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Executive summary

1.

On 18 December 2017, the Securities and Futures Commission (SFC) issued
a Consultation Paper on Proposed Amendments to the Code on Unit Trusts
and Mutual Funds (UT Code). The proposals in the consultation were made
to update the regulatory regime for SFC-authorised funds and address risks
posed by financial innovation and other market developments.

The consultation ended on 19 March 2018. The SFC received 29 written
submissions from asset management firms, various industry associations, law
and consulting firms and individuals. A list of respondents (other than those
who requested anonymity) is set out in Appendix F.

A majority of the respondents supported the proposals and agreed that they
would strengthen Hong Kong’s role as an international asset management
centre. The key comments focused on the classification of funds with
derivatives investments exceeding a 50% limit as derivative products which,
under our proposals, would be subject to the enhanced distribution
requirements®. Other comments mainly sought clarification of various
technical and operational issues.

The SFC has engaged with relevant industry stakeholders to better
understand their comments. A technical focus group comprising asset
management industry experts was formed in July 2018. The proposals
regarding derivatives investments were refined in consultation with the focus

group.

Having carefully considered the comments received, the SFC will adopt the
proposals with appropriate modifications or clarifications. The reasons for and
details of the modifications and clarifications are discussed in this conclusions

paper.

Key comments

Management companies

6.

In general, respondents did not object to the proposed increase in minimum
capital for management companies and supported the flexibility to allow
multinational management companies to use group resources and expertise
to meet key personnel requirements. Clarification was sought on the
application of these proposals to investment delegates.

As set out in the revised UT Code, the minimum capital requirements are
applicable to management companies but not investment delegates. We have
clarified in the revised UT Code that investment delegates belonging to a
well-established fund management group may also use or rely on group
resources and expertise.

Requirements under 5.1A and 5.3 of the Code of Conduct for Persons Licensed by or Registered with the SFC
(Code of Conduct) and, effective from 6 April 2019, 5.5 of the Code of Conduct and Chapter 6 of the Guidelines
on Online Distribution and Advisory Platforms. See Consultation Conclusions on the Proposed Guidelines on
Online Distribution and Advisory Platforms and Further Consultation on Offline Requirements Applicable to
Complex Products (March 2018) and Consultation Conclusions on Offline Requirements Applicable to Complex
Products (October 2018) at the following links:
https://www.sfc.hk/edistributionWeb/gateway/EN/consultation/conclusion?refNo=17CP3
https://www.sfc.hk/edistributionWeb/gateway/EN/consultation/conclusion?refNo=18CP3.



https://www.sfc.hk/edistributionWeb/gateway/EN/consultation/conclusion?refNo=17CP3
https://www.sfc.hk/edistributionWeb/gateway/EN/consultation/conclusion?refNo=18CP3
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Trustees and custodians

8.

Some respondents commented that the compliance costs of trustees and
custodians would be significantly increased as a result of the expanded scope
and review of the internal controls and systems of trustees and custodians,
which may be passed on to funds. Clarification was also sought on the
expectations for the internal controls and systems of trustees and custodians
in relation to certain functions.

In view of the important role of the trustees and custodians, the expanded
scope of the review is important to monitor the suitability and operating
effectiveness of their internal controls and systems. We have revised the UT
Code to provide further clarification and guidance in this respect.

Derivatives investments

10.

11.

12.

13.

14.

While respondents generally supported the proposals to allow greater
flexibility for plain vanilla funds to invest in derivatives, many comments were
received on the proposed 50% limit for derivatives investments and the
calculation methodology. There were also suggestions that SFC-authorised
funds with derivatives investments exceeding 50% of the fund’s net asset
value (calculated using the methodology under the original proposal) should
not be classified as derivative products (derivative funds), and therefore
should not be subject to enhanced distribution requirements. Funds with
extensive derivatives investments were not considered to be necessarily
riskier.

The 50% limit for derivatives investments aims to provide investors with better
product differentiation and transparency for funds which rely on derivatives
and associated leverage to generate investment returns and to apply
enhanced distribution requirements — including suitability obligation — to these
funds.

Derivatives may increase the overall leverage of a fund but may also be used
for hedging, risk mitigation or enhancing liquidity and transactional efficiency.
These uses do not necessarily increase the riskiness of a fund at the portfolio
level. Having considered the industry’s comments and consulted the technical
focus group, we have modified the calculation methodology for a fund’s
derivatives investments to exclude the use of derivatives which would not
result in incremental leverage at the fund portfolio level. Accordingly, a fund
with a net exposure arising from its derivatives investments exceeding 50% of
its net asset value (NAV), after excluding derivatives used for hedging etc,
would be regarded as a derivative fund.

These refinements have received broad support from the industry. Further
guidance will be published by the SFC on the use of derivatives for SFC-
authorised funds, which will deal with the calculation methodology and criteria
for exclusions from the 50% limit as well as examples. These guidelines may
be updated from time to time.

It is the responsibility of the management company to ensure compliance with
all the applicable regulatory requirements for the use of derivatives in
managing their SFC-authorised funds. The SFC will in future collect data and
other information to conduct surveillance and monitoring of the use of
derivatives by SFC-authorised funds.
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Enhanced disclosure in the product key facts statement

15.

16.

17.

Existing funds which will continue to be offered to the public in Hong Kong
must produce a product key facts statement (KFS) with enhanced disclosure
about derivatives investments by the expiry of a 12-month transition period.
This period will start on the effective date of the revised UT Code (tentatively,
on 1 January 20192?).

To enhance transparency for investors and the industry, starting from the
effective date of the revised UT Code, a new column will be added in the list
of SFC-authorised funds shown on the SFC website which would indicate
whether an SFC-authorised fund is or is not a derivative fund. This will be
determined by the management company based on the net exposure arising
from the fund’s derivatives investments.

Management companies should ensure that distributors have all necessary
product information to understand the fund products to carry out their duties
accordingly.

Money market funds

18.

19.

A number of respondents suggested accepting all government securities
(regardless of their credit quality) as collateral for reverse repo transactions
and as eligible assets for daily and weekly liquid assets.

Having considered the industry’s comments and requirements in comparable
jurisdictions, we have revised the UT Code to accept high quality government
securities with favourable credit quality assessments as collateral for reverse
repo transactions. We are of the view that the definitions of daily and weekly
liquid assets are appropriate and are in line with the recommendations of the
International Organization of Securities Commissions (I0SCO) for money
market funds®. However, we have lowered the minimum levels of daily and
weekly liquid assets* required to be held by a money market fund to further
align with requirements in comparable jurisdictions.

Other matters

20.

21.

Respondents did not object to the consequential amendments to the SFC
Code on MPF Products (MPF Code), the Code on Pooled Retirement Funds
(PRF Code) and the Code on Investment-Linked Assurance Schemes (ILAS
Code). Corresponding amendments will be made to these codes in line with
the revised UT Code.

We also received comments on matters beyond the ambit of the current
consultation exercise (for example, a suggestion that the Mandatory
Provident Fund Schemes Authority (MPFA) make consequential amendments
to the Guidelines on Index-Tracking Collective Investment Schemes for
consistency purposes, and comments on operational matters relating to
existing practices, among others). These comments are not addressed in this
paper. We have passed comments to the MPFA for consideration.

The effective date of the revised UT Code will be set out in the gazette notice to be published after the
publication of this conclusions paper.

Policy Recommendations for Money Market Funds, a final report issued by IOSCO in October 2012.

Under the revised UT Code, a money market fund must hold at least 7.5% of its NAV in daily liquid assets and at
least 15% of its NAV in weekly liquid assets.
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Implementation

22.

23.

24,

25.

The marked-up text of the amendments to the UT Code are set out in
Appendix A. The revised UT Code will become effective, tentatively on 1
January 2019, following its gazettal.

To allow for necessary operational and system changes to comply with the
enhanced requirements, a 12-month transition period from the effective date
will be provided for existing funds and operators to comply with the revised
UT Code.

We would like to thank all respondents for their detailed and thoughtful
comments.

The consultation paper, the responses (other than those requested to be
withheld from publication) and this paper are available on the SFC website
at www.sfc.hk.


http://www.sfc.hk/
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Section 1 — Proposals on amendments to the UT Code

Key operators

A. Management companies
Question 1: Do you have any comments on the proposed increased minimum
capital for management companies?
Question 2: Do you have any comments on the proposals to provide flexibility
for well-established fund management groups to leverage group
investment expertise and experience?

Minimum capital requirement

Public comments

26.

27.

28.

While most respondents did not object to the increase in minimum capital for
management companies from HK$1 million to HK$10 million, some
respondents considered the increase in the capital requirement to be
irrelevant to investor protection and therefore unnecessary.

One respondent, while agreeing that the minimum capital requirements
should be increased, suggested alternative thresholds and calculation
methods with reference to the size of assets under management by the
management companies.

Clarification was sought on whether the increased minimum capital
requirements apply to investment delegates.

The SFC'’s response

29.

30.

Strong financial standing and commitment on the part of management
companies of public funds is important. In our view, a minimum capital
requirement based on a fixed amount is simpler for management companies
to comply with as it does not require regular adjustments to the amount of
capital required.

We wish to clarify that investment delegates are not subject to the minimum
capital requirements.

Investment expertise and experience

Public comments

31.

32.

Most respondents welcomed the proposal to allow well-established fund
management groups to use group investment expertise and experience.

Some respondents sought clarification of the key personnel requirements, for
example, whether an individual can act as key personnel for both the
management company and investment delegates. Some respondents
requested guidance on the meaning of “well-established fund management
group” and the application of the key personnel requirements to investment
delegates.
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The SFC’s response

33.

34.

35.

An individual can act as key personnel for both the management company
and investment delegates within the same fund management group, provided
that the individual is able to dedicate sufficient time and attention to manage
the relevant SFC-authorised funds for these entities.

In respect of guidance on assessing whether or not fund management groups
are well-established, the factors that the SFC may consider have been set out
in paragraph 17 of the consultation paper and Note (1) to 5.5(a) of the revised
UT Code.

We have revised the UT Code to clarify that investment delegates belonging
to a well-established fund management group can also make use of the
flexibility to use or rely on group investment expertise and experience.

General obligations of management companies

Public comments

36.

37.

Some respondents made reference to the directive related to Undertakings
for Collective Investment in Transferable Securities (UCITS)® where
depositaries (ie, the equivalent of trustees and custodians) are responsible for
overseeing the performance of management companies. They are concerned
that this may contradict the revised UT Code requirement that the
management company must take reasonable steps to ensure that a trustee or
custodian is properly qualified. They are also concerned that potential
conflicts may arise between management companies and depositaries of
UCITS schemes.

In addition, some respondents commented that although the management
company may be involved in the selection and recommendation of the trustee
or custodian of a scheme, it is the scheme or the board of directors who are
responsible for the appointment. Therefore, the obligation to ensure the
trustee or custodian is properly qualified should rest with the entity appointing
the trustee or custodian, rather than the management company.

The SFC’s response

38.

The SFC expects management companies to be responsible for the overall
operations of their funds. There should be proper selection and monitoring of
the funds’ service providers, including trustees and custodians. In particular,
management companies should ensure that trustees and custodians are
properly qualified to perform their duties and functions, even though they may
not formally appoint the trustee or custodian. This is consistent with IOSCO’s
standard® that the entity responsible for the management and performance of
the functions of a collective investment scheme should use appropriate care,
skill and diligence during the appointment and ongoing engagement of a
trustee or custodian. This is also in line with the requirement of 4.2.1 of the
Fund Manager Code of Conduct.

5

Directive 2014/91/EU of the European Parliament and of the Council of 23 July 2014 amending Directive
2009/65/EC on the coordination of laws, regulations and administrative provisions relating to UCITS as regards
depositary functions, remuneration policies and sanctions.

Standards for the Custody of Collective Investment Schemes’ Assets, a final report issued by IOSCO in
November 2015 (IOSCO Custody Paper).
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39. In our view, the selection and ongoing monitoring requirement for
management companies does not affect UCITS depositaries’ oversight of the
management companies.
B. Trustees and custodians

Question 3: Do you have any comments on the proposals regarding the
enhanced obligations of trustees and custodians?

Question 4: Do you have any comments on the proposals to enhance the
periodic reviews of the internal controls and systems of trustees
and custodians?

Question 5: What other measures do you think are appropriate to strengthen
the regulations for trustees and custodians of public funds in
Hong Kong?

Appointment of and eligibility of trustees and custodians

Public comments

40.

41.

A respondent suggested that trust companies which are not subsidiaries of
banks or approved by the MPFA should be allowed to act as trustees of SFC-
authorised funds.

A few respondents sought clarification of the eligibility of some non-banking
institutions incorporated outside Hong Kong as trustees and custodians of
SFC-authorised funds under the revised UT Code.

The SFC’s response

42.

43.

It is important that trustees and custodians of SFC-authorised funds are
subject to satisfactory regulatory oversight. In this connection, we are of the
view that they need to be part of a banking group or otherwise subject to
prudential regulation and supervision.

With respect to hon-banking institutions incorporated outside Hong Kong, the
existing practice is that these entities would be eligible if they are subject to
prudential regulation and supervision on an ongoing basis, and acceptable to
the SFC. We have revised the UT Code to make this explicit.

General obligations of trustees and custodians

Public comments

44,

A respondent commented that trustees and custodians can only exercise
control over nominees, agents and delegates which are appointed by them.
Nominees, agents and delegates which are appointed by management
companies should not, therefore, be the responsibility of trustees and
custodians.
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46.

47.
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Two respondents suggested that the SFC reconsider the proposal about the
obligation of trustees and custodians to monitor cash flows of the funds. They

were of the view that the perceived benefits might be overstated and incur
additional costs.

Some respondents sought clarifications of the safeguards which should be
put in place for omnibus accounts.

A few respondents also sought guidance on how trustees and custodians are
expected to fulfil the verification of ownership obligation. They also
commented that trustees and custodians would have to rely on the
information provided by management companies in order to fulfil the
obligations required under 4.5 of the revised UT Code.

The SFC'’s response

48.

49.

50.

51.

52.

53.

As set out in the existing UT Code, trustees and custodians are liable for the
acts and omissions of nominees, agents and delegates in relation to scheme
property. In this connection, we expect trustees and custodians to be
responsible for exercising reasonable care, skill and diligence in the selection,
appointment and ongoing monitoring of all nominees, agents and delegates
who are involved in the custody of scheme assets (irrespective of whether the
formal appointment of these entities is made by management companies or
by parties other than the trustee or custodian). Trustees and custodians
should also be satisfied that such nominees, agents and delegates remain
suitably qualified and competent on an ongoing basis to provide the relevant
services.

Trustees and custodians should ensure their obligations (including custody of
property of the fund or other oversight functions) as set out in the revised UT
Code are duly discharged and that their accountability to the funds and
investors is not affected even though third parties may be engaged to carry
out functions or operations in relation to the funds.

Cash flow monitoring, which includes ensuring payments are properly made
and received by the fund, is an important function. Therefore, trustees and
custodians must still ensure that their obligations can be properly discharged
where day-to-day operations are delegated to other parties. We have clarified
in 4.5(h) of the revised UT Code that trustees and custodians must take
reasonable care to ensure that cash flows are properly monitored.

For omnibus accounts, frequent and appropriate reconciliations should be
performed by trustees or custodians to ensure that all scheme property is
properly recorded. This is in line with the IOSCO Custody Paper and 4.1.1 of
the Fund Manager Code of Conduct.

Trustees and custodians should obtain sufficient and reliable information
when verifying ownership of fund assets. Procedures should involve
reconciliations between the records of trustees and custodians and
management companies. Management companies should provide relevant
information to trustees and custodians to discharge their obligations pursuant
to 4.5 of the revised UT Code.

The above clarifications have been reflected in Chapter 4 of the revised UT
Code and the guidance on the review of the internal controls and systems of
trustees and custodians (ie, Appendix G of the revised UT Code).

10



SFC

HUE

Periodic review of the internal controls and systems of trustees and custodians

Public comments

54,

55.

56.

57.

58.

Some respondents supported the proposal to enhance and expand the scope
and review of the internal controls and systems of trustees and custodians.
They considered that the proposals can better ensure the competence of
trustees and custodians. Several other respondents commented that the
expanded scope of the review could add significant compliance costs for
trustees and custodians which may be passed on to the funds.

Comments were raised that the scope of review should only cover parties
which have been appointed by trustees and custodians.

In respect of the minimum areas of internal controls and systems as set out in
Appendix G of the revised UT Code, a respondent commented that trustees
and custodians only have oversight in specific areas (for example,
subscription and redemption, valuation and net asset value calculation and
investment) while the management companies should have direct
responsibility for these operations.

Respondents sought clarification of the expectations for various control
attributes as set out in Appendix G of the revised UT Code, for example,
whether there would be any materiality threshold for breach reporting and
whether trustees and custodians are expected to perform pre-trade
monitoring to verify instructions given by management companies.

Two respondents requested that the report filing deadline be extended from
four months to six months from the end of the period of review as it would
require a significant effort to review and compile the expanded report.

The SFC'’s response

59.

60.

61.

The SFC would like to reiterate the essential role of trustees and custodians
for safeguarding fund assets and performing independent oversight. Reviews
of their internal controls and systems is therefore important to ensure the
competence of trustees and custodians in discharging their obligations under
the UT Code.

The expectation for trustees and custodians with respect to nominees, agents
and delegates has been explained in paragraphs 48 and 49. In line with this
expectation, we have revised the UT Code to clarify the scope of the review,
including the relevant parties to be included in the review and the expected
level of monitoring of internal controls and systems.

We note that trustees and custodians may not be directly responsible for
certain areas set out in the control objectives and policies under Appendix G
of the revised UT Code. In determining whether trustees and custodians have
exercised reasonable care in these areas and achieved the corresponding
key control attributes, the internal controls and systems of the trustees and
custodians should, at a minimum, include an initial assessment and regular
review of policies and procedures of the delegated parties and ongoing
exceptions reporting by them.

11
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62.

63.
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We have revised the UT Code to provide clarification and guidance on our
expectations for the different control attributes, including the areas which
were raised by respondents as discussed in paragraph 57 above.

In view of the expanded scope and enhanced level of review, we have
extended the filing deadline to six months after the end of the period under
review under Appendix G of the revised UT Code.

12



A.

SFC
HUE

Investments

Diversification and liquid assets

Diversification requirements

Public comments

64.

A number of respondents suggested that funds should be allowed to exceed
the 20% limit on cash deposits made with the same entity or entities within
the same group under certain circumstances (eg, after the fund has been
launched for a reasonable period of time or for operational cash management
purposes).

The SFC's response

65.

The proposed cash deposits limit is to ensure proper diversification of SFC-
authorised funds. Taking into account the operational needs of the funds, the
consultation paper already proposes to permit cash deposits to exceed the
20% limit in specific circumstances upon the launch, merger and termination
of a fund. In view of the comments received, we have revised the UT Code to
clarify that the 20% limit may be exceeded (i) after the launch of a fund and
before the fund is fully invested, (ii) upon receipt of subscription proceeds
pending investment and (iii) when cash is held for settlement of redemption
and other payment obligations.

llliguid assets

Public comments

66.

A few respondents disagreed that a fund’s holding of illiquid assets should be
subject to a limit. Instead, they considered that management companies
should exercise due care, skill and diligence in managing the liquidity of the
funds to meet redemption requests from investors.

The SFC’s response

67.

68.

As a general principle, an SFC-authorised fund is not expected to invest in
assets that would compromise its ability to meet redemption requests or
payment obligations. Management companies are expected to maintain and
implement effective liquidity risk management policies and procedures for the
funds under their management.

In setting the limits for illiquid assets, we agree that a management company
should take into account the specific circumstances of each fund, including its
investment objectives and strategy, investor base, underlying obligations and
redemption policy. Hence, a general principle requiring investments held by a
scheme to be liquid has been included in the preamble to Chapter 7 of the
revised UT Code. This is in line with the IOSCO’s recommendations for
liquidity risk management for collective investment schemes’, which provide,
among other recommendations, that the responsible entity should regularly
assess the liquidity of the assets held in the portfolio and should integrate

7

Recommendations for Liquidity Risk Management for Collective Investment Scheme, a final report issued by
I0SCO in February 2018.

13
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liquidity management in investment decisions. 7.3 of the UT Code has been
modified such that a fund’s investments in securities and other financial

products or instruments that are neither listed, quoted nor dealt in on an
organised market may not exceed 15% of a fund’'s NAV.

Derivatives investments

Question 6: Do you have any comments on the proposal to introduce an

Question 7: Do you have any comments on the proposed enhanced

overall limit on derivatives investments for a plain vanilla public
fund? Do you consider the proposed 50% limit appropriate?
Please explain your views.

disclosures regarding derivatives investments in the fund’'s KFS
and financial reports?

Approach to derivatives investments limit

Public comments

69.

70.

Respondents generally supported the proposals to allow greater flexibility for
plain vanilla funds to invest in derivatives.

However, some respondents were of the view that the derivatives
investments limit, calculated based on the commitment approach, does not
reflect the economic risk arising from derivatives investments. They
suggested adopting the value-at-risk approach or to wait for IOSCO to
develop consistent measures of leverage®.

The SFC’s response

71.

72.

73.

In formulating the derivatives investments limit, we have considered
approaches used to calculate derivatives limits in other markets. Rules for the
measurement and monitoring of derivatives investments and leverage vary.
There is no consensus, as yet, on a single consistent measurement of
leverage in funds.

Regarding the value-at-risk approach, we maintain our view that this is not a
measure of leverage from derivatives investments. It is principally a risk-
monitoring tool which does not impose any limits on derivatives investments.

In its recently published public consultation®, IOSCO has set out a proposed
approach to identify or develop consistent measures of leverage in funds to
facilitate more meaningful monitoring of leverage for financial stability
purposes and help enable comparisons across funds, including at a global
level. IOSCQO'’s proposals are not related to identifying or imposing limits on
leverage for public funds. Our proposals, however, sought to provide a clear
regulatory limit on derivatives investments by plain vanilla public funds in
Hong Kong.

9

Consultation Paper on IOSCO Report: Leverage issued by the IOSCO in November 2018.
See footnote 8 above.

14
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Calculation of leverage arising from derivatives investments

Public comments

74.

75.

76.

A number of respondents sought further guidance on how leverage arising
from derivatives investments should be calculated. A few respondents
suggested including more exclusions from the leverage calculation.

A number of respondents considered that funds using derivatives extensively
are not necessarily riskier, and therefore suggested that SFC-authorised
funds with derivatives investments exceeding 50% of the fund’s net asset
value (calculated using the methodology under the original proposal) should
not be classified as derivative funds, and therefore should not be subject to
enhanced distribution requirements.

In particular, some respondents considered that it is common for bond fund
managers to use derivatives more extensively than equity funds in managing
interest rate and credit risks. Classifying funds as derivative funds based on
how extensively they use derivatives may result in a bond fund being subject
to more stringent distribution requirements than an equity fund, even though
the bond fund may be less risky than the equity fund.

The SFC'’s response

7.

78.

79.

We had further meetings with fund management groups and fund industry
associations to further analyse funds’ strategies in using derivatives. We
acknowledge that the use of derivatives in certain circumstances should not
be included in calculating the 50% limit.

We have therefore refined our proposal regarding derivatives investments in
consultation with a technical focus group comprised of fund asset
management industry experts.

The calculation has been modified to reflect a net exposure arising from
derivatives investments which would generate incremental leverage at the
fund portfolio level (net derivative exposure), when positions are converted
into the equivalent prevailing market values of their underlying assets. The
use of derivatives under the following circumstances may be excluded from
the calculation of the funds’ net derivative exposures:

(a) netting, hedging and risk mitigation,
(b) cash flow management,

(c) market access or exposure replication (without incremental leverage'® at
the fund portfolio level)!, and

(d) investment in conventional convertible bonds.

10 The use of a derivative would not be regarded as resulting in incremental leverage at the fund portfolio level if a

fund’s holding of a derivative (eg, an index future contract) is fully backed by cash and cash equivalents. The
amount of cash and cash equivalents held by the fund should be equal to the total underlying market value
(instead of mark-to-market value or margin value) of the derivative involved.

1 This is not applicable to passively managed index funds (including ETFs) or structured funds.

15
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81.

82.

83.
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An SFC-authorised fund with a net derivative exposure exceeding 50% of its

NAV will be regarded as a derivative fund. These refinements have received
broad support from the fund industry.

Where a fund uses derivatives for hedging or risk mitigation purposes, the
management company should ensure that the hedging principles as set out
under 7.25 of the revised UT Code are complied with. Where the derivatives
involved in the hedging or risk mitigation arrangements are not referenced to
the same corresponding underlying assets being hedged, the following
additional requirements should also be met:

(a) such arrangements may only be adopted in the best interests of investors,
with due consideration of the costs involved, where derivatives
referenced to the same corresponding underlying assets are not available
or the use of such derivatives is not cost effective;

(b) such arrangements should be used in a prudent and consistent manner
with provable empirical evidence, demonstrating that such arrangements
are efficient in limiting, offsetting or eliminating the risk of the fund’s
portfolio;

(c) on an ongoing basis, the management company should regularly monitor
and review factors such as correlation, the effectiveness of such
arrangements as well as the economic linkage between the derivatives
involved in such arrangements and the hedged positions;

(d) where such arrangements are deemed to be less effective, the
management company should consider other alternatives for the
purposes of hedging or risk mitigation, and to take appropriate action to
limit the risks or exposure; and

(e) the residual risks must be properly managed in all market circumstances.

A guide will be published on the use of derivatives investments for SFC-
authorised funds. This will provide further guidance on the calculation
methodology for net derivative exposures, as well as examples, which may be
updated from time to time. Having considered comments of the technical
focus group, the calculation methodology for net derivative exposures will
apply to all SFC-authorised funds (ie, Hong Kong and overseas domiciled
funds including UCITS funds)*?, in order to achieve a level playing field for all
public funds.

It is the responsibility of the management company to ensure compliance with
all regulatory requirements relevant to the use of derivatives in managing their
SFC-authorised funds including, where applicable, that the relevant criteria
are met for the use of derivatives which may be excluded from the calculation
of net derivative exposures (see paragraph 79) as set out in the guide on
derivatives investments for SFC-authorised funds. The SFC will in future
collect data and other information to conduct surveillance and monitoring on
the use of derivatives by the SFC-authorised funds.

We believe that these refinements provide a balanced and practical approach
to the derivatives investments limit.

12

Applications by funds under mutual recognition arrangements will be processed in accordance with the relevant
circulars and guidance.

16
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Disclosure to investors

Public comments

84.

Regarding the enhanced KFS disclosure for derivatives investments, some
respondents sought clarification of the meaning and determination of
expected maximum leverage, and whether changes in the expected
maximum leverage disclosure in the KFS would require the SFC’s prior
approval.

The SFC's response

85.

86.

87.

88.

The expected maximum leverage arising from derivatives investments should
be derived from an assessment made under normal market conditions, taking
into account the fund’s investment objectives and strategy.

Management companies are expected to exercise professional judgement in
determining and monitoring this threshold on an ongoing basis to ensure the
disclosure is fair, balanced and not misleading. Taking into account the
comments received from the technical focus group, we have revised the
enhanced KFS disclosure requirements for derivatives investments. A sample
of the disclosure in the KFS*3 is set out below:

Use of derivatives / investment in derivatives

¢ The fund will not use derivatives for any purposes.
Or

e The fund’s net derivative exposure may be [up to 50%] / [more than
50% but up to 100%] / [more than 100%)] of the fund’'s NAV.

A fund’s leverage arising from derivatives investments should not exceed the
stated maximum threshold under normal market conditions. Where the
threshold is exceeded due to market movements, the management company
is expected to take all necessary steps to reduce the fund’s leverage within a
reasonable period of time to ensure the disclosure is not misleading, while
taking into account the interests of the fund’s investors.

If changes to the leverage disclosure arise because of a change in the
calculation methodology for net derivative exposure, and in the absence of
any material changes to the fund’s investment policy or strategy in using
derivatives, no prior approval from the SFC or advance notice to investors will
be required.

13

The updated KFS templates reflecting the enhanced disclosure requirements for derivatives investments will be
posted on the SFC website in due course.
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C. Securities financing transactions
Question 8: Do you agree with the proposed framework for securities
financing transactions? Please explain your views.
Question 9: Do you consider indemnification by securities lending agents to

Question 10:  pg you consider that an overall transaction limit should be

be a necessary and appropriate safeguard? Please explain your
views.

imposed on securities financing transactions (other than the
additional safeguards proposed)? Please explain your views
(with any suggested overall transaction limit, if applicable).

Additional safequards

Public comments

89.

90.

Some respondents objected to the proposed requirement that counterparties
to securities financing transactions should be substantial financial
institutions!* (defined under the revised UT Code).

Views were mixed on the proposal for indemnification by securities lending
agents to protect a fund against counterparty default. Separately, a majority of
respondents considered that it is not necessary to introduce an overall
transaction limit on securities financing transactions.

The SFC’s response

91.

Taking into account industry feedback as well as other safeguards that
address counterparty risk (such as the 100% collateralisation and collateral
haircut requirements for these transactions), we have revised the UT Code.
Counterparties to these transactions will not be required to be subject to a
minimum NAV as long as they are financial institutions subject to prudential
regulation and supervision. Indemnification by securities lending agents will
not be imposed and an overall limit on these transactions will not be
introduced.

14 «gypstantial financial institution” means an authorised institution as defined in section 2(1) of the Banking

Ordinance (Chapter 155 of Laws of Hong Kong) or a financial institution which is subject to prudential regulation
and supervision on an ongoing basis, with a minimum NAV of HK$2 billion or its equivalent in foreign currency.
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Collateral

Question 11: Do you think that the proposed collateral requirements are

Question 12: Do you agree with the proposed disclosure requirements

sufficient to safeguard investor interests? What additional criteria
should be considered?

concerning collateral? Please explain your views.

Enhancements to collateral requirements

Public comments

92.

93.

A respondent suggested the SFC should provide more guidance on the
determination of a haircut policy to eliminate subjectivity in setting haircut
rates. Another respondent considered that prescribed haircuts should not be
applied to collateral.

A respondent suggested allowing re-investment of collateral in accordance
with a fund’s investment objectives.

The SFC's response

94.

95.

E.

The haircut to be applied to collateral should be based on risk assessments
performed by a management company taking into account the nature and
quality of the collateral and the fund’s investment objectives and strategy. We
have therefore set out high level principles for determining haircuts in the
revised UT Code.

To limit the leverage of a fund through securities financing transactions, we
are of the view that non-cash collateral should not be reinvested. Cash
collateral may only be reinvested in short-term and high quality instruments
as specified in the revised UT Code.

Investments in other funds

Question 13: Do you have any comments on the proposals for investments in

other funds?

Public comments

96.

One respondent asked whether prior approval from the SFC would be
required when an existing unit portfolio management fund changes its
investment restrictions so as to be reclassified as a Chapter 7 fund.

The SFC’s response

97.

We aim to streamline the processing of scheme changes arising from the
transitional arrangements for the revised UT Code as far as possible. If a unit
portfolio management fund changes its investment restrictions to reflect
requirements under Chapter 7 of the revised UT Code, in the absence of
other material changes to the fund’s investment objectives or strategy, no
prior approval from the SFC or advance notice to investors will be required.
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F. Structured funds

Question 14: Do you agree with the proposal to require a structured fund to be
subject to 100% collateralisation?

Public comments

98. Most of the respondents agreed that a structured fund should be subject to
100% collateralisation although one respondent commented that such a
requirement is not consistent with the industry’s operational practice for the
settlement of margin calls for swap transactions.

The SFC's response

99. In view of the general support received, the 100% collateralisation proposal
will be adopted for structured funds. This requirement has been applied to all
synthetic SFC-authorised exchange-traded funds (ETFs) since 2011 and we
are not aware of any operational issues so far. We maintain our position that
it is appropriate to apply such a requirement equally to listed and unlisted
structured funds.
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II. Money market funds

Question 15: Do you agree with the proposed requirements for money market
funds? Please explain your views.

Public comments

100. A number of respondents suggested accepting government securities as
collateral for reverse repo transactions and as eligible assets for daily or
weekly liquid assets.

101. Several respondents suggested that UCITS money market funds which have
adopted a constant NAV and have complied with the relevant requirements
under the EU money market funds regulation*® should be deemed to have
complied with the relevant requirements for money market funds adopting a
constant NAV under the revised UT Code.

The SFC's response

102. In view of the comments received and the requirements in other comparable
jurisdictions, we have clarified that high-quality government securities
receiving a favourable credit quality assessment by the management
company may also be accepted as collateral for reverse repo transactions.

103. We are of the view that the definitions of daily and weekly liquid assets are
appropriate and consistent with those adopted in other comparable
jurisdictions. Therefore, a security will not be accepted as an eligible liquid
asset solely because it is a government security. To better align with the limits
on liquid assets in other comparable jurisdictions, we have lowered minimum
daily and weekly liquid assets required for a money market fund to 7.5% and
15% of its NAV respectively.

104. In line with the IOSCO money market funds recommendations, we maintain
our position that a money market fund which offers a stable or constant NAV
should only be considered by the SFC on a case-by-case basis. Compliance
with EU money market funds regulations will be considered by the SFC,
among other factors, in authorising retail money market funds with constant
NAV in Hong Kong. As provided in the revised UT Code, money market funds
adopting a constant NAV should demonstrate to the SFC'’s satisfaction that,
among other things, proper measures and safeguards in compliance with
relevant IOSCO recommendations have been put in place.

15 Regulation (EU) 2017/1131 of the European Parliament and of the Council of 14 June 2017 on money market

funds.
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Unlisted index funds and index tracking exchange traded funds

Question 16: Do you agree with the proposed amendments to the

Question 17: Do you agree with the proposed enhanced diversification

Question 18: Do you agree with the proposed arrangement for setting up listed

Question 19: Do you agree with the other proposed amendments related to

requirements for unlisted index funds and passive ETFs using
index tracking strategies which substantially invest in derivatives?
Please explain your views.

requirements for indices? Please explain your views.

and unlisted units and/or share classes for index funds and
passive ETFs? Please explain your views.

unlisted index funds and passive ETFs under Chapter 8.6 of the
UT Code?

105.

Respondents generally supported the proposed amendments to the UT Code
in relation to unlisted index funds and index tracking exchange traded funds.
Comments generally sought clarification of specific matters and
implementation arrangements.

Clarify requirements for funds which adopt hybrid index tracking strategies through

derivatives investments

Public comments

106.

Overall, respondents agreed with the proposed amendments requiring
unlisted index funds and index tracking ETFs (also known as passive ETFs)
which substantially invest in derivatives to comply with the additional
requirements under Chapter 8.8.

The SFC’s response

107.

We welcome the support for our proposal and will adopt it as proposed.

Enhancing the “broadly based” requirement for an underlying index

Public comments

108.

109.

Respondents generally supported our proposal to enhance the diversification
requirements for indices. One respondent commented that it is important for
management companies to be able to consult the SFC about indices which
do not strictly fulfil the requirements, and for the SFC to allow appropriate
exceptions.

One respondent sought clarification of whether there will be arrangements for
grandfathering or waivers for existing SFC-authorised index funds in respect
of the proposed enhanced diversification requirements for indices.
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The SFC’s response

110.

111.

112.

Noting the broadly positive feedback, we will adopt the enhanced
diversification requirements for indices including a 12-month transition period
for existing SFC-authorised index funds to comply.

We note the comment on the proposed examples of exceptions under the
note to Chapter 8.6(e)(ii) of the revised UT Code and wish to clarify that these
examples are not meant to be exhaustive.

We welcome management companies’ requests to consult with us about
innovative product ideas so as to broaden investment choice for the public.

Listed and unlisted share classes for index funds and passive ETFs

Public comments

113.

114.

115.

We received several responses to our proposed arrangement for setting up
listed and unlisted units or share classes for index funds and passive ETFs.
Overall, respondents welcomed our proposal. One respondent commented on
the importance of having clear disclosures in offering documents, marketing
materials and other relevant documents (such as on websites) to help
investors distinguish between the different share classes and provide them
with sufficient information to make investment decisions.

Some respondents stressed the importance of fair treatment of investors in
listed and unlisted share classes. They suggested that, for example, an
unlisted share class should be subject to the same disclosure requirements
as a listed class and the operation of the fund should not provide an unfair
advantage or disadvantage for investors in one class over the other.

One respondent requested the SFC to provide education to the general
investing public and guidance to market participants on the listed and unlisted
share class structure for index funds and passive ETFs.

The SFC’s response

116.

117.

118.

119.

Management companies of unlisted funds or ETFs with listed and unlisted
units or share classes should ensure that the dealing arrangements and risks
associated with both classes are clearly disclosed in offering documents and
investors of both classes are treated fairly. We will issue KFS templates to
provide guidance to the industry.

As mentioned in the consultation paper, we generally expect fund managers
to consult us in advance if they would like to offer listed and unlisted units or
share classes for an SFC-authorised unlisted fund or ETF.

We are also mindful that this structure is new to the Hong Kong market and
the general investing public. In this regard, we will work with the Investor
Education Centre in preparing educational materials on the key features of
listed and unlisted share classes as well as matters to which investors should
pay attention when making investment decisions.

Given the overall positive feedback, we will adopt the proposal and introduce
this new structure. The industry is welcome to approach us if any problems
are encountered.
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Other amendments relating to index funds and passive ETFs

120.

Respondents generally have no objection to the other proposed amendments
related to unlisted index funds and passive ETFs under Chapter 8.6 of the UT
Code. We received a few comments mainly regarding the disclosure
requirements for index constituents, indicative net asset value (iNAV), market
maker requirements and requirements for synthetic ETFs.

Disclosure requirements for index constituents

Public comments

121.

122.

123.

A few respondents sought clarification of the frequency for updating the top
10 largest constituent securities of an index disclosed in the offering
documents and on the publicly accessible website referred to in the offering
documents. One respondent argued that as index constituents are constantly
changing, the disclosure in the offering documents offers little reference value
for investors. At the same time, it is time consuming for fund managers to
frequently update the documents.

One respondent suggested that the offering documents should, instead of
stating the index constituents, advise investors to obtain the most updated
index constituent information from the fund’s website. Two respondents
proposed that the disclosure of the top 10 largest index constituents should
only be required in the KFS rather than the main body of the offering
document.

Two respondents further pointed out that neither the fund manager nor the
passive ETF itself has the right to publish the index constituents on a publicly
available website given that this is the index providers’ proprietary information.
Fund managers may have to first obtain a licence from the index providers to
publish the index constituent data. Separately, one respondent mentioned

that the index providers may publish the index constituent information with
certain restrictions or on a delayed basis.

The SFC’s response

124.

125.

126.

This proposal was intended to provide convenience for fund managers by
allowing them to disclose in the offering documents a publicly accessible
website where the latest top 10 largest constituent securities of the index are
published instead of frequently updating the offering documents with this
information.

We are aware that some respondents considered it difficult to comply with the
proposed requirement as the index constituent information is not publicly
available. We subsequently conducted a survey to further understand the
industry’s practices relating to the provision of information about indices. The
survey suggests that the transparency of indices tracked by existing SFC-
authorised unlisted index funds and passive ETFs varies.

Under the existing UT Code requirements, an acceptable index for SFC-
authorised index funds must be transparent and published in an appropriate
manner. We generally expect that information about index constituents,
together with their respective weightings, should be easily accessible, free of
charge, by investors (eg, via the internet). Such information should be
published after each index rebalancing on a retrospective basis and in
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advance of the next index rebalancing. This is in line with comparable
European Securities and Markets Authority requirements in Europe.

In light of the comments received, we have revised the UT Code to clarify the
frequency for updating index information and that managers are only required
to disclose in the offering document of passive ETFs and index funds a
publicly accessible website where the constituents of the index together with
their respective weightings are published. Given that the KFS forms part of
the offering document, where the KFS has already included the disclosure of
a publicly accessible website, the main body of the offering document is not
required to provide the same disclosure.

