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i ion D, Section 1
i iati and Appendix 13, Sectwq : L
i P(g{??;iﬂi?tl}lﬁa Kong IElain Board Rules which is equivalent

PRC regulatory efforts in the securities areas seek to 11. Section C, Section 1 of the GEM Rules.

irements e
issuers and issuers

regulate conduct by p dix
'3 and Appenct

in four major areas: the regulation of issuance and overseas [ig
shares, disclosure requirements, corporate governance and
exchanges. The following PRC securities-related law
the date they were enacted.

the interaction wj
s are listed chmnc-logica[br hi

es Law of the PRC came into effef:t. On 27 LO;th:b:]: dzﬂtlilfe
i of the National People’s Congress rf_msed the w_ties Yix
B to effect on 1 January 2006. The rewsel:d 2005 Securls e
P o (;es is a major extension of securities law. The : ;;n i
nsists .Gf o E:im; 95 of the previous articles and added 29 entarel;,r new : 1-:]:l am;
e thines. disclosure requirements, trading reguiatlons and st :
e (.Jlﬂlﬂ rh'chg:. listed company should comply. By virtue E-!f the revise
P ‘?iQtS “'”'Ih ‘1: 1::hilf:f regulator of the securities market. Domes_nc ente;g’l;se?
e tﬂ?e CSRC before listing abroad in accordance with Arth g ;I
‘a;:;:l.'m'ai ﬁmgli][]i Revision). Article 238 requires CSRC approved bot 4 tlr L
Jecurities Law ( { overseas listing, and therefore, its coverage shoulfi exten rcl S
E{“tiﬂglm'.lcl "g:;negst?c enterprises’ indirect overseas listing. CSRC’s approva
g involving

for listing of H-shares in Hong Kong.

July 1999, the Securiti
Special Regulations

In July 1994, the State Council of the PRC promulgated the Special Reg :
the State Council Concerning Overseas Offering and Listing of Shares Abroad ‘.'-;-

Stock Limited Companies (“EFRX TRATBRLATEAELERGE - itk
ZE”; “Special Regulations”) to prepare for H-share listing. '

govern foreign-invested shares which are listed
matters like share issuance, share management, prote

At

* The Special Regul
overseas e.g. H-shares. They g
ction of shareholders® interests, gfe.

Mandatory Provisions and Opinion Letter of Supplementary Amendments

In addition, the operation of a company depends heavily on its Arg
Association, the constitution of an enterprise. To ensure that PRC companies are op
accordance with international standards, the State Council Securities Committee (
and State Commission for Restructuring the Economic System (“SCREC”
the Mandatory Provisions for the Articles of Association of Companies Listing
CEESN EHR AT ERLR LS “Mandatory Provisions™) on 27 Aauzust 1994
specify the minimum standards and model requirements."*

of the 4-5-6 Rule and Streamlining Approval Procedures

. ; Issues relating to
d the Notice on Relevant R B
0 ly 1999, CSRC promulgated v 34 5k i LA A
' 11 Ju{}’_ng for Overseas Listing (3% F bl i Bsh bl ?t:; ;I;J\fnet -
;l E‘I:-"e?:; Under the Notice, applicants for overseas ][]}ftng;fiE e e
#1999 No 3 i less than
han RM lion, post-tax profit of not ol TI
o s t(? :EUWTE;J(:;&EDBN be less than US350 nulhctlmd(lhc ;t—j;ﬁaiuai;;}ﬂ";
1 g . An applicant needed to obtain ar :
for the approval procedures 1 before it
alsn pr'::)l\::li{:;:dgutzmmeﬂltj or the relevant department under the Smteg;?sc:jocumcms
B fication to CSRC for approval. Under the Notice, Cd e (R
" mlts ?Ellzlendations from foreign sponsor were to be S'mel;:ed o i lueuttecer
b t Oth bmission of Form Al % In addition, ‘he_ apPllcaﬂt - listing and
R C;lsllé’ on whether CSRC accepted the apphc‘atlon for qverseasd‘aﬁesg s
ﬁon} intermediaries. It has to first file details of the intermedi il
B bor aAnir to CSRC within five days before the scheduled su'l:nrmsa;)n ?i[.;l.n e
. ,:l}grl;zl;ﬂ; pproval within ten days before it submitted the formal applica

E (HKSE’s listing hearing date).

) jointly

The Mandatory Provisions cover issues such as registered capital, reduction of
share repurchase, financial assistance, share and sharcholder registess, shareholders® m
and obligations, procedures regarding annual general meetings “and board of di
meetings, qualifications and obligations of directors, company secretary, supe
general managers and senior management personnel, accounting systems, profit allg

mergers and spin-offs, liquidation procedures, dispute settlement, amendments of Arti
Association.

The Mandatory Provisions were amended by the Letter of Opinion on Supple
and Amendments to the Articles of Association of Companies Listed in Hong Kong - delines Relating to
L ATRMAFERIENTE R AR “Opinion Letter of Supplement . The 1999 Notice is now repealed and replaced by Regulatory Guéi;:clsssuame d
R '—Bu{:u;]em Submission and Vetting and Approval Procedures for

" See ibid, 129,

¥ DAO JINGWAI SHANGSHI GONGSI ZHANGCHENG BIBEI TIAOKUAN
27 August 1994 promulgated by the State Council Securities Policy Comm
Restructuring the Economic System (hereinafier “Mandatory Provisions™).

" See ibid.

in Zheng Wei Fa (1994) No. 2l N St |
b ‘h&m . ine. GEM was only established later that year so the 1999 Notice does not
Al refers to Main Board listing. }
E

‘provide for GEM listing.
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92-370 PRC Government Approvals

While the Hong Kong Stock Exchange adopts
listing, the PRC approach is vetting-based (prior
procedural or merit criteria), and s0, ublaining the

without issuing approvals, approvals for listing and listing
obtained from the others. Over the years, the PR

rationalise the Government struc
issuance but it continues to suffer

Under the Notice promulgated by State Council
Macro-Administration of the Securities Markets™?
the authority responsible for the unified overall

market, and CSRC is its executive arm,2*
and the local or provincial governments
PRC securities markets as stated in

*  in 1998, SCSC was abolished

State Council, and became th
industry;*

*" The 1992 Notice, para 1.].
* The 1992 Notice, para 1.2,
* The 1992 Notice, para 1.3,

* In the early stage, PBOC and its
are located in Shanghai and Shenzh
in the regulation of the stock exch

5 GET RICH 18 GLORIOUS -
1) and; Jay Zhe Zhang,

THE 808 AND "90S 10.1 (Palgrave, 200
in China, 22 N.C. J. Int"| L & Com. Reg. 557 (Winter 1997),

T12-370

ture and streamline the approval process for
from organisational and procedural complexity,

Other Government bodies under the State @
responsible for the macro-administratipn

the 1992 Notice include the following: the
Planning Commissjon (“SPC™), State Council Offi

(“SCRES™), People’s Bank of China ("PBOC™), Ministry
exchanges (i.e. Shenzhen and Shanghai) in PRC 2 Since
place to the abovementioned organisations, They are listed

: CSRC was elevated to ministry level under g
e prime regulatory body of the eeyr:

