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Hong Kong and Mainland China approve first products 

under ETF cross-listing scheme 
Su Cheen Chuah and Rakhi Punjabi  

 
On 28 August 2020, regulators in Hong Kong and Mainland China authorized the first batch of exchange traded funds 
(ETFs) under a scheme which facilitates cross-listing of ETFs between the two markets (Scheme). The Scheme will allow 

Hong Kong investors to gain access to ETFs listed in Mainland China, and Mainland investors to gain access to ETFs 
listed in Hong Kong. 
 
The Securities and Futures Commission (SFC) approved the authorization of the CSOP Yinhua CSI 5G Communications 
Theme ETF and one other ETF (the Hong Kong ETFs), which were listed on The Stock Exchange of Hong Kong (HKEX) 
on 23 October 2020. The China Securities Regulatory Commission (CSRC) approved two ETFs (the Mainland ETFs) 
which were listed on the Shenzhen Stock Exchange (SZSE) on the same day. Following the listings, the HKEX and the 

SZSE signed a memorandum of understanding to promote the Scheme and celebrate the financial connections between 
the two markets. 
 
ETF master-feeder structure  
 

Under the Scheme, each new ETF is structured as a feeder fund run by a local asset manager that invests at least 90% 
of its assets in a target ETF (master ETF) listed in the other market. 
 

The Hong Kong ETFs will invest in their SZSE listed master ETFs through the Renminbi Qualified Foreign Institutional 
Investor programme which allows foreign investors to invest directly in Mainland China’s bond and equity markets. 
Meanwhile, the Mainland ETFs will invest in their HKEX listed master ETFs through the Qualified Domestic Institutional 
Investor programme which allows Mainland Chinese investors to access foreign markets. 
 

On the Hong Kong side, measures to ease regulations for overseas issuers to enter the Hong Kong ETF market through 
a master-feeder structure were put in place at the end of last year. In December 2019, the SFC announced that it would 
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permit an SFC-authorized feeder ETF to invest its assets in an overseas-listed master ETF without the master ETF 
requiring to go through the SFC authorization process, if certain conditions and investor protections are met (see our 
previous article here). Prior to this, master-feeder structures were only permitted if both the feeder ETF and the master 
ETF were authorized by the SFC.  
 
Cross-listing as an alternate to ETF Connect 

 
The Scheme is a much anticipated development following continued efforts between the regulators and the HKEX and 
SZSE to link the ETF markets between Hong Kong and Mainland China through ‘ETF Connect’ (see our previous article 
here). Under this mechanism, it is proposed that ETFs would be added to the list of eligible securities tradable under the 
Stock Connect scheme. However ETF Connect was stalled in 2018 due to technical differences in operational and 
settlement mechanisms between the Hong Kong and Mainland markets. While the SFC and CSRC resumed discussions 
in January 2020, the launch date of ETF Connect remains unknown. 
 

The Scheme is an alternative mechanism to enable Hong Kong and Chinese fund managers to distribute their fund 
products in each other’s jurisdictions. By using a master-feeder ETF structure, the Scheme avoids the settlement and 
operational issues that would otherwise arise under a dual-listing arrangement. 
 

The introduction of the Scheme will boost the ETF market in Hong Kong, providing investors with a broader spectrum of 
product choices through access to the Mainland market. Notably, it will provide an opportunity for international investors 
to gain access to Mainland onshore ETFs. 
 

The Scheme is the latest measure to facilitate cross-boundary investment between Hong Kong and Mainland Chinese 
investors. It follows the successful launch of Stock Connect in 2014 and Bond Connect in 2017, and aligns with the broader 
developments in the Greater Bay Area (see our article here).  
 
Deacons is delighted to have assisted with the successful Hong Kong listing of one of the first ETFs under the Scheme. 
 
 

Making the move back to Hong Kong through OFCs 
Fiona Fong and Sarah Lau 

 
In the recent consultation conclusions on the proposed enhancements to the open-ended fund companies (OFC) regime 
issued by the Securities and Futures Commission (SFC), the SFC indicated that new provisions under the Securities and 
Futures Ordinance (SFO) to cater for re-domiciliation of existing overseas corporate funds to Hong Kong would be 

introduced, in a bid to promote and establish Hong Kong as an asset management hub in Asia. 
 
