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China Briefing
An Update on the Hong Kong Security Law
Foreword
This note addresses recent events in Hong Kong, and was prepared following a number of discussions between
Silverhorn’s senior management team. For other thoughts, or if you have any specific questions, please get in touch
with our China team, or our Chief Asia Strategist Dr. Ryan Manuel rmanuel@silverhorngroup.com
The introduction of a National Security Law written in Beijing rather
than in Hong Kong creates a number of new precedents
- It will be the first time that substantive domestic legislation is drafted
in Beijing and passed through decree rather than through Hong
Kong’s LegCo. While this form of drafting has happened before, it was
previously used only for clarifying maritime boundaries
- It will introduce four national security offences (secession,
subversion, terrorism and colluding with foreign forces)
- There will be a new National Security Commission, a new National
Security advisor, two new national security departments (in Justice
and the police force), and new requirements for election candidates,
schools and NGOs.
Power is concentrated in the Chief Executive (“CE”), who is also
Hong Kong’s face to the world and who will need to be at the top of
their game
- National security is to be overseen by a commission, which has
specific powers and capacity within China’s political system. The most
important rule of a commission is that its head, the CE, is to be held
accountable for failings in policy or implementation
- While other heads of department – Justice, police in particular – shall
also have set responsibilities, the buck will stop with the CE. Beijing’s
only appointment will be a national security adviser, who reports to the
CE and therefore whose recommendation the CE can ignore
- The CE will have to deliver reports on Hong Kong’s efforts to
safeguard national security, to carry out national security education,
and to prohibit conduct and activities endangering national security
- The CE will also, it appears, be able to choose which judges hear
national security cases, which overrides the current recommendation
mechanism whereby the Judicial Officers Recommendation
Commission picks judges with the CE’s input.
- WIth these obligations, the CE is also the primary face and voice of
Hong Kong to the outside world. They will be expected to speak to
every change and to reassure foreigners.
The National Security Law appears directed at foreigners, and will
be taken as such; HK’s international reputation will be more likely
to suffer than Beijing’s should some form of carve-out for market
behaviour not be reached
- Two of the seven articles already outlined have a specific focus on
‘foreign or overseas forces interfering in the affairs of the Hong Kong
special administrative region in any fashion’
- This is being treated as limiting the ability of markets to function; in
2015, a stock market crash within mainland China led to the arrest of
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a number of senior executives of hedge funds and investment banks,
and a business journalist was forced to recant publicly his story. Shortselling research is particularly vulnerable
- The mitigation for this is to specify how the “affairs of Hong Kong”
are not to include sharemarket-based activities.
Hong Kong’s judiciary will be the primary loser of the National
Security Law
- The law removes the power of final adjudication from Hong Kong
courts: a “very small category” of national security cases will be
subject to trial in the Mainland should “extraordinary circumstances”
be met (see below)
- Under the Basic Law, Hong Kong law was to be enforced by the Hong
Kong law enforcement agencies, and administered by the Hong Kong
judiciary; however, now, in the case of any discrepancies between the
National Security Law and any Hong Kong law, Mainland law abides
and the National People’s Congress decides, giving more power to the
drafters of the National Security Law than to judges.
Clarifying what will be seen as ‘extraordinary circumstances’ would
improve how the Law is implemented and, possibly, received
- The National Security Law states that Hong Kong will exercise
jurisdiction over national security cases including the investigation of
so called “serious crimes”
- However, there are to be a set range of specified circumstances in
which the central government will set up a new agency in Hong Kong
that can exercise jurisdiction over said cases, similar to how article
18 of the Basic Law allows the National People’s Congress to declare
a state of emergency in Hong Kong and have the central government
order that one or more national laws be enforced.
- The extraordinary circumstances clause links with the central
government establishing “an organ relevant for the national protection
of national security in Hong Kong” Presumably this would include the
Ministry of Public Security given its role in the central Political and
legal Commission, for example
- But at present, what these circumstances are, and which bodies
will enforce it, are unspecified. Clarifying them will help outsiders
understand how the National Security Law will work in practice.
There will also be future tension when Hong Kong must return to
pass Article 23
- The National Security Law that being passed to Hong Kong does not
absorb LegCo of the obligation to enact article 23 legislation, which
will have a much wider range of conduct then the proposed national
security law: it will also include treason, sedition, the theft of state
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secrets, and Hong Kong political groups establishments of ties with
foreign groups.
- Introducing Article 23 legislation after the National Security Law is
highly likely to raise protests.

