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As part of the ongoing effort of the HKMA in promoting sound culture in

the banking sector, the HKMA commenced the Focused Review on

Incentive Systems of Front Offices in Retail Banks in 2021 (“Focused

Review”) . It is a major industry-wide culture exercise covering 20 retail

banks, aiming to achieve better alignment of incentive systems of

frontline staff with customers’ interests.

Building on the interim insights of the Focused Review shared with the

industry in November 2021, the HKMA issued the final report on 25 May

2022 to share observations gleaned from, as well as incentive design

principles and sound industry practices identified in, the Focused

Review.

In this edition of the newsletter, we also discuss the following regulatory

developments:

• On 27 May, the HKMA issued a new SPM TB-1 on Regulation and

Supervision of Trust Business to describe the HKMA’s approach to

regulating and supervising trust business and related activities of AIs.

• On 31 May, the HKMA issued a new SPM OR-2 on Operational

Resilience and a revised SPM TM-G-2 on Business Continuity

Planning.

• On 10 June, the SFC launched a two-month consultation on

proposed enforcement-related amendments to the Securities and

Futures Ordinance allowing the SFC to take more effective

enforcement action.

There are also other regulatory updates from the HKMA, SFC and IA in

this period, which are highlighted in this edition.

We hope you find our summary of these regulatory updates useful. We

look forward to your feedback.

Adams Chan

FS Risk and Regulation Leader

+852 2289 2784

adams.wf.chan@hk.pwc.com

PwC · 3

Adams Chan
Partner

PwC Hong Kong

adams.wf.chan@hk.pwc.com

Regulatory Updates Newsletter — June 2022

Introduction

Introduction HKMA Circular on Final Report on Focused 

Review on Incentive Systems of Front 

Offices in Retail Banks

HKMA Issued New SPM TB-1 on 

Regulation and Supervision of Trust 

Business

HKMA Issued New SPM OR-2 on 

Operational Resilience and Revised SPM 

TM-G-2 on Business Continuity Planning

SFC Consultation Paper on Proposed 

Amendments to Enforcement-related 

Provisions of the SFO

Other Regulatory Updates Glossary

I am pleased to announce that Michael 

Footman will succeed myself as the 

FS Risk and Regulation Leader 

effective from 1 July 2022. Michael 

has extensive experience in the 

financial services industry and will be 

sharing PwC’s regulatory insights and 

perspectives with you through this 

newsletter from the next edition 

onwards.



As part of the ongoing effort of the HKMA in

promoting sound culture in the banking sector, the

HKMA commenced the Focused Review on Incentive

Systems of Front Offices in Retail Banks in 2021

(“Focused Review”). It is a major industry-wide culture

exercise covering 20 retail banks, aiming to achieve

better alignment of incentive systems of frontline staff

with customers’ interests.

Building on the interim insights of the Focused Review

shared with the industry in November 2021, the

HKMA issued the final report on 25 May 2022 to

share observations gleaned from, as well as incentive

design principles and sound industry practices

identified in, the Focused Review.

Review Observations

The Focused Review highlights four major

observations related to how incentive systems of front

offices drive frontline behaviour and customer

outcomes :

• Understanding customer outcomes – Incentive

systems may not fully reflect good customer

outcomes, which are often interpreted by frontline

staff as “customer satisfaction”;

• Aligning staff behaviour – Some common

incentive practices (e.g. rewarding financial

performance more than non-financial performance)

may unintentionally push staff to prioritise business

objectives over customer outcomes, and undermine

the customer-centric culture that banks are seeking

to build;

• Motivating frontline staff – Incentive systems

generally emphasise financial incentives, but in fact,

other types of rewards such as those reflected in

intrinsic values of staff may also be effective in

motivating good customer outcomes. There is room

for more and better use of rewards related to non-

financial performance; and

• Effectiveness of incentive systems – Some

factors (including transparency and consistency of

incentives for non-financial performance) may

impact the effectiveness of incentives in reinforcing

a focus on good customer outcomes.

