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Hong Kong Securities and Futures Commission
Flags Asset Manager Misconducts in Managing
Private Funds and Discretionary Accounts

On October 9, 2024, the Hong Kong Securities and
Futures Commission (SFC) issued a circular spotlighting
severe misconducts within Hong Kong's asset
management sector. These misconducts, identified
among licensed corporations overseeing private funds
and discretionary accounts, breaches of regulatory
requirements like conflicts of interest, subpar risk
management, and questionable investment practices.
Such deficiencies and substandard conduct have not
only eroded investor interests but also trust in Hong
Kong's market integrity and its reputation as a global
asset management center. The lapses underscore a
lack of integrity among asset managers and senior
management, coupled with ineffective supervision.

In response, the SFC has outlined a robust strategy to
tackle the identified misconduct within the asset
management industry, focusing combating such
misconduct in the upcoming yeatr, particularly by holding
senior management accountable. Moreover, the SFC
advised investors to exercise prudence and diligence
when making investment decisions, urging them to seek
relevant and up-to-date information from asset
managers and evaluate the suitability of private funds
based on their investment objectives and risk profiles.

The circular also stresses the pivotal role of boards and
senior management in upholding robust standards of
conduct and compliance with regulatory mandates
within asset management entities, highlighting the
necessity for reinforced supervisory and compliance
mechanisms where warranted.

Circular to Licensed Corporations Engaged in Asset
Management Business: Deficiencies and Substandard
Conduct Noted in the Management of Private Funds and
Discretionary Accounts

The deficiencies and substandard conduct observed by
the SFC in asset managers' operations poses significant
risks to the assets they oversee and violate their
obligations outlined in the SFC's Code of Conduct for
Persons Licensed by or Registered with the Securities
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and Futures Commission (Code of Conduct), Fund
Manager Code of Conduct (FMCC), and Management,
Supervision and Internal Control Guidelines for Persons
Licensed by or Registered with the Securities and
Futures Commission (Internal Control Guidelines).

The circular reiterates asset managers' existing
obligations when handling unauthorized collective
investment schemes (private funds) and discretionary
accounts, applicable to managing private funds and
discretionary accounts under investment mandates or
pre-defined model portfolios, unless stated

otherwise.

Senior Management Responsibilities and Potential
Regulatory Action

e The board and senior management of asset
managers, Managers-In-Charge of Core
Functions and Responsible Officers, hold
primary responsibility for upholding conduct
standards and ensuring compliance with
regulatory requirements.

e They are advised to review concerns outlined in
the circular and Appendix, enhance supervisory
and compliance programs, and conduct
independent and objective audits to assess
compliance.

e Asset managers must promptly report any
material breaches, infringement or non-
compliance to the SFC and provide necessary
details, where self-report initiatives will be
considered in potential disciplinary actions.
(Paragraph 12.5, the Code of Conduct)

e The SFC will conduct thematic on-site
inspections on asset managers managing
private funds to detect any material breaches or
non-compliance with regulatory requirements,
with readiness to take strong action against
managers and their senior management for
failing to discharge their supervisory duties.

e Persisting misconduct in the asset management
industry led to SFC's plans to intensify
disciplinary measures to deter future
misconduct and safeguard market integrity,
despite the SFC vigilance in monitoring asset
management misconduct and emerging risks



within the industry, particularly with the
management of private funds and discretionary
accounts. The goal is to instill confidence in
investors and maintain market integrity through
stringent enforcement and penalties for
misconduct in the asset management industry.

Regulatory Concerns and Existing Obligations

V)

Conflicts of interest

Duty of Asset Managers

e Asset managers must identify, prevent,
manage, and monitor conflicts of interest as
per FMCC 1.5.

e Steps taken must be documented, and
effective  implementation  should be
demonstrated upon SFC's request.

Conduct Transaction in the Best Interests of Funds

e Conduct all transactions with fund interests
at the forefront.

e Implement safeguards to ensure fair
treatment of fund investors.

e Maintain separate teams and processes for
various activities to avoid undue influence.

e Disclose any material interests or conflicts
to fund investors as per paragraph 1.5 of the
FMCC and paragraph 10.1 of the Code of
Conduct.

e Proper records regarding safeguards,
measures, assessments, and justifications
for decisions despite conflicts should be
maintained as per regulations

Avoidance of Inducements

e Asset managers must not accept any
inducement likely to materially conflict with
duties to clients under paragraph 2.2(a) of
the FMCC.

e Assess offers thoroughly to reject any
conflicting with client obligations.

e For example, declining gifts or benefits that
may influence investment decisions aligns
with regulatory requirements.

Preventing Conflicts through Alternative Options

Asset managers must prevent conflicts
stemming from material interests by exploring
alternative solutions.

When arranging fund financing, considering
different counterparties is essential to avoid
conflicts.

Identification and Management of Conflicts of Interest

Asset managers, in line with paragraph 1.5 of
the FMCC, must establish effective policies and
procedures.
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Take reasonable steps to identify, prevent,
manage, and monitor actual or potential
conflicts of interest in transactions.

When significant conflicts arise, exploring
alternative transaction paths is advised to
prevent conflicts. If no alternatives exist, asset
managers must critically assess if the
transaction aligns with the fund's best interests
as per regulatory guidelines.

Managing Conflicts for Fair Treatment

If conflicts are unavoidable, asset managers
must evaluate if proceeding is in the fund's best
interest.

Transactions should be executed in good faith,
at arm's length, and on standard terms.

Fair Treatment of Fund Investors

As per paragraph 1.5 of the FMCC, all
transactions should be conducted in good faith,
at arm's length, and in the fund's best interests
on standard commercial terms.

Conflicts must be managed and reduced
through appropriate safeguards to ensure fair
treatment of fund investors.

General Principle 6 of the Code of Conduct
emphasizes that when conflicts are inevitable,
licensed individuals must ensure fair treatment
of their clients.

Disclosure Requirements for Material Interests or

Conflicts

Asset managers must disclose specific conflicts
and material interests to fund investors, as
outlined in paragraph 1.5 of the FMCC and
paragraph 10.1 of the Code of Conduct.
Generic disclosures are inadequate for material
conflicts; detailed information on conflicts,
associated risks, and mitigation strategies is
essential. Detailed disclosures should include
specific descriptions of conflicts, the nature and
sources of conflicts, material interests of the
asset manager and connected persons,
potential risks to investors, and steps taken to
mitigate these risks.

Documentation on conflicts of interest

To demonstrate compliance with paragraph 1.5
of the FMCC and section V.6 of the Internal
Control Guidelines, an asset manager should
keep proper records of its assessments and
justifications for the investment decision despite
the actual or potential conflicts of interest that
arise.

The documentation should demonstrate how
the transaction is fair to the fund investors and
in the best interests of the fund, despite the
material conflicts of interest. In particular, it
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should show how the transaction is conducted
in good faith, at arm’s length and on normal
commercial terms.

e The asset manager should also maintain
records on the safeguards and measures that it
has taken to ensure fair treatment of investors
before entering into the transaction.

Transactions with connected persons

e Asset managers should not enter into loan
transactions with their connected persons on
behalf of the funds if those transactions are not
carried out on arm’s length terms.

e As stipulated in paragraphs 3.8.1 and 3.8.2 of
the FMCC, an asset manager should not, on
behalf of a fund carry out any transaction with a
party which is a connected person (unless such
transaction is carried out on arm’s length terms,
consistent with best execution standards, and at
a commission rate no higher than customary
institutional rates) and deposit funds with or
borrow funds from a connected person (unless
the interest rate is the same as or better than the
prevailing commercial rate of a similar
transaction).

e The trade allocations of the asset manager, of
which the asset manager prioritized its interest
over those of the investors of another fund, are
unacceptable.

e Paragraph 3.4 of the FMCC requires an asset
manager to ensure that all client orders are
allocated fairly; record the intended basis of
allocation before a transaction is effected; and
ensure that the executed transaction is
allocated promptly in accordance with the stated
intention.

