing
Rule Changes for Listed Issuers

The Hong Kong Exchanges and Clearing Limited (HKEX)
has implemented a series of amendments to the Main
Board and GEM Listing Rules that have come into effect
on December 29, 2023. The changes are aimed at
streamlining regulatory requirements, enhancing
disclosure standards, and aligning the Listing Rules with
international best practices.

The latest changes to the Listing Rules have significant
implications for listed issuers. The abolition of Form B,
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self-declaration by issuers in Annual Reports, and the
substantial re-alignment of the Listing Rules' appendices
are key areas of impact. Additionally, the new rules
3.09C-D of the Main Board Listing Rules (Listing Rules)
and changes related to disclosure in issuers' documents
have far-reaching effects. The following is an overview
of the implications of these changes:

Abolition of Form B and Self-Declaration by Issuers in
Annual Reports

The abolition of Form B is a significant change that
streamlines issuers' communications with the Exchange
and their shareholders. This change simplifies the
submission of documents and eliminates the need for
certain undertakings, confirmations, and declarations.
As a result, listed issuers may experience reduced
administrative burden and greater efficiency in their
communications with the Exchange and shareholders.

The requirements of disclosure of directors' interests in
Form B, has been removed and replaced with new
Listing Rules 3.09C and 3.09D. Under the updated
framework, issuers must include annual self-
declarations regarding directors' interests and corporate
governance compliance matters directly in their annual
reports instead of submitting a separate form.

While streamlining the filing process, issuers should

note applicable disclosure standards remain unchanged.

As stated in HKEX's November 2023 issue of Listed
Issuer Regulation Newsletter, the new Rules still
mandate all relevant information be properly addressed
and presented within annual reports. Failure to
comprehensively disclose could result in non-
compliance. Issuers are advised to review sample
disclosures and update internal processes to
systematically capture the necessary details. This
change places greater responsibility on the issuers to
ensure routine compliance matters are accurately
disclosed in their Annual Reports. It also reflects a move
towards more transparent and accountable reporting
practices.

Substantial Re-alignment of the Appendices to the
Listing Rules

In alignment with abolishing Form B, other periodic
declarations may also now be disclosed in published
documents versus separate submissions. For example,
independent directors' independence confirmations and
auditors' reports on continuing connected transactions
can be included in annual reports.

Additionally, the Listing Rules' appendices have
undergone extensive reorganization for consistency.
Issuers must examine changes to procedural guidelines
like the revised general and share mandate limits now
uniformly based on total issued shares for PRC issuers.

Though streamlining obligations, issuers are still
accountable for fulfilling substantive disclosure
standards. It may also necessitate adjustments to
internal processes and systems to accommodate the re-
aligned appendices.

Streamlined Shareholder Communication Under the
Updated Listing Rules

A significant amendment to the Listing Rules updates
how issuers disseminate corporate communications to
shareholders. Previously, issuers were required to seek
individual shareholder consent to distribute documents
electronically through express, deemed or implied
methods. The new rules instead mandate that all
corporate  disclosures must be disseminated
electronically as the default mechanism, effective from
December 31, 2023.

This transition to a fully paperless regime aims to
improve efficiency while advancing sustainability goals.
However, as emphasized in HKEX's guidance, it also
represents a major operational change that requires
issuers to carefully plan implementation. Issuers must
examine  shareholders' existing communication
preferences and test updated disclosure procedures.
While most disclosures can be distributed online,
actionable documents still need individual delivery.
Arrangements allowing physical copies upon request
must also be disclosed prominently. Thorough
preparation such as surveying investors, revising
protocols and ensuring system interoperability is
necessary for a smooth transition. Proper planning will
help listed firms continuously meet compliance
standards under the new rules amid this shift to full
electronic dissemination.

Disclosure in Issuers’ Documents in Lieu of Submission
to the Exchange

The latest changes to the Listing Rules have introduced
new provisions that allow listed issuers to disclose
certain information in their documents, such as annual
reports, instead of submitting it to the Exchange. This
streamlines the communication process between
issuers and the Exchange, reducing the administrative
burden associated with submitting various documents.

For example, listed issuers can now disclose the annual
confirmation by auditors on continuing connected
transactions in their annual reports, rather than
submitting a separate document to the Exchange. This
simplification of the reporting process allows issuers to
focus on their core business operations while ensuring
continued compliance with the Listing Rules.

Disclosure in Annual Reports of Annual Confirmation by
Auditors on Continuing Connected Transactions and by
Independent Directors on Their Independence
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The new provisions in the Listing Rules require listed
issuers to disclose the annual confirmation by auditors
on continuing connected transactions and the annual
confirmation by independent directors on their
independence in their annual reports. This enhanced
transparency promotes good corporate governance
practices and helps investors make informed decisions.