The new National Security Law will make the CE vulnerable
- The current office-holder has already stated that she has ‘not yet
seen the full draft of the legislation’; as she is to be presenting it and
enforcing it, this leaves her in a lame duck position
- The large amount of power vested in the CE role by these national
security changes is therefore expected to lead to a change in
leadership.

A MAP OF THE REPORTING RELATIONSHIPS OF THE NATIONAL SECURITY COMMISSION, HONG KONG
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Glossary of terms
L
LP
LTM
LTV

Limited Partner
Last Twelve Months
Loan to Value Ratio

M
M&A
MAU
MHE
MOIC
MoM
MRR
MSCI
MSME
MTD

Merger and Acquisition
Monthly Active Users
Mid to High End
Multiple on Invested Capital
Month on Month
Monthly Recurring Revenue
Morgan Stanley Capital International
Micro, Small and Medium Enterprise
Month to Date

N
NAV
NPV

Net Asset Value
Net Present Value

O
O2O
OEM

Online to Offline
Original Equipment Manufacturer

Daily Active Users
Deutschland, Austria & Switzerland
Due Diligence
Data Management Platform
Distributions to Paid in Capital

P
P&C
P2P
PaaS
PARx
PMS

Property and Casualty
Peer to Peer
Platform as a Service
Portfolio at Risk more than x days
Property Management System

ECB
ELN
ESOP
EU

Earnings Before Interest, Tax, Depreciation and
Amortisation
European Central Bank
Equity Linked Notes
Employee Stock Ownership Plan
European Union

Q
QoQ
QTD

Quarter on Quarter
Quarter to Date

R
R&D

Research & Development

F
FAV
FY

Fair Appraisal Value
Financial Year

G
GAAP
GDP
GMV
GP
GWP

Generally Accepted Accounting Principles
Gross Domestic Product
Gross Merchandise Volume
General Partner
Gross Written Premium

S
SaaS
SAFE
SFC
SFO
SI
SME
SOE
SPC
SPV

Software as a Service
Simple Agreement for Future Equity
Securities and Futures Commission
Securities and Futures Ordinance
Since Inception
Small to Medium Enterprise
State-owned Enterprise
Segregated Portfolio Company
Special Purpose Vehicle

H
HIBOR
HKMA
HoH
HR
HY

Hong Kong Interbank Offered Rate
Hong Kong Monetary Authority
Half on Half
Human Resources
High Yield

T
TER
TTV

Total Expense Ratio
Total Transaction Value

I
IFRS
IG
IPO
IRR
IT
ITD

International Financial Reporting Standards
Investment Grade
Initial Public Offering
Internal Rate of Return
Information Technology
Inception to Date

J
JACI

J.P. Morgan Asia Credit Index Core

K
KPI

Key Performance Indicator

A
AI
APAC
API
APJ
APR
ARPU
ARPPU
ARR
ASEAN
AUM

Artificial Intelligence
Asia Pacific
Application Programming Interface
Asia Pacific and Japan
Annual Percentage Rate
Average Revenue Per User
Average Revenue Per Paying User
Annual Recurring Revenue
Association of Southeast Asian Nations
Assets Under Management

B
B2B
B2C
BOD
BVI

Business to Business
Business to Consumer
Board of Directors
British Virgin Islands

C
C2C
CAGR
CLA
CV

Consumer to Consumer
Compound Annual Growth Rate
Convertible Loan Agreement
Curriculum Vitae

D
DAU
DACH
DD
DMP
DPI
E
EBITDA

U
UCITs
V
VIE

Undertakings for Collective Investment in
Transferable Securities

Variable Interest Entity

W
X
Y
YTD
YTM
YoY

Year to Date
Yield to Maturity
Year on Year

Z
Marketing Communication

Page 3

China Briefing
25 June 2020

Disclaimer
This marketing communication, and the information contained
in it, is prepared by Silverhorn Investment Advisors Limited
(“Silverhorn”), a Hong Kong incorporated company with
registration number 1456284 and licensed by the Securities
and Futures Commission under CE Number AWE828 to carry
on Type 1 (dealing in securities), Type 4 (advising on securities)
and Type 9 (asset management) regulated activities under the
Securities and Futures Ordinance of Hong Kong (Cap. 571)
(“SFO”).
This document is intended only for the “professional investors”
as defined in Part 1 of Schedule 1 to the SFO to which it
has been provided, and is strictly confidential. As such, this
document must not be issued, circulated or distributed to
any other person other than the intended recipient under any
circumstances without prior written consent of Silverhorn.
This document is not directed to any person in any jurisdiction
which (by reason of that person’s nationality, residence or
otherwise) is prohibited by law to access such information.
This document does not constitute an offer to anyone, or a
solicitation by anyone, to make any investments in securities.
Such offer will only be made by means of a personal,
confidential memorandum. The content of this document
has not been audited or reviewed by any regulatory authority
in Hong Kong or elsewhere. The offering document, the
articles and the annual report of the fund(s) listed in this
document may be obtained free of charge from the respective
investment manager, administrator, and Swiss representative
(if applicable).

