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Introduction

2020 has been a challenging year for the financial services industry in Hong Kong as well as globally. The 
COVID-19 pandemic has changed customer behaviour, restricted resource mobility and directly impacted the 
way businesses are operated.   

In the last edition of our Regulatory Hot Issues (April 2020), we discussed the many measures that the Hong 
Kong regulators have issued to provide the necessary support to the financial services industry adversely 
affected by the pandemic. 

While the industry faces enormous challenges in the current environment, we also see green shoots of 
opportunities emerging for Hong Kong’s financial services sector that could steer Hong Kong in the next era of 
growth.

A number of virtual banks commenced operations in Hong Kong in 2020, delivering banking service to their 
customers through a digital application (app). While the competition in banking sector has increased, it has also 
amplified technology adoption in the industry and offered more choice to the customers. 

Hong Kong’s Limited Partnership for Funds (“LPF”) regime came into effect while the Open-ended Fund 
Companies (“OFC”) regime has also been enhanced, establishing the necessary infrastructure for boosting 
Hong Kong’s stature as an Asset and Wealth Management (“AWM”) centre globally.

The insurance sector in Hong Kong is also seeing significant opportunities emerging from online distribution 
channels, increase in public awareness and recognition of health insurance products and potential opportunities 
in the Greater Bay Area (“GBA”). 

In addition, the vision for the financial services sector in the Guangdong-Hong Kong-Macao GBA presents 
significant opportunities. The launch of a cross-boundary wealth management connect scheme and the Greater 
Bay Area Green Finance Alliance (“GBA-GFA”) to promote green finance standards as well as certification in the 
GBA are steps taken in the right direction.

Going forward, we expect more of these trends and opportunities to emerge as the financial services industry 
and the economy at large copes with the pandemic and finds the way forward.
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Executive Summary

It can become difficult to keep track of regulatory updates when new regulations and guidelines are 
issued sporadically almost everyday. “PwC Regulatory Hot Issues” aims to provide you with a recap on 
some of the most pertinent areas that are challenging financial institutions. This publication will be 
released periodically as a reminder of key regulatory updates impacting the financial services industry.

Given the significant impact of the COVID-19 pandemic on the financial services sector, we have 
dedicated a section in this 6th edition to discuss risk management in challenging times. This issue also 
includes other trending topics that the Hong Kong regulators are focused on in 2020. 

Risk Management in Challenging Times
Risk management is a key focus area for financial institutions in the current challenging times. We believe the key 
themes discussed in this section will equip you with the latest information to navigate risk management decisions at 
your organisation.
Banking Capital and Credit risk 

The macro environment has posed significant challenges to banks in estimating their expected credit losses (“ECL”) 
on their loan portfolios. Nevertheless, the overall asset quality and capital adequacy within the Hong Kong banking 
sector has remained relatively healthy as compared to other major jurisdictions and significantly better than when 
we experienced the SARS outbreak and the global financial crisis in 2008-09.

While the second half of 2020 is continuing to be just as challenging (if not more) as the first half of 2020, there is an 
opportunity for banks to put in place enhanced measures and controls to ensure continued high standards of 
monitoring and safeguarding their credit risk.

Liquidity Risk Management for Funds

In response to the market volatility at the start of the COVID-19 crisis, the Securities and Futures Commission 
(“SFC”) issued a circular in March 2020, specifically focused on fund managers, trustees and custodians of SFC-
authorized funds on the use of appropriate liquidity risk management tools.

The SFC has identified good practices for managing liquidity risk, including establishing effective liquidity risk 
management policies and procedures with action plans to meet redemption requests under normal and stressed 
market conditions, among others.

Risk Management in the Insurance Sector

The Insurance Authority (“IA”) released the industry statistics for the first half of the year that indicated life insurers 
are experiencing a significant drop in new business sales. The low interest rate environment also continues in the 
current year, with further rate cuts in March 2020 causing insurers to respond to in terms of capital management, 
product design, and investment strategies. 

The IA has announced certain facilitative measures starting from February 2020. These measures aim to prevent 
the need to conduct face-to-face meeting during the sales process of insurance policies for certain insurance 
products. Given the current market dynamics, it is important for market players to continue to manage the various 
challenges around capital management, customer relationships, quality of balance sheets, etc. and get ready for 
emerging opportunities.
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Risk Management in Challenging Times (cont’d)
Anti-Money Laundering (“AML”) Measures to Tackle the COVID-19 Challenges

In addressing the challenges arising from COVID-19, we are seeing a significant acceleration in the implementation of 
regulatory technology (“RegTech”) in AML programmes, which has also been helped by the Hong Kong Monetary 
Authority’s (“HKMA”) continuing and active promotion of RegTech use cases. 
Going forward, there is a clear and urgent need for financial institutions to update their risk-based approach, and 
consider the use of RegTech seriously in order to meet the rising challenges in a prolonged or post COVID-19 
environment. Sound governance framework together with ongoing monitoring and testing over the use of new AML 
technologies and tools is required.

Achieving Cyber Resilience in the Digital Era

COVID-19 has forced businesses to shift rapidly to remote working at scale. Hastily deployed systems and tools to 
support this shift has led to an unprecedented rise in the risk of cyber attacks, as attackers exploit uncertainty, 
unprecedented situations, and rapid information technology (“IT”) and organisational change.

In light of recent international developments in cybersecurity, the HKMA conducted a holistic and independent review 
of the Cybersecurity Fortification Initiative (“CFI”). The enhanced CFI 2.0 framework was announced on 3 November 
2020 and will come into effect on 1 January 2021 in a phased approach.

Cyber risks are still largely seen as an IT risk and not a business risk. However, the cyber threat landscape is evolving 
at a rapid pace and scale, and sophisticated adversaries are now just one compromise away from exfiltrating sensitive 
financial data or disrupting critical systems supporting the institution or the financial sector. Therefore, financial 
institutions need to treat cyber risk as a strategic business risk, with more emphasis on strengthening their cyber 
resilience towards the imminent threat.
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Developments for Sustainable Finance and Climate Change
There continues to be a regulatory focus both in Hong Kong and globally on sustainable finance and climate 
change.

In May 2020, the HKMA and the SFC initiated the establishment of the Green and Sustainable Finance Cross-
Agency Steering Group to provide strategic direction to bolster Hong Kong’s position as a leading green and 
sustainable finance centre in Asia and globally. 
On 30 June 2020, the HKMA published the White Paper on Green and Sustainable Banking, outlining its “initial 
thinking on supervisory expectations“ and “possible actions that banks may take”.

To understand the effort, resources and potential challenges faced in addressing the matters set out in the White 
Paper, banks should perform an impact analysis. They should also begin to incorporate climate risk 
considerations into their existing risk management framework and set climate risk related appetite and targets.

Conduct and Governance
Conduct continues to be a key area of focus for financial services regulatory supervisors in Hong Kong with pricing and 
disclosure at the centre of regulatory discussions.

The recent (October 2020) record fine of HK$ 2.7 billion imposed by the SFC on 1MDB scandal reiterated the 
regulator’s strategic priority to “minimise fraud and market misconduct to instil investor confidence”. In the banking 
industry, pricing and disclosure practices have typically focused on whether firms were fulfilling their regulatory 
obligations in respect of pre-trade and post-trade monetary benefit disclosures. 
In May 2020, the SFC and the HKMA made a joint announcement that they would conduct a “thematic review of spread 
charges and other practices” in the second half of the year in order to assess the firms’ spread charges and other 
practices as well as their compliance with relevant regulatory requirements governing the disclosure of monetary 
benefits and the trading capacity. 

Following the concurrent thematic review conducted by the SFC and the HKMA, we expect further guidance will be 
shared with the industry in terms of regulatory expectations and good market practices observed. 
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Interest Rate Benchmark Reform
The HKMA published a circular on benchmark reform on 10 July 2020 to share (1) the latest results of the 
Survey on Reform of Interest Rate Benchmarks; and (2) outlining a set of target transition milestones it 
expects banks to meet.

Institutions should be in a position to offer new alternative reference rates products and include robust 
fallback language in all new LIBOR issuances by January 2021, before ceasing the issuance of new 
LIBOR-linked products altogether by 30 June 2021.

Banks and other market participants need to stay focussed on their efforts, monitoring their transition 
roadmaps and progress to manage a multitude of risk implications.

Regulatory Developments in Asset and Wealth Management
The Hong Kong Legislative Council passed the Limited Partnership Fund Bill on 9 July 2020, 
allowing funds to be set up as Hong Kong registered limited partnerships with effect from 31 
August 2020.

On 2 September 2020, the SFC published their conclusion on their proposed enhancements to the 
Code on Open-Ended Fund Companies (“OFC”) to confirm their intention to enhance the OFC 
regime.
These regulatory developments provide additional infrastructure and transparency for the AWM 
sector as it continues to evolve in Hong Kong.

Tax Developments in Financial Services
Following the Financial Secretary’s 2020-21 Budget Speech on the proposed introduction of a tax 
concession on carried interest, the draft consultation paper was released to relevant industry players and 
associations to seek their views by 4 September 2020. The proposal includes a validation process by the 
HKMA in which certain prescribed conditions need to be met before eligible carried interest recipients are 
able to enjoy the incentive.

On 30 June 2020, the Inland Revenue Department issued the long-awaited practice note on profits tax 
exemption for funds (“DIPN 61”).

Effective from 1 August 2020, Exchange Traded Fund (“ETF”) market makers are able to claim exemption 
from Hong Kong stamp duty on the certain transactions.