A Guide to gpys

a disclosure-based policy re
examination based qp
appropriate approvals

C Government had taken mg

“Concerning Further Strengthe
m 1992 (the “1992 Notice”), S8
administration of the Nationa]

ce for Restructuring Economie Svste
of Finance ("MOF") and the{

then, many changes haye ¢
as follows:

Anges in conjunction with the local branches of PBOC in Shanghai and
iti iviti regulated by various Government bodies incly din
structure more complicated. Widespread fraud an

© 2014 Wolters Kluwer Hong Kong Limited
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s and Red

for the
i a development plan
the 1992 Notice.?' SPC is to prepare

C.
sals made by the SCS

idering the plans and propo : mission
<ecurities industry aﬂ.:jcssnsliie Stagte Development and Pia:z:irg Crﬁ::kets By
GPC has be.g] ;er.;atfnits functions is to dcvcln;; fth;ircsfic financing, helping
{“SDPC )- ing the enlargement of the scopz high-tECh board with its %\\n

di 1 By - 5
pecomimen to restructure and list, setting p]ation e iratie ek Ir{
g re it was renamed the MNationa

: ing the regu
; irements and improving the
listing r?;ﬂeﬂf;e Government r‘?sww‘l.fﬁ%kc**)-”
2@03.i amem and Reform Commission ( ; ial sharcholding
" ible for drafting regulations for tn tters.”* SCRES
SCRES was Trespons rganising and coc—rdinatmg_ reial:;c} ma{-‘unct‘ionﬁ e
= - atron along with many of its Pomym:li:ngfor the protestors
lost its _prlmar_{spfounder lost his power due to s S}:;n ps myentc;prises, and to
Zhao Ziyang, 1 3 In 1998, its power 1o issue order ic and Trade
at Tiamanmen S_qllal'e'fom was transferred to the State Econc:{;:n:s SR
B o RSETC™. It was denioted © e e
[t s ggice of the State Council.* It was abolishe
Restructuring

; NDRC;
turing, and its functions were taken over by
restruc :

enterprises as well as o

. ince then it has taken up some
: i in the 1992 Notice but since N
g nutl mené?gﬁ;gnd SCRES. SETC was f?{:e:ly skgg“l;n}fat:onceming
{ of the functions of S t served as a counterweight to SPC by i
e (::tinl];rrlilgstl:gﬁ ]I:-lai}s and goals, and more with coordinating wi y
itself less wi =

n
; rocating for their mte_res
> = operations and advoca different
oy RSP °ﬁ;§ﬁ$§f5wﬁh SPC, and was later ?epf]fal:ﬁ;d%g{l}s and
has been ama ion Office in the s
ible % It was once called the Pmdggtm]]la also taken up some functions
names. SETC in the late 1990s.” It has iy PR e
K subsquellllgg- In the 2003 reorganisation, it was abogs :S;e‘ Sepessisinp, ;and
from SC : = ted State-owne = .
L e wly crea the Ministry
divided bf;t_‘:scgo the iszfon );“S ASAC™) and the super-ministry,
Administrati mim

.40
of Commerce;

ET Notice, para 1.3. : i DPC)
m - Profile: State Development Planning Commission =
= Minisiry  Profile:

?eﬂminisrryjmﬁ e http://www.ndre.gov.cn.
B gee its official websites at http//www.sdpc.gov.cn or http)

at  http/i'www.chinaonline.com/

*The 1992 Notice, para 1.3. : . it
M mic Restructuring Office of the
= Minisiry  Profile: Econo i
chinaonline.com/refer/ministry _profile/c0012
N ERSHIP
.§S:arryibid— ion: A Powerful New Government Badrj-‘, IR]EHI.\A LEAD
: mSSIon: = ; pod 1Pl R
| ‘qallghtﬁl;b{]ﬂ;}f SI-:ii‘rﬁf ::hggg'“ww.chinalcadershlpmnmtnr.n-rg-.{)ﬂ':-‘r
MONITOR 1 (2 av
* See ibid.
¥ See jbid.
' See ibid.

(SERC) at  http:/fwww.
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As at 2001

- As at 2013
As at 2013

As at 2001

- 100% of H-shares to be
held by the public;

- H-shares to be not less
than 10% of the total
issued share capital; and

H-shares and other
securities held by the
public to be:

* 25% of total issued capital if
MC = HK$4 billion;

* the higher of (i) HK 1,000
million in public hands and (ii)
20% if MC =HKS$4 billion.

- the aggregate amount of

. minimum
i +  aminimum sharch(_)ld-:r zhareholder
Sougug spread of 100 public road of 100
Joos thog sharch_olders (asa o biic
cxing S shareholders (as a
o ideline);
Share g: b ed b
» initial management « = 50% owned by
= shareholders (5% or more of Lhre; !arg:t;l
el the voting power at general public holders.
ol meeting and ability to
which il influence the management).
soughtall and significant shareholders
oz el (5% or more of the voting
ool power at general meeting),
by the i together hold at least 35;3;{: of
i the issued share capital. ~
to be:
i . ershi
*25% of total jSu B ol di «  twelve-month moratorium ownership

* not lesg.than 15%
having MC not less
than HK$30 million

MC = HKS$100
million

«  HKS$30 million {lle$46 .
million in effect)’

the clasg of
Securities

continuity and
control for the
most recent

financial year;

period (originally two years)
for initial management
shareholders; (to include
senior management,
directors including non-

capital; oy

for the active business
pursuit (or one year if the
active business pursuit is
allowed to be shortened to
one year)’

X\ executive directors and
3 ) 7 - ! : ith board
Profit Requirements *  none other than “a business | %" positive operating HIVESOLS w.“h?t;)_u
of both substance and cash flow = requESEUtAton. &
T .
potential™ HKS20 million in ‘GEM Listing
i " { para 79 note 4:* 15
aggregate i ltation P: on the Growth Enterprise Market, July 2007 ,ssueﬁ bﬁ@xv of listing. Rule 11.22 requires
latest two 11.23(2)(a) requires a minimum public float of HK$30 million at the time them, hold at least 35% of
financial years 123"{2“3} l-ﬁll:;rm:rn shareholders and sigmificant sha_feholdﬂs.mﬂ-?~ bimw:_-ated I-. Tuly 2008), excludes
i mmﬁaml mn:‘;%a! of the issuer at the time of listing. Rule 11 :—rj{}]'l.h Note B],(i?vﬂoal at the time of listing.
d e E m the pu e
Operating History *  at least two financial years *  latest two management sharcholders and significant sharehidcrs

P the maximur i)l]b ic ho ding al HI‘I\"Eii is 63% Wl L3 5% yie ds K346
i 1di 1 %, Di din ]iKS}DII'II“ ion by 6 I H
ﬁ[l::lnClaI ears E =

under the same

management M Rule 11,22 which was repealed on | July 2008.

