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Hong Kong Trustees' Association By Post & By Email
c/o Deacons

6/F Alexandra House

16-20 Chater Road, Central

Hong Kong

Attention: Ms Ka Shi Lau
Chairman

Dear Ms Lau,

Re: Circular to issuers of advertisements relating to SFC-authorized collective
investment schemes

| refer to your letter of 22 December 2008 and our meeting with members of the Hong Kong
Trustees' Association ("HKTA") yestaerday afternoon.

As mentioned at our meeting, we issued a circular to issuers of advertisements relating to
SFC-authorised CIS yesterday evening setting out in detail the phased approach to the full
implementation of the Revised Advertising Guidelines. Such administrative measure is taken
to address the concerns of the industry as a result of the recent financial turmoil, without
compromising investors' interests. A copy of our circular and press release are attached for
your reference.

We would also like to recap below the other mafters raised at our meeting/in your letter which
we had detailed exchanges and fruitful discussions yesterday:

1. Marketing materials issued must always be clear, fair and present a balanced picture
with adequate and prominent risk disclosure in compliance with all applicable
regulations. Our circular of 3 October 2008 and letter of 5 December 2008 are in fact
reminders to issuers of such primary obligations. In this regard, we welcome proposals
fromn the industry on how to improve disclosure.

2.  Onthe "Front Cover Key Bullets®, in particular the suitability statement, we understand
HKTA will further liaise with its members and the MPFA and revert to us on the
alternative proposed wordings based on our discussions.

3. Where marketing materials with only immaterial amendments made to the previously
approved version have been submitted to us for authorisation, the relevant trustees are
welcome to bring those to the attention of our relevant case officers with a view that
these materials may be dealt with as a priority if appropriate.
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4. As mentioned in our circular of 3 October 2008 and letter of 5 December 2008, it is
always the primary obligation of issuers to ensure that their offering documents continue
to be up-to-date and contain sufficient information necessary for investors to make an
informed decision regarding the investment.

5.  We would revert to you on the issue relating to fund fact sheets and newsletters under
separate cover after further deliberation.

As discussed, we would continue to maintain our active dialegue with the industry in
implementing the Revised Advertising Guidelines and the enhanced disclosure requirements.

Should you have any questions on the circular or you would like us to provide further guidance
to the industry, please let us know.

Last but not least, | would like to wish you a Happy New Year.
Yours faithfully,

Peggy Yang
Director

Investment Products
Enclosure

c.c. Mrs Diana Chan, MPFA
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30 December 2008

SFC provides guidance on revised advertising guidelines

The Securities and Futures Commission (SFC) has today issued a circular informing the

industry of a phased approach to implementing revised advertising guidelines for marketing
materials of collective investment schemes (CIS) authorised by the SFC.

The revised adveriising guidelines anhance disclosure in CIS marketing materials, codify
regulatory practices and facilitate post-vetting of marketing materials. All new marketing

materials will be required to comply with these new guidelines with effect from 1 January
2009.

In order to accommeodate practical difficulties faced by the industry in updating axisting
marketing materials, the SFC has agreed to adopt administrative measures to allow the
updating of these materials over a period up to 31 March 2009, Where individual issuers
continue to have difficulties, they will need to discuss this with the SFC at the sarliest
opportunity in accordance with procedures set out in the circular.

“These new guidelines will enhance investor protection while the phased approach
addresses industry concerns without compromising investors’ interests,” said the SFC's
Acting Chief Executive Officer, Mr Paul Kennedy. “This pragmatic approach represents a
win-win arrangement for both the industry and the investor,” he added.

The SFC will maintain active surveillance of marketing materials to ensure compliance with
the approach adopted in implementing the revised advertising guidelines and will take action
to ensure investors”  interests are safeguarded in the event of compliance failure.

Motes to Editor:

1. Prior to the application of the revised advertising guidelines, issuers were required to
comply with guidelines contained in the four respective product codes: Code on Unit
Trusts and Mutual Funds, Code on Investment-Linked Assurance Schemes, Code on
Pooled Retirement Funds and SFC Code on MPF Products.

2. For enquiries, please contact Jonathan Li at 2283 6808 or Betty Mark at 2283 6807,

08 PR201
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30 Decembear 2008

Circular to issuers of advertisements relating to SFC-authorised
Collective Investment Schemes

This circular is directed to issuers (“Issuers”) of advertisements relating to SFC-authorised
collective investment schemes (“CGIS") authorised under Code on Unit Trusts and Mutual
Funds, Code on Investment-Linked Assurance Schemes, Code on Pooled Retirement Funds
and SFC Code on MPF Products (the “Product Codes™).

