J M L

Jeffrey Mak Law Firm
X ERINSESA

www.jmaklegal.com

Establishing an Effective Regulatory Ecosystem for
Fund Management in Hong Kong

As Hong Kong aims to become a regional hub for family
offices and international wealth management, ensuring
a robust and user-friendly regulatory framework for fund
management companies (FMCs) is crucial. By
comparing the regulatory approaches of the Monetary
Authority of Singapore (MAS) and the Hong Kong
regulators, including the Securities and Futures
Commission (SFC), the Corporations Registry (CR), and
the Hong Kong Monetary Authority (HKMA), we aim to
offer insights to enhance the corporate governance and
compliance practices of FMCs in Hong Kong.

Compliance Requirements

Both Singapore and Hong Kong have comprehensive
compliance regulations for FMCs, though with some
differences.

Singapore

MAS oversees licensing and regulations of FMCs in
Singapore. FMCs in Singapore are regulated by the
Securities and Futures Act (Cap. 289). In order to
conduct the regulated activity of fund management,
FMCs must obtain either registration or license from
MAS as a:

e Registered Fund Management Company
(RFMC);

e Capital Markets Services License (CMSL) as a
Licensed Fund Management Company;

e Venture Capital Fund Manager (VCFM); or

e be expressly exempted from holding a license.

Prior approval is mandatory for FMCs in relation to
significant changes, including the appointment of a Chief
Executive Officer (CEO) or directors. MAS requires
relevant persons in regulated activities such as directors
and CEO to be fit and proper, including qualities like
honesty, competence, and financial soundness. The
responsibility lies with each relevant person to
demonstrate their fitness, rather than placing the burden
on MAS to prove otherwise.
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This is particularly important for firms where ownership
is separate from the CEO and/or the senior
management team. Where appropriate, MAS may
require the CEO and directors to be sufficiently
anchored to the FMC, for example, by holding
meaningful shareholding stakes in the FMC, in order to
align the interests of the owners and the management
team of the FMC in carrying out the fund management
activity in a sound manner.

FMCs must also fulfil regular filing requirements,
including the submission of audited financial statements
and compliance reports. The compliance reports serve
as a means to report any misconduct perpetrated by
representatives of the FMCs. This includes instances of
non-compliance with regulatory requirements pertaining
to the provision of regulated activities under the
Securities and Futures Act (Cap. 289), or any significant
violation of the FMC's code of conduct.

Hong Kong

Hong Kong's regulatory landscape involves multiple
bodies. SFC oversees licensing and conduct
requirements for FMCs, while the CR handles corporate
filings, and the HKMA focuses on banks and deposit-
taking institutions that engage in fund management
activities. FMCs in Hong Kong must navigate the
respective guidelines and approval processes of these
different regulators, which can be more complex than
the centralized approach in Singapore.

Given the nature of FMCs, it is typical for FMCs that
oversee assets such as securities or futures contracts to
seek a Type 9 (Asset Management) license. Additionally,
depending on the specific activities carried out by FMCs,
they may also be required to obtain licenses for other
regulated activities, such as engaging in activities
related to dealing in securities (Type 1), dealing in
futures contracts (Type 2), providing advice on securities
(Type 4), and/or advising on futures contracts (Type 5).
Unlike MAS, SFC does not differentiate between
different classes of FMCs but rather distinguishes them
based on various types of regulated activities.

Similar to MAS, SFC sets clear guidelines for the
appointment criteria of certain individuals. According to

1



J M L

the Securities and Futures Ordinance (Cap. 571) (SFO),
it is a requirement that a licensed corporation engaging
in regulated activities must have not less than two
responsible officers (RO) to directly supervise the
conduct of each regulated activity and for each regulated
activity, it must have at least one RO available at all
times to supervise its business operations. An RO is
obligated to meet both general fit and proper
requirements and specific competence criteria, which
include academic and professional qualifications,
relevant industry experience, recognized industry
qualifications, and management expertise.

For authorized financial institutions that engage in fund
management activities operating under the jurisdiction
of HKMA, it is a legal requirement that every registered
institution ensures its relevant individuals engaged in
conducting regulated activities on behalf of the institution
are fit and proper. This condition of registration is
imposed by statute.

Common change events, such as changes in ROs,
directors, share capital and business activities, require
timely notification to SFC. In the case of registered
institutions carrying on regulated activities that require
registration with the SFC, the notification should be
made to both the SFC and the HKMA. FMCs that
engage in regulated activities have the obligation to
submit regular financial resources returns to the SFC.
Additionally, as the FMCs are registered under the CR,
the corporate structure or details of a company, such as
alterations in share capital, directors, or registered office
address must also be reported to the CR as a
requirement.

Apart from that, FMCs in Hong Kong have compliance
reporting obligations for their intermediaries and
substantial shareholders. These requirements extend
beyond regulated activities in Hong Kong and cover
information about directors, substantial shareholders,
and related corporations or businesses owned or
managed by them. The obligations include notifying SFC
and, where applicable, HKMA in writing within seven
business days of any change in "relevant information,"
whether in Hong Kong or elsewhere. Relevant
information encompasses details such as disciplinary
actions, investigations by regulatory or criminal bodies,
affecting the intermediary or its group entities. The
purpose of these notification requirements is to ensure
that SFC and HKMA are continuously informed and
satisfied that intermediaries and their representatives
remain fit and proper, even in the face of changing
circumstances.

Regulatory Guidance
To support FMCs, both Singapore and Hong Kong offer

extensive guidance on various regulatory aspects. The
MAS has published detailed notices and guidelines

covering areas such as anti-money laundering and
countering the financing of terrorism (AML/CFT),
outsourcing, and technology risk management. Similarly,
the SFC has issued comprehensive guidelines on
internal control, anti-money laundering and countering
the financing of terrorism (AML/CFT) compliance,
corporate governance, and ethical practices.

The availability of such regulatory guidance is crucial in
helping FMCs understand and implement best practices,
ultimately contributing to a more robust and trustworthy
industry ecosystem.

The following regulatory guides are provided to support
FMCs in Hong Kong:

The Guideline on Anti-Money Laundering and Counter-
Financing of Terrorism (AML/CFT) for Licensed
Corporations and SFC-licensed Virtual Asset Service
Providers provides comprehensive guidance on
complying with AML and CFT regulations in Hong Kong.
The guideline covers various aspects, including risk
assessment to assess and mitigate money laundering
and terrorist financing risks, customer due diligence
especially for higher-risk customers, record-keeping,
internal controls, suspicious transaction reporting, and
ongoing monitoring. It emphasizes the importance of
implementing robust AML/CFT policies, procedures,
and systems to prevent money laundering and terrorist
financing activities.

The Guideline relating to Technology Risk Management:
The SFC has published guidelines requiring senior
management and the respective MICs to revisit the
“Management, Supervision and Internal Control
Guidelines For Persons Licensed by or Registered with
the Securities and Futures Commission” to examine
whether they have in place adequate and effective
internal control. Qualified and experienced staff should
be assigned to manage information and it should be
managed in a secure and controlled environment.
Management should ensure the firm has in place (i)
clearly defined information management reporting
requirements; (ii) information management system
design and implementation programmes; and (iii)
appropriate and effective electronic data processing and
data securities policies.

Guidelines on risk management of outsourcing
arrangements: The SFC and the HKMA issue guidelines
on the outsourcing of data used by financial institutions.
The HKMA sets out requirements for authorized
institutions regarding outsourcing in its Supervisory
Policy Manual (Module SA-2) and provides guidance on
technology risk management (Module TM-G-1) and
operational risk management (Module OR-1 and OR-2).
Additionally, the HKMA has issued a circular providing
guidance on cloud computing. The SFC, on the other
hand, endorses the International Organization of
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Securities Commissions Principles on Outsourcing of
Financial Services and has specific requirements for the
use of external electronic data storage providers, as
outlined in its circulars and frequently asked questions
on the use of external electronic data storage.

Independence and Operational Separation

Ensuring the independence of audit and other key
functions is another important consideration. The MAS
emphasizes the need for FMCs to avoid providing both
external audit and internal audit services to the same
firm, thereby maintaining the necessary checks and
balances. This helps to mitigate conflicts of interest and
strengthen the reliability of financial reporting and
internal controls.

In Hong Kong, the Hong Kong Institute of Certified
Public Accountants (HKICPA) provides guidelines and
professional standards that emphasize the importance
of maintaining the independence and objectivity of both
internal and external audit functions. These guidelines
discourage the same firm from providing both services
simultaneously to the same FMC.