To align the Hong Kong regulations with international standards and in response to the findings of peer 
reviews conducted by the Global Forum, there have since been several amendments to the legislation that 
implements the Standard for Automatic Exchange of Financial Account Information in Tax Matters, with the 
most recent one coming into operation on 1 January 2021.

Executive Summary
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Risk management in the financial services sector

Risk management is a key focus area for financial institutions in the current challenging times. Making a business 
risk-resilient creates an environment where you have the confidence to make decisions based on a solid foundation 
of good risk management.

COVID-19 pandemic accelerated the change in business environment for financial institutions. Midway into the first 
quarter of 2020, global financial markets plunged into crisis mode as COVID-19 forced many economic activities to 
shut down due to social distancing restrictions. 

The three financial services sectors – banking, asset and wealth management and insurance – had to realign their 
risk management framework to maintain business continuity in the given environment.

In this section on Risk Management in Challenging Times, we discuss the following key themes from the three 
sectors:

• Banking capital and credit risk

• Liquidity risk management for funds in asset and wealth management (“AWM”)

• Low interest rate environment and InsurTech in insurance sector

In addition, we also share our observations on the role Anti-Money Laundering (“AML”) measures and cybersecurity 
are playing in this pandemic ridden era. 

Risk Management in
Challenging Times
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An unprecedented 2020 – the year so far

Hong Kong economy confronted the combined impact of 
the social unrest last year and the ongoing COVID-19 
pandemic, leading to an economic downturn. Easing 
monetary policies and support measures have been 
introduced by the governments around the world to 
alleviate the pressures and challenges faced by 
businesses. In Hong Kong, the government and the 
banking industry have stood together in offering relief 
measures to customers in need and help Hong Kong’s 
economy overcome the COVID-19 pandemic.

All these developments in the macro environment have 
posed significant challenges to banks in estimating their 
expected credit losses (“ECL”) on their loan portfolios. In 
this semi-annual publication, we highlight the 
observations on the loan portfolio ECL of banks in Hong 
Kong in the first half of 2020.  

4Q2019 1Q2020 2Q2020 4Q2002-3Q2003 
Average – SARS

3Q2008-2Q2009 
Average – GFC

Classified loan ratio 0.57% 0.62% 0.79% 4.86% 1.30%

Overdue > 3 months and 
rescheduled loan ratio

0.34% 0.43% 0.49% 3.61% 0.87%

Total capital ratio 20.7% 20.1% 20.7% 15.7% 15.2%

Expected credit losses for banks in the first 
half (1H) 2020

Continued deterioration in asset quality has been 
observed for banks in Hong Kong in the 1H of 2020, with 
classified loan ratio across the banking sector increasing 
from 0.57% as of December 2019 to 0.62% in March 
2020 and 0.79% in June 2020. Loans with overdue of 
more than 3 months and rescheduled loans ratio has 
also increased from 0.34% in December 2019 to 0.43% 
in March 2020 and 0.49% in June 2020. Nevertheless, 
the overall asset quality and capital adequacy within 
Hong Kong’s banking sector has remained relatively 
healthy as compared to other major jurisdictions and 
significantly better than the period of SARS outbreak in 
2002-03 and the global financial crisis (“GFC”) in 2008-
09.

Table 1 – Key asset quality and capital adequacy ratios for the banking sector

Banking Capital and Credit 
Risk 

Risk management in challenging times



PwC Regulatory Hot Issues 9

Expected credit losses for banks in 1H 
2020 (cont’d)

Majority of the banks have ramped up their ECL 
provision on loans for 30 June 2020 as compared to that 
as at 30 June 2019 and 31 December 2019, with an 
average double digit basis point increase in the ECL 
provision coverage (expressed as total ECL allowance 
divided by total gross outstanding loan balance) 
observed. 

However, the extent of ECL provision increase varies 
greatly among banks, presumably due to the fact that a 
wide spectrum of ECL methodologies are adopted by 
banks which take into account different assumptions in 
arriving at the ECL estimates. These assumptions may 
include the difference in views in future economic 
outlook and expectation in asset quality changes by 
banks. There could also be an element of entity specific 
factors (e.g. change in risk profile and characteristics in 
loan portfolios, difference in write-off policies etc.) which 
led to the variance.

Future economic outlook projection

The forward looking nature of the ECL inherently 
subjects the calculation to be based on significant 
judgement in terms of the economic outlook. Apart from 
asset quality, the use of different assumptions or 
economic indicators, along with differences in views of 
the future economic outlook will contribute to different 
outcomes from the ECL methodology used by banks.

The established ECL methodology in use by banks were 
largely built on historical experiences and economic 
datasets, coupled with historical loss data and 
correlation assumptions to provide a prediction of future 
losses. Throughout 1H of 2020, we have seen instances 
of some economic indicators challenging, or even 
exceeding, the “historical worst” dataset that had been 
used by banks in developing their ECL models. On the 
other hand, corresponding surge of same extent in 
actual loss experience and deterioration in asset quality 
has not been observed. This could be attributed to the 
fact that various macro-relief measures have been 
provided by the government and banks in the face of this 
pandemic at an unprecedented scale and speed that 
was never before experienced. These observations may 
suggest that the previously developed model 
assumptions on correlation between historical economic 
data and losses may need to be re-evaluated for their 
continued suitability under the current environment.

We also observed that there were some instances, as a 
result, where the derived ECL estimates for some banks 
were judged to be unreasonable based purely on actual 
economic data. Further, it required adjustments to be 
made to the models or parameters in order to provide a 
fair reflection of the banks expectation of future losses.

Management judgements over ECL modelled 
outcome and corresponding disclosures

The evolving nature of the COVID-19 pandemic may 
indicate that the full impact on the wider economy is yet 
to be seen, with predictions for second half of 2020 to be 
just as tumultuous. Therefore, a statistical re-calibration 
or validation of the ECL models may not be feasible at 
this stage due to the lack of reliable data for a full 
economic cycle. 

Given these limitations in ECL models, increased levels 
of judgements applied to the ECL determination have 
been observed in estimating the ECL provision for 30 
June 2020. These were either in the form of modified 
parameter inputs or the introduction of 
overlays/underlays to the modelled ECL outcome. 

Additional credit assessments (i.e. in the form of ad-hoc 
thematic or additional individual loan account sample 
reviews) and analytical procedures of varying level of 
sophistication have also been performed by banks to 
ascertain the fundamental credit quality of their loan 
portfolios in order to provide support to the ECL 
estimate. Nevertheless, we also observed the quality of 
documentation over these assessment and analysis 
varies considerably among banks. 

With more judgements applied to the ECL 
determination, additional disclosures and explanation of 
these judgements and their basis of application are 
warranted in banks’ financial statements. However, 
varying disclosure practices were observed in banks’ 
published interim financial statements, ranging from fully 
expansive narratives and explanation of changes in the 
ECL to adhering to compliance with minimum disclosure 
requirements.
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The second half 2020 is continuing to be just as 
challenging, if not more, than the 1H of 2020. Yet, this 
presents an opportunity for banks to put in place 
enhanced measures and controls to ensure continued 
high standards of monitoring and safeguarding their 
credit risk. Banks should particularly focus on the 
following:

i. Maintaining strong governance over ECL

An increased level of management judgement is 
expected to continue to be required in the second half of 
2020 towards the calculation of ECL. Continued 
uncertainty and limitations in ECL models will require 
management to maintain sufficient documentation to 
support and demonstrate the management judgements 
applied, but also the rationality and justification of the 
ECL outcome. Such assessments should be made in 
the context of the credit risk profile of the bank’s asset 
portfolios and various macro-economic factors. Use of 
analytics should also be considered on top of technical 
analysis over the statistical performance of models as it 
may highlight trends that counter market consensus or 
intuitive views.

Not only should comprehensive documentation be 
maintained surrounding management judgements and 
assessments performed in support of the estimated ECL 
outcome, a strong governance and oversight process 
should be in place to provide adequate review and 
challenge over the ECL calculation process, with further 
scrutiny expected over the increased level of 
management judgements.  

ii. Uncovering underlying credit risk

The inherent nature of credit risk assessment is that it is 
assessed in consideration of the current internal and 
external situation of individual counterparties. As such, 
there is a chance that relief measures offered to the 
borrowers in the form of principal repayments may 
disguise a permanent cashflow difficulty as a temporary 
challenge. This may then create a lagging effect in the 
emergence of non-performing loans, which may shock 
the market further down the line. 

Explicit consideration of the impact of the relief 
measures is therefore expected in determination of ECL 
in second half of the year. Inclusion of additional stress 
scenarios as part of the regular credit review process 

may provide for a more well-rounded credit assessment. 
Additional targeted portfolio level thematic reviews and 
expediated individual account reviews on portfolios, 
historically subject to portfolio monitoring, should also be 
considered to supplement the identification of potential 
problem credits and in support of the rationality of 
modelled ECL outcome.

iii. Spotlight on investments in debt securities

Investments in debt securities has increased across the 
industry over 1H 2020, with ECL coverage showing a 
generally larger percentage point increase than that for 
loans and advances. We have observed an overall 
increase in the investments in debt securities across the 
industry, with a shift towards increasing the proportion of 
non-government bonds within the portfolio to pursue 
higher yields.