Under the existing framework, overseas corporate funds would be required to transfer assets or adopt share swap 
arrangements in order to re-domicile to Hong Kong, each of such methods potentially raising tax implications. Under the 
SFC’s re-domiciliation proposal, there would be no change in the legal personality of the corporate fund and therefore no 
“transfer” of assets between legal entities would be required. Accordingly, no stamp duty charge is triggered which would 
otherwise apply to such transactions. Corporate funds choosing to re-domicile to Hong Kong would also benefit from being 
able to keep their existing track records and retain existing contractual relationships with service providers and investors, 
hence eliminating the hassle to re-execute any agreements. Upon re-domiciliation, the OFC can continue to enjoy profits 
tax exemptions subject to meeting the same conditions under the unified profits tax exemption regime that are applicable 
to funds domiciled in Hong Kong and overseas.  
 
Pending details to be issued, overseas corporate funds intending to re-domicile to Hong Kong are expected to satisfy the 
same basic requirements for registration of an OFC, including the appointment of qualifying investment managers, 
custodians and directors. The mechanism will adopt a simple one-stop application and establishment model similar to that 
for the registration and incorporation of OFCs under the existing regime, provided that evidence of de-registration in its 
original place of incorporation can be provided. 
 
The introduction of a simple re-domiciliation framework for OFC structures is welcomed in light of increasing regulatory 
and legal complexities and costs for corporate funds established in overseas jurisdictions in recent years. It has already 
generated a lot of interest amongst fund managers. From a macro perspective, it is envisioned that the move will enhance 
the city’s status as the leading asset management hub in Asia, allowing for a single jurisdictional platform to raise funds 
from international and domestic investors. 

https://www.deacons.com/news-and-insights/publications/sfc-streamlined-requirements-for-master-feeder-etfs.html
https://www.deacons.com/news-and-insights/publications/hong-kong%E2%80%99s-2017-policy-address-etf-connect.html
https://www.deacons.com/news-and-insights/publications/mainland-china-briefing-regulators-of-mainland-china.html
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Mainland China briefing: China regulators issue new 

QFII/RQFII rules enhancing the regime 
Taylor Hui and Faye Meng  

 
Following the consultation paper issued in January 2019, on 25 September 2020, China Securities Regulatory Commission 
(CSRC), People’s Bank of China (PBOC), and State Administration of Foreign Exchange (SAFE) jointly issued the 
Measures for the Administration of Domestic Securities and Futures Investment by Qualified Foreign Institutional Investors 

(QFII) and RMB Qualified Foreign Institutional Investors (RQFII) (CSRC Decree No.176, 合格境外机构投资者和人民币合

格境外机构投资者境内证券期货投资管理办法, the Measures, available here in Chinese and here in English) and the 

Provisions on Issues Concerning the Implementation of the Measures for the Administration of Domestic Securities and 
Futures Investment by Qualified Foreign Institutional Investors and RMB Qualified Foreign Institutional Investors (CSRC 

Announcement [2020] No.63, 关于实施《合格境外机构投资者和人民币合格境外机构投资者境内证券期货投资管理办法》

有关问题的规定, available here in Chinese and here in English, the Provisions, collectively with the Measures, the New 

Rules). The New Rules will come into effect from 1 November 2020, and at the same time the measures and provisions 
currently governing QFII regime and RQFII regime (Old Rules) will be repealed.  

 
The QFII and RQFII regimes were introduced in 2002 and 2011 respectively, and have played a major role in encouraging 
foreign participation in China securities markets. Since the introduction of other cross-border regimes such as stock 
connect and bond connect, the QFII and RQFII regimes have met with competition. In order to regain ground, China 
regulators have been amending the rules, e.g. removing repatriation restrictions such as lock-up periods and prior 
approvals. In particular, in May 2020, PBOC and SAFE issued the Regulations on Funds of Securities and Futures 

Investment by Foreign Institutional Investors (境外机构投资者境内证券期货投资资金管理规定, the Funds Regulations, 

effective from 6 June 2020), according to which the restriction on investment quotas for QFII/RQFII was uplifted. For more 
information on the Funds Regulation, you may refer to our earlier article here. 
 