’ - 5
008 | I CTOW with an escrow age t all his
6(l}{ ) “‘hlch was ]’f:p'ealad on 1 .Illlb' 3 8 placed in es o gen

™ GEM Rules 11.12(3)(d) Note 3 (repealed 1 July 2008).

ant securities). Also see GEM Rule 3.16(2) for dls‘pﬂﬁﬁl of any direct an hi I-E\r
i es whi ill : also T'Epealfd on II Jl].ll:f‘lzéﬂ‘js Relevant shares are dEﬁﬂBd under the GEM Rule 13.1 |: )
= ICH was 5 4

h was also repealed on 1 July 2008.

fi2-500
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discussion paper which suggested three possible alternatives to the current market: GE
a second board would be positioned as a stepping stone to the Main Board; GEM »
Main Board would merge into a single board with either undifferentiated market Or ty
with a growth market that would have separate admission criteria; or GEM to be renl,
a new alternative market was issued in January 2006. Submissions were releaseg:
HKEx website after consultation in July 2006."° A consultation paper was publisheg
2007 to position GEM as a second board. Existing GEM issuers could continue to

on GEM with the trading mechanism remain unchanged. The process of transfer of lig
from GEM to the Main Board was streamlined and the continuing obligations for EM
the Main Board were brought into line. New quantitative admission requirements
introduced for GEM, '

RC companies seeking to list on the GEM_ board are rcq]Jired to rn_eet_the
- ents laid down by the “Guidelines on the Vetting and Regulation qf Applications
ing on the Hong Kong GEM by Domestic Enterprises™ (“HE A 4l BHEZIF L
o B RS [} approved by the PRC State Council on 6 September 1999, and
ed by CSRC on 21 September ]999. _While the guidelines do not specify any
| ;equiremcnts, they require a prospective issuer:

to have the approval from either the provincial people’s government or the State
Economic and Trade Commission;

to be a duly incorporated as a joint-stock limited company;

pot to have committed any material breach of relevant laws and regulations for
It is important to understand the difference in listing requirements between the previous two years; and
Board and GEM. The Main Board enables established companies that meet a higher pr
or other financial standards requirement to raise funds in the market. Equity securi
be listed on the Main Board in the form of shares or depositary receipts. With effect
July 2008, GEM was positioned as a second board and a stepping stone towards the
Board. By the end of June 2007, sixteen issuers had already transferred from GEM o
Main Board.

e« to meat the GEM Listing Rule requirements and to have retained a qualified
spaasor to support the application and act as underwriter.

, 7= Guidelines give priority to high-tech enterprises certified by the Ministry of
ce and Technology of the PRC.

h 0 i ts of GEM and the Main Board in
GEM is operated under a modified disclosure-based, light-touch, buyers-bey : ) Differences between the entry requirements o -

regulatory regime. Originally, it had a separate listing committee and staffing struct Hong Kong
this separate institutional arrangement apart from the HKSE resulted in different

and interpretation of the listing rules. In May 2003, the listing committees of the GEM Main Bouid
Board and GEM were consolidated into one committee with a common memhe — - least HKS50 million:
March 2004, the new consolidated listing standardised practice and interprefiiion of; .Mari{et it * at least HK$30 million; or at least muithion;
GEM rules with the Main Board Rules. linimum public o 25%. or 15-25% the ad
. T T - () 050,
Previously, Mainland-related companies that could meet ,the relatively B 1ssug2cl Shm,‘;anp:,ﬁi:_lf 2 Sﬁ’dmhlj ;::f;ﬁtta}ﬁf
thresholds (the so-called “4-5-6 rule™) set by the Mainland authorities ‘Wwere not permi MC™ > HKS 00 s T

list on overseas main market such as the HKSE even if they ught meet the adn MC > HK$10 billion.

requirements.'” Under the CSRC’s rule issued in July 1999 enterprises must
RMB400 million of net assets, raise USS50 million of funds, and had an after-tax p
not less than RMB60 million before they could apply for listing on overseas m

Profit Requirement | ©  Positive cash flow from «  Profit (test 1)

; : : 5 . : the ordinary and usual e il
including Hong Kong’s. This requirement is removed effective 1 January 2013, operatio n;i HKS20 Egséi;m]iam_
removal should help promote the development of small and medium companies in the PR rn]illinn in ag gate for FERE,
i - 21 gere e .
by listing on both the Main Board and GEM. i Yt fvry Bimmanl - (HK$20 million in
years. the mc:istﬁ recen_t |
'* Please see §1-316 in Chapter 1. auch;e d"a“‘?la
i . year); an
" Paragraph 1 of Notice on Relevant Issues relating to Enterprises Applying for Overseas Listing % (= {55
#h E T E S:[o[ ST #E ), issued by CSRC on 14 July 1999, MC=HKS$200
3 : : million.
** Regulatory Guidelines Relating to the Document Submission and Review Procedure for Share Iss
Owerseas Listing by Joint Stock Companies {52 TRl R4, S AR5 TR SR Fi7ei38 3
e 7|, promulgated by CSRC on 20 December 2012, effective on 1 January 2013.
*! Paragraph 74 and Note 3 of the Consultation Paper on the Growth Enterprise Market issued by the Hong K8 e m—
Exchanges and Clearing Limited dated July 2007. ation for market capitalisation.
13-100 © 2014 Wolters Kluwer Hong Kong Lim de to GEM Listings 113-200



81

' Entry Requirements

- A Gl.lide ‘0 t—‘

g po bBE tou hﬂﬂed bEC&L] n the vie S C

i . A sponsor
ules gOVE : tekeeper to protect investors
ios heavily on the sponsor bm;fctf;hg?hﬂ Lif;ﬁn g Rules and other regulatory

i ide listings nC ; :
o ad‘;'i?‘-’— :[Smi?;d:esgolnsﬁbility is to ensure that due diligence 1s properly
¢ and 1S

93-281 Appointment of Underwriters (GEM Rule 11.24)

Underwriting is not compulsory. However, if the amount of new capital tg b,
is not fully underwritten, then a listing may only proceed if the minimum
amount set out in the prospectus has been raised. Where the listing sets forth a
amount to be raised but anticipates a higher amount, the listing document musgt gy
impact to the issuer and its statement of business objectives of raising such excess ame

1ce of Sponsors (GEM Rule 6A.07)

nsor has to demonstrate its independence from the

is lai i 6A.07, which is the same
its 1 is laid down in GEM Rules ! .
i mds?::niilrgemake the “Sponsor’s ugdenaking- and 'S{;.ai;??i[;i t-::g
: Buar]d)tefp&{::n the date on which any documents in connection wi
e” no la

42
n are first submitted to the HKSE.

. ‘the Main Board, the spo

Since underwriting is not compulsory, appeintment of underwriters for GG
1s not mandatory but an issuer always appoints at least one underwriter. [
provides a degree of certainty to an issuer through the commitment of sound f

institutions to the issuance process. Having an underwriter, whose ordina A L
1 - -lw ap ’

& is ing whether they
fonly opQ\Ppanser 18 ive the HKSE a statement add.rfzssmg :
Spopesr Al t]?oilrv';;eif lack of independence arises. The prescribed

i e not, : hich is
‘iml!tandﬁf?;ege?rum in Form K of Appendix 7 of the GEM Rules w
Lo statem

antical to the statement required under the Main Board rules.

process.

Free Choice of Offering Mechanism

Cl SPDIISD] 1S llldﬁpendent mn EICC{)IdEIICE \’l]ﬂl ﬂ].e
OCLL ent must d]SC]OSﬁ Wilci-hEi EBCI]

e 6A.07 test (GEM Rule 6A.10(2)).