Prolonged volatility in the wider economy may result in 
increased systemic risk of default on non-government 
bonds, with an unprecedented impact on the industry. 
Whilst loans and advances have generally been an area 
of focus for the industry, increased attention should be 
placed on investments in debt securities to ensure that 
any unforeseen deterioration in credit quality is 
adequately mitigated. 

iv. Disclosures – understanding judgements and 
increasing comparability

Due to its inherent nature, the ECL outcome is highly 
driven by the management judgements contained within 
the calculation process. Transparent and thorough 
disclosures, in particular relating to management 
judgements applied, will allow readers to comprehend 
the difference between banks and identify differences 
between industry members. 

A lack of a comprehensive disclosure across banks has 
led to difficulties in drawing comparisons between the 
different assumptions, such as management’s projected 
outlook of the economy in this tumultuous year.

Lack of comprehensive disclosure may be the result of 
apprehension towards differing views against the 
general industry, which can be overcome by ensuring 
rationality in management’s judgement applied and 
strong governance process.

Looking Ahead
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What’s new in the sector – regulatory updates on banking capital and credit risk

On 6 July 2020, the Basel Committee on Banking Supervision (“BCBS”) published the 18th progress report on the 
adoption of the Basel III regulatory framework which includes the implementation status in Hong Kong. Among the 28 
Basel III standards currently in the course of implementation in Hong Kong jurisdiction, 16 have been fully adopted with 
the final rules published and implemented by banks. The final rules for “Capital requirements for central counterparties 
(“CCPs”)” and “Standardised Approach – Counterparty Credit Risk” have been published, and will take effect from 30 
June 2021. The draft rules for “Capital requirements for equity investments in funds” were published in January 2019, 
while those related to internal ratings-based (“IRB”) Approach are expected to be published within 2020. 

Meanwhile, a number of Bank for International Settlements (“BIS”) Bulletins were published during 2Q2020 and 
3Q2020 in relation to the impact of COVID-19 pandemic on various aspects of credit risk management from a global 
perspective as summarised in Table 2 below: 

Table 2 – Summary of BIS Bulletins published during 2Q2020 and 3Q2020 in relation to credit risk 
management

Topic Date 
Published

Summary 

Central banks’ 
response to COVID-
19 in advanced 
economies

5 June 2020 • Central banks in advanced economies reacted swiftly and forcefully 
to the COVID-19 pandemic, with the initial response focused 
primarily on easing financial stress and ensuring a smooth flow of 
credit to the private non-financial sector (e.g. through the offering of 
funding-for-lending schemes).

• The pandemic triggered complementary responses from monetary 
and fiscal authorities. Fiscal backstops and loan guarantees 
supported central bank actions. Asset purchases, designed to 
achieve central banks’ objectives, helped contain the costs of fiscal 
expansions.

How are household 
finances holding up 
against the COVID-
19 shock?

15 June 2020 • It is observed that low- and middle-wealth households might have 
insufficient liquid buffers to weather a long spell of unemployment 
without falling behind on debt repayments.

• The resilience of middle-wealth households is especially important 
as they hold relatively more mortgage debt. They are more 
vulnerable in the countries that are more heavily exposed to the 
economic shock.

Trade credit, trade 
finance, and the 
COVID-19 Crisis

19 June 2020 • As the COVID-19 pandemic hits economic activity, the 
vulnerabilities of longer and more geographically extended trade 
credit chains are coming to the fore, especially those related to 
international trade.

• While risk mitigation is available from financial intermediaries, the 
bulk of the exposures associated with supply chains is borne by the 
participating firms themselves, through inter-firm credit.

• Given the prevalence of the US dollar in trade financing, measures 
such as central bank swap lines that ease global dollar credit 
conditions may cushion the impact of the pandemic on global value 
chains.

Corporate credit 
markets after the 
initial pandemic 
shock

1 July 2020 • Corporate funding markets partially resumed after seizing up in 
mid-March 2020 – but at much higher spreads and with sharper 
sectoral differentiation.

• Post-GFC leverage build-up amplified the damaging effects of 
financial stress during the pandemic.

• The unusually broad impact of the pandemic shock on lower-rated 
firms threatens collateralised loan obligation (“CLO”) structures, 
though not as much as the bursting of the housing bubble 
undermined collateralised debt obligation (“CDOs”).
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What’s new in the sector – regulatory updates on banking capital and credit risk (Cont’d)

Several consultations on credit risk and banking regulatory capital were also issued during second and third quarter of 
2020. A summary of these consultations is set out below:

Table 3 – Summary of the Hong Kong Monetary Authority (“HKMA”) / BCBS Consultations published in 2Q2020 
and 3Q2020

Topic Issuing body Proposed revisions / new development

HKMA Consultation on revised 
SPM CR-G-14

HKMA • Extension of the final two implementation phases of initial 
margin and other risk mitigation requirements for non-
centrally cleared Over-the-counter (“OTC”) derivatives by 
an additional year.

• Maintenance of the UK’s status as a deemed-comparable 
jurisdiction after Brexit Clarifications on the implementation 
of certain requirements relating to margin and other risk 
mitigation measures.

BCBS Consultation on 
Technical Amendment to 
Capital Treatment of 
Securitisations of Non-
performing Loans

BCBS Consultation on the “Capital Treatment of Securitisations of 
Non-performing Loans” issued by the BCBS on 23 June 
2020, which aims to address the gap in the existing regulatory 
framework and sets out a prudent treatment for non-
performing loan (“NPL”) securitisations.
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Introduction

Regulators around the world have taken a more hands-on 
approach to intensify supervisory efforts on potential 
vulnerabilities arising from the economic impact of the 
pandemic due to the impact of the COVID-19 pandemic on 
the global financial markets. 

In Hong Kong, the Securities and Futures Commission 
(“SFC”) issued a circular in March 2020 to fund managers, 
trustees and custodians of SFC-authorized funds on the 
use of appropriate liquidity risk management tools.

While market events this year have underlined the 
importance of liquidity risk management, the focus area is 
not something new and has been on the regulators’ radar 
for some time. Prior to the circular issued in March 2020, 
the SFC had issued a circular in August 2019 and followed 
it with a Compliance Bulletin in January 2020. These 
documents emphasised the need for robust liquidity risk 
management practices amongst fund managers. 

In the January 2020 Compliance Bulletin, the SFC 
highlighted the following concerns over liquidity risk

• Liquidity risk arises when there is a mismatch between 
a fund’s assets and its liabilities with the risk running 
higher if the fund is concentrated in illiquid investments.

• Risk is even higher for funds with an open-ended 
structure, especially those with daily dealing 
arrangements, when investors hurry to redeem due to 
any hint of trouble or poor performance.

• The SFC advises that investors should be wary of 
investing in funds concentrated in hard-to-sell assets, 
particularly illiquid bonds issued by the same group, and 
funds with long or extendable redemption dates.

“Fund managers should conduct stress tests 
and closely monitor the liquidity profiles of their 
fund portfolios throughout the entire life cycle of 
their fund,” said Ms. Julia Leung, SFC’s Deputy 
Chief Executive Officer and Executive Director 
of Intermediaries, on 20 January 2020.

The SFC identified the following good practices for 
managing liquidity risk that fund managers should adopt

• Establish effective liquidity risk management policies and 
procedures with action plans to meet redemption requests 
under normal and stressed market conditions.

• Target investment diversification and regularly assess the 
liquidity profile of the fund’s assets and liabilities, 
considering its investor profile and historical and expected 
redemption patterns.

• Ensure that the funds’ dealing (subscription and redemption) 
arrangements are appropriate for its investment strategy 
and underlying assets throughout the entire product life 
cycle.

• Perform liquidity stress tests on an ongoing basis to assess 
the impact of severe adverse changes in market conditions 
as well as the fund manager’s action plans and liquidity risk 
management tools.

• Intermediaries should also follow the guidance issued by the 
SFC in August 2019 on managing liquidity risk of open-
ended funds.

In the March 2020 circular, the SFC highlighted the 
following key reminders to the asset managers

• Closely monitor the dealing and trading of the fund to 
ensure they are conducted in a fair and orderly manner and 
in the best interest of investors. In addition, it should be in 
accordance with the constitutive and offering documents as 
well as applicable laws and regulations .

• Keep investors informed and immediately report to the SFC 
any untoward circumstances as well as the use of liquidity 
management tools such as swing factor exceeding the one 
that is disclosed in the offering documents.

• Consider the need for any fair value adjustment (particularly 
in respect of less liquid or suspended securities) and 
constantly review the fair value adjustment policies and 
procedures to ensure their continued appropriateness and 
effective implementation in light of the rapidly changing 
market conditions. 

Liquidity Risk Management 
for Funds

Risk management in challenging times
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While markets may currently not be as volatile as they 
were earlier in the year, the uncertainty in the global 
economic landscape should propel fund managers to 
proactively adopt the best practices identified by the SFC.  
Fund managers also need to assess practical tools for 
managing liquidity risks in the current environment.  
Common liquidity risk management tools are:

• Swing pricing

• Net asset value (NAV) calculation/ frequency

• Side pockets

• Redemption gates

Going forward, fund managers should consider conducting 
a regular review of risk policies and procedures for 
compliance with SFC requirements and conduct a gap 
analysis of their risk management processes. They should 
also review and assess the current stress testing scenarios 
and develop fund-level liquidity risk reports.

Looking Ahead
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Introduction

The impact from COVID-19 on Hong Kong’s 
insurance market has been felt since the first quarter 
of the year. The Insurance Authority (“IA”) released 
the industry statistics for the first half of the year that 
indicated life insurers are experiencing a significant 
drop in new business sales. The low interest rate 
environment also continues in the current year, with 
further rate cuts in March 2020 causing insurers to 
respond in terms of capital management, product 
design, and investment strategies.  

