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SFC clarifies licensing obligation and CPI assessment 
criteria for family offices 
 
Jeremy Lam and Lilian Lai  
 
Hong Kong’s Securities and Futures Commission (SFC) published a circular on 7 January 2020 on the licensing 

obligations of family offices. This has now been supplemented by FAQs issued by the SFC on 8 September 2020, 
providing additional guidance on the application of the licensing regime to single family offices and multi-family offices. 
The SFC has reassured the industry that it is not its intention to regulate genuine single family office structures. However, 
the issue of whether multi-family offices require to be licensed with the SFC will depend on whether they are carrying on 
a business in a regulated activity in Hong Kong, as explained further below. 
 
Also on 8 September 2020, the SFC published a revised FAQ on corporate professional investor (CPI) assessment 

criteria in order to specifically address the issue of family offices.  
 
No definitions of “family”, “family offices”, “single family office” and “multi-family office”  

 
The Securities and Futures Ordinance (SFO) does not define “family” or “family offices”. The SFC explained in the FAQs 

that it had not sought to define what constitutes “family membership” in the context of a single family office as the licensing 
obligations do not hinge on whether the clients of a family office are family members or not. Such an approach avoids 
the imposition of an otherwise narrow definition of what constitutes a single family office. Nonetheless, the SFC observed 
that a typical single family office would involve an arrangement (often structured as a corporate vehicle owned or 
controlled by a family) to manage that family’s assets or investments. In contrast, a multi-family office “by definition serves 
more than one high net worth family.”  
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Test for whether a family office is required to be licensed  

 
The FAQs clarify that in order for a licensing obligation to arise in respect of a family office, all of the following factors 
must be present:  
 
(i) the activities being undertaken must constitute regulated activity(ies); 
(ii) such regulated activity(ies) is/are being carried out as a business; and 
(iii) such business is carried out in Hong Kong. 

 

The definition of regulated activities in the SFO contain a number of carve-outs which can be relied upon by single family 
offices. In particular single family offices which engage in asset management activities (Type 9) may rely on an intra-
group carve-out where such services are provided to its wholly owned subsidiaries, its holding company which holds all 
of its issued shares, or other wholly owned subsidiaries of that holding company.  
 
The FAQs clarify that what amounts to “carrying on a business in Hong Kong”, is a question of fact but the following 
factors may be taken into consideration: 
 
(i) whether any person is performing a duty that requires attention; 
(ii) whether the activities involve continuity; and 
(iii) whether the activities were carried out in pursuit of profit and are capable of making profit. 
 
In our experience, most single family offices are unlikely to be deemed to be carrying on a business in Hong Kong and 
hence the question of SFC licensing will fall away. However, multi-family offices are typically established and run as 
commercial ventures and the question of whether such activities require to be licensed will depend on whether the 
services being offered are caught by the definition of “regulated activity” as well as the additional factors outlined above. 
In most cases the investment management activities of multi-family offices are likely to trigger an SFC licensing obligation. 
 
The SFC has clarified that the sharing of premises and a common administrative infrastructure by two or more single 
family offices would not automatically result in such arrangements being considered as a multi-family office. However, 
where such arrangements involve the sharing of resources in relation to the investment process, this is likely to be 
considered as constituting a multi-family office (thereby increasing the likelihood of a licensing obligation being triggered 
if the factors highlighted above are present). 
 
Revised CPI assessment criteria to accommodate family offices 
 
The Code of Conduct for Persons Licensed by or Registered with the SFC (Code of Conduct) permits intermediaries to 

dis-apply certain investor safeguards in relation to relevant products and markets, most notably the suitability obligations, 
when dealing with institutional investors and/or CPIs. The assessment criteria as to whether an entity qualifies as a CPI 
is contained section 15.3A of the Code of Conduct as supplemented by an FAQ previously issued by the SFC in January 
2015.  
 
One of the criteria under section 15.3A of the Code of Conduct which requires to be assessed by intermediaries is 
whether such entity has an appropriate corporate structure and investment process and controls. Family office investment 
structures were not referred to in the previous FAQ and intermediaries have ended up adopting a more cautious approach 
in undertaking the CPI assessment on family offices. This has resulted in family offices failing to qualify as a CPI and 
having to be treated as retail investors in their interactions with such intermediaries thereby triggering the suitability and 
other obligations relating to retail investors under the Code of Conduct. 
 