Public comments

128.

129.

Two respondents suggested that the SFC should remove the existing
requirement for the publication of real time or near-real time iNAV for two
reasons. First, the respondents were of the view that the iINAV is likely to be
misleading for investors when the underlying securities of an ETF are traded
across different time zones. Under such circumstances, the prices used to
calculate the iINAV are essentially stale or stagnant while the local exchange
is closed. Second, the respondents commented that there are inconsistencies
in the pricing and calculation methodologies used by different service
providers and funds. These inconsistencies might make the iNAV misleading.

One respondent proposed replacing the “iINAV” with the “adjusted iNAV”.
According to the respondent, the calculation of “adjusted iINAV” involves using
a proxy to determine the best estimate of fair value for the underlying
securities which have stale prices. The respondent believed that the “adjusted
iNAV” would be a more accurate representation of an ETF’s fair value.

The SFC'’s response

130.

131.

132.

We do not agree that the iNAV requirement should be removed. We believe
the iINAV acts as an important mechanism for helping retail investors in the

secondary market to gauge the value of the underlying portfolio against the

ETF share price.

Fund managers are required to ensure information provided to investors
(including iINAV) is not false or misleading, nor presented in a deceptive or
unfair manner. They should, where appropriate, provide disclosures on their
websites relating to the limitations of INAV and the related reasons. Where
the fund managers engage an external service provider to calculate the iNAV,
proper due diligence should be conducted on the competence of such service
provider, and there should be ongoing supervision and regular monitoring of
the iINAV calculated.

While we require the iNAV to be calculated based on the most up-to-date
information, fund managers should act in the best interests of investors and
exercise their professional judgement to determine how the iINAV should be
calculated to best reflect an ETF's intraday intrinsic value. Fund managers
may use the last trading price or other appropriate proxy for such calculations
provided that this is clearly disclosed on the funds’ websites.
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e
On a side note, we believe that ETF investors will be in a better position to
make more informed investment decisions if they are provided with certain
key metrics about the secondary trading of ETFs. As such, we are currently in
discussion with the industry about enhancing disclosures relating to bid-ask
spreads and premiums and discounts to NAV. In our view, these disclosures
would promote transparency and facilitate investors’ assessment of the
effectiveness of arbitrage mechanisms. In addition, it would help investors
better understand the impact which trading costs may have on their
investments in ETFs.

Market maker requirements

Public comments

134.

135.

136.

Respondents generally had no objection to the codification of the market
maker requirements. A respondent commented that the codification of
existing market maker requirements for ETFs may be viewed as restrictive
and stringent and might discourage new market makers from entering the
market and existing market makers from staying.

Furthermore, the respondent said that since the market making obligation
rules and arrangements are administrated by The Stock Exchange of Hong
Kong Limited (SEHK) and the contractual agreement with market makers
resides with SEHK, there is no regulatory recourse from the ETF issuer
against the market maker if the last market maker of an ETF terminates its
services prior to the expiry of the three months’ notice period. The respondent
also pointed out that currently SEHK only requires market makers to provide
one month’s notice of termination, instead of three months.

Based on the above, the respondent suggested that the SFC take into
account the potential negative consequences and reconsider the existing
requirements imposed upon market makers.

The SFC'’s response

137.

138.

We have considered the feedback on the codification of the existing market
maker requirements and concluded that the proposal we consulted on is the
most appropriate approach.

We believe that the existing market maker requirements can ensure that ETF
managers use their best endeavours to put in place arrangements so that
there is at least one market maker for an ETF, and that at least one market
maker will give not less than three months’ notice prior to terminating its
market-making arrangement. Such requirements would allow ETF managers
sufficient time to engage a new market maker and to unwind the ETF in an
orderly manner in the event that the manager fails to locate a new market
maker.
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Requirements for synthetic ETFs

Public comments

139.

One respondent asked the SFC to consider making a distinction between the
requirements for physical ETFs and synthetic ETFs. The respondent said that
it is currently difficult to launch synthetic ETFs in Hong Kong as they are by
default regarded as derivative products and hence subject to enhanced
distribution requirements without consideration of the actual risk. The
respondent also mentioned that synthetic ETFs in Hong Kong are also by
default subject to the US$50,000 minimum initial subscription amount by
investors and stringent requirements for collateral, which is at odds with
practices in other markets and imposes significant costs for end-investors.

The SFC’s response

140.

Currently, while there is no regulatory requirement for the minimum initial
subscription amount for synthetic ETFs, they are subject to the 100%
collateralisation requirement to ensure that there is no uncollateralised
derivative counterparty risk exposure. As noted in the consultation paper, we
have codified the existing collateralisation requirement for synthetic ETFs.
The revised UT Code should provide more clarity for the industry so that
going forward, the full collateralisation and relevant disclosure requirements
will only apply to synthetic ETFs (ie, with net derivative exposure exceeding
50% of total NAV).
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Listed open-ended funds (also known as active ETFSs)

Question 20: Do you agree with the proposed requirements for listed open-

ended funds? Please explain your views.

141.

We received several responses to the proposed introduction of listed open-
ended funds (also known as active ETFs). The respondents generally
supported our proposal as they consider that the introduction of active ETFs
in Hong Kong would be conducive to the development of products which can
better cater for the needs of investors. The feedback mainly focused on the
portfolio information disclosure requirement (including suggestions for
alternatives) and the naming of active ETFs.

Portfolio information disclosure requirement

Public comments

142.

143.

144.

Two respondents were concerned that the disclosure of an active ETF’s full
portfolio holdings to the public on a monthly basis (with a one-month time lag)
may encourage front-running, which would be detrimental or prejudicial to the
fund and its investors. One of them suggested that the SFC consider
permitting the disclosure of an active ETF'’s full portfolio holdings to the public
on a monthly basis with a 60-day time-lag. Another respondent suggested
adopting the Australian approach, where an active ETF’s full portfolio
holdings only have to be made public on a quarterly basis with a two-month
time lag.

Two respondents stressed the protection of the manager’s intellectual
property and preferred masking an active ETF'’s daily portfolio holdings. They
suggested alternative approaches:

@) Proxy basket: providing a tracking or proxy basket (instead of full
portfolio holdings), as well as an intraday iNAV for the tracking basket,
to the participating dealers and market makers on a daily basis. The
proxy basket, optimised so that it could closely track the active ETF,
would comprise stocks from the previously disclosed portfolio plus
representative proxies such as ETFs.

(b) Exchange Quoted Managed Fund (EQMF): adopting the EQMF model,
which is currently only available in Australia when formulating portfolio
disclosure requirements for active ETFs. Under the EQMF model, the
fund manager will conduct internal market making (ie, the manager will,
through an executing agent, provide bids and offers in ETF units
throughout the day on behalf of the fund) without disclosing the daily
portfolio information.

Separately, a respondent suggested that the SFC may consider imposing
guidelines to require investment managers to select market maker which only
uses portfolio information for the stated purpose of making a market.

28



SFC

HUE

The SFC’s response

145.

146.

147.

As mentioned in the consultation paper, we note that there are different
regulatory approaches to the portfolio transparency requirement. We are fully
aware of fund managers’ concerns that disclosing the full portfolio of an active
ETF to the public on a daily basis may enable front running as well as the
reverse engineering of a manager’s strategy. In this connection, we proposed
in the consultation paper that it would be in the public interest not to require
full portfolio disclosure to the public on a daily basis while allowing the
provision of portfolio information to participating dealers and market makers
ahead of the public. Having considered industry feedback, we maintain the
view that the proposal we consulted on is the most appropriate approach, ie,
to disclose an active ETF's full portfolio to the public on a monthly basis with a
one-month time lag.

Given that making daily portfolio information available to participating dealers
and market makers is necessary to facilitate the provision of liquidity and the
performance of effective arbitrage for ETFs, managers of SFC-authorised
ETFs are expected to provide an ETF's full portfolio information or proxy
basket!® to participating dealers and market makers on a daily basis before
trading commences. Fund managers should also put in place arrangements
to ensure that the participating dealers and market makers use such
information for creation, redemption or market-making purposes only. We
may issue further guidance to the industry in relation to this.

As active ETFs are new to the Hong Kong market, we are prepared to
consider suggestions for how to structure them provided that there are
appropriate investor protection safeguards in place. Interested parties are
welcome to approach us to discuss this.

Naming of active ETFs

Public comments

148.

To facilitate investors’ differentiation of active and passive ETFs, a
respondent suggested that the naming of active ETFs should be distinctive,
such as including the words “active ETF” in the fund name or using an
annotation, distinctive exchange stock codes or stock short names.

The SFC’s response

149.

150.

We agree that it would be helpful for investors if there were distinctive ways to
distinguish an active ETF from a passive ETF. We will require ETFs to clearly
disclose in the upfront disclosure box in the KFS whether the fund is an active
ETF or a passive ETF. In addition, for a fund with listed and unlisted share
classes, the fund name in the KFS should include “(ETF class)” or “(unlisted
class)” where appropriate, and separate KFS will be issued for the listed and
unlisted share classes. We will issue KFS templates to provide guidance to
the industry.

The SFC website will be enhanced so that investors can easily locate
information on active and passive ETFs. SEHK is also considering setting up
distinctive stock short names for active ETFs.

16 We generally expect a proxy basket to be highly correlated to the portfolio of an ETF (eg, creation or redemption
basket).
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VI. Closed-ended funds

Question 21: Do you agree with the proposed requirements for closed-ended
funds? Please explain your views.

Public comments

151. Respondents generally supported our proposals regarding closed-ended
funds. Some respondents noted potential difficulties in meeting the proposed
requirement for a scheme to be widely held and to monitor compliance on an
ongoing basis. Some respondents also sought further clarification of the
requirement.

152. A few respondents suggested that the wording of the proposed 8.11(d) of the
UT Code be revised with reference to 6.14 so as to provide greater flexibility
for the timing of payment of redemption proceeds to cater for exceptional
circumstances beyond the scheme’s control.

153. A respondent suggested that closed-ended funds be exempt from the
restriction from investing in real estate under 7.14 of the UT Code. The
respondent also enquired if the proposed requirement for daily disclosure of
the NAV of closed-ended funds may be removed, given that such funds are
more suited to longer-term investment and the less liquid nature of their
underlying investments.

The SFC'’s response

154. As closed-ended funds are to be listed and publicly offered and investors do
not have the right to redeem their units or shares at the NAV of the funds, we
have maintained the requirement that these funds be widely held?’. It is
generally expected that there should be an initial public offering of these units
or shares and an open market should be maintained for all schemes seeking
authorisation under 8.11 of the UT Code. The UT Code has been revised to
take into account the comments received and to reflect this requirement for
clarity.

155. In respect of ongoing monitoring of compliance, schemes structured in
corporate form would be subject to disclosure of interests requirements under
the Securities and Futures Ordinance!®. Fund managers may also consider
including disclosure of interests obligations on holders in the constitutive
documents of their schemes where appropriate.

156. We have revised 8.11(d) of the UT Code taking into account the comments
received in relation to redemption payments. Similar to 6.14 of the UT Code,
the revised provision would allow some flexibility for the timing of redemption
proceeds payments where payment within the prescribed period is not
practicable due to legal or regulatory requirements.

17" The SFC would have regard to the relevant requirements under the Listing Rules in considering whether this

requirement is met.
18 Part XV of the Securities and Futures Ordinance.

30



s’sm

157.

158.

HUE

On investment scope, some flexibility from strict compliance with the relevant
investment restrictions (including requirements regarding holding of illiquid
investments) may be allowed taking into account the fund’s closed-end nature
and investment strategy. However, it is expected that the scheme would
remain generally invested in securities and other financial products or
instruments. Investors may obtain exposure to real estate via other eligible
securities and instruments. Applicants should consult the SFC at the earliest
possible time on any flexibility to be sought.

Taking into account the consultation feedback, we have also fine-tuned the
NAYV disclosure requirement for closed-ended funds to provide more flexibility
to better cater for the different nature of the investments of each scheme.
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Operational matters and on-going disclosure and reporting
requirements

Question 22: Do you agree with the proposed amendments to the provisions in

the UT Code relating to operational requirements and financial
reporting? Please explain your views.

Valuation and pricing

Public comments

159.

Several respondents requested that only material pricing errors should be
reported to trustees or custodians. With respect to the requirement to report
to the SFC a pricing error (individually or in aggregate resulting from
incidences which occur in a simultaneous or successive manner) amounting
to 0.5% or more of the fund’s NAV, a number of respondents sought
clarifications of the meaning of “simultaneous or successive manner”.

The SFC's response

160.

161.

Since the trustee or custodian has an oversight responsibility to take
reasonable care to ensure the calculation of a fund’'s NAV is in accordance
with the constitutive documents, we believe that the trustee or custodian
should be informed of all the pricing errors.

Regarding the reporting of pricing errors resulting from incidences occurring
in a simultaneous or successive manner, the UT Code has been revised to
clarify that recurring pricing errors due to the same incident or mistake which
in aggregate amount to 0.5% or more of the fund’s NAV should be reported to
the SFC.

Financial reports

Public comments

162.

In relation to the proposal that annual reports must be prepared in compliance
with internationally recognised accounting standards, a few respondents
sought clarification of whether the accounting standards adopted by
recognised jurisdiction schemes or funds under mutual recognition
arrangements are considered acceptable to the SFC.

The SFC's response

163.

The proposal is a codification of existing practice and does not change the
existing requirements. The accounting standards adopted by UCITS funds will
continue to be deemed acceptable. A clarification has been made to the
guidance on the application of the revised UT Code to UCITS funds as set out
in Appendix B to this conclusions paper. The applications of funds under
mutual recognition arrangements will continue to be processed in accordance
with the relevant circulars and guidance.
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Streamlining of specialised schemes in the UT Code

Question 23: Do you agree with the proposed streamlining of specialised

schemes in the UT Code? Please explain your views.

Public comments

164.

Respondents generally agreed with the proposed streamlining of specialised
schemes in the UT Code. One respondent sought clarification of whether
prior approval from the SFC and notification to investors would be required for
the reclassification of futures and options funds as a result of the streamlining
of specialised schemes in the UT Code.

The SFC’s response

165.

No prior approval from the SFC or advance notice to investors would be
required where there is no material change to the fund’s investment
objectives or strategy, and the proposed changes to the fund reflect the
changes necessary to comply with the chapter under which the fund would be
classified, namely Chapter 8.7 (retail hedge funds), Chapter 8.8 (structured
funds) or Chapter 8.9 (funds with extensive derivatives investments).

Consequential amendments to the MPF Code, PRF Code and ILAS
Code

Question 24: Do you agree with the proposed consequential amendments to

Question 25: Do you agree with the proposed consequential amendments to

Question 26: Do you agree with the proposed consequential amendments to

the MPF Code? Please explain your views.

the PRF Code? Please explain your views.

the ILAS Code? Please explain your views.

Public comments

166.

Respondents agreed with or had no comments on the consequential
amendments to the MPF Code, the PRF Code and the ILAS Code.

The SFC’s response

167.

168.

We have made further amendments to the MPF Code and PRF Code to
streamline the post-authorisation process in respect of underlying fund-driven
changes so that such changes will not require the SFC’s prior approval.

The SFC will adopt the consequential amendments to the ILAS Code as set
out in Appendix E to this conclusions paper.
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Section 2 — Application to UCITS funds®

Question 27: Do you agree that a minimum initial subscription by investors be
consistently applied to all highly leveraged funds? Do you
consider the proposed US$50,000 or the equivalent threshold
appropriate? Please explain your views.

Question 28: Do you agree that the requirement for disclosure of the purpose
of, and expected maximum leverage arising from, derivatives
investments should be consistently applied to all SFC-authorised
funds? Please explain your views.

Application of UT Code to UCITS funds

Public comments

169. Respondents generally welcomed the clarification of the application of UT
Code requirements to UCITS funds as set out in Appendix B to the
consultation paper. Some respondents sought further clarification of whether
the requirements under Chapter 7 of the revised UT Code are applicable to
UCITS funds which are specialised schemes under Chapter 8 of the revised
UT Code.

The SFC’s response

170. We have incorporated further clarifications and modifications regarding the
application of the revised UT Code on UCITS funds in Appendix B to this
conclusions paper. This will be published on the SFC website (subject to
updates from time to time) as guidance to the industry.

Minimum initial subscription by investors

Public comments

171. A number of respondents suggested removing or lowering the minimum initial
subscription by investors for UCITS funds with derivatives investments of
more than 100% of the fund’s NAV.

The SFC's response

172. Considering that UCITS funds, unlike retail hedge funds, are subject to a set
of requirements to safeguard investors interests, and will also be subject to
the enhanced disclosure of the leverage arising from derivatives investments
in the KFS to increase transparency, we agree not to impose the minimum
initial subscription requirement on UCITS funds.

19 ycITS funds referred to under Section 2 of this conclusions paper means UCITS funds domiciled in France,

Luxembourg, Ireland and the United Kingdom.
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Disclosure of use of derivatives or investment in derivatives

Public comments

173.

174.

In view of the enhanced disclosure requirements for the maximum leverage
arising from derivatives investments in KFS, some respondents sought
clarification of the application of the existing minimum disclosure of the
derivatives investments of a UCITS fund, ie, whether the fund uses
derivatives extensively for investment purposes, as set out in Annex 1 of the
Guide on Practices and Procedures for Application for Authorization of Unit
Trusts and Mutual Funds.

Some respondents also sought clarification of the calculation basis of the
leverage arising from derivatives investments and whether the change of
disclosure of derivatives investments would require the SFC’s prior approval.

The SFC’s response

175.

176.

The introduction of the enhanced disclosure requirements for the expected
maximum leverage arising from derivatives investments in the KFS will
replace the existing KFS disclosure requirements for UCITS funds to disclose
whether the funds use derivatives extensively for investment purposes. The
guide (see paragraph 173) will be revised to clarify this.

The calculation methodology for leverage arising from derivatives investments
will be changed to net derivative exposure and in accordance with the
derivative guide as discussed under paragraphs 79 and 81. Regarding the
approval requirement for the change of leverage arising from derivatives
investments, please refer to paragraphs 87 and 88.
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Section 3 — Implementation

Question 29: Do you agree with the proposed implementation timetable for the

proposed revised UT Code? If not, please set out your reasons
and what you think is an appropriate transition period.

Question 30: Do you agree with the proposed implementation timetable for the

proposed revised MPF Code? If not, please set out your reasons
and what you think is an appropriate transition period.

Question 31: Do you agree with the proposed implementation timetable for the

proposed revised PRF Code? If not, please set out your reasons
and what you think is an appropriate transition period.

Question 32: Do you agree with the proposed implementation timetable for the

proposed revised ILAS Code? If not, please set out your reasons
and what you think is an appropriate transition period.

Transition period

Public comments

177.

178.

179.

180.

Several respondents suggested extending the transition period for
implementation of the revised UT Code to 18 months while one respondent
suggested extending the period to 24 months. Respondents stated that a
longer period of time is needed for market participants to change their
systems and operations, and to update the offering documents and
constitutive documents of the funds.

A respondent requested that a 12-month transition period be allowed for
compliance with certain provisions of the revised UT Code, including
requirements for the obligations of management companies, fair valuation
and pricing errors, so as to allow time for management companies to assess
the impact and enhance internal processes to ensure compliance.

Respondents generally agreed with or had no comment on the proposed
implementation timetable for the revised MPF Code and PRF Code. One
respondent suggested extending the transition period for the implementation
of the revised MPF Code and PRF Code to 18 months.

Respondents generally agreed with or had no comment on the proposed
implementation timetable for the revised ILAS Code. Two respondents
provided the same comments they made on the transition period for the
implementation of the revised UT Code as discussed in paragraphs 177 and
178.

The SFC’s response

181.

Given that a majority of the proposals are codifications of existing practice
and new proposals have been discussed with the industry for some time, we
are of the view that a 12-month transition period is appropriate from the
effective date of the revised UT Code, which is tentatively scheduled to be 1
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January 20192°, The paragraphs below elaborate on the implementation
arrangements.

For the purpose of the implementation of the revised UT Code:

(@) “New schemes” refer to funds which apply for the SFC’s authorisation
on or after the effective date;

(b) “New operators” refer to management companies which do not
manage any SFC-authorised funds as at the effective date (new
management companies); and trustees and custodians which do not
act as the trustee or custodian of any SFC-authorised funds as at the
effective date (new trustees and custodians);

(© “Existing schemes” refer to funds which are authorised by the SFC as
at the effective date; and funds which have applied for the SFC’s
authorisation prior to the effective date and are subsequently
authorised by the SFC; and

(d) “Existing operators” refer to management companies which are
managing SFC-authorised funds as at the effective date (existing
management companies); and trustees and custodians which are
acting as the trustee or custodian of SFC-authorised funds as at the
effective date (existing trustees and custodians).

The revised UT Code will apply to new schemes with new operators with
immediate effect from the effective date.

We have simplified the implementation table (as set out below) to generally
allow a 12-month transition period from the effective date for existing
schemes and existing operators. During the 12-month transition period,
existing schemes and existing operators may continue to operate in
accordance with the relevant circulars and guidance currently in place.

Existing funds which will continue to be offered to the public in Hong Kong
must produce a KFS with the enhanced disclosure for derivatives investments
by the expiry of a 12-month transition period from the effective date.

Starting from the effective date, a new column will be added in the list of SFC-
authorised funds shown on the SFC website which would indicate whether an
SFC-authorised fund is or is not a derivative fund, as determined by the
management company based on the net derivative exposure of the fund.
Management companies will have a 12-month transition period from the
effective date to provide confirmations and representations for this
classification. We will also revise the references to “non-derivative funds”,
“non-derivative ETFs” and “derivative funds” in the SFC’s non-exhaustive list
of examples of investment products that are considered to be “non-complex”
and “complex” on the SFC website based on the net derivative exposure.

Management companies should ensure that distributors have the necessary
product information to understand the product to carry out their duties
accordingly.

20

The effective date will be set out in the gazette notice to be published after the publication of this conclusions

paper.
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The same implementation timetable will apply to the revised MPF Code and
PRF Code (wherever applicable).

The revised ILAS Code will take effect on the effective date and apply to
investment-linked assurance schemes (ILAS) which apply for the SFC’s
authorisation on or after the effective date. We will generally allow a 12-month
transition period for compliance with the amendments to the ILAS Code
(except for those with respect to Chapter 7 which will take effect immediately
on the effective date) in the case of (i) ILAS which are authorised by the SFC
as at the effective date and (ii) ILAS which have applied for the SFC’s
authorisation prior to the effective date and are subsequently authorised by
the SFC (together referred to as existing ILAS). Existing ILAS will be
grandfathered in respect of the enhanced eligibility requirements for
substantial financial institutions (defined under Chapter 3.17 of the ILAS Code)
to act as guarantors as set out under Chapter 4.4 and Chapter 6.1 in
Appendix E to this conclusions paper.

Implementation arrangements

Public comments

190.

Clarification was sought of whether changes which are necessary for
compliance with the revised UT Code will require the SFC’s prior approval
and one month’s advance notice to investors.

The SFC's response

191.

The SFC’s prior approval and advance notice to investors will generally not
be required for changes made to comply with the revised UT Code. We will
provide further guidance to the industry by way of a set of frequently asked
guestions in respect of the approval and notification requirements for
implementation of the revised UT Code.
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Implementation table of the revised UT Code

Topics Provisions of | New schemes New schemes New schemes | New schemes Existing
the revised with new with new with new with existing schemes with
UT Code operators (ie, management trustees/ operators existing
with new companies but | custodians operators
management existing but existing
companies and | trustees/ management
new trustees/ custodians companies
custodians)
I. Key operators
Trustees and custodians | Chapter 4 Immediately 12-month Immediately 12-month 12-month
effective transitional effective transitional transitional
Review on internal Appendix G period period period
controls and systems of
trustees and custodians®!
Management companies | Chapter 5 Immediately Immediately 12-month 12-month 12-month
effective effective transitional transitional transitional
period period period
Il. Investments
Core investment Chapter 7 Immediately 12-month transitional period (existing guarantors of existing schemes will
requirements effective be grandfathered with respect to 7.39(a))

21

The 12-month transition period for the review on the internal controls and systems of trustees and custodians in accordance with Appendix G of the revised UT Code means that the review
reports of trustees and custodians with a financial year starting on a date after 12 months from the effective date should comply in full with the new requirements.
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Topics Provisions of | New schemes | New schemes New schemes | New schemes | Existing

the revised with new with new with new with existing schemes with

UT Code operators (ie, management trustees/ operators existing
with new companies but | custodians operators
management existing but existing
companies and | trustees/ management
new trustees/ custodians companies
custodians)

Money market funds 8.2 Immediately effective 12-month
transitional
period

Unlisted index funds and | 8.6 Immediately 12-month transitional period

index tracking exchange effective

traded funds

Hedge funds 8.7

Structured funds 8.8

Funds with extensive 8.9

derivatives investments

Listed open-ended funds | 8.10 Immediately effective Not applicable

(also known as active

ETFs)

Closed-ended funds 8.11 Immediately effective
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Topics Provisions of | New schemes | New schemes New schemes | New schemes | Existing
the revised with new with new with new with existing schemes with
UT Code operators (ie, management trustees/ operators existing
with new companies but | custodians operators
management existing but existing
companies and | trustees/ management
new trustees/ custodians companies
custodians)
Unit portfolio Not applicable | Not applicable 12-month
management funds transitional
period??
Futures and options
funds
lll. Disclosure and reporting
Offering documents Appendix C Immediately 12-month transitional period
effective
Constitutive documents Appendix D
Financial reports?3 Appendix E

IV. Operational and post-authorisation requirements

Operational matters

Chapters 6
and 10

Immediately
effective

12-month transitional period

22

under Chapter 8.7 (retail hedge funds), Chapter 8.8 (structured funds) or Chapter 8.9 (funds with extensive derivatives investments).

23

a financial period or financial year starting on a date after 12 months from the effective date should comply in full with the new requirements.

Existing unit portfolio management funds are expected to comply with the requirements under Chapter 7. Existing futures and options funds are expected to comply with the requirements either

The 12-month transition period for the enhanced disclosure in a fund’s interim and annual reports as set out in Appendix E of the revised UT Code means that the interim and annual reports with




SFC

4

HES
Topics Provisions of | New schemes | New schemes New schemes | New schemes | Existing
the revised with new with new with new with existing schemes with
UT Code operators (ie, management trustees/ operators existing
with new companies but | custodians operators
management existing but existing
companies and | trustees/ management
new trustees/ custodians companies
custodians)
Scheme changes, Chapter 11 Immediately effective
notifications and reporting
V. Others
Additional requirements Chapter 9 Immediately 12-month transitional period
for non-Hong Kong based effective

schemes

General matters

Chapters 1, 2
and 3
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Conclusion and way forward

192.

193.

The SFC will proceed to implement the proposals with the modifications and
clarifications as set out in this conclusions paper. A marked-up version of the
amendments to the UT Code are set out at Appendix A to this conclusions paper.

The SFC would like to thank all respondents for their submissions.
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Implementation schedule

The effective date of this UT Code is 1 January 2019.

For the purpose of the implementation of this UT Code:

(@

“New schemes” refer to schemes which apply for the SFC’s authorization on or after the

(b)

effective date;

“New operators” refer to (i) management companies which do not manage any SFC-

(9]

authorized schemes as at the effective date (new management companies); and (ii)
trustees/custodians which do not act as the trustee/custodian of any SFC-authorized
schemes as at the effective date (new trustees/custodians);

“Existing schemes” refer to (i) schemes which are authorized by the SFC as at the

(d)

effective date; and (ii) schemes which applied for the SFC’s authorization prior to the
effective date and are subsequently authorized by the SFC; and

“Existing operators” refer to (i) management companies which are managing SFC-

authorized schemes as at the effective date (existing management companies); and (ii)
trustees/custodians which are acting as the trustee/custodian of SFC-authorized schemes
as at the effective date (existing trustees/custodians).

As from the effective date, this UT Code will apply to new schemes with new operators with

immediate effect.

As for existing schemes and existing operators, a transition period of 12 months from the

effective date will be provided to comply with this UT Code unless otherwise set out in the

attached table.




HER
Topics Provisions of | New schemes New schemes New schemes | New schemes Existing
the UT Code with new with new with new with existing schemes with

operators (i.e. management trustees/ operators existing
with new companies but | custodians operators
management existing but existing
companies and | trustees/ management
new trustees/ custodians companies
custodians)

I. Key operators

Trustees/custodians Chapter 4 Immediately 12-month Immediately 12-month 12-month
effective transitional effective transitional transitional

period period period

Review on internal Appendix G

controls and systems of

trustees/custodianst

Management companies Chapter 5 Immediately Immediately 12-month 12-month 12-month
effective effective transitional transitional transitional

period period period

Il. Investments

Core investment Chapter 7 Immediately 12-month transitional period (existing guarantors of existing schemes will

requirements effective be grandfathered with respect to 7.39(a))

1

The 12-month transition period for the review on the internal controls and systems of trustees/custodians in accordance with Appendix G of the UT

Code means that the review reports of trustees/custodians with a financial year starting on a date after 12 months from the effective date should

comply in full with the new requirements.
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Topics Provisions of | New schemes New schemes New schemes | New schemes Existing
the UT Code with new with new with new with existing schemes with

operators (i.e. management trustees/ operators existing
with new companies but | custodians operators
management existing but existing
companies and | trustees/ management
new trustees/ custodians companies
custodians)

Money market funds 8.2 Immediately effective 12-month
transitional
period

Unlisted index funds and | 8.6 Immediately 12-month transitional period

index tracking exchange effective

traded funds

Hedge funds 8.7

Structured funds 8.8

Funds that invest 8.9

extensively in financial

derivative instruments

Listed open-ended funds | 8.10 Immediately effective Not applicable

(also known as active

ETFEs)

Closed-ended funds 8.11 Immediately effective




HER
Topics Provisions of | New schemes New schemes New schemes | New schemes Existing
the UT Code with new with new with new with existing schemes with
operators (i.e. management trustees/ operators existing
with new companies but | custodians operators
management existing but existing
companies and | trustees/ management
new trustees/ custodians companies
custodians)
Unit portfolio Not applicable | Not applicable 12-month
management funds transitional
- period?
Futures and options funds
I1l. Disclosure and reporting
Offering documents Appendix C Immediately 12-month transitional period
effective
Constitutive documents Appendix D
Financial reports2 Appendix E

IV. Operational and post-authorization requirements

Operational matters

Chapters 6

Immediately

12-month transitional period

and 10

effective

Existing unit portfolio management funds are expected to comply with the requirements under Chapter 7. Existing futures and options funds are

expected to comply with the requirements either under Chapter 8.7 (hedge funds), Chapter 8.8 (structured funds) or Chapter 8.9 (funds that invest

extensively in financial derivative instruments).

The 12-month transition period for the enhanced disclosure in a fund’s interim and annual reports as set out in Appendix E of the UT Code means

that the interim and annual reports with a financial period or financial year starting on a date after 12 months from the effective date should comply

in full with the new requirements.
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Topics Provisions of | New schemes New schemes New schemes | New schemes Existing
the UT Code with new with new with new with existing schemes with

operators (i.e. management trustees/ operators existing
with new companies but | custodians operators
management existing but existing
companies and | trustees/ management
new trustees/ custodians companies
custodians)

Scheme changes, Chapter 11 Immediately effective

notifications and reporting

V. Others

Additional requirements Chapter 9 Immediately 12-month transitional period

for non-Hong Kong based effective

schemes

General matters

Chapters 1, 2
and 3
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Explanatory Notes:

(@

The Securities and Futures Commission is empowered under section 104(1) of the

(b)

Securities and Futures Ordinance (“SFQO”) to authorize collective investment schemes.
By virtue of section 104(1), the authorization may be granted subject to such conditions
as the Commission considers appropriate. This Code on Unit Trusts and Mutual Funds
(“UT Code™), which forms part of the Handbook, establishes guidelines for the
authorization of collective investment schemes in the nature of mutual fund corporations
or unit trusts, and codifies practices established in relation to the former Code on Unit
Trusts and Mutual Funds published pursuant to the SFO. Any change or amendment to
this UT Code will be made known to the industry and transitional periods for compliance
will be allowed where necessary.

The Commission may review its authorization at any time and may modify, add to or

(9]

withdraw such authorization as it deems fit.

The issue of an advertisement or invitation to the public in Hong Kong to invest in an

(d)

unauthorized collective investment scheme may amount to an offence under section 103
of the SFO.

This UT Code is made under section 399 of the SFO.

(e)

This UT Code does not have the force of law.

()

The Commission may modify or relax the application of a requirement in this UT Code if

it considers that, in particular circumstances, strict application of the requirement would
operate in an unduly burdensome or unnecessatrily restrictive manner.
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Part I: General matters

Chapter 1: Authorization procedures
Schemes established in Hong Kong or elsewhere

11 Schemes to be established in Hong Kong or elsewhere are normally expected to comply
with the applicable provisions of the Handbook, including without limitation, all of the
applicable provisions of this UT Code in order to be authorized in Hong Kong by the SFC
pursuant to section 104 of the SFO.

Applications for authorization which seek waivers of any of these provisions must give
detailed reasons why waivers are sought.

Scheme established in recognized jurisdictions

1.2 This UT Code accepts that some schemes already comply with certain provisions of this
UT Code by virtue of prior authorization in a regulated jurisdiction. It therefore
recognizes the types of scheme in jurisdictions set out in the list of recognized
jurisdictions published on the Commission’s website. Applications for authorization of
recognized jurisdiction schemes will generally be reviewed on the basis that the
scheme's structural and operational requirements, and core investment restrictions,
already comply in substance with this UT Code. Applicants should note however that the
SFC expects a scheme to comply in all material respects with this UT Code and
reserves the right to require such compliance as a condition of authorization.

Documents to be supplied to the Commission

1.3 An applicant for authorization of a scheme must submit a completed Application Form
and an Information Checklist as set out on the Commission’s website. The application
must also be accompanied by the following_and such other documents as may be
required by the Commission from time to time:

@) the scheme's offering and constitutive documents, including its Hong Kong
Offering Document and Product KFS [see 3.6, 3.9 and 3.11B];

(b) he schemea's |3
report:[deleted]

(c)

(d)

(e)

) application fee in the form of a cheque payable to the "Securities &and Futures

Commission"; and

Note: The current fee schedule is available on the Commission’s website.

Appendix A - 1
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(9) the letter nominating an individual to be approved by the Commission as an
approved person [see 1.5] containing the individual's name, employer, position
held and contact details, including, in so far as applicable, the address, telephone
and facsimile numbers, and electronic mail address.

| F hedule | ilabl he ission’s website.

In addition to the above, applicants for authorization of a non Hong Kong-based scheme
must supply the following:

(h) A written undertaking from the Hong Kong Representative Agreement-and
Undertaking-[see Chapter9.7];.

0] evidence-ol-the-scheme'sauthorized-status-in-thatjurisdiction-[deleted]

Amendments to documents

In cases where it may not be suitable to amend documentation to comply with a
requirement of the Handbook or this UT Code, the Commission may accept a written
undertaking from the relevant party that they will comply with the requirement, together
with disclosure in the Hong Kong Offering Document regarding compliance.

Nomination of an individual as approved person

According to sections 104(2) and 105(2) of the SFO, an individual must be approved for
the purposes of being served by the Commission with notices and decisions for,
respectively, the scheme and the issue of any related advertisement, invitation or
document. An applicant for authorization is, therefore, required to nominate an
individual for approval by the Commission as an approved person.

An approved person should:

(@) have his/her ordinary residence in Hong Kong;

(b) inform the Commission of his/her current contact details, including, in so far as
applicable, the address, telephone and facsimile numbers, and electronic mail
address;

(© be capable of being contacted by the Commission by post, telephone, facsimile
and electronic mail during business hours;

(d) inform the Commission of any change in his/her contact details within 14 days
after the change takes place; and

(e) comply with any other requirements as the Commission considers appropriate.
An individual approved by the Commission as an approved person for a scheme shall

generally be approved also for the issue of any advertisement, invitation or document
made in respect of that scheme.

Appendix A - 2
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Chapter 2: Preduets-Advisery-CommitteeAdministrative arrangements

Product advisory committee

2.1 According to section 8 of the SFO, the Commission is empowered to set up committees,
whether for advisory or other purposes. The Commission will establish a Products
Advisory Committee for the purpose of consultation and advice on matters which may
relate to collective investment schemes within the scope of this UT Code of the
Handbook. The remit of the Products Advisory Committee and its membership will be
set out in its Terms of Reference.

2.2 [deleted]
2.3 [deleted]
24 [deleted]

2.5 [deleted]

Data privacy

2.6  The information requested under this UT Code may result in the applicant providing the
Commission with personal data as defined in the Personal Data (Privacy) Ordinance. The
data supplied will only be used by the Commission to perform its functions, in the course
of which it may match, compare, transfer or exchange personal data with data held or
obtained by the Commission, government bodies, other regulatory authorities,
corporations, organizations or individuals in Hong Kong or overseas for the purpose of
verifying those data. Subject to the limits in section 378 of the SFO, the Commission may
disclose personal data to other regulatory bodies. You may be entitled under the
Personal Data (Privacy) Ordinance to request access to or to request the correction of
any data supplied to the Commission, in the manner and subject to the limitations
prescribed. All enquiries should be directed to the Data Privacy Officer at the SFC.

Appendix A - 3
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Chapter 3: Interpretation

Unless otherwise defined, words and expressions used in this UT Code are as defined in
the SFO.

3.1A “Advertising Guidelines” means the Advertising Guidelines Applicable to Collective
Investment Schemes Authorized under the Product Codes.

3.1B

3.2 “Collective investment scheme” or “scheme” means collective investment schemes
commonly regarded as mutual funds (whether they appear in the legal forms of
contractual model, companies with variable capital or otherwise) and unit trusts as are
contemplated in this UT Code.

3.3 “Commission” or “SFC” means the Securities and Futures Commission referred to in
section 3(1) of the SFO.

3.4 [deleted]
3.5 “Connected person” in relation to a company means:-
€) any person or company beneficially owning, directly or indirectly, 20% or more of
the ordinary share capital of that company or able to exercise directly or

indirectly, 20% or more of the total votes in that company; or

(b) any person or company controlled by a person who or which meets one or both
of the descriptions given in (a); or

(© any member of the group of which that company forms part; or

(d) any director or officer of that company or of any of its connected persons as
defined in (a), (b) or (c).

3.6 “Constitutive documents” means the principal documents governing the formation of the
scheme, and includes the trust deed in the case of a unit trust and the Atticles-articles of
Asseciation-association of a mutual fund corporation and all material agreements.

37 MDitrbution .
UII'—GeeIe—|deIeted|

3.7A “Financial derivative instruments” refers to financial instruments which derive their value
from the value and characteristics of one or more underlying assets.

3.8 “Holder” in relation to a unit or share in a scheme means the person who is entered in
the register as the holder of that unit or share-erthe-bearerof a-bearercertificate

representing-thatunit-or-share.

3.8A “Hong Kong Representative” or “Representative” means the Hong Kong representative
appointed pursuant to 9.1 of this UT Code.

Appendix A - 4



SFC

BER

3.9 “Hong Kong Offering Document” means an offering document for distribution in Hong
Kong containing the information required by Appendix C of this UT Code, and any other
information necessary for investors to make an informed judgement about the scheme.

3.9A ‘“Investment delegate” means an entity that has been delegated the investment
management function of a scheme.

3.9B  “Management company” means the entity appointed pursuant to 5.1 of this UT Code.

3.10 “Offering document” means that document, or documents issued together, containing
information on a scheme to invite offers by the public to buy units/shares in the scheme.

3.10A “Reverse repurchase transactions” means transactions whereby a scheme purchases
securities from a counterparty of sale and repurchase transactions and agrees to sell
such securities back at an agreed price in the future.