Under Main Board Rule 7.10, the HKSE may not permit a new applicant to be |
by way of a placing if there is likely to be a significant public demand for the i
There is no similar requirement for GEM. A GEM issuer tends to be of smaller size
attract relatively less publicity in the initial public offering; therefore, the question of py
demand may not arise. The issuer can decide its own offering mechanism so long

disclosure is made. GEM issuers can list exclusively by way of placing and they.often
funds by placing only.

an

The respo isti imi their
ibili i GEM listing are similar to i
' bility of sponsors in a g @ | e
mlethm:lain Bctn!as;d llilgng although the listing process is sl t;%l;t;i ;ﬁnsﬁ'z;e:ﬂ o
g i : i the sponsor’s obli _
i for ensuring that p ‘

] ﬁ;h spm:lsigz}::r;?gnlibzzdiﬁon, one sponsor must be designated as the primary
g Rules are di

for communication with the HKSE.

93-282 Appointment of Sponsor (GEM Rules 6A.02 to 6A.18)

Before 1 January 2007, in order to undertake work as.a~<ponsor or complial
adviser, a firm must be acceptable to the HKSE. However, to prévent regulatory o
regarding the eligibility of sponsors and compliance advisers, it is no longer required
the Listing Rules. The HKSE will allow the sponsor and compliance to undertake its
as long as the firm is properly licensed and registered by the SFC. The HKSE no long
any role in relation to monitoring a firm’s on-going eligibility as a sponsor or compl
adviser, as such a role has become the sole responsibility of the SFC, which is alsg
responsible for the discipline and sanctioning of sponsors.

5
i tus. © The

i in the preparation of the prospec
S iﬁ:ted f(l:r more than six monﬁ1§ a_fter the dat-:i
together with the a further listing fee mus

d fee is forfeited.*

1

A sponsor must be -::‘Io‘se 5
0 msl.;:st ensure that if listing is not comp
he application form, a new application form
bmitted to the HKSE and the previously pai

+
!
-

E GEM Rule Appendix 7K.

3 se see Chapter 5 for the GEM listing process.
* %GEM Rule 6A.10(3).

SGEM Rule 6A.11(1).

% GEM Rule 12.07.

Rules, and to reassure investors. As such, the'standards for, and responsibilities of,
Board sponsors are higher than those for the Main Board.

q3-282
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controlling shareholder of a PRC issuer. A PRC Gove
Rules as the PRC Central Government, PRC provinci .
governments immediately under the PRC provincial-level governments. ' Howey,

under the PRC Government that are engaging in commercial business or opera
commercial entity will be excluded from this definition.

mment body is defined iy
al-level governments, ang

Full disclosure requires disclosing facts to demonstrate that the applicant

of carrying on its business independently, and at arm’s length from the competing
The listing applicant must be able to demonstrate and disclose in its pros

able to carry on business independently of its controlling shareholders !
associates.'"” Under such circumstances, for competitive commercial businesses ynde
same government department, non-competition agrecement may be signed to show tha
businesses are not competing with each other (either because their target custon
products provided are different), and are operated at arm’s length. Moreover, in ter
provision of raw materials, production or sales assistance, the controlling sharehojde
treat the listed company fairly and reasonably, as its other subsidiaries which
included in the listed company.

The competition disclosure and precautionary actions required under the Main B

Rule 8.10 are more extensive than the GEM rules if a controller shareholder or dj
an issuer has a competing business.

% ;
©
O .

compani=s,
€se companies, si:

93-340 Special Companies: Project and Mineral Companies

There is a specific regime for listing newly formed “project”
infrastructure project companies or mineral companies. For th
criteria may be relaxed (e.g. a shorter trading record period can be acgented), wi
additional requirements are imposed for disclosure and technical reporting. '

93-341 Project (Infrastructure Project) Companies (GEM Rule T1.34(1)

The exemption granted to newly-formed project or majoiinifastructure companyh
allowing for a shorter trading record, and/or walving or varying the ownership, |
management continuity is slightly different from the Main Board.

First, although trading record of project companies in both trading platforms cs
shortened, the Main Board may waive or vary the profit or other financial
requirement, while the GEM Board may waive or vary the ownership, and mana
continuity. Second, GEM Rule does not spell out the qualifications required
infrastructure companies as in the Main Board Rule 8.05B(2)(a) to (h).

" GEM Rule 25.04(2).

A “controlling shareholder™ is any shareholder or persons together entitled to exercise or control the ex
30% (or such other amount as may from time to time be specified in the Takeovers Code as the

triggering a mandatory general offer) or more of the voting power at general meetings of the new applicant
who is or are in a position to control the composition of the majority of the applicant’s board of directors.

"' Para 27A of Part A of Appendix | of the GEM Rules.

y GEM: Entry Requirements

101

< seral Companies (GEM Rule 11.14(2), Chapter 18A & Practice Note 4)
M

18A of the GEM Rules is almost identical to Chapter 18 of the Main Board
.;n

i isti isfy the following requirements
minera any applying for listing must satisfy _ _
. Hgsé Epacgeptp E Zrhcner trading record, and/or waive or vary the financial

and management continuity:

: ; ] 8
tablish that it has the right to participate actively in the exploration for and/o

es :

extraction of natural resources;

ineral company must have discovered at least a portfolio of mfi;z?ti;
s or contingent resources (in the case of petrolcum compamd .
Iﬁ;&icefli substance, identifiable under an accepted reporting standard an
:3bslantia{=.-d in a competent person’s report;

}I i " = t- L+ f CaSh
LR IOdi]CEd

ion, the company must disclose
it i mpany has not yet begun proc!ucnon,
e m?aﬂecrglrocgees toypmduction with indicatm? anES and costs suppoﬂec:l .hy at
:Lsasl.:t a scoping study, and substantiated by the opinion of a competent person;

?: * - - 0 f . -

working capital statement in the prospectus;

where a mineral company secks a waiver ﬁ'om_the fmz_mcag] S;ir;:id;
i ts (see GEM Rule 11.12A) it must establish _thal its direc s

r?;jq;ier:l::nagem, taken together, have sufficient experience releva:‘;:] 0 L

ixploration and/or extraction activity lha_t the c:;_mpanga r;sreﬁr:nt iﬁ;jusn-y

individuals being relied on must have a minimum of five y

experience; and

the company must include a competent Persun’s report in 1;5 h::;ﬁf“;ﬂiﬁ; ;alng%
if the mineral companies are involved in the t?xploraimn Ol;l a2
petroleum resources and reserves, a report on Its resqvei ;1; rit-:sthe (]]5;]...1 e
by a competent person in accordance with 4_!\ppendlx GE;'[ s
Competent persons must be independent of issuers (see

18A27).