The IA has announced certain facilitative measures 
starting from February 2020. These measures aim to 
prevent the need to conduct face-to-face meeting 
during the sales process of insurance policies for 
certain insurance products. In August 2020, the IA 
issued a circular to authorised insurers carrying on 
long term insurance business, to the effect that the 
insurers can apply through the InsurTech Sandbox for 
the distribution of long term insurance policies via 
video conferencing (“VC”) tools. 

Impact of COVID-19

In the IA’s recent release of the provisional statistics 
of Hong Kong’s insurance industry for the first half of 
2020 shows an overall drop of new premium written in 
the long term business by 35% to HK$65.5 billion. 
Particularly with the restriction of cross-boundary 
passenger movement in place, the new premium 
written attributable to Mainland visitors dropped by 
76% for the first half of the year to a total of HK$6.3 
billion. With gross and net premiums of general 
insurance business growing by 9.7% to HK$33.5 
billion and by 8.8% to HK$22.8 billion, respectively, 
the COVID-19 pandemic posed lesser impact on the 
general insurance business in the first half of 2020. 

Low interest rate environment

The low interest rate environment continues this year. The 
industry has been responding to the low interest rate 
environment by reducing dependence on investment 
returns to sustain profitability, and on saving products that 
offer a guaranteed return. Insurers are also optimising and 
rebalancing their investment portfolio allocations for yield 
management.  

Capital management is another key aspect in the low 
interest rate environment. Examples of management 
actions taken by insurers in response to the market rate cut 
this year observed included capital injection, reinsurance 
arrangements and other measures.

InsurTech Sandbox

On 5 August 2020, the IA issued a circular "Sandbox 
application for the distribution of long term insurance 
policies via video conferencing tools". Authorised insurers 
carrying on long term insurance business can apply for the 
distribution of long term insurance policies via VC tools 
through the InsurTech Sandbox.  

The circular specifies the information to be provided for the 
Sandbox applications and the requirements for using 
conferencing tools to distribute long term insurance 
products, covering cybersecurity, AML, counter-terrorist 
financing (“CFT”), outsourcing, and also information that is 
more specific to the use of VC tools, such as:

• Details on the process, procedures and controls during 
the process of VC sales;

• Details on the type of insurance products being sold; 
• The target customer pool; 
• The type of VC facility to be used;
• Details on signature requirements etc.

There are also requirements around additional control and 
monitoring measures around fair treatment of customers, 
proper books and records of customers’ information and 
cybersecurity for using conferencing tools. 

Risks and Opportunities in 
the Insurance Sector

Responding to the challenging times
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Given the current market dynamics, it is important for 
market players to continue to have the following on their 
radars:

I. Managing the various challenges around capital 
management, customer relationships, quality of 
balance sheets, etc;

II. Getting ready for emerging opportunities including 
customers’ increasing receptiveness to the online 
distribution channels, increasing awareness and 
recognition of health insurance products, ongoing 
evolvement of the insurance visions in the Greater 
Bay Area (“GBA”).

Looking Ahead
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Impact of COVID-19 on Anti-Money 
Laundering and Counter-Terrorist 
Financing (“AML/CFT”) controls

Travel bans and strict social distancing measures are 
in place to avoid unnecessary risk of COVID-19 
infection, making it difficult for financial institutions 
(“FIs”) to interact with customers in-person. Although 
the business continuity arrangements, such as work-
from-home or staff shift arrangement, are in place to 
maintain effective operations of FIs’ AML/CFT controls, 
there is huge pressure on resources including on 
manual processes in customer on-boarding, handling 
and investigation of transaction monitoring or 
screening alerts, among others.

In addition, the COVID-19 pandemic has impacted 
customer behaviour that is likely to last even after the 
situation normalises. FIs should be aware of the 
changing customer behaviours, including the increase 
in use of digital payments and online transactions as 
compared to before. 

With the FIs increasingly offering remote account 
onboarding services and high volume of online 
transactions, criminals may exploit vulnerabilities to 
perpetrate fraud, scams and cybercrimes. A review of 
money laundering and terrorist financing (“ML/TF”) 
risks and controls may be warranted to ensure that 
AML/CFT resources can be optimised and efforts are 
focused on heightened risk areas.

The HKMA has reiterated that the principles of the risk 
based approach provide the flexibility to be both 
pragmatic and responsive to the evolving COVID-19 
situation and the challenges it presents. 

Accelerating use of RegTech

In addressing the challenges arising from COVID-19, 
use of regulatory technology (“RegTech”) can be an 
effective and sustainable solution while helping to 
reduce the risk of virus spread. We are seeing a 
significant acceleration in the implementation of 
RegTech in AML/CFT programmes, which has also 
been enabled by the HKMA’s continuing and active 
promotion of RegTech use cases. 

In Hong Kong, there are multiple banks offering remote 
account onboarding services to retail customers, and 
some of them are expediting the service offering to 
corporate customers as well. Certain banks are also 
advancing the use of RegTech to reduce the number of 
false positive hits generated from transaction monitoring 
and screening systems, such that pressures on 
resources can be relieved. Other banks are also 
exploring the adoption of network-based monitoring to 
enhance identification of suspicious activities.

Anti-Money Laundering Measures to 
Tackle the COVID-19 Challenges

Risk management in challenging times
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Looking Ahead

Understand and manage emerging risks 
with the use of AML technology

There is a clear and urgent need for FIs to update their 
risk-based approach, and consider the use of RegTech
seriously in order to meet the rising challenges in a 
prolonged or post COVID-19 environment.  

Regulators will continue to drive digital transformation 
from traditional methods of combating money 
laundering, to a more efficient, effective autonomous 
approach. FIs should adapt to the trend and take the 
necessary steps to not only explore but implement AML 
technologies that are commensurate with their business 
model, scale and ML/TF risk exposures. 

Institutions should start small with a phased approach, 
and once the benefits from adopting the AML technology 
are proven, a wider adoption can be applied. Initiating 
remote account onboarding with lower risk customer 
segments can be a good starting point. 

Regulators have published key observations and good 
practices to provide greater clarity on regulatory 
expectations on remote account onboarding. The 
Fintech Supervisory Sandboxes, launched by the HKMA 
and the IA, allow institutions and their partnering 
technology firms to conduct pilot trials of their fintech 
initiatives with a limited number of participating 
customers.

There are two sides to a coin. While institutions are 
reaping benefits from AML technologies, management 
should stay vigilant to likely risks. Sound governance 
framework as well as continuous monitoring and testing 
the use of new AML technologies and tools is vital.
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Achieving Cyber Resilience 
in the Digital Era

The rise of digital continues to revolutionise how 
businesses work and serve their customers. New 
technologies such as cloud, internet of things (“IoT”), 
and artificial intelligence (“AI”) are increasingly being 
adopted to improve operational efficiency and deliver 
higher quality services to clients.  

Yet these digital transformation initiatives also have 
introduced new threats and risks, such as operational 
disruptions and data breaches. The cyber threat 
landscape is evolving at a rapid pace and scale, and 
sophisticated adversaries are now just one compromise 
away from exfiltrating sensitive financial data or 
disrupting critical systems supporting the institution or 
the financial sector.   

Enhancing the Cybersecurity Fortification 
Initiative (“CFI”)

In light of recent international developments in 
cybersecurity, the HKMA conducted a holistic and 
independent review of the Cybersecurity Fortification 
Initiative (“CFI”). Following extensive industry 
consultation, the enhanced CFI 2.0 framework was 
announced on 3 November 2020. It will come into effect 
on 1 January 2021 and implemented following a phased 
approach.

The CFI comprises of three components: (i) a Cyber 
Resilience Assessment Framework (“C-RAF”) that is a 
common risk assessment for banks, (ii) a Professional 
Development Program (“PDP”) that covers the training 
and certifications on cybersecurity, and (iii) a Cyber 
Intelligence Sharing Platform (“CISP”) to facilitate the 
sharing of cyber threat intelligence among peers. 

The finalised recommended enhancements cover 
(i) proposed enhancements to the guiding principles of 
the C-RAF assessments to ensure that cyber controls 
are adequately designed and are effective; (ii) proposed 
updates to the list of PDP qualifications to ensure that 
assessors and testers are equipped with appropriate 
qualifications to perform their designated roles 
effectively; and (iii) proposed steps for establishing a 
more effective cyber intelligence sharing process via the 
CISP.

Impact of COVID-19

COVID-19 has forced businesses to shift rapidly to 
remote working at scale. Hastily deployed systems and 
tools to support this shift has led to an unprecedented 
rise in the risk of cyber attacks, as attackers exploit 
uncertainty, unprecedented situations, and rapid 
information technology (“IT”) and organisational change.

Regulatory measures

COVID-19 led to a delay in the finalisation and 
commencement of the updated CFI. Institutions had to 
rely on the existing controls and practices despite a shift 
to remote working and prioritising business operations. 
The result was an upward trend in threats such as 
ransomware attacks causing disruption to banking 
operations of certain institutions. As a result, the HKMA 
issued circulars to remind institutions to pay close 
attention to the latest attack vectors and to ensure 
adequate measures are in place to mitigate the 
associated risks.

Industry reaction 

We expect that many initial responses to COVID-19 will 
have a net-negative impact on the cyber security 
posture of the institution. As institutions rapidly shift to 
remote working and prioritising business operations, 
there may be an increase in the cyber risk exposure 
from multiple angles.