Incentive Design Principles and Practices

The Focused Review has identified six incentive

design principles that would reinforce good customer

and conduct outcomes. These include:

• Clear prioritisation of customer outcomes;

• Development of an aligned system;

• Focusing on intrinsic motivators

• Wise use of technology;

• Close connective between leaders and staff; and

• Minimising potential misconduct and mis-selling

behaviors

The review has also identified 17 sound practices

implemented by banks that reflect the above six

principles and help address the common challenges

in relation to incentive systems of front offices.

AIs are encouraged to make reference to the

observations, six incentive design principles and

sound practices when designing their own incentive

systems, taking in account their positioning in the

industry as well as their desired culture, values, and

behavioural standards.

AIs are also encouraged to continue their culture

efforts in tandem with their initiatives on incentive

systems in reinforcing good customer and conduct

outcomes.

Additional Reading

HKMA Circular on the Final Report on Focus Review

on Incentive Systems of Front Offices in Retail Banks

Final Report on Incentive Systems of Front Office in

Retail Banks
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On 27 May, the HKMA issued a new SPM TB-1 on

Regulation and Supervision of Trust Business (SPM

TB-1”) to describe the HKMA’s approach to regulating

and supervising trust business and related activities of

AIs.

In particular, the HKMA introduces a Code of Practice

for Trust Business (“the Code”) (that is appended to

the new SPM TB-1). The Code sets out the general

principles and practical standards to govern the

conduct of trustees in their trust business in Hong

Kong.

The requirements of the new SPM TB-1 and the Code

are summarised below:

Appointment of managers and responsible officers

• A trustee that is an AI should appoint (a)

manager(s) in respect of section 72B of the

Banking Ordinance (Cap. 155) to be principally

responsible (alone or with others) for the conduct

of its trust business under different lines of

business.

• A trustee that is an AI subsidiary should appoint

appropriate individual(s) to be principally

responsible (alone or with others) for the conduct

of the trust business.

Introduction or referral services

• The AI should perform proper due diligence on the

trustee to be introduced or referred to its

customers, taking into account whether the trustee

follows the Code or requirements comparable to

the Code, and other factors such as track record,

reputation and standing, financial soundness,

operational capability and capacity, and relevant

internal controls and practices;

• In the case of an introduced or referred trustee that

operates outside Hong Kong, due diligence by the

AI should also take into account any implications to

customers and the AI; and

• The AI should ensure that the trustee has put in

place proper arrangement to handle incidents (e.g.

disruption of services, data leakage), including

notifying any impacted customers and

safeguarding customer interests.

Key Principles of the Code

The general principles of the Code include:

• A trustee should act honestly, fairly, and with

integrity in conducting its trust business.

• A trustee, in conducting its trust business, should

act with due skill, care and diligence, and in the

interests of its customers. A trustee should ensure

that the entity through which trust business is

conducted and all relevant staff are fit and proper

to perform their roles and functions.

• A trustee should exercise due care in

understanding, managing and controlling all assets

held within the trust in full conformity with its

fiduciary obligations.

• A trustee should establish a proper corporate

governance structure and implement adequate

internal controls and risk management systems to

ensure that its trust business is effectively

managed.

• A trustee should comply with relevant legal and

regulatory requirements and standards applicable

to the conduct of its trust business activities.

• A trustee should deal with relevant regulators in an

open and co-operative manner.

The new SPM: TB-1 “Regulation and Supervision of

Trust Business” to which the Code is attached will

become effective on 1 June 2023.

Additional Reading

Consultation Conclusions on Enhancing the

Regulation and Supervision of Trust Business

SPM TB-1 on Regulation and Supervision of Trust

Business

Adams Chan
Partner
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Business Continuity Planning
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On 31 May, the HKMA issued a new SPM OR-2 on

Operational Resilience (“SPM OR-2”) and a revised

SPM TM-G-2 on Business Continuity Planning (“SPM

TM-G-2”).

The modules serve to implement the Basel

Committee on Banking Supervision’s Principles for

Operational Resilience (“POR”) issued in March 2021.