B i 28-18A.33) is as follows:
~ The mineral reporting standard (see GEM Rules 18A

a mineral company must disclose information on mlneralﬂ ;‘esour;lees,sﬁgz
and/or exploration results under the JORC Cn_dc NI 4;:1-1d ) o; s
Code. Information presented under other reporting stan thr i..f T]imm e
to one of these codes. Valuation reports must conform t? € ;

or SAMVAL Code (see GEM Rules 18A.28 to 18A.30);

L © 2014 Wolters Kluwer Hong Kong Lin el
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94-300 Fundamental Change in the Nature of the Business
(GEM Rules 17.25, 19.88 & 19.89)

Other than with the prior approval of independent shareholders, an issuer may not,
during the period of twelve months from the date on which listing occurs, effect any
fundamental change in its principal business a
similar to Main Board Rule 14.89.

ing Obligations
A Guide to GEx 4 GEM post-Listing Continuing Obligatio

the exercise of conversion rights attaching to warrants issued as par

SE may grant a waiver of this prohibition if the circumstances are
HK
initial public offering;

the transaction or arrangement is approved by th_e shareholders in Eil;ﬁ;a]
B on which any controlling shareholder (or if there are no con ﬁ
arcsﬂlUl{Oltl_ executive or directors (other than INEDs) of the listed 1ssuer]'al.ll1
i aﬂa};:;:;ﬁes are required to abstain from voting in favour. Shareholders with a
Ve

t 1n i l'.‘.' t [+ I u‘ia lai[l fl’DlTl
3 i the transactlﬂ“ a]f!.d lhE:]]‘ ass0

any capitalisation issue, capital reduction or consolidation, or sub-gjys
shares;

the issue of shares or securities pursuant to an agreement entered intg hef
commencement of dealing, the material terms of which have been dis,
the listing document issued in connection with the initial public offe

. - =3 v ‘Maintenance of Public Float
any issue of shares or securities convertible into equity securities e

| | - | i iti i by the
issuer (whether or not of a class already listed) which satisfies the ollg e prescribed minimum percentage of listed se{:umg??;?ql#rede (t;:]i:;; sh:::n ﬁ};s =
" e | - ied with at all times (GEM Rule 11.23(7)). For :

; b(e](]cifluf{?ig]t::nnined as at the time of listing) must be in thf: h@ds ﬁfbt_l]:_le Eil;iug
o Id by at least 100 persons for the listed issuer to mam,tam a public hare
i °1dyb the public must be at least 25% of the issuer’s total .1s§"ued s i
i ;hﬂg‘?‘i‘ 'l:;fe th:n 50% of the securities in public hands at the time of listing can
and pot D

z 6
1y wned by the three largest public shareholders.

- the issue is for the purpose of an acquisition of assets which
complement the listed issuer’s business described in the listed
initial listing document, and the acquisition does not constitute
transaction, very substantial acquisition, or reverse takeover p TSU
GEM Rules 19.06(3), (5) and (6) respectively;

the issue does not result in a controlling shareholder of the listed js
ceasing to be a controlling shareholder after the issue, and in any

must not result in a change in control of the listed issuer
meaning of the Takeovers Code;

- ¢
ties apart from the class o
o i one or more than one c}as,_s_ of securif :
(-::1 e 155;.;1 ]1.li§ing is sought, the total securities of the issuer held by b::het]t;ubl:czg(;:
oy T k market(s) including the HKSE) at the 1'1mf: _nf listing rpust_ a f:assou *m
'e:r’ss{:fnal issued share capital. The class of secunta.eslfer :iv]:fh(;h é;i)tgé% ells mar_ig{m
be i ’ | issued share capital an
at least 15% of the issuer’s tota i
tion at the time of listing must not be less than HK$30,000.000

- the issue and any transaction related to it is made subject to the app O (

i

of shareholders with the following persons abstaining from voting: '

(1) any connected person and its associates; and

% and 25%
The HKSE may at its discretion accept a lmfer_ ]}El:CﬂﬂlH.gEH % bfﬁ:ﬁi,;s, ;:;h a:HKS Eu
(1i) any shareholder who has a material interest in the issue andlor expected market capitalisation at the time Tt i ais

i i ntage and there is
related ction, other than an interest arising salely by vi B e il apese L wfmf? l?\::rmf:;::sweg e
O e e t disclosure and confirm sufficiency of public 0al it o
or listing. At the same time, the issuer has to agree with the HKS g e
ficient 4 rtion of any securities intended to be marketed ;::ontemporaneou y
B ¢ anr?g Kong must normally be offered in Hong Kong.

- the circular in respect of the issue and the relatéastransaction wh
dispatched to the sharcholders of the listed issuéi snust comply
requirements of a circular as specified in Chapter 19 of the GEM R
and contain such information as is necessary for the inde

shareholders to make an informed Jjudgement on the issue and rels

- - . b
If an issuer becomes aware that the number of its listed securities which are held by
transaction.

; - . - o
iblic has fallen below the prescribed minimum percentage, 1t must1 _lmmcd;:t:i}; ];n az .
E and publish an announcement and seek to resume comphance

ticab 16.9

EM Rule 19.89.

EM Rule 11.23(2)(2) & (b).
Rule 11.23(7) & (8).
Rule 11.23(9).

M Rule 11.23(10).
Rules 17.36 & 17.37.

ctivities or that of its group, and such a rule

fi4-300

_ 14-400
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»s: trustees of any trust of which the individ‘ual or his immedla:te fam;}y
= . is a beneficiary or, in the case of a discretionary trust, is [tc_:- is
knowledge) a discretionary object. It does not apply to a trust e:i;mh 11:,1 ;1;
s’ share scheme or occupational person scheme estabh.sb or a
ﬁmployei? participants and the connected person’s aggregate interests in the
E oare less than 30% (GEM Rule 20.10((1)(b)). The 30% limit is to
g-:hem:,rd against possible abuse by connected persons by setting up a scheme
ﬁlg; or mainly for the benefit of connected persons. 30% is also in line with
the threshold currently adopted for defining an associate.

all family members: all members of family members, such ag o
spouse, children and step-children, siblings and step-siblings, 3
step-parents, step-brother or sister (indicated in shaded stripe
diagram immediately below);

er

GEM Rules 1.01, 20.10(1)fa) — Immediate Samily members

Mother M Father
(slcp—nmthcr][ | | (step-father)

GEM Rule 20.19 — All relatives deemed connected person

! brother)
Sister (slep-sister)

[nroum' rother (step-

|

|
Daughter | [ ohildaen] | Son

'(stcp-d?rgl'm-r] [t‘hild]ul:}?:‘m! Eqmn}

deemed connected persons: all relatives (as deemed connected
including in-laws, step-siblings, nieces, nephews, cousins, grande
grandparents, and a cohabitating spouse (indicated in shaded stripe be
diagram following this bullet point). The list of family relations is DIOLE
exhaustive as the HKSE has the power to deem other fan:u]g ot

included in this list as a “deemed connected person™ if
opinion that such family members have close association \rith the
person, each depending on their particular circumst

20.18, 20.19). ‘Q)\\

immediate family trusts and 30%-controlled company: If a trgs% is ;Sﬁtd f‘;;}til:]m
immediate family, and the beneficiary is one or more of the 1:::313 iate '[h);
members, the trustee shall also be regarded as a connect tdp':}rsan‘rsms
connected person will include any 3&"/:.-;09‘5[011&_1 company he “ y pcandjm
referred to in the above relationships, their immediate family members,

the trustees and its subsidiaries.