In particular, disruption to the workforce and suppliers 
will increase vulnerability of old risks. Vulnerabilities that 
were previously unpatched may be exposed as a result 
of enabling access to external parties. Meanwhile, 
insider threats may increase as institutions face the 
prospect of having to make portions of their workforce 
redundant. Institutions without fully documented and 
widely rehearsed playbooks may not be able to 
effectively respond to and recover from cybersecurity 
incidents.

Risk management in challenging times
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While information security risks have dramatically 
evolved over the past few years, the approach used 
by financial institutions to manage them has not kept 
pace. Cyber risks are still largely seen as an IT risk 
and not a business risk. However, with the evolving 
cyber threat landscape, financial institutions need to 
treat cyber risk as a strategic business risk with more 
emphasis on strengthening their cyber resilience 
towards the imminent threat.

Top-down strategy and cyber risk management:
The Board of Directors and Senior Management are 
accountable for embedding these capabilities into the 
institution’s systems and operations to effectively 
detect, respond to, and recover from cyber attacks, 
thereby minimising business disruption and financial 
losses. While this does not eliminate cyber risk, it 
allows institutions to stay one step ahead of the 
dynamic threat landscape. For some, this may involve 
recruiting a director with technology-related skills and 
qualifications to be responsible for driving the 
implementation of the cybersecurity strategy across 
the institution.

Threat-lead cyber risk management program:
Institutions should identify the tactics, techniques and 
procedures (“TTP”) of adversaries that can be used 
against them and shed insights on where to prioritise 
their cybersecurity investment and achieve the 
principle of defence-in-depth to eliminate single points 
of failure.

Strengthen the perimeter: Institutions should use 
security solutions to identify their holistic external 
attack surface and evaluate their exposure to attack. 
Tested and proven detection and monitoring controls 
should be in place to deflect known threats at pace 
before attackers can penetrate their systems and 
access sensitive data.

Strengthen remote access management policy 
and procedures: Multi-factor authentication (“MFA”) 
for inbound external access is the baseline. 
Institutions should enable and enforce MFA across

virtual private network (“VPN”) and cloud platforms, 
apply internet protocol (“IP”) address whitelisting 
where possible, and scrutinise the need to expose 
management ports such as Secure Shell (“SSH”) and 
Remote Desktop Protocol (“RDP”).

Increase visibility and fortify endpoint protection:
Protect your devices against standard and advanced 
malware, extending beyond traditional anti-virus 
solutions utilising a signature-based approach to 
identify and block sophisticated TTPs with Endpoint 
Detection and Response (“EDR”) tools. Adhere to 
regular patching cycles to harden devices.  

Uplift cyber incident response and recovery 
capabilities: Efficient and effective response to and 
recovery from a cyber incident by organisations in the 
financial ecosystem are essential to limiting any 
related financial stability risks. Institutions should 
develop, test, and continuously improve their 
playbooks and toolkits to execute the appropriate 
activities in reaction to a detected cyber event, while 
conducting the appropriate activities to restore any 
capabilities or resume impaired services.

Third party risk management: Evaluate and ensure 
third parties, including business partners, suppliers, 
and vendors, maintain an acceptable level of 
cybersecurity practice, such that they can safely 
conduct business with your institution. Dependencies 
should be thoroughly tested to increase cyber 
resilience.

Looking Ahead
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Greater regulatory collaboration and focus 
on sustainable finance and climate change
In May 2020, the HKMA and the SFC initiated the 
establishment of the Green and Sustainable Finance 
Cross-Agency Steering Group (“Steering Group”). Other 
members are the Environment Bureau, the Financial 
Services and the Treasury Bureau (“FSTB”), Hong Kong 
Exchanges and Clearing Limited (“HKEX”), the IA and 
the Mandatory Provident Fund Schemes Authority 
(“MPFA”). 

The Steering Group has been established to provide 
strategic direction to bolster Hong Kong’s position as a 
leading green and sustainable finance centre in Asia and 
globally. Specifically, the Steering Group will collaborate 
to develop regulatory policy and enhance market 
capabilities. The two main workstreams of the Steering 
Group are to study and address cross-sectoral 
regulatory issues and to coordinate cross-agency 
market development efforts.

The Steering Group also aims to facilitate regional 
cooperation, including in the Guangdong-Hong Kong-
Macao Greater Bay Area.

In line with this, Hong Kong Green Finance Association 
(“HKGFA”) announced the official launch of the Greater 
Bay Area Green Finance Alliance (“GBA-GFA”) on 4 
September 2020. The aim is to promote green finance 
standards and certification in the Greater Bay Area.

The GBA-GFA is a collaboration between the HKGFA, 
the Green Finance Committee of Guangdong Society for 
Finance and Banking, the Green Finance Committee of 
Financial Society of Shenzhen Special Economic Zone, 
and the Macau Association of Banks.

The GBA-GFA will enhance a green finance cooperation 
in the region and support Hong Kong in becoming a 
Greater Bay Area green finance hub, which will reinforce 
Hong Kong’s position as a leading green and 
sustainable finance hub in Asia.

Key Takeaways
• Continued regulatory focus, in Hong Kong and 

globally, on sustainable finance and climate 
change. 

• Considerable efforts have been made to ensure 
that Hong Kong is poised to take the lead as a 
sustainable finance hub in the region.

• Hong Kong’s regulators have developed a 
Steering Group to facilitate better coordination of 
regulatory efforts and capacity building on this 
topic. 

• Financial institutions should expect upcoming 
regulations in the area of sustainable finance and 
climate change.

Developments in
Sustainable Finance and 
Climate Change

The banking regulatory focus
On 30 June 2020, the HKMA published a White Paper on 
Green and Sustainable Banking (“White Paper”), outlining 
its “initial thinking on supervisory expectations“ and 
”possible actions that banks may take”.

The objective of the White Paper is to enable banks to 
understand the issue and start helping banks to implement 
a framework for managing climate-change related risks 
and opportunities . 

The White Paper has laid out nine guiding principles 
across governance, strategy, risk management and 
disclosures, as follows:
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1. Risk Identification – identification of transmission 
channels and assessment of impacts of physical and 
transition risks;

2. Risk Measurement – adopting methodologies and 
tools, including scenario analysis, to measure climate-
related risks;

3. Risk Monitoring and Reporting – monitor and timely 
report climate-related risk exposures to the 
management and the Board;

8. Risk Exposure Control and Mitigation – control and 
mitigate exposures to climate-related risks; and

9. Disclosure of Climate Related Information –
develop an appropriate approach to disclose climate-
related information to enhance transparency and take 
the Task Force on Climate-related Financial 
Disclosure (“TCFD”) recommendations as the core 
reference. 

What should banks start doing?

With the expectation that the Board has primary 
responsibility, banks should review and assign clear 
roles and responsibilities of the Board and senior 
management to oversee, develop and implement 
climate risk management framework and related 
initiatives.

Furthermore, to understand the effort, resources and 
potential challenges faced in addressing the matters set 
out in the White Paper, banks should perform impact 
analysis. This will enable banks to make informed 
communications with the HKMA on challenges in 
meeting the supervisory expectations.

They should also begin to incorporate climate risk 
considerations into their existing risk management 
framework and set climate risk related appetite and 
targets. This would involve performing an impact 
analysis to understand how climate and environmental 
risks potentially impact their business, and to identify the 
gaps and challenges in meeting the expectations (e.g. 
costs and benefits of various risk management 
techniques) as set out in the White Paper.
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Key Takeaways
The HKMA has set its thinking on climate and 
environmental risk management, which if 
implemented would have material impact on all 
aspects of the banking business.

In order to generate a fruitful and rewarding 
outcome from the industry consultation, banks 
should:
• Assess their current status and plan around 

sustainable banking;
• Perform an impact analysis to identify gaps and 

challenges.

The Board and senior management are expected to 
oversee these steps to demonstrate strong risk 
management culture of the banks.

These steps ensure that banks are able to provide 
detailed and nuanced feedback to the HKMA in the 
consultation stage, which will allow the HKMA to 
fully appreciate the challenges faced by the industry 
when shaping the supervisory requirements.

1. Board Accountability in Climate Resilience
– the primary responsibility for a bank’s climate 
resilience rests with the Board and should be 
assigned to designated individuals;

2. Board’s Oversight of Climate Strategy 
Development and Implementation – the 
responsibility of the Board is to oversee the 
development and implementation of the  
bank’s climate strategy;

3. Strategy Formulation – embedding climate 
considerations throughout the strategy 
formulation process;

4. Strategy Implementation – the review and 
enhancement of organisational structures, 
business policies, processes and resources 
availability to enhance effective integration of 
climate strategy into bank’s operation;

1
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Looking Ahead

Phase II: Consult the industry about supervisory expectations 
or requirements

May-Aug 2020: Self-assessment by banks

June 2020: Publication of White Paper

H1 2021: Consultation on supervisory expectations

TBC: Second round of self-assessment

Phase I: Develop common framew ork to assess “Greenness 
Baseline”

Phase III: Implement, monitor and evaluate

2020

2021

2019

HKMA’s Green and Sustainable Banking Roadmap

8

Where we 
are now
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Conduct continues to be a key area of focus for financial services regulatory supervisors in Hong Kong. The
recent (October 2020) record fine of HK$ 2.7 billion on IMBD scandal imposed by the SFC reiterated the
regulator’s strategic priority to “minimise fraud and market misconduct to instil investor confidence”. In addition, the
HKMA issued a report in May 2020 to share its insights derived from the review of the culture self-assessments
conducted by selected banks. More recently in September 2020, the HKMA published the fourth issue of its
Regtech Watch which focused on the use of technology in conduct risk management.