In its revised FAQ concerning appropriate corporate structures and investment processes that intermediaries may take 
into account in assessing CPIs, the SFC has provided greater clarity (and regulatory comfort) as to what criteria should 
be applied when assessing investment vehicles owned by family trusts or family offices that engage investment 
professionals to manage their investments. The SFC has amended the original FAQ to include the following additional 
example of when a CPI would be more likely to be regarded as having an appropriate corporate structure and substantive 
investment process and controls: 
 
“ Where it is ultimately owned by or established for the ultimate benefit for an individual or individuals (such as family 
members) and it relies on competent and suitably qualified professionals to manage the investments of that CPI, where 
either: 

 

(i) the professionals are authorised to make investment decisions on behalf of the CPI; or 
(ii) the CPI makes informed investment decisions taking into account the advice or recommendation of such 

professionals; and 
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the professionals are responsible for the investment strategies and investment process of the CPI.”  

 
We welcome the publication of these two FAQs as facilitating the regulatory environment for family offices. 
 
 

Applications for new insurance intermediary licences by 
deemed licensees 

 
Scott Carnachan and Rebecca Yip 
 
Hong Kong’s Insurance Authority (IA) became the regulator of all insurance intermediaries on 23 September 2019. All 
insurance agencies and insurance broker companies, their respective responsible officers (ROs) and technical 
representatives (TRs) who were registered with the self-regulatory organisations under the prior regulatory regime have 

been granted a deemed licence under the new regime for three years, running from 23 September 2019 to 22 September 
2022 (Transitional Period). During this Transitional Period, every deemed licensee needs to apply for a new licence 

from the IA if they wish to continue to be licensed.  
 
On 25 August 2020, the IA issued three circulars outlining the application process for turning “deemed” licensees into 
“new” licensees during the Transitional Period. The IA intends to coordinate the applications of individual insurance 
agents (i.e. ROs and TRs) who are deemed licensees through their appointing licensed insurance broker company or 
licensed insurance agent (collectively, Insurance Intermediaries).  

 
What is the application process?  

 
For Insurance Intermediaries: 
 
(1) The IA will, by letter, invite the Insurance Intermediary to commence the application process for itself, its RO and 

TRs who are deemed licensees. 

  

(2) The Insurance Intermediary should prepare and submit to the IA the paper-form application provided by the IA in 
the invitation letter for itself and its RO. 

 

(3) The IA will guide the Insurance Intermediary to open a supervisor account in the IA’s e-portal called Insurance 
Intermediaries Connect.  

 

(4) The Insurance Intermediary’s RO (or its authorised personnel) should download the current licensing information 
and contact details of its TRs from the e-portal, verify the information, update it as necessary, and then upload the 
updated information to the e-portal. 

 
For TRs: 
 
(5) Each TR’s application will need to be submitted through the e-portal.  

 

(6) The IA will send e-mails to each of the TRs, inviting them to activate their individual accounts in the e-portal in 
order to submit their licence applications.  

 

(7) Once activated, the TR can access his/her e-portal account and will find his/her application pre-populated with 
information verified by the Insurance Intermediary.  

 

(8) The TR should complete the application by answering the “fit and proper” questions and uploading the requested 
information (e.g. a copy of Hong Kong Identity Card).  

 

(9) The TR will send his/her application through the e-portal to the Insurance Intermediary for final verification and 
confirmation of appointment. The Insurance Intermediary will then submit the TR’s application to the IA.  

 

(10) The TR and the Insurance Intermediary will be notified by the IA of the approval by e-mail. 
 
  

mailto:scott.carnachan@deacons.com
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What is the timing? 

 
The IA aims to start the application process in the 3rd and 4th quarter of 2020 with selected pilot schemes, with the aim 
to roll it out more broadly in 2021. 
 
What about an individual licensee who is appointed by more than one Insurance Intermediary? 

 
The IA will work with the Insurance Intermediaries to identify which one should be treated as the main Insurance 
Intermediary of the individual licensee for the purposes of this exercise. 
 
 

Hong Kong’s first licensed cryptocurrency exchange 
 
Joanna Fung 
 
The Securities and Futures Commission (SFC) has agreed in principle to issue a licence to cryptocurrency firm OSL 
Digital Securities Ltd (OSL) to operate a virtual asset trading platform under a licence for Type 1 (dealing in securities) 

and Type 7 (providing automated trading services) regulated activities pursuant to the SFC’s new opt-in licensing 
framework for the regulation of virtual asset trading platforms. 
 
The licence will permit OSL to operate a brokerage and automated trading service for virtual assets, including security 
tokens. Final approval by the SFC is subject to fulfilment of certain conditions. 
 
On 6 November 2019, the SFC announced its regulatory approach to licensing virtual asset trading platforms which 
includes requirements on hot and cold digital wallet insurance, client asset segregation, know-your-customer, anti-money 
laundering, maintenance of orderly markets and other virtual asset specific controls (see link – Regulation of virtual asset 
trading platforms). As summarised in our publication (Opt-in regulation of virtual asset trading platforms), the SFC 
integrates specific requirements for virtual asset platforms while maintaining traditional rigorous securities regulations in 
its new framework.  
 