For instance, the annual confirmation by auditors on
continuing connected transactions is a crucial disclosure
that assures investors of the accuracy and
completeness of the financial statements. Similarly, the
annual confirmation by independent directors on their
independence is essential for maintaining investor
confidence in the company's governance structure.

Disclosure in Transaction Announcements or Circulars
of Matters Relating to Profit Forecast

The latest changes to the Listing Rules also include
provisions for disclosing matters related to profit forecast
in transaction announcements or circulars. For example,
listed issuers must include letters from auditors and
financial advisers, as well as confirmations by the board
that they have made the forecast after due and careful
enquiry. This increased transparency helps investors
understand the company's financial outlook and make
informed investment decisions.

Disclosure in Directors’ Appointment Announcements of
Independent Directors’ Confirmation of Independence
with Reasons

The new Listing Rules also require listed issuers to
disclose the confirmation of independence with reasons
in their directors' appointment announcements. This
disclosure promotes corporate transparency and allows
investors to assess the independence of the company's
directors. For instance, the disclosure should detail any
relationships or circumstances that could lead to a
reasonable doubt about the director's independence.

Disclosure in Next Day Returns of Notification to the
Exchange on Changes in Listed Securities of Issuers

The latest changes to the Listing Rules also include
provisions for disclosing notifications to the Exchange on
changes in listed securities of issuers in their next day
returns. This real-time disclosure ensures that investors
have access to up-to-date information on changes in the
company's listed securities, promoting efficient and
transparent market operations.

Remarks
The recent Listing Rule amendments mark a significant

milestone in Hong Kong's ongoing efforts to balance
efficiency gains with robust governance standards. By

streamlining requirements and enabling electronic
communications, the HKEX aims to reduce red tape
while facilitating sustainable growth. However, the
successful implementation of these well-intentioned
changes relies upon thoughtful action from listed issuers.
Companies must rise to the challenge of effectively
integrating myriad new provisions through diligent
internal review and stakeholder engagement.

While administrative burdens are relieved, disclosure
responsibilities remain paramount. Issuers now
shoulder greater onus to proactively report matters
directly to shareholders and investors. By navigating the
regulatory change, Hong Kong's capital markets may
continue flourishing on a foundation of transparency,
fairness and world-leading standards of governance.
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Hong Kong Securities and Futures Commission and
Hong Kong Monetary Authority Issues Joint Circular
on Intermediaries’ Virtual Asset-related Activities

On December 22, 2023, the Hong Kong Securities and
Futures Commission (SFC) and the Hong Kong
Monetary Authority (HKMA) have issued a joint circular
(Circular) updating regulatory guidelines for licensed
intermediaries involved with virtual assets. As the virtual
asset landscape has rapidly evolved, more clarification
was needed around distribution of virtual asset products,
dealing services and asset management.

The Circular will supersede the joint circulars on
intermediaries’ VA-related activities issued on October
20, 2023 and January 28, 2022 issued by SFC and
HKMA. Specifically, this updated circular clearly
specifies the requirements applicable to intermediaries
when they distribute VA-related products; and sets out
the standards of conduct expected of intermediaries
when distributing VA funds authorised by the SFC.

The Circular brings much needed clarity to suitability

requirements and additional investor protections applied.

When distributing complex virtual asset funds and
exchange-traded products, intermediaries must follow
complex product rules including suitability assessment.
Stricter controls are imposed such as limiting sales to
professional investors.

Exemptions allow some exchange-traded derivatives
like futures contracts and virtual asset exchange-traded
fund (ETF) traded on designated platforms to be offered
without suitability checks if existing derivative product
requirements are met.

For SFC authorized public offer virtual asset funds,
restrictions are lifted if traded on exchange. However,
off-exchange must comply with suitability and disclosure
obligations. Due diligence standards are stipulated for
non-SFC authorized funds.

Intermediaries can only provide trading services through
omnibus accounts with SFC-licensed platforms. Strong
know-your-client and suitability assessments of risk
tolerance and financial capacity are mandatory before
serving retail clients. Controls ensure trading is
restricted to assets available to retail investors.

The Circular allows intermediaries to provide dealing
services in the capacity of an introducing agent. Under
the introducing agent model, intermediaries are
responsible for referring clients to SFC-licensed virtual
asset trading platforms. The clients would then directly
establish business relationships with the platforms to
conduct trading.

In such an arrangement, intermediaries should not relay
any orders to the platforms on behalf of the clients, nor
hold any client assets, including fiat currencies or virtual
assets. The SFC would impose this requirement as a
licensing or registration condition for intermediaries.

To enhance client asset protection, the circular specifies
that intermediaries can only custody client funds through
designated means. Intermediaries are only allowed to
deposit client funds in segregated accounts maintained
with two types of entities: one being the intermediaries'
partnered SFC-authorized platforms; the other being
authorized financial institutions or their subsidiaries that
meet standards issued by the HKMA from time to time.
This ensures client funds receive robust segregation
protection.