(I Risk Management and Investment within
Mandate

Asset managers are required, as per FMCC guidelines,
to implement robust risk management procedures to
identify, measure, manage, and monitor all risks to which
funds or accounts are exposed (Paragraphs 3.1 & 3.11.1
of the FMCC). They must ensure investments align with
objectives, restrictions, and risk profiles.

Effective record retention policies are crucial, and asset
managers should maintain proper records of risk
assessments to demonstrate compliance with legal and
regulatory requirements, as outlined in paragraph 5.1(a)
of the FMCC and section IV.6 Internal Control Guidelines.

Ensuring Compliance with Investment Strategies and
Risk Management

e Pursuant to FMCC paragraph 3.1, asset

managers must ensure that transactions align

with the stated investment strategies, objectives,

restrictions, and guidelines of funds and
discretionary accounts.

e Proper policies and procedures for the
investment management process should be
designed, including thorough research and due
diligence on potential investments.

Implementing Risk Management Procedures

e Pursuant to paragraph 3.11.1 of the FMCC,
Asset managers need to establish adequate risk
management procedures to identify, measure,
manage, and monitor all relevant risks faced by
each fund or account, or may be exposed. This
includes managing market, liquidity,
concentration, and credit risks, with Credit
Rating Agency ratings serving as input to
assess managers’ internal credit assessment
process.

e According to paragraph 3.14.1, liquidity
management and setting concentration limits
with respect to funds’ exposures, taking into
account the respective liquidity profiles and
funds’ liquidity risk policies, with ongoing
monitoring of liquidity mismatches in the funds’
underlying investments and their redemption
obligations using appropriate risk-management
control techniques.

Management Supervision and Reporting
e Significant risk exposures require review by
qualified personnel within the asset manager's
team, in line with paragraph 1.6(b) of the FMCC.
e Senior management must maintain clear
reporting lines with supervisory responsibilities
assigned to experienced individuals.

Maintaining Proper Records

e Asset managers are required to maintain
records of risk assessments aligned with
investment objectives and mandates, based on
the firm's nature, size, complexity, and risk
profile, according to paragraph 5.1(a) of the
FMCC.

e This record-keeping is essential for compliance
with  paragraph 5.1(a) of the FMCC
requirements and section IV.6 internal control
guidelines regarding record retention.

() Information for Investors

The SFC observed cases where asset managers failed
to provide fund investors with adequate information,
including disclosures about:

e Concentrated positions and  significant
exposures posing significant risks, like a
majority of assets being exposed to a single
issuer or issuers from the same group.
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e Significant events impacting funds, such as
major investment losses, significant defaults
impacting net asset value, or liquidity needs.

¢ Instances where funds' auditors issued modified
opinions or substantial delays occurred in
releasing audited financial statements were also
noted, highlighting deficiencies in transparency
and communication to investors.

The SFC emphasizes that asset managers overseeing
overall fund operations must, in accordance with
paragraph 6.2 of the FMCC, provide fund investors with
sufficient information to enable them to make informed
judgement regarding their investments in the funds. To
demonstrate compliance with paragraph 6.2, asset
managers are also required to keep proper records of
the disclosures made to fund investors.

(IvV)  Valuation Methodologies

The SFC highlighted cases where asset managers used
improper valuation methods to conceal investment
losses of managed funds, such as valuing investments
at cost without justifying the lack of adjustments
following defaults by issuers and guarantors.

Asset managers overseeing fund operations are
reminded of their duty to ensure appropriate valuation
policies and procedures are in place, as per paragraph
5.3.1 of the FMCC. Specific reference should be made
to paragraph 5.3.6 when valuing securities that are
illiquid or suspended from trading.

Advised methodologies are as follows:

e Proper and independent valuation of the fund
assets shall be conducted applying generally
accepted accounting principles, and best
industry standards and practices (unless
specified methodologies are stated in a fund’s
constitutive documents)

e The value of unlisted or unquoted securities that
are not actively traded
should be valued by either:
i) reference to comparable recent third-
party transactions;
ii) appraised by suitably qualified person
and/or;
iii) information from independent sources.

e Suspended securities:

o0 To maintain procedures to demonstrate
that asset managers will actively seek
independent confirmation of
appropriate price from suitable brokers
or market makers

o lIdentify then the security should be
written down or written off or ascertain

whether it will transfer the security to its
own account

e Where a third party is appointed to perform
valuation services, asset managers should
exercise due skill, care and diligence in the
selection of a third-party valuer, where the asset
managers remain responsible notwithstanding
the appointment of a third-party valuer.

0 To conduct periodic review of the third-
party valuer's activities and assess
whether the valuation model and
assumptions adopted continue to be
appropriate and effectively
implemented

Remarks

It is high time for SFC to tighten oversight of asset
managers' adherence to regulations through various
monitoring methods, including offsite surveillance,
onsite inspections, and thematic assessments focusing
on private funds and discretionary accounts
management.

Investors should also understand these flagged areas of
concern, and stay alert to any signs of misconduct
affecting their investments. Proper understanding of
issues like avoidance of conflicts of interest, risk
management, disclosure, valuation mechanism and
asset managers' key responsibilities is crucial for
making informed investment decisions.
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Hong Kong Financial Services and Treasury Bureau
and Bloomberg Establish Strategic Collaboration to
Enhance Hong Kong's Family Office Ecosystem

On October 9, 2024, the Hong Kong Financial Services
and Treasury Bureau (FSTB) announced a landmark
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collaboration with Bloomberg L.P. (Bloomberg) to
establish the Hong Kong Family Office Nexus. This
strategic initiative aims to attract family offices worldwide
to establish or expand their presence in Hong Kong,
reinforcing the city's position as a leading global asset
and wealth management hub.

The partnership, stemming from high-level discussions
between FSTB and Bloomberg leadership, focuses on
four key pillars: community building, knowledge sharing,
technology support, and philanthropic collaboration.
These pillars are designed to create a comprehensive
ecosystem catering to the diverse needs of family offices
and high-net-worth individuals.

Under the community building pillar, the FSTB and
Bloomberg will co-organize seminars for family office
industry professionals, covering crucial topics such as
impact investing and alternative asset allocation.
Additionally, Bloomberg will establish a dedicated digital
content hub, the Hong Kong Family Office Nexus
Knowledge Hub, serving as a centralized repository of
information for the family office sector in Hong Kong.

The knowledge sharing aspect involves Bloomberg
curating a family office guidebook, providing
comprehensive guidance on establishing family offices
in Hong Kong. This resource will elucidate relevant
policy initiatives, including tax concessions and the New
Capital Investment Entrant Scheme, simplifying the
entry process for international family offices considering
Hong Kong as their operational base.

In terms of technology support, Bloomberg will offer
access to its suite of family office solutions to Invest
Hong Kong's family office clients. This includes
Bloomberg Terminal trials, a range of financial and
alternative data, and opportunities to engage with
Bloomberg's global network of experts. Furthermore,
Bloomberg will join Invest Hong Kong's Network of
Family Office Service Providers, contributing insights on
the latest trends in technology solutions for the family
office sector.

The philanthropic collaboration will see the Hong Kong
Academy for Wealth Legacy (HKAWL) working with
Bloomberg Corporate  Philanthropy to create
engagement opportunities for family offices and high-
net-worth individuals within Hong Kong's philanthropic
community. This initiative underscores Hong Kong's
commitment to fostering social responsibility within its
wealth management sector.

A significant component of this partnership is
Bloomberg's introduction of a new wealth management
summit in Hong Kong, scheduled for March 2025. This
event will complement and amplify the impact of the
FSTB's annual flagship event, the Wealth for Good in
Hong Kong Summit (WGHK). The strategic timing of

these dual summits aims to create synergy and build
upon the growing momentum in Hong Kong's family
office sector.

