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Spotlight on green or ESG funds: year-end compliance for 
HK retail funds 
 

Rory Gallaher     

 

Background 

 

In its paper published on 21 September 2018 entitled “Strategic Framework for Green Finance”, the Securities 

and Futures Commission (SFC) alluded to the growth in sustainable investing as a global trend. More than 

1700 asset owners, investment managers and service providers representing over US$68 trillion in assets 

under management have proclaimed their commitment to consider climate change or green or environmental, 

social and governance (ESG) or sustainability factors in their investment process by signing up to the United 

Nations Principles for Responsible Investment. There is rising demand from investors for ESG funds. In Hong 

Kong, the Monetary Authority has incorporated ESG principles into its investment process and in March 2016, 

the SFC published its Principles of Responsible Ownership to encourage investors to engage with investee 

companies on significant ESG issues that have the potential to impact on the companies’ goodwill, reputation 

and performance. 

 

Nevertheless, the SFC noted a number of challenges arising from this trend: 

 

• Lack of quality and comparability of ESG data;  

• Insufficient disclosure on whether and how asset managers conduct sustainable investing; 

• ESG preferences not addressed in client suitability assessments; 

• Lack of clarity on the duty of asset managers; and 

• The risk of “greenwashing” (false or misleading claims or representations of commitment to ESG 

principles). 

 

Circular to managers of SFC-authorised unit trusts and mutual funds 

 

On 11 April 2019 the SFC issued a circular (the Circular) setting out its requirements and expectations in 

relation to funds marketed as having a focus on green or ESG investing. The Circular can be read here. 
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The key elements are summarised below. 

 

A green or ESG fund should invest primarily (70%) in investments reflecting the particular green or ESG 

investment focus which the fund’s name represents.  

 

The offering documents (including the product key fact statements (KFS)) should disclose the following:  

 

a)  a description of the key investment focus (e.g. climate change, green, low carbon footprint, sustainability, 

etc.) and targeted objective (e.g. financial return, mitigating climate change or environmental damage, 

etc.) of the fund, and how the key investment focus is considered as green or ESG-related;  

 

b)  a description of the investment strategies, including:  

 

(i)  the relevant green or ESG criteria or principles considered;  

 

(ii)  the expected exposure to the securities or other investments that reflect the stated green or ESG 

investment focus; 

 

(iii)  the investment selection process and criteria adopted by the fund, such as:  

 

▪ assessment criteria of the underlying investments; 

▪ ESG analysis and evaluation methodology; 

▪ reference ESG benchmark being tracked and the characteristics and general composition 

of the benchmark;  

 

c)  a description of any relevant exclusion policy adopted by the fund;  

 

d)  a description of risks associated with the fund’s investment theme (such as lack of standardized 

taxonomy, subjective judgment in investment selection, reliance on third party providers for 

environmental scoring / certification / labelling, style drift, concentration in investments with 

environmental or ESG focus).  

 

The manager should regularly monitor and evaluate the underlying investments to ensure the fund continues 

to meet the stated investment objective and requirements set out in the Circular. 

 

Managers of funds seeking SFC authorisation as green or ESG funds will need to provide a confirmation of 

compliance in the form annexed to the Circular. 

 

Managers of existing SFC authorised green or ESG funds should make any necessary updates and revisions 

to their offering documents and provide the confirmation of compliance as soon as practicable, and in any 

event no later than 31 December 2019.  

 

All SFC-authorised green or ESG funds complying with the requirements set out in the Circular will be listed 

on a dedicated webpage of the SFC’s website with effect from the end of 2019. 

 

 

Hong Kong regulation of security token offerings 
 

Scott Carnachan and Isabella Wong  

 

On 28 March 2019, the Securities and Futures Commission (SFC) issued a statement (Statement) reminding 

market participants about the legal and regulatory requirements relating to security token offerings (STOs). 
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The Statement notes STOs typically refer to specific offerings which are structured to have features of 

traditional securities offerings, and involve security tokens which are digital representations of ownership of 

assets (e.g. gold and real estate) or economic rights (e.g. share of profits or revenue) utilising blockchain 

technology. 

 

We have summarised the Statement below.  

 

Discuss with the SFC before engaging in activities relating to STOs 

 

The Statement reminds intermediaries that they should discuss with the SFC before engaging in any activities 

relating to STOs. In addition to the requirements noted below, the SFC will expect intermediaries to implement 

adequate systems and controls to ensure compliance with the applicable requirements, before they 

commence distribution of STOs. 