Background
Enhanced Disclosure Requirements

It is the primary obligation of the issuers of CI5 to ensure that their offering documents
continue to be up-to-date and contain sufficient information necessary for investors to make
an informed decision regarding the investment and that their marketing materials issuad are
clear, fair and present a balanced picture with adequate and prominent risk disclosure. In
view of the recent financial turmoil, the Commission has, through the issue of a circular on 3
October 2008 (the "0Oct 3 Circular”) and a letter on 5 December 2008, reminded them of
such obligations (together with the requirements under the Oct 3 Circular, known as the
“Enhanced Disclosure Requirements"). To date, the Commission has authorised more
than B0 new funds based on the Enhanced Disclosure Requirements.

Revised Adverfising Guidelines

In January 2008, the Commission issued a consultation paper fo propose streamlining of the
pre-vetting of notices and advertisements of CIS authorised under the Product Codes for
industry and public consultation (the "Consultation Paper”). Such consultation is part and
parcel of the Commissicn's efforts to enhance disclosure, 1o codify the then existing

regulatory practices as well as to help the industry move towards post-vetting of
adverlisaments.

The Commission received full support from the industry during the soft and public
consultation. The revised adverising guidelines, as contained in the Consultation Paper,
were also tabled before the Committee on Unit Trusts (CUT) and Committee on Investrment-
Linked Assurance and Pooled Retirement Funds (ILAC) befora they were approved by the
Commission in June 2008 (the "Revised Advertising Guidelines”).

The Revised Advertising Guidelines were gazetted in July 2008 and have provided guidance
to the industry in the following key areas: (i) requirements regarding performance
presentation for the preceding 5 years, where performance information is shown in CIS
marketing materials; (i) disclosure of the name of the issuer of the advertisement to enhance
transparency; and (iii) disclosure of special risks pertaining to the CIS. The Revised
Advertising Guidelines are applicable to all advertisarnents relating to CIS authorised by the
Commissicn under the Product Codes (collectively “marketing materiala®). The
streamlining of the pre-vetting of notices and advertisements of CIS authorised under the
Product Codes took effect from 1 August 2008. However, it was agreed that the industry
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should be given a fransitional period to prepare for compliance with the Revised Advertising
Guidelines. This allowed |ssuers to continue to follow the advertising guidelines included in
the respective Product Codes that were in effect prior to 1 August 2008 (tha "Pre-axisting
Advertising Guidelines") until 31 Decamber 2008, It was intended that lssuers should
comply with the Revised Adverising Guidelines from 1 January 2009 (the"Commencement
Date"). However the Commission has subsequently received representations calling for a
delay in the Commencement Date.

Industry representations

With the imminent approach of the Commencement Date, the industry has recantly made
representations to the Commission that it is not practicable for them to comply fully with the
Revised Advertising Guidelines from the Commencement Date. In addition, some |ssuers
also indicated difficulties in ensuring compliance with the Enhanced Disclosure
Requirements due to the unprecedented market situation. The Commission notes that
certain lssuers have in fact adopted the Enhanced Disclosure Requirements in their axisting
marketing materials and these have bean authorised.

Tha Commission’s response

While the Commission understands that the current market conditions have placed
considerable sfress on the resources of lssuers, the Commission is of the view that
disclosura Is of paramount importance in order to uphold investor protection and market
integrity. The Revised Advertising Guidelines and the Enhanced Disclosure Requirements
play an important role in achieving these objectives.

Accordingly, the Commission has defermined that, as a general principle, all marketing
materials that will be or continua to be used by the Issuers for marketing CIS to the public on
or after the Commencement Date must comply with the Revised Advertising Guidelines and
the Enhanced Disclosure Requirements. This general principle applies to all marketing
materials regardless of whether they are subject to the Commission’s authorisation prior o
their issue or are not subject o such pre-vetting or prior authorisation requirement in reliance
on an exemplion under section 103 of the Securities and Futures Ordinance (the "SFQ").

However, recognizing the challenges that the industry is facing, the Commission is prepared
to take the following administrative measures to address the industry’s concems without
compromising investors' intarests:

New marketing materials used by the Issuers in marketing CIS to the public

If an Issuer intends to issue new marketing materials which are to be used for marketing CIS
to the public, the Revised Advertising Guidelines will apply from the Commencement Date.
These new marketing materials should also meet with the standards stated in the Enhanced
Disclosure Requirements. With effect from the Commencement Date, applications submitted
for authorisation of new marketing materials will only be authorised if they comply with the
Revised Advertising Guidelines and the Enhanced Disclosura Requiremeants. The term
“new marketing materials” means marketing materials which have not previously been used
for marketing CIS to the publie and includes any marketing materiale used prior to the
Commencement Date which are materially amended on or after the Commeancemeant Date,
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FPhased application of the Revised Advertising Guidelines to existing marketing materials that
continue fo be used for marketing CIS to the public

(1) Stage 1 — Pre-existing Advertising Guidelines continue to apply until 31 March 2008

As regards existing marketing materials, a phased approach will be adopted to allow |ssuers
more time to amend existing marketing materials to comply with the Revised Advertising
Guidelines and the Enhanced Disclosure Requirements if those exisling marketing materials
are used in marketing CI5 to the public after the Commancaement Date. The term “axisting
rmarketing materials® means any marketing materials used prior to the Commencement Date,
but excludes any marketing materials used prior to the Commencement Date which are
materially amended on or after the Commeancement Dale.