The New Rules are also aiming to make the QFII and RQFII regimes more attractive to foreign investors. We set out below 
key points of the New Rules for your reference. 
 
1. Relaxing qualification requirements and facilitating investment and operations  
 

a. Merger of QFII regime and RQFII regime 
 

The Funds Regulations effective from 6 June 2020 have unified the regulations on funding for QFII and RQFII. 
When the New Rules come into effect on 1 November 2020, the QFII regime and the RQFII regime will be officially 
merged and will be subject to the same set of rules, including the qualification requirements and regulations on 
operations. We note that under the New Rules, QFII and RQFII are collectively referred to as “qualified foreign 
investor” (QFI). 

 
Under the merged QFI regime, an applicant only needs to apply for the QFI qualification once, and does not need 
to apply for two (QFII and RQFII) qualifications separately. For investors who have already obtained either a QFII 
or RQFII licence, they do not need to re-apply for the other licence and will be regarded as a QFI licence holder 
automatically. QFI licence holders may freely choose to remit funds in foreign currencies and/or offshore RMB to 
China to carry out domestic securities and futures investments, provided that separate cash accounts are duly 
opened in China. 
 

b. Relaxing qualification requirements  
 

The New Rules have relaxed qualification requirements for QFI applicants. For example, the requirement for a 
minimum period of operation and the requirement for a minimum amount of assets under management have been 
removed. Meanwhile, the requirements remain for sound financial condition, good credit standing, experience in 
securities and futures investment, governance structure, internal control systems, and compliance management. 
 
According to the New Rules, QFIs include foreign fund management institutions, commercial banks, insurance 
companies, securities companies, futures companies, trust companies, government investment management 

mailto:taylor.hui@deacons.com
mailto:faye.meng@deacons.com
http://www.csrc.gov.cn/pub/zjhpublic/zjh/202009/P020200925658879159628.pdf
http://www.csrc.gov.cn/pub/csrc_en/newsfacts/release/202009/P020200925685894308812.pdf
http://www.csrc.gov.cn/pub/zjhpublic/zjh/202009/P020200925662230406375.pdf
http://www.csrc.gov.cn/pub/csrc_en/newsfacts/release/202009/P020200925685894935344.pdf
https://www.deacons.com/news-and-insights/publications/mainland-china-briefing-pboc-and-safe-issue-new-regulations-removing-qfii/rqfii-investment-quotas.html
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companies, sovereign funds, pension funds, charity funds, endowment funds, international organisations and other 
institutions recognised by the CSRC. It is worth noting that the New Rules have removed the proviso “in order to 
encourage middle and long-term investments, preference shall be given to the pension funds, insurance funds, 
mutual funds, charity funds and other long-term capital management institutions” as stipulated in the Old Rules. 
We understand this may attract more hedge fund managers and private equity fund managers to apply for the QFI 
qualification. 
 

c. Streamlining application procedures 
 

The application procedures have been streamlined. The qualification requirements have been relaxed, and 
therefore the application materials to be submitted have been simplified. For example, an applicant does not need 
to submit the audited financial statements for the latest year, which has been a concern for many applicants, nor 
its investment plan as required under the Old Rules. Further, the CSRC review period has been shortened from 20 
to 10 business days. 
 

d. Appointment of service providers within China 
 

Previously each QFII/RQFII could authorize up to three securities companies within China to conduct securities 
transactions on the Shanghai Stock Exchange and Shenzhen Stock Exchange respectively. Under the New Rules, 
there is no limit on the number of securities companies/futures companies that a QFI may entrust to conduct 
domestic investments.  
 
The Funds Regulations have already removed the limit on the number of custodians a QFI may appoint in China, 
and this has also been reflected in the New Rules.  
 
Further, the New Rules stipulate that a QFI can appoint a domestic private securities investment fund manager, 
which is under its control or under the same control of a common parent company, as its investment adviser. We 
anticipate this will benefit foreign institutions who have their wholly owned private fund managers (normally referred 
to as WFOE PFMs) in China.  