Financial Stability and Resilience

Promoting the financial stability and resilience of FMCs
is a shared priority for both Singapore and Hong Kong.
The MAS has implemented measures such as requiring
FMCs to deduct charged assets that are not available
for their use from their financial resources, effectively
adjusting their liquidity position. Additionally, the MAS
excludes redeemable preference shares with a
redemption period of less than two years from the
calculation of an FMC's financial resources, mitigating
potential short-term funding risks.

Hong Kong's regulators have also introduced similar

requirements to ensure the financial soundness of FMCs.

For instance, the SFC's liquid capital rules and the
HKMA's capital adequacy framework aim to safeguard
the stability of FMCs and the broader financial system.

SFC's liquid capital rules

FMCs are required to maintain a minimum level of liquid
capital, which serves as a buffer to cover potential
losses and liabilities. The specific amount of liquid
capital required depends on factors such as the nature
and scale of the FMC's activities.

FMCs are required to monitor their liquid capital on an
ongoing basis to ensure compliance with the SFC's
requirements. They are obliged to report their liquid
capital position to the SFC at regular intervals or as
requested. SFC also conducts regular inspections and
examinations to assess FMCs' compliance with the
liquid capital rules. These oversight activities aim to

verify that FMCs maintain the required level of liquid
capital and have appropriate risk management and
internal control systems in place.

HKMA's capital adequacy framework

HKMA is primarily responsible for regulating banks and
maintaining the stability of the banking system in Hong
Kong. While the HKMA does not specifically regulate
FMCs, they have certain requirements related to capital
adequacy for banks that provide fund management
services.

Regulatory Reporting and Supervision

Both Singapore and Hong Kong have established robust
regulatory reporting mechanisms to monitor the health
and compliance of FMCs. The MAS requires FMCs to
report on issues such as capital shortfalls, the
resignation of key personnel, or the establishment of
new subsidiaries or branches without prior approval.

Similarly, Hong Kong's regulators expect FMCs to report
on various compliance and operational matters, with the
SFC taking the lead on most aspects. FMCs are
expected to have contingency plans to prepare for and
respond to events or shocks that could undermine their
financial stability or operational capability. According to
the Securities and Futures (Licensing and Registration)
(Information) Rules, corporate license applicants must
provide information about their business plans, including
contingency plans and related matters, to the SFC. The
SFC also has the authority to request additional
information or documents regarding an applicant's
contingency plans.

Capital shortfall alert

Pursuant to sections 6(1) and 55(1)(a) of the Securities
and Futures (Financial Resources) Rules (Cap. 571N)
(FRR), FMCs must at all times maintain its required
liquid capital and notify the SFC in writing within one
business day when it becomes aware that its liquid
capital falls below 120% of the required amount. Under
sections 146(1) and (2) of the SFO, it shall notify the
SFC in writing and immediately cease carrying on any
regulated activity for which it is licensed if it becomes
aware that it is unable to maintain, or to ascertain
whether it maintains, the financial resources required of
it, unless otherwise permitted by the SFC.

Reporting on unavailability of key personnel

When FMCs become aware that it will have less than
two ROs or no Executive Director (ED) in respect of any
regulated activity for which it is licensed, it should
immediately activate its business continuity plan and
notify the SFC of the situation. It should also provide
information regarding its remedial actions to appoint
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additional ROs or EDs, with a concrete timeframe.
Whilst FMCs should submit related RO applications to
the SFC as a matter of urgency, the competence of the
RO candidates should not be compromised and the
quality of the application materials should comply with
all the relevant application requirements.

Subsidiary or branch set up

FMCs will need to seek approval for the premises of
each branch office in Hong Kong if regulatory records
are being kept at, or can be accessed from, such
premises according to section 130 of the SFO. FMCs
cannot use premises for record-keeping without prior
written approval. This is so even for those licensed
corporations which transfer all of their records from
branches to the head office because it is likely that at
some point in time, there may be records kept by the
branch but not by the head office.

The availability of these regulatory reporting frameworks
allows the authorities to identify potential risks or
compliance breaches in a timely manner, enabling
proactive intervention and supervision. FMCs in both
jurisdictions must ensure they have robust internal
controls and reporting mechanisms to fulfil their
regulatory obligations.

Conclusion

As Hong Kong continues to position itself as a leading
international wealth management center, fostering a
robust and transparent regulatory environment for FMCs
will be crucial. By comparing the regulatory approaches
of Singapore and Hong Kong, we can see the key areas
of regulatory attention concerning FMCs in light of
compliance practices for developing an effective and
user-friendly ecosystem for fund management in Asia.
Both jurisdictions have comprehensive regulatory
framework and the availability of detailed regulatory
guidance, emphasizing on governance measures to
enhance financial stability, operational integrity and
investment effectiveness of FMCs.
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https://www.mas.gov.sg/-/media/mas/regulations-and-
financial-stability/regulations-guidance-and-
licensing/securities-futures-and-fund-
management/regulations-quidance-and-
licensing/guidelines/guidelines-to-mas-notice-sfa04n02--
november-2015.pdf

Recent Trend of Privatization in Hong Kong

Recently, there has been an emerging trend among
publicly listed companies in Hong Kong to consider the
possibility of privatization. This move is typically
prompted by several factors. Firstly, the prevailing share
price often falls significantly below the net asset value
per share, prompting companies to explore privatization
as a means of realizing better value for their
shareholders. Secondly, companies may encounter
challenges in raising funds from the market due to
limited trading activity in their shares. Lastly, the costs
associated with maintaining a listing status, such as
compliance expenses, can become increasingly
burdensome, further incentivizing companies to
consider privatization.

According to the information publicly available on the
website of Hong Kong Exchanges and Clearing Limited
(HKEX), the following summary shows the volume of
privatization transactions:

Number of privatization offers from January 1, 2021 to
March 26, 2024:

Scheme of | Voluntary | Privatizing
arrangement | general an H-share
offer company

2021 15 1 4

2022 6 0 3

2023 13 3 2

2024 1 0 0

(1st

quarter)

Total* 35 4 9

*We determine the number of privatization offers based
on the date when the initial announcement of the
privatization offer is made on the HKEXnews website.

From January 2021 to the first quarter of March 2024, a
total of 48 privatization offers have been announced on
HKEX. Among these offers, 35 were carried out through
schemes of arrangement, 4 were executed through
voluntary general offers, and the remaining 9 were
implemented in accordance with the regulations
governing the privatization of H-share companies.

Number of privatization offers successfully completed
from January 1, 2021 to March 26, 2024:

Scheme of | Voluntary | Privatizing
arrangement | general an H-share
offer company
2021 16 1 3
2022 10 0 4
2023 9 1 1
2024 3 0 1
(1st
guarter)
Total* 38 2 9

*We determine the number of successfully closed
privatization offers by referring to the date when the
announcement of the withdrawal of listing becoming
effective is posted on the HKEXnews website. However,
due to the time difference between the offer and the
completion of privatization, there may be situations
where a privatization offer is presented in one year and
subsequently concluded in the following year.

Out of the total number of 49 offers completed between
January 2021 and the first quarter of March 2024, 38
were successfully completed through schemes of
arrangement, 2 were successfully completed through
voluntary general offers, and the remaining 9 were
completed in accordance with the regulations governing
the privatization of H-share companies. From the
statistics shown above, privatization through a scheme
of arrangement is the most common.

This article aims to shed light on various approaches to
privatization, with a focus on comparing and contrasting
distinctive features regarding a scheme of arrangement,
a voluntary general offer, and the privatization of an H-
share company.

I. Scheme of arrangement

Through a scheme of arrangement, the controlling
shareholder requests the company to propose to its
shareholders to cancel all the shares held by the
minority shareholders in accordance with the company
law of the jurisdiction in which the company is
incorporated.

Except with the consent of the Executive Director
(Executive) of the Corporate Finance Division of the
Securities and Futures Commission (SFC) where any
person seeks to use a scheme of arrangement to
privatize a company, the scheme may only be
implemented if, in addition to satisfying any voting
requirements imposed by law: (a) the scheme is
approved by at least 75% of the votes attaching to the
disinterested shares that are cast either in person or by
proxy at a duly convened meeting of shareholders; and
(b) the number of votes cast against the resolution to
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approve the scheme at such meeting is not more than
10% of the votes attaching to all disinterested shares.

After obtaining approval at the shareholders' meeting,
the scheme is still subject to approval of the court of the
country in which the company is incorporated. An
application can be made to The Stock Exchange of
Hong Kong (Stock Exchange) for withdrawal of listing
once such approval is obtained. During the court hearing
of a petition to sanction the scheme, the court considers
several factors, which were summarized in the decision
of Re SHK Hong Kong Industries Limited (2000) 3 HKC
379. These factors include the following:

1. Permissibility: Whether the  scheme

serves a  permissible

purpose;
2. Similar Legal Whether members who
Rights: were called to vote as a
single class  possess

sufficiently similar legal
rights, allowing them to
consult together in their
common interest at a single
meeting;

3. Convening of Whether the meeting was

Meeting: properly  convened in
accordance with the court's
directions;

4. Adequate Whether members have

Information: been provided with

sufficient information about
the scheme to make an
informed decision
regarding their support for
or opposition to it;
5. Statutory Majority: Whether the necessary
statutory majority has been
obtained; and
6. Court's Discretion: Whether the court, in the
exercise of its discretion, is
satisfied that a reasonable
and conscientious
individual, acting in
alignment with their
interests as a member of
the relevant class, might
approve the scheme.