During Stage 1, Issuers may confinue to use existing marketing materials, that are already in
compliance with the Pre-axisting Advertising Guidelines, until 31 March 2009. Such Issuers
must familiarize themselves with the Revised Advertising Guidelines and the Enhanced
Disclosure Requirements during Stage 1 so that they, and the markeling materials that they
use, comply with the Revised Adverising Guidelines and the Enhanced Disclosure
Requirements from 1 April 2009. Izsuers are of course encouraged fo comply with the

Enhanced Disclosure Requirements and the Pre-axisting Advertising Guidelines during
Stage 1.

For those Issuers who continue to issue existing marketing materials that are in compliance
with the Pre-existing Advertising Guidelines, they are urged to take proactive measures in
enhancing investor education to make investors fully aware of the features and associated
investment risks of the products that they market. In addition, training should be provided by
the Issuers to sales staff and distributors so that, at the point of sale, they have the ability 1o
communicate the features and associated investment risks of the products to both existing
and new investors.

(2) Stage 2 - Starting 1 April 2009

Upon commencement of Stage 2, the Revised Adveriising Guidelines will apply in full force
to all existing marketing materials that continue to be used for marketing CIS to the public
from that date. Those who fall o comply with the same may face enforcement action by the
Commission. The Commission urges the lssuers to seriously assess their ability to comply
as soon as possibla.

Only in wholly exceptional circumstances will the Commission entertain applications for a
further extension of time for compliance. In the most unlikely event that an Issuer foresees
that it would encounter insurmountable difficulties in complying with the Revised Advertising
Guidelines on the commencement of Stage 2, then may it submit an application to seek an
extension of time for compliance for a specific pariod, providing cogent justification. Such

application should in any event be submitted to the Commission by not kater than & February
20048 (the "Application”).

The Commission will consider the merits of each Application, on a case hyr case basis, and in
any avant no axtension would ba givan bayand 30 June 2008,
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An Issuer that is making an Application should include, at least, the following information in
its application: (i) the period for which an extension of time for compliance is sought; (i)
copies of the axisting marketing materials which they would like to continue to be used for
marketing CIS to the public upon expiration of the Stage 1 and the justification, with
reasoned submission, as fo why its circumstances are so exceptional that an extension
should ba granted; (jil) An explanation as to how the Issuer is going to ensure full compliance
with Revised Advertising Guidelines by the end of the extension period; (iv) a list of priorities
for authorisation of such existing marketing materials (for those requiring authorisation); (v)
interim measures that the Issuer will be laking to ensure that investors are fully informed to
make investment decisions before the existing marketing materials fully comply with the

Revised Advertising Guidelines; and (vi) such other documentation that the Issuer considers
appropriate.

The Commission continues to keep active and vigilant surveillance on marketing materials at
all times and will continue to do so in monitoring the compliance with the phased approach
now adopted in implemeanting the Revised Advertising Guidelines.

Issuers are reminded that if they fail to comply with the Revised Advertising Guidelines from
the commencement of Stage 2 and no extension has baen granted by tha Commission or
where one is granted, it has expired, they would be in breach and the Commission will not
hesitate to take any necessary actions to ensure investors’ interesis are safeguarded. These
may include, without limitation, the imposition of authorization condifions on individual
Issuers and restricting their marketing materials from distribution to the public or soliciting
new subscriptions for the relevant CIS. |ssuers are further reminded that under the SFO, the
making of misleading or deceplive statements in the marketing materials could attract civil
liability and/or constitute a criminal offence.

Intermediaries that are involved in sales and marketing of CIS to investors should be aware
of the impact of this circular and the phased approach taken in the implementation of the
Revised Advertising Guidelines. It is also important that Intermediaries undertake proper
product due diligence on the CIS to be marketed and that their sales staff and distributors
thoroughly understand the risks of the products. Intermediaries should not simply rely on the
marketing materials in marketing or selling products to the investing public.

Please contact the relevant case officer if you are in any doubl as to your obligations.

Investment Products Department
Sacurities and Futures Commission
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