The Hong Kong Family Office Nexus represents a
strategic move to enhance Hong Kong's appeal as a
premier destination for family offices globally. By
leveraging Bloomberg's expertise, international reach,
and technological capabilities, Hong Kong is positioning
itself to create an environment where family offices and
philanthropic initiatives can thrive. This collaboration is
expected to contribute significantly to the long-term
development of Hong Kong's family office community
and reinforce the city's status as a leading international
financial hub.

As the initiative unfolds, it is anticipated to attract more
international investors and businesses to the region,
potentially leading to increased investment opportunities
and capital flows within Hong Kong's financial markets.
The partnership’'s focus on knowledge sharing,
technological  advancement, and  philanthropic
engagement is likely to enhance Hong Kong's
competitiveness in the global financial landscape,
particularly in the rapidly evolving wealth management
space.

ERNEESRESRSYNETRBY S ENRLE
ERENAZESHE

T 2024 F£ 10 B 9B, BEAWEESRESRE (MER)
B, SHHEERAENKEY (FE) BXREEBENX
METE, #iTRA [EBRDLC] AKBEMEIT. X;
REMEWEERSIARREDAZTETBRIEYT R
W35, REEBENERAERS Y EEERAH

I,

RXIURAMERSZHEASESRENRNEE BEM
Rels: REDAZESERE. TLMRSZE. Fill
PRI FUREERN., XEEHEEEE—I2EMN
EERG, WHEREKNAZENEBSR=HEALNS

TER.

EREDAEETSERRTE, MERTZEREAMNE
RENAZETUNEVALENTTIR, BEZWHER
AMAXAFEESFSRBWA. L5 ZHEEEI—
TRNBIBAREERS [BEAERIC] MRFl,
EABBRENAZETL AN P REFE.

YRR ZTAEEZERITIREDLAEIERE, BT
BERRIREDAERMEEIES]. X—FIRKEHHE
KBRER, BIMRSHEN [FHARRAEANRIT
Wl BHEFEERUEBAEEEBNERREDAEH
NIRREFF.



J M L

ARMBEFIE, ZEEIREE BOREDL
ERFRUEFEAAREDAZEBATERNNE. XBHE
KA ELE, RRERTNEREIE UEXSZHERK
MEZENERITRNN S, W, FZEIRIMAREHT
ERENRNERSREFENLE, SHXEDLAETLRE
fRRTTROBITEHRMEIAE,

RERWITH, ERMEGRERESZELIVEES
&, ARBDRENBESRTRFEALEES SR
BEEZFIVNIZ., IMEURETEBRNTEREY
= EEOEE AT S T ERAKE.

RRAEN—EBARBIRYBHT 202553 A%
EHIEE— N RANE ERNS FBERE, XI5
BEMERNERIIED [WEE1] BEnnaR
BRI KIS . REAREES 7005
RS E SRR, FMEEERED AT
UK,

[BRARNDL] KEE-TUREMEEE, BHERAES
EASRRENAZTEE BRI, BEF A
BT WHIR, EFRMETNKRAES, FBLEETE—
MERBEDAENEE RN EDRROAE., FHXM

BEBIEBRENAZTUNKTARIELERTTIM,

FREFREAGEEPRER T OB AL,

BEEXIENRT, FUTERIELZERRAZENL
VHNEE, THABTBERTHHEREZRANSH
RERF. TMEELTETTHRKE. RREDMEE
S5, AERABBESKREMBBETNESEN, F3
EAERE LR E EEIE,

Source EiE:
https://www.info.gov.hk/gia/general/202410/09/P2024100900
231.htm?fontSize=1

Hong Kong Securities and Futures Commission and
The Stock Exchange of Hong Kong Limited Issues
Joint Statement on Enhanced Timeframe for New
Listing Application Process

On October 18, 2024, the Hong Kong Securities and
Futures Commission (SFC) and the Stock Exchange of
Hong Kong Limited (Exchange) has announced an
enhanced application timeframe for New Listing
applications (Enhanced Application Timeframe). This
initiative aims to further elevate Hong Kong's position as
a leading international listing venue.

The Enhanced Application Timeframe represents a
pivotal move among various ongoing initiatives that
underscore the regulators' commitment to facilitating the

listing of quality companies in Hong Kong while
safeguarding public interest.

Background

Over the years, the SFC and the Exchange have
diligently worked on refining the application process for
New Listings, focusing on providing market participants
with clear guidance, enhanced transparency, and
streamlined procedures. Starting from 2023, both
regulatory bodies have taken steps to increase
transparency by publishing additional vetting statistics.
Moreover, the Exchange has consolidated all guidance
materials into a comprehensive Guide for New Listing
Applicants, simplifying the preparation of applications
and disclosures for market participants.

Current Regulatory Framework

Under the current regulatory framework, the SFC, as the
statutory regulator, administers the Securities and
Futures (Stock Market Listing) Rules (Chapter 571V of
the Laws of Hong Kong) (SMLR) and the Securities and
Futures Ordinance (Chapter 571 of the Laws of Hong
Kong) (SFO). It reviews all New Listing applications and
intervenes in more serious listing matters falling under
the purview of the legislation. While the Exchange,
serving as the frontline regulator, administers the Listing
Rules and makes decisions under the Listing Rules on
matters such as determining listing suitability. The
Listing Committee evaluates and approves New Listing
applications, raises comments on eligibility, suitability,
and disclosure of material listing documents.

Enhanced Application Timeframe- Applications Fully
Meeting Requirements

The Enhanced Application Timeframe brings greater
clarity and certainty to the review timeline for New Listing
applications handled by the SFC and the Exchange.
Close coordination between the regulators ensures a
streamlined process.

In cases where applications fully meet the requirements
and guidance under the SFO, the SMLR and/or the
Listing Rules (Application Fully Meeting Requirements),
both regulators will assess and communicate any
material concerns after a maximum of two rounds of
comments, within a timeframe of 40 business days.

Upon confirmation of no material regulatory concerns,
the Exchange will work with the applicant and its
sponsor to finalize disclosure in the listing document
before the application will be proceeded to the Listing
Committee Hearing to address regulators’ comments, of
which would take approximately 60 business days.
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This structured approach aims to efficiently process
within the six-month application validity window, subject
to necessary approvals.

An illustration of the Enhanced Application Timeframe
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Accelerated Timeframe for Eligible A-share Listed
Companies

An Accelerated Timeframe expedites the application
process for eligible applicants. That is an existing A-
share listed company meeting the requirements such as
a minimum market capitalization of HK$10 billion and
compliance with relevant laws throughout the two full
financial years immediately preceding the New Listing
application up to the date of submitting the New Listing
application.

Under this framework, once an eligible A-share listed
company submits its Application Fully Meeting
Requirements, the regulators assessment will be
completed after one round of comments, within 30
business days. However, in cases of material regulatory
concerns, the application reverts to Applications
Requiring Longer Process set out below.

Other proceedings - Applications Requiring Longer
Process

For applications where the SFC and/or the Exchange
have material concerns regarding the applicant’'s
compliance with regulations, the quality of listing
documents or new material developments, or
incomplete responses to regulators comments. The SFC
and the Exchange will actively engage with the applicant
and its sponsor to enhance their understanding of
relevant regulatory concerns.

In particular:

o Facilitating better understanding: after the issue
of the first comment letter (1CL), the SFC and/or
the Exchange will, where necessary, engage
with the key representatives of the applicant and
its sponsor, as well as other advisers. This is to
facilitate their understanding of the material
regulatory concerns and outline the regulators’
expectations on their subsequent response.

e Ensure complete responses to regulatory
comments: If any subsequent responses to the
regulatory comments are materially incomplete,
the SFC and/or the Exchange will inform the
applicant and its sponsor of the deficiency and
suspend the vetting process until a complete
and satisfactory reply is received.

e Ensure satisfactory address of material
regulatory concerns via issuance of letters: If the
applicant and its sponsor do not adequately
address the material regulatory concerns raised
by the SFC and/or the Exchange after two
rounds of regulatory comments (or one round
under the Accelerated Timeframe for Eligible A-
share Listed Companies above), the SFC
and/or the Exchange will issue a direct
requisition letter under the SMLR (SMLR Letter)
and/or a major concerns letter (MCL) as
appropriate. The progress of the application will
then be subject to the applicant and its sponsor
satisfactorily addressing the material regulatory
concerns set out in the SMLR Letter and/or the
MCL.

