
 

 

Frequently Asked Questions 

 
 

 
Frequently Asked Questions on Post Authorization Compliance Issues of SFC-authorized Unit Trusts and Mutual Funds 

 
This FAQ is prepared by the Investment Products Division and aims to provide basic information to market practitioners concerning the post 
authorization compliance issues of SFC-authorized 
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Section 2 – Other post-authorization compliance issues 
 

 Question Answer 

1. Once a fund is authorized by the SFC, is it 
required to comply with any on-going 
requirements? 

Yes. An SFC-authorized fund has to comply with the post-authorization 
requirements as set out in Chapters 10 and 11 of the UT Code. To facilitate better 
compliance by SFC-authorized funds, the following forms are provided on the 
SFC website:  
 
▪ Pricing Errors Forms ï information to be supplied to the SFC upon the 

discovery of pricing errors 

▪ Material Breaches Forms ï information to be supplied to the SFC upon the 
discovery of material breaches 

▪ Merger / Restructuring / Termination Form ï information to be supplied to the 
SFC for proposed merger / restructuring / termination of funds  

▪ Money Market Funds Form ï information to be supplied to the SFC by money 
market funds  

 
Management companies are required to submit the relevant forms and/or 
information to the SFC via e-IP1.  
 

2. This FAQ has been removed. 
 

Please refer to Question 2 of Frequently Asked Questions on Revamped Post 
Authorization Process of SFC-authorized Unit Trusts and Mutual Funds. 
 

2A. What steps should a management company 
take when they issue notice(s) which 
contain(s) information that affects the 
disclosure in the offering documents of SFC-
authorized fund(s)? 
 

SFC-authorized funds must issue an up-to-date offering document, which should 
contain information necessary for investors to be able to make an informed 
judgement of the investment proposed to them.  
  
Where a management company issues notice(s) which contain(s) information that 
affects the disclosure in the offering document of SFC-
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 Question Answer 

document is yet to be updated, the offering document is expected to be 
accompanied by such notice(s). As such, the management company should 
make appropriate arrangements with its distributors and the Hong Kong 
Representative (if applicable) to provide the offering document together with 
copies of the relevant notice(s) to investors. 
  

3. Under what circumstances can dealings in an 
SFC-authorized fund be suspended? 

Suspension of dealings may be provided for by management company 
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 Question 
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 Question Answer 

(ñMarket Suspensionò)? 

 

A fund manager should critically assess the potential impact of Market 
Suspension on SFC-authorized funds under its management and the investors of 
the funds, and should ensure that it has in place appropriate policies and 
procedures (including contingency plans) to address such impact in the event of 
Market Suspension.  In particular, the issues that a fund manager should consider 
if a Market Suspension is triggered include, without limitation: 
 
▪ how the net asset value of the fund(s) should be calculated; 

▪ if/how any fair valuation adjustments should be made2; 

▪ 

es and 
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 Question Answer 

are largely the same for all such pricing errors. 
 
Where no Hong Kong investors invest in the unit(s) / share class(es) of the 
UCITS fund(s) which is/are affected by the pricing error during the affected 
period, managers are not required to inform the SFC of the pricing error. 
 

4A. The Pricing Errors Filing Form consists of two 
parts (Part A and Part B). When does the 
manager of a UCITS fund need to submit the 
two parts respectively? 

Where a pricing error falling under paragraph 10.2A of the UT Code has 
occurred, the manager of the relevant UCITS fund should immediately report to 
the SFC upon the discovery of the error, by completing and submitting Part A of 
the Pricing Errors Filing Form to the SFC.  
 