Regulation in the cryptocurrency space provides certainty and confidence to investors who have become accustomed to 
traditional finance products. At the same time, investors can take comfort in additional protections under the new 
framework which has been tailor-made for the virtual asset class. Through the opt-in licensing mechanism, investors will 
now have the ability to choose and differentiate between regulated platforms and unregulated platforms. 
 
This ground-breaking development is very much welcomed by the cryptocurrency industry in Hong Kong, and is a positive 
step towards establishing Hong Kong and the SFC as one of the frontrunners in Asia in regulating cryptocurrency 
platforms. We expect to see more cryptocurrency firms applying for and being licensed by the SFC going forward. 
 
 

SFC product applications: submission by soft copy and 
alternatives for signing application documents 
 
Katie Wan 
 
Hong Kong’s Securities and Futures Commission (SFC) has recently updated its Frequently Asked Questions (FAQs) in 

relation to authorized unit trusts and mutual funds, leverage and inverse products, MPF products, pooled retirement 
funds, investment-linked assurance scheme, paper gold schemes and open-ended fund companies (OFC), to provide 

that all documents relating to new applications or post-authorization matters are required to be submitted in soft copy 
only. The SFC also introduced alternatives for signing application documents. For example, the SFC will accept 
submission of unsigned copies of application forms, compliance checklists, confirmations and other relevant documents 
(collectively, Relevant Forms) if accompanied by an email confirmation from the eligible signatories that all information, 

confirmations, undertakings contained in the Relevant Forms and all documents submitted relating thereto are true and 
accurate. 
 
In addition, the SFC previously required application fees to be submitted before it would take up an application. However, 
the SFC now only expects application fees to be submitted at a later stage, being as soon as practicable upon the 
applicant’s receipt of the SFC’s take-up letter or acknowledgement. Instead of delivering a physical cheque, the applicant 
may now contact its SFC case team to discuss payment arrangements. 

mailto:joanna.fung@deacons.com
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https://www.sfc.hk/web/EN/files/ER/PDF/20191106%20Position%20Paper%20and%20Appendix%201%20to%20Position%20Paper%20(Eng).pdf
https://www.deacons.com/news-and-insights/publications/opt-in-regulation-of-virtual-asset-trading-platforms.html
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Please note that for OFC applications, the above streamlined arrangements apply only to documents required by the 
SFC and not those required by the Companies Registry. Hard copies of documents and fees required by the Companies 
Registry for incorporation and business registration purposes should be submitted to the SFC as usual before the OFC 
registration is granted. 
 
Historically, the SFC has required the submission of hard copies of documents in new and post-authorization applications 
in respect of publicly authorized products. In light of operational difficulties relating to COVID-19, the SFC began to accept 
soft-copy submissions and alternative ways of executing application documents as temporary relief measures in April 
2020. The changes outlined above have formalised these temporary measures, which are a welcome move in improving 
the efficiency of regulatory processes, especially for product providers which are based outside Hong Kong. 
 
You will find the updated Guides and FAQs here: https://www.sfc.hk/web/EN/faqs/publicly-offered-investment-
product.html. Application forms and confirmations have also been updated and they are available here: 
https://www.sfc.hk/web/EN/forms/products/forms.html. 
 
 

Key takeaways from the SFC’s Asset and Wealth 
Management Activities Survey 
 
Karlie Leung 
 
On 25 August 2020, Hong Kong’s Securities and Futures Commission (SFC) published its findings on the annual Asset 
and Wealth Management Activities Survey for the year ended 31 December 2019 (Survey). The Survey reveals positive 

industry data from over 800 firms, which demonstrates the asset management industry in Hong Kong continues to thrive 
amid market uncertainties. The SFC remains, in the words of Ashley Alder, the CEO of the SFC, “committed to further 
developing Hong Kong as a premier global asset and wealth management centre”. 
 
This article provides some key takeaways from the Survey in terms of the market landscape in 2019, the SFC’s recent 
regulatory developments and upcoming initiatives. 
 
What does the data say?  
 

The Hong Kong asset and wealth management business posted strong growth in 2019, as evidenced from the following 
figures: 
 

 Assets under management (AUM): 20% year-on-year increase compared to 2018, reaching HK$28,769 billion. 

 

 Net fund inflows of HK$1,668 billion, more than doubling the figure in 2018. 

 

Below is a macroscopic view of the AUM attributable to the three major components of the asset and wealth management 
industry in Hong Kong and how they fared in 2019: 
 

  AUM as at  
31 December 2019 
(HKD) 

Year-on-year change  

Asset management and fund advisory business  $20,040 billion +22% 

Private banking and private wealth management 
business  

(including asset management services by licensed 
corporations and registered institutions) 

$9,058 billion +19% 

Assets held under trusts $3,844 billion  +11%  

 
  

https://www.sfc.hk/web/EN/faqs/publicly-offered-investment-product.html
https://www.sfc.hk/web/EN/faqs/publicly-offered-investment-product.html
https://www.sfc.hk/web/EN/forms/products/forms.html
mailto:karlie.leung@deacons.com
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The number of market participants also increased in 2019 as shown in the table below.  
 