GEM Rule 20.10(2)(a) — All family members

Mothar | M
(step-mather) |

Father
(step-father)

S b
M | Spouse The connected person will include any 30%-controlled company held by

Brothe bother

persons referred to in the above relationships, their immediate family members,
and/or the trustees and its subsidiaries.

| Spouse with Mr.
" Daughter | [ childewp | [ Son

(stepdaughter) | | child) under 18 | |(step-son)

14-933
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94-952  Annual Reporting (GEM Rules, 20.47 & 20.69)

Connected transactions have to be disclosed duri i
ng the financial in the &
annual report. The content requirements are set in the GEM Rules. e

94-953 Annual Review (for continuing connected transactions only)

Before explaining what annual review is, it is important to understand the

continuing connected transactions as annual review only applies to this kind of trar '
: .

Compliance Requirement for Continuing Connected Transactions

Continuing connected transactions must be in writi i

. ting and conta; b

calculating the payments to be made.” The period of agreement must be lgxaf :

normal commercial terms, and not exceeding three years. If the period is anything

glan three years, an 1IFA must be appointed to explain why it is so, and to confirm th
e normal business practice for this type of transactions to be of such duration.”

) The HKSE proposed to codify the current waiver practice i ) all
an issuer to obtain a shareholder mandate (or a mandate%'oﬁcﬂle::):)h;dsiﬁ ]:hll&l:{tS b
exempt from the shareholder approval requirement) for continuing connected n
(and_ t-herest;ore not require written agreement for the transactions) subject to
r:.nndltwns_ as set out in the Listing Decision (LD82-1). Although the HKSE finall {
not to codify the current waiver practice, an individual waiver application woulﬂ E

considered on a case-by-case basis having regard to their particular facts. Q

Annual Cap (GEM Rules 20.35(2) & 20.52) '

- tI:“E:”J‘hﬁ: issuer must set an annual cap for the continuing connected tran:action. The ez
us i “

e  expressed in monetary terms;

*  determined by reference to previous transactions and figures in the @

published information. If there were no previous transactions, the cap mu
set based on reasonable assumptions; and

. approved by shareholders if the transaction requires shareholders’ appmva]_s.‘;

™ GEM Rule 20.49.
™ GEM Rule 20.50.

20
For example, the parties” identities and connected i i sl di o oetting Hs
to sign the framework agreements. e peactical difficulty in geliingiuy

* GEM Rule 20.51.

4 GEM Post-Listing Continuing Obligations 145

Guidance on Pricing Policies for Continuing Connected Transactions

HKSE published HKEx Guidance Letter (HKEx GL73-14) in March 2014 —
on pricing policies for continuing connected transactions and their disclosure (the

Letter”).

The main points of the Guidance Letter are as follows:

it would not be sufficient to describe pricing policies in general terms with no
expected quantum or percentage, such as “prevailing market price™ or “prices
based on arm’s length negotiations™ or “prices on normal commercial terms”;

when entering into agreements with connected persons, issuers should agree on
specific pricing terms e.g. fixed monetary consideration, a pre-determined
formuléor fixed per unit consideration, and disclose them in its announcement
and~ applicable) circular;

it{ is not commercially practical for the listed issuer to agree on a specific unit
price or contract sum, it should disclose:

_  in its announcement and circular (if any): the methods and procedures the
management will follow to determine the price and terms of the
transactions; and the reasons why its directors consider that the methods
and procedures can ensure that the transactions will be conducted on
normal commercial terms and not prejudicial to the interests of the listed
issuer and its minority shareholders; and

—  in its annual report whether the policies and guidelines disclosed in
announcements and circulars (if any) have been followed when
determining the price and terms of the transactions conducted during the

year.

if the pricing is determined based on a reference price such as government
prescribed price, the listed issuer should disclose the name of government
authority or organisation publishing the price, and how and where the price is
disclosed or determined, and the frequency of update to the reference price;

if the agreement covers transactions of different nature, the listed issuer should
clearly explain the pricing policy for each type of transactions, instead of using
generic “boilerplate” pricing mechanism;

issuers should ensure that it has an adequate system of controls to safeguard the
connected transactions, and to provide information for the INEDs and auditors
to properly review the transactions annually;

the INEDs should ensure that:

—  the pricing mechanism and the terms of the transactions set out in the
agreement are clear and specific;

14-952 © 2014 Wolters Kluwer Hong Kong Limite ‘A Guide to GEM Listings 14-953
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95-420 Before SA Submission

e the sponsor, if not yet registered as a user of the HKEx's e-submisgig o

( HKEx-ESF':“)_, must register as soon as possible but at least three-h
b_ef_o:e submission of the listing application to use HKEx-ESS for ub)

listing-related documents through HKEx-EPS. Details of the re 'stfa 'l’
are set out at www.esubmission.hkex.com.hk; and g 3

ﬁe sponsor must obtain for the applicant a company case number

Gmu::;;i Dlu[:ies:tun ;[ gEO Team by}tiling a request form set out in Enc[.
ce er x-GL57-13" at least i

the listing application. e el

95-430 5A Su_hn_lissinn (draft timetable to be agreed with the HKSE before
:'mhmlssu_m} !GEM Rules 12.12 to 12.14, 12.22 to12.23 & additional
information in Form G104 to be submitted with Form 5A)

Unless otherwi . .
Sl erwise stated, the HKSE requires two copies of each of the do

submit the listing application form (Form A i i

| _ in Appendix 5 of the GEM Rules)
with a timetable (GEM Rule 12.12) — previously the form was req:;red ol
ludglfad at le;sl 25-clear business days prior to provisional hearing date of \Q
application the Listi ivisi i
Oct.:}berzﬂlj}; isting Division but such a requirement was repealed A

pay the full amount of the initial listing fee ified i . \
Rules (GEM Rule 12.14(4)): g fec specified in Appendix 9 dishe

such number of cnpie!_; gf an Application Proof ** as required(by ‘the HKSE
two CD-ROMs containing the Application Proof and offferdocuments as
HKSE may require (GEM Rule 12.22(1));

together with the Application Proof, either submit a) a signed copy of each of (i
the account:ams’ report on historical financial information, (ii) the reportin
accountants’ report on the pro forma financial information and (iii) the reportin
accountants’ report on profit forecast (if any) (the “Reports”); or b) at least an
advanced form of the financial information if the financial inf;:-mlal:ion is not I'

or 5 IPO Process For GEM Listing

179

a final form; the reporting accountants must provide a confirmation to the
applicant with a copy of it be made to the sponsor, the HKSE and the SFC that no
significant adjustment is expected to be made to the draft Reports based on the
work done as of the date of the confirmation;™

where the Application Proof contains an accountants’ report, an advanced draft of
any statement of adjustments relating to the accountants’ report (GEM Rule
12.22(3));