The Enhanced Application Timeframe aims to
streamline the listing journey for prospective issuers,
providing clarity, certainty, and enhanced transparency
in the application process. The proactive engagement of
applicants and their advisers, coupled with market
feedback, will continue to drive improvements in listing
regulations, fostering a robust and efficient listing
environment in Hong Kong and improving the global
competitiveness and appeal of Hong Kong capital
markets.
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Highlights of the Hong Kong Chief Executive’s 2024
Policy Address

On October 16, 2024, the Chief Executive of Hong Kong
delivered the 2024 Policy Address, underscoring the
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government's commitment to reform and development
across a broad spectrum of sectors, with particular
emphasis on financial, trade, governance, and
infrastructure advancements. Below are the highlights
extracted from the official document:

Key Reforms and Development Initiatives

1. Economic Reforms and Growth Initiatives:

0 Strengthening Hong Kong'’s
International Financial Centre Status:
The government continues to deepen
mutual market access and expand the
offshore  Renminbi (RMB) business.
Key measures include enhancing the
Cross-boundary Wealth Management
Connect Scheme and introducing new
RMB-denominated products.

0 Building an International Gold Trading
Market: Leveraging Hong Kong's
stability, the government aims to
position the city as a global hub for
physical gold trading, storage, and
settlement.

0 Green Finance: Hong Kong is set to
lead in sustainable financing, with a
focus on developing its green finance
ecosystem and aligning local standards
with  the International Financial
Reporting Standards - Sustainability
Disclosure Standards (ISSB).

2. Talent Attraction and Development:

0 International Hub for High-Calibre
Talents: The  government has
introduced various initiatives to attract
and nurture talent, including the launch
of the Governance Talents
Development Programme and the
enhancement of cross-boundary civil
service exchange programmes with
Mainland cities.

0 New Capital Investment Entrant
Scheme: Effective from October 2024,
the scheme allows investments in Hong
Kong-based real estate and private
companies to qualify as eligible capital
investments under specific conditions.

3. Infrastructure and Regional Integration:

0 Northern Metropolis Development: The
Northern Metropolis is positioned as a
key growth engine, with plans for
integrated development across the
Greater Bay Area (GBA), fostering
collaboration in logistics, professional
services, and talent exchanges.

o Smart and Green Infrastructure: The
government is taking steps to promote

the development of smart and green
transit systems, as well as advancing
construction technologies to enhance
housing supply and quality.

Taxation Developments

1. Enhancing Hong Kong'’s Status as an International
Financial Centre

To maintain and further strengthen Hong Kong's position
as a prominent international financial hub, the
government will introduce preferential tax regimes
specifically designed to attract commodity trading
enterprises. These measures are intended to encourage
commodity trading enterprises to expand their business
in Hong Kong and increase the storage and trade
volume of commodities within the city.

2. Enhancing Hong Kong’s Status as an International
Asset & Wealth Management Centre

The government has proposed to expand the scope of
tax concessions related to funds and single-family
offices by adding more qualifying transactions eligible for
tax relief. This move aims to attract global wealth
management entities and family offices to establish their
operations in Hong Kong, further bolstering the city’s
reputation as a leading asset management centre.

3. Enhancing Hong Kong’s Status as an International
Shipping Centre

To reinforce its role as an international shipping hub, the
government will:

e Promote greater awareness of existing tax
concessionary measures for maritime services,
including half-rate tax concessions for marine
insurance, ship management, ship agency, and
ship broking; and

e Enhance the existing preferential tax regime by
introducing new tax deduction arrangements for
ship lessors, making Hong Kong a more
attractive base for global maritime businesses.

4. Creating a Commodity Trading Ecosystem

Hong Kong aims to become a global centre for
commodity trading by introducing tax concessions and
support measures to attract shipowners and commodity
traders from Mainland China and overseas. These
incentives are part of a broader strategy to build a
comprehensive commodity trading ecosystem in Hong
Kong, focusing on commodities such as metals, energy,
and agricultural products.

5. Fostering Liquor Trading
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To promote the trading of high-end liquor, the
government will reduce the duty rate for liquor with an
import price over $200 from 100% to 10% for the portion
above $200. The duty rate for liquor priced at $200 or
below will remain unchanged, as well as the duty for the
portion of the import price below $200. This measure is
expected to stimulate the high-end liquor market and
attract more international traders to Hong Kong.

The 2024 Policy Address sets out a comprehensive
roadmap for Hong Kong's continued development,
leveraging its unique position as a global financial and
business centre. The government's strategic focus on
enhancing governance, national security, infrastructure,
and talent acquisition underscores its commitment to
fostering long-term prosperity and stability.
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https://www.policyaddress.gov.hk/2024/public/pdf/policy/polic
y-full_en.pdf

Hong Kong Securities and Futures Commission
Issues Takeovers Bulletin to Remind on Need to
Factor in E-Submission System Registration Time
and Severe Weather Arrangements

Reminder to factor in the time required for ESS
registration

On September 30, 2024, the Hong Kong Securities and
Futures Commission Issues Takeovers Bulletin. The
SFC would like to emphasis that an offeror or a potential
vendor, not listed on the Stock Exchange of Hong Kong
Limited (SEHK) and intends to issue Codes documents
without involving the offeree company, must factor in the
time required to complete prior registration for accessing
the e-Submission System (ESS) in planning the
transaction timetable. It falls upon the relevant parties to
familiarize themselves with the relevant procedures,
including the submission of supporting materials for ESS
registration, and allocate ample time to complete the
registration to avoid delay.

Under the Codes on Takeovers and Mergers and Share
Buy-backs, the making of announcements lies with the
offeror and potential vendor of shares of an offeree
company (where the offeree company is listed on the
SEHK). These announcements are often issued by the
offeror or a potential vendor together. However, there
may be times where an offeror or a potential vendor may
need to make requisite disclosures on its own to keep
the market informed. For example, the responsibility of
making an announcement normally rests with an offeror
before the board of the offeree company is approached.
Actions of an offeror or potential vendors, whether based
in Hong Kong or elsewhere, can also trigger disclosure
obligations based on various exchanges' rules or
relevant jurisdictions. Occasionally, an offeror may opt
to issue the firm intention announcement, without
involving the offeree company.

Reminder on severe weather arrangements

With regards to the recent implementation of new
operational models and protocols for severe weather
trading by SEHK commenced on 23 September 2024,
market participants must be aware that severe weather
trading days are counted as business days. Exceptions
for deadline extensions due to severe weather
conditions require waivers, except as specified in
Practice Note 27.

In cases of uncertainty regarding Practice Note 27 or
any Code requirements in severe weather contexts,
consultation with the Executive is recommended.

Quarterly update on Takeovers Team activities

Additionally, for the period of April to June 2024, 17
takeovers-related cases, including privatizations,
voluntary and mandatory general offers, and off-market
and general-offer share buy-backs were received. This
period also saw 3 whitewashes and 59 ruling
applications.
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Source j&:
https://www.sfc.hk/-/media/EN/files/CF/pdf/Takeovers-
Bulletin/20240930SFCTakeover-
Bulletine.pdf?rev=35ae763577284ad5b5be915abf52c97a&ha
sh=6B2C8FCDCBC574D518404FDA334EE160

Hong Kong Accounting and Financial Reporting
Council Calls on Auditors and Audit Committees to
Strengthen Independence Safeguards around
Procurement and Purchases from Audit Clients

On October 4, 2024, the Hong Kong Accounting and
Financial Reporting Council (AFRC) has released a
publication urging auditors and audit committees to
enhance safeguards for independence concerning
procurement and purchases from audit clients.
Highlighting concerns regarding threats to auditor
independence in such transactions, the AFRC stresses
the importance of vigilance in managing relationships
with audit clients and implementation of robust
procedures to identify and mitigate such threats.
Upholding auditor independence is crucial for
maintaining audit quality and professionalism,
necessitating proactive efforts from both audit firms and
audit committees.