SPM OR-2

The SPM OR-2, issued as a guidance note, specifies

the HKMA’s overall approach to operational

resilience. In particular, the HKMA expects all AIs in

Hong Kong to be operationally resilient. The HKMA

will consider an AI to be operationally resilient if it is

able to satisfy the following requirements:

• Identify and mitigate risks that may threaten

delivery of critical operations;

• Continue to deliver critical operations when

disruptions occur, including under severe but

plausible scenarios;

• Resume normal operations in a timely manner

after disruptions occur; and

• Absorb learnings from disruptions or near misses

to continually improve its ability to prevent, adapt

to and recover from risks and disruptions to critical

operations delivery

SPM TM-G-2

The revised SPM TM-G-2 complements the SPM OR-

2 by providing enhanced guidance on business

continuity planning, which is a key component of an

effective operational resilience framework. It

incorporates additional requirements related to

business continuity planning and testing covered

within the POR, and also aligns the terminology used

for business continuity planning and operational

resilience purposes to enhance clarity. The changes

incorporated in the revised SPM TM-G-2 include:

• The HKMA expects an effective Business

Continuity Plan (“BCP”) should be forward-looking,

and should be validated for a range of severe but

plausible scenarios which contain disruptive events

and incidents.

• The BCP should identify critical operations as well

as the key internal and external dependencies

supporting these critical operations. It should

incorporate business impact analysis, recovery

strategies, testing programmes, training and

awareness programmes, communication strategies

and crisis management processes.

• An AI’s BCP for the delivery of critical operations,

including those reliant on critical third-party

services, should be consistent with its operational

resilience framework. The same consistency

requirement also applies to BCPs which may be

contained within an AI’s recovery and resolution

plans.

The HKMA expects every AI to have:

• Developed its operational resilience framework

and determined the timeline by which it will

become operationally resilient, within 1 year after

the final OR-2 module is issued (i.e. 31 May 2023);

and

• Become operationally resilient as soon as their

circumstances allow and no later than 3 years after

the initial 1-year planning period (i.e. no later than

31 May 2026).

Additional Reading

HKMA Circular on New SPM OR-2 on Operational 

Resilience and Revised SPM TM-G-2 on Business 

Continuity Planning

HKMA OR-2 on Operational Resilience

HKMA TM-G-2 on Business Continuity Planning
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On 10 June, the SFC launched a two-month
consultation on proposed enforcement-related
amendments (the “Proposed Amendments”) to the
Securities and Futures Ordinance (“SFO”) allowing the
SFC to take more effective enforcement action.

The Proposed Amendments target 3 key focus areas:
(i) expansion of injunctive relief from the Court of First
Instance; (ii) amendment of PI exemption on the issue
of advertisements; and (iii) expansion of territorial
scope of insider dealing provisions.

Section 213 of the SFO

• Currently, the SFC has the power to seek and obtain
certain relief (such as restraining order; appointment
of administrator; declaration that a contract is void or
voidable etc) from the Court of First Instance (“CFI”)
pursuant to section 213 of the SFO. However, the
scope of section 213 only covers contraventions by
regulated persons of “relevant provisions” which is
defined to include the SFO and its subsidiary
legislation, and certain provisions of the AMLO,
Companies (Winding Up and Miscellaneous
Provisions) Ordinance and the Companies
Ordinance, but does not cover the SFC’s codes and
guidelines.

• This means that when a regulated person is found by
the SFC to be guilty of misconduct or not fit and
proper to remain a regulated person under sections
194 or 196 of the SFO, the SFC cannot seek relief
under section 213 unless the conduct also constitutes
a breach of the “relevant provisions” in section 213.
While sections 194 (in respect of licensed persons)
and 196 (in respect of registered institutions) provide
the SFC with a range of disciplinary powers, they do
not give the SFC the power to directly require the
regulated person to restore or compensate the
affected investors/clients.