Practical _issues encountered in a scheme of
arrangement

In Hong Kong, privatization through a scheme of
arrangement is more common. This is because, in order

to invoke the Compulsory Acquisition Right in a general
offer privatization scenario, the party making the offer
must acquire at least 90% of disinterested shares in the
listed company (subject to any higher threshold under
the law of its place of incorporation). Furthermore, the
level of acceptance of the voluntary offer by public
shareholders may not be entirely under the control of the
offering shareholder. Additionally, in the case of
privatization through a scheme of arrangement, no
stamp duty is normally payable for the cancellation of
shares.

Challenges

a.Opposition from dissenting minority shareholders

There have been instances where privatization offers
have failed due to the inability to meet the minimum
approval threshold of shareholders other than the
controlling shareholders. One notable example is the
failed attempt to privatize Chinese Estates Holdings by
the family of Hong Kong magnate Joseph Lau Luen-
hung. The privatization offer was thwarted as minority
shareholders, who accounted for more than 10% of the
disinterested voting rights, expressed strong opposition
and voted against the proposal. As a result, the
privatization plan could not proceed as intended.

b.Court’'s power to sanction the scheme

Even after obtaining shareholders' approval, the scheme
of arrangement still requires the court's approval in the
jurisdiction where the company is incorporated. The
court's sanction is not merely a formality for the
successful progression of the privatization process. A
notable case illustrating this is the judgment handed
down on October 9, 2020 by the High Court of Hong
Kong for the proposed privatization of Allied Properties
(H.K.) Ltd [2020] HKCFI 2624. In this case, the court
declined to sanction a scheme of arrangement for the
proposed privatization of Allied Properties (H.K.) due to
insufficient explanation of the scheme. The lack of clarity
hindered the scheme shareholders from making an
informed decision on how to vote during the court
meeting, along with concerns regarding the use of the
headcount test. Another case where the court declined
to sanction a scheme of arrangement involved
allegations of share splitting in the proposed
privatization of PCCW.

In the High Court ruling of Chong Hing Bank Limited
[2021] HKCFI 309, the court overruled the previous case
of Re Cosmos Machinery Enterprises Limited [2021]
HKCFI 2088 and adopted the prohibition view. This view
asserted that the court meeting should only consist of
holders of disinterested shares, excluding the offeror's
concert parties. This approach ensured that discussions
remain unhindered by the presence of individuals with
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conflicting interests. These cases highlighted the
significance of the court's scrutiny and the requirement
for clear explanations and proper adherence to legal
principles during the scheme of arrangement process for
privatization.

Nevertheless, it is generally rare for the court to refuse
to sanction a scheme of arrangement. While the High
Court of Hong Kong declined to sanction the proposed
privatization of Allied Properties, the Court of Appeal
overturned the High Court's decision. The Court of
Appeal held that the judge was wrong to take the view
that the scheme document did not provide an adequate
explanation of the scheme and its effects to enable the
scheme shareholders to make an informed decision as
to how to vote at the court meeting. The Court of Appeal
emphasized the general principle that "the court should
be slow to differ from the majority views, as it normally
acts on the principle that businessmen are much better
judges of what is to their commercial advantage than the
court could be." This vitiated the exercise of the judge's
discretion in refusing to sanction the scheme.

[l.Voluntary general offer

Alternatively, the controlling shareholder can make a
voluntary general offer under and in accordance with the
Code on Takeovers and Mergers (Takeovers Code) to
all other shareholders to purchase their shares in
consideration of cash and/or securities. In the case of a
listed company incorporated in Hong Kong, the British
Virgin Islands and the Cayman Islands, if the
shareholder making the offer has acquired a sufficiently
high threshold(generally 90%) of the shareholding in the
listed company, it would have a right to buy out the
remaining shares after giving notice to the minority
shareholders (the Compulsory Acquisition Right).

Practical issues encountered in a voluntary general offer

a.Higher shareholder acceptance threshold

In order to invoke the Compulsory Acquisition Right in a
case of privatization by way of voluntary general offer,
the offeror must obtain a required threshold (generally at
least 90%) of the shareholding of the listed company.
This is especially challenging when faced with
dissenting shareholders or large institutional investors
who may be unwilling to sell their shares, especially in
companies with a significant proportion of public
shareholding and low trading activity.

b.Timing and certainty

Voluntary general offers typically take longer to
complete compared to schemes of arrangement. A
scheme of arrangement follows a predetermined
timetable set by the court. In contrast, the process of
voluntary general offer involves negotiating with

individual shareholders, which can be time-consuming
and uncertain.

Under a general offer, if the offeror acquires shares
leaving an insufficient public float, the offeror is obligated
to comply with Rule 8.08(1)(a) of the Listing Rules
governing the listing of securities made by the Exchange
by restoring the company's public float requirement. This
can be achieved through: (i) disposing of the shares on
the open market, and/or (ii) disposing of the shares off-
market to independent third parties, either through
placing agents or directly.

lll. Privatizing an H-share company

Since in some jurisdictions such as the People’'s
Republic of China (the PRC), there is no Compulsory
Acquisition Right, shareholders who did not accept the
general offer will hold securities that are not listed on the
Stock Exchange after the withdrawal of listing.
Therefore, a privatization in relation to H share listed in
Hong Kong would normally make through a merger by
absorption (in other words, the offeror and the listed
company would be merged into one company).

According to PRC law, where a privatization is carried
out through a merger by absorption, the company will be
absorbed and merged. It will then be deregistered and
will no longer exist as a separate legal entity, and the
assets and liabilities of the company (together with the
rights and obligations attached to such assets), business
and employees will be merged into and succeeded by
the surviving entity. Privatization by a merger by
absorption does not require court approval.

For a merger by absorption, PRC law does not provide
compulsory acquisition rights to an offeror. According to
the Takeovers Code, in cases where the offeree
company is incorporated in a jurisdiction that does not
afford compulsory acquisition rights to an offeror, the
resolution to approve the delisting can only be passed
after (i) where the offer becomes or is declared
unconditional in all respects, the offer will remain open
for acceptance for a longer period than 14 days; (ii)
shareholders who have not yet accepted the offer will be
notified in writing of the extended closing date and the
implications if they choose not to accept the offer; and
(iii) the offeror has received valid acceptances of the
offer together with purchases (in each case of the
disinterested shares) made by the offeror and persons
acting in concert with it from the date of the
announcement of a firm intention to make an offer
amounting to 90% of the disinterested shares.

Means of privatization

cash consideration

Scheme of Cancel the shares held by public
arrangement | shareholders in return for cash or non-
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Voluntary
general offer

Acquire  shares from all other
shareholders in consideration of cash
and/or securities

Privatizing
an H-share
company

An H-share company does not have the
option of utilizing Compulsory Acquisition
Rights or a scheme of arrangement for
privatization.

However, a merger by absorption or a
general offer can be proceeded with the
privatization process of an H-share
company.

accept the offer; and (iii) the offeror has
received valid acceptances of the offer
together with purchases (in each case of
the disinterested shares) made by the
offeror and persons acting in concert with
it from the date of the announcement of
a firm intention to make an offer
amounting to 90% of the disinterested

shares.

Minimum requirements

Scheme of [a) The scheme is approved by at least
arrangement 75% of the votes attaching to the
disinterested shares that are cast
either in person or by proxy at a duly
convened meeting of shareholders;
and
b) the number of votes cast against the
resolution to approve the scheme at
such meeting is not more than 10% of
the votes attaching to all disinterested
shares
Voluntary Through Compulsory Acquisition Right
general offer
Privatizing In the case of a merger by absorption
an H-share | involving an H-Share company, Rule
company 2.10 of the Takeovers Code remains

applicable. In accordance with Rule 2.10
of the Takeovers Code, the merger is
subject to the following conditions:

i) the approval by at least 75% of the
votes attaching to the H shares held by
the independent H shareholders that
are cast either in person or by proxy;
and

(ii) the number of votes cast against the
resolution(s) is not more than 10% of
the votes attaching to all H shares held
by the independent H shareholders.