« where the Application Proof is required to contain a statement by the directors as

to the sufficiency of working capital, an advanced draft of a letter from its
sponsor, confirming that it is satisfied that the sufficiency of working capital
statement in the Application Proof has been made by the directors after due and
careful enquiry (GEM Rule 12.22(13);

o whire)the Application Proof contains a profit forecast,”® two copies of a draft of

the-board’s profit forecast memorandum covering the same period of the profit
fhrecast contained in the prospectus; and cash flow forecast memorandum
covering at least twelve months from the expected date of publication of the
prospectus with principal assumptions, accounting policies and calculations for
the forecast;

o where the Application Proof does not contain a profit forecast,” two copies of a

draft of the board’s profit forecast memorandum covering the period up to the
forthcoming financial year end date after the date of listing; and cash flow
forecast memorandum covering at least twelve months from the expected date of
publication of the prospectus with principal assumptions, accounting policies and
calculations for the forecasts;

e a confirmation from the new applicant’s legal advisers that the new applicant’s

articles of association are not inconsistent with the GEM Rules and the laws of
place where the new applicant is incorporated or otherwise established (GEM
Rule 12.22(2));

e a final proof of the formal notice (GEM Rule 12.22(5) — please see Appendix 10

of GEM Rules for the model forms of formal notice);

* HKEx Guidance Letter HKEx-GL57-13 (Jul i
i KEx-GLS7- y 2013) (updated
ﬂéﬁgﬁﬁﬂﬁ ;o:_apghcatl;c:;g fsubmitted on or after 1 Ociohl; gﬁﬁtﬁgiﬁiﬂ ;i;::zgmmm
plication 5, Post i i i 1
Rchanges st b app]ican:;:. Hearing Infunn?uon Packs (“PHIPs”) and related materials on the

% GEM Rule 12.13.

L

EY : p
Applicants are expected to submit an Application Proof for the HKSE’s SeHting i a Appticallin frobe

published on the HKSE"s websi i .
the HKSE. § websile (see Guidance Letter GLS6-13 (July 2013) when a listing application is made 0

¥ A template of the reporting accountants” confirmation is in the Appendix of HKEx Guidance Letter GL58-13
(July 2013) (“the Appendix™). Where there is a delay in the listing timetable that results in the historical financial
information, pro forma financial information or profit forecast (if any) being updated, the reporting accountants

must also provide a confirmation similar to the Appendix on the updated financial information at the same time
the information is submitted to the HKSE.

* GEM Rule 12.22 (14a).
‘i” GEM Rule 12.22 (14b).

15-420 tod
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writing as soon as practicable by providing a copy of its engagement letter. When ce
act for a new appii_can.t after its appointment, the sponsor must also forthwith inform
HI];{,SE in \:mmg with its reasons for ceasing to act even if a listing application has not ;
submitted.

_ A listing application must not be submitted by a new applicant or on behalf of
applicant less than two months from the date of the sponsor’s formal appointment i

N Where more than one sponsor is appointed in respect of a listing applicati
listing apphcatmn can only be submitted not less than two months from the date the
sponsor is formally appointed.® -

If there is more than one sponsor, the HKSE must also be told which one s

designated as the primary channel of communication with matters concerning the lig;
application.”

96-112 Sponsor’s Independence (GEM Rule 6A.07 and Appendix 7K)

‘ A sponsor must perform its duties with impartiality and at least one sponsor must he
independent of the new applicant. The sponsor has to demonstrate its independence or j
!ack of independence to the HKSE by addressing the matters set out in the GEM Rule 6A.(
in the form of Appendix 7K of the GEM Rules. Its independence also needs to be disclose
in the prospectus.” Sponsor’s statement of independence is to be submitted at the same
Form 5A is submitted to the HKSE.

A sponsor may lose its independence because of its share ownership in the applicont,
financial or business relationship with the applicant or because of its position ‘in' th
company. It may also lose its independence if a connected person to the sponséi has th
above relationship with the applicant. Specifically, in accordance with GEM Rule'6A.07, a
sponsor will lose its independence if one of the following applies to them: -« 1

*  the sponsor group and any director or close associate of a ¢ of the spons
collectively holds or will hold, directly or indirectly, mo 5% of the iss
share capital of the new applicant, save and except where that holding arises
result of an underwriting obligation (see note 1 below);

o the fair value of the direct or indirect current or prospective shareholding of the
sponsor group in the new applicant exceeds or will exceed 15% of the net equity
shown in the latest consolidated financial statements of the sponsor’s ultimate
holding company or, where there is no ultimate holding company, the sponsor
(see note 1 below);

* GEM Rule 6A.02A.

* GEM Rule 6A.02B(1). 3
* GEM Rule 6A.02B(2).

" GEM Rule 6A.10.

* GEM Rule 6A.07.

6 GEM IPO Team/Working Parties 217

any member of the sponsor group or any director or close associate of a director
of the sponsor is a close associate or connected person of the new applicant (see
note 1 below);

15% or more of the proceeds raised from the initial public offering of the new
applicant are to be applied directly or indirectly to settle debts due to the sponsor
group, save and except where those debts are on account of fees payable to the
sponsor group pursuant to its engagement by the new applicant for sponsorship
services;

the aggregate of:

—  amounts due to the sponsor group from the new applicant and its
subsidiaries; and
—  all guarantees given by the sponsor group on behalf of the new applicant
d its subsidiaries;

&o@eﬂs 30% of the total assets of the new applicant;

; OQ‘ the aggregate of:

—  amounts due to the sponser group from:

(i) the new applicant;
(ii) the new applicant’s subsidiaries;
(ili)  any controlling shareholder of the new applicant; and

(iv)  any close associates of any controlling shareholder of the new
applicant; and

— all guarantees given by the sponsor group on behalf of:
(i) the new applicant;
(i1) the new applicant’s subsidiaries;
(iii)  any controlling shareholder of the new applicant; and
(iv)  any close associates of any controlling shareholder of the new
applicant;

exceeds 10% of the total assets shown in the latest consolidated financial
statements of the sponsor’s ultimate holding company or, where there is no
ultimate holding company, the sponsor;

the fair value of the direct or indirect shareholding of:

— adirector of the sponsor;
—  adirector of any holding company of the sponsor;
—  aclose associate of a director of the sponsor; or

f6-112 © 2014 Wolters Kluwer Hong Kong Li
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96-163 Unaudited Pro Forma Financial Information —ntions and those relating to the general accuracy of the estimates made in the profit

e cast should be avoided.™

The accountants also need to review any interim financial statements that are 3
audited. The unaudited pro forma financial information is provided with refe
Accounting Guideline 7 “Preparation of Pro Forma Financial Information for Inclus;j

Investment Circulars”™ issued by the Hong Kong Institute of Certified Public Accuuntamg;

The accounting policies and calculations for the forecast must be reviewed and
=d on by the reporting accountants and their report must be set out in the prospectus. In
ition, the sponsors must report that they have satisfied themselves that the forecast has
n madﬂ by the directors after due and careful enquiry, and such report must also be set

If an issuer includes pro forma financial information in any document, g
information must comply with GEM Rule 7.31(1) to (6).
65 Comfort Letters
The reporting accountants are expected to give the following opinion for the py

forma financial information to be published:”’ The sponsor typically requires a comfort letter from the reporting accountants to lend

dibility to the information on which their comments are made. The comfort letter gives

grance to underwriters and the board that the financial information included in the

Spe correipends to the audited and unaudited financial statements and other financial

ords of thé¢ cempany. Reporting accountants should issue a comfort letter in accordance
h the guideiines laid down in HKSIR 400.%

e  the unaudited pre forma financial information has been properly compiled by
the directors on the basis stated; 1

e  such basis is consistent with the accounting policies of the group; and

o  the adjustments are appropriate for the purposes of the unaudited pro formg

financial information as disclosed pursuant to GEM Rules 7.31(1). f Only sponsors can determine what is sufficient for a reasonable due diligence and
yan-t information on which comfort is required and the procedures that will provide the
ired degree of comfort on that information. It is, therefore, important for reporting
any) in relation to adjustments made to previously audited results for the preparation of mtants, the issuer’s management and sponsors to reach an early understanding and

accountants’ report. Such a statement of adjustments will not form part of the prospectus e‘p ment as to the sponsors’ requirements and the procedures the reporting accountants can
a copy of such statement, needs to be made available for public inspection and filed vith ly perform.”’
Companies Registry.”