Pricing and disclosure practices have been at the centre of conduct discussions by regulators in Hong Kong as
well as Singapore. They have typically focused on whether banks were fulfilling their regulatory obligations in
respect of pre-trade and post-trade monetary benefit disclosures.
The enforcement actions taken by the SFC and the Monetary Authority of Singapore (“MAS”) in 2019 have shown
that these regulatory obligations are not being met. In addition, this has raised broader concerns in the banking
industry in relation to potential conduct issues. This has forced firms to re-evaluate whether they:

• are exposed to similar conduct issues;
• are meeting their regulatory obligations; and

• have adequate controls in the first and second lines of defence to prevent and detect instances of misconduct
and regulatory breaches.

The nature of client relationships mean that individual relationship managers (“RMs”) have significant authority
and discretion in agreeing the prices with the clients. This coupled with limitations in systems of control and the
range of disclosure methods employed have created significant challenges in monitoring compliance with
bespoke pricing arrangements and in investigating misconduct, in particular overcharging of clients.

Hong Kong

In May 2020, the SFC and the HKMA made a joint 
announcement that they would conduct a “thematic review 
of spread charges and other practices as well as their 
compliance with requirements governing the disclosure of 
trading capacity and monetary benefits”. 

This review aims to ascertain whether charges may be in 
excess of the spreads or fees disclosed in the standard 
documents provided to the clients, or as agreed with or 
understood by the clients, or spreads may be increased 
after a trade is executed and the price improvement is 
retained without agreement with or disclosure to clients. 
This practice is referred to as a post-trade spread increase1. 

In addition, this review will also ascertain whether the 
institutions understand and properly disclose the capacity in 
which they are acting when conducting trades for clients. 

1 Post-trade spread increases generally arise where price improvements occur due to a trade being executed at a better price than that quoted to the 
client during order taking. In order to retain this benefit (partially or in full) and conceal it from the client, the spread isadjusted and the price 
improvement is not disclosed to client.
2 Refer to Private Banking Sales and Advisory Practices – Observations and Supervisory Expectations from Thematic Inspections Information Paper 
(February 2020) published by the MAS for further details.  
3 Bilateral fee arrangements refer to one-off or standing pricing arrangements with clients, which may be agreed verbally or in writing.

Regulatory Developments

Singapore

In February 20202, the MAS issued a summary of
their observations and clarifications of supervisory
expectations arising from their thematic inspection of
pricing controls and disclosures across private banks.

Subsequent to the MAS inspection, the Association
of Banks inSingapore updated the Private Banking in
Singapore Code of Conduct effective on 1 September
2020. These updates set out expectations in respect
of the communication of fees and charges to clients.
It also includes details of the expected controls to
prevent or detect over-charging of clients above fee
schedules or bilaterally agreed pricing
arrangements3, as well as deviations from
agreements in the allocation of benefits from price
improvements resulting in post-trade spread
increases.

Conduct and Governance  
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To comply with the relevant requirements stipulated in the Code of Conduct for Persons Licensed by or Registered
with the SFC, banks are expected to:

• Establish appropriate policies, systems, controls and management supervision over order handling and spread
charges (including post-trade spread increases);

• Clearly and appropriately disclose the monetary benefits received and trading capacity; and

• Maintain adequate records, at a transactional level, to demonstrate compliance with policies, procedures and
regulatory requirements.

Upon completion of the concurrent review, we anticipate that the SFC and the HKMA will provide further guidance in 
respect of regulatory expectations and good market practices observed. 

Weaknesses / loopholes in order 
management systems (“OMS”)

• OMS do not have hard blocks / alerts to prevent / escalate instances 
where spread, commission or fees may exceed fee schedules. 

• OMS user entitlements allow the front office to amend spreads 
subsequent to trade execution. 

Identification and monitoring of 
bilateral fee arrangements 

• Certain products may not be covered by standard fee schedules and 
client documentation, in particular, where an institution applied a 
discount to a certain product, has an open architecture for sourcing 
products or distributes more bespoke products.

• Bilateral agreements are agreed on a case by case basis, typically 
verbally, and are recorded in the OMS. However, there is no process 
to maintain an inventory / listing of such arrangements nor are there 
protocols to maintain evidence of client agreement. 

• Due to the challenges in identifying bilateral fee arrangements, weak 
or no controls exist to identify instances where clients have been 
charged in excess of these arrangements. 

Insufficient guidelines and training on 
client communications 

• Training has focused on revenue optimisation rather than regulatory 
obligations. As a result, the front office may be unaware of the 
regulatory requirements associated with monetary benefit disclosures.

• First line controls do not monitor whether RM communications comply 
with regulatory obligations.

Consistency of activities with trading 
capacity disclosed

• Whilst banks have decided which trading capacity they are acting in 
for the products traded, they have not evaluated whether their actions 
are consistent with this. 

• Limited guidance has been provided to the front office on how their 
actions or communications may contradict the trading capacity 
disclosed.

Common challenges faced by the industry
The broader industry is going through a period of adjustment as they remediate existing systems, processes
and controls to comply with their pricing and disclosure obligations. We have set out below some of the common
challenges the industry is experiencing.

Looking Ahead
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LIBOR countdown to 2021

In July 2017, the UK Financial Conduct Authority 
(“FCA”) announced that it would no longer compel 
Panel Banks to participate in the LIBOR submission 
process after the end of 2021. Fast forward to 2020, 
working groups, regulators and industry bodies around 
the world continue to step up efforts to make the 
transition happen by end of 2021. At a time when 
COVID-19 is impacting events globally, the FCA, the 
Bank of England and the Working Group on Sterling 
Risk-Free Reference Rates (“RFRWG”) issued a joint 
statement on the impact of COVID-19 on banks’ LIBOR 
transition plans, affirming that the timetable remains 
unchanged. 

In our previous edition1, we discussed the ongoing 
regulatory and market developments, highlighting the 
urgency for actions by banks and other market 
stakeholders, and the key areas that banks and other 
market participants should consider in their transition 
program. 
In this issue, we continue to look at the recent 
regulatory and market developments as we see the 
increasing supervisory scrutiny, including the issuance 
of LIBOR transition timelines by working groups and 
regulators across jurisdictions, and what firms should 
be aware of as we are moving closer 2021.

The HKMA survey results and target dates 
for sunset of new LIBOR issuances
The HKMA published a circular2 on benchmark reform 
on 10 July 2020 to share (1) the latest results of the 
Survey on Reform of Interest Rate Benchmarks and (2) 
outlining a set of target transition milestones it expects 
banks to meet. Banks should be in a position to offer 
new alternative reference rates (“ARRs”) products and 
include robust fallback language in all new LIBOR 
issuances by January 2021, before ceasing the 
issuance of new LIBOR-linked products altogether by 
30 June 2021. 

While the HKMA notes that most organisations have 
developed a transition plan by now, it also expressed 
concern that the results3 of its recent benchmark 
survey showed continued growth in LIBOR-linked 
exposures without adequate fallbacks in place over 
the past six months. In addition, over two-thirds of 
banks had not developed plans yet to reduce LIBOR 
exposures and renegotiate legacy LIBOR-linked 
contracts.  

Similar to the timelines announced by the Alternative 
Reference Rates Committee (“ARRC”) in the US and 
the RFRWG, the target milestones outlined by the 
HKMA represent a tangible set of transition guidance 
for Hong Kong, not just for banks but for all market 
participants including investors, third-party service 
providers and corporates. The milestones also 
provide a yardstick for the HKMA to measure 
progress and banks should expect they will be held 
accountable. 

Benchmark Reform

Interest Rate

Transition milestones developed by the HKMA4

TODAY

 Adequate fall-back provisions 
should be included in all new ly 
issued LIBOR-linked contracts 
that w ill mature after 2021 

 banks to be in a position to offer 
products referencing the 
ARRs to LIBOR

1 JAN 2021

30 JUNE 2021 banks should cease to issue new 
LIBOR-linked products that w ill 
mature after 2021

31 DEC 2021
Expected cessation of LIBOR set 
by the FCA

1 Refers to PwC’s Regulatory hot issues - April 2020
2 Refers to the HKMA circular titled “Reform of interest rate benchmarks” issued on 10 July 2020
3 Refers to the HKMA’s “Results of Survey on Reform of Interest Rate Benchmarks for Q2 2020” issued on 10 July 2020 
4 The HKMA expects banks to endeavour to achieve the above transition milestones and should discuss with HKMA as soon as they are aware of their 
inability to comply with this industry standard.
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Banks should review their transition roadmaps to ensure 
they are consistent with regulatory expectations, and 
evaluate their plans for new product development, 
strategy for transitioning legacy contracts and system 
changes, and processing readiness for Risk-Free 
Reference Rates (“RFR”) products. We expect that 
some banks will need to put in place interim solutions to 
meet the recommended target dates, as it is unlikely that 
capability enhancements dependent on third parties will 
be fully implemented in time. 

Why you should act now?
There have been an increasing awareness of LIBOR 
transition in the market and many banks in Hong Kong 
have started their preparatory work since the beginning 
of the year, but significant work is yet to be done to 
ensure target transition milestones can be achieved and 
avoid potential market disruption. These include: 

• Amendment of contracts which is a time-intensive 
process and agreement with borrower and other 
counterparties;

• Adapting business operations to differences between 
ARRs and LIBOR, understanding the new market 
conventions they may need to be applied; and

• Impact on IT, data, and models which requires 
implementing new vendor/IT solutions, as well as 
potential tactical solutions. 