In cases of the general offer, the
resolution to approve the delisting can
only be passed after (i) where the offer
becomes or is declared unconditional in
all respects, the offer will remain open for
acceptance for a longer period than 14
days; (ii) shareholders who have not yet
accepted the offer will be notified in
writing of the extended closing date and

the implications if they choose not to

Implications of Amendments to the Takeovers Code on
Privatization

The amended Takeovers Code was gazetted on
September 29, 2023, and came into effect on the same
day. The following amendments are specifically relevant
to the process of privatization.

a.Revised definition of “voting rights”

The definition of “voting rights” is relevant to determining
whether there has been an acquisition of “control” of a
listed company in Hong Kong. “Control” is defined as
holding 30% or more of a company’s voting rights which
were previously defined as “voting rights currently
exercisable at a general meeting of a company whether
or not attributable to the share capital of the company”.
That definition has now been amended to clarify that
voting rights are regarded as exercisable at a general
meeting irrespective of any restrictions on their exercise
(e.g. by agreement between the parties, by operation of
law and regulations, or under a court order), except for
the voting rights attached to treasury shares.
Accordingly, the determination of control during a
privatization process takes into account the exercise of
voting rights even if such voting rights are subject to any
restrictions prohibiting that person from exercising them.

b.Shareholders’ approval and acceptance in case there
is no Compulsory Acquisition Right: Note to Rule
2.2(c) of the Takeovers Code

Under Rule 2.2(c) of the Takeovers Code, a
shareholders’ resolution approving a listed company’s
delisting after a proposed offer must be subject to the
offeror being entitled to exercise, and exercising, rights
to compulsorily acquire the remaining shares. If an
offeree company is incorporated in a jurisdiction without
compulsory acquisition rights, the Securities and
Futures Commission (SFC) will waive the requirement
provided the three conditions set out in the Note to Rule
2.2 of the Takeovers Code are met. In particular, in
addition to obtaining the requisite shareholders’
approval, the offeror must receive valid acceptances of
90% of the disinterested shares. However, condition (iii)
to the Note to Rule 2.2 was previously silent as to
whether purchases made by an offeror and its concert

10
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parties could be included when determining whether the
90% of disinterested shares threshold has been met.

The SFC has revised condition (iii) of the Note to Rule
2.2 of the Takeovers Code to expressly include
purchases made by the offeror and persons acting in
concert with it from the date of the announcement of a
firm intention to make an offer, when determining
whether the 90% of the disinterested shares threshold
has been met. The codification of this existing practice
clarifies requirements for offerees’ incorporated
jurisdictions without compulsory acquisition procedures.

c. Exercise of Compulsory Acquisition Rights: Rule
2.11 of the Takeovers Code

Rule 2.11 of the Takeovers Code requires an offeror and
its concert parties to have acquired 90% of the offeree
company’s disinterested shares before exercising its
compulsory acquisition rights. The language of Rule
2.11 of the Takeovers Code previously only allowed
purchases made by an offeror and its concert parties
during the period of 4 months after the posting of the
initial offer document, together with acceptances, to
count towards the 90% threshold.

To align with Rule 2.2 of the Takeovers Code, Rule 2.11
of the Takeovers Code has been amended so that
purchases made by an offeror and its concert parties
from the date of the announcement of a firm intention to
make an offer until the end of 4 months after the posting
of the initial offer document can count (with
acceptances) towards the 90% of the offeree company’s
disinterested shares threshold for the purpose of the
offeror's entitlement to exercise its compulsory
acquisition rights.

d. Shareholders' Meeting by Scheme of Arrangement
or Delisting Proposal: Rules 2.2 and 2.10 of the
Takeovers Code

The amendments remove the ambiguity in the form of
shareholders’ meeting in the light of recent court
decisions and reinforce the non-prohibition view which
has always been adopted by the Executive for meetings
held under Rules 2.2 and 2.10 of the Takeovers Code.

The amendment will allow an offeror and its concert
parties to attend and vote at meetings held to consider
a scheme or a delisting proposal as long as their votes
are not included in determining whether the
requirements under Rules 2.2 and 2.10 of the Takeovers
Code are met. This provides greater technical flexibility
in structuring shareholders’ voting in schemes of
arrangement.

Rules 2.2 and 2.10 of the Takeovers Code were
previously silent as to what procedures need to be

complied with for convening a shareholder meeting. To
clarify the wuncertainty regarding the form of
shareholders’ meeting, Note 8 to Rule 2 has been added
stating that a “duly convened meeting of shareholders”,
for the purposes of Takeovers Code Rules 2.10 and 2.2,
“refers to a shareholders’ meeting duly convened in
accordance with the offeree company’s constitutional
documents and the company law of its place of
incorporation”. It serves to avoid undesirable situations
where shareholders’ meetings held for the purpose of
the Codes might be held invalid under the laws of
incorporation or constitutional documents of an offeree
company. Offeree companies and their advisers are
encouraged to seek legal advice and, where applicable,
guidance and directions from the relevant courts in
respect of the meetings held for the purpose of
considering a scheme of arrangement.

€. Deduction of dividends from the offer price: Note 11
to Rule 23.1 and Note 3 to Rule 26.3 of the
Takeovers Code

Offerors are not permitted to deduct dividends or other
distributions from the offer price unless the right is
specifically reserved. For situations where the payment
of dividends is subject to a withholding tax, the Executive
will only permit a reduction to the offer price based on
the gross amount of dividends received by shareholders.
This is a change to previous practice where the offeror
has discretion whether to invoke its reserved position to
reduce the offer consideration in such a situation.

Conclusion

It is evident that all privatization methods share one
common feature — the chance of success rests with the
other shareholders, regardless of the offeror's existing
stake in the listed company. The offeror must exercise
caution when selecting a method for privatization. If an
offer has been announced or posted but has not become
unconditional and is subsequently withdrawn or lapses,
neither the offeror nor any person acting in concert with
them can announce a new offer or acquire any voting
rights of the offeree company within 12 months from the
withdrawal or lapse of the previous offer. Therefore,
careful consideration of the chosen method is necessary
to avoid these limitations and ensure a successful
privatization process.

The recent amendments to the Takeovers Code serve
to codify the existing practices within the takeover
process. By providing clearer guidelines and
regulations, these amendments help to reduce
ambiguity and enhance transparency. As a result, the
amendments contribute to a more streamlined and
effective privatization process, benefiting both offerors
and shareholders alike.
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AR, BAANEXSGET EHHRNE 8.08(1) (@) FHIME
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BREAANRHE-—BTHIALTEERHILEREHEY
LHREMATHRE. IX—RMTHENREBE TN
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d. REALSSLZHITRIZEHEZW . RIGFRIFI) 2.2
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RIERIEAVERBR, XEBITERTREASHAL
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MERBT, XALAT W PRFIRENERRBTE
REEARREM .
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HFRERSHFEETWEREF. ATEBEBFEXRERS
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TR HIAEBER, BMRIERILA SHEM A
BrHREREXMS, A (FU) BENmEBFNKRERZTEE
WAL . BRBEANE)REBEAEERHT
WhBTHRWIREREY, HEEANBRATIK
HRERIESMIET

€. MEBLMMETHIGRE . KIHFHE 23.1 #7211
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BAANTENEANEDNGRKREHHEMOE, BRIER
PIRE T X —NF . EXMREFIRKOERLT
T RAAFRER R MRS 2 TERBZANE.
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BR FEREAARESE I HER TRBAAE

EFRATNNRERREZ D, BN SEBURT HAb
BZR. BANGEEZERBUTENQGIUERTTE. IR
RACEMREMEE KRB AT HFMAIFBERAE S K
B} WBAANSEFSH-BITHINAHNAEERAR
HE 12 PRAERHBRATEIGEZBEAASHIREN
Elt, BRBRFBEERTERNTTIE, ERXLRS
FHRAE L RRAIRLTN.

RIEX (REF) BETTEERBIBERE S I A M
ERNTFN, BERHEBWIESIHANEN, X
EERFHTRIOEXGFRSERE. FAi, XEET
REPTEMEUNBERNRBUH#E, FEAHAANB
REPR I

Source EjE:

https://www.sfc.hk/-
/media/EN/assets/components/codes/files-
current/web/codes/the-codes-on-takeovers-and-mergers-and-
share-buy-backs/the-codes-on-takeovers-and-mergers-and-
share-buy-backs.pdf
https://apps.sfc.hk/edistributionWeb/api/consultation/conclusi
on?lang=EN&refNo=23CP5

Hong Kong Government Opens the New Capital
Investment Entrant Scheme for Application

Hong Kong has revived the Capital Investment Entrant
Scheme (“New CIES”) to attract talents (and capital) to
stay in Hong Kong and/or obtaining ordinary residence
in Hong Kong. On March 1, 2024, the Hong Kong
Government issued the 39-page Rules for New CIES,
officially opening the application process for the program.
Applicants can submit applications for new CIES.