Additional Type 9 license conditions apply to portfolio
managers exceeding de minimis thresholds for virtual
asset investment. Guidance clarifies discretionary
managers of other business types can invest only up to
10% of assets in virtual assets.

Suitability obligations including assessing
appropriateness of any recommendations or
solicitations continue to govern advisory services related
to virtual assets or virtual asset products for different
business types. Recommendations to retail investors
must involve highly liquid, widely tracked assets
available on local platforms.

Intermediaries which are already providing VA dealing
services to non-qualified corporate professional
investors38 and individual professional investors and
wish to continue providing such services to them should
revise their systems and controls to align with the
updated requirements. As mentioned in the joint circular
on intermediaries’ VA-related activities issued on
October 20, 2023, there will be a three-month transition
period for intermediaries serving the existing clients of
their VA dealing services before the expected
requirements are fully implemented. For the avoidance
of doubt, this transitional period will end on January 20,
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2024. Intermediaries which do not currently engage in
VA-related activities or which plan to extend their VA
dealing services to non-qualified corporate professional
investors, individual professional investors, or retail
investors should ensure that they are able to comply with
the requirements in this circular before introducing such
services.

The Circular brings virtual asset regulations more in line
with how securities rules apply. Emphasis on strong
custody controls, stringent client qualification and
restricting offerings aim to assure investors their assets
and interests remain paramount amid the high risk digital
asset class.
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Hong Kong Securities and Futures Commission
Warns Public of Unauthorised Investment Product
and Suspected Virtual Asset-Related Fraud

In December 2023, the Hong Kong Securities and
Futures Commission (SFC) demonstrated its resolve to
safeguard the virtual asset space through targeted
enforcement actions against activities contravening
Hong Kong regulations.

LonShiX and Bitbank (Global) Financial Holding Group

On December 20, 2023, SFC warned the public to
beware of entities operating under the names of
“LonShiX” and “Bitbank (Global) Financial Holding
Group”, suspected of engaging in fraudulent activities
purporting to be related to virtual assets.
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The SFC notes that LonShiX claims to be located in
Hong Kong with a fake address on its website. Through
individuals falsely claiming to be investment
professionals authorised by banks on social media
platforms and instant messaging apps, LonShiX lures
investors to open investment accounts. Bitbank (Global)
Financial Holding Group has adopted a name that is
very similar to that of a cryptocurrency exchange based
in Japan, when in fact they are not associated.

The SFC also suspects that Bitbank (Global) Financial
Holding Group may have disseminated false and
misleading information about itself and its business
through online channels, including its website and social
media platforms, claiming that it has obtained SFC
licences and begun to apply for a virtual asset service
provider’s licence. It has claimed to have obtained Type
1 (dealing in securities), Type 4 (advising on securities)
and Type 9 (asset management) licences. It has also
claimed to have applied for Type 7 (providing automated
trading services) and virtual asset service provider
licences in June 2023.

None of the above claims is true, but they may give a
false and misleading impression that Bitbank (Global)
Financial Holding Group’s services and business are
properly licensed and legitimate, inducing others to trade
on its platform.

At the SFC'’s request, the Hong Kong Police Force has
taken steps to block access to the websites of LonShiX
and Bitbank (Global) Financial Holding Group, as well as
the relevant X accounts

EAsyGOIld Trend and EAsyGOld Plus

In its next notice on December 21, 2023, SFC warned
the public of an unauthorised investment product
involving automatic trading systems which invest in gold
contracts for differences named “EAsyGOId TrendTM”
and “EAsyGOld PlusTM” (collectively as the Product).

The Product has not been authorised by the SFC for
offering to the Hong Kong public and is suspected to
have breached the Securities and Futures Ordinance
(SFO).

The Product displays characteristics of a collective
investment scheme (CIS) as defined in section 1 of Part
1 of Schedule 1 to the SFO. Itis an offence under section
103 of the SFO for a person to issue, whether in Hong
Kong or elsewhere, an advertisement, invitation or
document which is or contains an invitation to the Hong
Kong public to acquire an interest in or participate in a
CIS, unless the SFC has authorised the issue or an
exemption applies. In general, CIS must be sold by an
intermediary licensed by or registered with the SFC.

Unauthorised CIS may generally be sold to professional
investors only.

It is an offence under section 114 of the SFO for a
person to carry on, or hold himself out as carrying on, a
business in a regulated activity (which will include
promoting interests in a CIS) without a licence where
required. It is also an offence under section 115 of the
SFO for a person to actively market, whether in Hong
Kong or from a place outside Hong Kong, to the Hong
Kong public any services that the person provides and
such services, if provided in Hong Kong, would
constitute a regulated activity.