Subsequently, the manager of the relevant UCITS fund is required to report to the 
SFC further details of the pricing error, including the corresponding remedial 
measures (including all of the required compensation arrangements) and the 
reason(s) for the pricing error. The manager of the relevant UCITS fund is 
expected to do so by completing and submitting Part B of the Pricing Errors Filing 
Form to the SFC once the following parties do not have any comments on the 
pricing error and the corresponding remedial measures (including all of the 
required compensation arrangements) taken or to be taken (and to the extent that 
any such party has any comment(s), all such comment(s) have been properly 
addressed): 
 

(i) the depositary;   
(ii) to the extent that compensation to affected Hong Kong investor(s) is 

required and the compensation methodology and calculation are required 
to be reviewed by an independent auditor under the laws and regulations 
of the fundôs home jurisdiction, the independent auditor; and  

(iii) to the extent that 
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 Question Answer 

 

4B.  How does the reporting threshold of pricing 
errors set out in paragraph 10.2A (and its 
Note) of the UT Code apply where SFC-
authorized funds have multiple simultaneous 
pricing errors with different root causes? 

 

Pursuant to paragraph 10.2A of the UT Code, any pricing errors of SFC-
authorized funds resulting in an incorrect price of 0.5% or more of the net asset 
value (NAV) per unit/share must be reported to the SFC immediately. 

 
Managers of SFC-authorized funds must report to the SFC all simultaneous 
pricing errors of a fund, including where the errors have different root causes, if 
their aggregate impact results in an incorrect price of 0.5% or more of the NAV 
per unit/share on any dealing day. 
 

4C. What are the compensation requirements for 
the pricing errors of SFC-authorized funds 
falling under Note to 10.2A of the UT Code? 

 

All investor(s) and/or SFC-authorized fund(s) affected by the pricing errors falling 
under paragraph 10.2A (and its Note) of the UT Code are expected to be 
compensated pursuant to the requirements set out in paragraph 10.2B of the UT 
Code. Nevertheless, the SFC will review such pricing error(s) holistically by taking 
into account all the relevant circumstances (eg, the duration, reasons and 
materiality of the pricing error, and justifications by the management company) to 
ascertain the appropriate compensation arrangements and other remedial 
measures (if any) on a case-by-case basis.  

 
4D. What are the compensation requirements for 

the pricing errors of SFC-authorized funds 
which are offered both in and outside of Hong 
Kong? 

 

Managers of SFC-authorized funds should comply with all applicable local and 
overseas rules and regulations governing the compensation arrangements for 
pricing errors (including paragraph 10.2B of the UT Code), and ensure all affected 
investors receive fair treatment regardless of their location.  

 
4E. If a material breach has occurred in relation to 

an SFC-authorized UCITS fund, what form 
should the manager submit to inform the SFC 
of the material breach? 

 

Pursuant to paragraph 4.1(c) of the Overarching Principles Section of the 
Handbook, management companies of all SFC-authorized schemes are required 
to inform the SFC promptly of any material breaches. Since UCITS funds are 
subject to their home regulatorsô supervision, we have adopted the following 
streamlined process for such funds. 
 

 Managers of UCITS funds should inform the SFC of material breaches by 
submitting the completed Ongoing Compliance Form for Filing of Material 
Breach(es) (Breaches Filing Form). The Breaches Filing Form is only 
applicable to: 
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 Question Answer 

 
(i) breach(es) of investment restriction(s) under the fundôs home jurisdictionôs 

laws and regulations; and/or 
(ii) breach(es) of other restriction(s) or requirement(s) that is/are subject to 
the fundôs home regulatorôs supervision.  
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 Question Answer 

 the fundôs NAV to exceeding 50% after the scheme change. 

▪ The fundôs net derivative exposure will change from not more than 100% 
of the fundôs NAV to exceeding 100% after the scheme change. 