 Number as at  
31 December 2019  

Year-on-year change  

Staff in the asset and wealth management business  45,132  
(including trustees)  
 
 
 
43,631  
(excluding trustees)  

N/A 
(numbers for trustees were 
not included in the 2018 
Survey) 
 
+2% 

Type 9 (asset management) licensed corporations  1,808 +10% 

Individuals licensed for asset management  12,686  +9%  

Mainland-related licensed corporations and registered 
institutions  

387 +7%  

 
On the product front, as at 31 December 2019, the number of Hong Kong-domiciled funds authorized by the SFC stood 
at 763, a slight drop of 2% compared to 2018.  
 
The SFC also highlighted a number of “firsts” in the Hong Kong market in 2019 and 2020, particularly in the exchange 
traded funds (ETF) and leveraged and inverse (L&I) products space, such as: 

 

 first inverse products with a two-times negative factor 

 

 first active ETF 

 

 first ETF authorized as an open-ended fund company 

 

 first batch of swap-based L&I products tracking a Mainland A-share index with a leverage factor up to two-times 
and negative one-time 

 

Taking a look into the source of funding and where such assets were managed and invested in 2019: 
 

 non-Hong Kong investors remained a major source of funding for the asset and wealth management business 
(64%) and the private banking and private wealth management business (50%); and  

 

 as in previous years, more than half of the asset management business was managed in Hong Kong, and Asia 
Pacific remained the most popular investment region amongst Hong Kong managers.  

 
What’s next?  
 

The Survey showcases recent regulatory developments and provides insights into the SFC’s upcoming initiatives, such 
as:  
 

 Access between the Hong Kong and Mainland markets: The SFC continues its efforts to promote cross-border 
offerings of funds between the Hong Kong and Mainland markets via the mutual recognition of funds (MRF) regime. 

Since the Mainland-Hong Kong MRF scheme was implemented in July 2015, 50 southbound funds and 29 
northbound funds have been authorized by the SFC and China Securities Regulatory Commission respectively 
up to 27 March 2020. The new ETF cross-listing pilot scheme is also set to broaden the spectrum of product 
choices for investors in the Hong Kong and Mainland markets.  

 

 Hong Kong’s fund vehicles: The possibility of setting up Hong Kong-domiciled open-ended fund companies (OFC) 
and limited partnership funds (LPF) is a significant development to propel Hong Kong as a preferred domicile for 

investment funds. The limited partnership fund regime was launched on 31 August 2020. On 2 September 2020, 
the SFC published consultation conclusions on various enhancements to the OFC regime, including removal of 
all investment restrictions in respect of private OFCs under the Code on Open-ended Fund Companies to attract 
the establishment of onshore private funds. 
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 Real estate investment trusts (REIT): The SFC launched a two-month consultation on various enhancements to 
the Code on REITs on 9 June 2020. The key proposals include allowing REITs to invest in minority-owned 
properties, greater flexibility to invest in property development projects and increase in the borrowing limit. The 
SFC will publish the consultation conclusions in due course. 

 
The Survey also provides a glimpse into how the Hong Kong market has fared in 2020 so far. Unsurprisingly, with the 
COVID-19 pandemic weighing on the global financial markets, the Hang Seng Index dropped by 16% at the end of March 
2020 compared to the previous quarter. Q1 2020 also saw net fund outflows of HK$16 billion from Hong Kong. Whilst it 
remains to be seen how the global financial markets will recuperate, Hong Kong saw a rebound in Q2 2020 with net fund 
inflows of HK$27 billion and the activities of the stock and futures markets remain robust. 
 
 

Mainland China briefing: recent developments in fund 
custody businesses for local branches of foreign banks 
 
Shanshan Liu and Faye Meng 
 
On 10 July 2020, the China Securities Regulatory Commission (CSRC) and the China Banking and Insurance Regulatory 
Commission (CBIRC) jointly issued the amended Administrative Measures on Securities Investment Funds Custody 
Businesses (the Measures, available here in Chinese) and the corresponding drafting statement (available here in 

Chinese). Under the Measures, branches of foreign banks in China may apply for a qualification to operate custody 
businesses for securities investment funds in China, subject to certain requirements. This marks the official opening up 
of China’s fund custody market to foreign banks.  
 