The SFC notes that a team which manages a Telegram
group called “EAsyGOId B X £ 7
(https://t.me/easygogold) and an Instagram public
account (https://www.instagram. com/easygold_hk)
operates and promotes the Product with very high
monthly return targets of 40%-80% via public accounts
or channels on Telegram and Instagram. The team of
EAsyGOIld B3k 4 has also set up another Telegram
account (https://t.me/EAsyGOIld_Admin) to solicit
investments in the Product.

The Product and its related information were posted on
the SFC’s Suspicious Investment Products Alert List on
December 21, 2023. Investigations are ongoing and the
SFC will take all appropriate actions where there is any
breach of the law.

The SFC once again emphasized the need to take a
prudent approach towards investment opportunities on
social media and instant messaging apps that seem to
promise exaggerated returns which sound "too good to
be true". Meanwhile, the SFC resolutely calls on the
public not to invest in any unauthorised investment
products, because investors of such unregulated
products will find it difficult to obtain sufficient protection,
and the lost amount may not be recoverable. Therefore,
investors should carefully evaluate whether the
investment opportunities they see are real and
reasonable, and remain vigilant when making
investment decisions.
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Hong Kong Exchanges and Clearing Limited
Publishes Its 2023 Year in Review

On December 20, 2023, Hong Kong Exchanges and
Clearing Limited (HKEX) published its 2023 review.
HKEX has had a very busy and productive 2023, marked
by significant milestones and the launch of new
initiatives. The company opened new offices in New
York and London, strengthening its global presence and
bringing it closer to its clients. HKEX also focused on
diversifying its business by expanding into derivatives,
fixed-income, and currency products, providing
investors and risk managers with more options.

Throughout the year, HKEX introduced various new
projects and initiatives, enhancing its offerings and
reinforcing Hong Kong's position as a leading
international financial center. Despite a complex
macroeconomic landscape, Hong Kong's financial
markets remained resilient, highlighting its importance
as a global superconnector. In line with this, HKEX
signed MOUs with the Beijing Stock Exchange, the
Indonesia Stock Exchange (IDX), and the Saudi
Tadawul Group, to explore dual-listing opportunities and
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joint product development, strengthening its ties with
Mainland China, Southeast Asia, and the Middle East.
As a result, both IDX and the Saudi Exchange were
added to the list of Recognised Stock Exchanges,
allowing for potential secondary listings on HKEX.

HKEX's derivatives market had a strong performance in
2023, with an average daily volume of 1.4 million
contracts as of November 30, 2023, a 4% increase from
the previous year. Notably, HKEX's MSCI futures and
options products saw open interest surpass 100,000
contracts for the first time in November, with a nominal
value of US$4.2 billion. Key products such as Hang
Seng Index Futures Options, Hang Seng TECH Index
Futures, and USD/CNH Futures also set daily trading
records throughout the year.

The Exchange Traded Products (ETPs) market,
including ETFs and L&l Products, also saw growth, with
an average daily turnover of US$14 billion as of
November 2023, a 20% increase from the previous year.
HKEX welcomed Asia Pacific's first Saudi Arabian ETF,
part of the 16 new ETFs introduced in 2023, bringing the
total to 179.

HKEX's Connect franchise, which provides access to
Mainland China's markets, also saw enhancements in
2023. This includes the addition of up to 10 trading days,
the inclusion of 1,000 more stocks for Northbound
Connect, and the inclusion of international companies
for Southbound Connect. Additionally, the introduction
of Swap Connect and the HKD-RMB Dual Counter
programme further solidify Hong Kong's role as an
international RMB trading centre. The upcoming launch
of China Treasury bond futures and A50 options will also
strengthen Hong Kong's position in this area.

In terms of IPOs, 2023 was impacted by a soft market
sentiment and global macroeconomic conditions.
However, HKEX still saw momentum in listings, with 64
new listings raising US$40.9 billion as of December 15,
2023. To further enhance its attractiveness as a listing
venue, HKEX launched a consultation paper on severe
weather trading, concluded discussions on GEM reform,
and introduced a new chapter for specialist technology
companies. These efforts demonstrate HKEX's
commitment to fostering a robust and competitive
marketplace.

In addition to new reforms and listing rules, HKEX also
introduced operational enhancements, such as the
launch of the FINI and Synapse platforms, providing
greater convenience and transparency for market
participants. The FINI platform reduces the time
between the pricing of an IPO and the trading of shares
from five business days to two business days, while the
Synapse platform supports institutional investors
participating in Northbound Stock Connect to better

manage their post-trade operations across different time
zones.

HKEX is also committed to environmental, social, and
governance (ESG) initiatives. In November, the
company pledged to achieve Group carbon neutrality by
2024 and net zero by 2040, a decade earlier than
previously planned. As a regulator, HKEX also published
a consultation paper on climate disclosure
enhancements and its voluntary carbon market platform,
Core Climate, saw a significant increase in registered
participants. To further promote green development in
the region, HKEX signed an MOU with two Chinese
exchanges to explore opportunities in cross-border
carbon market connectivity and climate finance.