 
2. Expanding Investment Scope 

 
In addition to the original scope, the New Rules expand the permissible investment scope for QFIs to include 
securities admitted on the National Equities Exchange and Quotations (NEEQ) market, private investment funds, 

financial futures, commodity futures, options, etc., and QFIs may participate in bond repurchase transactions, 
margin trading and securities financing on stock exchanges, and securities lending to securities finance companies. 
 
We consider this amendment as the most significant and impactful improvement of the QFII/RQFII regime. 
According to the New Rules, financial products including financial derivatives contracts as well as related trading 
models will be gradually relaxed for QFIs’ access in an orderly manner. This will be announced by the CSRC upon 
agreement with PBOC and SAFE. 

 
3. Enhancing ongoing supervision  

 
The New Rules set out regulatory measures and penalties for specific circumstances where QFIs and/or QFI 
custodians violate applicable rules and regulations. Cross-market surveillance, cross-border supervision and see-
through regulations are also enhanced. 
 
It should be noted that the investment restrictions for foreign investors have been maintained. The shareholding of 
a single QFI or any other foreign investor must not exceed 10% of the total number of shares of an exchange-listed 
or a NEEQ-admitted company. The aggregate shareholding of all QFIs and other foreign investors must not exceed 
30% of the total number of shares of an exchange-listed or a NEEQ-admitted company.  

 
We anticipate the key amendments will help the QFI regime regain popularity. We will monitor developments and keep 
you updated. 
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SFC facilitates electronic dissemination of investment 

product documents 
Alwyn Li, Eve Leung and Nicole Tang 

 
On 29 September 2020, Hong Kong’s Securities and Futures Commission (SFC) issued a circular to provide guidance on 
the electronic dissemination (e-dissemination) of investment product documents. 

 
Issuers of investment products authorized by the SFC and intermediaries which disseminate paper product documents 
such as offering documents, notices, announcements and financial reports may disseminate these documents 
electronically subject to the SFC’s prescribed requirements in the circular. The SFC will accept e-dissemination 
arrangements which (i) provide electronic copies of documents to investors or (ii) notify investors electronically that the 
documents are accessible online and where the electronic documents can be accessed. The e-dissemination 
arrangements may include all electronic means such as email and SMS. 
 
Product issuers will need to consider if amendments to the products’ constitutive documents are required before adoption 
of the e-dissemination arrangement. The SFC’s prior approval will not be required for an SFC-authorized fund to implement 
e-dissemination arrangements; nor are amendments to the constitutive documents necessary if they are made solely to 
enable the e-dissemination arrangement. 
 
In order to adopt e-dissemination arrangements, product issuers must provide appropriate transitional arrangements for 
investors currently receiving paper documents. The SFC expects that investors should be provided with at least one 
month’s prior notice in compliance with the disclosure requirements in the circular and the relevant SFC’s FAQ. 
 
Investors who transition from receiving paper documents to e-dissemination arrangements should be allowed to change 
the means of delivery at any time subject to reasonable prior notice. 
 
The circular can be viewed here: https://www.sfc.hk/edistributionWeb/gateway/EN/circular/doc?refNo=20EC59 
 
The relevant SFC’s FAQ (Section 2 - Q23 to Q28 of the FAQ on Post Authorization Compliance Issues) can be viewed 
here: https://www.sfc.hk/en/faqs/Publicly-offered-investment-products 
 
 

Compliance reminder regarding the enhanced content 

requirements for financial reports of Hong Kong SFC-

authorized funds 
Alwyn Li, Eve Leung and Yik Kong Fung 

 
The revised Code on Unit Trusts and Mutual Funds (UT Code) came into effect on 1 January 2019. According to the SFC’s 

implementation schedule for the revised UT Code, there is a transitional period of 12 months for existing authorized funds 
to comply with the enhanced reporting requirements. The 12-month transition period for the enhanced disclosures in a 
fund’s interim and annual reports as set out in Appendix E of the revised UT Code means that interim and annual reports 
covering a financial period or financial year starting on or after 1 January 2020 should comply in full with the new 
requirements. Please be reminded that annual reports of a non-UCITS fund with a financial year ended on or after 31 
December 2020 should fully comply with Appendix E of the revised UT Code. Authorized UCITS funds are subject to 
streamlined requirements and their annual reports are required to comply with Notes to the Financial Reports (2) and (3)(a) 
of Appendix E only. 
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Five key takeaways from the SFC’s consultation on 

revisions to its AML guidelines 
Lavita Pong  

 
On 18 September 2020, the Securities and Futures Commission (SFC) launched a three-month consultation on proposals 
to amend its anti-money laundering and counter-financing of terrorism (AML/CFT) guidelines.  