Successful applicants may bring their dependents
(including spouse and unmarried dependent children
aged under 18 years) to Hong Kong. Permission to stay
will normally be granted to applicants and their
dependents for not more than 2 years. Upon expiry of
the 2-year period, applicants will be allowed to apply for
extensions at 3-year periods at each time until they
reach the 7th year, at which point they will be eligible for
Hong Kong permanent residence.

Further, successful applicants will benefit from the newly
introduced arrangement which allows for the suspension
of payment of Buyer's Stamp Duty and New Residential
Stamp Duty in relation to acquisitions of residential
property Hong Kong, with details of the relevant
legislative amendments to be followed.
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convertible bonds issued or fully

If an applicant is unable to fulfil the continuous residence guaranteed by either:
requirement, but is able to continuously satisfy the

financial requirements under the new CIES for not less o the Government, the
than 7 years, he/she may apply for an unconditional stay Exchange Fund, the
in Hong Kong. Hong Kong Mortgage

Corporation, the MTR
Corporation  Limited,
Hong Kong Airport
Authority, and other
corporations,

agencies or bodies
wholly or partly owned
by the Government as
may be specified from

Key Requirements under New CIES

An eligible applicant must meet the following criteria:

e Aged 18 or above (including foreign nationals,
Chinese nationals who have obtained
permanent resident status in a foreign country,
Macao Special Administrative Region residents
and Chinese residents of Taiwan)

o Demonstrate net assets of not less than HK$30 time to time by the
million throughout the 2 years preceding the Government; or
application o listed companies as

e Invest a minimum of HK$30 million, including: referred to under the

above ‘Equities’

0 A minimum of HK$27 million in category

permissible financial assets and non-

residential real estate e HKD or RMB certificates of deposit

. ) Certificates with a remaining term of at least 12

0 HK$3 million mFo a new CIES o D:al oo months (capped at 10%  of

Investment Portfolio managed by t_he p minimum_ investment, i.e. HK$30

Hong Kong Investment Corporation o

Y million)

Limited

e Subordinated debt denominated in

subordinated) o RMB issued by authorized

Permissible Investment Assets Debt i
institutions
An eligible applicant must invest a minimum of HK$27 e Securities and Futures
million in any of the following : Commission (SFC)-authorized
funds managed by Type 9 (asset
a) Permissible Financial Assets management) licensed entities
e Shares of companies that are * SFC-authorized ~ real  estate
listed on the Stock Exchange of Eligible Investment trusts (REITS)
Equities Hong Kong (SEHK) and traded in Collective managed by Type 9 licensed
Hong Kong Dollars (HKD) or Investment entities
Renminbi (RMB) Schemes e SFC-authorized Investment-Linked
e Debt securities listed on the Assurance Schemes issued by
SEHK and traded in HKD or permitted insurers
RMB (including debt instruments
issued in Hong Kong by the e Registered open-ended  fund
Ministry of Finance of the companies (OFCs) managed by
Debt People’s Republic of China and Type 9 licensed entities
Securities local people’s governments in -
the Mainland) Limited
. ) ) Partnership e Ownership interest in registered LPFs
e Debt securities denominated in Funds
HKD or RMB, including fixed or (LPFS)
floating rate instruments and

b) Non-Residential Real Estate
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Non- e Commercial and/or industrial real estate

Residential| in Hong Kong (including pre-completion

Real properties, excluding land), capped at
Estate HK$10 million

c) CIES Investment portfolio (“CIES IP")

Each Applicant under New CIES is required to invest
HK$3 million into a new CIES IP, a dedicated
portfolio that will be set up and managed by the
Hong Kong Investment Corporation Limited. The
CIES IP will make investment in companies/projects
with a Hong Kong nexus, with a view to supporting
the development of innovation and technology
industries and other strategic industries that are
beneficial to the long-term economic development of
Hong Kong.

Expanded Scope of Permissible Investments

Compared to the previous CIES implemented from
2003 to 2015, the new CIES has expanded the
scope of permissible investments as part of the
Government's initiatives to provide a broader range
of options for overseas investors and maintain Hong
Kong's competitiveness among other international
cities. Under the previous CIES, applicants were
required to invest a minimum of HK$10 million in
permissible assets, including equities, debt
securities, certificates of deposits, subordinated
debt, and eligible collective investment schemes
denominated in Hong Kong dollars.

The new CIES has broadened the category of
eligible collective investment schemes to
encompass Securities and Futures Commission
(SFC)-authorized funds managed by Type 9
licensed entities, real estate investment trusts
(REITs), and registered open-ended fund
companies (OFCs). Additionally, an investment
category for limited partnership funds (LPFs) has
been included. This represents a significant
expansion from the previously more restrictive
scope, which was limited to Hong Kong dollar-
denominated unit trusts and mutual funds pre-
approved and authorized by the SFC, with a
requirement for at least 70% of average net assets
to be invested in other permissible asset classes.

The Government has conducted extensive outreach
and briefing sessions on the Scheme details, which
have garnered considerable interest from high-net-
worth individuals worldwide, including those from
the Middle East, Southeast Asia, and beyond. The
Financial Services and the Treasury Bureau stated
that an early launch of the Scheme demonstrates
the Government's commitment to strengthening the
development of asset and wealth management

business, financial services, and related
professional services, as well as driving the high-
guality development in Hong Kong. The Invest Hong
Kong also stated that the Scheme will solidify Hong
Kong's position as a hub for talent and capital, and
elevate Hong Kong's status as an international
financial center.

Implications for Listed Companies

New CIES is designed to attract high-net-worth
individuals and families to invest in Hong Kong, with
potential implications for listed companies:

1. Increased investment opportunities: New
CIES encourages eligible applicants to make a
minimum investment of HK$30 million in
permissible investment assets. This influx of
capital could potentially create new investment
opportunities for listed companies in Hong Kong.
Companies may benefit from increased funding
and potential partnerships with investors
participating in the scheme.

2. Enhanced financial services sector: The
development of asset and wealth management
businesses under New CIES may contribute to
the growth and expansion of the financial
services sector in Hong Kong. This could lead
to increased demand for financial products and
services provided by listed companies operating
in the sector. Companies specializing in asset
and wealth management may experience
growth and expansion as a result of the scheme.

3. Potential collaboration and partnerships:
New CIES's focus on driving high-quality
development in Hong Kong may attract
international investors, including family offices,
looking to establish a presence in the region.
This could create opportunities for collaboration
and partnerships between listed companies and
these investors, leading to potential business
expansion and growth. Listed companies that
align with the investment preferences of the
scheme participants may have the opportunity
to form strategic partnerships and benefit from
their expertise and resources.

4. Talent attraction and retention: New CIES
allows eligible applicants to bring their
dependents to Hong Kong and provides
provisions for the extension of their stay. This
may contribute to the talent pool in Hong Kong
and potentially benefit listed companies in terms
of attracting and retaining skilled professionals.
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Companies that require specialized talent or
expertise may find it easier to recruit and retain
qualified individuals as a result of the scheme.

It is important to note that the specific implications for
listed companies and directors would depend on various
factors, including the nature of the company's business,
its sector, and the individual circumstances of the
applicants under the scheme. Company should carefully
assess the potential opportunities and challenges
presented by New CIES and determine how to best
leverage the program to their advantage.

FERBRABHALRFEANR I RIRIE

ERRERKRANGZITY (3 CIES") , BEERSIA
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c) CIES ®Z#& (CIES ®BiF) -

BALF CIES BB A B/ 300 AT HEBRE
EEARATRIMEER CIES % HF. CIES
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BTV MEAMEF TEBKHLF L RO
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KR ZC BRI K
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4. AFHESIFRE: # CIES AFFALMHRHIE
ABEREHEEE, FHREHEEKGENAE.
XUREMTEMEBNOAStEE, FHAERS
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Source XJE:
https://www.info.gov.hk/gia/general/202403/01/P2024022900
797.htm?fontSize=1
https://www.newcies.gov.hk/en/index.htmi
https://www.newcies.qov.hk/assets/pdf/scheme-rule-en.pdf

Hong Kong Securities and Futures Commission’s
Quarterly Report Reveals Surge in Net Inflows to
Investment Funds in Hong Kong

On March 8, 2024, The Securities and Futures
Commission (SFC) of Hong Kong has released its
Quarterly Report for the period of October to December
2023, highlighting significant regulatory developments
and initiatives undertaken during the quarter. The report
provides insights into the SFC's efforts to maintain
market integrity, enhance investor protection, and foster
innovation in the financial industry.