The AFRC notes that while procurement and purchases
from audit clients are often viewed as low-risk, improper
handling can significantly jeopardize auditor
independence and audit quality. To address this, audit
firms must go beyond basic requirements, exercising
professional judgment and adopting a conservative
approach to mitigate independence threats effectively.

The AFRC underscores the need for audit firms and
personnel to remain vigilant about transactions with
audit clients, emphasizing four key independence
principles. These include maintaining proper corporate
governance, establishing comprehensive independence
policies, implementing rigorous monitoring measures,
and conducting thorough investigations to address
potential breaches promptly.

Furthermore, the AFRC highlights the crucial role of
audit committees in safeguarding auditor independence.
By fostering a culture that supports independence,
providing proactive oversight, and ensuring auditors are
not granted preferential treatment, audit committees can
contribute significantly to upholding independence and
audit quality.

By adhering to the guidance provided, both audit firms
and audit committees can fulfill their roles as trusted
gatekeepers in  Hong Kong's capital market,
safeguarding the interests of investors, creditors, and
the public while enhancing overall trust and confidence
in the market.

BRIV RMELRBFTFZEIEREITR RS MER
BEfEME, BT E iR AR WE IR

2024 £ 10 B 4 H, AU RMEILRE (2WR) &
BT —HEA (GEFZEIBRIM: [ETE SRR
BXRMEER) XE, BREITMNHEITZRARINERRFRE
T, FRRPEMETEAERBHER, SEAX
RXEXZHEAMEITRIMNXE, SMBIRRIFT &
LESHEUTEANXANTRIEED, FEITE NE
FrRURAABARIR S RS . 3P BRI IR M TR $F
HITREMZLIHEXRER, FERITATHNHITER
SMHRE .

SMBIEE, FIFEFAHTRXEEE RN ARRE, (&
AEAMETRFEABPEITRIMNFITRE. it
ESMYRBGBRERR T MR KRERTS, MR
NREE FREFAFTRE.

SMBERIFT HITRINEARBTENSHRITESHY
RpRFED, FIHN TR RN, 84
REFEHMLWARE, BYSEAAMIER. L™
WS REER MERMKRBEREEMTA, KN
RRBEBINITA .

o, =MERIBT HIFZRSERFHREITRIMETE
XRIER. XBRETERNEIE, FEIFRNE
BMENEENEHEERBRNRIE, BRI
EZEBBRENELE. B aESRS TR TR
M EERLEGFE. WA FHRFN.

BITEEREHRNES, SUMESHNETZRRT
UEFBETEETBRATHHRENTE. FREL
EMEXENAE, HPRAE. FNAMRKBFIE,
R R85 K AT S BB EETE .

k3B Source:
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Hong Kong Securities and Futures Commission
Welcomes Voluntary Code of Conduct for ESG
Ratings and Data Products Providers

On October 3, 2024, the Hong Kong Securities and
Futures Commission (SFC) has welcomed the release
of a voluntary code of conduct (VCoC) by an industry-
driven working group for environmental, social, and
governance (ESG) ratings and data products providers
in Hong Kong.

Sponsored by the SFC, the VCoC was developed by the

Hong Kong ESG Ratings and Data Providers VCoC
Working Group (VCWG), facilitated by the International
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Capital Market Association (ICMA) acting as the
Secretariat, as well as host and maintain the code.

After a month-long consultation ending in June 2024, the
VCoC, modelled on international best practices
recommended by the International Organization of
Securities Commissions (IOSCO), was finalized to
ensure alignment with global standards. This code,
available in English and Chinese, expects ESG
providers to publicly disclose a self-attestation
document outlining their adherence to the code's
principles, aiding in due diligence and on-going
assessments of ESG products and providers used by
end users in their investment and risk management
processes.

The SFC emphasizes that the VCoC aims to set a
benchmark for providing high quality, reliable and
transparent ESG information to combat greenwashing in
Hong Kong's sustainable finance ecosystem. Financial
institutions are encouraged to consider a provider's
commitment to the code when selecting ESG products.

The ICMA expresses gratitude for leading the VCoC's
coordination in Hong Kong and stresses their
commitment to advancing best practices in the
sustainable finance arena.

Notably, ESG ratings and data providers have
implementation periods of 6 and 12 months following the
VCoC's publication to comply with its guidelines.
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Hong Kong Securities and Futures Commission
Implements New Public Fund Depositaries Regime:
Key Changes for Hong Kong's Asset Management
Sector

On September 30, 2024, the Hong Kong Securities and
Futures Commission (SFC) announced updated codes
and guidelines for the new Type 13 regulated activity
(RA 13) regime governing public fund depositaries,
which took effect on October 2, 2024. This regulatory
change aims to enhance oversight of collective
investment schemes (CISs) and align local practices
with international standards.

Under the RA 13 regime, all depositaries of SFC-
authorized CISs in Hong Kong must be licensed or
registered with the SFC. This requirement emphasizes
the importance of regulatory compliance and operational
transparency for depositaries, which will now adhere to
the same conduct standards as other regulated entities.
To facilitate this transition, the SFC has granted RA 13
licenses or registrations to 19 major depositaries and
over 300 staff members.

This regulatory change follows the legislative process
completed on May 17, 2023, and includes a circular
inviting depositaries to submit applications ahead of the
implementation date. The SFC has engaged with
industry  stakeholders  through  seminars and
consultations to clarify the requirements under the new
regime.

Notable licensed depositaries include AIA Company
(Trustee) Limited, Bank of East Asia (Trustees) Limited,
and HSBC Institutional Trust Services (Asia) Limited.
These institutions will operate under rigorous standards
that emphasize fiduciary responsibility and investor
protection. Additionally, depositaries that are authorized
institutions will be subject to ongoing supervision by the
Hong Kong Monetary Authority (HKMA).

As part of the rollout, updated codes and guidelines will
take effect, including the updated Code of Conduct for
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Persons Licensed by or Registered with the SFC, the
Fund Manager Code of Conduct, and the Code on Unit
Trusts and Mutual Funds. Key materials such as the
updated Information Checklist for Authorization
Applications and the new Frequently Asked Questions
on RA 13 will also guide market participants in
navigating the new requirements.

Market participants, including listed companies and
directors, should take proactive steps to understand
these significant changes and adapt to the evolving
regulatory landscape. The SFC's dedication to
strengthening the integrity and transparency of Hong
Kong's capital markets reflects its commitment to
fostering a robust financial ecosystem, thereby
reinforcing Hong Kong's status as a premier
international financial hub.
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Hong Kong Securities and Futures Commission
Concludes Consultation on Proposals to Enhance
Real Estate Investment Trusts Regime and
Securities and Futures Ordinance Market Conduct
Regime for Listed Collective Investment Schemes

On October 8, 2024, the Hong Kong Securities and
Futures Commission (SFC) released consultation
conclusions on proposals to enhance the regulatory
framework for real estate investment trusts (REIT) and
listed collective investment schemes (CIS) in Hong Kong.
The conclusions addressed two main proposals: the
REIT Scheme Proposal and the Listed CIS Proposal.

The SFC launched a two-month consultation on March
28, 2024, during which broad support for the proposals
was expressed by industry stakeholders. The REIT
Scheme Proposal aims to introduce a statutory scheme
of arrangement and compulsory acquisition mechanism
for REITs, fundamentally based on Part 13 of the
Companies Ordinance (Chapter 622 of the Laws of
Hong Kong), with appropriate modifications. This new
framework will enable REITs to undertake privatizations
and corporate restructurings in a transparent and orderly
manner, ensuring that REIT unitholders receive
protections comparable to those enjoyed by
shareholders of listed companies.