As a purpose-driven organization, HKEX partnered with
the Fll Institute and the HKSAR Government to bring the
FIl PRIORITY summit to Asia for the first time in
December. This event featured over 100 speakers from
industry, government, and academia, attracting roughly
1,000 attendees from around the world. This successful
event highlighted HKEX's commitment to global
connectivity and strengthening ties with Middle East
investors and markets.

HKEX's subsidiary, the London Metal Exchange (LME),
also had a good year, with increasing volumes and open
interest. The positive outcome of a judicial review related
to events in the nickel market in March 2022
demonstrated the integrity of the LME team, which
prioritizes the interests of the market as a whole.

HKEX expressed their satisfaction with the progress in
2023, despite a challenging global environment. They
noted that HKEX's strategic focus on diversification,
connectivity, and sustainability has positioned the HKEX
for long-term growth and resilience.
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Hong Kong Accounting and Financial Reporting
Council Issues 2023 Audit Focus to Enhance Audit
Quality Amid Challenging Market Conditions

On December 22, 2023, the Hong Kong Accounting and
Financial Reporting Council (AFRC) has issued its 2023
Audit Focus to provide auditors with direction on
augmenting audit quality for 2023 year-end audits. In the
prevailing environment of high inflation, rising interest
rates and tight credit availability, listed companies face
considerable financial stresses that increase audit risks.

The 2023 Audit Focus emphasizes that auditors must
remain vigilant to the implications of deteriorating
economic trends on companies' financial reporting and
overall audit processes. Key focus areas outlined
include revenue recognition, impairment assessment,
fair value measurement, onerous contract provisions,
going concern evaluation and fraud risk assessment.
Heightened skepticism is needed to scrutinize
management judgements and assumptions for these
areas thoroughly.

AFRC underscored that firm leadership must drive
commitment to quality throughout all levels.
Chairpersons and Managing Partners play a pivotal
oversight role in ensuring engagement quality and
accountability for any deficiencies.

The detailed Audit Focus report further elaborates audit
risks and expectations across multiple aspects for year-
end audits, it points out:

1. Auditors should remain vigilant to the impacts of
deteriorating economic conditions on financial
reporting and audit processes. They need to be
aware of how the economic environment could
affect companies' financial statements and the
audit work.
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2. Auditors are expected to exercise heightened
professional skepticism in response to potential
fraud risks under challenging market conditions.
They should strengthen fraud risk assessments
and challenge unusual transactions.

3. Auditors need to pay attention to impacts of
rapidly developing technologies on clients'
business models. They must understand clients'
IT environment and assess risks related to
disruptive technologies.

4. Auditors should ensure they have proper
professional competence and apply due care
when using technology tools in audit work. This
includes having sufficient training on audit
software.

5. Auditors are required to evaluate impacts of
climate change on clients' financial reporting,
such as effects on asset values and cash flow
projections.

6. Auditors should emphasize key audit areas like
revenue recognition and impairment
assessment that may be affected by economic
issues.

7. Auditors can benefit from collaborating with
clients' internal audit functions to understand
internal control situations.

8. The report encourages private communications
between auditors and audit committees to
promote governance and transparency.

9. Auditors should report any identified regulatory
issues to the oversight body to maintain
transparency.

10. Firms need to pursue continuous professional
development, especially in specialized skills, to
improve audit quality.

Potential red flags highlighted involve going concern
issues due to tightened credit, higher discount rates
impacting impairment reviews, and valuation challenges
from rising interest rates. Auditors are advised to probe
any unsupported cash flow projections carefully. They
must also strengthen fraud risk analysis and challenge
unusual transactions vigorously.

The reports also emphasize disruptive technologies,
climate change impacts, and importance of auditor
competence in these specialized fields. Collaboration
with internal audit functions and private audit committee
sessions are encouraged to bolster governance. Lastly,
firms are expected to continuously improve talent

training, partner involvement and quality control systems
to guarantee audit quality.

By addressing the guidance provided, auditors can
enhance audit risk identification, uphold robust audit
methodologies and maintain stakeholder confidence
amid changing market conditions and emerging risks.
The AFRC will closely monitor audit quality and hold
firms accountable for remediating any deficiencies or
quality control weaknesses uncovered.
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Hong Kong Accounting and Financial Reporting
Council Highlights the Importance of Continuous
Professional Developmentin Ensuring Audit Quality
and Managing Talent

The Hong Kong Accounting and Financial Reporting
Council (AFRC) has emphasized the utmost importance
of continuous professional development in ensuring the
quality of audits and managing talent. The world of
auditing is rapidly evolving, with advancements in
technology, increasing focus on sustainability and
climate risks, and constant updates to standards and
regulations. Auditors must continuously adapt their skills
and knowledge to keep up with these changes.
Moreover, the shortage of skilled professionals poses a
persistent challenge in ensuring high-quality assurance.
In such a dynamic environment, continuous professional
development (CPD) has become more crucial than ever
for auditors and their firms to maintain high-quality
practices and stay relevant.