The key points of the Measures include that: i) a foreign bank branch is permitted to refer to its parent bank’s net assets 
and other financial indicators when applying for the qualification; ii) any civil liabilities imposed on a foreign bank branch 
shall be borne by its parent bank; iii) the qualification requirements for foreign bank branches and parent banks have 
been lowered; and iv) the criteria and regulatory requirements for commercial banks and other financial institutions 
applying for custody qualifications have been unified. 
 
In particular, for a branch of a foreign bank to apply for the custody licence, its parent bank must satisfy the general 
requirements for applicants. In addition, there are specific requirements for a foreign parent bank, including but not limited 
to i) it having a sound internal control mechanism; ii) it having a good international reputation and business performance; 
iii) in the past three years, the scale, income, profit, market share of its fund custody business and other indicators are 
among the forefront of the world, and its long-term credit has been maintained at a high level; iv) the country or region 
where it is located has sound securities laws and regulatory rules, has signed a memorandum of understanding on 
supervision cooperation and maintains effective supervision cooperation relationships with the CSRC or an institution 
recognised by the CSRC. 
 
As indicated on the CSRC’s website, Citibank (China) obtained approval to act as a fund custodian institution in China 
on 27 August 2020. This marks it becoming the second foreign bank to be approved, the first being Standard Chartered 
Bank (China) which obtained the permit back in 2018.  
 
HSBC and Deutsche Bank submitted their applications to the CSRC via their China entities in April, and these are pending 
approval. In light of the further opening up of China’s financial sector in recent years, especially the uplift of foreign 
shareholding limits in securities companies and fund management companies since this April, we anticipate that there 
will be more global banks entering into the custody market in China. We will monitor progress and share updates in the 
future. 
 
 

US amendments to “accredited investor” 
 
Ethan Johnson of Morgan, Lewis & Bockius LLP 
 
The US Securities and Exchange Commission (SEC) recently amended the definition of “accredited investor”. 

Historically, investors who did not meet specific income or net worth tests were denied the opportunity to invest in our 
multifaceted and vast private markets. The amendments now make it possible for some of these other investors to 
participate based on their financial sophistication or status as regulated organizations.  
 

mailto:shanshan.liu@deacons.com
mailto:faye.meng@deacons.com
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8 
 

 
 

The amendments to the accredited investor definition in Rule 501(a) of Regulation D permit natural persons to qualify as 
accredited investors based on certain professional certifications, designations or credentials or other credentials issued 
by an accredited educational institution such as natural persons who are (a) holders in good standing of the FINRA Series 
7, Series 65, and Series 82 brokerage licenses or (b) “knowledgeable employees” of the fund manager of the funds in 
which they are investing. The definition is also clarified to include organizations such as: (a) limited liability companies 
with US$5 million in assets (through oversight limited liability companies were previously not listed); (b) SEC- and state-
registered investment advisers and exempt reporting advisers (known as ERAs) if investing in their own names; (c) 
governmental bodies, governmental investment funds, and entities organised under the laws of foreign countries, that 
own “investments” in excess of US$5 million and were not formed for the specific purpose of investing in the securities 
offered; and (d) “family offices” that meet the following requirements: (i) they have at least US$5 million in assets under 
management; (ii) they were not formed for the specific purpose of acquiring the securities offered; and (iii) their 
investments are directed by a person who has such knowledge and experience in financial and business matters that 
such family office is capable of evaluating the merits and risks of the prospective investments. The family members of 
such family offices may also be considered accredited investors if their investments are directed by the family office. 
These changes will likely not have a material impact on Asian fund managers as most managers target the higher 
threshold US investors that are “qualified purchasers” in order to avoid the 100 US person limitation of funds targeting 
only accredited investors (so-called 3(c)(1) funds). However, the changes will allow an Asian manager to have more of 
its US-based employees invest in the manager’s private funds. 
 
 

Another Hong Kong SFC enforcement case on providing 
false or misleading information in licensing applications and 
annual return and failure to notify changes 

 
Connie Chan 
 
A former licensee was convicted by the Eastern Magistrates’ Court on 3 September 2020 of providing false or misleading 
information to the Hong Kong Securities and Futures Commission (SFC), contrary to ss.383, 384 and 135(3) of the 
Securities and Futures Ordinance (SFO). The former licensee pleaded guilty to the charges and was fined $36,000 and 

ordered to pay the SFC's investigation costs.  
 
The case serves as another reminder of the importance of making complete, true and correct disclosures to the SFC and 
making timely reports if there are changes to information previously provided to the SFC. 
 
The SFC’s investigation revealed that the individual did not disclose that he was subject to investigation in two separate 
licence applications to the SFC in August 2017. Then, after becoming a licensee, he did not disclose in his annual return 
in March 2018 that he had been charged with a criminal offence and was still under investigation at the relevant time. 
Finally, he did not submit any notifications to the SFC in connection with such events within the timeframe required under 
the Securities and Futures (Licensing and Registration) (Information) Rules (Information Rules).  