Key features of the REIT Scheme Proposal include court
sanction requirements for schemes of arrangement,
statutory thresholds for compulsory acquisitions, and
provisions for dissenting unitholders' rights. These
mechanisms will be implemented through amendments
to the Securities and Futures Ordinance (Chapter 571 of
the Laws of Hong Kong) (SFO).

The Listed CIS Proposal seeks to extend the market
conduct regimes under the SFO, including provisions
addressing market misconduct—such as insider dealing
and market manipulation—to explicitly cover listed CIS,
including REITs. This extension will also encompass the
disclosure of inside information regime and the
disclosure of interest regime under Parts XllI, XIV, XIVA,
and XV of the SFO. By integrating these provisions, the
SFC aims to enhance market integrity and investor
protection within the listed CIS sector.

17


https://apps.sfc.hk/edistributionWeb/gateway/EN/news-and-announcements/news/doc?refNo=24PR156
https://apps.sfc.hk/edistributionWeb/gateway/EN/news-and-announcements/news/doc?refNo=24PR156

J M L

The SFC stated that the REIT Scheme Proposal would
provide a structured and transparent mechanism for
REITs to conduct privatization and corporate
restructuring. It emphasized that the proposal would
ensure consistent treatment and safeguards for
unitholders, akin to those afforded to shareholders of
listed companies. Furthermore, the SFC noted that the
Listed CIS Proposal is poised to bring greater clarity to
the market and fortify investor protection.

The SFC is currently collaborating with the Hong Kong
Government to prepare legislative amendments to
implement these proposals. The target is to introduce
the bill to the Hong Kong Legislative Council before the
end of its current term in December 2025. Upon the
passage of the bill, the REIT Scheme Proposal will take
immediate effect, while the Listed CIS Proposal will be
implemented on a date to be appointed by
commencement notice.

These developments represent a significant evolution in
Hong Kong's regulatory landscape for REITs and listed
CIS. The new framework aims to align the treatment of
REITs more closely with that of listed companies and
strengthen market integrity for listed CIS. This initiative
enhances Hong Kong's position as a global financial
center while maintaining robust investor protections,
ensuring that market participants are adequately
safeguarded against potential misconduct and fostering
a more transparent investment environment.
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Hong Kong Standing Committee on Company Law
Reform Publishes Annual Report Supporting
Paperless Corporate Communication for Hong Kong
Companies

On October 10, 2024, Hong Kong Standing Committee
on Company Law Reform (SCCLR) published its Annual
Report for the year 2023-2024.

The Discussion Paper: “Proposals to Promote
Paperless Corporate Communication for Hong Kong
Companies” was circulated to SCCLR on 29 November
2023 for consideration. Currently, under the Companies
Ordinance (Chapter 622 of the Laws of Hong Kong)
(CO), a company is required to obtain shareholders'
prior consent for communicating with them by electronic
means (e.g. email or website). Taking into account
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stakeholders' views and international practices, Hong
Kong Government considered that it is now the right time
to further promote paperless communications by Hong
Kong companies and proposed to introduce an implied
consent mechanism to facilitate dissemination of
corporate communication by means of website and to
streamline the notification requirement. Under this
mechanism, companies will not have to seek individual
shareholder’s consent before disseminating corporate
communication via websites, obviating the need to issue
the documents by post, which is conducive to promoting
environmental friendliness. Meanwhile, shareholders
can continue to request companies to provide hard
copies of corporate communications under the existing
section 837 of the CO.

The Hong Kong Exchanges and Clearing Limited
provides News Alert service for shareholders to receive
instant notification of listed companies’ information by
way of email or mobile alerts. In view of the availability
of this alert service, listed companies adopting the
proposed implied consent mechanism would not be
required to send separate notifications to shareholders
when they uploaded new corporate communications
onto their websites. On the other hand, unlisted
companies adopting the proposed implied consent
mechanism would need to obtain prior express one-off
consent from shareholders before the requirement for
separate notification could be waived.

SCCLR unanimously supported the legislative
proposals as set out in the discussion paper and
commented on the operational details to provide
adequate protection and safeguards for minority
shareholders of listed companies.

BERPAENERSEACKHTAEREBIF/ERL
SR TTEN

2024 10 B 10 H, BB N IERNEFTSERS (BZ
L) K3 2023 £ 2024 FEFAFERES.

2023 11 B 29 R, (HEIMABATULKRMETXBEWM
MEN) WEXHEREZSZRELNE. BEl, RE
(RBIEB) (BFREGF622F), RFUETHTN ()
nEE R M) SKREBIM, NELEMERFEORR.
REEREMERBHOASBNE, HABTERBKER
B, FERANETBNNEREE, FEK
FFIAA IR E SRt — SN E BRI UTRNTT
@M, BWSIANRTREENG, MEBIMEEAER
SEifl, HELATEMNAE. ZNET, AFFH
ERIKRSRRERR, EUBIMNELMRSREIM,
MARNEF T RE B, FHEHH R, SERH
BRARTHEARIBIT (ABFH) 5F 837 FEKRNEE
BAFBUAIENRIAR

EEXGREERMARASRENERTRS, BERY
PE i B R = F AL AR MM L i /2 S5 B A9 SERT @ A
L£TERARRETRS, XARZUNRTESIHN LS
AEEMIE ERIAATBNN, BEARTEREX
HiEF. A—AE, FEHTASWUXRARUNRTER
F, MREEBMERFNRMERAARE, TI%4
ATRHBHHAE

FES—BFWIE X RAERN, FREXH
EH AT P BREFREE D FRIFMRIENSERT RS

=
=,

Source Ej&:
https://www.cr.gov.hk/en/publications/news-
press/press/20241010.htm
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Hong Kong Accounting and Financial Reporting
Council Publishes Audit Focus for 2024 Year-end
Audits to Remind Auditors of Financial Reporting
and Audit Risks

On October 9, 2024, the Hong Kong Accounting and
Financial Reporting Council (AFRC) issued the Audit
Focus for 2024 Year-end Audits to provide guidance to
auditors to help them effectively identify and address the
increased financial reporting and audit risks arising from
the current economic conditions outlined below :

Auditor’'s Responsibilities in Responding to Changes in
the Business Landscape

e Obtain a sufficient understanding of the entity’s
business and IT environment

e Identify, assess and respond to assessed risks
arising from the current economic environment

AFRC'’s key reminders to auditors

e Auditor independence: Auditor independence
forms the cornerstone of reliable financial
reporting.

e Timely, proactive and sufficient involvement of
engagement partner and engagement quality
reviewer.

e Set and reinforce an ethical culture: Auditors
must be straightforward and honest in all
professional and business relationship.

e Compliance with all applicable laws and
regulations: Compliance with laws and
regulations is a legal obligation and a
fundamental pillar of a responsible and
sustainable practice.
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e Revised auditing standard for audits of group
financial statements: Firms should ensure that
their audit methodologies are updated to reflect
these changes, and that the group and
component auditors fully understand the revised
requirements.

e Audit documentation — Evidence of audit work:
Audit firms should have appropriate policies,
procedures, and controls to ensure the
completeness and integrity of audit
documentation.

e Change in auditor of a listed issuer: Public
interest entity auditors have an unquestionable
responsibility to consider the public interest first
before deciding to resign from or accept an
auditor appointment by a listed entity.

AFRC’s Recommendations and Expectations

e About auditors: To ensure consistent execution
of quality audits, the leadership of all firms,
regardless of their size, must set the right tone
at the top and adopt a more assertive and
proactive approach in responding to all critical
areas highlighted in this Audit Focus.

e About management: To ensure the integrity of
financial statements, management must
establish an effective control environment and
internal control procedures, allocate appropriate
resources and personnel, ensure compliance
with relevant reporting standards, and remain
open to challenges from auditors.

e About Audit Committees: Audit committees
should establish a communication timeline with
auditors and maintain ongoing dialogue to
enhance transparency and identify potential
issues early. They should also meet privately
with auditors annually to discuss matters without
management present.