3.10B “Sale and repurchase transactions” means transactions whereby a scheme sells its
securities to a counterparty of reverse repurchase transactions and agrees to buy such
securities back at an agreed price with a financing cost in the future.

3.10C “Securities financing transactions” has the meaning ascribed to it in 7.32 of this UT
Code.

3.10D “Securities lending transactions” means transactions whereby a scheme lends its
securities to a security-borrowing counterparty for an agreed fee.

3.11 “SFO” means the Securities and Futures Ordinance (Chapter 571 of the Laws of Hong
Kong).

3.11A “Product Code” means any of the following codes administered by the Commission:

(a) Code on Unit Trusts and Mutual Funds

(b) Code on Investment-Linked Assurance Schemes
(© Code on Pooled Retirement Funds

(d) SFC Code on MPF Products

3.11B “Product KFS” means the Product Key Facts Statement which is the statement required
pursuant to 6.2A.

3.12 “Recognized jurisdiction scheme” means a scheme authorized pursuant to overseas
laws as listed in the list of recognized jurisdiction schemes which is published on the
Commission’s website as amended from time to time.

3.12A “Registered person” means a “registered institution” and, except where the context
otherwise requires, includes a “relevant individual” as defined in section 20(10) of the
Banking Ordinance (Chapter 155 of Laws of Hong Kong).

3.13 “Substantial financial institution” means an authorized institution as defined in section
2(1) of the Banking Ordinance (Chapter 155 of Laws of Hong Kong) or a financial
institution which is on an ongoing basis subject to prudential regulation and supervision,
with a minimum paid-up-capitalinet asset value of HK$156,000;0002 billion or its
equivalent in foreign currency.
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“Trustee/custodian”, “trustee” or “custodian” means the entity appointed pursuant to 4.1
of this UT Code and, for the avoidance of doubt, refers to the trustee of a scheme in the
case of a unit trust and the custodian of a scheme in the case of a mutual fund

corporation.
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Part Il: Authorization requirements
Chapter 4. Trustee/Custodian

Appointment of Frustee/Custodiantrustee/custodian

4.1 Every collective investment scheme for which authorization is requested must appoint a
trusteef (in the case of a unit trust) or a custodian_(in the case of a mutual fund
corporation) that is acceptable to the Commission_and shall comply with this Chapter on
an ongoing basis.

Notes (1): Schemes established under trust must have a trustee and mutual fund
corporations must have a custodian. In this context, Fhis-this chapter lists
the general obligations eftheapplicable equally to both trustee/ and
custodian, whichever is appointed. The constitutive documents [see
Appendix D] of the scheme must conform in substance to the intended
operative effect of the provisions in this Chapter 4. Trustees are expected
to fulfill the duties imposed on them by the general law of trusts. In the
case of a mutual fund corporation, the responsibilities of a custodian
sheuld-under Chapter 4 may be reflected in a-censtitutive-decumentsuch
as-a-Custodian-Agreement{see-Appendix-Dithe custodian agreement
and/or the management agreement instead of the articles of association,
where appropriate.

Netes—(2):  An acceptable trustee/custodian should either:

& en-an-ongeing-basis;-be subject to regutatery-prudential requlation

and supervision_on an ongoing basis. Trustee/custodian shall
appoint an independent auditor to periodically review its internal
controls and systems on terms of reference agreed-with-the
Commission-in compliance with this UT Code [see Appendix G]
and should file such report with the Commission, unless such
trustee/custodian is prudentially reqgulated and supervised by an
overseas superwsory authorlty acceptable to the Commlssmn or

4.2 A trustee/custodian must be:-

€) a bank licensed under section 16 of the Banking Ordinance (Chapter 155 of
Laws of Hong Kong); or

(b) a trust company registered under Part VIII of the Trustee Ordinance (Chapter 29
of Laws of Hong Kong) which is a subsidiary of such a bank_or a banking
institution falling under 4.2(d); or

Note: In determining the acceptability of a subsidiary of a banking institution
falling under 4.2(d), the Commission will take into account factors
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4.3

4.4

4.5

(c)

(d)

including the level of oversight and supervision from such banking
institution.

a trust company which is a trustee of any registered scheme as defined in

M@W%%M%M@W@M

Au%hen%v—pu%suant—te%eeﬂen—zg—of the Mandatorv Prowdent Fund Schemes
Ordinance (Chapter 485 of Laws of Hong Konqg)-{as-may-be-amended-from-time
to-time); or

a banking institution ertrust-eempany-incorporated outside Hong Kong which is
subject to prudential regulation and supervision on an ongoing basis, or an entity
which is authorized to act as trustee/custodian of a scheme and prudentially
reqgulated and supervised by an overseas supervisory authorityand acceptable to
the Commission.

A trustee/custodian must be independently audited and have minimum issued-and-paid-
up share capital and non-distributable capital reserves of HK$10 million or its equivalent
in foreign currency.

Notwithstanding 4.3-abeve, the trustee/custodian’s paid-up share capital and non-
distributable capital reserves may be less than HK$10 million if the trustee/custodian is a
wholly-owned subsidiary of a substantial financial institution (the holding company); and

(@)

(b)

the holding company issues a standing commitment to subscribe sufficient
additional capital up to the required amount, if so required by the Commission; or

the holding company undertakes that it would not let its wholly-owned subsidiary
default and would not, without prior approval of the Commission, voluntarily
dispose of, or permit the disposal or issue of any share capital of the
trustee/custodian such that it ceases to be a wholly-owned subsidiary of the
holding company.

General obligations of trustee/custodian

The trustee/custodian must:~

(@)

@ take into its custody or under its control all the property of the scheme
and hold it in trust for the holders (in the case of a unit trust) or the
scheme (in the case of a mutual fund corporation) in accordance with the
provisions of the constitutive documents;

Note: With respect to property of the scheme which by nature cannot
be held in custody, the trustee/custodian shall maintain a proper
record of such property in its books under the name of the
scheme.

(i) register cash and registrable assets in the name of or to the order of the

trustee/custodian; where-borrowing-is-undertakenforthe-accountof-the
schemesuch-assets-may-beregistered-inthe lender'sname-or-in-thatof
. inted by the lender: and
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(iii) be liable for the acts and omissions of its-nominees, anrd-agents and
delegates in relation to assets forming part of the property of the scheme;

Note: Any-nomineesNominees, agents and delegates whichthat are
appointed for the custody and/or safekeeping of the property of
the scheme shall be subject to prudential regulation and
supervision,: unless otherwise accepted by the Commission.
The Commission must be satisfied with the overall
custodial/safekeeping arrangement put in place to provide
proper and adequate safequards for the property of the scheme,
having taken into account, among others, applicable local legal
and requlatory requirementssuch-nominees.agentsand

delegateswhich-are-notsubiecttoprudentialregulationand

(iv) segregate the property of the scheme from the property of:

(1) the management company, investment delegates and their
respective connected persons;

(2) the trustee/custodian and any hominees, agents or delegates
throughout the custody chain; and

(3)__ other clients of the trustee/custodian and nominees, agents or
delegates throughout the custody chain, unless held in an omnibus
account with adequate safeguards in line with international
standards and best practices to ensure that the property of the
scheme is properly recorded with frequent and appropriate
reconciliations being performed; and

(V) put in place appropriate measures-forthe verificationof to verify
ownership of the property of the scheme;

(b) take reasonable care to ensure that the sale, issue, repurchase, redemption and
cancellation of units/shares effected by a scheme are carried out in accordance
with the provisions of the constitutive documents;

(© take reasonable care to ensure that the methods adopted by the management
company in calculating the value of units/shares are adequate to ensure that the
sale, issue, repurchase, redemption and cancellation prices are calculated in
accordance with the provisions of the constitutive documents;

(d) carry out the instructions of the management company in respect of investments
unless they are in conflict with the provisions of the offering or constitutive
documents or this UT Code;

(e) take reasonable care to ensure that the investment and borrowing limitations set

out in the constitutive documents and the conditions under which the scheme
was authorized are complied with;
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(f)

(9)

(h)

issue a report to the holders to be included in the annual report on whether in the
trustee/custodian's opinion, the management company has in all material
respects managed the scheme in accordance with the provisions of the
constitutive documents; if the management company has not done so, the
respects in which it has not done so and the steps which the trustee/custodian
has taken in respect thereof;-and

where applicable, take reasonable care to ensure that unit/share certificates are
not issued until subscription moneys have been paid-;

take reasonable care to ensure that the cash flows of the scheme are properly

momtored—and—m—%e&&%@h&pawna%m&d%%&lﬁeﬁ

(i)

exercise reasonable care, skill and diligence in the selection, appointment and

ongoing monitoring of nominees—agents-and delegates appointed by the
trusteefcustodianas-wellasany-nominees, agents and delegates which are
appointed for the custody and/or safekeeping of scheme’s property [see
4. 5(a)(|||)] and be satlsfled that anythe nominees, aqents and deleqates

ebhqa!&ens—and—duﬂes—ef—a—tmsteeleustedlan—retalned remain sunablv quallfled
and competent on an onqomq basis to prowde the relevant serwces-alcual,tmE

()

fulfil such other duties and requirements imposed on it as set out in this UT

(K)

Code; and exercise due skill, care and diligence in discharging its obligations and

duties appropriate to the nature, scale and complexity of the scheme; and

Note: In discharging its obligations, trustee/custodian shall make reference to
the minimum requirements on the terms of reference for the review of
internal controls and systems of trustee/custodian as set out in Appendix
G.

establish clear and comprehensive escalation mechanismmechanisms to deal

with potential breaches detected in the course of discharging its obligations and
report material breaches to the Commission en-materal breaches-in a timely
manner.

Note: Among-others—theThe trustee/custodian is expected to (i) update the
management company and report to the Commission (either directly or
via the management company) eg-any material issues or changes that
may impact its eligibility/capacity to act as trustee/custodian of a scheme
and (ii) inform the Commission promptly of any material breach of this UT
Code and applicable provisions of the Handbook with respect to the
scheme that has come to theirreasonableits knowledge, which has not
been otherwise reported to the Commission by the management

company.
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Retirement of trustee/custodian

The trustee/custodian may not retire except upon the appointment of a new
trustee/custodian and subject to the prior approval of the Commission [see 11.1]. The
retirement of the trustee/custodian should take effect at the same time as the new
trustee/custodian takes up office.

Independence of trustee/custodian and the management company

The trustee/custodian and the management company must be persons who are
independent of each other.

Notwithstanding 4.7-abeve, if the trustee/custodian and the management company are
both bodies corporate having the same ultimate holding company, whether incorporated
in Hong Kong or outside Hong Kong, the trustee/custodian and the management
company are deemed to be independent of each other if:-

(@)
0 | bath cubsidiaries.of 8-l al financialinstitution:{deleted]

(i) neither the trustee/custodian nor the management company is a
subsidiary of the other;

(iii) no person is a director of both the trustee/custodian and the management
company; and

(iv) both the trustee/custodian and the management company sign an
undertaking that they will act independently of each other in their dealings
with the scheme:-or.

Note: Among ethersother things, there should be systems and controls in place
to ensure that the-persons fulfilling the custodial function / the
safekeeping of the scheme’s assets are functionally independent from the
persons fulfilling the scheme’s management eradministration-functions,
for example, with an independent board, separate governance structure /
lines of reporting to the management of the trustee/custodian and
separate operational teams within the same corporate group.

(b)
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Chapter 5: Management company and auditor

5.1

5.2

5.3

54

Appointment of the management company

Every collective investment scheme for which authorization is requested must appoint a

management company acceptable to the Commission;-except-asprovided-forsel-
managed-schemes-below and shall comply with this Chapter on an ongoing basis.

Note: The investment-managementoperations-of-afund-management company or

those-of the-investment-adviser{where-thelatter the investment delegate (who
has been delegated the investment management function} of a scheme) should

either be licensed or registered in Hong Kong [see 5.6] or based in a jurisdiction
with an inspection regime acceptable to the Commission. A list of acceptable
inspection regimes is published on the Commission’s website. The Commission
will consider other jurisdictions on their merits and may accept an undertaking
from the management company that the books and records in relation to its
management of a scheme will be made available for inspection by the
Commission on request.

A management company must:-
(a) be engaged primarily in the business of fund management;

(b) have sufficient financial resources at its disposal to enable it to conduct its
business effectively and meet its liabilities; in particular, it must have a-minimum
issued-and-paid-up share capital and non-distributable capital reserves of HK$%
10 million or its equivalent in foreign currency;

(©) not lend to a material extent; and
(d) maintain at all times a positive net asset position.

Indebtedness owed by the management company to its parent company will be
considered as part of capital for the purpose of 5.2(b) in the following circumstances:-

(a) the indebtedness must not be settled without the prior written consent of the
Commission; and

(b) the indebtedness must be subordinated to all other liabilities of the management
company, both in terms of its entitlement to income and its rights in a liquidation.

Qualifications of Directorsdirectors

The directors of the management company must be of good repute and in the opinion of
the Commission possess the necessary experience for the performance of their duties.
In determining the acceptability of the management company, the Commission may
consider the qualifications and experience of persons employed by the management
company and any appointed investment adviserdelegate.
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Criteria for Aceeptability-acceptability of Management-Companymanagement company

5.5 The acceptability of the management company will be assessed on the following criteria:

(a) The key personnel of the management company er—and those of the investment

lFqu»eHen-Mnvestment deleqate are expected to possess at least flve years

investment experience in managing dnit-trusts-er-ether-public funds with
reputable institutions. The expertise gained should be in the same or similar type
of investments as those proposed for the funds seeking authorization.

Notes: (1) With respect to a management company and an investment delegate
belonging to a well-established fund management group(s), the
requirement for the key personnel to possess public funds experience
may be satisfied if the management company or the investment
delegate (as the case may be) on a group-wide basis is able to
demonstrate that it possesses the requisite experience and resources
as well as appropriate oversight, monitoring and supervision systems
to administer public funds (i.e. a fund management group of at least
five years of establishment in managing public funds and with good
requlatory records). The Commission will take into account various
factors in assessing the fund management group’s relevant overall
experience, resources and capabilities, including, without limitations,
the amount of assets under management attributable to public funds,
the group-wide internal controls and risk management systems in
place in connection with the management of public funds, and the
jurisdiction(s) where the related investment management function(s)
and operation(s) of the group is/are based in (with reference to the list
of acceptable inspection regimes published on the Commission’s
website [see Note to 5.1]). The Commission may require
substantiation on the experience in managing public funds and the
track record of the management company and its group companies,
where applicable.

(2) For the avoidance of doubt, the key personnel are expected to
possess at least five years investment experience notwithstanding
Note(1) to 5.5(a).

(b) Key personnel must-be-dedicated-full-time-staff-with-shall have a demonstrable
investment track record in the management of unit-trusts-ermutuat-fundspublic
funds in accordance with 5.5(a) and must dedicate sufficient time-teseurees and

attention in the manaqement of a scheme Ln—asses&ng—the—qaalmeatlens-ef—the

Notes: (1) In general, there must be at least two key personnel designated for
each of the management company and investment delegate (if any) in
managing the scheme seeking authorization. In any event, the
management company should maintain proper up-to-date records
regarding the key personnel of the scheme from time to time and such
records must be made available to the Commission upon request.
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(2) In the case of a multimanager scheme which is generally expected to
have at least three sub-managers delegated with investment function
in managing the scheme's assets under the active monitoring of the
management company, the Commission may accept that the key
personnel of such sub-managers have demonstrable investment
experience in areas not limited to that relating to public funds on a
case-by-case basis. The offering document of the scheme should
clearly disclose, among others, the due diligence processes adopted
by the management company in selecting and monitoring the sub-

managers on an eh-geikgongoing basis.

(©) Sufficient human and technical resources must be at the disposal of the
management company, which should not rely solely on a single individual's
expertise.

(d) The Commission must be satisfied with the overall integrity of the applicant
management company. Reasonable assurance must be secured of the
adequacy of internal controls and the existence of written procedures, which
should be regularly monitored by its senior management for updatedness and
compliance. Conflicts of interests must be properly addressed to safeguard
investors' interests.

(e) Where the investment management functions are delegated to third parties, there
should be en-geingongoing supervision and regular monitoring of the
competence of the delegates by the management company to ensure that the
management company's accountability to investors is not diminished. Although
the investment management role of the management company may be sub-
contracted to third parties, the responsibilities and obligations of the management
company may not be delegated.

Licensing Reguirementrequirement

The type of licence required depends on the functions performed by the management
company in Hong Kong. A management company should be properly licensed or
registered under Part V of the SFO to carry on its regulated activities.

Self-managed Schemesschemes

Notwithstanding 5.1, a scheme could be managed by its own board of directors who
perform the functions of a management company where the scheme’s investment
management function is delegated at all times to a qualified investment delegate in
compliance with this Chapter. In this case, references in this UT Code to the directors of
a management company are deemed to be references to the directors of a self-
managed scheme.

The directors of a self-managed scheme are prohibited from dealing with the scheme as
principals.

The regulations of a self-managed scheme must contain the following provisions:-
(a) that holders could convene a meeting and, by way of an ordinary resolution,

remove any of the directors considered no longer fit and proper to manage the
scheme's assets; and
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(b) that the directors' fees and remuneration should be fixed by the holders at a
general meeting.

General obligations of a management company
A management company must:~

@) manage the scheme in accordance with the scheme's constitutive documents
and in the best interests of the holders. It is also expected to fulfill the duties
imposed on it by the general law;

(b) maintain or cause to be maintained the books and records of the scheme and

prepare the scheme's accounts-andfinancial reports. Atleast-two-reperts-mustbe
published-inrespect-of eachfinancialyear-These reports must be sent-prepared

and made available to all registered holders and filed with the Commission within

the—t+me—ﬁrame—speemed—|n a manner in accordance with 11.6, 11.6A and 11.8;

(© ensure that the constitutive documents are made available for inspection by the
public in Hong Kong, free of charge at all times during normal office hours at its
place of business or that of its Hong Kong Representative and make copies of
such documents available upon the payment of a reasonable fee-;

(d) take allreasonable care steps-to ensure that the trustee/custodian is properly
qualified for the performance of its duties and functions and discharging its
obligations in respect of custody of a scheme’s property, having regard to the
requirements as set out in Chapter 4;

Note: For the avoidance of doubt, the management company should:

(1) comply with all applicable legal and requlatory requirements in
respect of custody of the scheme’s property:; and

(2) provide relevant information to the trustee/custodian to discharge its
obligations pursuant to 4.5.

(e) at all times demonstrate that those representatives and agents fncludingfor
exampleadministratorssub-custodians—brokers—valuationagents)}-appointed by
it or engaged for the scheme possess sufficient know-how, expertise and
experience in dealing with the underlying investments of the scheme;

(f put in place proper risk management and control systems to effectively monitor
and measure the risks of the positions of the scheme and their contribution to the
overall risk profile of the scheme’s portfolio; and

Note: Among others, the management company must:

(1) putin place suitable and adequate risk management and control
systems to monitor, measure, and manage all the-relevant risks
(including risks associated with financial derivative investment
activities) in relation to the scheme. The risk management and
control systems must (i) be commensurate with the nature and scale
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of the transactions and investment activities (including those related
to financial derivative instruments) that are undertaken for the
scheme, bearing in mind the retail nature and risk profile of the
scheme and (ii) be able to deal with normal and exceptional
circumstances including extreme market conditions. The management
company must maintain at all times effective risk management and
control systems;

(2) at all times be adequately and suitably resourced (including having
sufficient human resources) in order to properly implement its risk
management policy and procedures;

(3)_maintain and implement effective liquidity risk management policies
and procedures (including stress testing, where applicable) to monitor
the liguidity risk of the scheme, taking into account factors including
the investment strategy and objectives, investor base, liquidity profile,
underlying obligations and redemption policy of the scheme;

(4) maintain and implement effective internal policies and procedures in
assessing the credit risk of securities or instruments invested by the
scheme. External ratings shall only be one of the factors to take into
consideration in assessing the credit quality of an instrument.
Mechanistic reliance on external ratings should be avoided; and

(5) comply with all applicable legal and regulatory requirements
concerning the risk management of a scheme.

(q) ensure the scheme is designed fairly, and operated according to such product
design on an ongoing basis, including, among others, managing the scheme in a
cost-efficient manner taking into account the size of the scheme and the level of
fees and expenses etc.

Retirement of a management company

The management company must be subject to removal by notice in writing from the
trustee or the directors of a mutual fund corporation in any of the following events:-

(a) the management company goes into liquidation, becomes bankrupt or has a
receiver appointed over its assets; or

(b) for good and sufficient reason, the trustee or the directors of a mutual fund
corporation state in writing that a change in management company is desirable in
the interests of the holders; or

(© in the case of a unit trust, holders representing at least 50% in value of the units
Outstandlng o _3-3 hose held or deemed-to be held bv-the managemen
companyy, deliver to the trustee a written request to dismiss the management
company.

In addition, the management company must retire:-

€) in all other cases provided for in the constitutive documents; or
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(b) when the Commission withdraws its approval of the management company.

The Commission must be informed by the trustee or the directors of a mutual fund
corporation of any decision to remove the management company.

Upon the retirement or dismissal of the management company, the trustee or the
directors of a mutual fund corporation must appoint a new management company as
soon as possible, subject to the approval of the Commission.

Appointment of the auditor

The management company or the directors of a mutual fund corporation must, at the
outset and upon any vacancy, appoint an auditor for the scheme.

The auditor must be independent of the management company, the trustee/custodian,
and, in the case of a mutual fund corporation, the directors.

The management company must cause the scheme's annual report to be audited by the
auditor, and such report should contain the information in Appendix E.
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Chapter 6: Operational requirements

Scheme documentation

Matters to be disclosed in offering document

6.1 Authorized schemes must issue an up-to-date offering document, which should contain
the information necessary for investors to be able to make an informed judgement of the
investment proposed to them, and in particular should contain the information listed in
Appendix C.

Note: Provided that the Commission is satisfied that the overall disclosure of required
information is clear, a scheme may supplement an overseas offering document
with a Hong Kong Covering Document. The Commission however specifically
encourages the use of a short, clearly written Hong Kong Offering Document.

English and Chinese offering documents

6.2 Except as provided herein, the information required in Appendix C must be provided in
the English and Chinese languages. The Commission may waive the requirement that
the information be provided in both languages on a case by case basis where the
management company satisfies the Commission that the scheme will only be offered to
persons who are fully conversant in the language in which it is intended to publish the
information.

Product KFS

6.2A An authorized scheme must issue a Product KFS. Such statement shall be deemed to
form a part of the offering document and shall contain information that enables investors
to comprehend the key features and risks of the scheme.

Notes: (1) The Commission may, on an exceptional basis, allow the Product KFS
not to be deemed to form a part of the offering documents of certain
foreign schemes, on the basis of overriding legal requirements of the
home jurisdiction.

(2) lllustrative templates of the Product KFS are available on the
Commission’s website.

Accompaniment to offering document
6.3 The offering document must be accompanied by the scheme's most recent audited
annual report anrd-aceounts-together with its semi-annualinterim report if published after

the annual report.

Application form

6.4 No application form may be supplied-provided to any persen-heta-heldermember of the
public unless |t |s accompamed by the offerlng document—exeept—that—an—aelvemsemem
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Inclusion of performance data

If performance data or estimated yield is quoted, the Commission may require
supporting documentation. No forecast of the scheme's performance may be made. The
publication of a prospective yield does not constitute a forecast of performance.

Contents of constitutive documents

The constitutive documents of a scheme should contain the information listed in
Appendix D. Nothing in the constitutive documents may provide that the
trustee/custodian, management company or directors of the scheme can be exempted
from any liability to holders imposed under Hong Kong law or the law of the scheme's
place of domicile or breaches of trust through fraud or negligence, nor may they be
indemnified against such liability by holders or at holders' expense.

Changes to scheme documentation

The constitutive documents may be altered by the management company and
trustee/custodian, without consulting holders, provided that the trustee/custodian
certifies in writing that in its opinion the proposed alteration:-

@) is necessary to make possible compliance with fiscal or other statutory,
regulatory or official requirements; or

(b) does not materially prejudice holders' interests, does not to any material extent
release the trustee/custodian, management company or any other person from
any liability to holders and does not increase the costs and charges payable from
the scheme property; or

(© iS necessary to correct a manifest error.

In all other cases_involving any material changes, no alteration may be made except by
a special or extraordinary resolution of holders or the approval of the Commission.

Member register

The scheme, or in the case of a unit trust, the trustee or the person so appointed by the
trustee must maintain a register of holders. The Commission must be advised on
request of the address(es) where the register is kept.

Investment plans

Hnvestment-plans-are-offered-—[deleted]
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Pricing, issue &and redemption of units/shares

Initial offers

6.10 If an initial offer is made, no investment of subscription money can be made until the
conclusion of the first issue of units/shares at the initial price.

Valuation &and pricing

6.11 Offer and redemption prices should be calculated on the basis of the scheme's net asset
value divided by the number of units/shares outstanding. Such prices should fairly reflect
the value of a scheme’s assets and may be adjusted by fees and charges, provided the
amount or method of calculating such fees and charges is clearly disclosed in the
offering document.

6.11A The management company should establish appropriate policies and procedures for
independent valuation of each type of assets held by a scheme in consultation with the
trustee/custodian. Such policies and procedures should seek to detect, prevent and
correct pricing errors and be consistently applied. The management company should
review the valuation policies and procedures on a periodic basis to ensure their
continued appropriateness and effective implementation. The valuation policies, and
procedures and the-valuation-process should be reviewed (at least annually) by a
competent and functionally-independent party such as apa qualified independent third
party or a person performing an independent audit function-atleastannually.

Notes: (1) Where fair value adjustments are necessary in view that market value of
a scheme’s assets is unavailable, or reasonably considered to be not
reliable or reflective of an exit price upon current sale, the management
company shall conduct such adjustments with due skill, care and
diligence, and in good faith:. The process and conduct of fair value
adjustments should be done by the management company in consultation
with the trustee/custodian.

(2) The management company must comply with all applicable legal and
requlatory requirements in respect of the valuation of a scheme’s assets.

(3) For the purpose of satisfying the requirement on independent review of
valuation policies,-and procedures and the-valgation-process, the review
should include testing the valuation procedures by which scheme assets
are valued. The management company shall prepare-the annualreportof
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Appendix-Eexercise due skill, care and diligence in the selection of a
competent and functionally-independent party.

6.11B Assets of a scheme should be valued on a reqular basis and in any event, on the days
that the scheme’s units/shares are offered or redeemed in accordance with the
constitutive documents. Valuation frequency and the basis of valuation of a scheme’s
assets should be clearly disclosed in the offering document.

6.11C Where a third party is engaged in the valuation of a scheme, the management company
shall exercise reasonable care, skill and diligence in the selection, appointment and
ongoing monitoring of such third party in ensuring such entity possesses the appropriate
level of knowledge, experience and resources that commensurate with the appropriate
valuation policies and procedures for each scheme. The valuation activities of such third
party should be subject to ongoing supervision and periodic review by the management

company.

Valuation of unquoted securities

6.12 The value of investments not listed or quoted on a recognized market should be
determined on a regular basis by a professional person approved by the
trustee/custodian as qualified to value such investments. Such professional person may,
with the approval of the trustee/custodian, be the management company.

Dealing

6.13 There must be at least one regular dealing day per month_except for a closed-ended
fund authorized pursuant to 8.11 of this UT Code. Any offer price which the management
company or the distribution company quotes or publishes must be the maximum price
payable on purchase and any redemption price must be the net price receivable on
redemption.

Notes: (1) The management company should ensure that it sets a dealing frequency
for units/shares in the scheme which is appropriate for its investment
objectives and approach, taking into account its liquidity risk management
process that enables effective processing of redemptions and other
payment obligations. The management company should give due
consideration to the structure of the scheme and the appropriateness of
the dealing frequency having regard to, among others, the investor base,
investment objectives and strateqy and also the nature and expected
liguidity of the underlying assets of the scheme.

(2) Subscription or redemption of a scheme’s units/shares must be effected
on the basis of an unknown/forward price to ensure incoming, existing
and outgoing investors are treated fairly and equitably.

6.14 The maximum interval between the receipt of a properly documented request for
redemption of units/shares and the payment of the redemption money to the holder may
not exceed one calendar month unless the market(s) in which a substantial portion of
investments is made is subject to legal or regulatory requirements (such as foreign
currency controls) thus rendering the payment of the redemption money within the
aforesaid time period not practicable. In such case, the extended time frame for the
payment of redemption money shall reflect the additional time needed in light of the
specific circumstances in the relevant market(s).
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Meetings

6.15 A scheme should arrange to conduct general meetings of holders as follows:-

(@)
(b)

(€)

(d)

(e)

(f)

Holders must be able to appoint proxies;

Votes should be proportionate to the number of units/shares held or to the value
of units/shares held where there are accumulation units/shares;

The quorum for meetings at which a special or extraordinary resolution is to be
considered should be the holders of 25% of the units or shares in issue and 10%
if only an ordinary resolution is to be considered;

If within half an hour from the time appointed for the meeting a quorum is not
present, the meeting should be adjourned for not less than 15 days. The quorum
at an adjourned meeting will be those holders present at the adjourned meeting
in person or by proxy;

If the possibility exists of a conflict of interest between different classes of holders
there should be provision for class meetings;

An Extraordinary-Ggeneral Mmeeting should be called for the following purposes:

0] to modify, alter or add to the constitutive documents, except as provided
in 6.7;_or
(ii) to terminate the scheme (unless the means of termination of the scheme

are set out in the constitutive documents, in which case termination must
be effected as required) [see D17 of Appendix DJ;

trusteelcustodian-or-directors-of-the-schemeor[deleted]

(iv) to-impose-othertypes-of-fees:[deleted]

(iii) o-increase-the-maximum-fees-paid-to-the-m

The directors of the scheme, the trustee/custodian, the management company,
investment adviserdelegate and any of their connected persons must be

prohibited from voting their beneficially owned shares at, or counted in the
guorum for, a meeting at which they have a material interest in the business to
be contracted,

Note: For the purposes of 6.15(h), the management company and its connected

persons are entitled to vote their beneficially owned units/shares on any
resolution(s) to appoint or dismiss the management company and be
counted for the purpose of passing such resolution(s) at the meeting.
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() An ordinary resolution may be passed by a simple majority of the votes of those
present and entitled to vote in person or by proxy at a duly convened meeting;
and
()] A special or extraordinary resolution may only be passed by 75% or more of the

votes of those present and entitled to vote in person or by proxy at a duly
convened meeting.

Note: For the avoidance of doubt, any general meeting at which a special resolution is
to be proposed shall be convened on at least 21 days’ prior notice and that any
general meeting at which an ordinary resolution is to be proposed shall be
convened on at least 14 days’ prior notice.

Fees

6.16 The level/basis of calculation of all costs and charges payable from the scheme's
property must be clearly stated, with percentages expressed on a per annum basis [see
C14 of Appendix C]. The aggregate level of fees for investment management eradvisery
functions should also be disclosed.

Note: Transaction fees payable to the management company or any of its connected

persons may be disallowed as inconsistent with the management company's
fiduciary responsibility.

6.17 If a performance fee is levied, clear disclosure of the calculation methodology must be
set out in the offering document. Performance fee should be calculated in a manner that
is objective, verifiable and unambiguous to enable investors to obtain a fair and
proportionate share of the investment return of scheme. thePerformance fee can only be
payable:-

(a) no more frequently than annually; and

(b) if the net asset value per unit/share exceeds the net asset value per unit/share
on which the performance fee was last calculated and paid (i.e. on a "high-on-
high" basis). The basis of calculation of net asset value per unit/share used for
performance fee calculation should be consistently applied.

Notes: (1) Notwithstanding 6.17(b), the performance fee may also be calculated
with reference to the performance of a benchmark or an asset class
and the performance fee is only payable upon outperformance of the
net asset value per unit/share (net of all other fees and expenses
charged) vis-a-vis that of the benchmark or asset class.

(2) Various methodologies may be used for the charging and accrual of
performance fees based on the basic principle in 6.17. The
Commission may require illustrative examples to be given in the
offering document to demonstrate the charging method where it
considers appropriate.
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(3) Where a scheme intends to achieve equalisation for the calculation of
performance fees, its offering document must disclose the mechanism
adopted to achieve equalisation.

(4) Where a scheme does not intend to achieve equalisation of
performance fees, its offering document must clearly disclose this fact
and how the absence of equalisation may affect the amount of
performance fees to be borne by investors.

6.18 The following fees, costs and charges must not be paid from the scheme's property:-

(a) commissions payable to sales agents arising out of any dealing in units/shares of
the scheme;

(b) expenses arising out of any advertising or promotional activities in connection
with the scheme;

(© expenses which are not ordinarily paid from the property of schemes authorized
in Hong Kong; and

(d) expenses which have not been disclosed in the constitutive documents as
required by D10 of Appendix D.
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Chapter 7: Investment: core requirements

This Chapter sets out the core requirements of the investment limitations and
prohibitions of a eollective-investmentscheme. —otherthanaA specialized scheme
under Chapter 8_shall also comply with the core requirements in this Chapter subject to
any modifications, exemptions or additions as set out in Chapter 8.

Investments held by a scheme shall be liquid which do not impair the scheme’s ability to
satisfy its redemption and other payment obligations. As a general principle, investments
of a scheme shall be readily converted into cash at limited cost in an adequately short
timeframe taking into account these obligations.

Spread of Investmentsinvestments

7.1 The aggregate value of a scheme's helding-of- seeurities-issued-byinvestments in, or
exposure to, any single issuerentity through the following may not exceed 10% of its
total net asset value:-

(a) investments in securities issued by that entity;

(b) exposure to that entity through underlying assets of financial derivative
instruments [see 7.27]; and

(c) net counterparty exposure to that entity arising from transactions of over-the-
counter financial derivative instruments [see 7.28(c)].

Notes: (1) An—ssue#ehm;estmen%&based—m*&n—uﬂdeﬂymg—seeumy—ésueh—as—an

exercised:[deleted]

@) . . . . .
i "l"a“e' ell this seletlell -ean Iae_ eensmlelled o al eas_el By case basis Ie'l &
execeeding-10%:[deleted]

(3) For the avoidance of doubt, restrictions and limitations on counterparty as
setoutin 7.1, 7.1A and 7.28(c) will not apply to financial derivative
instruments that are:

(a) transacted on an exchange where the clearing house performs a
central counterparty role; and

(b) marked-to-market daily in the valuation of their financial derivative
instrument positions and subject to margining requirements at least
on a daily basis.

(4) 7.1 will also apply in the case of 7.36(e), 7.36(j) and Note to 7.39(a).

7.1A Subjectto 7.1 and 7.28(c), the aggregate value of a scheme’s investments in, or
exposure to, entities within the same group through the following may not exceed 20% of
its total net asset value:
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(a) investments in securities issued by those entities;

(b) exposure to those entities through underlying assets of financial derivative
instruments [see 7.27]; and

(c) net counterparty exposure to those entities arising from transactions of over-the-
counter financial derivative instruments [see 7.28(c)].

Notes: (1) For the purposes of 7.1A and 7.1B, entities which are included in the
same group for the purposes of consolidated financial statements
prepared in accordance with internationally recognized accounting
standards are generally regarded as “entities within the same group”.

(2) 7.1A will also apply in the case of 7.36(e), 7.36(j]) and Note to 7.39(a).

The value of a scheme’s cash deposits made with the same entity or entities within the

7.2

7.3

same group [see Note(1) to 7.1A] may not exceed 20% of its total net asset value.

Notes: (1) For the purposes of 7.1B, cash deposits generally refer to those that are
repayable on demand or have the right to be withdrawn by the scheme
and not referable to provision of property or services.

(2) The cash deposits made with the same entity or entities within the same
group may exceed the prescribed 20% limit in the following
circumstances:

(a) cash held before the launch of a scheme and for a reasonable period
thereafter prior to the initial subscription proceeds being fully invested;
or

(b) cash proceeds from liguidation of investments prior to the merger or
termination of a scheme, whereby the placing of cash deposits with
various financial institutions would not be in the best interests of
investors:; or

(c) cash proceeds received from subscriptions pending investments and
cash held for the settlement of redemption and other payment
obligations, whereby the placing of cash deposits with various
financial institutions be unduly burdensome and the cash deposits
arrangement would not compromise investors’ interests.

A scheme may not hold more than 10% of any ordinary shares issued by any single
issuerentity.

The value of a scheme's heldmg—eﬁnvestments in securities and other flnanC|aI products

ether—pavme*%eblmaﬂens—émelamnq—seeuﬂne&that are nelther Ilsted quoted nor dealt in

on a market} may not exceed 15% of its total net asset value.

Note: Market means any stock exchange, over-the-counter market or other organized
securities market that is open to the international public and on which such
securities are regularly traded.
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7.3A Notwithstanding 7.1, 7.1A, 7.2, and 7.3, where direct investment by a scheme in a
market is not in the best interests of investors, a scheme may invest through a wholly-
owned subsidiary company established solely for the purpose of making direct
investments in such market. In this case:-

€) the underlying investments of the subsidiary, together with the direct investments
made by the scheme, must in aggregate comply with the requirements of this
Chapter;

(b) any increase in the overall fees and charges directly or indirectly borne by the
holders or the scheme as a result must be clearly disclosed in the offering
document; and

(©) the scheme must produce the reports required by 5.10(b) in a consolidated form
to include the assets (including investment portfolio) and liabilities of the
subsidiary company as part of those of the scheme.

Government and other public securities

7.4 Notwithstanding 7.1, 7.1A and 7.2, up to 30% of a scheme's total net asset value may be
invested in Government and other public securities of the same issue.

7.5 Subject to 7.4, a scheme may invest all of its assets in Government and other public
securities in at least six different issues.

Notes: (1) “Government and other public securities” means any investment issued
by, or the payment of principal and interest on, which is guaranteed by

the—a government—e#&ny—membe#st&te—eﬁhe—@&&%aﬂen#e#&ene%e

any fixed-interest investment issued by its public or local authorities or
other multilateral agencies.

(2) Government and other public securities will be regarded as being of a
different issue if, even though they are issued by the same person, they
are issued on different terms whether as to repayment dates, interest
rates, the identity of the guarantor, or otherwise.

7.7

7.8

tetaJ—net—asset—v&lue—m—teHﬂs—ef—exemlse—pHee—|deleted|
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Futures-and-commeditiesCommodities

7.9

7.10

otherW|se approved by the Comm|SS|on on a case- by—case baS|s taklnq into account the
liquidity of the physical commodities concerned and availability of sufficient and
appropriate additional safequards where necessary.

Notes: (1) u i fes ~SHver;
bullien:[deleted]

(2)

Investment in other schemes

The following provisions govern the spread of investments in other collective investment
schemes. 7.1, 7.1A, 7.2 and 7.3; are not applicable to such investments, unless
otherwise stated.

Note: For the avoidance of doubt, exchange traded funds that are:

(i) authorized by the Commission under 8.6 or 8.10 of this UT Code; or

(i) listed and reqularly traded on internationally recognized stock exchanges
open to the public (nominal listing not accepted) and:

- the principal objective of which is to track, replicate or correspond to a
financial index or benchmark, which complies with the applicable
requirements under 8.6 of this UT Code; or

- _the investment objective, policy, underlying investments and product
features of which are substantially in line with or comparable with those
set out under 8.10 of this UT Code,

may either be considered and treated as (a) listed securities for the purposes of
and subject to the requirements in 7.1, 7.1A and 7.2; or (b) collective investment
schemes for the purposes of and subiject to the requirements in 7.11, 7.11A and
7.11B. However, the investments in exchange traded funds shall be subject to
7.3 and the relevant investment limits in exchange traded funds by a scheme
should be consistently applied and clearly disclosed in the offering document of a
scheme.