 
It is worth noting in this regard that the scope of the disclosure questions on disciplinary actions and investigations in the 
SFC application forms and the ongoing notification obligation in the Information Rules is not limited to those conducted 
by regulatory bodies of stock or futures exchanges, but extends to disciplinary actions and investigations conducted by 
professional or regulatory bodies of a trade, business or profession. Further, these questions do not just relate to 
disciplinary actions and investigations in which the individual is involved personally, but also extend to companies of / in 
which the individual is or has ever been (a) a director, (b) involved in the management, and (c) a substantial shareholder.  
 
Providing information to the SFC should never be treated as a mere formality. It is essential that licence applicants and 
licensees always review draft documents for complete accuracy because as we can see from this case providing incorrect 
or misleading information to the SFC can have very serious consequences for an individual.  
 
 

Hong Kong SFC COVID-19 quarterly report 
 
Lavita Pong 
 
On 20 August 2020, the Securities and Futures Commission (SFC) published its Quarterly Report of developments 

occurring during the period 1 April to 30 June 2020 (available here). This was the SFC’s first quarterly report where Hong 

mailto:connie.chan@deacons.com
mailto:lavita.pong@deacons.com
https://www.sfc.hk/edistributionWeb/gateway/EN/news-and-announcements/news/doc?refNo=20PR76
https://www.sfc.hk/web/EN/files/ER/Reports/QR/202004-06/EN/0.%20SFC%20Quarterly%20Report%20(Apr_June%202020)_E.pdf
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Kong was suffering from COVID-19 for the entire period and it is also the first report to be issued from the SFC’s new 
premises in Quarry Bay. In this article we have summarised those key developments referred to in the report of relevance 
to asset managers.  
 
COVID-19 information 

 
Cybersecurity risk in remote office arrangements – On 29 April, the SFC issued a circular reminding the industry to 
assess their operational capabilities and to implement appropriate control measures to manage the cybersecurity risks 
associated with remote office arrangements. Those measures include stronger password protection, safety tips for using 
video conferencing platforms and adequate user training (see previous Deacons article of 19 May relating to this circular). 
 
SFC remote office arrangements – The SFC’s split-team staff arrangements continued through the period. 
 
Prohibition on gatherings – On 1 April, the SFC issued a joint statement with the Stock Exchange of Hong Kong providing 

guidance to listed companies as to when and how shareholder general meetings should be held. Although listed company 
AGMs and EGMs were exempted from the government’s prohibition on gatherings, the SFC guidance included a 
suggestion that listed companies consider delaying meetings where possible and tips on how to hold physical meetings 
safely.  
 
Enforcement-related cooperation with the CSRC - The SFC worked actively with the China Securities Regulatory 
Commission (CSRC) during the period to enhance enforcement cooperation, and exchanged views with the CSRC in 

connection with anti-money laundering and the use of technology in enforcement work.  
 
HSBC dividend - On 15 May, the SFC issued a statement in light of the significant public interest in HSBC Holdings plc’s 
(HSBC) cancellation of its fourth interim dividend for 2019 and the suspension of future dividends until the end of 2020.  

 
The SFC received a large number of enquiries and complaints from the investing public and professional bodies in Hong 
Kong in relation to this. The SFC explained that it had only issued the statement in light of the significant public interest, 
acknowledging that matters relating to the banking and prudential supervision of HSBC lie outside the SFC’s regulatory 
ambit. 
 
The SFC concluded however that there were no grounds for the SFC to pursue regulatory action against HSBC in relation 
to its cancellation of the dividend. 
 
More SFC routine inspections but fewer breaches 

 
The SFC intensified its supervisory efforts during the period in order to monitor licensees’ financial and operational 
resilience during the volatile market situation. It conducted 74 on-site inspections compared with only 53 in the last 
quarter: an almost 40% increase. 
 
Among the breaches found during these inspections, breaches of the Fund Manager Code of Conduct increased by 
almost 50% (from 19 to 28) but otherwise fewer breaches were identified overall (from 324 to 232). 13 out of the 18 
breach categories recorded fewer than ten breaches and six out of these 13 categories (including licensing condition 
breaches and failure to make notifications) recorded zero breaches. Breaches of the SFC Code of Conduct remained 
relatively high at 43 although this number had dropped by more than 30% compared with the last quarter. Finally, internal 
control weaknesses remained high with 102 breaches although this was an 8% drop compared with the last quarter. 
 
Disciplinary actions with higher total amount of fines  

 
The SFC disciplined eight licensed corporations and two individuals during the quarter, and this resulted in total fines of 
HK$67.5 million for the period, which was over five times more than the HK$11.2 million netted from fines during the last 
quarter (based on fine amounts included in quarterly and annual reports). Just three actions involving licensed firms’ 
AML/third party payment/transfer breaches amounted to over 70% of the total fines imposed during the quarter. There 
were also actions against firms relating to the selling of funds and Chapter 37 bonds. 
 