• In order to better protect investors and the interests of
clients of regulated persons, and to close the gap
summarized above, the SFC proposes to introduce a
new ground in section 213 to enable the SFC to apply
to the CFI for injunctions and other orders, after
having exercised any of its disciplinary powers under
section 194 or section 196 against a regulated
person, including a director, investment manager,

custodian or sub-custodian of an open-ended fund
company.

• The SFC also proposes to introduce an additional
relief in section 213 to allow an order to restore
parties to any transaction to the position they were in
before the transaction was entered into. Further, the
CFI may make an order requiring a regulated person
to pay damages where the SFC has exercised any of
its disciplinary powers against the regulated person.

• Consequential amendments are proposed to be
made to section 213(7) to enable an order to be
made irrespective of whether the regulated person
intends to engage or continue to engage in any
matters that gave rise to the SFC’s exercise of its
disciplinary powers.

Section 103(1) of the SFO

•Section 103(1) of the SFO prohibits the issue of
advertisements and other documents relating to
certain investments unless the issue has been
authorised by the SFC. However, there are
exemptions to this prohibition one of which is where
the issue is intended to be disposed of only to
professional investors (“PI exemption”) under section
103(3)(k). This exemption was the subject of the case
SFC v (1) Pacific Sun Advisors Limited and (2)
Mantel, Andrew Pieter in 2015 where the Court of
Final Appeal (“CFA”) in adopted a wide interpretation
and held that the PI exemption applied to any
advertisement having some connection to investment
products that are or are intended to be disposed of
only to PIs (i.e. a mere intention to sell investment
products only to PIs would suffice). The CFA
judgement means that unauthorised advertisements
of investment products, which may not be suitable for
retail investors, may be issued to the general public
despite the products are intended for sale only to PIs.
The SFC is of the view that this broad interpretation of
the PI exemption may expose retail investors to
unauthorised solicitations to invest in risky products
which are unsuitable for them, and therefore proposes
to amend the PI exemption.

•The proposed amendment to the PI exemption aims
to focus the PI exemption to the point in time when
advertising materials of investment products are
issued, by exempting from the authorisation
requirement those advertisements which are issued
only to PIs. This PI exemption will only be applicable
to advertisements issued only to PIs. It would follow
that unauthorized advertisements which are intended
to be sold to PIs may only be issued to PIs identified
in advance by an intermediary through know-your-
client and related procedures and advertisements of
investment products which are or are intended to be
sold only to PIs cannot be issued to the general public
unless with the SFC’s authorisation.

Insider Dealing Provisions

• Insider dealing in respect to Hong Kong listed
securities (including those dually listed) or their
derivatives (“Hong Kong-listed securities or their
derivatives”) is prohibited under sections 270 and
291 of the SFO.

• Unlike other comparable major common law
jurisdictions, the existing provisions do not apply to
the overseas-listed securities or their derivatives
even where the insider dealing takes place in Hong
Kong nor do they expressly apply to insider dealing
in respect of Hong Kong-listed securities or their
derivatives which take place outside of Hong Kong.
The SFC proposes to close these gaps by
expanding the scope of the insider dealing
provisions .. The SFC views this as necessary to
enable them to tackle cross-border securities crimes
and market misconduct, especially given the
increasing connectivity of global financial markets.

The SFC welcomes comments by the public no later
than 12 August.

Additional Reading

Consultation Paper on Proposed Amendments to 

Enforcement-related Provisions of the SFO

* Tiang & Partners is an independent Hong Kong law firm with a close working relationship with PwC. 
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IA Circular on Applications for Renewal of Insurance Intermediary

Licence for Individuals

On 20 May, the IA issued a circular to announce the licence renewal

process for individual licensees will be available in Insurance

Intermediaries Connect (“IIC”) from 23 May 2022 onwards. Applications for

renewal of licence by individual licensees should be submitted to the IA via

the IIC at least 45 days prior to the expiry date of the existing Licence and

the application should be managed and coordinated by the appointing

principal of the individuals concerned. Details of the renewal process for

licensed insurance entities will be announced at a later stage.

The IA also announced that the notifications of changes in Particulars for

all licensed insurance intermediaries ((both individuals and entities) can be

submitted via IIC from 23 May 2022 onwards.