7.11 The value of a scheme's helding-efinvestment in units or shares in other collective
investment schemes (namely, “underlying schemes”) which are nen-recognized
jurisdiction-sehemes-and-non-eligible schemes [see Note to 7.11A] and not authorized
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by the Commission erneteligible- sechemes{see Nete-to-711A} may not in aggregate

exceed 10% of its total net asset value.

7.11A A scheme may invest in one or more underlying schemes which are either recegnized
jurisdiction-schemes-or-sehemes-authorized by the Commission_or eligible schemes.
The value of a scheme’s helding-ofinvestment in units or shares in each such underlying
scheme may not exceed 30% of its total net asset value, unless the underlying scheme
is authorized by the Commission, and the name and key investment information of the
underlying scheme are disclosed in the offering document of the scheme.

Note: The Commission has set out the eligible schemes for investment pursuant to

7.11A |n the Ilst of;eeegmsed— ecognlzed |ur|sd|ct|ons4hese—eategenes-ef

H&A.

7.11B In addition, each underlying scheme's objective may not be to invest primarily in any
investment prohibited by this Chapter, and where such scheme's objective is to invest
primarily in investments restricted by this Chapter, such heldings-investments may not
be in contravention of the relevant limitation.

Notes: (1) Whe#ea—seheme—@eemsnmly—%esdps;m:jndeﬂwngsehemes—n—eha#
comply-with-the provisions-in-8-1[deleted]

(2) The Commission generally does not require the management company to
adopt a “see-through” approach in their investments in underlying
schemes, except in the case where the underlying schemes are managed
by the same management company as that of the scheme that invests in
them, or by other companies within the same group that the management
company belongs to, then 7.1, 7.1A, 7.2 and 7.3 are also applicable to
investments of the underlying schemes.

(3) For the avoidance of doubt, a scheme may invest in scheme(s)
authorized by the Commission under Chapter 8 (except for hedge funds
under 8.7 of thls uT Code) ehmble scheme(s) [see 7.11A] of which the

derlvatlve exposure [see Note to 7. 26] Felaﬂnq—te—frnaneral-depwam;e
nstruments-does not exceed 100% of its total net asset value, and
exchange traded funds satisfying the requirements in the Note under
“Investment in other schemes” of this Chapter in compliance with 7.11
and 7.11A.

(4) An underlying scheme’s objective may not be to invest primarily more
than 10% of itstotal net assetvalye-in other collective investment
scheme(s)whetherindividually or on-an-aggregate basis.

Limitation on charges

7.11C Where a scheme invests in any underlying scheme(s) managed by the same
management company or its connected persons, all initial charges and redemption
charges on the underlying scheme(s) must be waived.

7.11D The management company of a scheme or any person acting on behalf of the scheme
or the management company may not obtain a rebate on any fees or charges levied by
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an underlying scheme or its management company, or any quantifiable monetary
benefits in connection with investments in any underlying scheme.

Feeder fund

Notwithstanding—711aA scheme may invest alke£90% or more of its total net assets
value in a single collective investment scheme_and will -ard-be authorized as a feeder
fund. In this case:-

(@) the underlying scheme_(“master fund”) must be authorized by the Commission;

(b) the offering document must state that:
() the scheme is a feeder fund into the underlying-sehememaster fund;

(i) for the purpose of complying with the investment restrictions, the secheme
feeder fund and its underlying-master fund will be deemed a single entity;

(iii) the seheme’s-feeder fund’s annual report must include the investment
portfolio of the underlying-master fund as at the financial year end date;
and

(iv) the aggregate amount of all the fees and charges of the seheme-feeder
fund and its underlying-master fund must be clearly disclosed;

(c)

(d) no increase in the overall total of initial charges, redemption charges,
management company's annual fee, or any other costs and charges payable to
the management company or any of its connected persons borne by the holders
or by the scheme-feeder fund may result, if the sehemes-master fund in which a
schemethe feeder fund invests areis managed by the same management
company or by a connected person of that company-; and

Note: The SFC may consider on a case-by-case basis allowing additional fees
to be payable to the management company or its connected persons in
respect of additional or different services and expertise provided by the
management company or its connected persons for the benefit of the
scheme.

(e) notwithstanding Note(4) to 7.11B, the master fund may invest in other collective
investment scheme(s) subject to the investment restrictions as set outin 7.11,
7.11A and 7.11B.

[deleted]
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Prohibition on real estate investments

7.14 A scheme may not invest in any type of real estate (including buildings) or interests in
real estate (including options or rights, but excluding shares in real estate companies
and interests in real estate investment trusts (REITS)).

Note: In the case of investments in such shares and REITs, they shall comply with the
investment limits as set outin 7.1, 7.1A, 7.2, 7.3 and 7.11, where applicable. For
the avoidance of doubt, where investments are made in listed REITs, 7.1, 7.1A
and 7.2 apply and where investments are made in unlisted REITs, which are
either companies or collective investment schemes, then 7.3 and 7.11 apply

respectively.

Short selling limitations

7.15 No short sale may be made which will result in the scheme's liability to deliver securities
exceeding 10% of its total net asset value.

Note: For the avoidance of doubt, a scheme is prohibited to carry out any naked or
uncovered short sale of securities and short selling should be carried out in
accordance with all applicable laws and regulations.

7.16 The security which is to be sold short must be actively traded on a market where short
selling activity is permitted [see Note to 7.3].

Limitations on making loans

7.17 Subject to 7.3, Aa scheme may not lend, assume, guarantee, endorse or otherwise
become directly or contingently liable for or in connection with any obligation or

indebtedness of any person-witheut-theprior-written-consent-of the-trustee/custodian.

Note: For the avoidance of doubt, reverse repurchase transactions in compliance with
the requirements as set out in 7.32 to 7.35 are not subject to the limitations in
7.17.

Unlimited liability

7.18 A scheme may not acquire any asset or engage in any transaction which involves the
assumption of any liability which is unlimited.

Limited liability

7.18A The liability of holders must be limited to their investments in the scheme.

Limitations on securities in which directors/officers have interests

7.19 A scheme may not invest in any security of any class in any company or body if any
director or officer of the management company individually owns more than 0.5% of the
total nominal amount of all the issued securities of that class, or, collectively the directors
and officers of the management company own more than 5% of those securities.
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Limitations on nil-paid/partly paid securities

The portfolio of a scheme may not include any security where a call is to be made for
any sum unpaid on that security unless that call could be met in full out of cash or near

cash by the scheme's portfolio;-the-ameunt-of- which-has-not-already-been-taken-into
acecountforthe purpeses-of 7.8 whereby such amount of cash or near cash has not been

segregated to cover a future or contingent commitment arising from transaction in
financial derivative instruments for the purposes of 7.29 and 7.30.

Limitations on borrowing

The maximum borrowing of a scheme may not exceed 2510% of its total net asset value

{exceptiora-capitalmarkets-scheme-which-may-notexceed-10%). For the purposes of
this-section-of-this UT-Cede7.21, back-to-back loans do not count as borrowing.

Note: For the avoidance of doubt, securities lending transactions and sale and
repurchase transactions in compliance with the requirements as set out in 7.32 to

7.35 are not subject to the limitations in 7.21.

10%-[restated in 7.40

seheme—Fepresen{s-[amended and restated in7. 42]

Financial derivative instruments

A scheme may acquire financial derivative instruments for hedging purposes.

Notes: (1) For the purposes of 7.25, financial derivative instruments are generally
considered as being acquired for hedging purposes if they meet all the
following criteria:

(a) they are not aimed at generating any investment return;

(b) they are solely intended for the purpose of limiting, offsetting or
eliminating the probability of loss or risks arising from the
investments being hedged:;
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(c) although they may not necessarily reference to the same
underlying assets, they should relate to the same asset class with
high correlation in terms of risks and return, and involve taking
opposite positions, in respect of the investments being hedged;
and

(d) they exhibit price movements with high negative correlation with
the investments being hedged under normal market conditions.

(2) Hedging arrangement should be adjusted or re-positioned, where
necessary and with due consideration on the fees, expenses and costs,
to enable the scheme to meet its hedging objective in stressed or extreme
market conditions.

7.26 A scheme may also acquire financial derivative instruments for non-hedging purposes

1.27

(“investment purposes”) subject to the limit that the scheme’s glebalnet exposure relating
to these financial derivative instruments (“net derivative exposure”) does not exceed
50% of its total net asset value.

Notes: (1) For the purpose of calculating glebalnet derivative exposure, the
commitment approach-shall be used_whereby the positions of financial
derivative instruments acquired by a scheme for investment purposes are
converted into the equivalent position in the underlying assets of the
financial derivative instruments, taking into account the prevailing market
value of the underlying assets, the counterparty risk, future market
movements and the time available to liquidate the -pesitionpositions.

(2) The net derivative exposure should be calculated in accordance with the
requirements and guidance issued by the Commission which may be
updated from time to time.

(3) For the avoidance of doubt, financial derivative instruments acquired for
hedging purposes under 7.25 will not be counted towards the 50% limit
referred to in 7.26 so long as there is no residual glebalderivative
exposure ealeulated underthe commitmentappreach-arising from such
hedging arrangement.

Subject to 7.26 and 7.28, a scheme may invest in financial derivative instruments

7.28

provided that the exposure to the underlying assets of the financial derivative
instruments, together with the other investments of the scheme, may not in aggregate
exceed the corresponding investment restrictions or limitations applicable to such
underlying assets and investments as setoutin 7.1, 7.1A, 7.1B, 7.4, 7.5, 7.11, 7.11A,
7.11B and 7.14.

The financial derivative instruments invested by a scheme should may-be either

listed/quoted on a stock exchange or dealt in over-the-counter market and comply with
the following provisions—ptovided-that:

(a) the underlying assets consist solely of shares in companies, debt securities,
money market instruments, units/shares of collective investment schemes,
deposits with substantial financial institutions, geveramentGovernment and other
public securities, highly-liquid physical commodities, financial indices, interest
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rates, foreign exchange rates, currencies, or other asset classes acceptable to
the Commission, in which the scheme may invest according to its investment
objectives and policies;

Notes: (1) “Highly-liquid physical commodities” includes gold, silver, platinum
and crude oil.

(2) Where a scheme invests in index-based financial derivative
instruments, the underlying assets of such financial derivative
instruments are not required to be aggregated for the purposes of the
investment restrictions or limitations set outin 7.1, 7.1A, and-7.1B
and 7.4 provided that the index is in compliance with 8.6(e) of this UT
Code.

(b) the counterparties to transactions of over-the-counter financial derivative
instruments or their guarantors are substantial financial institutions;

Note: The Commission may consider to accept other entity falling outside the
definition of “substantial financial institution” on a case-by-case basis
taking into account factors such as the requlatory status of the entity or
the group to which it belongs and the net asset value of the entity.

(c) subject to 7.1 and 7.1A, the scheme’s net counterparty exposure to a single
counterparty-entity arising from transactions of over-the-counter financial
derivative instruments may not exceed 10% of the net asset value of the scheme
[see 7.36]; and

Note: Exposure to a counterparty of over-the-counter flnanC|aI derlvatlve
instruments
that—mav—be—meu#ed—bv—the—seheme—mav be Iowered bv the coIIateraI
received (if applicable) and should be calculated with reference to the
value of collateral and positive mark to market value of the over-the-
counter financial derivative instruments with that counterparty, if
applicable. Such-exposure may-belowered by-the collateralreceived by
tll|e_sel_|e|n_e in-respectof trat |s|a|et|ens enltlne el"e' the eeluntell financial

eounterparty.

(d) the valuation of the financial derivative instruments is marked-to-market daily,
subject to reqular, reliable and verifiable valuation conducted by the management
company or the trustee/custodian or their nominee(s), agent(s) or delegate(s)
independent of the issuer of the financial derivative instruments through
measures such as the establishment of a valuation committee or engagement of
third party services. The financial derivative instruments can be sold, liquidated
or closed by an offsetting transaction at any time at their fair value at the
scheme's initiative. Further, calculation agent/fund administrator should be
adequately equipped with the necessary resources to conduct independent
marked-to-market valuation and to verify the valuation of the financial derivative
instruments on a regular basis.
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Cover

7.29 A scheme should at all times be capable of meeting all its payment and delivery
obligations incurred under transactions in financial derivative instruments (whether for
hedging or for investment purposes). The management company should, as part of its
risk management process, monitor to ensure that the transactions in financial derivative
instruments are adequately covered on an ongoing basis.

Note: For the purposes of 7.29, assets that are used to cover the scheme’s payment
and delivery obligations incurred under transactions in financial derivative
instruments should be free from any liens and encumbrances, exclude any cash
or near cash for the purpose of meeting a call on any sum unpaid on a security
[see 7.20], and cannot be applied for any other purposes.

7.30 Subject to 7.29, a transaction in financial derivative instruments which gives rise to a
future commitment or contingent commitment of a scheme should be covered as follows:

(a) in the case of financial derivative instruments transactions which will, or may at
the scheme’s discretion, be cash settled, the scheme should at all times hold
sufficient assets that can be liguidated within a short timeframe to meet the
payment obligation; and

(b) in the case of financial derivative instruments transactions which will, or may at
the counterparty’s discretion, require physical delivery of the underlying assets,
the scheme should hold the underlying assets in sufficient quantity at all times to
meet the delivery obligation. If the management company considers the
underlying assets to be liquid and tradable, the scheme may hold other
alternative assets in sufficient quantity as cover, provided that such assets may
be readily converted into the underlying assets at any time to meet the delivery

obligation.

Note: In the case of holding alternative assets as cover, the scheme should
apply safequard measures such as to apply haircut where appropriate to
ensure that such alternative assets held are sufficient to meet its future

obligations.

Embedded financial derivatives

7.31 Where a financial instrument embeds a financial derivative, 7.25 to 7.30 will also apply to
the embedded financial derivative.

Note: An embedded financial derivative is a financial derivative instrument that is
embedded in another security, namely the host contract.

Securities financing transactions

7.32 A scheme may engage in securities lending, sale and repurchase and reverse
repurchase transactions (collectively, “securities financing transactions™), provided that
they are in the best interests of holders to do so and the associated risks have been
properly mitigated and addressed.

Note: The counterparties to securities financing transactions should be subjectto-the

Appendix A - 35



transactions-or-theirguarantorunder 7 28(bYfinancial institutions which are
subject to ongoing prudential requlation and supervision.

7.33 A scheme should have at least 100% collateralization in respect of the securities
financing transaction(s) into which it enters to ensure there is no uncollateralized
counterparty risk exposure arising from these transactions [see 7.36].

7.34 All the revenues arising from securities financing transactions, net of direct and indirect
expenses as reasonable and normal compensation for the services rendered in the
context of the securities financing transactions, should be returned to the scheme.

7.35 A scheme should ensure that:

& —it is able at any time to recall the securities or the full amount of cash (as the
case may be) subject to the securities financing transaction(s) or terminate the
securities financing transaction(s) into which it has entered:and.

Collateral

The following provisions apply to the collateral held by a scheme.

Note: For the avoidance of doubt, the invested assets under an unfunded swap
structure should be treated as collateral and subject to the requirements in 7.36
to 7.38.

7.36  To limit the exposure to each counterparty as set out in 7.28(c) and 7.33, a scheme may
receive collateral from such counterparty, provided that the collateral complies with the
requirements set out below:

(a) Ligquidity — collateral must be sufficiently liguid and tradable in order that it can be
sold quickly at a robust price that is close to pre-sale valuation. Collateral should
normally trade in a deep and liquid marketplace with transparent pricing;

(b) Valuation — collateral should be marked-to-market daily by using independent
pricing source;

(c) __ Credit quality — asset used as collateral must be of high credit quality and should
be replaced immediately as soon as the credit quality of the collateral or the issuer
of the asset being used as collateral has deteriorated to such a degree that it
would undermine the effectiveness of the collateral;

(d) Haircut — collateral should be subject to prudent haircut policy;

Note: Haircuts should be based on the market risks of the assets used as
collateral in order to cover potential maximum expected decline in collateral
values during liquidation before a transaction can be closed out with due
consideration on stress period and volatile markets. The price volatility of
the asset used as collateral should be taken into account when devising the
haircut policy. Other specific characteristics of the collateral, including,
among others, asset types, issuer creditworthiness, residual maturity, price
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(e)

sensitivity, optionality, expected liquidity in stressed period, impact from
foreign exchange, and correlation between securities accepted as collateral
and the securities involved in the transactions, should also be considered
where appropriate.

Diversification — collateral must be appropriately diversified so as to avoid

()

concentrated exposure to any single entity and/or entities within the same group.
The scheme’s exposure to the issuer(s) of the collateral should be taken into
account in compliance with the investment restrictions and limitations set out in
7.1, 71A,7.1B, 74,75, 7.11, 7.11A, 7.11B and 7.14;

Note: By way of illustration, the value of collateral and the scheme’s other
investments in, or exposure to, any single entity or entities within the same
group may not exceed 10% or 20% of the scheme’s net asset value
respectively [see 7.1 and 7.1A]. Where the collateral is in the form of (i)
cash; (i) gevernmentGovernment and other public securities; (iii) collective
investment schemes [see 7.36())]; and (iv) REITs, the applicable investment
limitations and restrictions under (i) 7.1B; (i) 7.4 and 7.5; (iii)) 7.11, 7.11A
and 7.11B; and (iv) 7.14 apply respectively, together with the scheme’s
other investments or exposure.

Correlation — the value of the collateral should not have any significant correlation

(@

with the creditworthiness of the counterparty or the issuer of the financial derivative
instruments, or the counterparty of securities financing transactions in such a way
that would undermine the effectiveness of the collateral. As such, securities issued
by the counterparty or the issuer of the financial derivative instruments, or the
counterparty of securities financing transactions or any of their related entities
should not be used as collateral;

Management of operational and legal risks — the management company must have

(h)

appropriate systems, operational capabilities and legal expertise for proper
collateral management;

Independent custody — collateral must be held by the trustee/-e£custodian of the

()

scheme;

Enforceability — collateral must be readily accessible / enforceable by the

()

trustee/custodian of the scheme without further recourse to the issuer of the
financial derivative instruments, or the counterparty of the securities financing
transactions;

Re-investment of collateral — cash collateral received may only be reinvested in

short-term deposits, high guality money market instruments and money market
funds authorized under 8.2 of this UT Code or requlated in a manner generally
comparable with the requirements of the Commission and acceptable to the
Commission, and subject to corresponding investment restrictions or limitations
applicable to such investments or exposure as set out in this Chapter [see 7.36(e)].
Non-cash collateral received may not be sold, re-invested or pledged;

Notes: (1) Money market instruments refer to securities normally dealt in on
the money markets, for example, government bills, certificates of
deposit, commercial papers, short-term notes and bankers’
acceptances, etc. In assessing whether a money market instrument
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is of high quality, at a minimum, the credit quality and the liquidity
profile of the money market instruments must be taken into account.

(2) The portfolio of assets from re-investment of cash collateral shall
comply with the requirements as set out in 8.2(f) and 8.2(n).

(3) Cash collateral received is not allowed to be further engaged in any
securities financing transactions.

(4) When the cash collateral received is reinvested into other
investment(s), such investment(s) is/are not allowed to be engaged
in any securities financing transactions.

(k) Collateral should be free of prior encumbrances; and

() Collateral generally should not include (i) structured products whose payouts rely
on embedded financial derivatives or synthetic instruments; (ii) securities issued by
special purpose vehicles, special investment vehicles or similar entities; (iii)
securitized products; or (iv) unlisted collective investment schemes.

7.37 A scheme should disclose the information relating to its collateral policy as required
under Appendix C.

7.38 A scheme shall disclose in the scheme’s interim and annual reports a description of
collateral holdings as required under Appendix E.

Guaranteed features

7.39 The following requirements apply to a scheme which contains a structure whereby a
guaranteed amount will be paid to investors who invest in units/shares in the scheme at
a specified date in the future (with or without conditions):

(a) The quarantor must be:

(i) a substantial financial institution; or

(i) an authorized insurer authorized under the Insurance Ordinance (Chapter
41 of Laws of Hong Kong).

Note: A scheme’s net single counterparty exposure to the guarantor should be
taken into account in compliance with the limits on single entity and/or
entities within the same group under 7.1 and 7.1A respectively. In
addition, the scheme'’s net single counterparty exposure to the guarantor
may not exceed 10% of its net asset value at all times.

(b) Apart from the standard contents requirements in Appendix C, the offering
document of the scheme must contain:

(i) Information about the guarantor

(1) its name;

(2) nature of its business; and
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(3) information on its financial position, including paid-up share capital,
total net assets or shareholders' funds, and where applicable, credit
rating and any other relevant information.
(i) Information about the guarantee

(1) the terms of the guarantee, including the scope and validity of the
guarantee and the circumstances under which the guarantee may
be terminated; and

Note: The offering document should contain a summary of the key
terms and features of the gquarantee.

(2) anillustration or description to clearly demonstrate the guarantee
mechanism and how potential returns in excess of the quaranteed
amount are calculated.

Notes: (1) Where an indicative participation rate is shown, the
illustration should use the quoted indicative rate as the
basis for calculation.

(2)  Assumptions used in the illustration should be clearly
stated. It should be stated that the rates of return
shown are for illustrative purpose only and that the
actual return may be different.

(iii) A detailed description of the nature of the underlying investments,
including:

(1) the proposed percentage, or an estimate thereof, of the scheme to
be invested in fixed-interest securities and that in other investments
at the time of publication of the offering document;

(2) the issuers/counterparties of the underlying investments, or the
criteria for the selection of such parties;

(3) the valuation methodology of the underlying investments;

(4) the liguidation mechanism of the underlying investments to meet
redemption requests; and

(5) _where relevant, the participation rate or an estimate thereof at the
time of publication of the offering document. It should be stated that
the actual participation rate may be different from the indicative rate.
An analysis of the factors that will impact on the final determination
of such rate should also be given.

Note: Where applicable, it should be stated when the actual
participation rate will be determined and how such
information will be communicated to investors.

(iv) Risk warnings, which should include, but not limited to:
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(9)

(1) a statement to the effect that due to the guarantee structure, there
will be a dilution of performance;

(2) a statement to the effect that potential returns in excess of the
guaranteed amount are subject to investment risk and are not

guaranteed:;

(3) a statement to the effect that the scheme is subject to the credit risk
of the quarantor and the issuers of the underlying investments;

(4) a statement to the effect that the scheme is subject to the liquidity
risk of the underlying investments;

(5) risks, if any, associated with conflicts of interest that may arise
amongst different operating parties;

(6) a warning statement that the scope or validity of the guarantee may
be affected under certain circumstances including, where relevant,
the condition that the guarantee only applies to investors who hold
their investments until the date specified in the guarantee and that
dealings before such date are fully exposed to fluctuations in the
value of the scheme's assets; and

(7) _where applicable, the mechanism of any up-front charging fee
structure and the cost implications to investors.

Nothing in the deed of guarantee may exclude the jurisdiction of the courts of

(d)

Hong Kong to entertain an action concerning the scheme or the guarantee.

The name of the scheme should accurately reflect the nature of the quarantee.

(e) The management company of the scheme should report to the Commission as
soon as practicable if it becomes aware of any events which may affect the
guarantee or undermine the ability of the quarantor to act as such.

Note: Where the guarantor of a scheme is neither a licensed banking institution
authorized under the Banking Ordinance (Chapter 155 of Laws of Hong
Kong) nor an authorized insurer authorized under the Insurance
Ordinance (Chapter 41 of Laws of Hong Kong), the management
company of the scheme must notify the Commission on an annual basis
the requlatory status of the guarantor.

(] Any advertisement or marketing material must contain the following:

0] the name of the quarantor;

(i) where relevant, a statement that certain fees are charged up-front and the
aggregate amount thereof;

(iii) where an indicative participation rate is guoted, the date of reference
should be stated and there should be a warning that the actual
participation rate may be different from the indicative rate;
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(iv) the statement in 7.39(b)(iv)(6); and

(V) a statement directing investors to read the offering document for further
details of the guarantee.

Applicability of restrictions to umbrella funds

7.40 The provisions of this Chapter apply to each sub-fund of the umbrella fund as if each
sub-fund were a single scheme, except for 7.2, where the total collective investment by
the sub-funds in any ordinary shares issued by any single entity may not exceed 10%.

Breach of investment limits

7.41 If the investment limits in Chapter 7 and 8 are breached, the management company
should take as a priority objective all steps as are necessary within a reasonable period
of time to remedy the situation, taking due account of the interests of the holders.

Name of scheme

7.42 If the name of the scheme indicates a particular objective, investment strateqy,
geographic region or market, the scheme should, under normal market circumstances,
invest at least 70% of its total net asset value in securities and other investments to
reflect the particular objective, investment strateqy or geographic region or market which
the scheme represents.
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Chapter 8: Specialized schemes

8.1

This ehapterChapter sets out the guidelinesrequirements for various types of
specialized schemes. A specialized scheme means any scheme whose primary

objective is not investment in equities and/or bonds, any scheme falling under the
categories in this Chapter, or which otherwise does not meet the relevant requirements
of Chapter 7_associated with any particular or special feature(s) of the scheme.

For any scheme that has features falling within the scope of one or more specialized
scheme(s) under this Chapter, the scheme shall comply with the relevant requirements
under this Chapter where applicable,in addition to the requirements under Chapter 7

In addition to the specialized schemes mentioned in this Chapter, application may be
made for other specialized schemes pursuant to this Chapter. Each such scheme will be
considered by the Commission on a case-by-case basis, taking into account the
applicable requirements set out in this Chapter and Chapter 7, or pending the issue, if
appropriate, of further guidelines.

Unitportieliomanagementfunds[deleted]

Appendix A -

42



8.2

Money market feash-managementfunds

@) A money market feash-managementfund means a collective-investment-scheme
which invests in short-term and high quality money market investments and

seeks to offer returns in line with money market rates;-the-sele-objective-ef-which
: . gl I - | dot ties

Note: Collective investment schemes which present the characteristics of a
money market fund or which are presented to investors or potential
investors as having similar investment objectives (e.qg. funds named as
“liquid funds” or “cash funds”) should also be subject to the requirements
under 8.2 of this UT Code, notwithstanding that such schemes are not
marketed as “money market fund”.

Offering document

(b) The offering document must clearly highlight that the purchase of a unit/share in
a scheme is not the same as placing funds on deposit with a bank or deposit-
taking company, that the management company has no obligation to redeem
units/shares at the offer value and that the scheme is not subject to the
supervision of the Hong Kong Monetary Authority.

Name of scheme

(© In addition to 7.42, Fhe-the scheme's name must not appear to draw a parallel
between the scheme and the placement of cash on deposit.

Filing requirement

(d) The scheme must file with the Commission within seven days from the last
working day of each month details of the total funds subscribed to the scheme
that month, and details of the total funds under management at the end of that
month.
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Investment limitations

The core requirements on investments as set out in Chapter 7 will apply with the
following modifications, exemptions or additional requirements:

(e) Subiject to the provisions below, a scheme may only invest in short-term deposits
and debtsecuritieshigh quality money market instruments [see Note(1) to
7.36())], and money market funds that are authorized by the Commission under
8.2 of this UT Code or regulated in a manner generally comparable with the
requirements of the Commission and acceptable to the Commission.

Note: Subject to 8.2(])), money market instruments may include asset-backed
securities such as asset-backed commercial papers.

() A scheme must maintain an-a portfolio with weighted average pertfelie-maturity
not exceeding 9860 days and a weighted average life hot exceeding 120 days
and must not purchase an instrument with a remaining maturity of more than 397
days, or two years in the case of Government and other public securities [see +5
Notes-(1) &and (2) to 7.5].

Notes: (1) Weighted average maturity is a measure of the average length of time
to maturity of all the underlying securities in the scheme weighted to
reflect the relative holdings in each instrument; and is used to
measure the sensitivity of a scheme to changing money market
interest rates.

(2) Weighted average life is the weighted average of the remaining life of
each security held in a scheme; and is used to measure the credit
risk, as well as the liquidity risk.

(3) The use of interest rate resets in variable-notes or variable-rate notes
generally should not be permitted to shorten the maturity of a security
for the purpose of calculating weighted average life, but may be
permitted for the purpose of calculating weighted average maturity.

(9) Notwithstanding 7.1 and 7.1B, Fhe-the aggregate value of a scheme's holding of
instruments and deposits issued by a single issuer-entity may not exceed 10% of
the total net asset value of the scheme except:

() where the issduerentity is a substantial financial institution and the total
amount does not exceed 10% of the issuers-entity's issued-share capital
and published-non-distributable capital reserves, the limit may be
increased to 25%; or

(i) in the case of Government and other public securities, up to 30% may be
invested in the same issue; or

(iii) in respect of any deposit of less than US$ 1,000,000 or its equivalent in

the base currency of the scheme, where a scheme cannot otherwise
diversify as a result of its size.
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(g)(a) Notwithstanding 7.1A and 7.1B, the aggregate value of a scheme’s investments
in entities within the same group [see Note(1) to 7.1A] through instruments and
deposits may not exceed 20% of its total net asset value.

Notes: (1) 8.2(g)(a) will not apply in respect of cash deposit of less than US$
1,000,000 or its equivalent in the base currency of the scheme, where
a scheme cannot otherwise diversify as a result of its size.

(2) where the entity is a substantial financial institution and the total
amount does not exceed 10% of the entity’s share capital and non-
distributable capital reserves, the limit may be increased to 25%.

Limitations on borrowing

(h) Notwithstanding 7.21, Fhe-the-a scheme may borrow up to 10% of its total net
asset value but only on a temporary basis for the purpose of meeting redemption
requests or defraying operating expenses.

Underlying assets requirements

() The value of a scheme’s holding of money market funds that are authorized by
the Commission under 8.2 of this UT Code or requlated in a manner generally
comparable with the requirements of the Commission and acceptable to the
Commission may not in aggregate exceed 10% of its total net asset value.

) The value of a scheme’s holding of investments in the form of asset-backed

securities may not exceed 15% of its total net asset value.

(k) Subject to 7.32 to 7.38, a scheme may engage in sale and repurchase, and

reverse repurchase transactions in compliance with the following additional
requirements:

(i) the amount of cash received by a scheme under sale and repurchase
transactions may not in aggregate exceed 10% of its total net asset value;

(i) the aggregate amount of cash provided to the same counterparty in reverse
repurchase agreements may not exceed 15% of the net asset value of the
scheme;

(iii)__ collateral received may only be shert-term-depgsitscash,-er high quality
money market instruments [see Note(1) to 7.36())] and may also include, in
the case of reverse repurchase transactions, government securities
receiving a favourable assessment on credit quality [see Note (4) to
5.10(P]; and

(iv) the holding of collateral, together with other investments of the scheme,
must not contravene the investment limitations and requirements set out in
8.2 of this UT Code.

()] FheA scheme may use financial derivative instruments for hedging purposes only

[see Notes(1) and (2) to 7.25].
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(m) The currency risk of a scheme should be appropriately managed. In particular,
any material currency risk should be appropriately hedged where a scheme
invests in assets that are not denominated in the base currency of the scheme.

(n) FheA scheme must hold at least 207.5% of its total net asset value in daily liquid
assets and at least 3015% of its total net asset value in weekly liguid assets.

Notes: (1) Daily liguid assets refers to (i) cash; (ii) instruments or securities
convertible into cash (whether by maturity or through exercise of a
demand feature) within one working day; and (iii) amount receivable
and due unconditionally within one working day on pending sales of
portfolio securities.

(2) WeeKkly liguid assets refers to (i) cash; (ii) instruments or securities
convertible into cash (whether by maturity or through exercise of a
demand feature) within five working days; and (iii) amount receivable
and due unconditionally within five working days on pending sales of
portfolio securities.

(3) In addition, it is expected that periodic stress testing to be carried out
by the management company in monitoring the scheme'’s liquidity.

(0) A scheme that offers a stable or constant net asset value or which adopts an
amortized cost accounting for valuation of its assets may only be considered by
the Commission on a case-by-case basis.

Note: Among others, the Commission must be satisfied with the overall
measures and safequards put in place by the scheme to properly address
relevant risks associated with these features, having taken into account
applicable international regulatory standards and requirements. Non-
exhaustive examples of safeguards may include setting out clear and
reasonable criteria for the types of instruments and the circumstances
under which a scheme may use amortized cost accounting, ongoing
monitoring of the difference between the amortized cost of an instrument
and its market value or the difference between the constant net asset
value of the scheme and its marked-to-market net asset value (as the
case may be), procedures in place to ensure appropriate actions are to
be taken promptly in the interests of the investors when such difference
exceeds a pre-determined threshold, enhanced measures to satisfy
redemption requests including holding higher level(s) of daily and/or
weekly liquid assets.

8.3 Warrantfunds[deleted]
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8.4 [deleted]

8.4A Futures-and-optionsfunds[deleted]
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8.5 Guaranteedfunds[deleted]
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8.6

Unlisted irdex-index funds and index tracking exchange traded funds

he following_criteriaanoh toindex funds.

General

(a) An “unlisted index fund” is a eollective-investment-scheme, the principal objective
of which is to track, replicate or correspond to a financial index or benchmark,
with an aim of providing or achieving investment results or returns that closely
match or correspond to the performance of the index._Such unlisted index fund
authorized by the Commission will be referred to as “index fund” in this UT Code.

(a)(a) An index tracking exchange traded fund means an index fund as defined in

8.6(a) the units/shares of which are listed and traded on a securities exchange.
Such index tracking exchange traded fund authorized by the Commission will be
referred to as “passive ETF” in this UT Code.

(a)(b) The term “index” used in 8.6 of this UT Code shall mean an index or a
benchmark as the context requires.

(a)(c) _Subject to consultation with the SFC, a scheme under 8.6 of this UT Code may
have unlisted and/or listed unit/share classes. The unlisted class and listed class
shall comply with the requirements on index fund and passive ETF in 8.6 of this
UT Code respectively.

Index funds

The eriteriaprovisions set out in 8.6(b) to 8.6(m) apply to index funds.
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(b) An index fund may seek to track an index by one or a combination of the
following strategies:

(i) full replication by investing all or substantially all of its assets in the
constituents of the underlying index, broadly in proportion to the respective
weightings of the constituents;

(i) a representative sampling by investing in a portfolio featuring a high
correlation with the underlying index; and

Note: The use of sampling where certain securities in the portfolio are not
the constituent securities of the index is acceptable if the portfolio
matches the characteristics of the index.

(iii) Synthetie-synthetic replication through the use of financial derivative
instruments to replicate the index performance.

(© In achieving its investment objective, the-seheme-an index fund may invest in
other appropriate investment instruments, such as derivativesfinancial derivative
instruments permitted under this UT Code or otherwise accepted by the
Commission, in accordance with the seheme'sindex fund’s disclosed investment
strategies and restrictions.

(c)(@) Wherethe-managementcompany-oftheAn index fund adepts-a-synthetic
rephication-strategy;must also comply with the requirements set-eut-underin 8.8 of

this UT Code regarding-structured-funds-are-also-applicable-if the index fund’s
glebalnet derivative exposure relating-to-financial derivative- instruments for
nvestment purposes-[see Note to 7.26] exceeds 50% of its total net asset value.

(d) In general, the Commission will consider authorizing an index fund only if the
underlying index is acceptable to the Commission. Such acceptance does not
imply official approval or endorsement of the index. The Commission reserves
the right to withdraw the authorization if the index is no longer considered
acceptable.

Note: The management company should immediately consult the Commission if
for any reasons the index might likely cease or has ceased to be
acceptable. The management company should as a priority objective
propose remedial actions or alternatives that are acceptable to the
Commission.

Acceptable ndicesindices
(e) The acceptability of an index will be assessed on the following criteria:

0] The index should have a clearly defined objective and/or the market or
sector it aims to represent should be clear;

Notes: (1) The Commission must be satisfied that the index appropriately
reflects the characteristics of the market or sector. The index
should be able to, where applicable, reflect the price
movements in its underlying constituents and change the
composition and weightings of these constituents to reflect
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changes in the underlying market or sector. The Commission
may, where relevant, request information on the market
capitalisation of the constituent securities in relation to the total
value of the market or sector that an index purports to
represent.

(2) Where the index relates to a single commodity or interest rate
for money market, it should be well-recognized and
representative of the relevant market or sector.

(i) The index should in general be broadly based;

Note: An index with a single constituent security weighing more than
40%-or-with-its-top-five20% (or 35% where that proves to be
justified by exceptional conditions in markets where certain
securities are highly dominant and provided that each remaining
constituent securities-weighing-mere-than-75%security does not
exceed 20%) or having few constituent securities would generally
be considered too concentrated. Exceptions may be made on a
case by case basis, particularly where the constituent securities
are Government or other public securities-, or the index relates to
a single commodity or interest rate for money market.

(iii) The index should be investible, where applicable-;

Note: The Commission expects that the constituent securities should be
sufficiently liquid (taking into account their respective weightings
and trading volume), and may be readily acquired or disposed of
under normal market circumstances and in the absence of trading
restrictions.

(iv) The index should be transparent and published in an appropriate
manner-; and

Notes:_(1) The fatestlast closing index level and other important news
should be either published in Hong Kong daily newspapers or
conveniently accessible by investors (for example, by
enquiring of the Hong Kong Representative or through
relevant websites). The Commission may also consider
whether the index is easily accessible through market data
vendors.

(2) The Commission expects that the index constituents together
with their respective weightings should be easily accessible,
free of charge, by investors (for example, via the internet). This
information should be published after each index rebalancing
on a retrospective basis and in advance of the next

rebalancing.

(V) The index should be objectively calculated and rules-based. The index
provider is expected to possess the necessary expertise and technical
resources to construct, maintain and review the methodology/rules of the

Appendix A - 54



index. The methodology/rules should be well documented, consistent and
transparent.

Notes: (1) The Commission may request the submission of the
methodology/rules of the index.

(2) Where the index provider is the management company of the
index fund (or its connected persons), effective arrangements
for management of conflicts of interests should be put in place.

Reporting requirements

(f)

The Commission should be consulted on any events that may affect the
acceptability of the index. Significant events relating to the index should be
notified to the holders as soon as practicable. These may include a change in the
methodology/rules for compiling or calculating the index, or a change in the
objective or characteristics of the index.

Investment restrictions

(9)

(h)

(h)(a)

The core requirements in Chapter 7 will apply with the modifications or

exceptlons as set out in the—te#ewmg—&h)—and—@and—parag#aph%ef—Appaqdpa

E&nd&S 6(h) to 8. 6(|)

Notwithstanding 7.1, more than 10% of the net asset value of an index fund may
be invested in constituent securities issued by a single issterentity provided that:

@ it is limited to any constituent securities that each accounts for more than
10% of the weighting of the index; and

(i) the seheme's-index fund's holding of any such constituent securities may
not exceed their respective weightings in the index, except where
weightings are exceeded as a result of changes in the composition of the
index and the excess is only transitional and temporary in nature.

Investment restrictions in 8.6(h)(i) and (ii) do not apply if:

0] an index fund adopts a representative sampling strategy which does not
involve the full replication of the constituent securities of the underlying
index in the exact weightings of such index;

(i) the strateqy is clearly disclosed in the offering document of the index
fund;

(iii) the excess of the weightings of the constituent securities held by the
index fund over the weightings in the index is caused by the
implementation of the representative sampling strategy;
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(iv) any excess weightings of the index fund’s holdings over the weightings in
the index must be subject to a maximum limit reasonably determined by
the index fund after consultation with the Commission. In determining this
limit, the index fund must consider the characteristics of the underlying
constituent securities, their weightings and the investment objectives of
the index and any other suitable factors;

(V) limits laid down by the index fund pursuant to 8.6(h)(a)(iv) must be
disclosed in the offering document; and

(vi) disclosure must be made in the index fund’s interim and annual reports as
to whether the limits imposed by the index fund itself pursuant to
8.6(h)(a)(iv) have been complied with in full. If there is non-compliance
with the said limits during the relevant reporting period, this must be
reported to the Commission on a timely basis and an account for such
non-compliance should be stated in the report relating to the period in
which the non-compliance occurs or otherwise notified to investors.