On January 8, 2024, AFRC published an article titled
Continuing Professional Development as a Key to
Improving Audit Quality in Hong Kong to highlight the
importance of CPD in ensuring audit quality and
retaining staff. Through its audit inspections, the AFRC
has observed deficiencies that can be attributed to lack
of experience or inadequate training. In recent years,
nearly one-third of accountants have failed to meet the
minimum CPD requirements. Given the growth of the
auditing industry, it is timely to emphasize these
compliance gaps. Various studies have also shown a
strong link between CPD, human capital development,
and audit outcomes.

For instance, with the emergence of new technologies,
such as artificial intelligence (Al), auditors must now
scrutinize automated processes and verify the integrity
of digitized information. Expanding skill sets to areas like
Al assurance is necessary to provide credible and
independent opinions on financial reports that are
increasingly reliant on technology. Additionally, the
focus of the audit profession has shifted towards
encompassing ESG and climate-related financial
disclosures and risks. Therefore, it is crucial to ensure
that relevant competencies are embedded across
engagement teams to produce high-quality non-financial
assurance work.

To facilitate continuous competence building, effective
CPD programs must incorporate modules that align with
these evolving trends. The focus should move beyond
mere compliance and foster outcome-focused, long-
term learning capabilities. By identifying specific areas
that require upskilling, targeted training content can
have a significant impact on the quality of audits. The
AFRC recognizes that meeting the minimum
requirements is not enough and advocates for a
commitment to knowledge that is vital for career
progression and the development of the profession as a
whole.

Given the demands of continuous learning, staff
development must be a top priority for audit firm
leadership, both as an ethical duty and a competitive
necessity. Investing in reskilling helps mitigate the
shortage of skilled professionals, ensuring that the
quality of audits is not compromised. Frameworks that
measure outcomes can quantify the return on
investment of CPD in terms of staff retention and morale,
while also ensuring that allocated resources result in
improved audits. Participation in cross-industry
initiatives for talent attraction can also expand the pool
of available talent and set organizations apart in their
pursuit of top graduates.

When CPD is embedded as a core pillar of strategic
talent management, it equips current and future auditors
with the necessary tools to adapt quickly and
competently to ongoing changes. Reviews of outputs
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ensure that individual efforts translate into
improvements in audits. Collaboration on learning
agendas across the profession ensures that there is
continued access to upskilling opportunities, even
during economic downturns. With the support and
guidance of dedicated partners, the confidence of staff
increases, allowing them to provide assurance with
authority as the business landscape continues to evolve.

To future-proof in these disruptive times, auditors must
continuously sharpen their professional expertise. As
gatekeepers responsible for validating the integrity of
financial reporting, it is the responsibility of practices and
their leadership to establish robust yet flexible
frameworks that future-proof the abilities of their talent.
Only through strategic CPD cultivation can the
accounting profession as a whole sustain high-quality
and relevant oversight as the business landscape
continues to transform at an unprecedented pace.

AFRC remarked they acknowledge the challenges of
talent management faced by audit firms. However,
amidst the talent shortage, CPD is even more critical to
uphold audit quality and hence firms’ reputation. Senior
leaders of audit firms should view talent management,
particularly CPD, as a core strategic component of their

firm and an ethical obligation to their staff, the profession,

and the public. In this way, not only audit quality is
upheld, but also staff morale is boosted, which is
conducive to the sustainable and healthy development
of their firms and collectively the accounting profession.
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Hong Kong Market Misconduct Tribunal Sanctions
Mayer Holdings Limited and Its Former Senior
Management for Late Disclosure of Inside
Information

On December 21, 2023, the Hong Kong Market
Misconduct Tribunal (MMT) has sanctioned Mayer
Holdings Limited (Mayer) and nine of its former senior
executives who were found to have failed to disclose
inside information as soon as reasonably practicable as
required under the Securities and Futures Ordinance
Cap. 571 (SFO). The sanctions were made following
remitted proceedings after the Court of Appeal allowed
appeals by Mayer and its directors against an earlier
determination by the MMT.

The statutory corporate disclosure laws under Part XIVA
of the SFO require listed corporations to disclose inside
information to the public as soon as reasonably
practicable and their officers to take all reasonable
measures to ensure that proper safeguards exist to
prevent the breach of the disclosure requirements.

In the remitted proceedings, the MMT found that Mayer
had no written guidelines and/or internal control policies
on the statutory requirements to timely disclose inside
information, which resulted in its breach of the disclosure
requirement. The MMT also found that the nine former
senior executives had not taken all reasonable
measures to ensure proper safeguards were put in place
to prevent the breach and that their intentional, reckless
or negligent conduct had resulted in the breach.