Complaints up  

 
There were eight times more complaints against licensed corporations relating to product disclosure over the period (74 
compared with only eight in the last quarter). Complaints relating to scams and frauds, such as identity fraud and 
impersonation, increased by 74.4% (from 82 in the last quarter to 143). There was also a sharp increase of more than 
200% in listing-related and disclosure of interests complaints.  
 

https://www.sfc.hk/edistributionWeb/gateway/EN/circular/intermediaries/supervision/doc?refNo=20EC37
https://www.deacons.com/news-and-insights/publications/wfh-guidance-from-the-hk-sfc-to-manage-cybersecurity-risks.html
https://www.sfc.hk/edistributionWeb/gateway/EN/news-and-announcements/news/doc?refNo=20PR30
https://www.sfc.hk/web/EN/news-and-announcements/policy-statements-and-announcements/statement-in-relation-to-hsbc-holdings-plc.html
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Regulatory enhancement 

 
OTC derivatives regime – On 10 June, the SFC released its consultation conclusions on refinements to the scope of the 
over-the-counter (OTC) derivatives licensing regime to exclude corporate treasury activities of non-financial groups and 

some portfolio compression services. The paper also sets out the competence requirements for those needing to be 
licensed under the regime. 
 
Paperless securities market – On 8 April, the SFC concluded a joint consultation with Hong Kong Exchanges and Clearing 
Limited and the Federation of Share Registrars Limited on a proposed operational model for an uncertificated securities 
market. 
 
Code on Real Estate Investment Trusts (REITs Code) – On 9 June, the SFC launched a consultation on proposed 

enhancements to the REITs Code to give Hong Kong REITs more investment flexibility. Further information is available 
in our briefing: Hong Kong’s SFC consults on REIT code. 
 
No net increase in licensed corporations  

 
During the quarter, the SFC received 1,043 licence applications including 54 corporate applications. As at 30 June 2020, 
the number of licensees and registrants totalled 46,824 (47,167 as at 31 March, 2020), of which 3,109 were licensed 
corporations, the same as at 31 March, 2020. 
 
Product authorization 

 
The SFC authorized 41 unit trusts and mutual funds including 28 funds domiciled in Hong Kong and 24 unlisted structured 
investment products for public offering in Hong Kong. 
 
Mutual Recognition of Funds 

 
Under the Mainland-Hong Kong Mutual Recognition of Funds scheme, the SFC authorized a total of 51 Mainland funds 
(including two umbrella funds), and the CSRC approved 29 Hong Kong funds. 
 
MOU with the Competition Commission 

 
On 16 April, the SFC signed a Memorandum of Understanding with the Competition Commission to enhance cooperation 
and exchange of information. Further details are available in our briefing: SFC and Competition Commission agree MoU. 
 
 

Hong Kong SFC licensing and compliance hints 
 
Connie Chan 
 
SFC licensed firms to be paid a 12-month salary subsidy for each eligible new hire 

 
The HKSAR government announced the launch of another wage subsidy plan under the Anti-epidemic Fund on 28 
August 2020; this time with the aim of creating 1,500 full time jobs in the financial services industry. This is under the 
government’s Financial Industry Recruitment Scheme for Tomorrow (FIRST). 
 
Eligible employers, including SFC licensed firms, HKMA-authorized institutions and insurance intermediaries, can receive 
a salary subsidy of up to HK$10,000 per month per job for one year, for up to 25 new hires or 5% of the number of its 
existing employees (if lower). There will not be any restrictions on the roles or positions of the new hires, although they 
need to be Hong Kong permanent residents when their employment commences.  
 
Do you need to notify the SFC of new hires?  
 

There is no general obligation on a licensed firm to notify the SFC when it makes a new hire. Licensed firms are however 
obliged to notify the SFC within seven days, of the names and certain other details of any person who is hired as a (i) 
complaints officer, (ii) emergency contact person, or (iii) Manager-In-Charge. Responsible Officers and other licensed 
representatives require the prior approval of the SFC so it is not possible for a new hire to be appointed as such without 
the SFC’s prior knowledge.  
 