 
The rationale for this consultation is to provide further guidance based on the FATF Risk-based Approach Guidance for 
the Securities Sector (26 October 2018) (RBA Guidance) and to address some areas for enhancement identified in the 

Mutual Evaluation Report of Hong Kong dated 4 September 2019 (also see our previous article dated 24 September 2019). 
In addition, the SFC has incorporated into the proposed guidelines some guidance previously provided in circulars. 
 
Here are five key takeaways: 
 
1. The streamlined approach in connection with verifying the identity of authorized persons has been re-

instated. The approach of obtaining a letter from a corporate customer with many authorized persons (or in the 
SFC’s terms, “persons purporting to act on behalf of the customer” or “PPTAs”) confirming the PPTAs’ identities 

and authority to act was removed from the last revision of the SFC’s Guideline on Anti-Money Laundering and 
Counter-Financing of Terrorism (For Licensed Corporations) (AML Guideline). The SFC has now helpfully clarified 

that a risk-based approach can be adopted and where the business relationship is assessed to present low money 
laundering/terrorist financing risk, such confirmation letter is acceptable from a department independent from the 
PPTAs (for example, compliance, audit or human resources) (see the footnote 30 to 4.4.3 of the clean copy of the 
proposed AML Guideline).  

 
2. Licensed firms will need to review their Institutional Risk Assessment (IRA) at least once every two years. 

The SFC currently requires licensed entities to conduct an IRA, taking into account factors including the products 
and services offered, types of customers and geographical locations involved. However the SFC does not prescribe 
the IRA’s timing or frequency. As the RBA Guidance highlighted that IRAs should be properly documented, regularly 
updated and communicated to the senior management, the SFC has incorporated these factors into the proposed 
AML Guideline including a requirement for the IRA to be reviewed at least once every two years or more frequently 
where required (2.10 of the proposed AML Guideline). 

 
3. Manager-In-Charge for Anti-Money Laundering and Counter-Terrorist Financing (MIC of AML/CFT) can take 

up more responsibilities. In the current AML Guideline, the MIC of AML/CFT appears only once, under the 

definition of “senior management”. The proposed AML Guideline now expressly sets out that the MIC for AML/CFT:  
 

 can act as the AML Compliance Officer (3.5 and its footnote 7) 
 

 should be designated to oversee the proper design and implementation of third party deposit and payment 
policies and procedures (11.3) 
 

 can approve third-party deposits or payments (in addition to the Money Laundering Reporting Officer) 
(11.5(c))  

 
4. If your firm permits third-party deposits and payments and/or wishes to allow delayed due diligence in 

exceptional circumstances on the source of a third-party deposit, it must comply with the new Chapter 11 
of the proposed AML Guideline. The SFC has incorporated its guidance from previous circulars into the proposed 

AML Guideline. Licensed firms will need to establish and maintain adequate policies and procedures relating to 
third-party deposits and payments.  

 
5. New due diligence will be required for cross-border correspondent relationships. If a Hong Kong financial 

institution (correspondent FI) executes transactions for a cross-border financial institution (respondent FI) acting 

for their underlying customers, which constitutes Type 1 (dealing in securities), Type 2 (dealing in futures contracts) 
or Type 3 (leveraged foreign exchange trading) regulated activities, the correspondent FI should conduct additional 
due diligence measures on the cross-border correspondent relationship on a risk-based approach (4.20 of the 
proposed AML Guideline). 