In recommending that the Accounting and Financial
Reporting Council take disciplinary action against one of
the former senior executives, Mr Tommy Chan Lai Yin,
who is a member of the Hong Kong Institute of Certified
Public Accountants, the MMT found that he had
completely ignored his duties as Mayer's company
secretary to ensure the company’s compliance with the
disclosure requirement and that his conduct reflected a
reckless indifference to his responsibilities.

The MMT has ordered that Mayer and the nine former
senior executives pay a total fine of HK$4.65 million,
ranging from HK$150,000 to HK $800,000 apiece; the
nine former senior executives be disqualified from being
a director or being involved in the management of a
listed corporation or any other specified corporation for
a period ranging from 20 to 30 months for each; the nine
former senior executives attend an SFC-approved
training programme on compliance with corporate
disclosure requirements under the SFO, directors’
duties and corporate governance; and the Accounting

and Financial Reporting Council be recommended to
take disciplinary action against Mayer’s former company
secretary and financial controller Tommy Chan.

The Hong Kong Securities and Futures Commission’s
(SFC) stated that company secretaries of listed
corporations also bear the primary burden to ensure that
the listed corporations are in compliance with relevant
disclosure requirements under the SFO. Together with
company directors, they play a critical role in upholding
transparency and adhering to regulatory obligations.
The SFC is committed to holding senior management
accountable when their actions compromise the
interests of the company and its shareholders.
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Consultation on Implementation of Global Minimum
Tax and Minimum Top-Up Tax in Hong Kong

On December 21,2023, the Hong Kong Government
launched a consultation exercise to gather views on the
implementation details of the global minimum tax under
Pillar Two of the international tax reform proposals
drawn up by the Organisation for Economic Co-
operation and Development (OECD) to address base
erosion and profit shifting risks arising from the
digitalisation of the economy (commonly known as
BEPS 2.0).

The BEPS 2.0 package was promulgated by the OECD
in October 2021. The goal of the global anti-base
erosion (GIoBE) rules under Pillar Two of the package is
to ensure that large multinational enterprise (MNE)
groups with consolidated annual revenue of at least 750
million euros pay a global minimum tax of at least 15 per
cent on income derived by their constituent entities in
every jurisdiction where they operate, thereby putting a
floor on competition over corporate income tax. The
implementation of the global minimum tax will reduce the
latitude for jurisdictions to introduce tax exemption or
extremely low preferential tax rate as a means to
enhance their tax competitiveness in future, thus
creating a more level playing field in terms of taxation. In
2021, Hong Kong joined more than 130 jurisdictions in
committing to implementing BEPS 2.0.

As announced by the Financial Secretary in the 2023-
2024 Budget, Hong Kong will apply the global minimum
effective tax rate of 15 per cent on in-scope MNE groups
starting from 2025 onwards. Only in-scope large MNE
groups will be subject to the global minimum tax. The
vast majority of corporate taxpayers, including local
small and medium enterprises, will not be affected.

Under the global minimum tax, if the effective tax rate of
an in-scope MNE group in Hong Kong is lower than 15
per cent, other relevant jurisdictions have the right to
collect top-up tax in respect of the low-taxed Hong Kong
MNE entities concerned. To preserve Hong Kong's

taxing rights with respect to such entities instead of
ceding them to other jurisdictions, Hong Kong will apply
the Hong Kong minimum top-up tax (HKMTT) to in-
scope MNE groups starting from 2025 onwards so that
the effective tax rate of these entities will be brought up
to 15 per cent. By introducing the HKMTT, in-scope
MNE groups will be spared the need to pay top-up tax in
every jurisdiction where they operate. This will help
reduce their compliance burden.

Hong Kong will need to amend the Inland Revenue
Ordinance (Cap. 112) to implement the global minimum
tax and the HKMTT. To take forward the legislative
exercise, a consultation exercise will be launched. A
consultation paper has been published today to explain
the concepts of the GIoBE rules, which will be strictly
followed by Hong Kong and other jurisdictions, and the
HKMTT, and seek views on specific implementation
issues. Such issues include: the Government's
proposed approach with respect to certain areas relating
to the implementation of the GIoBE rules; the design and
implementation of the HKMTT; and the tax compliance
and administration framework.

To reduce compliance burden and enhance tax certainty,
the Government has proposed business-friendly
features in the overall framework of the implementation
of the global minimum tax and the HKMTT. These
include: aligning the design of the HKMTT, including the
scope and tax rate, with that of the global minimum tax
to ensure simplicity of the regime; allowing an in-scope
MNE group to decide on how the HKMTT payable is
allocated among its Hong Kong entities to provide for
flexibility; providing for safe harbours in the framework
to relieve compliance burden and enhance tax certainty;
and requiring an in-scope MNE group to only furnish a
single top-up tax return for the purpose of both the global
minimum tax and the HKMTT to minimise compliance
burden.