  

https://www.sfc.hk/edistributionWeb/gateway/EN/news-and-announcements/news/doc?refNo=20PR54
https://www.sfc.hk/edistributionWeb/gateway/EN/consultation/openConclusionAppendix?refNo=17CP9&appendix=0
https://www.sfc.hk/edistributionWeb/gateway/EN/news-and-announcements/news/doc?refNo=20PR33
http://www.sfc.hk/edistributionWeb/gateway/EN/consultation/conclusion?refNo=19CP1
https://www.sfc.hk/edistributionWeb/gateway/EN/news-and-announcements/news/doc?refNo=20PR52
https://www.sfc.hk/edistributionWeb/gateway/EN/consultation/doc?refNo=20CP2
https://www.deacons.com/news-and-insights/publications/hk’s-sfc-consults-on-reit-code.html
https://www.sfc.hk/web/EN/files/ER/MOU/CC-SFC%20MOU%20ENG.pdf
https://www.deacons.com/news-and-insights/publications/securities-and-futures-commission-and-competition-commission-agree-mou.html
mailto:connie.chan@deacons.com
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Is the SFC’s prior approval required to move or expand an office?  
 

Yes, if records or documents relating to the regulated business are being kept at, or can be accessed from, the 
new/expanded office. Some licensed firms still overlook the requirement to obtain the SFC’s prior approval of any new 
record keeping premises under section 130 of the SFO. Note that the SFC’s prior approval is required even if a firm only 
moves to a different unit in the same office building or expands into an adjacent unit. 
 

Recent publications 

The freezing of customer bank accounts for money laundering reasons 
 
MOFCOM amends and releases FIE complaint measures 
 
Arrangement for Mutual Service of Judicial Documents in Civil and Commercial Cases between the HKSAR and Macao 
SAR 
 
Section 30A(6) of the Bankruptcy Ordinance (Cap.6): Care to be exercised by creditors when making objections to 
automatic discharge from bankruptcy 
 
Court of Appeal reaffirms three core requirements to wind up foreign company 
 
Bespoke WFH policies to minimise risks for employers 
 
When can an arbitration award be corrected? 
 
Court held that pre-bid agreement appointing sub-subcontractor could not be inferred 
 
When will the Court grant an interim injunction to stay arbitration proceedings? 
 
The Ministry of Commerce releases third version of the Pilot Programme Plan for the Innovative Development of the 
Trade in Services 
 
HK SFC announces significant enhancements to the private open-ended fund company 
 
CCTV and data privacy 
 
State Council promotes new policies to stabilise foreign trade and foreign investment 
 
China announced draft 2020 Catalogue of Encouraged Industries for Foreign Investment 
 
How far will the rainbow stretch? 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

https://www.deacons.com/news-and-insights/publications/the-freezing-of-customer-bank-accounts-for-money-laundering-reasons.html
https://www.deacons.com/news-and-insights/publications/mofcom-amends-and-releases-fie-complaint-measures.html
https://www.deacons.com/news-and-insights/publications/arrangement-for-mutual-service-of-judicial-documents-in-civil-and-commercial-cases.html
https://www.deacons.com/news-and-insights/publications/arrangement-for-mutual-service-of-judicial-documents-in-civil-and-commercial-cases.html
https://www.deacons.com/news-and-insights/publications/section-30a(6)-of-the-bankruptcy-ordinance-(cap.6)-care-to-be-exercised-by-creditors.html
https://www.deacons.com/news-and-insights/publications/section-30a(6)-of-the-bankruptcy-ordinance-(cap.6)-care-to-be-exercised-by-creditors.html
https://www.deacons.com/news-and-insights/publications/court-of-appeal-reaffirms-three-core-requirements-to-wind-up-foreign-company.html
https://www.deacons.com/news-and-insights/publications/bespoke-wfh-policies-to-minimise-risks-for-employers.html
https://www.deacons.com/news-and-insights/publications/when-can-an-arbitration-award-be-corrected.html
https://www.deacons.com/news-and-insights/publications/court-held-that-pre-bid-agreement-appointing-sub-subcontractor-could-not-be-inferred.html
https://www.deacons.com/news-and-insights/publications/when-will-the-court-grant-an-interim-injunction-to-stay-arbitration-proceedings.html
https://www.deacons.com/news-and-insights/publications/the-ministry-of-commerce-releases-third-version-of-the-pilot-programme-plan.html
https://www.deacons.com/news-and-insights/publications/the-ministry-of-commerce-releases-third-version-of-the-pilot-programme-plan.html
https://www.deacons.com/news-and-insights/publications/hk-sfc-announces-significant-enhancements-to-the-private-open-ended-fund-company.html
https://www.deacons.com/news-and-insights/publications/cctv-and-data-privacy.html
https://www.deacons.com/news-and-insights/publications/state-council-promotes-new-policies-to-stabilise-foreign-trade-and-foreign-investment.html
https://www.deacons.com/news-and-insights/publications/china-announced-draft-2020-catalogue-of-encouraged-industries-for-foreign-investment.html
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These materials are for general guidance only and should not be relied upon as, or treated as a substitute for, specific advice. Deacons accepts no responsibility 

for any loss which may arise from reliance on any of the information contained in these materials. If you would like advice on any of the issues raised, please 

contact us.   
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