 

mailto:lavita.pong@deacons.com
https://apps.sfc.hk/edistributionWeb/gateway/EN/news-and-announcements/news/doc?refNo=20PR93
https://apps.sfc.hk/edistributionWeb/api/consultation/openFile?lang=EN&refNo=20CP4
http://www.fatf-gafi.org/publications/fatfrecommendations/documents/rba-securities-sector.html
http://www.fatf-gafi.org/publications/mutualevaluations/documents/mer-hong-kong-2019.html
https://www.deacons.com/news-and-insights/publications/fatf-reports-on-hk%E2%80%99s-aml-regime.html
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The reasons for due diligence in this area can be illustrated in an example: where a Hong Kong securities broker 
executes trades for an overseas broker who acts for or on behalf of their own customers, the Hong Kong broker 
does not have any direct relationship with those underlying customers and if the overseas broker does not have 
adequate AML/CFT controls in place, the Hong Kong financial system may be exposed to heightened money 
laundering or terrorist financing risks. 

 
Licensed firms should plan ahead to revisit their AML/CFT system, and to revise policies and procedures. 
 
 

Hong Kong SFC licensing and compliance hints 
Isabella Wong  

 
Pledge over assets vs. securities of a licensed corporation 
 
A corporation licensed with the Securities and Futures Commission (SFC) is required under section 4(3) of the Securities 

and Futures (Licensing) (Registration and Information) Rules, to notify the SFC within seven business days after the 
occurrence of various events, including “changes in the information in respect of any assets of the licensed corporation 
that is subject to any charge (including pledge, lien and encumbrance)”. 

 
Pledge over the licensed corporation’s shares by a shareholder is however different and may require the SFC’s pre-
approval. By virtue of section 6(1)(a)(i) of Part 1 of Schedule 1 of the Securities and Futures Ordinance, any person who 
has “an interest” in the shares of a licensed corporation exceeding 10%, would be regarded as a substantial shareholder. 
The expression “an interest” in shares can be interpreted very broadly, so, a pledgee of more than 10% shares of a licensed 
corporation will likely require the SFC’s approval to become a substantial shareholder before the pledge is created. 
 
Can licensing exams be taken online outside of Hong Kong?  

 
Yes. The Hong Kong Securities and Investment Institute has designated computer-based examination centers at which 
licensing exams can be taken in the following regions: 
 

 Mainland China: Beijing, Shanghai, Shenzhen, Xian and Wuhan; and 
 

 Taiwan: Taipei  
 
Enrollment of licensing exams outside of Hong Kong is available at Securities Association of China and Securities and 
Futures Institute. 
 
Provision of trade documents by electronic means 
 
On 29 September 2020, the Securities and Futures Commission (SFC) issued a circular to provide updated guidance on 
intermediaries’ provision of contracts notes, statements of accounts and receipts (Trade Documents) to clients. 

 
Under section 17 of the Securities and Futures (Contract Notes, Statements of Account and Receipts) Rules, where 
applicable, intermediaries are required to provide clients with one or more of the Trade Documents. In addition to the 
traditional means of providing paper documents, intermediaries can give clients access to the Trade Documents through 
their websites (Access Services) provided that the intermediaries have done the following: 

 

 Obtained positive, revocable consent from the clients to Access Service; and  
 

 Implemented adequate operational safeguards to ensure sufficient notice and access will be given to the clients. 

 

Operational safeguards suggested by the SFC in the circular include: 
 

 obtaining consent to the Access Services from both existing and new clients; 
 

 providing further guidance on the disclosure of access arrangements and assisting clients in giving informed 
consent; 
 

 clarifying that other forms of effective electronic communications, in addition to email, may be used for notifying 

mailto:isabellahm.wong@deacons.com
https://www.sac.net.cn/cyry/kspt/ksbm/
https://examweb.sfi.org.tw/regexam/index.aspx
https://examweb.sfi.org.tw/regexam/index.aspx
https://apps.sfc.hk/edistributionWeb/gateway/EN/circular/intermediaries/supervision/doc?refNo=20EC61
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clients of the posting of the Trade Documents on the website; and 
 

 extending the minimum online retrieval period to two years for monthly statements of account and three months for 
other Trade Documents. 

 
For more detail about the SFC’s suggested operational safeguards, please refer to the annex to the circular. 
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