 

Ensure you have the right licence 

 

A person who markets or distributes “securities”, as defined in the Securities and Futures Ordinance (SFO), 

is required to be licensed or registered for Type 1 (Dealing in Securities) regulated activity under the SFO, 

unless an applicable exemption applies. Where security tokens are “securities” for SFO purposes, the person 

marketing or distributing security tokens (whether in Hong Kong or targeting Hong Kong investors) will likely 

need a Type 1 licence.  

 

Comply with ongoing requirements 

 

In the Statement, the SFC emphasises compliance with the suitability requirement in paragraph 5.2 of the 

Code of Conduct for Persons Licensed by or Registered with the Securities and Futures Commission (Code 

of Conduct), as well as the new requirements for complex products in paragraph 5.5 of the Code of Conduct 

which will come into effect on 6 July 2019. Please click here for our client alert on the suitability requirement 

and click here for our client alert on the complex products requirement. 

 

The SFC also highlights key requirements of its circular to intermediaries on the distribution of virtual asset 

funds dated 1 November 2018 (as summarised in our client alert available here) that will apply equally to the 

distribution of security tokens: 

 

1. Security tokens should only be offered to persons who qualify as “professional investors” under the SFO 

and the Securities and Futures (Professional Investor) Rules. 

 

2. Intermediaries distributing security tokens need to understand the STOs and conduct proper due 

diligence, covering the background and financial soundness of the management, development team 

and issuers of the security tokens as well as the rights attached to the underlying assets of the security 

tokens. Intermediaries should also review the white papers and marketing materials in respect of the 

STOs.  

 

3. Intermediaries should give clients information relating to STOs in a clear and easily comprehensible 

manner and should give clients prominent warning statements covering potential risks associated with 

virtual assets. These potential risks include risks of insufficient liquidity, volatility, opaque pricing, 

hacking and fraud.   
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SFC licensing and compliance hints: seven takeaways from 

the new Licensing Handbook  
 

Rebecca Yip 

 

In addition to what we covered in our last newsletter about the licensing of private equity firms, we have the 

following seven takeaways from the new Licensing Handbook which was issued in February 2019: 

 

(1) Regulated activities: Providing financial training or sharing general investment knowledge (in a 

classroom setting or online) generally does not require an SFC licence. However, if it involves 

recommending specific stocks to “students” or inducing them to trade securities, the training institution, 

trainer and/or website content provider may need to be licensed. In order to be licensed for Type 9 

(asset management) activity, an applicant must satisfy the SFC that it has discretionary investment 

authority to make investment decisions for its clients. 

 

(2) RO applications: When assessing RO applications, the SFC considers the applicant’s experience and 

proposed duties as an RO. If the applicant claims to have gained the experience while working for a 

“dormant company”, such “experience” may not be counted as relevant industry experience as part of 

the competence assessment. The SFC will only approve ROs who have relevant experience and who 

have sufficient authority to supervise the business of regulated activities.  

 

(3) Substantial shareholders: Substantial shareholder applications should now be simpler as the SFC will 

require less information from a substantial shareholder that does not have a “close link” to the corporate 

licence applicant / licensed company.  

 

(4) Extensions: Applications for extension of financial year-end or extension of deadline for submission of 

audited accounts should be submitted at least one month before the original year-end or deadline.  

 

(5) ROs of exchange participants: The SFC requires licensed companies that are also exchange 

participants to have at least two Hong Kong based responsible officers. 

 

(6) Online portal: In addition to individual applications, all notifications and annual returns (for companies 

and individuals) must now be submitted online.  

 

(7) Training confirmations: As part of the annual return, companies now need to confirm that they have (i) 

implemented training programmes to meet the training needs of licensed individuals, (ii) evaluated 

training programmes at least once during the previous calendar year, and (iii) maintained sufficient 

records of training programmes and the CPT activities undertaken by each licensed individual. Each 

individual also needs to confirm that he or she has undertaken the required number of CPT hours and 

retained sufficient records of CPT activities during the previous calendar year. 

 

 

Recent publications 
 

New development on MNC cash pool 

 

Proposed changes to ORSO: what employers and employees need to know 

 

Tax incentives for attracting overseas talents - new individual income tax rules on individuals without domicile 

in China  
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What employers need to know when dismissing employees with disability or illness  

 

Countdown to Brexit - Deal or no deal? The effect on your intellectual property  

 

New tax incentive to boost retirement protection  

 

Tax case law update  
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