The asset management space fared strongly during the
quarter. Net fund inflows into Hong Kong domiciled
funds surged 179% quarter-on-quarter to HK$33.5
billion. For full-year 2023, these inflows jumped 92.9%
year-on-year (YoY) to HK$87.1 billion. As at December
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31, 2023, the assets under management of the 914
Hong Kong-domiciled funds increased 4.9% YoY. In
addition, the SFC authorized Asia’s first and the world’s
largest exchange-traded fund investing in Saudi Arabian
listed stocks, which listed in November.

Mainland-Hong Kong Stock Connect kept up its
momentum. Average daily northbound trading rose 8%
YoY in 2023 whilst average daily southbound trading
remained steady. Their shares in both Mainland and
Hong Kong stock market turnovers increased. Moreover,
both northbound and southbound trading recorded net
buys last year, amounting to RMB43.7 billion and
RMB292.9 billion.

To facilitate the development of the listing market, the
SFC approved rule amendments for GEM listing reforms
by the Stock Exchange of Hong Kong Limited, which
introduced a new route for GEM listing and a
streamlined mechanism for Main Board transfer. During
the quarter, the SFC processed 135 listing applications,
totaling 270 for full-year 2023, with average processing
time reduced by 11% YoY to 108 business days.

The number of SFC licensees and registrants remained
stable at 48,091, comprising 3,257 licensed
corporations, 112 registered institutions and 44,722
individuals as of December 31, 2023. License
applications received rose 16% YoY for the whole year,
around 7,200 license applications were received,
including around 7,000 individuals and 185 corporations,
and picked up 8% YoY for the quarter. Of the 56 licensed
corporation applications approved by the SFC in the
quarter, each licensed corporation may have multiple
SFC regulated activity license., Type 9 (asset
management) and Type 4 (advising on securities)
regulated activities accounted for 88% and 66%. Six
virtual asset trading platforms (VATPs) submitted their
corporate license applications during the quarter. A total
of 24 applications under the Anti-Money Laundering and
Counter-Terrorist Financing Ordinance were received
when the deadline for license applications under the
transitional arrangements of the VATP licensing regime
closed on February 29, 2024.

To raise the public’s awareness of investment scams
and risks, the SFC warned the public against VA-related
frauds and suspicious investment products through
press briefings, press releases, social media posts and
alert lists, as of 29 February 2024, 14 suspicious VATPs
and 38 suspicious investment products were posted on
the alert lists. It also launched a comprehensive publicity
campaign, including a television drama, debuting a
YouTube channel, radio broadcasts, bus
advertisements and online banners.

In an effort to combat fraudulent activities, the SFC also
established a joint working group with the Hong Kong
Police Force to enhance collaboration on monitoring and

investigating VA-related illegal activities. The SFC and
the Police have been sharing information twice a week
since December to promptly address potential fraud.
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Hong Kong Government Adjusts Business
Registration Fees and Waives the Business
Registration Levy

On March 6, 2024, the Hong Kong Government served
a notice to the Legislative Council to move a resolution
under the Business Registration Ordinance (Cap. 310)
(BRO) to increase business registration fees with effect
from April 1, 2024. The Government also published in
the Gazette on March 8,2024 the Business Registration
Ordinance (Amendment of Schedule 2) Order 2024
(BRO Order) to increase branch registration fees and to
waive the business registration levy of $150 payable to
the Protection of Wages on Insolvency Fund for two
years.

Business Registration Fee Increase

Under the BRO, all businesses operating in Hong Kong
are required to register and pay an annual fee. The
current fees, which have remained unchanged for nearly
30 years, are HK$2,000 for a one-year certificate and
HK$5,400 for a three-year certificate.

To account for inflation and maintain the operational
costs of the business registration system, the 2024-25
Budget has proposed increasing these fees by HK$200,
or 10%. The new fees will be HK$2,200 for a one-year
certificate and HK$5,600 for a three-year certificate,
effective April 1, 2024.

Branch Registration Fee Adjustment

In line with the proposed increase in business
registration fees, the fee for registering a branch of a
business will also increase by 10%. The current and
proposed branch registration fees are outlined below:

e Business Registration Fees:
0 One-year certificate increasing from
$2,000 to $2,200.
0 Three-year certificate increasing from
$5,200 to $5,720.

e Branch Registration Fees:
0 One-year certificate increasing from
$73 to $80.
0 Three-year certificate increasing from
$189 to $208.

o Levy:

0 One-year certificates: $150 currently,
waived from 4/1/2024 to 3/31/2026,
then $150 after 4/1/2026.

0 Three-year certificates: $450 currently,
$150 from 4/1/2024 to 3/31/2025, $300
from 4/1/2025 to 3/31/2026, then $450
after 4/1/2026.

Business Registration Levy Waiver

In addition to the registration fees, businesses are
currently required to pay an annual levy of HK$150 per
registration to finance the Protection of Wages on
Insolvency Fund. To alleviate the impact of the fee
increases on businesses, and considering the stable
financial position of the Fund, the 2024-25 Budget has
proposed waiving this levy for two years, starting April 1,
2024.

Legislative Process

To implement the proposed changes to the business
registration fees from April 1, 2024, the Secretary for
Financial Services and the Treasury moved a resolution
pursuant to section 18(1) of the Business Registration
Ordinance at the Legislative Council on March 27, 2024.
The Chief Executive has made the Public Revenue
Protection (Business Registration) Order 2024 to
provide legal force to the resolution before it is passed.

Furthermore, the Financial Secretary has made the
Business Registration Ordinance (Amendment of
Schedule 2) Order 2024 to implement the proposed
increase in branch registration fees and the two-year
waiver of the levy. This Order was published in the
Gazette on March 8, 2024 and tabled at the Legislative
Council for negative vetting on March 13, 2024.

Revenue Impact to the Hong Kong Government
The Hong Kong Government estimates that the
adjustments to business registration fees and branch

registration fees will increase revenue by approximately
HK$295 million per annum.
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By updating the fee structure and providing temporary
relief through the levy waiver, the Hong Kong
Government aims to strike a balance between
maintaining the operational costs of the business
registration system and supporting businesses in the
current economic climate.
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Hong Kong Government Gazettes Inland Revenue
(Amendment) Bill (Tax Concessions and Two-tiered
Standard Rates) Bill 2024 with Tax Concessions and
New Rate Structure

On March 8, 2024, the Hong Kong Government has
gazetted the Inland Revenue (Amendment) (Tax
Concessions and Two-tiered Standard Rates) Bill 2024
(the “Bill"), introducing significant tax measures
proposed in the 2024-25 Budget. The Bill was
introduced into the Legislative Council on March 20,
2024,

One-off Tax Concessions for 2023/24
The Bill proposes a 100% reduction in salaries tax, tax

under personal assessment, and profits tax for the year
of assessment 2023/24, subject to a cap of HK$3,000
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per case. This one-off concession, to be reflected in the
final tax payable for 2023/24, will benefit approximately
2.06 million individual taxpayers and 160,000 tax-paying
businesses. The government estimates a revenue
forgone of around HK$5.531 billion in the 2024-25 fiscal
year due to this measure.

Two-tiered Standard Tax Rates

A significant structural change introduced in the Bill is
the implementation of a two-tiered standard tax rates
regime for salaries tax and tax under personal
assessment, effective from the year of assessment
2024/25. Currently, a standard rate of 15% applies to net
incomes above the relevant income thresholds. Under
the new regime, the first HK$5 million of net income will
continue to be taxed at 15%, while the portion exceeding
HK$5 million will be subject to a higher standard rate of
16%.

This change aims to enhance the progressivity of Hong
Kong's tax system and is expected to impact
approximately 12,000 taxpayers, representing 0.6% of
the total number of taxpayers subject to salaries tax and
tax under personal assessment. The government
anticipates an annual revenue increase of around
HK$905 million from this measure.

Support for Families with Newborns

Addressing a policy initiative announced in the 2023
Policy Address, the Bill proposes to raise the deduction
ceiling amounts for home loan interest and domestic
rents to support families with newborn children. From the
year of assessment 2024/25, eligible taxpayers under
salaries tax and tax under personal assessment residing
with children born on or after October 25, 2023, will
benefit from an increased deduction ceiling of
HK$120,000, up from the current HK$100,000.

This additional deduction ceiling of HK$20,000 can be
claimed for a maximum of 19 years of assessment.
While the measure is expected to reduce government
revenue by approximately HK$5.6 million in the first year
of implementation, the revenue forgone is projected to
gradually increase to around HK$106 million per annum
after 19 years.

Implications for Taxpayers and Businesses

The one-off tax concessions for 2023/24 will provide
immediate relief to taxpayers and businesses, but this
temporary measure requires planning for future tax
liabilities. The two-tiered standard tax rates regime will
impact high-income earners with net incomes exceeding
HK$5 million, who will face a higher 16% marginal rate,
aligning Hong Kong's tax system with global trends
towards greater progressivity. For families with
newborns, increased deduction ceilings for home loan

interest and domestic rents offer support, but eligibility
criteria must be carefully assessed to maximize benefits.