The SFCôs prior approval is not required, but advance notification (generally of 
one month) is expected to be given to investors if a fund proposes to: 

 reduce the extent of the use of derivatives; or 
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 Question Answer 

8. This FAQ is obsolete and has been removed.  
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 Question Answer 

removal of and/or amendments to such threshold/limit, based on the 
existing investment objective, strategy or policy of the scheme as 
disclosed in the offering documents;  
 

ii. elaboration on the ancillary investment strategy, objective or policy of a 
scheme by way of a specified investment threshold/limit and the removal 
of and/or amendments to such threshold/limit, based on the existing 
investment objective, strategy or policy of the scheme as disclosed in the 
offering documents; 
 

iii. variation (including addition or removal) of examples of underlying assets 
or investment areas in which a scheme may invest, based on the existing 
investment objective, strategy or policy of the scheme as disclosed in the 
offering documents; 
 

iv.  elaboration on or minor amendments to the internal stock selection 
method/process within the scope of a schemeôs existing investment 
objective, strategy or policy as disclosed in the offering documents;  
 

v. elaboration on the existing investment objective, strategy, policy or 
restriction of a scheme as required by other regulators and/or as a result 
of the schemeôs compliance with applicable legal and/or regulatory 
requirements; and 
 

vi. adoption of a physical replication strategy by a synthetic passive ETF4. 
 

b. Changes in fees and charges 

i. increase in or reduction of initial charges/subscription fees payable by 
investors; 

 
4 For the avoidance of doubt, the adoption of a synthetic replication strategy (in part or in full) by a physical passive ETF will generally be regarded as a 
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 Question Answer 

ii. change in the minimum initial subscription amount and/or subsequent 
subscription amount (unless it is due to any regulatory requirement or 
controls under any applicable laws and regulations); and 

iii. removal of fee item(s) payable by the investors and/or the scheme. 

c. Changes in dealing arrangements or distribution policy 

i. change of frequency and/or rate of dividends payment; 

ii. change of distribution policy from paying dividend out of capital / 
effectively out of capital to no longer paying dividend out of / effectively 
out of capital (i.e. solely out of net distributable income); 
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 Question Answer 

management company should ensure the notice containing information regarding 
the reasons for the change, implication of the change on the fund, share class 
and/or investors (e.g. any impact on the frequency of dividend payment and/or 
rate of dividend payment etc.) and the timeframe which the historical information 
on the dividend compositions will continue to be available to investors as 
considered appropriate by the management company to enhance the 
transparency of the fundôs distribution policy.  
 
Unless otherwise specified, the SFC would expect the management company to 
inform existing holders of the scheme as soon as reasonably practicable. 
 
As part of the filing of the scheme change, the management company is required 
to file the ñFiling Form for Notice of Scheme Change(s) falling within 11.1B of the 
Code on Unit Trusts and Mutual Funds and Do Not Require SFCôs Prior 
Approvalò. These changes 
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 Question Answer 

As part of the filing of the scheme change, the management company is required 
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 Question Answer 

party transactions. 

11A. Do scheme changes involving (a) an 
appointment of investment delegate(s) which 
are currently managing other existing SFC-
authorized fund(s) and (b) the removal of 
investment delegate(s) require prior approval 
from the SFC pursuant to paragraph 11.1(b) 
of the UT Code?  Would prior notice be 
required to be provided to investors regarding 
these changes? 

The SFC adopts a streamlined approach in respect of certain changes in 
investment delegate(s) of SFC-authorized funds5.  
 
Under the streamlined approach, prior approval is not required from the SFC 
under paragraph 
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 Question Answer 

change(s) of investment delegate(s) referred 
to in FAQ11A above? 

pursuant to 11.1B of the UT Code together with a properly completed ñFiling Form 
for Revised Offering Documents that Incorporate Changes Falling within 11.1B of 
the Code on Unit Trusts and Mutual Funds (UT Code) and Do Not Required 
SFCôs Prior Approvalò. 
 

13. Will further authorization be required to be 
obtained from the SFC prior to the issuance of 
the revised offering document of an SFC-
authorized fund which solely reflects the 
withdrawal of authorization of an SFC-
authorized fund? 