HKMA Circular on Banking (Capital) (Amendment) Rules 2022

On 27 May, the HKMA issued a circular to announce that, pursuant to the

letter of 22 April 2022, the 28-day period for the negative vetting by the

Legislative Council of the Banking (Capital) (Amendment) Rules 2022 has

expired without extension. As a result, the Banking (Capital) (Amendment)

Rules 2022 will come into operation on 1 July 2022.

SFC and China Securities Regulatory Commission Announces

Implementation Details to Include ETFs in Stock Connect

On 27 May, the SFC and China Securities Regulatory Commission

(“CSRC”) jointly announced the details for the implementation of plans to

include eligible exchange-traded funds (“ETFs”) in Stock Connect. The

principal arrangements for ETF Connect will refer to those under Stock

Connect, in which will follow existing fund operations, laws, regulations

and clearing in the two markets. Subject to regulatory approvals, a

detailed eligibility criterion will be published on the Hong Kong and

Mainland China exchanges. A separate announcement will also be made

on the official launch date.

IA Circular on Continuing Professional Development Compliance

Reporting for the Assessment Period 2021/2022

On 31 May, the IA issued a circular to set out the Continuing Professional

Development (“CPD”) compliance reporting procedures for the

Assessment Period 2021/2022, from 1 August 2021 to 31 July 2022.

Individual licensees now have two options for submitting their CPD

Declarations to report their CPD compliance status for the Assessment

Period 2021/2022. They can either submit their CPD Declarations directly

to the IA through their IIC individual accounts. Alternatively, they can

submit their CPD Declarations to their appointing principals.

SFC Circular on Arrangements for Licence Holders Insurance

Schemes for Exchange Participants

On 31 May, the SFC issued a circular setting out arrangements for

participants of the license holders insurance scheme. This is applicable to

Type 1 licensees of the Stock Exchange of Hong Kong Limited (“HKEX”),

and Type 2 Licensees of the Hong Kong Future Exchanges Limited

(“HKFE”). The Industry Working Group (“IWG”) appointed Marsh (Hong

Kong) Limited (“Marsh”) as insurance broker and scheme administrator for

the scheme year 2022/2023.

Marsh had already arranged the placement of two master policies covering

Type 1 and Type 2 licensees. On premiums, IWG approved the same

allocation methodology of gross premium adopted in the last scheme year,

whereby the premium amount an insured participant pays equals to the

sum of a minimum basic premium (20%) and a variable premium (80%).

IWG also approved a fixed premium loading amount of HK$ 15,000

applicable for participants with respect to each claim notification lodged

during the preceding scheme year (i.e., 1 April 2021 to 31 March 2022). A

premium discount on turnover will be applicable for Category 2

participants. Marsh is responsible for implementing the scheme and to

provide administrative services to participants.

SFC Reminds Investors of Risks Associated with Non-

Fungible Tokens

On 6 June, the SFC issued a press release to remind investors of the risks

associated with investing in Non-Fungible Tokens (“NFTs”). The SFC

noted that trading activities related to NFT collectibles generally do not fall

within its regulatory remit. However, fractionalized NFTs with

characteristics of a collectible and a financial asset may be considered as

“securities” or interests in a “collective investment scheme” (“CIS”) under

the SFO. Where a NFT constitutes as an interest in a CIS, it may be

viewed as a “regulated activity”. Investors are reminded to obtain a licence

from the SFC, unless exemption applies. For arrangements relating to a

NFT offering to the public, investors are further reminded

that authorisation requirements under the SFO may be triggered.

Other Regulatory Updates
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HKIMR Report on “COVID-19 and the Operational Resilience of

Hong Kong’s Financial Services Industry: Preliminary

Considerations from the 2020-2021 Experience”

On 15 June, the Hong Kong Institute for Monetary and Financial

Research (“HKIMR”) released a new Applied Research report, titled

“COVID-19 and the Operational Resilience of Hong Kong’s Financial

Services Industry: Preliminary considerations from the 2020-2021

experience”.