As the Bill progresses, taxpayers and businesses should
monitor developments and seek advice to understand
implications for tax planning and compliance, proactively
engaging with changes to navigate the evolving
landscape while mitigating risks and capitalizing on
opportunities.

The government's approach balances maintaining a
competitive tax regime, providing stakeholder relief, and
aligning with international standards and societal
expectations. Continuous dialogue with the business
community and taxpayers is crucial for shaping policies
supporting Hong Kong's long-term growth as an
international financial center.
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Hong Kong Accounting and Financial Reporting
Council Reprimands Chan Steven Kwok Keung and
Sino Corp CPA Limited and Imposes Pecuniary
Penalties Totalling HK$100,000 for CPA Misconduct

On March 12, 2024, the Hong Kong Accounting and
Financial Reporting Council (AFRC) has taken
disciplinary action against a certified public accountant
(CPA) and his firm for professional misconduct.

The AFRC reprimanded Mr. Chan Steven Kwok Keung
(Chan) and his firm, Sino Corp CPA Limited (Sino Corp),
for failing to act diligently in the preparation and issuance
of an accountant's report for a solicitor's firm (Law Firm)
for the year ended March 31, 2021.

The AFRC's investigation, triggered by a complaint from
the Law Society, found that Chan and Sino Corp failed
to conduct proper procedures to determine the Law
Firm's compliance with the Solicitors' Accounts Rules
(Cap. 159F) (SAR), which are designed to protect
clients' money entrusted to solicitor's firms. As a result,

Chan and Sino Corp committed a professional
irregularity and were found guilty of CPA misconduct
under the Accounting and Financial Reporting Council
Ordinance (AFRCO).

The Accountant's Report Rules (ARR) require an
accountant to undertake a general test examination of a
solicitor's firm's books of account to determine
compliance with the SAR. However, the AFRC found
that Chan and Sino Corp:

e Failed to conduct proper procedures to
determine the Law Firm's compliance with the
SAR.

e Failed to report the Law Firm's breach of the
SAR regarding the omission of the word "client"
in the title of a client account.

e Failed to document the procedures taken to
determine the Law Firm's compliance with the
SAR.

e In deciding the sanctions, the AFRC considered
the importance of an accountant's role in
examining a solicitor's firm's books to ensure
compliance with the SAR, as these rules are
designed to prevent the improper handling of
clients’ money. While there was no evidence of
intentional or reckless misconduct, nor any loss
to third parties, the AFRC still imposed
significant sanctions.

The AFRC reprimanded Chan and Sino Corp and
imposed pecuniary penalties of HK$50,000 (US$6,400)
each. They were also ordered to pay the costs and
expenses of the investigation. The AFRC emphasized
that the sanctions were aimed at deterrence, investor
protection, and upholding the standards of conduct
among regulatees.

This case highlights the critical role that professional
accountants play as gatekeepers in the financial
ecosystem. Accountants are responsible for examining
a solicitor's firm's books to ensure compliance with the
rules designed to protect clients' interests. Failing to
exercise due care can have serious consequences, as
demonstrated by the AFRC's disciplinary action.

The AFRC's decision sends a clear message to the
accounting profession in Hong Kong: complacency and
lack of rigor will not be tolerated. This case underscores
the importance of continuous professional development
and the need for accountants to stay up-to-date with
relevant rules and regulations.

In conclusion, the AFRC's reprimand of Chan and Sino
Corp reinforces the regulator's commitment to ensuring
that professional accountants fulfill their gatekeeping
responsibilities with the highest standards of diligence
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and care, ultimately safeguarding the interests of clients
and the public.
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Hong Kong Securities and Futures Commission and
Hong Kong Exchanges and Clearing Limited
Collaborate in Enforcement Action Against Two
Former GEM-Listed Company Directors for
Misconduct

On March 5, 2024, the Hong Kong Securities and
Futures Commission (SFC) and the Stock Exchange of
Hong Kong Limited (Exchange) have joined hands in an
enforcement action that led to a disciplinary action by
the Exchange against two former directors of a GEM-
listed company for misconduct. The Stock Exchange of
Hong Kong Limited is a wholly-owned subsidiary of
Hong Kong Exchanges and Clearing Limited (HKEX).

Under the Listing Rules, the Exchange may take various
sanctions against the relevant parties involved in the
breach of Listing Rules, including reputational, remedial
and ancillary or operational sanctions.

This enforcement action highlights the strategic
coordination between the SFC and the Exchange for
conducting investigations into cases of mutual concern,
by leveraging the complementary investigative powers
and regulatory tools at their disposal.

Under the Exchange’s disciplinary action, Mr Aris Goh
Leong Heng and Ms Anita Chia Hee Mei, the Singapore-
residing founders, controlling shareholders and former
executive directors of Global Uin Intelligence Holdings
Limited (Global Uin Intelligence) were publicly
censured. The Exchange has stated that, in its opinion,
both Goh and Chia are unsuitable to occupy positions
as directors or within senior management of Global Uin
Intelligence or any of its subsidiaries. The company was
listed on GEM on May 18, 2020 as Singapore Food
Holdings Limited. It subsequently changed its name to
Global Dining Holdings Limited, then to its current name
Global Uin Intelligence Holdings Limited.

The Exchange discovered that when Global Uin
Intelligence was listed in May 2020, it paid the sum of
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the rerouting arrangement. Although Goh and Chia WEBSKEKRAERASZZ%E GEM Fth, HEEZ NI
subsequently procured the refund of the payment from EARBRERAS, REBXAUE ZRRIRER AN Z4E
the IPO consultant to Global Uin Intelligence, the GEM EARERRAS,

Listing Committee found them to have committed
serious breaches of their fiduciary duties to the company

and the Listing Rules. E%ﬁ&ﬁﬁiif)b ﬂikji q: 2020 E 5 H J:l_-ﬁﬁj- r‘ﬂ_ﬁ

AT IR AFT R R TR A ) XA+ 7 —% 100 T3l

The SFC stated that under coordinated investigation, the EIAFIM, HRMRXZEESHREATEXNMEORS%E.
SFC and the Exchange share information and 1t i 3] BR 55 ﬁ%ﬁ%f*ﬁ?ﬂﬂ’]*ﬁ?i?ﬁ%ﬁﬁi@&ﬁ:}:t
intelligence in a timely manner so as to better allocate ﬁ?”ﬂx#ﬁqﬁﬂﬁﬂ’lﬁi‘f‘tﬁi%ﬁﬁ, BT T L BN
investigative resources to achieve their regulatory Tlse s 2 423 25 = 4 S A A AN S '
objectives. This case demonstrated the success of this ? EEL %”’;K ’Ig?] }:Z{ﬂ‘i 1ZPRIe] 22 jnﬁ}: &
initiative, and SFC looks forward to achieving quicker V%i TN Ski,,& '2 %%‘ﬁj]l]fiﬂ’]ﬁaé%%ﬁ EL.Iab
and more effective regulatory outcomes through IEBESEAERZERMNE S BRI R EMILELRT
coordinated investigations. FEARZ P o

HKEX also stated that the Exchange and the SFC have KXEEAEIURE, GEM EHZRSHFE Goh & Chia
been working closely together to combat IPO-related B PR SR H BN L A4S, BR Goh &

misconduct. Their collaboration and sharing of

. N oS .
information creates an effective combination of the Chia HJ5E ZHHZIM 5] A 8 BRI AIKIR EIH X500,

different powers of the two regulators. They thank the B GEM EHZRRNHE — AT BB REINZASIAIH

SFC for their assistance, and look forward to further BFRAEX (LHHRUY MEXINE

collaboration in HKEX’s mission to maintain market

quality and investor confidence. FBSRRIFESERESBEFHTAE, BEELNK
, BREFMNER, EXZRERFAERR, EJZIjht@J K& BR.

The SFC and the Exchange expressed their SRANREEHFRSHRINETF. UL HBERE

appreciation to the Monetary Authority of Singapore for Aﬁz BUSTH I 8E -

its assistance in this case. The SFC’s investigation into =i b

the suspected misappropriation by Goh and Chia is still . _ ey “

KZM5IEEs—EA/ELE. iﬁﬁ#ﬁﬁtﬁﬂ’ﬁ%ﬂx?ﬁ%ﬁ
ERLESRARESEEERSSEBRAXZHR MER, AREEVNMEEFRZAASNT, F4I
AEMGEM LA RBREESTNA LT ARTEHE F. MNRMEE<NnE, FASEREIRE—SE

&, #RKNEFTERREBREBZFONED.
2024 £ 3R 5 H, IEHFEMREFEEZRSE (FLR)

'3%5;%E EXGEREBERAT (BEZA) T—IANAT ES S R BOSRFINE S a E R B EL R P AEL.
T EFEE SEHIFBMUHM—X GEM LTS H IEMSX Goh & Chia SRR E—EBNAERE

%FJIJTEE?E%E’JT LITAHXRBMLETE. BRBKEXSF .