 

Following the withdrawal of authorization of an SFC-authorized fund 
(ñDeauthorized Fundò), the offering document of an existing SFC-authorized fund 
which contains information of the Deauthorized Fund should be updated as soon 
as practicable to reflect such deauthorization.  
 
No further authorization of the revised offering document of an existing SFC-
authorized fund which solely reflects the deauthorization of the Deauthorized 
Fund is required to be obtained from the SFC.  However, the above revised 
offering document should be filed with the SFC pursuant to 11.1B of the UT Code 
together with a properly completed ñFiling Form for Revised Offering Documents 
that Incorporate Changes Falling within 11.1B of the Code on Unit Trusts and 
Mutual Funds (UT Code) and Do Not Required SFCôs Prior Approvalò.  
 

14. This FAQ is obsolete and has been removed.  

15. 
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 Question Answer 

at a reasonable price. 
 
 

e. 
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 Question Answer 

fund (e.g. whether the fund a
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 Question Answer 

management fee), impact on the ongoing charges figure of the fund/share 
class (as the case may be), together with the ongoing charges figure7 as a 
result of such fee increase and its calculation basis (including the reference 
date if applicable).  
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 Question Answer 

holders as required by 5.10(a) of the UT Code.  In such case, a Best Interest 
Confirmation may be required to be explicitly disclosed in the Notice(s). 
 

16D. Is it a requirement that fund managers must 
offer free redemption/switching to holders in 
respect of all proposed 11.1 Scheme 
Changes? 
 
 

It is clearly stated under 11.4 and 11.5 of the UT Code that the alternatives 
available to investors (including, if possible, a right to switch without charge into 
another SFC-authorized fund) should be included in the notices to holders in 
respect of a merger, termination and/or withdrawal of authorization of an SFC-
authorized fund.  As such, fund managers are expected to make available, to the 
extent possible, free redemption/switching as alternatives to holders under these 
circumstances. 
 
In general, fund managers would not be required to offer free redemption / 
switching to holders in respect of all proposed 11.1 Scheme Changes.  However, 
the SFC reserves its power to do so where it deems appropriate for safeguarding 
investor interest on a case-by-case basis, taking into account the specific facts 
and circumstances of each case.  Fund managers may, however, out of their own 
initiatives offer free redemption/switching to investors when they are effecting 
proposed 11.1 Scheme Changes. 
 

16E. Under what circumstance(s) may fund 
managers shorten the written notice period to 
investors for 11.1 Scheme Changes?   
 

Normally, one monthôs prior written notice is expected to be provided to investors 
for 11.1 Scheme Changes, whereas a shorter notice period may be permitted 
where the proposed scheme changes are of demonstrable benefit to investors as 
provided under Note (2) to 11.2 of the UT Code or otherwise agreed by the SFC.  
 
A shorter notice period is acceptable for 11.1 Scheme Changes if the fund 
manager has obtained written consent from all of the fundôs investors. 
 
In case of doubt, early consultation with the SFC is encouraged. 
 

17. A management company is required to have 
two key personnel as required under 5.5 of 
the UT Code. What should the management 
company do if there is any change to the key 

Management companies are required to comply with 5.5 of the UT Code at all 
times, including the key personnel requirement. Under 4.1(c) of the Overarching 
Principles Section of the Handbook, the management company shall inform the 
SFC promptly should there be any material breach of the Handbook.  
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market through the Northbound Shanghai 
Trading Link8 and the Northbound Shenzhen 
Trading Link under the Shanghai-Hong Kong 
Stock Connect and the Shenzhen-Hong Kong 
Stock Connect9 
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 Question Answer 

means to access the Mainland A share market to be a change which 
falls within paragraph 11.1B of the UT Code if the Overriding 
Requirements as set out in FAQ 9 above are satisfied.  The fund 
manager is expected to inform existing investors of the fund as soon as 
reasonably practicable pursuant to paragraph 11.2 of the UT Code;   

