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Consultation Paper on Proposed Enhancements to the Position
Limit Regime and the Associated Amendments to the Securities and

Futures (Contracts Limits and Report¡ble Positions) Rules and Guid¡nce
Note on Position Limits and Large Open Position Reporting Requirements

The Law Society's Subnission

The I^aw Society has reviewed the captioned cmsultation paper issued by
Secrnities and Fuûnes Commission ("SFC") on about 20 Sept€mber 20L6, and
reirdered the following responses to the consultation paper.

QaeslÍon 7o: Do you agree wíth the proposal to raße the cap on the excess
position limít for Hang Seng Index ("HSI") and Hang &ng China Enterpríses
Indæ ("HHI") fittwes and optíoru contracts from tlæ cwrent level of 50% to
300%?

Lew Societyts response:
We agree with the proposal to raise the maximum cap, noting that the SFC will
determine at its discretion the cap for a particular Exchange Pmicipant ('EP') or
EP affiliate.

8a6üm Ib: Do you agree with the proposal relating to tightening the "adequate

Jìnancìal capabilþ" requírement as set out ín pøagraph 25 of the Coruultatíon
Paper?

Law Socictyts response:
We have no particular view on the NAV Requiremelrt threshold amount to be used
but suggest the SFC may consider whether to keep a lower minimum threshold and
then use its disoretion to require greater thresholds on a case by case basis.

Question 2: h you have any comrnents on the proposed æclwnge taded ftnds
(*ETF") Market Maker Excess Posítion Limil, ie, an ETF møkzt mak¿r or
liquidity praider may be authorízed tmder tlæ rules of tln relannt recognized
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exclrange company to hold or eonlrolfuttes or stock optìons contracts in excess of
the statutory presøibed limit for Indging tlu rßks arßíngfrom their ETF mork¿t
making or liquidity provid@ activities?

Law Societyts response:
No comments.

Qaestion 3a: Do you harc any comments on tlrc proposed Index Arbitrage Activity
Excess Positíon Limit, ie, the SK may aúhoríze an EP or its affiiate to hold or
control HSI and HHIrtttwes and options contracts ìn excess of the prescribed limit
þr índex arbitrage actìvìtíes? Do you hove arry comments on the detìnítíon of
"Index arbitrage" set out ín the proposed nary section aD(3) of the Secutitíes and
Futures (Contracts Limits and Reportable Posítioru) Rules (Cap. 57IY) ("CLRP
Rules") (see Appendk A to tlrc Consultation Paper)?

Law Societyts response:
No comments.

Questìon 3b: Do you have any comments or suggestíoru on tlrc proposed eligibílþ
criteria fo, an EP or íts ffilíate to be authorízed by the SFC to hold or control
excess posítion límits for indæ øbitrage activities?

Law Societ5r's response:
Wc have no particular conccm with introducing an exception for index arbitrage.
W'e presume that the SFC $'ilI receive reports to verify the purpose of the excess
position limit rather than seeking to consider the merits of a particular arbitrage
statery.

Question la: Do you hove any corrrrnents on the proposed Asset Manager Excess
Posìtìon Límít, ie, the SFC nay authoríze an asset m(mager to hold or control HSI
and HHlfuhnes and options contracts in æcess ofthe statutory prescribed lìmit?

Law Societyts response:
We have no comment on the proposed discretionary cap of 300o/o.

Questlon lb: Do you lwve any comments or suggestions on the elig¡bilìty criteria
þr asset rnanagers to qualifyfor the Asset Manager Excess Positíon Limìt?

L¡w Societ¡r's response:
It would be helpful to be provided with further explanation of the assets under
management ("AUM) threshold of HKDIOO billion. This threshold will likely
exclude the vast majority of assetmanagen¡.
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As AIJM 'belongs' to a particular fimd/accor¡nt (which bears the credit risk), a
more natural mechanic would be to ary4ity the cap and AUM threshold to the fi¡nd
manager on a fi¡nd by firnd basis, rather than simply looking at the aggregate AUM
of all fi¡nds managed by an asset manager.

Questíon 5: Do you think ít ß appropriate to set tlw statulory position limit of all
stoch options contracts at 150,000 contracts?

Law Society's response:
Sle have no comment on the increase of the statutory position limit for stock
options to 150,000 contracts.

The L¡w Society of Hong Kong
8 November2016
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