The report (1) looks at the experience of the years 2020-2021 to

understand how the financial services industry in Hong Kong has

maintained operational resilience during different phases of the

pandemic; (2) discusses the measures implemented across sectors of

the financial services industry to mitigate the impact of the pandemic; and

(3) investigates the critical role of external enhancers, including policy

support, financial and data infrastructure and the accelerated adoption of

financial innovations, in enhancing financial institutions’ operational

resilience. The report is concluded by providing some preliminary

considerations on how financial institutions can maintain and enhance

the operational resilience should similar disruptive events occur in the

future.

Basel Committee Issued Principles for the Effective Management 

and Supervision of Climate-Related Financial Risks

On 15 June, the Basel Committee on Banking Supervision has published

principles of the effective management and supervision of climate-related

financial risks. Through this publication, the BASEL Committee aims to

promote a principles-based approach to improving both banks' risk

management and supervisors' practices related to climate-related

financial risks.

The paper sets out 18 principles covering corporate governance, internal

controls, risk assessment, management and reporting. They seek to

achieve a balance in improving practices and providing a common

baseline for internationally active banks and supervisors, while retaining

sufficient flexibility given the degree of heterogeneity and evolving

practices in this area.

HKMA Consultation on Proposed Lowering of Statutory Limits of

Effective Rates of Interests Stipulated in the Money Lenders

Ordinance (Cap. 163)

On 16 June, the HKMA issued a letter to HKAB and DTCA to provide an

update on the Government’s proposal of lowering the statutory limits of

the effective rates of interests and seek the industry’s comments on the

proposed guidance on customer communication to be adopted by AIs

subject to the approval by the Legislative Council (“LegCo”). The

government has proposed to the LegCo on lowering the interest rate cap

from 60% per annum to 48% per annum, and the extortionate rate from

48% per annum to 36% per annum. If approved by the LegCo, the new

rates will come into effect on 30 December 2022.

AIs will need to adopt the revised interest rate limits on the same date (i.e.

30 December 2022) as licensed money lenders. While there is no

retrospective effect of the proposed legislative amendments, AIs are

expected to facilitate customers to migrate from an existing credit product

charging beyond the revised interest rate limits to a product that is

subject to the revised (i.e. lower) interest rate limits, or at least not to

unreasonably withhold customers from such migration.

SFC Circular on End-To-End Test for the Hong Kong Investor

Identification Regime

On 17 June, the SFC released a circular as a reminder on the mandatory

End-To-End (“E2E”) test for Hong Kong Investor Identification Regime

(“HKIDR”). Relevant Registered Institutions (“RRIs”) are reminded to

complete the mandatory E2E test for the HKIDR by 15 July 2022. After

completing the E2E test, RRIs will have to submit the E2E test

confirmation reply forms by 15 July to the SFC and Hong Kong

Exchanges and Clearing Limited.
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AI Authorised Institutions ICO Initial Coin Offering

AML Anti-Money Laundering IFRS International Financial Reporting Standard 

BC Basel Committee IOSCO International Organization of Securities Commission

BCBS Basel Committee on Banking Supervision IR-1 Interest Rate Risk Management

CFT Counter-Financing of Terrorism IRR Interest Rate Risk

CG-1 Corporate Governance of Locally Incorporated Authorized Institutions IRRBB Interest Rate Risk in the Banking Book  

FATF Financial Action Task Force LC Licensed Corporation

FinTech Financial Technology LIBOR The London Inter-bank Offered Rate

FMCC Fund Manager Code of Conduct MAS Monetary Authority of Singapore

FI Financial Institutions MRF Mutual Recognition of Funds

FSB Financial Stability Board MoU Memorandum of Understanding

HKMA The Hong Kong Monetary Authority RO Responsible Officer

IA The Insurance Authority RE-1 Recovery Planning

IAF Internal Audit Function SFC The Securities and Futures Commission

IC-1 Risk Management Framework SFO Securities and Futures Ordinance

IC-2 Internal Audit Function SPM Supervisory Policy Manual
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