(h)(b) Due to its index tracking nature, the Commission may, upon sufficient
justification, consider not requiring index fund to strictly comply with the
investment restrictions in 7.1A and 7.1B on a case-by-case basis.

0] Subjectto-8-6{grand-{h}aboeve,-Subject to the approval of the Commission, the

30% limit in 7.4 may be exceeded, and an index fund may invest all of its assets
in Government and other public securities in any number of different issues

despite 7.5.
Disclosure
()] In addition to the requirements under Appendix C, the offering document of an

index fund must make the following disclosure and warnings:
0] a description of the market or sector the index aims to represent;

(i) the characteristics and general composition of the index and, where
applicable, concentration in any economic sectors and/or issuers;

iy 'I'__fl | — - FI'I

publlclv acceSS|bIe Web3|te Where the Jrevéest—tee—]:@—leutelest—constltuents
secyrities-of the index together with their respective weightings are

published;

(iv) where necessary, a statement to the effect that the investment of the
seheme-index fund may be concentrated in the securities of a single
issuer or several issuers;

(v) a warning of lack of discretion to adapt to market changes due to the
inherent investment nature of index funds and that falls in the index are
expected to result in corresponding falls in the value of the sehemeindex
fund;
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(vi) a statement to the effect that there is no guarantee or assurance of exact
or identical replication at any time of the performance of the index;

(vii)  circumstances that may lead to tracking errors and the related risks, and
strategies employed in minimising such errors;

(viii)  a brief description of the index methodology/rules and/or the means by
which investors may obtain such information (for example, by providing
the website address of the index provider);

(ix) the means by which investors may obtain the latest index information and
other important news of the index;

(x) a warning that index composition may change and securities may be
delisted;

(xi) any circumstances that may affect the accuracy and completeness in the
calculation of the index;

(xiiy  awarning in relation to any licensing conditions (including indemnity given
to the index provider, if any) for using the index, and the contingency plan
in the event of cessation of the availability of the index;

(xiii)  a statement on whether the index provider and the management
company of the sehemeindex fund (or its connected persons) are
independent of each other. If not, the means by which possible conflicts
of interests may be addressed;

(xiv) the Commission reserves the right to withdraw the authorization of the
seheme-index fund if the index is no longer considered acceptable; and

(xv)  any other information which is relevant and material for investors to make
an informed investment decision.

Replacement of the underlying index

(K) Following the authorization of the schemeindex fund, a replacement of the
underlying index may only be made in accordance with the provisions of its
offering and constitutive deeumentdocuments and with the prior approval of the
Commission.

Note: A replacement of the underlying index may be necessary under
circumstances including where the index is no longer available or
considered acceptable.
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Name of sehemeindex fund
(m)  The name of the seheme-index fund must reflect the nature of an index fund.
Note: Fhe-Except with the approval of the Commission, the words “index”,

“tracking” and/or “tracker” are expected to appear in the name of the
sehemeindex fund.

Passive ETFs

The eriteriaprovisions set out in 8.6(n) to 8.6(y) apply to passive ETFs:

(n) Passive ETFs must comply with the requirements in this UT Code not otherwise
modified below. In particular, the requirements on index funds in 8.6 of this UT
Code are broadly applicable to passive ETFs.

(0) It is a condition for authorizing a passive ETF that it must be listed and traded on
The Stock Exchange of Hong Kong Limited (the “SEHK").

(p) The management company of a passive ETF is generally expected to use its
best endeavours to put in place arrangements so that there is at least one market
maker for the units/shares (traded in each counter) of the passive ETF and at
least one market maker for (each counter of) the passive ETF will give not less
than three months’ notice prior to terminating the market making arrangement.
The appointed market maker shall observe the applicable requirements
concerning market making activities issued by the SEHK.

(a) The management company of a passive ETF shall inform the Commission and
holders by way of public announcement, in the manner as may be required by
the Commission, and publish as soon as reasonably practicable any information
or transaction concerning the passive ETF which:

) is necessary to enable holders to appraise the position of the passive
ETF; or

(i) is necessary to avoid a false market in the units/shares of the passive
ETF; or

(iii) might be reasonably expected to materially affect market activity in the
passive ETF or affect the price of the units/shares of the passive ETF.

(N Name of a passive ETF under note to 8.6(m) — The note to 8.6(m) is amended to
the effect that except with the approval of the Commission, the words “index”,
“tracking”, “tracker” and/or “ETF” are expected to appear in the name of a

passive ETF.

(s) The notification requirements under 10.7 and 11.1A are modified to the following
extent:
0] Suspension of dealing in 10.7 — The management company must

immediately notify the Commission as soon as practicable if dealing in
units/shares on the SEHK ceases or is suspended.
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(i) Increase in fees and charges in 11.1A — Any increase in fees and charges
from the current level up to the permitted maximum level as disclosed in
the Hong Kong Offering Document is subject to at least one week'’s prior
notice to holders.

(iii) All notices and public announcements made by passive ETFs in
accordance with this UT Code must be prepared in both English and
Chinese.

Note: For avoidance of doubt, nothing in 8.6(s) shall exempt a passive
ETF from compliance with 11.1, 11.4 and 11.5.

Where a passive ETF ceases trading on the SEHK as a result of proposed

(w)

termination and/or deauthorization and delisting, the requirements in 6.1, 8.6(u)(i)
and (i), 10.7 and 11.1B may be modified and/or not be applicable depending on
the specific circumstances of each case and subject to such conditions and
requirements as may be imposed by the Commission.

In addition to information commonly available for stocks during the trading hours

(V)

of the SEHK (e.qg. bid/ask prices and queuing displays), a passive ETF must,
except with the approval of the Commission, provide the following trading
information to the public through the passive ETF’s own website or such other
channels as the Commission considers appropriate:

(i) real time or near-real time indicative net asset value per unit/share
(updated at least every 15 seconds during trading hours);

(i) last elesing-net asset value per unit/share and last elosing-net asset
value of the passive ETF (updated on a daily basis); and

(iii) full holdings of the passive ETF (updated on a monthly basis within one
month of the end of each month).

Notes: (1) Indicative net asset value per unit/share means a measure of
the intraday value of the net asset value per unit/share of a
passive ETF based on the most up-to-date information.

(2) For a passive ETF with multiple trading counters, the
relevant information shall be provided for each counter.

(3) The offering document shall disclose the policy regarding
disclosure of holdings of the passive ETF.

(4) The offering document shall direct investors to the website or
other channels where the above information is published.

(5)  Where the full holdings of the passive ETF is provided to the
public on a more frequent basis (e.q. daily), the passive ETF
is not required to comply with 8.6(u)(iii).

If a passive ETF’s global-net derivative exposure relating-to-financial- derivative

instruments-forinvestment purposes-[see Note to 7.26] exceeds 50% of its total
net asset value, the passive ETF shall make available, through the passive ETF's
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own website or other acceptable channels, the information on financial derivative
instruments acquired by the passive ETF (such as counterparty exposure and
collateral information) to investors on an ongoing basis. The offering document
should direct investors to the website or other channels where this information is

published.

(w) Where securities financing transactions undertaken by a passive ETF exceed

50% of its total net asset value, the passive ETF should make available, through
the passive ETF’s own website or other acceptable channels, the information on
securities financing transactions undertaken by the passive ETF (such as
counterparty exposure and collateral information) to investors on an ongoing
basis. The offering document should direct investors to the website or other
channels where this information is published.

(x) A passive ETF must ensure that the following documents are made readily

available to HengKeng-investors through any of the passive ETF’s own website
or such other channels as the Commission considers appropriate:

) offering document (including Product KFES);

(i) latest version of the interim and annual reports of the passive ETF; and

(iii) all notices and public announcements (including notices for suspension
and resumption of trading) issued by the passive ETF in Hong Kong.

Note: Where a passive ETF is listed and traded on the SEHK, it may,
but is not required to, make available the abovementioned
documents to investors in-Heng-Koeng-by way of hyperlinks to the
HKkExwebsite of Hong Kong Exchanges and Clearing Limited.

(v) The Commission may enter into apy-mutual recognition arrangements with other

jurisdictions from time to time to facilitate cross-listing and offering of exchange
traded funds in each other’'s market. Please refer to the relevant circulars
published on the Commission’s website at www.sfc.hk for the specific relief
granted to overseas exchange traded funds under the-relevant mutual
recognition arrangements.

Hedge funds

Foreword

The following criteria apply to collective investment schemes that are commonly known
as hedge funds (or alternative investment funds or absolute return funds). Hedge funds
are generally regarded as non-traditional funds that possess different characteristics and
utilize different investment strategies from traditional funds. In considering an
application for authorization, the Commission will, among other things, consider the
following:

(i)  the choice of asset class; and
(i) the use of alternative investment strategies such as long/short exposures,
leverage, and/or hedging and arbitrage techniques.
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Due to the wide array of schemes that may fall under this category, the Commission will
exercise its discretion in imposing additional conditions to each scheme on a case-by-
case basis as appropriate.

Where a scheme invests all its non-cash assets in other hedge funds, it may be
authorized as a fund of hedge funds (FoHFs).

The management company

(@) The management company of a scheme must satisfy the requirements set out in
Chapter 5 unless otherwise specified in this Chapter. For the avoidance of
doubt, the Commission will consider, among others, the following factors when
assessing the acceptability of the management company:

() The management company must have the requisite competence,
expertise and appropriate risk management and internal controls
systems. It must also be adequately and suitably staffed in order to
properly manage the risks and operational issues in connection with its
hedge funds business;

(i) the experience of the key investment-personnel of the management
company and those of the investment adviser-delegate (where the latter
has been delegated the investment management function) in managing
hedge funds;

Note: The key personnel of the management company of either a single
hedge fund* or a FOHFs must be dedicated full-time staff with a
demonstrable track record in the management of hedge funds.

The Commission will take into account various factors in
assessing the acceptability of the key personnel for a scheme.
These factors may vary from a single hedge fund to a FoHFs
having regard to the different strategies and operational
differences of these funds.

There must be at least two key personnel in the management
company each having at least five years’ relevant experience.
The management company must demonstrate that out of these
five years’ relevant experience, the two key personnel must each
have at least two years’ specific experience:

@) In the case of a single hedge fund manager, the
Commission will normally consider it acceptable if each of
the two key personnel has at least two years’ specific

1“Single hedge fund” in the context of 8.7 means hedge funds that are not in the form of FoHFs.
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(i)

(iv)

investment management experience in the same strategy
as that of the scheme.

(b) In the case of a FoHFs manager, the Commission will
normally consider it acceptable if each of the two key
personnel has at least two years’ specific investment
management experience as a FOHFs manager.

A key personnel may satisfy this five years’ relevant experience by
a combination of both his specific experience mentioned above
and general experience relating to hedge funds. With respect to
general experience, the Commission will normally consider the
following types of experience acceptable:

(1) proprietary trading experience in securities, financial
derivatives_instruments or other investment instruments
which are of a similar nature to those contemplated by the
scheme; or

(2) carrying out investment strategies in the context of
investment management or securities dealing business in
similar nature to the one contemplated for the scheme; or

3) prior experience in evaluating or selecting hedge funds for
investment purposes.

General experience acquired through academic research, sales or
marketing or back-office administration of hedge funds is unlikely
to be considered acceptable for meeting the requirement in 8.7(a).

For the avoidance of doubt, to the extent that 5.5(a) requires the
key personnel to possess specific public funds experience, this
requirement may be satisfied if the management company on a
firm-wide basis is able to demonstrate that it possesses the
requisite experience and resources to administer public funds.

The Commission may require independent substantiation of the
management experience and track record of the key personnel,
the management company and the group companies (where
appropriate).

The experience requirement of the investment personnel of the
underlying funds of a FoHFs is set out in the “Fund of Hedge
Funds” section below.

amount of assets under management;

Note: The Commission would generally expect at least US$100 million
for the total amount of assets under management that follow
hedge fund strategies. While assets under management may
include proprietary funds, the Commission will generally look for
experience in managing third-party funds.

the risk management profile and internal control systems of the
management company; and
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Note: The management company must have in place suitable internal
controls and risk management systems commensurate with the
company’s business and risk profile, including a clear risk
management policy and written control procedures.

It must continuously deploy such necessary resources and be
vigilant to ensure that all the relevant risks in connection with the
management of the scheme are properly monitored and controlled
in accordance with the investment strategy of the scheme.

The management company must demonstrate that those
representatives and agents (including for example, administrators,
custodian, brokers, valuation agents) appointed by it possess
sufficient know-how and experience in dealing with hedge funds.

In the case of the management of a FoHFs, the management
company must:

@) have in place a due diligence process for the selection of
the underlying funds and en-geirgongoing monitoring of
their activities;

(b) demonstrate its ability to assess and monitor the
performance of the managers of the underlying funds, and
the ability to replace the underlying funds whenever
necessary to protect the interests of holders; and

(© submit a plan to explain its due diligence and en-
geihkgongoing monitoring processes (containing, among
others, the frequency of reporting and evaluation of the
underlying funds, and measures adopted by the
management company to ensure investment and
operational risks of the underlying funds are analysed and
controlled) and include a summary of the plan in the
offering document of the scheme.

The management company must ensure that its risk management
process is able to deal with normal and exceptional circumstances
including extreme market conditions.

The management company must take all reasonable care in the
selection of its distribution agents engaged in the selling of hedge
funds and provide all necessary information and training to these
agents for the purpose of selling the scheme.

(v) the investment management operations of the scheme must be based in
a jurisdiction with an inspection regime acceptable to the Commission.

Note: Whilst reference would be made to the list of acceptable
inspection regimes published on the Commission’s website, it is
noted that the regulation of offshore hedge funds vs. onshore
funds may be different in some jurisdictions. The acceptability of
an inspection regime in the context of a scheme that is subject to
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such regime and is seeking SFC authorization may need to be
considered on a case-by-case basis.

Prime broker
(b) Where a scheme appoints a prime broker, the following shall apply:

() the prime broker must be a substantial financial institution-subjeette
lential I .

(i) where assets of the scheme are charged to the prime broker for financing
purpose, such assets must not, at any time, exceed the level of the
scheme’s indebtedness to the prime broker;

Note: Where assets of the scheme may be used as collateral or security
for financing to be provided by the prime broker, disclosure must
be made in the offering document of the risks associated with the
collateralisation, for example, foreclosure or re-hypothecation of
these assets by the prime broker and any consequential impact to
the scheme and its investors.

(iii) the assets charged to the prime broker must remain in a segregated
custody account, in the name or held to the order of the trustee/custodian;
and

(iv) the scheme’s offering document must disclose the profile of the prime
broker and its relationship with the scheme.

Note: Before a prime broker is appointed by the scheme, the scheme or the
management company (as the case may be) must conduct due diligence
on the prime broker and be reasonably satisfied with the prime broker’s
suitability and competence.

Apart from disclosing the profile of the prime broker, the offering
document must disclose the role(s) of the prime broker in relation to the
hedge fund, whether the prime broker is subject to any prudential
regulatory supervision, and if so, a brief description of its licensing status
in the relevant jurisdiction. Where appropriate, disclosure of the risks
relating to any conflicts of interest between the prime broker and the
scheme has to be made in the offering document.

Minimum subscription

(© The minimum level of initial subscription by each investor in a scheme must not
be less than US$50,000*, except for FOHFs, where the minimum initial
subscription must not be less than US$10,000*. No minimum subscription level
will apply to a scheme which provides at least 100% capital guarantee.

(*) or the currency equivalent
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Limited liability

(d) The liability of holders must be limited to their investment in the scheme and this
must be clearly stated in the offering document.

(e) Where the scheme is a sub-fund of an umbrella fund, the scheme will be required
to demonstrate to the Commission that there are legally enforceable provisions to
ring-fence the scheme assets from the liabilities of other sub-funds. A brief
description of such ring-fencing arrangement must be made in the offering
document.

Note: The Commission may require an independent legal opinion or regulatory
confirmation regarding the enforceability of the ring-fencing provisions.

Investment and borrowing restrictions

® The scheme must have a set of clearly defined investment and borrowing
parameters in its constitutive and offering documents. The offering document
must clearly explain the types of financial instruments in which the scheme will
invest; the extent of diversification or concentration of investments or strategies;
the extent and basis of leverage (including the maximum level of leverage); and
the related risk implications of the investment and borrowing parameters.

(9) The core requirements in Chapter 7 will not apply except for 7.12(a), (b), (c) and
(d), 7.14, 7.17, 7.18, +227.40 and +237.41.

Name of scheme

(h) If the name of the scheme indicates a particular objective, investment strategy,
geographic region or market, the scheme must, under normal market
circumstances, utilize at least 70% of its ren-cash-assetstotal net asset value for
the purposes of pursuing the particular objective, investment strategy or
geographic region or market which the scheme represents.

Performance fees

@ If a performance fee is levied, the scheme must comply with 6.17. Full and clear
disclosure of the calculation methodology must be set out in its offering
document.

6.17 does not apply to the underlying funds of a FoHFs. For FoHFs, the offering
document of the scheme must disclose whether a performance fee is levied at
both the scheme level and the underlying funds level. It must also summarize
the bases of how performance fees are calculated and paid by the underlying
funds. Appropriate warnings must be made in the offering document about the
possibility of charging performance fees at various levels within a FOHFs and the
implications to investors.

Note: The Commission notes that various methodologies may be used for the

charging and accrual of performance fees based on the basic principle in
6.17.
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The Commission may require illustrative examples to be given in the
offering document to demonstrate the charging method where it considers
appropriate.

Where a scheme intends to achieve equalisation for the calculation of
performance fees, its offering document must disclose the mechanisms
adopted to achieve equalisation.

Where the scheme does not intend to achieve equalisation of
performance fees, its offering document must clearly disclose this fact
and how the absence of equalisation may affect the amount of
performance fees to be borne by investors.

Fund of hedge funds

)] The FoHFs must comply with the following:

(@ a FoHFs must invest in at least five underlying funds, and not more than
30% of its total net asset value may be invested in any one underlying
fund; and

Note: One of the underlying assumptions of a FoHFs is that it can
achieve diversification through investing in a range of funds that
employ different investment strategies and/or utilise the skills of
different fund managers.

Any scheme applying for autherisation-authorization as a FoHFs
should clearly explain its diversification strategy in the offering
document.

A FoHFs autherised-authorized pursuant to this UT Code is
expected to achieve investment return through the performance of
its underlying funds rather than direct investments in securities,
futures, options, financial derivatives_ instruments, currency or
other investments through proprietary trading or “managed
accounts”. It is therefore generally not acceptable for a FOHF to
carry out proprietary trading directly or through the use of
“managed accounts”.

(i) a FoHFs may not invest in another FOHFs.
(k) The management company of the FoHFs must ensure that:
@ each of the key personnel of the management company of an underlying
fund possesses at least two years’ experience in the relevant hedge fund
investment strategy, provided however that up to 10% of the net asset

value of the FoHFs may comprise of underlying funds managed by
investment personnel with less experience;
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(i) there is an independent trustee/custodian to safe keep the assets of the
underlying funds;

(iii) where a FoHFs invests in underlying funds managed by the same
management company or its connected persons, all initial charges_and
redemption charges on such underlying funds are waived;

(iv) neither the management company of the FoHFs nor its connected
persons retain a rebate (whether in cash or in kind) on any fees or
charges levied by such underlying funds, their management company or
any of their connected persons;

(V) the offering document of the FoHFs clearly discloses the aggregate
amount or give an indicative range of all the fees and charges of the
FoHFs and each of its underlying funds; and

(vi) where the FoHFs invests in hedge funds not authorized by the SFC, such
fact is disclosed in the offering document of the FoHFs. A warning must
be included to the effect that some or all of the underlying funds of the
FoHFs and their fund managers are not subject to the regulation of the
Commission and that such funds may not be subject to rules similar to
those of the Commission that are designed to protect investors.

Dealing

)] There must be at least one regular dealing day per month_except for a closed-
ended fund authorized pursuant to 8.11 of this UT Code.

(m)  The maximum interval between the lodgement of a properly documented
redemption request for redemption of units/shares (whether a notice period is
required or not) and the payment of redemption money to the holder may not
exceed 90 calendar days.

Note: A scheme may only effect redemption in specie with the prior consent of
individual redeeming holder. The offering document must disclose the
possibility of redemption in specie and the need to obtain prior consent
from an individual holder for making such redemption.

A scheme may not effect compulsory redemption except where the
management company is reasonably satisfied that it is in the overall
benefit of the scheme to do so. Examples where the management may
effect compulsory redemption include the circumstances where the
continuous holding of the scheme’s interest by a particular holder will
cause the scheme to be in breach of any laws or regulations governing
the scheme, or result in adverse financial consequences to the scheme
such as tax penalties.

Subiject to the foregoing, the offering document must disclose the
circumstances under which compulsory redemption may be effected and
the length of notice for such redemption.

(n) The offering document of the scheme must include a warning to the effect that
the redemption price may be affected by the fluctuations in value of the

Appendix A - 67



underlying investments during the period between the lodgement of the
redemption request and the date when the redemption price is calculated.

Valuation

(0)

(p)

(@)

The investments of the scheme must be independently and fairly valued on a
regular basis. Where appropriate, generally-aceepted-internationally recognized
accounting prineiples-standards and industry’s best practices should be applied
on a consistent basis.

Note: Itis incumbent upon the management company to demonstrate that the
scheme’s investments will be independently and fairly valued.

In considering whether the management company is able to demonstrate
that a scheme’s investments are independently valued, the Commission
may take into account a number of factors including the following:

a) The duties and functions of the party carrying out the valuation
(the “valuation agent”) is expected to be segregated from those of
the party carrying out the investment management function for the
scheme e.g. the appointment of an independent administrator.
Disclosure of how the segregation is achieved must be made in
the offering document;

b) There should be checks and balances to ensure that the valuation
process and policy is consistently followed;

C) The pricing data should be gathered from reliable sources;

d) Where necessary, safeguarding measures should be implemented
for the valuation to be carried out independently; and

e) The selection of the valuation agent by the management company

is based on due process.

Disclosure must be made of (1) the selection criteria of the valuation
agent and the relationship between the management company, its group
of companies and the valuation agent; and (2) any limitations and
constraints of the valuation policies and methodologies.

The above factors are not exhaustive and the Commission may take into
account other relevant factors in assessing the compliance with the
independence requirement.

Full particulars of the valuation frequency, the valuation methods of the scheme’s
investments, the identity and qualifications of the valuation agent(s), the
experience of the valuation agent(s) in evaluating hedge fund assets and the
relationship of the agent(s) with the scheme’s management company or its group
of companies and, where applicable, with the prime broker must be disclosed in
the offering document.

The offering document of the scheme must include a warning to the effect that
some of the underlying investments of the scheme may not be actively traded
and there may be uncertainties involved in the valuation of such investments.
Potential investors must be warned that under such circumstances, the net asset
value of the scheme may be adversely affected.
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Disclosure

(N The front cover of the offering document must display prominently the following
warning statements:

@ the scheme uses alternative investment strategies and the risks inherent
in the scheme are not typically encountered in traditional funds;

(i) the scheme undertakes special risks which may lead to substantial or
total loss of investment and is not suitable for investors who cannot afford
to take on such risks;

(iii) investors are advised to consider their own financial circumstances and
the suitability of the scheme as part of their investment portfolio; and

(iv) investors are advised to read this offering document and should obtain
professional advice before subscribing to the scheme.

Note: The text of the warning statements may be varied but the message must
be clear and not disguised.

(s) For the purpose of 6.1, the offering document must disclose all relevant matters
relating to the investment operations and risk management aspects of the
scheme and give lucid explanations of the investment strategy of the scheme
and the risks inherent in the scheme.

Note: For example, explanations should be given on the nature of the scheme;
the markets covered; the instruments used; the risk and reward
characteristics of the strategy; the circumstances under which the
scheme would work best and the circumstances hostile to the
performance of the scheme; the risk management and internal control
mechanism, including the setting of investment and borrowing parameters
to control the risks; the terms of the offering; the enr-geirgongoing
monitoring of the scheme’s investment and asset allocation process and
the performance of the scheme; the en-geirgongoing monitoring of the
standards of the services provided by key service providers, for example,
prime brokers and administrators and the replacement process of these
service providers and the responsibilities of each of the relevant parties.

The offering document should be written in plain language. The
Commission specifically encourages the use of a glossary to explain
technical terms.

Details of unauthorized funds must not be shown in the offering
document. Where names of such funds are mentioned, these must be
clearly marked as unauthorized and not available to the public in Hong
Kong-residents.

(® The management company must disclose the measures and safeguards put in
place for the management of conflicts of interest in relation to the operation of the
scheme.
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(u) All advertisements must prominently display the warning statements referred to
in 8.7(r)-abeve.

Application form

(V) All application forms of the scheme must state prominently that the scheme is a
hedge fund and there are special risks involved with investment in the scheme,
and direct investors to read the offering document.

Financial reports

(w) The management company must issue regular reports to holders on the scheme
activities at least on a quarterly basis. Reports must be prepared and distributed
in accordance with the Guidelines on Hedge Funds Reporting Requirements [see
Appendix H].

Structured funds

The following general criteria shall apply to a eellective-investment-scheme, known as
structured fund, which seeks to achieve its investment objective primarily through
investing-substantiallyinvestment in financial derivative instruments, for example futures,
swap or market access products or similar arrangements. A structured fund is passively
managed and usually tracks the performance of an index [see 8.6(e)] and/or offers
structured pay-outs When certaln pre- determlned condltlons are met_and its glebal

derlvatlve exposure [see Note to 7 26] exceeds 50% of |ts total net asset value. Fhe

A jateThe core
requlrements in Chapter 7 WI|| apply with the modlflcatlons exemptions or additional
requirements as set out under 8.8 of this UT Code.

Notes: (1) The requirements under 8.9 of this UT Code are intended to apply to actively
managed fuhds-schemes that investin-financial-derivative-instruments-to-gain
exposure by investing in different-derivatives-financial derivative instruments
and therefore are not applicable to structured funds-etherthan-those-under

(2) An unlisted index fund or a passive ETF must also comply with the
requirements in 8.8 of this UT Code if the unlisted index fund’s or the passive
ETF's global-exposurerelating-to-financial derivative-instruments-for
nvestment purpoesesnet derivative exposure [see Note to 7.26] exceeds 50%
of its total net asset value.

(a) The management company of a structured fund and the issuer of financial
derivative instruments shall be independent of each other.

Notes: (1) The management company cannot also act as the issuer of financial
derivative instruments.

(2) The index adopted by the scheme shall be objectively calculated,
measurable and transparent to the public, for instance, the index is
rules-based with minimal or no discretion exercisable by the issuer of
the financial derivative instruments, and the index level or its
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(b)

(c)

(d)

(e)

calculation formula is accessible by the public. Where such index is
provided for the use of the structured fund only, this would raise
guestions as to the propriety of the fund seeking exposure to such
index.

Where the scheme is a mutual fund company, the majority of the board of
directors of the scheme shall be independent directors (for example, persons
who are not employees or officers of the financial derivative instruments
counterparty).

10% of the-net-assetvalue-of the schemeNotwithstanding 7.28(c), a structured
fund should maintain full collateralization and there should be no net exposure to
any single counterparty of over-the-counter financial derivative instruments [see
Note to 7.28(c)].

Note: The management company shall demonstrate, where appropriate, with
proper legal opinion in support, the collateral is held by the trustee-/
custodian of the fand-scheme and must be readily accessible /
enforceable by it without further recourse to the issuer of the financial
derivative instruments.

:The collateral requirements in
7.36 shall also be complied with by a scheme falling under 8.8 of this UT Code.
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) The management company has to put in place detailed contingency plans
regarding credit events like significant downgrading of credit rating and the
collapse of the issuer of financial derivative instruments.

(9)
a scheme falling under 8.8 of this UT Code.

Disclosure

(h) In addition to the information in Appendix C, the offering document must contain
the following:
@ disclosure of the structure of the scheme, in plain language and

supplemented by visual aids and diagrams (where appropriate);

(i) description of any potential conflicts of interest and the related risks
arising from the same entity or entities within the same group acting in
different capacities in relation to the scheme;-and

(iii) description of any other relevant risks (legal or otherwise) arising from the
structure of the scheme;
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clear disclosure of the costs of entering into the swap or market access

(V)

products or similar arrangements with the counterparty, and the maximum

amount of redemption fee;

in respect of the asset portfolio of a scheme investing in unfunded swap,

(vi)

the selection criteria and nature of the asset portfolio [see C2A of
Appendix C]; and

in respect of the valuation of financial derivative instruments, the entity

responsible for valuation and frequency of such valuation, the entity
responsible for verification of valuation and frequency of such verification
and any costs embedded in the valuation of the financial derivative
instruments.

Funds that invest extensively in financial derivative instruments

The following general criteria shall apply to an actively managed rer-JEHS-scheme,
the principal objective of which is investment in financial derivative instruments, or which

seeks to acquire financial derivative instruments extensively for investment purposes,

but does not meet the specific-eriteria-set-out-inrespect-of otherscheme-types-in-this
chapterorrelevant provisions in Chapter 7. For the avoidance of doubt, the scheme

shall also comply with provisions in Chapter 7 subject to the modifications, exemptions

or addltlonal requwements as set out |n 8.9 of this UT Code e%her—th&n—these—m—respeet

Fmanual derlvatlve mstruments mvestments and related operatlonal requwements

(a) Notwithstanding 7.26, Aa scheme may acquire financial derivative instruments

for investment purposes subject to the limit that the scheme’s glebal-expesure
relatingto-these financial- derivative-instrumentsforinvestment purpasesnet

derivative exposure [see Note to 7.26] does not exceed 100% of the total net

asset value of the scheme.

(b)

(c)
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(d)

(e)

(f)

requirements on flnanC|aI derlvatlve mstruments in 7.28(a), (b) and (d) shall also
be complied with by a scheme falling under 8.9 of this UT Code.

(9

on counterparty exposure in 7.28(c) shall also be complied by a scheme falling
under 8.9 of this UT Code.

(h)

the—FeqmFements—set—eu{—m—S—S{e)—The collateral requwements in 7 36 shaII also

be complied with by a scheme falling under 8.9 of this UT Code.

() For the avoidance of doubt, financial derivative instruments acquired for hedging
purposes will not be counted towards the 100% limit referred to in 8.9(a)-abeve.

Disclosure

)] The offering document shall contain information in plain language to facilitate
investors’ understanding of the scheme’s investment strategy and risk profile,
including:
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(k)

Listed

() additional risk disclosures including the risks associated with investments
in financial derivative instruments;

(i) a statement indicating how and where information regarding the risk
management and control policy, procedures and methods employed by
the scheme will be made available to Hong Kong investors upon request;
and

(iii) a summary of the risk management policy and methods employed by the
scheme to effectively measure and manage the risks associated with the
investments in financial derivative instruments.

The collateral disclosure requirements in 8-8{g} abeve-7.37 and 7.38 shall also
be complied with by a scheme falling under 8.9 of this UT Code.

open-ended funds (also known as active ETFs)

8.11

(a)

A listed open-ended fund/active ETF is a scheme that is listed and traded on the

(b)

SEHK other than passive ETFs and closed-ended funds under 8.6 and 8.11 of
this UT Code respectively.

A listed open-ended fund shall also comply with provisions in Chapter 7 unless

(9)

otherwise modified below.

Subiject to consultation with the SFC, a scheme under Chapter 7 or 8.10 of this

(d)

UT Code may have unlisted and/or listed unit/share classes. an-unlisted-fund

The unlisted class and listed share-class shouldshall comply with the
requirements in Chapter 7 and 8.10 of this UT Code respectively.

A listed open-ended fund, or a listed share class shall comply with the

(e)

eriteriaprovisions as set out in 8.6(0) to (q), (s) to (u), (w) and (X).

Where the performance of a listed open-ended fund makes reference to a

benchmark, the relevant benchmark shall be disclosed in its offering document.

Closed-ended funds

The following criteria shall apply to a scheme which is commonly regarded as a closed-

ended fund. A closed-ended fund seeking an authorization shall also comply with other

applicable provisions in this UT Code including the relevant investment restrictions under

Chapte

r 7 and/or Chapter 8.

Notes:

(1) Closed-ended funds are generally subject to redemption restrictions.

(2) For the avoidance of doubt, 8.11 of this UT Code does not apply to a
scheme falling within 8.6 and/or 8.10 of this UT Code notwithstanding its
units/shares are traded on the SEHK.

(3) Some flexibility from strict compliance of the relevant investment
restrictions in Chapter 7 and/or Chapter 8 (for example, the requirements
regarding holding of illiquid investments seecurities) may be allowed where
appropriate taking into account the fund’s closed-ended nature and
investment strateqy. An applicant should consult the SFC at the earliest
possible time on any flexibility to be sought.
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Listing and dealing

(a) The units/shares in the scheme must be listed and traded on the SEHK.

(b) The scheme must have procedure(s) and mechanism(s) in place te-ensure-that
the scheme-isfor it to be widely held.

Note: The scheme is expected to have a broad base of holders having regard to
the requirements under the Listing Rules including having adequate
shareholder spread+reguirementforlistings-ofinvestment companies

lor 1 — vy

(c) The scheme must have in place measure(s) and mechanism(s) which are fair
and equitable to holders to address any prolonged significant discount of its
secondary trading price on the SEHK to its net asset value.

Note: This may include, for example, providing specified redemption window(s)
to allow holders to redeem their units/shares at net asset value in a
manner which is compliant with 8.11(i).

(d) The maximum interval between the lodgement of a properly documented
redemption request for any redemption of units/shares (whether a notice period
is required or not) and the payment of redemption money to holders may not
exceed 90 calendar days- unless the market(s) in which a substantial portion of
investments is made is subject to legal or regulatory requirements (such as
foreign currency controls) thus rendering the payment of the redemption money
within the aforesaid time period not practicable. In such case, the extended time
frame for the payment of redemption money shall reflect the additional time
needed in light of the specific circumstances in the relevant market(s).

Matters requiring holders’ approval

(e) Holders’ prior approval will be required for the following matters:

) retirement or removal of the management company and appointment of
the replacement management company;
(i) material changes in investment objective, policy or restrictions of the
scheme;
(iii) new issue of units/shares following listing at a price below net asset value
per unit; and
(iv) request for delisting or de-authorization.
Disclosure
(f The scheme’s last closing net asset value must be published on the scheme’s

website daily-erat such times and in such manner as may be acceptable to the
Commission taking into account the nature of the investments of the scheme.

(q) The potential risk factors regarding the closed-ended nature of the scheme must
be fully and prominently disclosed to investors.
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(h)

The scheme must disclose in its offering document the measures and

mechanism referred in 8.11(c), and make appropriate disclosures by way of

announcement(s) or notice(s) prior to and after each occasion where any such
measures and mechanism are conducted.

Redemptions, takeovers and mergers

()

Where a scheme proposes any form of redemption, takeover, merger,

amalgamation or restructuring, the scheme’s management company and the
trustee/custodian shall as soon as practicable consult with the Commission on
the manner in which such activities could be carried out so that it is fair and
equitable to all holders.

Note: The management company and the trustee/custodian should seek to

ensure there is fair and equality of treatment of holders; timely and
adequate disclosure of information to enable holders to make an informed
decision as to the merits of the transaction; and there is a fair and

informed market in the units/shares of the schemes affected by such
activities.
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Chapter 9: Additional requirements for Non-Hong Kong based
schemes

Appointment of representative

9.1 A scheme will be required to appoint a Representative in Hong Kong if its management
company is not incorporated and does not have a place of business in Hong Kong.

9.2 If a Representative is appointed, the scheme has to maintain the Representative
throughout the period it is autherised-authorized in Hong Kong.

Functions of a representative

9.3 The Representative is not required to take responsibility for the acts and omissions of
the management company or, in the case of the scheme being a eempanymutual fund
corporation, the directors of the scheme. It must, however, be authorized on behalf of
the scheme and the management company to:-

(a) receive applications and money for units/shares from persons in Hong Kong;

(b) issue receipts in respect of the application moneys received in accordance with
9.3(a);

(© issue contract notes to the applicants in accordance with the terms of the
scheme;

(d) receive redemption notices, transfer instructions and conversion notices from
holders for immediate transmission to the management company or the scheme;

(e) accept any notices or correspondence, including service of process, which
holders may wish to serve on the scheme, trustee/custodian or the management
company;

) notify the Commission immediately if redemption of units/shares ceases, or is

suspended_[see 10.7];

(9) make available for public inspection in Hong Kong, free of charge, and offer for
sale at a reasonable price copies of all constitutive documents of the scheme;

(h) provide holders with information on the scheme including the scheme's financial
reports and sales-literatureoffering document, and relevant circulars, notices and
announcements where applicable [see 11.7A];

@ deliver to the Commission, if it requests, all accounts and records relating to the
sale and redemption of units/shares of the scheme in Hong Kong; and

)] represent the scheme and the management company in relation to all matters in

which any holder normally resident in Hong Kong has a pecuniary interest or
which relate to units/shares sold in Hong Kong.
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Criteria for appointment

9.4 The management company is encouraged to appoint a Representative within the
management group. The Representative must:-

@) be licensed or registered under the SFO; or

(b) be a trust company registered under Part VIl of the Trustee Ordinance (Chapter
29 of the laws of Hong Kong) and such company is an affiliate of an authorized
financial institution defined under the SFO and is acceptable to the Commission.

9.5 [deleted]

9.6  The Representative must be properly appointed to represent the scheme and the
management company.

Written undertaking

9.7  The Representative must provide the Commission with a written undertaking that it will
perform the duties required of a Representative under this UT Code.

Retirement and replacement of the representative

9.8 Should the Representative retire or be dismissed, it must be replaced as soon as
possible, by another Representative whose appointment is subject to the approval of the

Commission_[see 11.1(b)].

9.9

Jurisdiction

9.10 Nothing in the constitutive documents may exclude the jurisdiction of the courts of Hong
Kong to entertain an action concerning the scheme.
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Part Ill: Post-authorization requirements
Chapter 10: Operational matters

Valuation and pricing

10.1 A scheme must be valued and priced in accordance with the provisions of its offering
and constitutive documents and the provisions of Chapter 6.

Pricing errors

10.2 If an error is made in the pricing of units/shares, the error should be corrected as soon
as possible and any necessary action should be taken to avoid further error.
Trustee/custodian should be informed of any error in the pricing of units/shares in a
timely manner.

10.2A If the error results in an incorrect price of 0.5% or more of a scheme's net asset value
per unit/share, the trustee/custodian and the Commission must be informed immediately.

Note: For the avoidance of doubt, any error that accounts for less than 0.5% of the
scheme’s net asset value per unit/share or net asset value individually but
amounts to 0.5% of the scheme’s net asset value per unit/share or net asset
value or more in aggregate for incidences that occur in a simultaneous or
suececessiverecurring manner, such errors should be reported to the Commission

immediately.

10.2B For any error in the pricing of units/shares of a scheme referred to in 10.2A (and the
Note), the affected investors (including former holders) and/or the scheme itself should
be compensated for the loss incurred. In such a case, the affected lr-such-a-case;
investors and/or the scheme should be compensated as follows, unless determined
otherwise by the trustee/custodian with justification to the Commission:

@) where total loss to individual investors (either purchasing or redeeming) is more
than HK$100 or such lesser amount as the management company may decide,
investors should be compensated in such manner as the management company
should determine with the approval of the trustee/custodian; and

(b) where the loss is to the management company, no compensation should be
paid;- and

(c) where the loss is to the scheme, the scheme should be compensated in all
circumstances referred to in 10.2A.

Note: In the event that the management company is to compensate one or more
affected investors for errors not falling under 10.2A, compensation to all other
affected investors should be made on the same basis.
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notice-to-heolders:[deleted]

10.5 Atemporary-change-may-onbrbemade-[deleted]

Suspension and deferral of dealings

10.6  Suspension of dealings may be provided for enly-in-exceptional-cireumstancesby the

management company in consultation with the trustee/custodian, having regard to the
best interests of holders._ The management company must regularly review any
prolonged suspension of dealings and take all necessary steps to resume normal
operations as soon as practicable.