The AFRC stated that the current dynamic economic
environment brings considerable uncertainties for listed
entities, increasing the vulnerability to management bias
and fraudulent activities. Auditors must stay vigilant
regarding how these conditions might impact these
entites and exercise heightened professional
skepticism throughout the audit, especially during the
risk assessment process and in the performance of audit
procedures.
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Hong Kong Monetary Authority Publishes “Half-
Yearly Monetary and Financial Stability Report” to
Analyze the Current Hong Kong Financial
Conditions

On September 27, 2024, the Hong Kong Monetary
Authority (HKMA) released the Half-Yearly Monetary
and Financial Stability Report, which analyzes the global
economy environment, the Hong Kong economy,
monetary and financial conditions, and the banking
sector.

Monetary and Financial Conditions

During the period from February to August 2024, the
Hong Kong dollar exchange rate experienced some
volatility due to market changes and international
economic uncertainties. However, the Convertibility
Undertakings was not triggered, and the total balance of
the banking system was maintained at a stable level.
Despite the challenges in the global economy, Hong
Kong's offshore renminbi (CNH) market continued to
expand. The steady growth in CNH deposit and loan
balances further strengthened Hong Kong's position as
a hub for CNH business.

The continued development of financial infrastructure
was key to Hong Kong's financial stability. Hong Kong
has continued to expand its CNH liquidity arrangements
and strengthened its connectivity programs with the
Mainland, including Swap Connect and Bond Connect.
The Central Moneymarkets Unit (CMU) is undergoing a
major overhaul to enhance its operational capabilities
and product choices to better support the growth of CNH
bond issuance and related custody services. These
measures have not only facilitated two-way flows
between the two markets, but also supported the
development of green finance. The financial authorities
have ensured Hong Kong's competitiveness in the
global financial market through innovation and
expansion of financial products.

Banking Sector Performance

In the banking sector, Hong Kong's retail banks
achieved a year-on-year growth of 6.2% in pre-tax
operating profit in the first half of 2024. This growth was
mainly attributable to higher investment income and

effective cost management. However, credit demand
was weak and gross loans declined, reflecting the
impact of the uncertain economic environment on
business and consumer credit demand.

Despite the challenges, the Hong Kong banking sector
remained sound, with strong capital and liquidity
positions. Banks performed well in managing risks,
especially in the high interest rate environment where
they need to be prudent in dealing with potential interest
rate risks and credit risks. Digital innovation has played
an important role in improving banks’ financial
performance. Highly digitized banks typically perform
better, but also need to manage growing technology
risks to ensure continued financial stability.

The Half-Yearly Monetary and Financial Stability Report
emphasized that Hong Kong should remain vigilant in
managing risks in the current complex economic
environment while seizing the opportunities to maintain
the stability and development of the economy and the
financial system.
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Hong Kong Monetary Authority Publishes
“Quarterly Bulletin About Regulatory Regime for
Stablecoin Issuers in Hong Kong” Promote the
Development of Stablecoins

On September 27, 2024, the Hong Kong Monetary
Authority (HKMA) released the quarterly bulletin on the
Regulatory Regime for Stablecoin Issuers in Hong Kong.

Formulation of a Regulatory Regime for Stablecoin
Issuers

Taking into account the views of various parties, the
HKMA proposes to formulate a regulatory regime for
issuers of stablecoin. An issuer would be required to
obtain a licence from the HKMA if it issues a stablecoin
that references the value of one or more fiat currencies
(a “fiat-referenced stablecoin”) in Hong Kong. A licensee
has to be locally incorporated with management
presence in Hong Kong, and ensure its officers who are
responsible for day-to-day management of the business
have the necessary knowledge and experience. It would
be required to maintain an effective stabilisation
mechanism, such as maintaining a pool of high-quality
and highly liquid reserve assets with proper custody
arrangement, with a view to ensuring that users would
be able to redeem the stablecoins for fiat currency at par
should they wish to. The licensee would also need to put
in place robust governance, risk management, and anti-
money laundering and counter-financing of terrorism
(AML/CFT) measures. The HKMA also intends to
impose restrictions on the offering of stablecoins to
ensure protection to users. In particular, only stablecoins
issued by licensed issuers could be offered to retail
investors.

Stablecoin Issuer Sandbox

The HKMA has rolled out its stablecoin issuer sandbox
to better understand the business models of, and to
communicate supervisory expectations and guidance to,
institutions that plan to issue fiat-referenced stablecoins
in Hong Kong. The sandbox also provides a means for
the HKMA to obtain feedback from sandbox participants
on the proposed regulatory requirements, so that the
design of the regime will be fit for purpose and
commensurate with the risk. For the sandbox
participants, they can test out the feasibility of their
intended business models and communicate with the
HKMA directly to understand how to comply with the
future regulatory requirements.

HKMA's Admission Bar of the Sandbox

Applicants need to demonstrate that they have
e agenuine interest in and a reasonable plan on
issuing fiat referenced stablecoins in Hong Kong;
e aconcrete plan for participation in the sandbox;
e a reasonable prospect of complying with the
proposed regulatory requirements

Proposed Use Cases of Stablecoins in the Sandbox

The inclusive nature of stablecoins presents a unique
opportunity to develop innovative use cases that
address existing, real-world pain points. Key application
scenarios proposed by participating organizations that
have been admitted to the Sandbox include payments,
supply chain management and applications in capital
market. The use cases are designed to target pain
points in the movement of funds across financial
institutions, payment service companies, settlement
systems, etc. in different time zones. Currently, these
intermediaries or financial market infrastructures do not
operate on a 24/7 basis, and the transactional costs are
relatively high with low efficiency. Stablecoins, as a
possible medium for payments, will not only lower costs
and reduce transaction time, but also provide various
innovative solutions by leveraging their programmability
feature. They will generate more automated and
“smarter” financial services, thereby facilitating fund
flows and enabling better management of risks
associated with the transactions.

Through the sandbox process, the HKMA expects
participants to demonstrate, among others, the
feasibility of their stablecoin issuance and redemption
processes, robustness of their wallet and private key
management measures, and adequacy of measures for
protecting stablecoin holders and combating money
laundering/terrorist financing. Based on the experiences
and feedback gathered from the testing process, the
HKMA will develop good practices for various
operational aspects to enhance supervisory efficiency
and effectiveness.
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The Financial Services and the Treasury Bureau and
the HKMA are working full steam ahead on the draft
legislation for implementing a regulatory regime for
stablecoin issuers in Hong Kong and will strive to
introduce the bill into the Legislative Council by the end
of 2024. The HKMA believes early implementation of the
regulatory regime can lay a solid foundation to foster
innovations and help promote the healthy, responsible
and sustainable development of stablecoin and the
broader digital asset ecosystem in Hong Kong.
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Hong Kong Securities and Futures Commission
Commences Market Misconduct Tribunal
Proceedings Against Dickson Poon

On October 15, 2024, the Hong Kong Securities and
Futures Commission (SFC) commenced proceedings at
the Market Misconduct Tribunal against Dickson Poon,
Chairman of Dickson Concepts (International) Limited
(Dickson Concepts), and Equity Advantage Limited
(Equity), in connection with alleged insider dealing. The
SFC alleged that Dickson Poon and Dickson Pearson
Guanda Poon (Pearson Poon) (son of Dickson Poon)
caused Dickson Concepts to fail to disclose inside
information in a timely manner as required, resulting in
a seven-week delay in the company’s disclosure.

