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Advising Group Company Exemption (1)

* In Schedule 5 to the SFO, the definition of
“asset management” excludes a corporation
providing portfolio management service solely
to any of its wholly owned subsidiaries, its
sole holding company or other wholly
owned subsidiaries of that holding
company.
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 Similar exclusions are also provided iIn the
definitions of “advising on securities”, “advising
on futures contracts” and “advising on corporate
finance”.



Advising Group Company Exemption (2)

Q: Does this mean that a Hong Kong corporation

providing portfolio management service under a
delegation agreement on behalf of its group company
(which may be an offshore fund manager) needs not
be licensed to provide asset management service,
notwithstanding that the assets under management
belong to the clients of that group company?

A: The group company exclusion is only applicable to a

corporation providing asset management service to Its
group company (on a wholly owned basis) In respect
of that group company’s assets. It should not apply
to the management of assets belonging to the group
company’s clients. Managing assets belonging to third
parties would constitute “asset management” and
attract a licensing reguirement.



Advising Group Company Exemption (3)

If the Hong Kong corporation were to only advise
Its group company on securities/futures contracts,
does it need to be licensed to advise on
securities/futures contracts?

. In the case of the Hong Kong corporation advising
Its group company pertaining to the investment
of that company’s assets, the exclusion should
apply. However, it should not be read as applying
to the Hong Kong corporation advising Iits group
company Iin respect of that group company’s client
assets.



Compliance with FRR Requirements (1)

 The 6-month transitional period under the

Securities & Futures (Financial Resources) Rules
will expire on 30 September 2003.

 Particular attention required for firms previously
registered as:-

> Investment Advisers

» Commodity Trading Advisers

» Exempt Dealers and Exempt Investment

Advisers which were not authorized financial
Institutions



Compliance with FRR Requirements (2)

L)

L)
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L)

Required to fully comply with all applicable
financial resources requirements (including
submission of periodic financial resources returns)
upon expiration of the transitional period.

For detalls, please refer to our circulars of 4 July
2003 and 11 August 2003.



Type 7 Regulated Activity (1)

Q: In addition to Type 1 (dealing in securities) and/or
Type 2 (dealing In futures contracts) regulated
activities, does a corporation need to be licensed
for Type 7 regulated activity (providing automated
trading services (“ATS”)) If It also provides
services which merely route the trade orders
placed by clients to the Exchanges for execution
via electronic means?

A: The provision of order routing services
generally will not be regarded as Type 7 regulated
activity. However, the Intermediary should
ensure that the order routing services or other
electronic services that it wishes to provide do not
meet the definition of “providing ATS” under
Schedule 5 to the SFO....



Type 7 Regulated Activity (2)

....As transitional arrangements, we would,
however, deem all those Iintermediaries which
have indicated to us that they wish to provide ATS
to be licensed for Type 7 regulated activity.

The SFC will consider whether they need to be so
licensed In the migration exercise (in particular,
whether their operations fall under the definition
of “providing ATS”).



Management Companies for REITs (1)

Q: Does a REITs management company nheed to
obtain a licence from the SFC?

A: A REITs management company Is required to be
licensed for Type 9 regulated activity (asset
management). Whether it needs to be licensed for
other types of regulated activity depends on its
mode of operation.

For instance, if it intends to undertake matters
relating to the listing application of REITs without
appointing a listing agent, it will need to be
licensed for Type 6 regulated activity (advising on
corporate finance). If it wishes to distribute REITs
or other securities, it will need to be licensed for
Type 1 regulated activity (dealing in securities).



Management Companies for REITs (2)

Q: What are the requirements pertaining to the

management personnel of a REITs management
company?

. Like other licensed corporations, each REITs
management company shall appoint at least 2
responsible officers approved by the SFC to
directly supervise its business.

Apart from complying with the general competence
requirements applicable to responsible officers,
each of them has to possess not less than 5 years’
experience In managing collective Investment
schemes including private funds.
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Submission of Audited Accounts (1)

. Under the former regime, an investment adviser
or commodity trading adviser firm was only
required to submit its audited accounts on the
anniversary date of its licence. Thus, the
submission period may be longer than 4 months
after its financial year end (as currently required
under the SFO).

If the financial year end of a deemed licensed
corporation, which was previously a registered
Investment adviser or a commodity trading
adviser, falls on 31 March 2003, when will it be
required to submit its audited accounts for the
relevant financial year?
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Submission of Audited Accounts (2)

A: The licensed corporation will be required to submit

Its audited accounts for the financial year ended 31
March 2003 on the anniversary date of its licence.
However, its audited accounts for the year ending
31 March 2004 will have to be submitted by 31
July 2004, and not on the anniversary date of its
licence.

It may be added that if such a licensed
corporation’s financial year end falls on or after 1
April 2003, it will be required to submit its audited
accounts within 4 months after its financial year
end.
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Common Anniversary Date Program

*» Licensed corporations participated in the Program
can select a common anniversary date (“CAD”) for
the purposes of annual submissions. The CAD will
then apply to the corporation, its group companies
(if so wish), and all relevant Ilicensed
representatives.

*+ Reduce administrative cost IN preparing
submissions of annual returns and annual fees as
this can be processed in one single batch every
year.

* Optional program (no fee required).

*» For details and application method, see our circular
of 12 July 2003.
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Common Mistakes in Completing
Migration Application Forms (1)

* Over 20,000 licensees need to seek migration into
the new regime before 31 March 2005.

% Sample Completed Migration Forms posted on
the SFC website.

* Incomplete migration applications will be returned
to applicants. See attached Checklists to avoid
common mistakes.
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Common Mistakes in Completing
Migration Application Forms (2)

 Form 1(x) — for deemed
corporation’s application

SECURITIES AND FUTURES COMMISSION

Form 1{a)
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Common Mistakes in Completing
Migration Application Forms (3)

*» Falil to appoint at least 2
Responsible Officers for
EACH regulated activity
the corporation applies.
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Common Mistakes in Completing
Migration Application Forms (4)

\/
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Fail to duly sign and date
the application by 2
directors of the
corporation.
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Common Mistakes in Completing
Migration Application Forms (5)

% Form 3(x) — for deemed
representative’s
application

SECURITIES AND FUTURES COMMISSION

4

» Falil to check ZI the

type(s) of regulated
activity and capacity (i.e.
Representative or
Responsible Officer) the
Individual intends to

apply.
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Common Mistakes in Completing
Migration Application Forms (6)
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“Declaration” section by —
both the applicant and
the applicant’s principal.

Fail to duly sign and date
the application by both
the applicant and the
applicant’s principal.
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Get More Information

Visit the SFC website (www.hksfc.org.hk) for

updated information, e.g. FAQs on Licensing
Related Matters

Licensing Information Booklet (can be
downloaded from the SFC website)

InfoLine (2840-9393)

SFC’s e-mall alert service

'I""_' .II-- __—I--_-
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e-mail Alert
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End of Presentation

Thank you
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