10.7 The management company or the Representative [see 9.3(f)] must immediately notify
the SFC if dealing in units/shares ceases or is suspended. The fact that dealing is
suspended must be published immediately following such decision and at least once a
month during the period of suspension in an appropriate manner.

10.8 Where redemption requests on any one dealing day exceed 10% of the total net asset
value or total number of units/shares in issue, redemption requests in excess of 10%
may be deferred to the next dealing day.

Note: The Commission may on a case-by-case basis accept a higher or lower threshold
to trigger deferral of dealing as reasonably determined by the management
company, taking into account the specific circumstances of the scheme, provided
that such threshold is clearly disclosed in the offering document.

Transactions with connected persons

10.9 No person may be allowed to enter on behalf of the scheme into underwriting or sub-
underwriting contracts without the prior consent of the trustee/custodian and unless the
scheme or the management company provides in writing that all commissions and fees
payable to the management company under such contracts, and all investments
acquired pursuant to such contracts, will form part of the scheme's assets.

10.10 If cash forming part of the scheme's assets is deposited with the trustee/custodian, the
management company, the-investment adviserdelegate or with-any of their connected
persons efthese-companies-(being an institution licensed to accept deposits), such cash
deposit shall be maintained in a manner that is in the best interests of the holders,
having regard to interestmust-bereceived-on-the-deposit-atarate-notlowerthan-the
prevailing commercial rate for a deposit of thatsimilar type, size and term_negotiated at
arm'’s length in accordance with ordinary and normal course of business.
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10.11 All transactions carried out by or on behalf of the scheme must be executed at arm's
length_and in the best interests of the holders. In particular, any transactions between
the scheme and the management company, investment adviserdelegate, the-directors of
the scheme or any of their connected person(s) as principal may only be made with the
prior written consent of the trustee/custodian. All such transactions must be disclosed in
the scheme's annual report [see item 2 under Notes to the Financial Reports in

Appendix E].

10.12 Neither the management company, investment delegate nor any of its-their connected
persons may retain cash or other rebates from a broker or dealer in consideration of
directing transactions in scheme property to the broker or dealer save that goods and
services (soft dollars) may be retained if:-

(a) the goods or services are of demonstrable benefit to the holders;

(b) transaction execution is consistent with best execution standards and brokerage
rates are not in excess of customary institutional full-service brokerage rates;

(©) adequate prior disclosure is made in the scheme's offering document the terms of
which the holder has consented to [see C15 of Appendix C]; and

(d) periodic disclosure is made in the scheme's annual report in the form of a
statement describing the managers-soft dollar policies and practices_of the
management company or investment delegate, including a description of the
goods and services received by the-managerthem [see item 3 under Notes to
the Financial Reports in Appendix E]; and

(e) the availability of soft dollar arrangements is not the sole or primary purpose to
perform or arrange transaction with such broker or dealer.

Note: Goods and services falling within 10.12(a)-abeve may include: research and
advisory services; economic and political analysis; portfolio analysis, including
valuation and performance measurement; market analysis, data and quotation
services; computer hardware and software incidental to the above goods and
services; clearing and custodian services and investment-related publications.
Such goods and services may not include travel, accommodation, entertainment,
general administrative goods or services, general office equipment or premises,
membership fees, employee salaries, or direct money payments.

10.13 In transacting with brokers or dealers connected to the management company,
investment adviserdelegate, directors of the scheme, trustee/custodian or any of their
connected persons, the management company must ensure that it complies with the
following obligations:

(a) such transactions should be on arm’s length terms;

(b) it must use due care in the selection of brokers or dealers and ensure that they
are suitably qualified in the circumstances;

(© transaction execution must be consistent with applicable best execution
standards;
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(d) the fee or commission paid to any such broker or dealer in respect of a
transaction must not be greater than that which is payable at the prevailing
market rate for a transaction of that size and nature;

(e) the management company must monitor such transactions to ensure compliance
with its obligations; and

4] the nature of such transactions and the total commissions and other quantifiable

benefits received by such broker or dealer shall be disclosed in the scheme’s
annual report.
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Chapter 11: BecumentationScheme changes, notifications and
reporting

Scheme changes, notifications and ©Srgetg-ongoing disclosures

11.1 The proposed changes to a scheme in respect of the following must be submitted to the
Commission for prior approval:

(a) changes to constitutive documents(other than changes that have been certified
by the trustee/custodian as provided under 6.7 or approved by holders or
changes which do not require prior approval from the Commission);

(b) changes of key-operators-{ireluding-the trustee-/-custodian, management

company, and-ts-investment delegates and Hong Kong

representative}Representative, and their regulatory status-and-controlling
shareholder;

(© (i) material changes in investment objectives, policies and restrictions of the
scheme (including expansion in the purpose or extent of use of financial
derivatives_instruments for investment purposes [see 7.26])s:

(ii) fee-structure;introduction of new fees and charges, or increase in fees
and charges payable out of the property of the scheme or by the investors
(other than an increase within the permitted maximum level as disclosed
in the Hong Kong Offering Document [see Note(3) to 11.1A]); and

(iii) material changes in dealing arrangements, and-pricing arrangements_or
distribution policy of the scheme; and

(d) any other changes that may materially-prejudice-have a material adverse impact
on holders’ rights or interests_(including changes that may limit holders’ ability in
exercising their rights).

11.1A For changes to a scheme that require the Commission’s prior approval pursuant to 11.1,
the Commission will determine whether holders should be notified and the period of
notice (if any) that should be applied before the changes are to take effect as provided in
11.2. The revised Hong Kong Offering Document as a result of such changes should be
submitted to the Commission for prior authorization.

Notes: (1)

)

and—fee—s'rtpuetu%efldeletem
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(3) For any increase in fees and charges from the current level as-stated-in

the-Hong-Kong-Offering-Decument-up to the permitted maximum level
permitted-by-the-constitutive-documentsas disclosed in the Hong Kong

Offering Document, prior approval from the Commission is not required,
but no less than one month’s prior notice must be given to holders.

11.1B For changes to a scheme that do not require the Commission’s prior approval pursuant
to 11.1, unless-there-is-a-specified-minimum-priornotice-period-in-this U Code-the
management company should provide holders with reasonable prior notice, or inform
holders as soon as reasonably practicable of any information concerning the scheme
which is necessary to enable holders to appraise the position of the scheme_as provided
in 11.2. The Hong Kong Offering Document may be updated to incorporate such
changes and reissued without further authorization provided that the content and format
of such document remains fundamentally the same as the version previously authorized.
The revised Hong Kong Offering Document must be filed with the Commission, together
with a marked-up version against the previously filed version, within one week from the
date of issuance.

Note: The management company should inform holders as soon as reasonably
practicable of any material adverse change in the financial conditions or business
of the key counterparties to a scheme that it is aware of. ‘Key counterparties’
include the management company, guarantor (where relevant), trustee/custodian
and swap-major counterparty of the fund_for over-the-counter financial derivative
instruments or securities financing transactions.

Notices to holders

11.2 Notlflcatlon to holders must be made in the Ianguage(s) in WhICh the scheme is offered

Reasonable notice perlod(s) should be prowded to the hoIders in order to enable them
to appraise the position of the scheme and to make an informed judgement of their
investments in the scheme, where applicable.

Notes: In determining the notice period for changes to a scheme falling under 11.1 or
11.1B, the following shall apply:

(1) normally, one month’s prior written notice (or such longer period as
required under applicable laws and regulations or the provisions as set
out in the offering or constitutive documents) is expected to be provided
to holders unless as provided under Notes(2) or (3) to 11.2 or otherwise
agreed by the Commission;

(2) a shorter prior notice period may be permitted where the proposed
changes to the scheme are of demonstrable benefit to holders;

(3) unless otherwise specified by the Commission, holders should be
informed as soon as reasonably practicable for changes to the scheme
which are to provide clarification or relate to administrative matters; and

(4) _Inin the case of schemes domiciled outside Hong Kong, notwithstanding
the notice provisions of a scheme’s home jurisdiction, the Commission
may require additional notice to ensure that Hong Kong investors have
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sufficient time to consider and respond to the documentation. For
example, any general meeting at which a special resolution is to be
proposed shall be convened on at least 21 days’ prior notice and that any
general meeting at which an ordinary resolution is to be proposed shall be
convened on at least 14 days’ prior notice.

The management company is encouraged to consult the Commission in case
of doubt.

11.2A Subject to 11.4 and 11.5-belew, notices to holders need not be approved by the
Commission prior to issuance, but are required to be filed with the Commission within
one week from the date of issuance of the notice. The Commission, however, retains its
power to require issuers to submit draft notices for review where the Commission
considers it appropriate. For the avoidance of doubt, matters relating to 11.1 should be
approved by the Commission prior to the distribution of the relevant notices to holders.

11.2B The management company has the responsibility to ensure that notices to holders are
not misleading and contain accurate and adequate information to keep investors
informed. All notices should contain a Hong Kong contact number for investors to make
enquiries.

Note: Notices should not include any reference to a specific date or timetable in respect
of the-any changes falling under 11.1 and consequential changes made to the
offering or constitutive documents where such date or timetable has not been
agreed in advance with the Commission.

11.3 (Repealed)
Withdrawal of authorization

11.4 Following the authorization of a scheme, its-management-company-an application for
withdrawal of authorization of the scheme must be submitted to the Commission for prior
approval. sheuldsSubject to 11.5-below, give-at least three months’ notice should be
provided to holders of any intention not to maintain such authorization. Such notice
should be submitted to the Commission for prior approval and contain information which
iS necessary to enable holders to make an informed judgement of the proposed
withdrawal of authorization by the management company (including the reasons for the
withdrawal of authorization, consequences of the withdrawal, any proposed changes in
the operation of the scheme and their effects on existing investors, the alternatives
available to investors (including, if possible, a right to switch without charge into another
authorized scheme) and, where applicable, an estimate of any relevant expenses and
who is expected to bear them).

Notes: (1) Subject to the scheme having served notice period for merger or
termination under 11.5, the management company may apply for
withdrawal of authorization of the scheme with immediate effect following
the completion of the merger or termination (as the case may be).

(2)  For an application for withdrawal of authorization in cases other than in
connection with a merger or termination of a scheme, the management
company must demonstrate to the satisfaction of the Commission that
proper measures have been put in place to ensure that the interests of
holders who may remain to be invested in the scheme will be
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safequarded (e.qg. for a scheme domiciled outside Hong Kong, the
scheme will continue to be requlated or supervised in a jurisdiction
acceptable to the Commission).

Merger or termination

11.5 If a scheme is to be merged or terminated, in-additionte the management company
should following-any the procedures as set out in the scheme’s constitutive documents
or governing law;hetice-must. Notice should be given to investors as determined by the
Commission. Such notice should be submitted to the Commission for prior approval and
contain information necessary to enable holders to make an informed judgement of the
proposed merger or termination by the management company (including the reasons for
the merger or termination, the relevant provisions under the constitutive documents that
enable such merger or termination, the consequences of the merger or termination and
their effects on existing investors, the alternatives available to investors (including, if
possible, a right to switch without charge into another authorized scheme), the estimated
costs of the merger or termination and who is expected to bear them).

Notes: (1) Normally, the Commission will expect that at least one month’s prior
written notice (or such longer period as required under applicable laws
and regulations or the provisions as set out in the offering or constitutive
documents) to be provided to holders.

(2) In effecting a merger or termination, the management company must put
in place proper measures to minimize the opportunity of any holders to
benefit from more favourable or advantageous conditions of the scheme,
taking due account of the interests of the holders.

Reporting requirements

Reporting-Financial reports to holders

11.6 Atleasttwo-repertsFinancial reports of a scheme must be published in respect of each
its financial year. Annual reports ard-aeceunts-containing the information provided in
Appendix E must be published and distributed to holders within four months of the end
of the scheme's financial year and interim reports containing information required in
Appendix E must be published and distributed to holders within two months of the end of
the period they cover.

As an alternative to the distribution of printed financial reports, holders may be notified of
where such reports, in printed and electronic forms, can be obtained within the relevant
time frame.

Notes: (1) Where a scheme does not issue bilingual annual and interim reports, the
offering document of the scheme shall clearly disclose that annual and
interim reports are available in English or Chinese language only, as the
case may be.

(2) The Commission may accept the annual reports and interim reports to
cover an extended reporting period in cases when the scheme is first
launched or upon its termination.
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11.6A The annual reports must be prepared in compliance with internationally recognized
accounting standards and the interim reports must apply the same accounting policies
and method of computation as are applied in the annual reports of the scheme.

Note: For the purposes of 11.6A, internationally recognized accounting standards
may include Hong Kong Financial Reporting Standards (HKFRS) or
International Financial Reporting Standards (IFRS) or such other accounting
standards acceptable to the Commission.

Publication of prices of a scheme

11.7 The scheme's latest available offer and redemption prices or net asset value must be
calculated and made public free of charge on every dealing day in an appropriate
manner. If dealing is suspended, this must be published in accordance with 10.7.

Note: Means of dissemination may include newspapers, telephone hotlines and
websites.

Maintenance of a website

11.7A A scheme should, as a matter of best practice, maintain a website for publication of its
offering document, circulars, notices, announcements, financial reports and the latest
available offer and redemption prices or net asset value of the scheme.
Reporting to Commission

11.8 Subsequent to the authorization of the scheme, all financial reports produced by or for
the schemeits-management-company-and-trusteelcustedian must be filed with the

Commission within the time frame specified in 11.6.

11.9 The management company or the Representative must supply to the Commission, upon
request, all information relevant to the scheme's financial reports and accounts.

11.10 ahagemen or-the ify-the G
as-possible-of-any-change-to-the-data-in-the-applicationform-[deleted

Advertising materials

11.11 Advertisements and other invitations to invest in a scheme, including but not limited to
those issued by licensed or registered persons acting as the distributors of the scheme,
must comply with the Advertising Guidelines. All advertisements must be submitted to
the Commission for authorization prior to their issue or publication in Hong Kong, unless
exempted under section 103 of the SFO. For the avoidance of doubt, even if an
advertisement is exempted from obtaining authorization from the Commission under the
SFO, the issuer must still ensure that the advertisement or invitation complies with the
Advertising Guidelines.

11.12 Where authorization by the Commission is required, it is recommended that the issuer of
advertisements nominate one person, such as the Approved Person, the Hong Kong
Representative or any other persons acceptable to the Commission, based in Hong
Kong to liaise with the Commission. Authorization may be varied or withdrawn by the
Commission as it deems fit. Once authorized, the advertisement may be used in any
distribution media and reissued without further authorization with updated performance
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information of schemes and general market commentary provided that the content and
format of such advertisement remain fundamentally the same as the version previously
authorized and the advertisement, when reissued, is in compliance with the Advertising
Guidelines.

Note: For radio, television, cinema or other time-limiting advertisements / broadcasts
that require authorization by the Commission, the script of any verbal statements
in such advertisements should be submitted for the Commission’s advance
clearance, followed by the demo of the broadcast (e.g. digital files) for formal
authorization.

11.13 Issuers must keep adequate records of the advertisements issued, either in actual form
or by way of a copy of the final proof, and the relevant supporting documents for
substantiation of information presented thereon. Such records must be retained for at
least 3 years from the latest date of publication / distribution of an advertisement and
made available to the Commission upon request.

Mention of SFC authorization

11.14 Where a scheme is described as having been authorized by the Commission it must be
stated that authorization does not imply official recommendation by adding a prominent
note in the following terms to the offering document and advertisements and other
invitations to invest in the scheme:

SFC authorization is not a recommendation or endorsement of a scheme nor does it
guarantee the commercial merits of a scheme or its performance. It does not mean the
scheme is suitable for all investors nor is it an endorsement of its suitability for any
particular investor or class of investors.
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Appendix C
Information to be disclosed in the offering document

This list is not intended to be exhaustive. The directors of the scheme_(in the case of a mutual
fund corporation) or the management company are obliged to disclose any information which

may be necessary for investors to make an informed judgement. For the avoidance of doubt,

the offering document should contain all applicable disclosure as required by this UT Code.

Constitution of the scheme

C1 Name, registered address and place and date of creation of the scheme, with an
indication of its duration if limited.

Investment objectives and restrictions
C2 Details of investment objectives and policy, including a summary of investment and

borrowing restrictions [see Chapter 7 and Chapter 8 (for specialized schemes) of this UT
Codel. If the nature of the investment policy so dictates (such as schemes falling in-the

8.7,8.8 and
special
abnermalrisks, a description of the risks involved, and where appropriate, the risk
management policy in place.

If applicable, details of securities financing transactions of the scheme including, at a
minimum, the following:

(a) general description of the use of these transactions;

(b) treatment of all revenue generated from such transactions and all the direct and
indirect expenses to be incurred. In particular, details and basis of the direct and
indirect expenses to be borne by the scheme and paid to any operating party;

(c) criteria for selecting the counterparties, including legal and requlatory status,
country of origin and minimum credit rating;

(d) form and nature of the collateral to be received by the scheme, including cash
and non-cash assets;

(e) maximum and expected level of the scheme’s assets available for these
transactions expressed as proportion of the net asset value of the scheme, and
the type of assets that can be subject to these transactions;

(f involvement of any connected person(s) of the management company,
investment delegate, or trustee/custodian in these transactions and details of the
arrangement (such as securities lending agent);

(q) custody / safekeeping arrangement of assets subject to these transactions (such
as with the trustee/custodian of the scheme); and
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(h) risks associated with these transactions, such as operational, liquidity,
counterparty, custody and legal risks.

Collateral policy and criteria

C2A  Selection criteria, nature and policy of the collateral held by the scheme and description
of the holdings of collateral, including:

(a) the nature_and quality of the collateral, including asset type (e.g. cash, cash
equivalents and money markets; government or corporate (whether investment
grade / non-investment grade); and others), issuer, maturity and liquidity;

(b) identity-of counterparty providing-the-collateralcriteria for selecting counterparties,

including legal and requlatory status, country of origin and minimum credit rating;

(© the source and basis of valuation of collateral, including marked-to-market
arrangements;

(d) circumstances under which the collateral may be enforced and whether it will be
subject to any net-off or set-off;

(e) description of haircut policy-({#any);

) deseription-ofcollateral diversification reguirementsand correlation policies-{i#f
any); and

(9

breakdown-by-assetclassi-nature-and-creditratings-[deleted]

(h) policies on re-investment of cash collateral, including the maximum amount
available for cash collateral re-investment;

(i) (applicable to hedge funds) maximum amount available for collateral re-use or
re-hypothecation;

() custody / safekeeping arrangement (such as with the trustee/custodian of the
scheme) of collateral received and provided; and

(k) risks associated with collateral management and, if applicable, re-investment of
cash collateral.

Valuation of property and pricing

C2B A summary of the valuation policies and procedures of the scheme, including the basis
and frequency of valuation for the assets to be held by the scheme, and the
circumstances under which fair value adjustments may be employed and the relevant
procedures to be undertaken (including consultation with trustee/custodian of the
scheme) and the pricing policies, including the methods of pricing, methods of
calculating the scheme’s net asset value and issue and redemption prices and the
circumstances under which they can change.
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Liguidity risk management

C2C Details of liquidity risk management of the scheme, including:

(a) description of liquidity risks and the associated impact on the scheme and
holders;

(b) summary of the liquidity risk management policy and process; and

(c) description of liguidity risk management tools that may be employed, including
the circumstances in which the tools may be activated and the impact on the
scheme and holders upon activation [see C11 of this Appendix].

Operators and principals
C3 The names and registered addresses of the following parties (where applicable):-

(@) the directors of the scheme{_(in the case of mutual fund corporation), and the
management company and its board of directors;

(b) the trustee/custodian;

(© the investment adviserdelegate;

(d) the Hong Kong Representative;

(e) the Hong Kong distribution company, if different from C3(d)-abeve of this
Appendix;

() the auditors;_and

(9) the registrar.

Characteristics of units/shares
C4 Minimum investment and subsequent holding (if any).

C5 A description of the different types of units/shares, including their currency of
denomination.

C6 Form of certification.
Cc7 Frequency of valuation and dealing, including dealing days.
Application and redemption procedures

C8 Dedicated channel(s) for dissemination of price information [see 11.7_of this UT Code].

C9 Procedure for subscribing/redeeming units/shares, and in the case of umbrella funds,
conversion of units/shares.

C10 The maximum interval between the request for redemption and the despatch of the
redemption proceeds [see 6.14 of this UT Code and D9 (b)_of Appendix D].

Cl1l1 A summary of the circumstances in which dealing in units/shares may be deferred or
suspended.

Cl2 Statement that no money should be paid to any intermediary in Hong Kong who is not
licensed or registered to carry on Type 1 regulated activity under Part V of the SFO.
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Distribution policy

C13 The distribution policy and the approximate dates on which dividends (if any) will be paid
(if applicable).

Fees and charges

Cl4
@) the level of all fees and charges payable by an investor [see 6.16 to 6.18 of this
UT Code], including all charges levied on subscription, redemption and
conversion (in the case of umbrella funds);

(b) the level of all fees and charges payable by the scheme, including management
fees, performance fees (where applicable), trustee/custodian fees and start-up
expenses; and

(© the notice period for fee increases [see 11.1A, 11.1B and 11.2 of this UT Code].

Notes: (1):In the case of indeterminable fees and charges, the basis of calculation or the
estimated ranges should be disclosed.

(2): Where performance fee is levied, the calculation methodology together with
illustrative examples to demonstrate the charging method and the impact of
the absence of equalization arrangement should be disclosed.

C15 Where a-connected-person-of-the management company, erthe-investment
adviserdelegate, or any of their connected persons receives goods or services from a
broker or dealer [see 10.12_of this UT Code], a summary ef-the-terms-underwhich-such
goods-orservices-arereceived describing the presence of such policies and practices,
the types of goods and services that may be acquired through soft dollar policies and
practices, and the measures taken to manage and minimize conflict of interest should be
disclosed. In addition, a nil statement regarding retention of cash rebates by any of
these persons.

Taxation

C16 Details of Hong Kong and principal taxes levied on the scheme's income and capital,
including tax, if any, deducted on distribution to holders.

Financial Rreports and-accounts
Cl17 The date of the scheme's financial year.

C18 Particulars of what reports will be sent or made available to registered holders and when

[see 11.6 of this UT Code]. Hthere-are-bearerunitsin-issue-information-must-be-given
on-where-in-Hong-Kongrepeoris-can-be-obtained-

C18A A statement whether the annual and interim reports would be published in English
and/or Chinese.
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Warnings
C19 Statements/warnings must be prominently displayed in the offering document as
follows:-
(a) “Important - if you are in any doubt about the contents of this offering document,

you should seek independent professional financial advice”.
(b) other warnings as required by this UT Code.

Product KFS

C19A A Product KFS which is deemed to form a part of the offering document [see notes
Notes to 6.2A of this UT Code].

General information

C20 Alist of constitutive documents and an address in Hong Kong where they can be
inspected free of charge or purchased at a reasonable price.

C21 The date of publication of the offering document.

C22 A statement that the management company or and-the directors of the scheme (in the
case of a mutual fund corporation) accept full responsibility for the accuracy of the
information contained in the offering document and confirm, having made all reasonable
enquiries, that to the best of their knowledge and belief there are no other facts the
omission of which would make any statement misleading.

C22A If available, website address of the scheme which contains publication of its offering
document, circulars, notices, announcements, financial reports and the latest available
offer and redemption prices or net asset value. A statement that such website has not
been reviewed by the Commission, if applicable.

C23 Details of unauthorized schemes must not be shown in the offering document. Where
names of such schemes are mentioned, these must be clearly marked as unauthorized
and not available to the public in Hong Kong-+residents.

Termination of scheme
C24 A summary of the circumstances in which the scheme can be terminated.

C25 A summary of the arrangements in handling unclaimed proceeds of holders during the
termination process, including the minimum period of which such proceeds must be
maintained prior to any reallocation, and the procedures to be adopted upon the lapse of
such minimum period.

Custody arrangements

C26 A summary of the custody arrangements in respect of the scheme’s assets and the
material risks associated with such arrangements (if any).
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Appendix D
Contents of the constitutive documents

This Appendix intends to set out the core requirements with respect to the contents of the
constitutive documents. For the avoidance of doubt, the constitutive documents, amongq others,
must conform in substance to the intended operative effect of the provisions in Chapter 4 of this
UT Code.

D1 Name of scheme
D2 Participating parties

A statement to specify the participating parties including the management company, the
Hong Kong representative, trustee/custodian, and investment adviser-delegate (if any).

D3 Governing law

Note: See 6.6 and 9.10 of this UT Code.

D4 For unit trusts only:-

(a) A statement that the deed is binding on each holder as if he had been a party to
it and so to be bound by its provisions and authorizes and requires the trustee
and the management company to do as required of them by the terms of the
deed.

(b) A provision that a holder is not liable to make any further payment after he had
paid the purchase price of his units and that no further liability can be imposed on
him in respect of the units which he holds.

(© A declaration that the property of the scheme is held by the trustee on trust for
the holders of the units pari passu according to the number of units held by each
holder: (This may be modified as appropriate for schemes offering income and
accumulation units).

(d) A statement that the trustee will report to holders in accordance with 4.5(f)_of this
UT Code and to list out the obligations of the trustee as set out in 4.5 of this UT
Code.

(e) A statement that the trustee should retire in the manner as stipulated in 4.6_of
this UT Code.

D5 For mutual fund corporations only:-

@) A declaration that the property of the scheme is held by the custodian on trust for
the scheme.

(b) A statement to list the obligations of the custodian as set out in 4.5_of this UT
Code.

(© A statement that the custodian should retire in the manner as set out in 4.6_of this
UT Code.
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Note: See Note(1) to 4.1 of this UT Code.

Management company

(@) A statement to list the obligations of the management company as set out in 5.10
of this UT Code.

(b) A statement that the management company should retire as set out in 5.11_of
this UT Code.

Note: See Note(1) to 4.1 of this UT Code.

Investment and borrowing restrictions

A statement to list the restrictions on the investment ef-the-depesited-property-and the
maximum borrowing limit of the scheme. [see Chapter 7 and Chapter 8 (for specialized
fundsschemes) of this UT Code]

Valuation of property and pricing
The following rules on valuation of property and pricing must be stipulated:—

(a) the method of determining the value of the assets and liabilities of the property of
the scheme and the net asset value accordingly;

(b) the method of calculating the issue and redemption prices; and

(© the method of pricing and the circumstances under which it can change.
Suspension and deferral of dealing

The following must be stated:-

€) the circumstances under which the dealing of units/shares can be deferred or
suspended; and

(b) the maximum interval between the receipt of a properly documented request for
redemption of units/shares and the payment of the redemption money to the
holder, which may not exceed one calendar month.

Fees &and charges

A statement to list out the fees and charges payable out of the property of the scheme.

(b)

seheme—e*p#essed—as—an—annaal—pe#een&age—| deleted| |
(c) fee-payableto-trustee/custodian:[deleted]

(d)

and|deleted|
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(e) all othermateria
scheme:[deleted]
Meetings

Provisions on the manner in which meetings are conducted in accordance with 6.15 of
this UT Code.

Transactions with connected persons
The following must be stated:-

(@) cash forming part of the property of the scheme may be placed as deposits with
the trustee/custodian, management company, the-investment adviserdelegate or
with-any of their connected persons efthese-companies-(being an institution
licensed to accept deposits), so long as such cash deposit shall be maintained in
a manner that is in the best interests of holders , having regard to the prevailing

I hat institut] . I I hanis
acecordance-with-normal-banking-practice-the-commercial rate for a deposits of

similar type, -the-size ofthe-deposit-in-guestion-and term negotiated at arm's
length_in accordance with ordinary and normal course of business;

(b) money can be borrowed from the trustee/custodian, management company, the
investment adviserdelegate or any of their connected persons (being a bank) so
long as that bank charges interest at no higher rate, and any fee for arranging or
terminating the loan is of no greater amount than is in accordance with its normal
banking practice, the commercial rate for a loan of the size and nature of the loan
in question negotiated at arm's length;

(© any transactions between the scheme and the management company, the
investment adviserdelegate, directors of the scheme or any of their connected
persons as principal may only be made with the prior written consent of the
trustee/custodian; and

(d) all transactions carried out by or on behalf of the scheme must be at arm's length
and executed on the best available terms.

Distribution policy and date

Distribution policy and approximate date when income will be distributed (if applicable).

Annual-accounting-periodFinancial year

Calendar year date on which the annual-accounting-period-financial year ends. In the
case of an umbrella fund, the acesunting-period-financial year should be the same for all

constituent funds.
Base currency

A statement of the base currency of the scheme.
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D16 Modification of the constitutive documents

A statement of the means by which modifications to the constitutive documents can be
effected [see 6.7_of this UT Code].

D17 Termination of scheme

A statement of the circumstances in which the scheme can be terminated.
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Appendix E
Contents of financial reports

Introduction

Pursuant to 11.6 of this UT Code, financial reports of a scheme must be prepared and
published in respect of its financial year.

Annual reports must be prepared in compliance with internationally recognized accounting
standards pursuant to 11.6A of this UT Code, and contain all the information required in this
appendix-Appendix and a report issued by the trustee/custodian to holders as required by 4.5(f)
of this UT Code.

Interim reports must apply the same accounting policies and methods of computation as are
applied in the annual reports of the scheme pursuant to 11.6A of this UT Code and disclose a
statement to such effect or include a description of the nature and effect of any change in these
policies and methods. Interim reports must at least contain the information/items listed under
the Statement of Assets and Liabilities, Revenue Statement, Statement of Movement in Capital
Account and-the Investment Portfolio and Holdings of Collateral. For the avoidance of doubt, if
no annual report has been prepared and published pursuant to 11.6 of this UT Code for the
relevant reporting period immediately preceding the publication of an interim report (e.g. in the
case of a newly launched scheme), such interim report must disclose the accounting policies
and methods of computation that are significant for holders to appraise the financial position
and performance of a scheme. Where the scheme has paid or proposes to pay an interim
dividend, the amount of dividend should be disclosed.

All financial reports must contain comparative figures for the previous period except for the
Investment Portfolio_and Holdings of Collateral.

The mention of any unauthorized schemes (including underlying schemes) in the financial
reports must be indicated as “Not authorized in Hong Kong and not available to Herg-Keng
Residentsthe public in Hong Kong”.

For all financial reports, Fhe-the items listed under the Statement of Assets and Liabilities,
Revenue Statement, Bistribution-Statement,-Statement of Movements in Capital Account and
the Notes to the AceountsFinancial Reports, where applicable, must be disclosed_separately. It
is however, not mandatory to adopt the format as shown or to disclose the items in the same
order_and a scheme may use different titles for these statements.

While the SFC recognizes that financial reports of recognized jurisdiction schemes [see 1.2 of
this UT Code] will vary in content, financial reports are expected to offer investors comparable
disclosure as set out in this appendixAppendix. Although financial reports of recognized
jurisdiction schemes will generally be reviewed on the basis that they already comply in
substance with this appendixAppendix, disclosure must be made of transactions with connected
persons and soft cemmission-dollar arrangements [see items 2 and 3(a) under Notes to the
AceountsFinancial Reports in this Appendix{2}-and-(3)]. The SFC reserves the right to require
additional disclosure.

Statement of assets-Assets and HabHitiesLiabilities

The following must be separately disclosed, where applicable:-
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1. Total value of investments
2. Bank balances

3. Formation-costs[deleted]

4. Dividends and other receivables

5. Amounts receivable on subscription

6. Bank loans and overdrafts or other forms of borrowings
7. Amounts payable on redemption

8. Distributions payable

9. Total value of all assets

10. Total value of all liabilities
11. Net asset value
12. Number-of-units/shares-in-issue[deleted]

13. Netassetvalueperunit/share[deleted]

Revenue statementStatement

1. Total investment income-net-of-withhelding-tax, broken down by category

2. Total other income, broken down by category

3. Equalization on issue and cancellation of units/shares]deleted]

4. An itemized list of various costs which have been debited to the scheme including,
where applicable:-

@) fees paid to the management company_(e.q. management fee and performance

fee)

(b) remuneration of the trustee/custodian

(© fees paid to investment adviser{ifany} delegate

(d) otherrespective amounts paid to any connected persons of the management
company, investment delegate, directors of the scheme_or trustee/custodian

(e) amortization-ef-formation costs

() directors' fee and remuneration

(9) safe custody and bank charges

(h) auditors' remuneration

@ interest on borrowings
()] legal and other professional fees
(K) any-otherexpenses-borne-by-the-schemetransaction costs
0] any other expenses borne by the scheme
5. Taxes_(including withholding tax)

Appendix A - 103



G

SFC

BER

6. Amounts transferred to and from the eapital-acceuntStatement of Movements in the
Capital Account

7. Net income to-be-carriedfornardfor distribution

. inal distributi il Lo ¢ cistribui
. istributod.| oLt |

Statement of mevements-Movements in eapitalaccountCapital Account

1. Number of units/shares in issue and Valdevalue of the scheme as at the beginning of
the period
2. Number of units/shares issued and the amounts received upon such issuance (after

equalization if applicable)

3. Number of units/shares redeemed and the amount paid on redemption (after
equalization if applicable)

4, Any items resulting in an increase/decrease in value of the scheme not recognized in the
Revenue Statement, including:-
(@) surplus/loss on sale of investments
(b) exchange gain/loss
(© unrealized appreciation/diminution in value of investments
(d) net income for the period less distribution

5. Amounts transferred to and from the revenue-acceuntRevenue Statement
6. Number of units/shares in issue and Malgevalue of the scheme as at the end of the
period

Notes to the accountsFinancial Reports

The following matters should be set out in the notes to the aceeuntsfinancial reports, where
applicable:-

1. Principal accounting policies

State the principal accounting policies in preparing the financial reports for reporting the
financial position and performance of a scheme, including the following:

(a) the basis of valuation of the assets of the scheme including the basis of valuation
of unquoted and unlisted securities

(b) the revenue recognition policy regarding dividend income and other income
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(© foreign currency translation

(d) the basis of valuation of ferward-foreign-exchange-and-futdres-contractsfinancial

derivative instruments

(e) the-basis-of-amertization-o-formation-costs[deleted)]
() taxation

(9) any other accounting policy adopted to deal with items which are judged material
or critical in determining the transactions and in stating the disposition of the
scheme

Any changes to the above accounting policies and their financial effects upon the
accounts should also be disclosed.

Transactions with connected persons
The following should be disclosed:-

(a) a description of the nature and the amounts of any transactions entered into
during the period between the scheme and the management company,
investment adviserdelegate, the-directors of the scheme, trustee/custodian or
any emny—m—whreh—these—wm their connected persons-have-a-material
interest, together with a statement confirming that these transactions have been
entered into in the ordinary course of business and on normal commercial terms;

(b)

() the total aggregate value of the transactions of the scheme effected
through a broker who is a connected person of the management
company, the-investment adviserdelegate, erthe-directors of the scheme,
or trustee/custodian;

(i) the percentage of such transactions in value to the total transactions in
value of the scheme during the year;

(iii) the total brokerage commission paid to such broker in relation to
transactions effected through it; and

(iv) the average rate of commission effected through such broker-;

(© details of all transactions, including the nature and amounts, which are outside
the ordinary course of business or not on normal commercial terms entered into
during the period between the scheme and the management company,
investment adviserdelegate, the-directors of the scheme, trustee/custodian or

&nyen%ﬁy—m—whreh—these—%es—er—any of their connected persons-have-a
ol ;

(d) name of the management company, investment delegate, the-directors of the
scheme, trustee/custodian or any_of their connected persons efsuch-company-of
director-if any of them becomes entitled to profits from transactions in
units/shares or from management of the scheme, and the amount of profits to
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which each of them becomes entitled;

(e) where the scheme does not have any transactions with_the management
company, investment delegate, directors of the scheme, trustee/custodian or any
of their connected persons during the period, a nil statement to that effect; and

) the basis of the fee charged for the management of the fund and the name of the
management company_and investment delegate. In addition, where a

performance fee is charged to the scheme, the basis of calculation and amount
of performance fee charged should be separately drsclosed Eer—l;u%ures—and

Soft dollar arrangements

(a) DetailsA statement on the existence of any soft cemmissiondollar arrangements
relatrng to dealrngs in the property of the scheme—rneledme—the—ameums-ef

exist during the period:; and

(b) General description on soft dollar arrangements relating to dealings in the
property of the scheme, including the amounts of transactions executed; the
related commissions that have been paid for the transactions; and description of
goods and services received by the management company or investment

delegate.

Borrowings

State whether the borrowings are secured or unsecured and the duration of the
borrowings.

Contingent liabilities and commitments
Details of any contingent liabilities and commitments of the scheme.

If the free negotiability of any asset is restricted by statutory or contractual requirements,
this must be stated.

Formation costs

Accounting treatment of formation costs and the basis of amortization, including the
amounts unamortized and the remaining amortization period.

Distribution

Details of any distribution, including the following:

(a) Amount brought forward at the beginning of the period;

(b) Net income for the period;

(c) Interim distribution per unit/share and date of distribution;
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(d) Final distribution per unit/share and date of distribution; and

(e) Undistributed income carried forward.

9. Details on units/shares

Number of units/shares in issue and the net asset value per unit/share as at the end of
the period.

10. Transaction costs

A description of the nature of transaction costs incurred during the period (e.q.
brokerage, exchange and dealing fees etc.).

Contents of the auditors' report

The report of the Auditor should state:-

1. Whether in the auditor's opinion, the aceeuntsfinancial reports prepared for that period
have been properly prepared in accordance with the relevant provisions of the Frusttrust
Beed-deed (#in the case of a unit trust) or Articles-articles of Asseeiation-association (i
in the case of a mutual fund) and this UT Code;

2. Without prejudice to the foregoing, whether in the auditor's opinion, a true and fair view
is given of the disposition of the scheme at the end of the period and of the transactions
of the scheme for the period then ended;

3. If the auditor is of the opinion that proper books and records have not been kept by the
scheme and/or the aceeuntsfinancial reports prepared are not in agreement with the
scheme's books and records, that fact; and

4, If the auditor has failed to obtain all the information and explanations which, to the best
of his knowledge and belief, are necessary for the purposes of the audit, that fact.

Investment pertiehoePortfolio

1. Number or quantity of each holding together with the description and market value.
Distinguish between listed and unlisted and categorize by asset class (such as equities,
bonds and collectlve mvestment schemes etc. ) and country Fer—mvesﬂments—m—sehemes

2. The total investment stated at cost.

3. The value of each holding as a percentage of net asset value.

4, Statement of movements in portfolio holdings since the end of the preceding accounting
period.

Notes: (1) The management company is expected to choose the most appropriate
illustration of movement in the portfolio holdings taking into account the
objective and nature of-the-fund a scheme. Any one of the following
methods may be considered acceptable to the Commission:

(a) detailed holdings in individual securities; or
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(b) holdings in different sectors of a particular market;_or

(© holdings in different countries (in the case of, for example, a global
equity fund); or

(d) holdings in various kinds of securities such as equities, bonds,
warrants and options etc. (in the case of a diversified fund).

2) Except for (a)abeveNote(1)(a) of item 4 under Investment Portfolio in this
Appendix, movements in portfolio holdings can be expressed in
percentages.

5. Details in respect of financial derivative instruments:

(a) the underlying assets of financial derivative instruments; and

(b) the identity of the issuer(s)/counterparty(ies) of these financial derivative
instruments.