The incident began on November 20, 2019, when
Paypal Holdings, Inc. (Paypal) announced that it was
acquiring Honey Science Corporation (Honey) for
approximately US$4 billion, and Dickson Concepts held
approximately 3.73% of Honey during this period.
Although the investment was classified as “Other
Financial Assets” in the financial statements, without any
reference to Honey.
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It was not until January 9, 2020 that Dickson Concepts
disclosed to the public that the acquisition of Paypal and
Honey had been completed on January 3 and that it was
expected to generate proceeds of approximately
HK$1.15 billion. Following this announcement, Dickson
Concepts’ share price rose sharply on the following day.

The SFC noted that Dickson Poon purchased 2,756,500
shares of Dickson Concepts through Equity's securities
account between November 28 and December 19, 2019,
while in possession of insider information. In addition,
the SFC found that Dickson Poon and Pearson Poon
failed to take reasonable measures to ensure that the
inside information was disclosed in a timely manner, in
violation of the relevant regulations.

The SFC instituted proceedings against Dickson Poon,
Equity, Dickson Concepts and Pearson Poon under
section 270 of the Securities and Futures Ordinance
(Chapter 571 of the Laws of Hong Kong) for, among
other things, suspected insider trading and failure to
disclose inside information in a timely manner.
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CSC Futures (HK) Limited and Zheshang
International Financial Holdings Co Fined by Hong
Kong Securities and Futures Commission for
Regulatory Breaches

On October 9, 2024, and October 15, 2024, the Hong
Kong Securities and Futures Commission (SFC) issued
reprimands and fines of HK$4.95 million and HK$2.66
million, respectively, to CSC Futures (HK) Limited (CSC)
and Zheshang International Financial Holdings Co.,
Limited (Zheshang), for failing to comply with anti-money
laundering and counter-financing of terrorism (AML/CFT)
regulations and other regulatory requirements.

SFC’s Investigation Found Misconduct Behavior in Two
Companies

Misconduct behavior of CSC:

¢ Did not perform adequate due diligence on the
customer supplied systems (CSSs, CSSs are
trading software developed and/or designated
by the clients that enable them to conduct
electronic trading through the Internet, mobile
phones and other electronic channels) used by
clients for placing orders, and assess and
manage the associated money laundering and
terrorist financing (ML/TF) and other risks; and

e Did not establish effective monitoring system to
detect, assess and conduct relevant enquiries
on suspicious money movements in client
accounts.

Misconduct behavior of Zheshang:

e Did not establish an effective ongoing
monitoring system to detect and assess
suspicious trading patterns in client accounts;
and

e Did not keep proper records of the enquiries it
made on client deposits which were
incommensurate with the clients’ financial
profiles declared in their account opening
documents.

The SFC is of the view that Zheshang's and CSC's
systems and controls were inadequate and ineffective,
and they failed to ensure compliance with the Anti-
Money Laundering and Counter-Terrorist Financing
Ordinance (Chapter 615 of the Laws of Hong Kong)
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(AMLO), the Guideline on Anti-Money Laundering and
Counter Terrorist Financing (AML Guideline) and the
Code of Conduct for Persons Licensed by or Registered
with the Securities and Futures Commission (Code of
Conduct).

Relevant Provisions of Anti-Money Laundering and
Counter-Terrorist Financing Ordinance, the AML
Guideline and the Code of Conduct

e Alicensed corporation (LC) should act with due
skill, care and diligence, in the best interests of
its clients and the integrity of the market in
conducting its business activities. (General
Principle (GP) 2 of the Code of Conduct)

e An LC should have and employ effectively the
resources and procedures which are needed for
the proper performance of its business activities
and have internal control procedures and
operational capabilities which can be
reasonably expected to protect its operations
and its clients from financial loss arising from
theft, fraud, and other dishonest acts,
professional misconduct or omissions. (GP 3
and paragraph 4.3 of the Code of Conduct)

e An LC needs to mitigate the risks of ML/TF and
prevent contravention of any customer due
diligence and record keeping requirements
under the AMLO. To ensure compliance with
this requirement, the LC should:

0 establish and implement adequate and
proper internal AML and CFT policies,
procedures and controls pursuant
(paragraph 2.2 of the AML Guideline);
and

0 assess the risks of any new products
and services (especially those that may
lead to misuse of technological
developments or facilitate anonymity in
ML/TF schemes) before they are
introduced and ensure appropriate
additional measures and controls are
implemented to mitigate and manage
the associated ML/TF risks (paragraph
2.3 of the AML Guideline).

e An LC needs to continuously monitor its
business relationship with the clients by
monitoring their activities to ensure that they are
consistent with its knowledge of the clients and
the clients’ nature of business, risk profile and
source of funds. (Section 5(1)(b) of Schedule 2
to the AMLO and paragraph 5.1(b) of the AML
Guideline)

e An LC needs to identify transactions that are
complex, large or unusual or patterns of

transactions that have no apparent economic or
lawful purpose, make relevant enquiries to
examine the background and purpose of the
transactions, document the enquiries made
(and their results), and report the findings to the
Joint Financial Intelligence Unit where there is
any suspicion of ML/TF (Section 5(1)(c) of
Schedule 2 to the AMLO and paragraphs 5.1(c),
5.10 and 5.11 of the AML Guideline). Whena
transaction is inconsistent in amount, origin,
destination, or type with a client's known,
legitimate business or personal activities, the
transaction should be considered as unusual
and the LC should be put on alert (paragraph
7.11 of the AML Guideline).

The SFC’s disciplinary actions against Zheshang and
CSC demonstrate its determination to crack down on
regulatory violations and to maintain market integrity.
The two cases emphasize the importance for financial
institutions to strictly comply with AML and CFT
regulations and to put in place effective monitoring
systems. Through these measures, the SFC hopes to
enhance market confidence and transparency and
ensure the healthy development of the financial market.
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Hong Kong Financial Services and Treasury Bureau
Publishes Consultation Conclusions on Promoting
Paperless Corporate Communication for Hong Kong
Companies

On September 25, 2024, the Hong Kong Financial
Services and Treasury Bureau (FSTB) published
consultation conclusions on promoting paperless
corporate communication for Hong Kong companies,
signalling a significant shift in corporate governance
practices.

The FSTB's consultation, conducted from November 27,
2023, to January 26, 2024, garnered support for
proposals aimed at enhancing corporate efficiency and
environmental sustainability. The key proposals focus
on the areas below:

1. Introducing an Implied Consent Mechanism

The proposed changes would allow both listed and
unlisted Hong Kong-incorporated companies to
disseminate corporate communications via their
websites without seeking individual shareholder consent,
provided their articles of association permit this
approach. This aligns Hong Kong with practices in
Mainland China, Bermuda, and the Cayman Islands.

2. Streamlining Notification Requirements
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Listed companies adopting the implied consent
mechanism would no longer need to send separate
notifications  when  uploading new  corporate
communications to their websites. Non-listed companies
would require one-time express consent from
shareholders to waive separate notifications.

3. Enhancing Shareholder Protection Measures

Companies adopting the implied consent mechanism
must issue a one-time notification to each shareholder
about the new arrangements. Shareholders retain the
right to request hard copies of communications at any
time under Section 837 of the Companies Ordinance
(Chapter 622 of the Laws of Hong Kong).

These proposals complement recent amendments to
the Hong Kong Exchanges and Clearing Limited (HKEX)
Listing Rules, effective December 31, 2023, which
removed mandatory requirements for express or
deemed consent ~mechanisms for electronic
communication.

The FSTB plans to introduce the Amendment Bill to the
Legislative Council within 2024. Market participants,
listed companies, company directors, and other
stakeholders should prepare for these potential changes
in corporate communication practices.

These proposed changes represent a significant
modernization of Hong Kong's corporate governance
framework, balancing efficiency with shareholder
protection. Stakeholders are advised to assess the
potential impact on their operations and compliance
procedures as Hong Kong moves towards a more
digitalized corporate environment.
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Information in this update is for general reference only
and should not be relied on as legal advice.
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