➢ the management company should update the fundôs offering 
documents (including the KFS) regarding its intended proportion of 
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 Question Answer 

Code and other relevant laws and regulations must be complied with at all 
times. In particular, the management company must always ensure that 
proper custodian arrangements are put in place on the Mainland for the safe 
custody and segregation of the fundôs assets with respect to the fundôs 
investment in the Mainland securities market (whether through CIBM Direct or 
Bond Connect).  

 where the fund invests primarily14 in the Mainland securities market, whether 
through its QI15 status or via CIBM Direct, the Hong Kong offering documents 
of the fund should include the trusteeôs arrangements related to safe custody 
and segregation of the fundôs assets with respect to such investment. 

 
Subject to compliance with the above principles, we would like to give the 
following general guidance to the industry:  
 
Substantial investment in the Mainland debt securities market (ie, 30% or more of 
the fund’s NAV)  

a. Where an existing SFC-authorized fundôs investment objective or policy 
includes substantial (ie, 30% or more of its NAV) investment in the Mainland 
debt securities market, whether or not the investment is currently done 
through its QI status:
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➢ the management company should update the fundôs offering 
documents (including the KFS) regarding its intended proportion of 
investments via CIBM Direct and/or Bond Connect as well as any 
additional key risks associated with CIBM Direct and/or Bond Connect; 
and  

➢ the updated offering documents should be filed with the SFC in 
accordance with paragraph 11.1B of the UT Code.  

b. Where an existing SFC-authorized fundôs investment objective or policy does 
not cover substantial investment in the Mainland debt securities market, for 
example, it invests mainly in US or European debt securities or is an equity 
fund, any proposed scheme changes by the fund to make substantial (ie, 30% 
or more of its NAV) investment in the Mainland debt securities market, 
whether through CIBM Direct, Bond Connect or other means, will be subject 
to the SFCôs prior approval under paragraph 11.1 of the UT Code. Normally, 
one monthôs prior notice is expected to be given to investors before such 
scheme changes take effect pursuant to paragraph 11.2 of the UT Code.  

 
Ancillary investment in the Mainland debt securities market (ie, more than 10% 
but less than 30% of the fund’s NAV)  

c. Where an existing SFC-authorized fund proposes to make ancillary 
investment (ie, more than 10% but less than 30% of its NAV) in the Mainland 
debt securities market, whether through CIBM Direct, Bond Connect or any 
other means: in general, no prior SFC approval is required under paragraph 
11.1 of the UT Code. However, management companies are reminded that:  

➢ they should ensure the relevant fundôs offering documents are up-
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transitional arrangements. 
 

26. What information is required to be included in 
the Transition Notice? 
 
 
 
 
 
 

Paragraph 9 of the ED Circular sets out the guiding principles for the Transition 
Notice.  

Each management company should ensure that the Transition Notice contains 
information which is necessary to enable investors to understand the E-
Dissemination Arrangement, how it might affect their rights or interests as 
investors of the relevant SFC-authorized funds and the procedures for investors 
who wish to change the means of delivery. 

The following information should be included in the Transition Notice: 

(a) Relevant details of the E-Dissemination Arrangement  

- the precise manner in which Product Documents will be disseminated 
electronically to investors, with clear specification of the electronic means 
to be adopted (e.g. whether the electronic Product Documents will be sent 
to investors by email, or investors will receive notification by SMS 
informing them that the Product Documents are accessible online and the 
particular website/platform where the electronic Product Documents can 
be accessed, etc.); 
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- investors may change the means of delivery at any time subject to 
reasonable prior notice;  

(c) Fee charging arrangement for provision of Product Documents 

- a statement to the effect that the investors are entitled to receive Product 
Documents free of charge in one means of their choice (ie, an investor 
may choose to receive Product Documents either in paper form or via an 
electronic means specified by the management company); and 