Because of these significant remaining efforts, early 
communication to stakeholders internally and externally 
remains critical and will provide transparency, helping to 
pave the way to initiate and progress above major 
activities.

Most banks in Hong Kong have previously not initiated 
their customer communications yet and the HKMA 
expects banks to begin their communications with 
customers to increase the awareness and need to make 
early preparations. The HKMA, together with the 
Treasury Markets Association (“TMA”) also developed a 
note on “Transitioning Away from LIBOR” which banks 
may use to communicate to their corporate customers. 

Looking Ahead

Transition efforts globally and locally in the adoption of 
ARRs will continue to take place as market 
developments continue to evolve, shaping market 
conventions and providing guidance and direction to 
market participants for their transition. Despite some 
delays in certain developments, a number of transition 
measures and ongoing developments are still taking 
place as we move closer to 2021. These include:

• The recent change of discounting and price 
alignment interest (“PAI”) by the Central Clearing 
Counterparty (“CCPs”) for cleared USD interest rate 
swaps around the world, including the US, Europe 
and locally in Hong Kong; 

• Supplement to the International Swaps and 
Derivatives Association (“ISDA”) 2006 definitions and 
fallback protocols has been published. ISDA expects 
the effective date for the supplement and protocol to 
be in mid-to late-January 2021;

• The Bank of England previously announced 
increased haircuts on LIBOR-linked collaterals, which 
has been delayed from October 2020 to April 2021; 

• Introduction of Sterling Overnight Index Average 
(“SONIA”) term rates by the end of the year and 
Secured Overnight Financing Rate (“SOFR”) term 
rates in the first half of 2021;

• As part of its efforts to help banks transition from their 
reliance on the LIBOR benchmark, the Fed is 
working with regional and larger banks on the 
possibility of creating a credit-sensitive rate. Recent 
discussions focused on understanding the 
perspective of corporate borrowers in their 
transitioning certain loan products to SOFR and the 
potential need for a credit sensitive supplement to 
SOFR; and

• Ongoing development of plans to address tough 
legacy contracts, such as the legislative solution 
proposed by the UK to allow for a “synthetic LIBOR” 
to continue to exist for use in legacy contracts under 
English law. This would be similar to the objective of 
the ARRC legislative relief proposal under New York 
law to provide a mechanism to replace LIBOR with a 
spread-adjusted form of SOFR, the recommended 
alternative to USD LIBOR.  

Banks and other market participants need to stay 
focused on their efforts, monitoring their transition 
roadmaps and progress to manage a multitude of risk 
implications. Understanding regulatory expectations and 
staying close to latest market developments will be 
critical in ensuring alignment and a smooth transition.
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Regulatory Developments in

Asset and Wealth Management

The continued impact of COVID-19 has caused 
considerable upheaval and placed additional pressure 
on the asset and wealth management (“AWM”) industry. 
While the degree and duration of the crisis is still 
unknown in the short-term, regulators and policy makers 
in Hong Kong have been working together with the 
AWM industry to prioritise risk management and 
financial stability during these uncertain times. 

What’s new in the Hong Kong AWM sector?

Despite the challenging times, Hong Kong has been 
continuing to forge ahead with establishing the 
infrastructure for enhancing Hong Kong’s stature as an 
AWM centre globally. The introduction of Hong Kong’s 
Limited Partnership Regime for Funds is one such key 
milestone. Additionally, there has continued to be focus 
on enhancing the open-ended fund company regime.

In this publication, we discuss these two key 
developments from the last six months, which are bound 
to impact the course of the AWM sector in Hong Kong in 
the near future.

Hong Kong’s Limited Partnership Regime 
for Funds

The Hong Kong Legislative Council passed the Limited 
Partnership Fund (“LPF”) Bill on 9 July 2020, allowing 
funds to be set up as Hong Kong registered limited 
partnerships with effect from 31 August 2020. The LPF 
regime will bring to Hong Kong a wealth of opportunities, 
adding to the necessary infrastructure to attract more 
investment funds and fund managers onshore. It will 
also give market players more flexibility and an avenue 
to align the domicile of the fund with commercial 
substance.

Key features of the Hong Kong LPF regime:
• An LPF is not a legal person in itself; it is a 

registration regime
• It can be used for private equity, venture capital, 

real estate, infrastructure, hedge funds, among 
others

• It has at least two partners – one general partner 
(“GP”) and at least one limited partner (“LP”)

• The partners have the freedom to contract

• The LPF regime currently does not yet cater for 
inward re-domiciliation of funds

Advantages of the LPF Regime:
• Allows the fund to enjoy the “unified tax exemption” 

subject to requirements being met
• Safe harbour activities for limited partners

• Allows for a “fund for one” and provides a 
reasonable and balanced disclosure framework

• No capital duty on the capital contributed by 
partners; no stamp duty on the contribution / 
transfer / withdrawal of LPF interests 

• Flexible in operations and allows freedom of 
contracts among its partners

• Aligns the domicile of the fund with commercial 
substance in Hong Kong
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Additionally, the SFC is conducting a further consultation on the customer due diligence requirements to be imposed 
on OFCs, where the focus will be on requirements of an OFC to appoint a responsible person to perform AML 
functions. This proposal is intended to align the AML requirements for the different investment vehicles for funds in 
Hong Kong, which includes the new limited partnership fund vehicle, which came into effect on 31 August 2020. 

Key Enhancements Key Benefits

The removal of all investment 
restrictions on private OFCs.

A note will be added to the OFC 
Code to remind OFCs to make 
clear disclosures to their investors 
on all material risks specific to the 
type and nature of assets in which 
an OFC may invest.

Previously, in the OFC Code, at least 90% of the gross asset value of a 
private OFC had to be asset classes covered under the Securities and 
Futures Ordinance (“SFO”), and/ or cash, bank deposits, certificates of 
deposit, foreign currencies and foreign exchange contracts. 

With a view to enhancing the competitiveness of the OFC vehicle, this will 
put private OFCs on a level playing field with other overseas corporate fund 
structures as well as other private fund structures in Hong Kong, including 
the recently enacted LPFs structure.

The expansion of entities eligible 
to act as a custodian of private 
OFCs to allow intermediaries 
licensed or registered for RA1 
(dealing in securities).

New provisions included in the 
OFC Code to require that 
investment managers and 
custodians have sufficient 
expertise and experience in 
managing and safekeeping asset 
classes in which an OFC invests, 
with corresponding enhancement 
on risk disclosure in the offering 
documents, and to keep proper 
records.

Previously in the OFC Code, the custodian of an OFC was required to meet 
the same eligibility requirements as set out in the Code on Unit Trust and 
Mutual Fund for SFC-authorised funds. 

The SFC will ease the custodian selection criteria, in line with a number of 
other jurisdictions, allowing an intermediary, which is licensed or registered 
to carry on Type 1 regulated activity (RA1 - dealing in securities), to act as 
a custodian of private OFCs. The provisions now also allow an OFC to 
appoint multiple custodians. This means that OFCs will now be able to 
appoint prime brokers as their custodians making the fund structure much 
more attractive for private funds and now makes the OFC a realistic vehicle 
for hedge funds. This will ensure the OFC structure can be practically and 
broadly adopted by private funds.

The re-domiciliation mechanism to 
facilitate the migration of overseas 
corporate funds to Hong Kong.

Upon re-domiciliation, an OFC may 
enjoy profits tax exemption subject 
to meeting certain conditions.

Previously, there were no specific provisions provided in relation to re-
domiciling or migrating an offshore fund to be an OFC.

Under the proposed re-domiciliation mechanism, an overseas corporate 
fund can generally be re-domiciled to Hong Kong as an OFC, if it satisfies 
the key requirements for the registration of an OFC currently applicable to 
newly established OFCs under the SFO and the OFC Rules. 

In addition, an OFC may enjoy profits tax exemption upon re-domiciliation 
subject to meeting certain conditions. Moreover, since there will be no 
change in the legal personality of the corporate fund, there will be no 
“transfer” of assets from one legal person to another when the fund 
migrates to Hong Kong using the OFC structure and hence, no stamp duty 
will arise.

SFC’s Consultation Conclusion on the Proposed Enhancements to the Open-ended Fund 
Companies Regime
On 20 December 2019, the SFC issued a Consultation Paper on their proposed enhancements to the Code on Open-
Ended Fund Companies (“OFC Code”). The proposed enhancements sought to respond to feedback that had been 
received so as to facilitate the adoption of the OFC structure by the AWM industry. 

On 2 September 2020, the SFC published their conclusion on this topic to confirm their intention to enhance the OFC 
regime. The key highlights are as follows:
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The above regulatory developments provide additional 
infrastructure and transparency for the AWM sector as it 
continues to evolve in Hong Kong.

The introduction of the Hong Kong LPF regime is a big 
step towards building a more extensive asset and wealth 
management ecosystem in Hong Kong. The LPF regime 
gives market players more flexibility in structuring the 
fund vehicle and operations. More importantly, the LPF 
regime aligns the domicile of the funds with commercial 
substance under the current international tax and 
regulatory environment, which would set a good 
foundation for the fund to enjoy tax treaty protection. 

The key enhancements introduced by the SFC in OFC 
regime addresses some of the primary concerns 
expressed by market participants previously, and are 
key steps required to set Hong Kong apart from other 
competing jurisdictions as a preferred destination for the 
domicile of funds. In addition, the enhancements will 
also put private OFCs on a level playing field with other 
private fund structures in Hong Kong, including the 
recently enacted LPF regime. 