Members of the public are welcome to send their views
to the Financial Services and the Treasury Bureau. The
three-month consultation will end on March 20, 2024.
Subject to the outcome of the consultation exercise, the
Government targets to introduce the legislative
amendments into the Legislative Council in the second
half of 2024.

The Financial Services and the Treasury stated that
Hong Kong as an international financial centre and a
responsible member of the international community, it
has all along been supportive of international efforts to
enhance tax transparency and combat tax evasion. To
fulfil our obligation as a co-operative player in
international tax co-operation and safeguard Hong
Kong's taxing rights, Hong Kong is fully committed to
implementing Pillar Two of BEPS 2.0 in accordance with
international consensus. It would be in Hong Kong's best
interest to implement the HKMTT to fulfil Hong Kong's
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international tax commitment and preserve its taxing
rights. In formulating the legislative proposal, the
Government will strive to maintain Hong Kong's tax
competitiveness by upholding Hong Kong's simple,
certain and low tax regime. Insofar as the
implementation of the global minimum tax and the
HKMTT is concerned, emphasis is laid on minimising tax
compliance burden of in-scope MNE groups and
maintaining the simplicity of the tax regime.
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Hong Kong Financial Services and the Treasury
Bureau and Hong Kong Monetary Authority Issue
Consultation on Legislative Proposal to Implement
Regulatory Regime for Stablecoin Issuers and
Announcement on Introduction of Sandbox
Arrangement

On December 27, 2023, the Hong Kong Financial
Services and the Treasury Bureau (FSTB) and the Hong
Kong Monetary Authority (HKMA) jointly issued a public
consultation paper to gather views on the legislative
proposal to regulate issuers of stablecoin.

In view of the important roles played by stablecoins in
the Web3 and virtual asset (VA) ecosystem, and the
rising interconnectedness between the traditional
financial system and the VA markets, the Government
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considers that a regulatory regime should be introduced
for fiat-referenced stablecoin (FRS) issuers. Bringing
FRS issuers into the regulatory remit under a risk-based
and agile approach will facilitate a proper management
of the potential monetary and financial stability risks, and
provide transparent and suitable guardrails with the
increased prevalence of VAs.

The legislative proposal has taken into account the
feedback received from the market and the public to
"Discussion Paper on Crypto-assets and Stablecoins"
issued by the HKMA in 2022, the ongoing engagement
exercises with stakeholders, local market conditions and
needs, and applicable international standards. Its salient
features are as follows:

a. introducing a new piece of legislation to
implement a licensing regime requiring all
FRS issuers that meet certain conditions
(this refers to FRS issuers who (i) issue an
FRS in Hong Kong; (ii) issue a Hong Kong
dollar-referenced stablecoin; or (i) actively
market their issuance of FRS to the public
of Hong Kong) to be licensed by the
Monetary Authority (MA);

b. requiring that FRS can only be offered by
specified licensed entities (licensed FRS
issuers, authorised institutions, licensed
corporations and licensed virtual asset
trading platforms), and only FRS licensed
by the MA can be offered to retail investors;

C. prohibiting the advertising of:
0] FRS issuance by unlicensed
entities; or
(ii) non-specified licensed entities'

offering of FRS;

d. providing the necessary powers for the
authorities to adjust the parameters of in-
scope stablecoins and activities having
regard to the rapid VA market development;
and

e. providing a transitional arrangement to
facilitate the implementation of the
regulatory regime.

The HKMA will also introduce a sandbox arrangement
for communicating supervisory expectations and
guidance on compliance to entities having a genuine
interest in and a reasonable plan on issuing FRS in
Hong Kong, as well as obtaining their feedback on the
proposed regulatory requirements, with a view to
facilitating the subsequent implementation of the
regulatory regime and ensuring that it is fit-for-purpose.
Relevant details of the sandbox arrangement will be

announced separately. The consultation period will last
until 29 February 2024.

FSTB stated that with the implementation of the
licensing regime for VA trading platforms from June
2023, the legislative proposal to regulate FRS is another
important measure facilitating Web3 ecosystem
development in Hong Kong. With the relevant licensing,
supervisory and enforcement parameters in place, the
actual and potential risks associated with stablecoin
development in Hong Kong could be properly managed
in line with international standards.

HKMA stated that they are supportive of financial
innovation and believe that it is essential to put in place
the necessary regulatory guardrails and standards to
enable the long-term, sustainable and responsible
development of the virtual asset ecosystem. They are
therefore introducing a sandbox arrangement alongside
the public consultation to establish channels for the
exchange of views between the HKMA and market
players who wish to establish stablecoin issuance
business in Hong Kong with a view to facilitating the
implementation of the regulatory regime.
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Source EJE:
https://www.hkma.gov.hk/eng/news-and-media/press-
releases/2023/12/20231227-4/
https://www.info.gov.hk/gia/general/202312/27/P2023122700
279.htm?fontSize=1

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