0. Details in respect of securities financing transactions and securities borrowing
transactions:

(a) the securities involved in each type of securities financing transactions and
securities borrowing transactions;

(b) global data:

(i) amount of securities on loan as a proportion of the scheme'’s total
lendable assets and of the scheme'’s total net asset value; and

(i) respective absolute amounts of each type of securities financing
transactions and as a proportion of the scheme’s total net asset value;

(c) concentration data:

0] top 10 largest collateral issuers across all securities financial transactions
with details on the amounts of collateral received by the scheme; and

(i) top 10 counterparties of each type of securities financing transactions,
including name of counterparty and gross amounts of outstanding
transactions;

(d) aggregate transaction data for each type of securities financing transactions and
securities borrowing transactions:

) the amount (including the currency denomination);

(i) maturity tenor, including open transactions;

(iii) identity and country of the counterparty(ies);

(iv) settlement and clearing means (e.q. tri-party, central counterparty,
bilateral); and

(V) collateral received by the scheme to limit counterparty exposure with
details required under items 1(a) and 1(e) of Holdings of Collateral in this

Appendix;

Appendix A - 108



G

SFC

BER

(e)

amount of revenue, and the direct and indirect expenses incurred relating to each

()

type of securities financing transactions (e.g. the amount of revenue retained by
the scheme and the amount of direct and indirect expenses borne by the scheme
and paid to the management company, investment delegate, trustee/custodian or
any of their connected persons or other parties);

(0 details on re-investment of cash collateral required under item 1(f) of the

(@

Holdings of Collateral in this Appendix; and

(i) (applicable to hedge funds) details on re-use or re-hypothecation of
collateral required under item 1(q) of the Holdings of Collateral in this

Appendix; and

details on custody / safe-keeping arrangement of collateral under item 1(h) of the

Holdings of Collateral in this Appendix.

For money market funds:

(a)

the weighted average maturity and the weighted average life of the portfolio of

(b)

the scheme; and

amounts of daily liguid assets and weekly liquid assets and as a percentage of

the scheme’s total net asset value.

Holdings of eeHateralCollateral

(@)

(b)

(c)

(d)
(e)

dDescription of holdings of collateral, including:

nature of the collateral, including asset types (e.g. cash, cash equivalents and
money markets; government or corporate (whether investment grade / non-
investment grade); and others) and currency denomination;

identity of counterparty providing the collateral,

value of the scheme (by percentage) secured/covered by collateral, with
breakdown by asset class/nature and credit rating_(if applicable);-and

credit rating of the collateral (if applicable)-;

maturity tenor of the collateral, including open transactions;

()

data on re-investment of cash collateral:

(@

(i) share of cash collateral received that is re-invested, compared to the
maximum amount specified in the offering document; and

(i) returns from re-investment of cash collateral;

(applicable to hedge funds) data on re-use or re-hypothecation of collateral:

(i) share of collateral received that is re-used or re-hypothecated, compared
to the maximum amount specified in the offering document; and
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(i) information on any restrictions on type of collateral received; and

(h) custody / safe-keeping arrangement, including:

(i) number and names of custodians and the amount of collateral received /
held by each of the custodians for the scheme; and

(i) the proportion of collateral posted by the scheme which are held in
segregated accounts, pooled accounts, or in any other accounts.

Performance table

1. A comparative table covering the last 3 financial years and including, for each financial
year, at the end of the financial year:-

@) the total net asset value; and
(b) the net asset value per unit/share.

2. A performance record over the last 10 financial years; or if the scheme has not been in
existence during the whole of that period, over the whole period in which it has been in
existence, showing the highest issue price and the lowest redemption price of the

units/shares during each of those years.

Information on leverageexposure arising from financial derivative instruments

1. The lowest, highest and average leverageexposure arising from the use of financial
derivative instruments during the period in respect of the following:

(a) Gross amountsof leverageexposure arising from the use of financial derivative
instruments for any purposes, with reference to equivalent market value of the
underlying assets of the financial derivative instruments, as a proportion to the
scheme'’s total net asset value; and

(b)

i i Net derivative exposure
[see Note to 7.26 of this UT Code] as a proportion to the scheme’s total net asset
value.
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Appendix G

Guidelines for review of internal controls and systems of
trustees-/-custodians

Introduction

1. Pursuant to 4.1 efthis YT Codeof this UT Code, trusteesfeustodians-a trustee/custodian of
a collective investment schemes areis required to be-approved-by-the SFC-An-acceptable
trustee/custodian-should-either-appoint an independent auditor to periodically review its
internal controls and systems (“internal control review”) on terms of reference agreedin
compliance with the- Commission-and-file suchreportLreviewreport) - with-the
Commissionthis Appendix, unless the trustees/custodians-aretrustee/custodian is
prudentially requlated and supervised by an overseas supervisory audtherities-authority
acceptable to the Commission. A report of the internal control review (“review report™)
must be filed with the Commission. Trustees/custodians should ensure that adequate
policies and procedures of itsthe internal controls and systems are maintained to ensure
compliance with the requirements of Chapter 4 of this UT Code.

&Bpheable—ethe#semee—ppewde.ts—are engaged to carry out functions or
operations that are relevant in discharging the responsibilities and obligations
of the trustee/custodian, there should be ongoing supervision {in the case of
appointmentby the trustee/custodian)-and regular monitoring-on these parties
by the trustee/custedianto should ensure theits accountability efthe
trusteefeustodian-to the scheme and investors is not diminished and theits
obligations efthetrusteelcustodian-as set out in Shapter44.5 of this UT Code
are duly discharged. Although a third party may be engaged to assume the
operations and functions of a trustee/custodian, the responsibilities and
obligations of the trustee/custodian may not be delegated and shall remain with
the trustee/custodian-efthe-scheme.

Purpose of the Guidelinesguidelines

3. TFheseGuidelinesThis Appendix provides further guidance to trustees-and-/custodians of

schemeregarding-compliance-with-schemes on the periodic internal control review
reqwrement—ef—thls—ULGede lhese—GwelehnesThls Aggendl X sets out the m|n|mum best

the—agreemen{—ef—the—scope of an mternal control reV|eW en—te#ms—whlch WI|| be acceptable
to the SFC.

Imstees—Asseeraﬂen—and—the#eng—K@qgéeee&y—eLAeeeumnsA varletv of mternal

Appendix A - 112



SFC
EE®
controls and systems can be adopted to achieve the same internal control objectives.

Trustees/custodians should exercise professional judgement in deciding the appropriate
policies and procedures of itstheir internal controls and systems-tr-a-given-circumstance.

4.  For the purposes of these-Guidelinesthis Appendix, the term “auditors” refers to the
independent reperting-professional accountants who areis engaged ir-reporting-en
reviewing-to conduct the internal eentrolscontrol review and systems-ofthe
trusteelcustodian-ofa-scheme-and-issuingissue the required auditor’s report (included in

the review report) provided herein.

Scope of review

5.  The objective of the internal control review sheuld-be-conducted with-the objective-is to
assess and-evaluate-whether the internal controls and systems of a trustee/custodian are
adequate and sufficient forthe-compliance-with-the requirements-ef Chapter4to comply
with 4.5 of this UT Code. The internal control review should involve all material procedural
and control elements that are relevantand-necessary to discharge the responsibilities and
obligations of trustees/custodians in relation to schemes.

Notes: (1) In determining whether the control objectives as set out under paragraph
8A of this Appendix have been achieved, the scope of internal control
review should cover the internal controls and systems of the
trustee/custodian in monitoring the performance of any third party (such
as sub-custodian, administrator, transfer agent and regqistrar) who is
appointed/engaged to carry out certain functions and operations that are
relevant for the trustee/custodian in discharging its responsibilities and
obligations. In this case, the relevant third party is expected to establish
policies and procedures in its internal controls and systems in support of
the trustee/custodian to discharge its responsibilities and obligations.

2 For the purposes of Note(1) to paragraph 5 of this Appendix, the
trustee/custodian should establish policies and procedures in its internal
controls and systems to ensure the related functions and operations are
properly carried out, implemented and monitored irrespective of the
parties designated to perform or handle these functions and operations
[see Note to paragraph 1 of this Appendix].

5A. In selecting samples for the internal control review, the auditor should include, where
available, different types of scheme(s) authorized by the SFEC of which the entity
concerned is acting as trustee/custodian. As part of the internal control review, the auditor
should also review whether different classes of investors of a scheme are treated fairly
under the control framework of the trustee/custodian.

5B. The internal control review should be conducted to provide reasonable assurance in

accordance with generally-internationally acceptable international-auditing
practices*review standards.

6. The engagement letter between the trustee/custodian and the auditor should incorporate
or refer to the fellewing-terms of reference (“Terms of Reference”) under paragraph 8 of
this Appendix which sets out-asat-a-minimum, the scope of review for compliance with the
requirements of this UT Code. The trustee/custodian may engage the auditor to expand
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the scope of the internal control reviews-ard; it is important that this is agreed with the

auditor before the commencement of the internal control review.

Terms of referenceReference

8.

The precise terms of the internal control review engagement will be as agreed between
the trustee/custodlan and the audltor in each partlcular case. Ie#ms—ef—Ref-e.tenee—fer—ﬂqe
~The review

errt should as—at—a—m%mem—mclude the foIIowmq Terms of Reference

A. Report by the management of the trustee/-custodian

The management of the trustee/custodian must issue a report_(“trustee/custodian’s
report”) to describe the control ebjectivesenvironment and the policies and
procedures of its internal controls and systems that are designed fertheto ensure
compliance with the requirements of Chapter44.5 of this UT Code and the control
objectives as-set out in this Appendix. As-Ata-mirimumtThe internal-contrel-policies
and procedures are expected to cover the control objectives (“Control Objective(s)”)
and the key control attributes (“Key Control Attributes”) should-include-the
fellowingunder each of the areas (namely, (a) maintenance of a control environment,
(b) compliance with applicable legal and regulatory requirements, (c) compliance
with control policies and procedures, (d) safekeeping of assets against loss, (&)
handling of different classes of investors fairly and (f) sound information technology
control processes) described in this paragraph 8.A below:.

Note: In the case where the trustee/custodian is required to take reasonable care

in discharging its obligations provided under 4.5 of this UT Code, the
trustee/custodian should ensure its obligations (e.g. oversight functions) as
set out in this UT Code are duly discharged notwithstanding that third parties
may be engaged to carry out the relevant functions or operations.

Control Objective

(a) Maintenance of a control environment

Key Control Attributes

1 General
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(2)

(i) Possession of relevant knowledge, skills, qualifications, experiences,

resources and operational capabilities commensurate with the nature,
scale and complexity of the scheme.

(i) Devise and tailor appropriate and specific procedures (subject to

reqular and frequent review and update) for acting as the

trustee/custodian of the scheme concerned, including ongoing

monitoring on third parties engagedrominee(s)—agent(s)delegate(s)
I - dar(s),

(iii) _Establish clear and comprehensive escalation mechanism to deal with
potential breaches detected in the course of discharging its
obligations and report to the SEC on material breaches in a timely
manner.

Corporate governance

(3

(i) Establishment of a corporate governance framework—including—where

applicable the oversight from- the licensed bankon-the
trustee/custodian for the business/ and operation erits-subsidiary
acting-as trustee/custodian.

- e e v
ethelders:

trustee/custodian and the management company on matters and
issues that may lead to breach of relevant laws and regulations or
applicable legal and requlatory requirements.

) (iii) Escalation of issues identified to senior management of the
trustee/custodian and the management company and ongoing
assessment, monitoring of the progress and development.

Risk management framework

(4)

(i) Establishment of a risk management framework.

(i) ldentification, monitoring and controlling of relevant risks for acting as
the trustee/custodian of a scheme, including but not limited to,
operational risks and requlatory risks.

(iii) _ Supervision from senior management of the trustee/custodian and
ongoing communication with the management company.

Business continuity plan

(i) Establishment of a business continuity plan.

(i) Regular testing on the effectiveness of the business continuity plan
which is subject to review and revision on an ongoing basis.

(iii)  ExeceptionsTimely reporting on material exceptions to senior
management of the trustee/custodian and the management company.
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Control Objective

+(b)Compliance with applicable legal and regulatory requirements

Key Control Attributes

(8)

Compliance function and review (including but not limited to capital

(6)

adequacy and independence requirements)

() Formation and documentation of a compliance programme approved
by the management of the trustee/custodian for the obligations under
Chapter44.5 of this UT Code as well as addressing any compliance /
breach issues.

(i) Development and maintenance of a compliance policy to provide
specific guidance (e.g. ongoing communication, training, etc.) to its
staff and third parties engaged nemineef{s)agent{s)delegate(s)and
sepvice provider(s)in discharging its obligations as trustee/custodian.

(iii) _ Sufficient and adequate compliance resources, including human
resources, for monitoring and supervision of the compliance

programme.

(iv) Possession of relevant knowledge, skills, qualifications and
experience for staff to effectively execute their duties.

(v) _ Periodic review on the monitoring and reporting procedures of third
partles engagednominee(s).agent{s) delegate(s)and-service

LA (vi)Compliance of regulatory reporting requirements.

LA (vi)Reqular reporting to senior management of the trustee/custodian
and communication with the management company.

{B3(viii) Establishment of Proceduresprocedures for dealing with complaints.

Breach reporting [see 4.5(k) of this UT Code]

(i)  Establishment of Proceduresprocedures and mechanisms to identify
breaches in the course of discharging the obligations of the
trustee/custodian.

(i) Formation and monitoring of rectification plans and remedial actions,
including relevant involvement and coordination with the management

company.

(iii) Reporting to senior management of the trustee/custodian and the
management company and recording of breaches.

(iv) Notification mechanism to relevant requlatory bodies (including the
SFC) on material breaches in accordance with 4.5(k) of this UT Code.
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Control Objective

+(c)Compliance with control policies and procedures

Key Control Attributes

(1)

Oversight of management company:sperfermance in managing the

(8)

scheme in accordance with the provisions of the constitutive documents

| apolicable loaal and reaul .

(i) Verification of instructions given by the management company with
appropriate reconciliation procedures (such as ex-post controls and
verification of processes and procedures).

(i) Escalation and communication with the management company on
breaches identified in the course of discharging the obligations of the
trustee/custodian.

Appointment of and oversight on third parties reminee{s).agent(s)and

delegate(s).and oversight on senvice provider(s) that are relevant for the
trustee/custodian in discharging its obligations as set out in Chapter44.5 of
this UT Code

(i) Selection and due diligence of third parties engaged-neminee(s);
agent{s)and-delegate(s), including an assessment on their
competency, regulatory and financial status, and capabilities in
discharging their delegated function(s) / operation(s) and their internal
controls and systems, covering the respective control
objectivesControl Objectives and internal control policies and
procedures Key Control Attributes provided in this Appendix with
respect to the relevant delegated function(s) / operations(s) by the
trustee/custodian.

(i) Ongoing monitoring and review {on-site-and-off-site)-of third parties
engagednominee(s) agent{s) delegate{s) and service provider(s) to
ensure the delegated function(s) / operation(s) are performed in
compliance with relevant legal and regulatory requirements.

(i) Oversight on third parties engaged nominee(s)agent(s) delegate(s)
and-service provider{s)-that all the necessary internal controls and
systems are established and maintained effectively, in carrying out
the delegated function(s) / operation(s).

(iv) Documented procedures-forthe-appointmentand-monitoring-of
nominee{s)agent(s)and-delegate(s)andinthe case of service
provider(s)-monitoring-of such parties in respect of matters in (8)(i) to
(8)(iii) above.

(v) Contingency plan on third parties engagedrominee(s)—agent{s).
delegate{s)and-service-provider{s), including actions and measures

to be taken on breaches and solvency matters / issues relating to the
third parties engaged-neminee{s)agent(s)—delegate{s)and-service
provider(s).

(vi) Policies and measures to address conflicts of interests.
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(9)  Subscription and redemption monitoring [see 4.5(b) of this UT Code]

(i) Subscription and redemption orders are carried out in accordance
with the provisions of the constitutive documents-and-applicable legal
and-regulatory reguirements.

(i) Transactions controls and recording systems are in place.

(i) Timely issuance and cancellation of units/share certificate.

(iv) Reconciliation and verification on subscription and redemption on a
regular basis, such as reconciling the subscription/redemption orders
with the proceeds received/paid and the number of units
issues/cancelled.

(v) _ Frequency of reconciliation and verification consistent with the flow of
subscriptions and redemptions.

(vi) Timely settlement of the subscription and redemptions transactions
and follow-up actions on exceptions, including communication with
senior management of the trustee/custodian and the management
company on the exceptions identified.

(vii) Proper documentation and records of the considerations taken with
respect to suspension of dealing of units/shares of the scheme,
including the consultation process and communication between the
trustee/custodian and the management company.

(10) Valuation / Pprice / net asset value calculation monitoring [see 4.5(c) of this

UT Code]

(i) Methodoloqgy adopted in calculating net asset value per unit/share is
in accordance with the provisions of the constitutive documents-and

applicable-legal-and regulatory reguirements.

(ii)  Accuracy of net asset value calculation, including interest income,
dividend and fee calculation.

(i) Valuation-methodology-isinplace-Establishment of policies and
procedures in monitoring the valuation methodology adopted by the
scheme/management company for each type of investments held by
the scheme, including illiquid or hard-to-value assets.

(iv) Establishment of policies and procedures in telatieatemonitoring the
use of the fair value adjustments considered by the management
company for valuing different types of assets of a scheme, including
the circumstances that trigger the use of fair value adjustments, and
the governance structure and review process for fair value
adjustments and consultation with the trustee/custodian where

appropriate.

(v)  Periodic review of valuation monitoring policies and procedures,
including effectiveness, appropriateness and consistency of their

application.

(vi) Proper documentation and records on the considerations taken with
respect to the suspension of calculation of valuation / price/ net asset
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(11)

value of the scheme, including the consultation process and
communication between the trustee/custodian and the management

company.

(vii) Establish clear and comprehensive escalation mechanism to deal with
errors or exceptions in the pricing of the units/shares of the scheme
that has come to the attention of the trustee/custodian in the course of
discharging its obligations, including proper documentation of the
mechanism, compensation arrangements to the scheme and/or
holders, communication between the trustee/custodian and the
management company and timely reporting to the SFC on the pricing
errors in accordance with 10.2A of this UT Code.

(viii) Proper recording of interest income, dividend income and other
corporate actions.

Distribution payment monitoring

(12)

(i) Calculation of distribution is carried out in accordance with the

provisions of the constitutive documents-and-applicable legaland
regulatory requirements.

(i) Ensure completeness and accuracy of distribution payment.

(i) Establish clear and comprehensive escalation mechanism to deal with
exceptions detected in the course of discharging itsthe obligations of
the trustee/custodian; including proper documentation of the
mechanism, communication between the trustee/custodian and the
management company and reporting to the SFC on material
exceptions in a timely manner.

Cash flow monitoring [see 4.5(h) of this UT Code]

(i) Oversight of the safequards and measures adopted by the
scheme/management company to ensure Properproper cash account
opening; ebtain-proper prior written consent has been obtained from
the trustee/custodian in the case where cash is placed with the
management company, investment delegates, directors of the
scheme or any of their connected persons.

(i) Oversight of the Safeguardssafeguards and measures—inecluding
oversight onthe cash-managementpolicyof adopted by the
management companys in addressing conflicts of interests where
cash is placed with the entities under 10.10-and-ensute-the
arrangementis-in-the best interests ef the-investers of this UT Code,
including oversight on the relevant cash management policy of the
management company.

(ii) Ensure proper and effective monitoring on the receipt of subscription
proceeds and payment of redemption proceeds.
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detected:

Haid(iv) Identification of srusyal-significant cash flow and cash flows which
could be inconsistent with the operations of the scheme.

{(v)Periodic review of cash flow monitoring policy of the
trustee/custodian.

E9(vi)Escalation procedures with senior management of the
trustee/custodian and the management company when material
exception is detected in the course of carrying out its duties and the
follow-up actions taken.

(13) Investment monitoring [see 4.5(e) of this UT Code]

() Carry out Properexecutionand-verficationofinstructions of the
management company with ex-post verifications in relation to
investment limitations and restrictions to ensure compliance with the
provisions of the offering and constitutive documents and this UT
Code.

(i) Monitoring investment and borrowing limits.

(iii)  Accuracy of investment record and investment reconciliation against
third party.

(iv) Transactions controls and recording systems are in place.

(v) __ Timely settlement of transactions and exceptions detection and
follow-up actions taken.

(vi) Establishment of system of recording and reporting pertaining to
securities financing transactions.

(vii) Possession of relevant knowledge for staff who are responsible for
monitoring and recording securities financing transactions.

(viii) Formulation-and reqularupdate Proper monitoring of the authorized
list of eligible counterpatrties.

(ix) Proper

es of

investment.

o(x) Verification of daily mark to market value on collateral and
reconciliation of reports provided by counterparties.

(14) Accounting system and record keeping

(i) Establishment of proper and appropriate accounting recording
systems and record keeping requirements for each scheme.
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(ii)  Adoption of consistent accounting treatment in accordance with the
constitutive documents and relevant accounting standards.

(iii)  Timely issuance and distribution of financial reports.

(15) Connected party transactions

(i) Oversight of the Safeguardssafequards and measures—including
gversighton adopted by the scheme/-the management company;
s I - I vy I Lind

(i) ObtainTo ensure proper prior written consent has been obtained from
the trustee/custodian on transactions between the scheme and the
entities under 10.11 of this UT Code and proper documentation on
justifications in approval of these transactions.

o I i ‘| dentified I disclosed.

Control Objective

o(d)Safekeeping of assets against loss

Key Control Attributes

(16) Custody and safequarding of assets

(i) Segregation of assets of the scheme from the assets of:

() the management company, investment delegate and their
respective connected persons;

(1) the trustee/custodian and any hominees, agents or delegates
throughout the custody chain; and

(11N __other clients of the trustee/custodian and nominees, agents or
delegates throughout the custody chain, unless held in an
omnibus account with adequate safequards in line with
international standards and best practices to ensure that the
assets of the scheme is properly recorded with frequent
reconciliations.

(i) Seqregation of duties in trustee/custodian’s operations.

(iii) Safeguard of physical assets of the scheme.

(iv) Payment and asset transfer on behalf of the scheme.

(v) _Reconciliation of assets against third party records on a reqular basis.

(vi)__Obtain sufficient and reliable information to conduct Regularregular
verification of ownership (including reconciliation between records of
the trustee/custodian and the management company) and
maintenance of preper comprehensive, up-to-date and -accurate
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records for assets of the scheme that cannot be held in custody.

(vi)) Proper reqgistration of the scheme’s assets.

(viii) Assess and monitor custody risk with adequate organizational
arrangement to minimize risk of loss.

(ix) Escalation and rectification procedures on issues and exceptions
identified.

(x) All cash of the scheme has been booked in the cash accounts of the
scheme.

(xi) Accuracy of cash record and cash reconciliation against third party,
such as reconciliation of its own records with records of the
management company on a daily basis.

Control Objective

(e) Handling of different classes of investors fairly

Key Control Attributes

(17) Whether different classes of investors are treated fairly under the
trustee/custodians' control framework, such as control procedures in
ensuring accuracy in the calculation of net asset value of a scheme with
multiple classes.

Control Objective

(f) Sound information technoloqgy (IT) control processes

Key Control Attributes

(18) IT controls on the IT systems involved in the trustee/eustediancustodian’s
businesses business and operations relating to schemes authorized by the
SEC, including logical and physical access controls; system application
controls; system change management controls and testing; IT operations;
system resilience and disaster recovery planning; incident management;
and technology service providers management.

(19) Risk assessment performed by the trustee/custodian on the IT-related risks
of the trustee/custodians’ businesses/operations relating to schemes
authorized by the SFC and adequacy of the IT controls to address the IT-
related risks identified in the risk assessment.

Please note that the above Control Objectives are not meant to be exhaustive

The controls designed to meet the above ebjeetives-Control Objectives may vary
from firm to firm. The SFC does not mandate specific controls to meet the-centrol
ebjectives Control Objectives. It is the responsibility of the management of the

trustee/custodian to design suitable controls and ensure that these are adequate,
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effective and properly implemented for the purpose of achieving the eentrol
objectives-Control Objectives so identified.

Objective of the review engagement

The objective of the engagement is to review the control objectives and procedures

as described in the repertissued-by-the-trustee/custodian’s report and to report on
the findings of the review to the management of the trustee/custodian.

(1) Auditor’s work should be planned and conducted so as to have-a-obtain
reasonable expectationofassurance that:

() confirming-whetherthe control procedures as described by the
trustee/custodian’s management are suitably designed and adequate to
ensure-meetingmeet the stated control objectives and compliance with
Chapter44.5 of this UT Code during the period under review;

(i) confirmingwhetherthe trustee/custodian’s report in paragraph 8.A of this
Appendix describes fairly the control procedures in place during the period
under review;

(i) confirming-whetherthe specific control procedures tested (with details
described) operated effectively, in all material respects, during the period
under review; and

(iv) detecting-material internal control weakness or failure in the internal
controls or failure-incontrel-systems (whether by design or implementation)
during the period under review are identified and previding
recommendations for improvement are made.

(2) In assessing whether a control is suitably designed and adequate, the auditor
should:

() assess whether the control individually or in combination with other controls
would, when complied satisfactorily, provide reasonable assurance that the
control objectives stated in the description of its internal controls and
systems by the management of the trustee/custodian are achieved; and

(i) take into account the nature of business and size of the operation of the
trustee/custodian.

Report by the auditor

The auditor should issue a report_(*auditor’s report™), addressed to the management
of the trustee/custodian, detailing the scope of the review work carried out relating to
the report by management and the conclusions reached. The auditor’s report should
state;-asat-a-minimum:

() asummary of the terms of engagement_containing the Terms of Reference (or
attach a copy of the letter of engagement);
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(i) the respective responsibilities of the management of the trustee/custodian and
the auditor;

(i) the basis of the auditor’s opinion (detailing the scope of work); and

(iv) the auditor’s opinion-_(see Part D of this Appendix); and

(v) __where applicable, a description of material weakness and/or failure in the
internal controls and systems identified and recommendations made to
management of the trustee/custodian (or attach a copy of the letter or
memorandum) (see Part E of this Appendix).

Auditor’s opinion
As-a-minimum-reguirement—tThe auditor’s opinion should state_whether:
0)

elesenbes—twrly—the—een#ekp#eeedwes—m—pl&ee—the control procedures as

described by the trustee/custodian’s management were suitably designed and
adequate to ensure-meetingmeet the stated control objectives and compliance
with Shapter44.5 of this UT Code during the period under review; and

(i) whetherthe speeific-control procedures tested-{with-details-described)-operated
as-described-during were propery-implemented-by the trustee/custodian
througheutin the trustee/custodian’s report fairly described the control
procedures in place during the period under review;-_and

(iii)___the controls tested, which were those necessary to provide reasonable
assurance that the control objectives stated in the trustee/custodian’s
description of its control objectives and procedures were achieved, operated
effectively threugheutduring the period under reviews.

Where applicable, the auditor should state the limitations to the tests performed and
whether such limitations have any material impact on the auditor’s opinion.

Recommendation for internal controls and systems

Upon detectingidentifying any material control weakness or failure in the internal
controls and systems or areas for improvement, the auditor’s report should contain:

(a) _if any material weakness in internal controls or failure in internal controls and
systems has been identified during the auditor’s review, the-auditorisrequired
toissue-a letter/memorandum issued by the auditor to management of the
trustee/custodian, and provide a copy of such letter/memorandum to the SFC.
The letter/memorandum should include (i) a description of the material internal
control weakness or failure in the internal controls and systems together with
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(ii) auditor’'s recommendation for improvement and response from the
management of trustee/custodian; or

(b) __in cases where no material internal control weakness or failure in the-internal
controls and systems has been identified, and-if the auditor has made certain
recommendations for improvement to trustee/custodian’s internal controls and
systems, theauditor should-issue-a letter/memorandum issued by the auditor
to management of the trustee/custodian setting out the relevant
recommendations for improvement, and provide a copy of the
letter/memorandum to the SFC.

Period under Reviewreview

9.  The period under review should be for a period of at least twelve months and should
coincide with the financial year of the trustee/custodian unless otherwise agreed with the
SFC.

Notes: For a trustee/custodian which is not currently acting as trustee/custodian for
schemes authorized by the SFC (“new trustee/custodian™):

(i) where the review represents the first internal control review of the new
trustee/custodian which is conducted in accordance with this Appendix, the
SFC may consider accepting a shorter review period (e.g. covering a period
of six months) which may not coincide with the financial year end of the
new trustee/custodian. In any event, the auditor should issue the auditor’s
report on the internal control review of the trustee/custodian within feuesix
months from the end of the review period and submit the review report to
the SFC at the time of submission of the application of the relevant scheme
seeking SFC'’s authorization or the scheme change application in relation to
11.1(b) of this UT Code in support of such application(s); and

(i) in the case where the new trustee/custodian has yet to come into
operations, the SFC may consider on a case-by-case basis to accept
separate review reports which opine on the design suitability and operating
effectiveness of its internal controls and systems respectively. The internal
controlreview report which opine on the operating effectiveness may not
need to be submitted at the time of application. However, the new
trustee/custodian should consult and agree with the SFC in advance
regarding the timeframe for submission of such report.

Filing of Reperts-reports with the SFC

10. The management of the trustee/custodian should file the review report, which comprises
of a copy of the auditor’s report and the trustee/custodian’s report (as described in
paragraph 8) with the SFC within fedsix months from the end of the period under review.
Where applicable, management response to the auditor’s report should also be attached.

Fhereports-should-be-sentto:
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Frequency of Reviewreview
11. The review of internal controls and systems of trustees/custodians ef-seheme-should be

conducted on an annual basis. The SFC reserves-the rightto-demandmay require more
frequent reviews of a trustee-er-/custodian should this be deemed-considered necessary.
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Appendix H

Guidelines on hedge funds reporting requirements

Introduction

The Commission has published the Guidelines on Hedge Funds Reporting
Requirements (the Guidelines). The Guidelines sets out the minimum amount of
information that is required to be disclosed in regular reporting to holders. The
Commission advocates additional information to be disclosed if it is deemed to be
appropriate and informative to holders, taking into account the objective and strategy of
the scheme.

1. Pursuant to 5.17 and 11.6-efthis UTCede of this UT Code, financial reports of
authorized schemes are required to be published atleast-two-reperts-in respect of
each-its financial year, of which the annual report must be audited by the auditor for
the scheme. Pursuant to 8.7(w)-ef-this UTCede-of this UT Code, authorized hedge
funds are also required to publish quarterly reports for holders. The following
scheme reports should be distributed to holders and filed with the Commission
within the stipulated timeframe:

Nature of reports No. of reports for each Timeframe for filing and distribution to
scheme financial year  holders

Annual report One Within four months of the end of the
relevant financial year, except for funds
of hedge funds (FoHFs) where the
timeframe for filing and distribution to
holders is within six months of the end
of the relevant financial year.

Semi- One Within two months of the end of the
anndalinterim relevant period.

report

Quarterly reports  Four Within one month of the end of the

relevant period, except for FoHFs
where the timeframe for filing and
distribution to holders is within six
weeks of the end of the relevant
period.

Note: Where the management company wishes to report to holders via monthly
reports, there is no need to prepare quarterly reports provided that the same
requirements for quarterly reports are complied with in the monthly reports.

2. These Guidelines aims to provide further guidance to management companies
regarding the en-geingongoing reporting requirements of authorized hedge funds.
The Commission reserves the right to require additional disclosure to be made.

3. For the ease of understanding by holders, where technical terms are used in the
scheme reports, the management company is specifically encouraged to include a
glossary to explain their meaning and their implications to investors. Where
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financial terms are used in the scheme reports, the management company must
provide their calculation bases, definitions, and any underlying assumptions.

4. Where the provisions refer to the scheme_in this Appendix, this means the
authorized hedge fund.

A. Contents of financial reports

Requirements applicable to both annual and semi-annudalinterim reports

5. Annual and semi-ahnualinterim reports of the scheme must contain the information
as required by Appendix E-ef-this- UT-Cede of this UT Code, with the exceptions as
provided in paragraph 6 _of this Appendix.

6. The Commission encourages full disclosure of individual holdings of the scheme.
Where the management company is satisfied that full disclosure of such information
may be unduly burdensome, it may adopt alternative disclosures in lieu of the
disclosure as required in the Investment Portfolio subsection-of Appendix E-ofthis
UTCode of this UT Code. In that case, the management company must choose
the most appropriate and informative illustration of the scheme’s
holdings/exposures at the end of the relevant period, taking into account the
objective and strategy of the scheme.

Note: The following will be regarded as minimum disclosures acceptable to the
Commission. The Commission reserves the right to require disclosure of
the full position of the scheme for the purposes of carrying out its regulatory
functions. Such disclosures to the Commission will be subject to the
Commission’s preservation of secrecy provisions.

With respect to any scheme that is a FoHFs, the management company should
disclose:

a. Exposures (including cash and cash equivalent holdings*) for the scheme at
the scheme level as of the reporting date (expressed in percentage terms of
net asset value of the scheme) categorized by geographical region, industry,
strategy, or some other basis that the management company considers the
most appropriate, taking into account the objective and strategy of the
scheme;

b. The names and percentage values (based on net asset value of the
scheme) of the top five underlying funds held by the scheme as of the
reporting date;

c. The number of underlying funds and the number of underlying fund
managers included in the scheme as of the reporting date; and

d. (Where the scheme is a multi-strategy FoHFs) disclosure of the number of
underlying funds and underlying fund managers under each hedge fund
strategy.

With respect to other schemes, the management company should disclose:
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a. Exposures (including cash and cash equivalent holdings*) for the scheme
as of the reporting date (expressed in percentage terms of net asset value of
the scheme) categorized by asset class, geographical region, industry,
strategy, or some other basis that the management company considers the

most appropriate, taking into account the objective and strategy of the
scheme;

b. The names and amounts of the top five long positions and top five short
positions -held by the scheme on a gross basis as of the reporting date; and

c. The aggregated gross long and short positions held by the scheme as of the
reporting date (expressed in percentage terms of the net asset value of the
scheme).;

*  “Cash equivalent holdings” are defined as those assets with a maturity of
less than one year and which are readily transactable in an arm’s length
transaction between willing and knowledgeable parties.

Requirements specific to annual reports

7. Where performance fees were borne by the scheme during the financial year, the
annual reports of the scheme must contain the amount of such performance fees
payable at the scheme level expressed as a percentage of average net asset value
of the scheme as at the end of the financial year and the calculation basis.

Note (1): A nil statement is required if no performance fees were borne by the
scheme during the financial year.
(2): Where the scheme is a FoHFs, only performance fees at the FOHFs’
level need to be disclosed.

B. Quarterly reports
Distribution of quarterly reports

8. The Commission requires that quarterly reports be distributed to holders to keep
them informed of the scheme activities on a timely basis.

9. Quarterly reports are required to be filed with the SFC and distributed to holders
within the stipulated timeframe under paragraph 1 of these Guidelines.

Note: Given the newness of these Guidelines to the market, measures would be
taken to familiarise the management company with the reporting
requirements and the disclosure standard expected of these reports. The
first quarterly report of each scheme must obtain a “no objection” letter from
the Commission before it is issued to persons in Hong Kong. In order to
facilitate the vetting procedures, upon request from the management
company, Commission staff may review and provide comments on the
format of the first quarterly report of each scheme before its contents are
ready.

10. Quarterly reports may not be distributed to non-holders unless accompanied by the
offering document of the scheme.
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Contents of quarterly reports

11. Quarterly reports must be provided in the English and Chinese languages, and
must contain the following information regarding the scheme.

Management commentary

12. A statement to the effect that the directors of the scheme and/or the management
company accept responsibility for the information contained in the quarterly reports
as being accurate as at the date of publication.

(@

(b)

(©)

(d)

Performance review

A commentary by the management company that describes and explains the
key factors impacting upon the scheme’s financial performance and any style
drifts in the scheme during the reporting period.

Note: Where the scheme is a FoHFs, the management company is expected
to explain what has driven performance in terms of different strategies.

Market outlook

A discussion of the management company’s expectation of the primary risk
factors to which the scheme is exposed to, and the outlook of the
development of these factors as they relate to the scheme.

Changes in key investment personnel

A discussion on the changes in composition of the key investment personnel
(if any) at the scheme level and their impact on the scheme’s overall strategy,
risk profile or future performance.

Lawsuits

Details of any lawsuits that may have a financial impact on the scheme during
the reporting period.

Portfolio review

(e)

(f)

Fund size and NAV-net asset value per unit/share

The scheme’s total net asset value, net asset value per unit/share as at the
end of the reporting period, and the percentage change in net asset value per
unit/share since the last reporting period.

Cash borrowings and other sources of leverage

The amount of cash borrowings and other sources of leverage at the scheme
level and a summary of how leverage is calculated as at the end of the
reporting period.

Note: The management company is expected to choose the most
appropriate and informative illustration of the scheme’s leverage,
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consistent with disclosures in the scheme’s offering document, taking

into account the objective and strategy of the scheme. Where the
scheme is a FoHFs, disclosure is only required at the FOHFs’ level.

Performance and risk measures

Disclosure of performance and risk measures of the scheme in tabular form.
A sample format with the required parameters and time frames is set out in
the Appendix-Annex to these Guidelines.

The management company is encouraged to disclose other appropriate
performance and risk measures, taking into account the objective and strategy
of the scheme (e.g. Value at Risk (VaR), Alpha, Sortino ratio, additional
Sharpe ratios using alternative risk free rates other than zero, aggregated
risk/return statistics, full position disclosure of financial derivatives instruments
and their basis of calculation, time to recovery periods, % of down months, %
of up months, delta equivalent of option positions etc.).

The management company must provide the calculation basis, definition and
any underlying assumptions of each performance and risk measure either
alongside the performance and risk measure or in a separate glossary.

Amount of seed money

Disclosure of the amount of seed money expressed in percentage terms of the
net asset value of the scheme contributed by the management company or its
connected persons as at the end of the reporting period.

llliguid holdings

With respect to any scheme that is a FoHFs, the management company must
disclose:

(i)  The name(s) of any underlying fund(s) suspended during the reporting
period;

(i)  The acquisition cost of such underlying funds; and

(i)  The latest status of such underlying funds as at the end of the reporting
period.

With respect to other schemes, the management company must disclose the
name(s) and acquisition costs of all illiquid holdings* held by the scheme as at
the end of the reporting period, categorized by:

() financial derivative instruments Berivatives; and
(i)  Non-financial derivatives_instruments.

* “llliquid holdings” are defined as assets for which there are no readily
available market values to be transacted between knowledgeable and
willing parties in an arm’s length transaction, or with no registered
turnover in the last 30 days prior to and including the reporting date.

Concentrated exposures

With respect to any scheme that is a FoHFs, the management company
should disclose:
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(i) Exposures (including cash and cash equivalent holdings) for the scheme
at the scheme level as of the reporting date (expressed in percentage
terms of net asset value of the scheme) categorized by geographical
region, industry, strategy, or some other basis that the management
company considers the most appropriate, taking into account the
objective and strategy of the scheme;

(i)  The number of underlying funds and the number of underlying fund
managers included in the scheme as of the reporting date; and

(i)  (Where the scheme is a multi-strategy FoHFs) disclosure of the number
of underlying funds and underlying fund managers under each hedge
fund strategy.

With respect to other schemes, the management company should disclose:

(i) Exposures (including cash and cash equivalent holdings) for the scheme
as of the reporting date (expressed in percentage terms of net asset
value of the scheme) categorized by asset class, geographical region,
industry, strategy, or some other basis that the management company
considers the most appropriate, taking into account the objective and
strategy of the scheme; and

(i)  The aggregated gross long and short positions held by the scheme as of
the reporting date (expressed in percentage terms of the net asset value
of the scheme).

Note (1): *“Cash equivalent holdings” are defined as those assets with a
maturity of less than one year and which are readily transactable in
an arm'’s length transaction between willing and knowledgeable
parties.