BERASDEEBRGREEFBRLE (BEXHFN)

HNERMEAS. Source &

https://apps.sfc.hk/edistributionWeb/gateway/TC/news-and-
announcements/news/enforcement-
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news/doc?refNo=24PR41&fbclid=IwAR3QOWelQ70ZixQt-
5rvVmY9CzLIx_65CRQ6RIpfmUCIGukv_vYn-
BgNxLPw_aem_AVqZLMEUY2A2Xv98EhLbJQCBhXYbbhDd
3jZyOJFHQK80ZY7LT5Z_B-8-kSHfXYd25Zk

Hong Kong Securities and Futures Commission
Reminds Public Virtual Asset Trading Platforms
Application Period Has Ended Under Transitional
Arrangements

On March 1, 2024, the Hong Kong Securities and
Futures Commission (SFC) reminds industry
participants and investors that the deadline of 29
February 2024 has passed for virtual asset trading
platforms (VATPS) to submit license applications to the
SFC in order to continue operating in Hong Kong on or
after June 1, 2024.

As a result, VATPs that are operating in Hong Kong but
did not submit license applications to the SFC by the
February 29, 2024 deadline must close down their
businesses in Hong Kong by May 31, 2024, pursuant to
the transitional arrangements. Under Schedule 3G to the
Anti-Money Laundering and Counter-Terrorist Financing
Ordinance (Cap. 615) (AMLO), transitional
arrangements up to May 31, 2024 are provided to allow
sufficient time for VATPs which have been carrying on
the business of operating a virtual asset exchange
(virtual asset service) as defined under section 53ZR
and Schedule 3B to the AMLO in Hong Kong before
June 1, 2023 to apply for a license or to prepare for an
orderly close-down of their business operations in Hong
Kong. Such VATPs must submit a license application to
the SFC by February 29, 2024 in order to continue
operating in Hong Kong on or after June 1, 2024.

These VATPs must obtain the requisite SFC license in
order to resume their business activities in Hong Kong,
or actively market their virtual asset services to Hong
Kong investors. It is a criminal offence to carry on any
unlicensed activity. At the same time, investors are
urged to check the regulatory status of VATPs on the
Lists of virtual asset trading platforms on the SFC's
website.

Investors dealing with VATPs operating in Hong Kong
which are not on the “List of licensed virtual asset trading
platforms” or on the “List of virtual asset trading platform
applicants” are urged to close their accounts with these
VATPs or transfer to SFC-licensed VATPs for trading
virtual assets.

The SFC, however, reminds the public that the
applications submitted by applicants on the “List of
virtual asset trading platform applicants” are still being
processed and they may — or may not — be approved.
Hence, trading on these platforms carries a risk. The
public should be aware that VATPs on the “List of virtual
asset trading platform applicants” are not licensed or

regulated by the SFC and they may not be in compliance
with the SFC's requirements. These VATPs may not
eventually be granted licenses as the SFC may refuse
their applications. In such cases, these VATPs may be
required to close down their businesses in Hong Kong
and their names may be placed on the “List of closing-
down virtual asset trading platforms”. Investors should
thus also check the “List of closing-down virtual asset
trading platforms” from time to time.

That being the case, the SFC strongly urges investors to
trade virtual assets only on SFC-licensed VATPs
because they may leave themselves unprotected by
trading on unlicensed platforms.

With clearer regulatory and market development
standards emerging at the international level, investors
trading VA on licensed platforms should enjoy enhanced
protection and have elevated confidence in the market.
It is believed that SFC will continue to use a
multipronged approach comprising comprehensive
public education, enhancing enforcement and timely
information dissemination, to facilitate the robust and
responsible development of the market.
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Source EjE:
https://apps.sfc.hk/edistributionWeb/gateway/T C/news-and-
announcements/news/doc?refNo=24PR37

Cayman Islands Updates Beneficial Ownership
Regime - Balancing Transparency and Privacy

In November 2023, the Cayman lIslands, a renowned
global financial center, made significant updates to its
beneficial ownership regime, seeking to strike a delicate
balance between promoting transparency and
safeguarding individual privacy rights. As the jurisdiction
navigates this evolving landscape, the implications of
these changes are of particular interest to Hong Kong-
based entities with operations or investments in the
Cayman Islands.

The Cayman Islands maintained a centralized beneficial
ownership registry, but the beneficial ownership
information was only accessible to certain competent
authorities and not made publicly available. In 2019,
Cayman committed to introducing public registers, but a
2022 European court ruling found unfettered public
access disproportionately interfered with data protection
and privacy rights also enshrined in Cayman's
constitution. Consequently, Cayman determined a fully
public register by 2023 was infeasible and

unconstitutional. Cayman is progressing with the
provision enabling limited public access, subject to a
legitimate interest test.

In response, the Cayman Islands government has
proactively updated its framework for beneficial
ownership disclosure. The Beneficial Ownership
Transparency Act (the “Act), passed in November 2023
and expected to be implemented in a phased approach
throughout 2024, introduces several key changes.

Major Changes to the Cayman Islands' Beneficial
Ownership Regime

Firstly, the Act streamlines the existing beneficial
ownership framework into a unified, comprehensive
structure, thereby enhancing clarity and facilitating
compliance. Secondly, the scope of the regime has been
expanded, now encompassing a broader range of "legal
persons.” This expanded coverage includes various
entity types, such as companies, limited liability
companies (LLCs), limited liability partnerships (LLPS),
limited partnerships, exempted limited partnerships
(ELPs), and foundation companies. Additionally, the
regime may apply to any other legal person that may be
prescribed in future regulations.

One of the most significant changes is the revised
definition of "beneficial owner," which aligns with the
Cayman Islands' Anti-Money Laundering Regulations.
The new definition focuses on individuals who ultimately
own or control 25% or more of the entity, or those who
exercise ultimate effective control, while specifically
excluding individuals acting solely in a professional
advisory or managerial capacity.

Another notable change is the introduction of
"alternative routes to compliance" for certain entities,
such as those listed on recognized stock exchanges or
registered as mutual or private funds. These entities will
no longer be required to maintain a beneficial ownership
register, but will provide limited "required particulars" to
the Registrar upon request.

In a proactive move, the Cayman Islands government
has announced plans to work with relevant stakeholders
in 2024 to introduce an enhanced beneficial ownership
framework. This updated approach will allow access to
beneficial ownership information only by members of the
public who can demonstrate a “legitimate interest” in
seeking the information to combat money laundering
and terrorist financing. This balanced approach seeks to
uphold the Cayman Islands' constitutionally protected
data protection and privacy rights while maintaining a
robust anti-money laundering and counter-terrorist
financing regime.

Implications for Hong Kong Market Participants
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The changes in the Cayman Islands' beneficial
ownership regime will have implications for Hong Kong-
based entities with operations or investments in the
Cayman Islands. In particular, Hong Kong-listed
companies and their directors should closely monitor
these developments.

The introduction of the "alternative routes to compliance"
may provide relief for Hong Kong-listed companies with
subsidiaries or investments in the Cayman Islands, as
they may no longer be required to maintain a full
beneficial ownership register. However, these entities
will still need to be prepared to provide the limited
"required particulars" to the Cayman Islands Registrar
upon request.

Additionally, Hong Kong directors serving on the boards
of Cayman Islands entities will need to familiarize
themselves with the updated definition of "beneficial
owner" and ensure that their companies are complying
with the new requirements. The exclusion of individuals
acting solely in a professional advisory or managerial
capacity from being considered beneficial owners may
also have implications for the way Hong Kong-based
directors and advisors engage with Cayman Islands
entities.

Overall, the Cayman Islands' proactive stance on
beneficial ownership transparency, coupled with its
commitment to upholding privacy rights, presents a
nuanced approach that other jurisdictions may look to
emulate. Hong Kong market players with interests in the
Cayman Islands should closely follow the
implementation of the enhanced beneficial ownership
framework and work closely with their Cayman Islands
counterparts to ensure seamless compliance and
continued access to the jurisdiction's robust financial
services ecosystem.
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Source EjR:
https://www.mfs.ky/news/media-release/cayman-proactively-
advances-its-beneficial-ownership-framework/
https://www.ciregistry.ky/beneficial-owner/
https://caymanfinance.ky/2023/11/27/cayman-islands-
enhances-and-consolidates-beneficial-ownership-legislation/

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