- if any charges are to be imposed for the provision of Product Documents 
to investors, the amount of such charges (which should be fair and 
reasonable); 

(d) The procedures for investors who wish to change the means of delivery after 
adoption of the E-Dissemination Arrangement including details on how 
investors can request for the change; 

(e) Where applicable, clear and prominent warning statements: 

- to alert investors that they will no longer receive product information in the 
form of paper documents after the effective date of the E-Dissemination 
Arrangement; and 

- specifying any action required from investors if they wish to continue to 
receive paper Product Documents (including how they can make the 
request and any time deadline for such request); and 
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currently using the Financial Reports 
Notification arrangement continue to distribute 
its financial reports to holders in such 
manner? 
 

FAQs 23 to 26 above. Thereafter, upon publication of its financial reports, the 
fund should notify holders electronically of where such reports, in printed and 
electronic forms, can be obtained within the relevant timeframe under paragraph 
11.6 of the UT Code. 
 
Where the SFC-authorized fundôs offering documents have already disclosed the 
means and the timeframe for investors to obtain the fundôs financial reports, no 
separate notification will be required upon the publication of financial reports, 
unless the means and/or timeframe of the financial reports differ from that 
disclosed in the offering documents.  
 
If the fundôs offering documents have to be revised to reflect that no specific 
notification will be provided upon the publication of financial reports, the SFCôs 
prior approval is not required, but prior written notification (generally of one 
month) should be provided to investors. 
 

28. Does the ED Circular apply to SFC-authorized 
funds that are already disseminating the 
Product Documents to investors electronically 
(ñRelevant Fundsò) as of the date of the ED 
Circular? 
 

The transitional arrangements set out under paragraphs 8-10 of the ED Circular 
do not apply to the Relevant Funds.  However, the Relevant Funds are subject to 
the general principles in paragraphs 11-13 of the ED Circular which apply to all E-
Dissemination Arrangements. 
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and regulatory requirements imposed by their home regulators.  
 

To enable fund managers to apply the increased swing factor as efficiently as 
possible, fund managers may notify investors through the fundôs website and/or 
through the fundôs usual communication channels, and apply the revised swing 
factor with immediate effect (provided that the above conditions are met). 
 
Fund managers are required to give the SFC early alerts of any material issues 
affecting their SFC-authorized funds. As such, they must inform the SFC of the 
above as soon as practicable if they intend to increase or apply the swing factor 
exceeding the one that is disclosed in the offering documents. Notification to 
investors shall also be filed with the SFC.  
 
SFC may ask the fund managers to justify on an ex-post basis the level of the 
swing factor applied and to provide documentary evidence in relation to (iii).  
 
This FAQ will also apply to anti-dilution levy in a similar manner.  
 

2. Can an SFC-authorized fund apply swing 
pricing mechanism under the proposed 
temporary measure in FAQ 1 above, if it has 
not disclosed in the offering document that 
swing pricing may be used? 

The temporary measure applies to funds which have already disclosed the use of 
swing pricing mechanism as a liquidity risk management tool in their offering 
documents.  
 
Funds which do not have such disclosure in their offering documents but which 
might wish to use swing pricing will be dealt with on a case by case basis. The 
SFC will need to better understand, among others, the circumstances as to why 
they need to apply swing pricing given that their offering documents have not 
disclosed this as well as other matters such as whether they are permitted to do 
so under relevant governing laws and constitutive documents and by their home 
regulators.  
 
Given the current market conditions, fund managers are urged to make proper 
assessment to ensure that investorsô interests will not be prejudiced and investors 
are treated fairly at all times. Fund managers are strongly encouraged to consult 
the SFC if in doubt.  
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This FAQ will also apply to anti-dilution levy in a similar manner.  
 

3. This FAQ has been removed.  
 

Please refer to Question 22 of Frequently Asked Questions on Revamped Post 
Authorization Process of SFC-authorized Unit Trusts and Mutual Funds. 
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