(2): The Commission reserves the right to require disclosure of the full
position of the scheme for the purposes of carrying out its
regulatory functions. Such disclosures to the Commission will be
subject to the Commission’s preservation of secrecy provisions.
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Information to be Disclosed under Seetien-paragraph B.12(g) of the
Guidelines on Hedge Funds Reporting Requirements

Actual Monthly Returns in the Last Three Calendar Years (net of all fees and charges)

Jan | Feb | Mar | Apr | May | Jun | Jul | Aug | Sep | Oct | Nov | Dec | YTD
Actual
Year
(T-2)
Year
(T-1)
Year
T
Summary Data
Year T3 Year (T -1) Year (T - 2) Since Launch?
(annualised [specify launch
year to date]
date)

Performance Statistics
Annual Return

Annualized Standard
Deviation®
Sharpe Ratio®

Fund Statistics
Highest NAV per
unit/share

Lowest NAV per
unit/share

Maximum drawdown *

[Display prominent warning statements to the effect that: “Investment involves risk, please see
the offering document for further details. Past performance figures shown are not indicative
of future performance.”]

Notes:

(1) Calculations must be net of all fees and charges borne by the scheme, with the calculation
basis clearly stated.

(2) As per paragraph 3 of the Guidelines, the management company should include a glossary of
technical terms to explain their meaning and implications to investors (e.g. the higher the
number, the riskier the scheme etc.).

(3) “Year T” denotes the current scheme financial year.

(4) Statistics since launch can only be shown if the scheme has been in existence for one year or
longer.
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(5) “Annualized standard deviation” is defined as the square root of the squared deviations of the
actual returns from the simple average return based on the dealing days of the scheme, divided
by the number of observations, shown on an annualised basis.

(6) “Sharpe ratio” is defined as annual return divided by the annualised standard deviation.

Note: For the sake of simplicity, a zero risk free rate is adopted in the calculation for “Sharpe
Ratio”

(7) “Maximum drawdown” is the maximum amount of loss from an equity high until a new equity

high, expressed as a percentage of the previous equity high.
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Application of the UT Code on UCITS funds#

The SFC has been adopting a streamlined approach to the authorisation of UCITS
funds from specified jurisdictions. Having considered the local laws and regulations
governing UCITS funds and arrangements for cross-border cooperation and
exchange of information, UCITS funds from specified jurisdictions are deemed to
have generally complied in substance with the relevant provisions of the UT Code.

To provide further guidance to the industry, the SFC sets out below the relevant
provisions in the UT Code that are applicable to UCITS funds for better transparency
and clarity.

Notwithstanding the streamlined approach, management companies are reminded
that the SFC may impose or vary the requirements and/or conditions in respect of
specific funds or types of funds as it may deem fit at any time before granting
authorisation or allowing the authorisation to remain in force.

The application of the UT Code on UCITS funds is subject to review and update by
the SFC from time to time in view of the legal, regulatory and other development in
each relevant jurisdiction, as well as the level of regulatory oversight, supervision, co-
operation and assistance of the relevant home regulator and reciprocity accorded to
the SFC with respect to the funds it regulates.

The following are applicable to those UCITS funds not falling or authorised under the
applicable mutual recognition of funds arrangements with relevant jurisdictions:

Relevant provisions in the revised UT
Code applicable to UCITS funds

1. Key operators

Trustees and custodians Chapter 4, except for 4.5 (other than 4.5(f)%)
Management companies Chapter 5, except for 5.11(c)
Investment delegates (who have 5.5(a), (b) and (c)

been delegated the investment
management function of a scheme)

Hong Kong representatives Chapter 9

2. Operational requirements

Scheme documentation, pricing, Chapter 6, except for 6.6 to 6.8 and 6.15
issue and redemption of
units/shares, fees

24 UCITS funds referred to under Appendix B to this conclusions paper means UCITS funds domiciled in France,

Luxembourg, Ireland and the United Kingdom.
For the purposes of 4.5(f), UCITS domiciled in Luxembourg may prepare a long form audit report as required

under Luxembourg'’s rules or regulations which assesses the control environment of the scheme(s) and the
service providers (including the custodian).

25
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Relevant provisions in the revised UT
Code applicable to UCITS funds

Valuation and pricing, pricing

errors, suspension and deferral of

dealings, transactions with
connected persons

Chapter 10

3. Investment requirements

Investments in other funds

7.11D, 7.12

Derivatives investments

UCITS funds are subject to the disclosure
requirement in the fund’s KFS regarding the
fund’s purpose of, and expected maximum
net derivative exposure arising from,
derivatives investments.

Guaranteed features

7.39

4. Specialised schemes?®

Money market funds

For UCITS short-term money market funds
which have complied with the Europe Money
Market Funds Regulation?’, 8.2(b), (c), (d)
and (o)

Unlisted index funds and index
tracking exchange traded funds

8.6, except for 8.6(a) to (a)(b), 8.6(b) to (c),
8.6(g) to (i) and 8.6(r)

Hedge funds

8.7 and Appendix H

Structured funds

8.8, except for 8.8(c), 8.8(e) and 8.8(9)

Funds that invest extensively in
financial derivative instruments

8.9()

Listed open-ended funds (also
known as active ETFS)

8.10, except for 8.10(b)

5. Disclosure and reporting requirements

Scheme changes, notifications,
ongoing disclosures, reporting,

withdrawal of authorisation, merger

or termination

Chapter 11, except for 11.1(a) and 11.6A

A UCITS fund is generally deemed to have
complied with 11.1(a) if the management
company confirms that:

(a) the constitutive documents of the fund
have complied with all applicable home
jurisdiction’s laws and regulations and

26

UCITS specialised schemes shall comply with the requirements under Chapter 7 of the UT Code that are

applicable to UCITS, with modifications, exemptions or additions as set out in the relevant section(s) under

Chapter 8 of the UT Code.
27

funds.

Regulation (EU) 2017/1131 of the European Parliament and of the Council of 14 June 2017 on money market
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Relevant provisions in the revised UT
Code applicable to UCITS funds

home regulator’s requirements and
have complied with 9.10;

(b) such constitutive documents are the
latest version that have been submitted
to or filed with the home regulator; and

(c) the fund has also complied with D12 of
Appendix D regarding connected party
transactions.

In such case, the changes to constitutive
documents of the UCITS fund are regarded
as changes falling under 11.1B.

Information to be disclosed in the
offering document

Appendix C, except for C2 (regarding
securities financing transactions) and C2A

Contents of the constitutive
documents

Constitutive documents of UCITS funds are
generally deemed to have complied with
Appendix D provided that they comply with all
applicable home jurisdiction’s laws and
regulations and home regulator’s
requirements and 9.10.

UCITS funds are required to provide
confirmation on compliance with D12 of
Appendix D regarding connected party
transactions.

Content of financial reports

Notes to the Financial Reports (2) and (3)(a)
of Appendix E
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Final form of the consequential amendments to the MPF Code

The highlighted parts indicate revisions to the MPF Code which differ from the
proposed amendments set out in the consultation paper

Chapter 1: Authorization Matters

1.3 Applications of MPF schemes and pooled investment funds should be made
to both authorities eenedrrently-under separate cover. Under the current
arrangement, an application will first be reviewed by the MPFA. Upon
clearance by the MPFA, the Commission will proceed to review the

application in accordance with the provisions of this Code.

Chapter 3: Interpretation

3.12 “Delegate—of-the—investment-manager’ means the person to whom the

investment manager has delegated its investment management functions.

3.14A  “Investment manager’” means the entity appointed pursuant to 6.1 of this

Code.

3.18B  “SFO” means the Securities and Futures Ordinance (Chapter 571 of Laws of
Hong Kong).

3.22 “UF-driven changes” means changes to a constituent fund or pooled

investment fund falling within 8.2 of this Code that solely reflect changes

made to the corresponding underlying SFC-authorized fund and such

underlying fund changes have been approved, or are not required to be

approved by the Commission pursuant to the UT Code or this Code.

3.223 “UT Code” means the Code on Unit Trusts and Mutual Funds.

Chapter 4: Application Procedures

Documents to be supplied to the Commission

4.5 Each application must contain a eepy-efthe-completed Application Form as
prescribed-by-the MPFA-set out on the Commission’s website- and—Fhe

Application-Form-must-alse be accompanied by the following_and such other

documents as may be required by the Commission from time to time:

(e) checklist of compliance{see-AppendixB)}. This checklist is available
for download from the Commission’s website-hitp:#wwwhksfe.org-hk;

(1) application fee in the form of a cheque payable to the “Securities &and

Futures Commission”; and

Note: The current fee schedule is available on the Commission’s

website.
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Chapter 6: Investment Manager
Appointment of Investment Manager
6.1 An investment manager appointed for an MPF scheme or pooled

investment fund must comply with the-fellewing-reguirementsthis Chapter on

an ongoing basis.

6.2 An investment manager must:

(e) have sufficient financial resources at its disposal to enable it to conduct
its business effectively and meet its liabilities; in particular, it must have
a minimum paid-up share capital and non-distributable capital reserves
of HK$10 million;

Criteria for Acceptability of Investment Manager

6.6  The acceptability of the investment manager will be assessed on the fellowing
criteria: set out in 5.5 of the UT Code. Applicants should refer to 6.8 to 6.9 for
requirements on the delegation of investment management functions to third

parties.

(b)

2-5) ([deleted})

© fiient L technical | he-dlisposal-of
individual ise- (jdeleted))

@ . | ied with_d I-integrity-of 1

helders- ([deleted])

©) icants shouldrefer t0 6.8 10-6. 9 for requi

ofinvestment-managementfunctions-to-third-parties- [deleted]
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Delegation of Investment Management Functions

6.8 Where the investment management functions are delegated to third parties,
there should be on-going supervision and regular monitoring of the competence of the
delegates by the investment manager to ensure that investor protection and the
investment manager’s accountability to scheme participants or fund holders is not
diminished. Although the investment management role of the investment manager
may be sub-contracted to third parties, the responsibilities and obligations of the
investment manager may not be delegated.

. ; Y T i . o I
jurisdictions-on-theirmerits:The delegate (who has been delegated the

investment _management function of an MPF scheme or pooled
investment fund) should either be licensed or registered in Hong Kong
or based in a jurisdiction with an inspection regime acceptable to the
Commission. A list of acceptable inspection regimes is published on
the Commission’s website. The Commission will consider other
jurisdictions on their merits and may accept an undertaking from the
delegate that the books and records in relation to its management of
an MPF scheme or pooled investment fund will be made available for
inspection by the Commission on request.

General Obligations of an Investment Manager

6.10 An investment manager must manage the MPF scheme or pooled investment
fund in accordance with its constitutive documents and in the exclusive
interests of the scheme participants or fund holders. It is also expected to
fulfill the duties imposed on it by the general law.

Chapter 7: Operational Requirements
Name of Constituent Fund and Pooled Investment Fund

7.5 If the name of the constituent fund or pooled investment fund indicates a
particular objective,_investment strategy, geographic region or market, the
constituent fund or pooled investment fund should invest at least 70% of its
nen-cashtotal net assets value in securities and other investments to reflect
the particular objective, investment strategy or geographic region or market
which the constituent fund or pooled investment fund represents.
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Chapter 8: Post-Authorization Requirements

Scheme Changes

8.2 The proposed changes to the offering document of an MPF scheme or pooled
investment fund (other than UE-driven changes) as a result of the following must
be submitted to the Commission for prior approval:

8.2A

(&) ___changes to constitutive documents (other than changes which do not
require prior approval from the Commission);

(b) changes of key-operaters{including-the applicant, the trustee / custodian

and investment manager and its delegates} and their regulatory status

and-controlling-shareholder;

(c) 11.1(c) of the UT Code applies; and changes-ininvestment-objectives;

(d) 11.1(d) of the UT Code applies. —any-otherchanges-thatmaymaterially
rdlico ial . I - I lorc.

For changes to the offering document of an MPF scheme or pooled investment
fund that require the Commission’s prior approval pursuant to 8.2, the
Commission will determine whether the scheme participants or fund holders
should be notified and the period of notice (if any) that should be applied before
the changes are to take effect_(as provided in 8.3).

Notes: (1)

{up-to-three-months)-in-exceptional-circumstances. ([deleted])

(2) Forthe-purposes-of8-2Asignificant-changes-would-includefor
ol L bioct] o
policies—and-fee-structure. ([deleted})

(3) Note (3)in 11.1A of the UT Code applies. Ferany-increase-infees
| ol , I lovel Lin tor
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8.2B  For changes to the offering document of an MPF scheme or pooled investment

fund that do not require the Commission’s prior approval pursuant to 8.2,
unless-there is-a specified minimum-prior notice period-in-this Code, the
applicant should_provide scheme participants or fund holders with reasonable
prior_notice, or inform scheme participants or fund holders as soon as
reasonably practicable of any information concerning the MPF scheme or
pooled investment fund which is necessary to enable scheme participants or
fund holders to appraise the position of the MPF scheme or pooled investment
fund_(as provided in 8.3). The offering document may be updated to
incorporate such changes and reissued without further authorization provided
that the content and format of such document remains fundamentally the same
as the version previously authorized. The revised offering document must be
filed with the Commission, together with a marked-up version against the
previously filed version, within two weeks from the date of issuance.

Note: The Note in 11.1B of the UT Code applies and references therein to

“management company” shall mean “applicant” for the purposes of
this Code.

Notices to Scheme Participants and Fund Holders

8.3

8.3B

11.2 of the UT Code applies, except where a waiver is granted under 5.1 of
this Code, notification to participants of an MPF scheme or holders of a
pooled investment fund must be made in both the English and Chinese
languages in respect of any changes or proposed changes to the offering
documents of the MPF scheme or pooled investment fund.

11.2B of the UT Code applies and references therein to “management
company” shall mean “applicant” for the purposes of this Code. Fhe-applicant

has-the-responsibility to-ensure-that notices-to-scheme-participants—orfund
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Withdrawal of Authorization

8.5 11.4 of the UT Code applies and references therein to “management company”

shaII mean “appllcant” for _the purposes of this Code Feuewmg—the

Merger or Termination

8.5A 11.5of the UT Code applies and references therein to “management company”
shall mean “applicant” for the purposes of thls Code. 41I‘—&n—|\APILL-;elq&tr:}e—enE

Mention of SFC Authorization

8.9  Where an MPF scheme or pooled investment fund is described as having been
authorized by the Commission, it must be stated that authorization does not
imply official recommendation-_by adding a prominent note in the following
terms to the offering document and advertisements and other invitations to
invest in the MPF scheme or pooled investment fund:

SFC authorization is not a recommendation _or_endorsement of an MPF
scheme or pooled investment fund nor does it guarantee the commercial merits
of an MPF scheme or pooled investment fund or its performance. It does not
mean the MPF scheme or pooled investment fund is suitable for all scheme
participants or fund holders nor is it an endorsement of its suitability for any
particular scheme participant or fund holder.
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Appendix A
A3 Hong Kong Investment Management Activity

1.  Number of fund managers/ description of size of fund management
operation/ research - in house/ third party?
3. Administration (where/ how are administrative arrangements carried out?)

Appendix B
COMPLIANCE CHECKLIST

(Deleted)

Appendix C

ACCEPTABLEINSPECHONREGIMES

(Deleted)
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Final form of the consequential amendments to the PRF Code

The highlighted parts indicate revisions to the PRF Code which differ from the
proposed amendments set out in the consultation paper

Chapter 1: Authorization Procedures
Documents to be supplied to the Commission

1.6  An appheant-application for authorization of a pooled retirement fund sheuld
lodge-with-the- Commissionmust contain a completed Application Form as set

out on the Commission’s website and be accompanied by the following and
such other documents as may be required by the Commission from time to time:

(c)  All other sales literature, proposed advertisements and printed material
intended to be issued in Hong Kong to prospective investors, where

applicable;
(d) A checklist of compliance with the Code-{see-Appenrdix-C);

) The application fee in the form of a cheque payable to the “Securities
&and Futures Commission”—Fhe—eurrentfee-schedule-is—avalable-on

reguestiromthe Commission; and

Note: The current fee schedule is available on the Commission’s
website.

(g)  The letter nominating an individual to be approved by the Commission
as an approved person containing the individual’'s name, employer,
position held and contact details, including, in so far as applicable, the
address, telephone and facsimile numbers, and electronic mail address;
and

(h) A written undertaking from the Hong Kong Representative, where
applicable (see 7.3).

Offer of pooled retirement funds and investment portfolios

1.7 Pooled retirement funds and investment portfolios shall only be available to
ORSO schemes, employers and/ or members of ORSO schemes.

Chapter 3: Interpretation

Unless otherwise defined, words and expressions used in this Code are as defined in
the SFO.

3.6A “Hong Kong representative” or “representative” means the Hong Kong
representative appointed pursuant to 7.1 of this Code.
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3.7 “insurance company” means a company authorized by the Insurance Authority
under the Insurance Companies Ordinance to carry on a relevant class of
insurance business in Hong Kong.

3.9A "investment delegate" means an entity that has been delegated the investment
management function of a pooled retirement fund.

3.9B  "management company" means the entity appointed pursuant to 5.1 of this
Code.

3.9C  “ORSO schemes” means occupational retirement schemes as defined under
the Occupational Retirement Schemes Ordinance (Chapter 426 of Laws of

Hong Kong).

3.10 “pooled retirement fund’_or “scheme” has the same meaning as “pooling
agreement” in the Occupational Retirement Schemes Ordinance (Chapter 426
of Laws of Hong Kong).

3.11 “principal brochure” means that offering document issued by an applicant
company, containing information on a pooled retirement fund as stipulated in
Appendix A.

3.12A “SFQO” means the Securities and Futures Ordinance (Chapter 571 of Laws of
Hong Kong).

3.13 “substantial financial institution” means an authorized institution as defined in
section 2(1) of the Banking Ordinance_(Chapter 155 of Laws of Hong Kong), or
a financial institution which is on _an ongoing basis subject to prudential
regulation and supervision, with a minimum net asset value paid-up-capital-of
HK$150,000,0002 billion or its equivalent in foreign currency.

3.14 “Trustee” means the entity appointed pursuant to 6.1 of this Code.

3.15 “UE-driven changes” means changes to an investment portfolio falling within
10.1 of this Code that solely reflect changes made to the corresponding
underlying SFC-authorized fund and such underlying fund changes have been
approved, or are not required to be approved by the Commission pursuant to
the UT Code or the SFC Code on MPF Products.

3.156 “UT Code” means the Code on Unit Trusts and Mutual Funds.

Chapter 5: Management Company
Appointment of Management Company

5.1 Every pooled retirement fund must have a management company acceptable
to the Commission_and shall comply with this Chapter on an ongoing basis,
unless the fund is the subject of or regulated by an insurance arrangement (see
5.11 below).

Note: The investment delegate (who has been delegated the investment
management function of a pooled retirement fund) should either be
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5.2

5.4

55

licensed or registered in Hong Kong (see 5.6 below) or based in a
jurisdiction with an inspection regime acceptable to the Commission.
A list of acceptable inspection regimes is published on the
Commission’s _website. The Commission _will _consider _other
jurisdictions on their merits and may accept an undertaking from the
investment delegate that the books and records in relation to its
management of a pooled retirement fund will be made available for
inspection by the Commission on request.

5.2 of the UT Code applies. A-mahagement-company-must:

{e—notlendto-amaterial-extentand(c) (deleted)
{dh—maintain-at-all- times-a-positive-net-asset position- (d) (deleted)

Quialifications of Directors

The directors of the management company must be of good repute and in the
opinion of the Commission possess the necessary experience for the
performance of their duties. In determining the acceptability of the management
company, the Commission may consider the qualifications and experience of
persons employed by the management company and any appointed
investment adviserdelegate.

Criteria for Acceptability of Management Company

5.5 of the UT Code applies. Fhe-acceptability-of the-management-company-will
I I ho follow: toria
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elelegafeed—(e) (deleted)

Chapter 6: Trustee

6.1

Appointment of Trustee

Every pooled retirement fund must be governed by a trust with a trustee that is
acceptable to the Commission_and shall comply with this Chapter on an
ongoing basis, unless the fund is the subject of or regulated by an insurance
arrangement.

Note:  An acceptable trustee should-either:

H———oh-abh-ongoing-basis—he-subjecttoreglatory-—supervision-he

subject to prudential regulation and supervision on an on-going
basis. Trustee shall appoint an independent auditor to
periodically review its internal controls and systems on terms of
reference agreedin compliance with the-Cemmissienthis Code
(see Appendix E) and should file such report with the
Commission, unless such trustee is a trust company which is a
trustee of any registered scheme as defined in section 2(1)

Mandatory Provident Fund Schemes Ordinance (Chapter 485
of Laws of Hong Kong){asmay-be-amendedfrom-time-to-time).:
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6.2 A trustee must be:

@) 4.2(a) of the UT Code appliesa-bank-licensed-under-section-16-ofthe
” ; ;

(b) a trust company_reqistered under Part VIII of the Trustee Ordinance
(Chapter 29 of Laws of Hong Kong) which is a subsidiary of such a bank
or a banking institution falling under 6.2(d) or of an insurance company
authorized in Hong Kong;

Note: In determining the acceptability of a subsidiary of a banking
institution falling under 6.2(d), the Commission will take into
account factors including the level of oversight and supervision
from such banking institution.

(© 4.2(c) of the UT Code appliesatrustcompany-registered-underPart\AH
of-the Trustee Ordinance; or

(d) 4 2(d) of the UT Code appllesa—leankmg—msmumq—e#trust—eempany

6.3 4. 3 of the UT Code apphesA—tmsteemest—b&mdepeqdemLyaudﬂed—and-have

6.4 Notwithstanding 6.3 abeve, the trustee’s paid-up share capital and non-
distributable capital reserves may be less than HK$10 million if the trustee is a
wholly-owned subsidiary of a bank or an insurance company (the holding
company); and

(a) 4. 4(a) of the UT Code apphesthe—helelmg—eempany—ssees—a—stanemg

(b) 4. 4(b) of the UT Code apphesthe—helelmg—eempany—emdeﬁakes—th&t—n

Retirement of Trustee

6.4A 4.6 of the UT Code applies.
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Independence of Trustee and Management Company

6.6 4.8 of the UT Code applles Nenw&h%n@ng%abeve—#—#mmste&and—the

other:(b) (deleted)

companyand(c) (deleted)

Chapter 7: Hong Kong Representative
Retirement or Dismissal of Representative
7.4 Should the representative retire or be dismissed, it must be replaced as soon

as possible by another representative whose appointment is subject to the
approval of the Commission_(see 10.1(b)).

Hong Kong Representative Agreement
7.5  (Jdeleted})

Chapter 8: Operational Requirements
Pooled Retirement Fund Documentation
Application Form

8.3 Subject to 1.7, Ne-no pooled retirement fund application form may be provided
to any member of the public unless it is accompanied by the principal brochure.

To that end the application form should include a statement to the effect that it
should only be issued in conjunction with the principal brochure.

Fees and Charges

8.8 The level/basis of calculation of all costs and charges payable must be clearly
stated, with percentages expressed on a per annum basis, where applicable.
The aggregate level of fees for investment management eradvisery-functions
should also be disclosed.

Chapter 9: Guaranteed Funds
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Guarantor

9.1 If the guarantor is an entity other than the insurance company which issues the

policy, it must be a substantial financial institution—aceeptable—to—the

Chapter 10: Post-authorization Requirements

Scheme Changes

10.1 The proposed changes to a scheme (other than UE-driven changes) in respect
of the following must be submitted to the Commission for prior approval:

@)

(b)

(€)

(d)

changes to constitutive documents_(other than changes that have been
certified by the trustee as provided under 10.2 of this Code or changes
which do not require prior approval from the Commission);

11.1(b) of the UT Code applies (and includes changes to the applicant

ompany), ehanges—ef—key—epera%e#s—éuﬂ*&ng—me—applm

11.1(d) of the UT Code appliesany-otherchanges-that-may-materially
- dice | i - )

10.1A 11.1A of the UT Code applles Fer—ehanges—te—a—seheme—that—reqw#e—the
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fundamentally the same-as-the version-previoushrauthorized— except that tFhe

revised principal brochure must be filed with the Commission, together with a
marked-up version against the previously filed version, within two weeks from
the date of issuance.

10.2 The constitutive documents may be altered_by the trustee and management
company without consulting investors, provided that the_trustee certifies in
writing that in its opinion the proposed alteration:

(@) is necessary to make possible compliance with fiscal or other statutory,
regulatory or official requirements; er

(b) does not materially prejudice investors’ interests, does not to any extent
release the parties from any liability to investors and does not increase
the costs and charges payable under the pooled retirement fund;_or

(c) _is necessary to correct a manifest error.

In all other cases involving any material changes, no alteration may be made
except with the approval of the Commission.

Withdrawal of Authorization

10.5 11.4 of the UT Code applies and references therein to “management

Merger or Termination

10.6 11.5 of the UT Code applies and references therein to “management company”
shall mean “applicant company” for the purposes of this Code. When-a-poeoled
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Rebates

10.10 10.12 of the UT Code applies (except for 10.12(d)).—Neither—the

10.11 11.2 of the UT Code applies. Netificationto-investorsmust-be-made-in-the

10.13 11.2B of the UT Code applies and references therein to “management
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Mention of SFC Authorization

10.14 Where a pooled retirement fund is described as having been authorized by the
Commission, it must be stated that authorization does not imply official
recommendation_by adding a prominent note in the following terms to the
principal brochure and advertisements and other invitations to invest in the
pooled retirement fund:

SFC authorization is not a recommendation or endorsement of a scheme nor
does it gquarantee the commercial merits of a scheme or its performance. It
does not mean the scheme is suitable for all investors nor is it an endorsement
of its suitability for any particular investor or class of investors.

Appendix A
Information to be disclosed in the Principal Brochure
(b) Parties Involved
The names and registered addresses of all parties involved in the operation of
the pooled retirement fund with a brief description of the applicant company.
Appendix B
Contents of the Constitutive Documents

) Contributions

(iv) How it is paid and the options if any for payment.
Appendix C
i heekli
(Deleted)
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Appendix E

Guidelines for Review of Internal Controls and Systems of
Trustees/Custodians

INTRODUCTION

1. Pursuant to Chapter 6.1 of this Code, trustees/custodians of collective
investment schemes are required to be approved by the SFC. An acceptable
trustee/custodian should either:be subject to prudential regulation and
supervision on an ongoing basis. Trustee shall appoint an independent auditor
to periodically review its internal controls and systems on terms of reference
agreed-with-the Commissionin compliance with this Appendix-and-should-file
suchreportwith the Commission, unless such trustee is a trust company which

|s atrustee of any remstered scheme as deflned in sectlon 2(1) remste#eeLuﬂder

Seetlen—zaof the Mandatorv Prowdent Fund Schemes Ordlnance (Chapter 485
of Laws of Hong Kong) (as may be amended from time to time)._A report of the
internal control review must be filed with the Commission.

SCOPE OF REVIEW

5. The internal control review should involve all material procedural and control
elements relevant—and—necessary to discharge the responsibilities_and
obligations of trustees/custodians in relation to aschemes. The review should

be conducted to provide reasonable assurance in accordance with generaly

internationally acceptable international-auditing-practicesreview standards.
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Final form of the consequential amendments to the ILAS Code

The highlighted parts indicate revisions to the ILAS Code which differ from the
proposed amendments set out in the consultation paper

Chapter 1: Authorization procedures

General

1.2 Authorized Insurers are under the prudential regulation of the Insurance
Authority. Therefore, issues such as how the Authorized Insurers operate,
their financial conditions or their business conduct are not within the
Commission’s regulatory ambit. Insurance agents and brokers Fhe-
intermediaries-selling investment-linked assurance schemes-including-
nsurance-agents-and-brokers; are also subject to a-sel-regulatory-system-
erganisations-are-also-subjectto-the-oversight-the regulation of the

Insurance Authority_in accordance with the Insurance Ordinance.

: o . heir busi I R

- : it

Note: The Insurance Authority regulates insurance intermediaries through
overseeing self-regulatory organisations. At the final stage of the
implementation of the Insurance Companies (Amendment) Ordinance
2015, the Insurance Authority will take over the regulation of
insurance intermediaries from the self-regulatory organisations and
administer a statutory licensing regime.

Documents to be supplied to the Commission

1.7 An applicant for authorization of a scheme must submit a
completedsheuld-complete-and-submitthe Application Form_and an
Information Checklist as set out in-on the Commission’s website. The
application must also be accompanied by the following and such other
documents as may be required by the Commission from time to time-

(b) [deleted]trformation-Checklist:

website:

(©) [deleted]|such—stherdocuments—as—may-bereguired-by-the-SFC
: . e

(d) application fee in the form of a cheque payable to the “Securities &
and Futures Commission”; and

Note: The current fee schedule is available on the Commission’s
website.

Appendix E - 1



ysrc

1.8

=R

Authorized Insurer

Insurers are required to obtain authorization to carry on Class C of Long
Term Business under the Insurance Gempanies-Ordinance (Chapter 41
of the Laws of Hong Kong) before applying for authorization of its
investment-linked assurance schemes.

Chapter 2: Administrative arrangements

Administrative-arrangementsProduct Advisory Committee

Chapter 3: Interpretation

3.4

3.8A

“Authorized Insurer” means an insurance company authorized under the
Insurance Sempanies-Ordinance to carry on a relevant class of insurance
business in Hong Kong.

“investment delegate” means an entity that has been delegated the

3.9

3.17

3.18

investment management function of a scheme.

“investment-linked assurance scheme” means an insurance policy of the
“linked long-term” class as defined in Part 2 of Schedule 1 to the
Insurance Gempanies-Ordinance, other than a policy of which the
predominant purpose is life assurance and not investment.

“substantial financial institution” means an authorized institution as defined
in section 2(1) of the Banking Ordinance (Chapter 155 of the Laws of

Hong Kong), or a financial institution which is on an ongoing basis subject
to prudential regulation and supervision, with a minimum paid-up-
capitalnet asset value of HK$2 billion150,000,0800 or its equivalent in
foreign currency.

“UF-driven changes” means changes to an investment option falling within

7.1 of this ILAS Code that solely reflect changes made to the

corresponding underlying SFC-authorized fund and such underlying fund

changes have been approved, or are not required to be approved by the
Commission pursuant to the Code on Unit Trusts and Mutual Funds.

Chapter 4: Applicant company

4.1

4.4

Regulatory status of applicant company

No investment-linked assurance scheme will be authorized pursuant to
this ILAS Code unless the applicant company is an Authorized Insurer.
If the applicant company ceases to be authorized by the Insurance

Authority, any existing authorization of the scheme will normally lapse.

Responsibilities of applicant company

If a scheme contains a guaranteed investment option, such guarantee
should be provided either by the applicant company or a substantial

financial institution-aceeptable-to-the-Commission.
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The applicant company must ensure the scheme is designed fairly, and
operated according to such product design on an ongoing basis, including,
among others, managing the scheme in a cost-efficient manner taking into
account the size of the scheme and the level of fees and expenses etc.

Chapter 5: Operational requirements
Scheme documentation

5.5  The entitlement of the scheme participant to the cooling-off period must be
prominently displayed at the bottom of the application form immediately
above the space for signature. The language for the cooling-off period
should comply with the prevailing cooling off initiative applicable to an

investment-linked assurance scheme issued-by-Hong-Keng-Federation-of
tasurers-from time to time.

Cooling-off period

5.12 A scheme must allow a scheme participant to withdraw unconditionally
within the cooling-off period, subject to a market value adjustment (“MVA”) in
accordance with the prevailing cooling off initiative applicable to an

investment-linked assurance scheme issued-by-Hong-Keng-Federation-of
Iasurers-from time to time.

Fees and charges
5.15 The level/basis of calculation of all costs and charges payable from the
scheme’s property must be clearly stated, with percentages expressed on

a per annum basis, where applicable. The aggregate level of fees for
investment management eradvisery-functions should also be disclosed.

Chapter 6: Guarantee and with-profits or similar features
Guarantor

6.1 If the guarantor is an entity other than the Authorized Insurer which issues
the policy, it must be a substantial financial institution-aceeptable-te-the-

Chapter 7: Post-authorization requirements
Scheme changes

7.1 The proposed changes to a scheme_(other than UF-driven changes) in

respect of the following must be submitted to the Commission for prior
approval:

(a) changes to constitutive documents_(other than changes that have
been certified by the Authorized Insurer as provided under 7.4 or
changes which do not require prior approval from the Commission);

(b) changes of key-operators{including-the applicant company /

management company and investment its-delegates}, and their

regulatory status-and-controlling-shareholder;
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7.3

(iif)

material changes in investment objectives, policies and

restrictions_of the scheme (including expansion in the purpose
or extent of use of financial derivatives instruments for
investment purposes);;

introduction of new fees and charges, or increase in fees and

charges (other than an increase within the permitted maximum

level as disclosed in the offering document)fee-strueture; and

material changes in dealing_arrangements, and-pricing

arrangements or distribution policy of the scheme; and

(d) any other changes that may have a material adverse impact on

materiallyprejudice-scheme participants’ rights or interests_

(including changes that may limit scheme participants’ ability in

exercising their rights).

For changes to a scheme that require the Commission’s prior approval
pursuant to 7.1, the Commission will determine whether scheme
participants should be notified and the period of notice (if any) that should
be applied before the changes are to take effect_as provided under 7.11.
The revised offering document as a result of such changes should be
submitted to the Commission for prior authorization.

Notes: (1)

)

®3)

[deleted]Noermaly-the- Commission-will expect that-one-

[deleted]Forthepurposes-of 7-2-significant-changes-would-
"'el.ude. for-example _ellnal,lgeslln ""’95““9“‘. objectives-of

For any increase in fees and charges from the current level as-

stated-in-the-principal-brochure-up to the permitted maximum
level permitted-by-the-constitutive-documentsas disclosed in

the offering document, prior approval from the Commission is
not required, but no less than one month’s prior notice must be

given to scheme participants. However, the-Commission-may-
permit-a shorter period of notice may be permitted if-the-

change-is-hetsignificant-orif it is not practicable for the

applicant to do so due to circumstances beyond its control.

For changes to a scheme that do not require the Commission’s prior

approval pursuant to 7.1, unless-there-is-a-specitied-minimum-priorhotice-
period-in-this HEAS-Cede;-the applicant company should provide scheme

participants with reasonable prior notice, or inform scheme participants as

soon as reasonably practicable of any information concerning the scheme
which is necessary to enable scheme participants to appraise the position
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of the scheme_as provided under 7.11. The offering document may be
updated to incorporate such changes and reissued without further
authorization provided that the content and format of such document
remains fundamentally the same as the version previously authorized. The
revised offering document must be filed with the Commission, together with
a marked-up version against the previously filed version, within one week
from the date of issuance.

The constitutive documents may be altered by the Authorized Insurer
without consulting scheme participants provided that_ the Authorized Insurer
certifies in writing that in its opinion the proposed alteration:

(a) is necessary to make possible compliance with fiscal or other
statutory, requlatory or official requirements; o

(b) does not materially prejudice scheme participants’ interest, does not
to any extent release the parties from any liability to participants and
does not increase the costs and charges payable under the
scheme; or=

(c) is necessary to correct a manifest error.

In all other cases involving any material changes, no alteration may be
made except by the approval of the Commission.

Withdrawal of authorization

Following the authorization of a scheme, an application for withdrawal of
authorization of the scheme must be submitted to the Commission for prior

approval.the-applicant-company-sheuld; sSubject to 7.7 below, at least give-

three months’ notice, or any shorter notice period as may be permitted
allewed-by-the-Commission-if it is not practicable for the applicant company
to do so due to circumstance beyond its control, should be provided to
scheme participants of any intention not to maintain such authorization.
Such notice should be submitted to the Commission for prior approval and
contain information necessary to enable scheme participants to make an
informed judgement of the proposed withdrawal of authorization by the
applicant company (including the reasons for the withdrawal of
authorization, consequences of the withdrawal, any proposed changes in
the operation of the scheme and their effects on existing scheme
participants, the alternatives available to scheme participants (including, if
possible, a right to switch without charge into another authorized scheme)
and, where applicable, an estimate of any relevant expenses and who is
expected to bear them).

Note: Subiject to the scheme having served notice period for merger or
termination under 7.7, the applicant company may apply for
withdrawal of authorization of the scheme with immediate effect
following the completion of the merger or termination (as the case

may be).
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Merger or termination

7.7 Where a scheme or an investment option linked to the scheme is to be
merged or terminated, the applicant company should in-additiento-
following anythe procedures as set out in the constitutive documents or
governing law.; ANotice shall-should be given to scheme participants. -
Such notice should be submitted to the Commission for prior approval and
shall-contain information necessary to enable scheme participants to make
an informed judgement of the proposed merger or termination by the
applicant company (including the reasons for the merger or termination, the
relevant provisions under the constitutive documents that enable such
merger or termination, the consequences of the merger or termination and
their effects on existing scheme participants, the alternatives available to
scheme participants (including, if possible, a right to switch without charge
into another authorized scheme or investment option), the estimated costs
of the merger or termination and who is expected to bear them).

Notes: (1) Normally, the Commission will expect that at least one month’s
prior written notice (or such longer period as required under
applicable laws and requlations or the provisions as set out in
the offering or constitutive documents) to be provided to
scheme participants. However, a shorter period may be
permitted if it is not practicable for the applicant company to
do so due to circumstances beyond its control.

(2) In effecting a merger or termination, the applicant company
must put in place proper measures to minimize the opportunity
of any scheme patrticipants to benefit from more favourable or
advantageous conditions of the scheme, taking due account of
the interests of the scheme patrticipants.

Notices to scheme participants

7.11 Notification to scheme participants must be made in the language(s) in

determined-by-the-Commissionpursuantto-7-2. Reasonable notice period(s)
should be provided to the scheme participants in order to enable them to
appraise the position of the scheme and to make an informed judgement of
their investments in the scheme, where applicable.

Notes: In determining the notice period for changes to a scheme falling
under 7.1 or 7.3, the following shall apply:

(1) normally, one month’s prior written notice (or such longer
period as required under applicable laws and requlations or
the provisions as set out in the offering or constitutive
documents) is expected to be provided to scheme
participants unless as provided under Notes (2) or (3) to 7.11
or otherwise agreed by the Commission;

(2) a shorter prior notice period may be permitted where the
proposed changes to the scheme are of demonstrable
benefit to scheme participants or if it is not practicable for the
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applicant company to do so due to circumstances beyond its

control; and

(3) __unless otherwise specified by the Commission, scheme
participants should be informed as soon as reasonably
practicable for changes to the scheme which are to provide
clarification or relate to administrative matters.

The applicant company is encouraged to consult the Commission
in case of doubt.

Note:  Notices should not include any reference to a specific date or
timetable in respect of any changes falling under 7.1 and
conseguentialthe changes made to the principal brochure or
constitutive documents where such date or timetable has not been
agreed in advance with the Commission.

Reporting to the Commission and the Insurance Authority

The Authorized Insurer should promptly report to the Commission and the

Insurance Authority immediately any material breach, infringement of or non-

compliance with the Handbook (including this ILAS Code).
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List of respondents

(In alphabetical order)

1. Asia Securities Industry & Financial Markets Association

2. Baker McKenzie

3. BlackRock, Inc

4. CompliancePlus Consulting Limited

5. Deacons

6. Enhanced Investment Products Limited

7. Federated Investors (UK) LLP

8. Hong Kong Institute of Certified Public Accountants

9. Hong Kong Investment Funds Association

10. Hong Kong Trustees’ Assaociation

11. ICI Global

12. Morningstar Investment Management Asia Limited

13. Pan Asia Securities Lending Association

14. Schroder Investment Management (Hong Kong) Limited

15. Simmons & Simmons

16. The Hong Kong Association of Banks

17. The Law Society of Hong Kong

18. Vanguard Investments Hong Kong Limited

19. Submissions of 5 respondents are published on a “no-name” basis upon
request

20. Submissions of 6 respondents are withheld from publication upon request
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