Looking Ahead
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As the introduction of international rules continue to 
shape the tax landscape in Hong Kong and abroad in 
line with the Organisation for Economic Co-operation 
and Development’s (“OECD”) Base Erosion and Profit 
Shifting (“BEPS”) project (“BEPS 2.0”), the Hong Kong 
government has taken a prudent but proactive role in 
revising and providing clarity on existing treatments 
whilst introducing new measures to attract and retain 
Hong Kong’s attractiveness and competitiveness as an 
international financial centre.

Carried interest proposal

Following the Financial Secretary’s 2020-21 Budget 
Speech on the proposed introduction of a tax 
concession on carried interest, the government has 
since formed a task force led by the FSTB to come up 
with the proposal.

The draft consultation paper was released to relevant 
industry players and associations to seek their views by 
4 September 2020.

While the draft consultation paper does not specify the 
tax concession rate, there is indication that the rate will 
be “highly competitive”, and will take retrospective 
effect from the year of assessment commencing on 1 
April 2020.

The proposal includes a validation process by the 
HKMA in which certain prescribed conditions need to 
be met before eligible carried interest recipients are 
able to enjoy the incentive. These include fulfilling the 
definition of carried interest, certain substantial 
activities requirements, and other ongoing monitoring 
and reporting conditions.

The tax concession has garnered significant interest 
among industry players and is a positive step towards 
positioning Hong Kong more competitively as a regional 
and international asset and wealth management centre.

For more information on the proposed carried interest 
concession, please refer to our newsflash1.

Profits tax exemption for funds

On 30 June 2020, the Inland Revenue Department 
(“IRD”) issued the long-awaited practice note on 
profits tax exemption for funds (“DIPN 61”). The DIPN 
provides market players with an insight into the IRD’s 
views on the application of the profit tax exemption for 
privately offered funds operating in Hong Kong, and 
provides better clarity on the unified tax exemption 
regime for funds (“UTE”) which came into effect on 1 
April 2019.

Notably, DIPN 61 explains how different classes of 
interests in varying asset pools could be viewed and 
what investment structures in unlisted shares can still 
qualify under the UTE regime. These interpretations 
have respectively reduced the administrative burden 
on fund operators and afford greater flexibility on 
eligible investments.  

Although uncertainties on some treatment remain, the 
DIPN has on balance been helpful in promoting the 
adoption of the UTE regime in Hong Kong.

For more information on DIPN 61, please refer to our 
newsflash2.

Tax Developments
in Financial Services

1 Refers to PwC’s paper “Hong Kong’s proposed carried interest concession - Enriching Hong Kong’s asset and wealth management ecosystem” issued 
in August 2020
2 Refers to PwC’s Financial Services Tax News Flash (July 2020)
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Hong Kong stamp duty waiver to market 
makers of Exchange Traded Funds (“ETF”)

The government has been providing Hong Kong stamp 
duty waiver on the transfer of shares or units of all ETFs 
since 2015. Since the introduction of the stamp duty 
waiver, the asset under management and the average 
daily turnover of some flagship ETFs listed in Hong 
Kong increased by nearly 50% and more than double, 
respectively. Nevertheless, ETF market makers were 
still required to pay Hong Kong stamp duty for the 
acquisition and disposal of underlying Hong Kong stocks 
in the course of creating and redeeming ETF shares or 
units listed in Hong Kong. This adds to the cost of ETF 
market-making activities and translates into the cost 
(including the spread) of trading ETFs in Hong Kong.  

Effective from 1 August 2020, ETF market makers are 
able to claim exemption from Hong Kong stamp duty on 
the following transactions:

• The purchase/sale of relevant constituent Hong Kong 
stocks by an ETF market maker in the course of 
creating/redeeming ETF shares or units; and

• The transfer of the relevant constituent Hong Kong 
stocks to/from an ETF market maker and the 
participating dealer;

where these transactions are made in connection with 
the ETF market maker’s creation and redemption 
activities arising from their ETF market making and 
liquidity providing activity.

The Hong Kong Exchanges and Clearing Limited has 
issued the operational procedures and implemented 
controls to monitor the claims using a formula-based 
approach. Nevertheless, ETF market makers are still 
required to provide evidence to prove that their stamp 
duty waiver claims are genuine and in relation to market 
making or liquidity providing activity. ETF market makers 
should review its ETF market making operations and 
consider whether any internal controls should be put in 
place to support the genuineness of the claims.  

This new Hong Kong stamp duty waiver will further 
foster the development of the ETF market in Hong Kong, 
drive more ETFs to list in Hong Kong and promote the 
liquidity and depth of the ETF market and stock market 
in Hong Kong.

Common Reporting Standard

The Standard for Automatic Exchange of Financial 
Account Information in Tax Matters (“the AEOI 
Standard”) was developed by the OECD and endorsed 
by the Global Forum in 2014 with the stated purpose of 
enhancing tax transparency and combating tax evasion. 
It sets out the framework for reporting financial 
institutions to review the financial accounts they hold, to 
collect specified information on financial accounts held 
by reportable persons each year and to report it to the 
tax authorities where the reporting financial institutions 
are located. The information is then sent by those tax 
authorities to the tax authorities of its exchange partners 
where the reportable persons are resident for tax 
purposes.

The AEOI Standard contains the Common Reporting 
Standard (“CRS”) which provides the due diligence and 
reporting requirements, as well as requirements with 
respect to the effective implementation of the CRS, that 
a jurisdiction implementing the AEOI Standard must 
have in place. The standard ensures that their reporting 
financial institutions review the financial accounts they 
hold and collect and report the information specified.

AEOI in Hong Kong

Hong Kong implemented the AEOI Standard and the 
associated CRS requirements in the year 2016 through 
the enactment of Inland Revenue (Amendment) (No. 3) 
Ordinance 2016, which came into operation on 1 
January 2017, and conducted its first AEOI in 2018.  

Hong Kong’s AEOI status in a snapshot:

Number of Information Exchanges

Number of partners to 
which the data

relating to 2017 was 
sent in 2018

Number of partners to 
which the data

relating to 2018 was 
sent in 2019

36 45
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Legal framework
To align the Hong Kong regulations with international 
standards and in response to the findings of peer 
reviews conducted by the Global Forum, there have 
since been several amendments to the legislation, with 
the most recent one coming into operation on 1 January 
2021. Amendments have ranged from refining due 
diligence and reporting requirements to revising 
exclusions from the AEOI Standard – such as excluding 
certain types of entities (credit unions, Mandatory 
Provident Fund (“MPF”) schemes, registered 
Occupational Retirement Schemes Ordinance (“ORSO 
schemes) from the definition of non-reporting financial 
institutions – to ensure key elements of the standard 
have not been left out. 

The IRD has also issued technical explanations from 
time to time to reiterate the requirements of the 
standard. Examples are that exempt ORSO schemes 
and certain types of private investment companies were 
also reporting financial institutions for the purpose of the 
standard.

The review of AEOI legislative framework is part of a 
“Staged Approach” adopted by the Global Forum to 
monitor, assess and assist the implementation of the 
AEOI Standard, which also include assessments of the 
confidentiality and data safeguard standards in place in 
each jurisdiction. 

Effectiveness in practice
The Global Forum will soon move to the next stage to 
conduct peer reviews of the effectiveness of the 
operation of the AEOI Standard in practice. This will 
likely be measured by the effectiveness of the 
administrative compliance and enforcement measures 
that are in place, such as the supervisory activities that 
tax authorities have already undertaken, to make sure 
that financial institutions comply with their obligations 
just only on paper but also in practice.

Supervisory activities
The IRD has stated that it will conduct desk-based 
reviews, on-site reviews and thematic reviews in order 
to verify that reporting financial institutions do collect and 
report information in accordance with the legal 
requirements. In addition, it will review non-reporting 
financial institutions to ensure they have satisfied the 
conditions for exemption from due diligence and 
reporting requirements.  

However, to date, the IRD has made very limited on-site 
visits. In order to achieve sufficient review coverage and 
identify targets for more in-depth assessment, the IRD 
has instead focused on desk-based reviews through 
issuing enquiry letters. Enquiry letters are typically 
issued because the IRD has questions on information 
reported by the financial institution or because the tax 
authorities of an exchange partner has raised questions 
on information provided by the IRD with respect to a 
resident of their jurisdiction. However, in all instances 
the IRD also asks broader questions on the following:

A. pre-existing and new account due diligence 
procedures established and applied by the financial 
institution

B. the names of the responsible officers, whether their 
work is monitored and reviewed, and the monitoring 
and review steps taken

C. whether an independent reviewer has been 
engaged to periodically review the institution’s 
internal controls and its compliance with the due 
diligence and reporting procedures, with the name of 
the independent reviewer and details of the review 
performed

Number of Reportable Jurisdictions

Reporting 
in 2018

Reporting 
in 2019

Reporting 
in 2020

Reporting 
in 2021

75

126

7574
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What should reporting financial institutions do?
Given the imminent peer review by the Global Forum and the stepping up of CRS supervision activity by the IRD, 
reporting financial institutions should consider taking the following actions:

• Conduct a self-review or have an independent party conduct the review, and develop a plan for any remedial actions 
required.

• Establish and document the internal control measures over due diligence and reporting procedures.

• Where an enquiry letter has been received from the IRD, have an independent party review the reply and help to 
articulate the remediation plan for any deficiencies identified. 

Tax developments are complex and bring with them a level of uncertainty to taxpayers. Industry players are advised to 
watch this space closely and be able to adopt a flexible approach where appropriate to be able to qualify for relevant tax 
incentives and/or manage potential tax exposures and their associated risks.
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