Past performance
Past performance is not a guide to future performance and
may not be repeated. You should remember that the value of
investments can go down as well as up and is not guaranteed.
The actual performance realised by any given investor depends
on, amongst other things, the currency fluctuations, the
investment strategy invested into and the classes of interests
subscribed for the period during which such interests are
held. Emerging markets refer to the markets in countries that
possess one or more characteristics such as certain degrees
of political instability, relative unpredictability in financial
markets and economic growth patterns, a financial market
that is still at the development stage, or a weak economy.
Respective investments may carry enhanced risks and should
only be considered by sophisticated investors.

Product risk rating
The Product Risk Rating of the Fund is derived based on
pre-determined product terms, characteristics and risk
factor, including, for example volatility risk, underlying risk,
market and political risk, liquidity risk and operational risk,
as appropriate, of the Fund. The rating is subject to review
and may change from time to time. The rating is meant for
information only. The rating does not reflect all potential
risks of the Fund, and does not give any indication as to the
potential return or risk of loss.

No liability
Nothing contained in this document constitutes financial,
legal, tax, investment or other advice, nor should any
investment or any other decisions be made solely based on
this document. This document does not provide any advice or
recommendation as to whether any securities or investment
strategy referred to in this document is suitable for the
intended recipient.
Although all information and opinions expressed in this
document were obtained from sources believed to be reliable
and in good faith, no representation or warranty, express
or implied, is made as to its accuracy or completeness and
no liability is accepted for any direct or indirect damages
resulting from or arising out of the use of this information.
All information as well as any prices indicated are subject to
change without notice. Any information on asset classes, asset
allocations and investment instruments is only indicative.
Before entering into any transaction, investors should consider
the suitability of the transaction to their own individual
circumstances and objectives. We strongly suggest that you
consult your independent advisors in relation to any legal,
tax, accounting and regulatory issues before making any
investments.

availability of any information, including ratings, and will not be
responsible for any errors or omissions (negligent or otherwise),
or for the results obtained from the use of such content.
Third-party data are owned by the applicable third parties and
are provided for your internal use only. Such data may not be
reproduced or re-disseminated and may not be used to create
any financial instruments or products, or any indices. Such
data are provided without any warranties of any kind.

Capacity
Silverhorn Investment Advisors Limited acts as an agent for all
transactions executed for and on behalf of you.

Products issued by Silverhorn or its
affiliates
The fund(s) listed in this document are issued by Silverhorn
and/or its affiliates, and as such Silverhorn is not an
independent intermediary with respect to the distribution of
such funds. Silverhorn and its affiliates may benefit from the
origination and distribution of such funds through subscription
or commitment fee, and may receive ongoing management
fee and performance fee for the management of such funds
pursuant to their offering documentation.

Discount of fees and charges
Fees and charges payable by you for investments into
the fund(s) shall be charged pursuant to their offering
documentation. Notwithstanding, Silverhorn may from time
to time offer discounts and/or waiver of fees and charges, or
rebates subject to such terms and conditions and eligibility
criteria as determined by Silverhorn in its absolute discretion.
All information contained in this document is subject to
copyright with all rights reserved.

Third-party data
This publication may contain information obtained from third
parties, including but not limited to rating agencies such as
Standard & Poor’s, Moody’s and Fitch. Reproduction and
distribution of third-party content in any form is prohibited
except with the prior written permission of the related
third party. Silverhorn and the third-party providers do
not guarantee the accuracy, completeness, timeliness or

Contact Silverhorn
If you have any enquiries concerning the
document, please contact your Silverhorn
client advisor for further information. Any
communications with Silverhorn (including
telephone conversations) may be recorded.
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Silverhorn Investment Advisors Ltd.
18/F, 100 QRC
100 Queen’s Road Central
Hong Kong
Tel: +852 2599 9100
investments@silverhorngroup.com
silverhorngroup.com
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