The reporting accountants may also need to prepare a statement of adjustments (§

The terms of the arrangement to issue a comfort letter are recorded in an arrangement
etter among the issuer, the sponsors, and the reporting accountants. The arrangement letter
ds and confirms the reporting accountants’ acceptance of the arrangement, and the
and nature of the procedures to be performed. It also records the responsibilities of the
and sponsors, and the extent of the reporting accountants’ responsibilities to them.™

96-164 Profit Forecast

The inclusion of a profit forecast is not mandatory for a prospectus Bu,it is normally
included because a potential investor will always consider the projected Tuture profitab
and because future profitability is important in investment decision, tiie\RXSE has stri ;
requirement regarding the publication of a profit forecast. A prospectus must not co Sponsors may request reporting accountants to provide a letter reporting the updating
reference (general or particular) to future profits or contain dividend forecasts based the procedures described in a previously issued comfort letter. This is commonly referred
assumed future level of profits unless supported by a formal profit forecast. Div as a “bring-down” letter. Such a letter should normally be issued at or shortly before the
forecasts not based on assumed future profits are not subject to this rule.” ng date. Comments contained in an earlier letter may, where appropriate, be

The assumptions, upon which any profit forecast appearing in a prospectus
draw the investors’ attention to any uncertain factors, which could materially disturb
ultimate achievement of the forecast. If possible, they should be also quantified. The
assumptions should be specific rather than general, definite rather than vague. All embracing

e

*GEM Rule 14.31.
“GEM Rule 14.29.
* Hong Kong Standard on Investment Circular Reporting Engagements 400, issued October 2005 and revised

 October 201 1, December 2012, effective for engagements where the investment circular is dated on or after
January 1, 2006 issued by the Hong Kong Institute of Certified Public Accountants (“HKSIR 400™).

* Companies {Winding Up and Miscellaneous Provisions) Ordinance Cap 32, s 38D(3)(b)(iii) & s 342C(3)(b)(iif). y graphs 7a and 10 of HKSIR 400.
¥ GEM Rule 14.28.

* GEM Rule 7.31(7).

graph 15 of the HKSIR 400.

16-163 © 2014 Wolters Kluwer Hong Kong Limite de to GEM Listings 116-165
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wanter 7 Prospectus for GEM Listing 269

For an IPO that involves public subscription, this section should include the dates . . : .
the dispatch of share certificates to successful applicants and refund, and method of refyg ) g;;?:;}:ql;;if?m;{lT;t:[l:in?n:gu;lce?;::] 0;1 IGEIEI w;bsne and the
unsuccessful applicants. Lastly the expected date of the dealing in shares on the HKg Giathble: o ¥ ge to the above expected
should also be stated.”
Contents Page

For H-share issuers, there is a waiver of responsibility if the investor trades H.
before the receipt of H-share certificates or before the H-share certificate of title be

Above the contents page, there will be an important notice to investors. The notice
valid. H-share certificates will only become valid from 8:00am on the listing date. i

te that a prospective investor should rely solely on the information provided in the
to make his’her investment decision. Neither the issuer nor any of the
iters authorises anyone to provide information other than the prospectus and the
ive investor should not make any investment decision based on any information or
sentation not contained in the prospectus.

The expected timetable will be simpler for an issue that involves placing onl
following is an example of such expected timetable from the prospectus of an H-share
Tianjin Binhai Teda Logistics (Group) Corporation Limited (*Teda’):

For issuers whose offering structure involves an international placing tranche, the
tents will reitzrate that the prospectus is for Hong Kong investors only and the document
t constitite an offer to sell, or a solicitation of an offer to subscribe or buy any
ity otheithan the Hong Kong offer shares. This is done to avoid breaching any sale
ticos i other jurisdictions.

2()

!-fE:'

Expected Price Determination Date 25 Apr
Announcement of the Placing Price the level of '
indication of interests in the Placing and ) . .

. : .  Ii-share issuers may also provide that all the English names of PRC governmental
Rt G.f allacation of the Plac“.lg Shaies porities are translated from Chinese and in the event of any inconsistenc ; the Chin
to be published on the GEM website (www.hkgem.com) and B <l prevail Y. ese
the Company’s website (www.tbtl.com.cn) 00 y p :

on or before.... ; 29 \Q If there is over-allotment option, the prospectus may provide that any reference to
Allotment of the Placing Shares to places on or before 29 o i : :
Deposit of the H-share ferli Rintos Eia CCASS \p holding in the company assumes no exercise of the over-allotment option.
on or before (Note 2)........... 29 Ap The contents of a prospectus must include all information set out in either Part A or B
Dealings in the H-shares on GEM expected to commence on.... 9:30 afi:on 30 Ap Appendix 1 — Part A for new applicant while Part B for listed issuer™ and
ion required under Chapter 14 of the GEM Rules. Special requirements for the
Notes: issued by overseas issuers and PRC issuers are set out in Chapters 24 and 25 of

EM Rules respectively.™

1)  All references to times and dates in this prospectus arg Sorig Kong local time.

Main Body of the Prospectus

2)  Placees of the Placing Shares will receive their Placing Shares via CCA
H-share certificate(s) for the Placing Shares is/are expected to be deposited i
CCASS on or before 29 April 2008 for credit to the respective C :
participants’ stock accounts designated by the Underwriters, the
placees or their agents (as the case may be). No temporary documents oLl
will be issued by the Company.

251 Summary and Highlights

A “Sumn_'lary and Highlights™ section provides the investors with an overview of the
important information in the prospectus.

Information cqn!.ained in the prospectus must be clearly presented and in the plain
€ format_spe{:iﬁed_ or recommended by the HKSE and/or the SFC from time to time;
information contained in the document must be accurate and complete in all material

3)  Details of the structure of Placing, including the conditions of the Placis
and not be misleading or deceptive.” In addition, GEM Rule 14.08(7) sets out an

set out in the section headed “Structure and conditions of the Placing
prospectus.

-

Rules 14,08 and 14.09.

2 paragraph 22 of Part A of Appendix | of the GEM Rules.
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build-in mechanisms to protect minority shareholders. The HKSE decided that the |
reliance that the listing applicant had placed on its controlling shareholder can
addressed by prospectus disclosure of the arrangements between the issuer gp
controlling shareholders, including a description of the associated risks.

g5 Connected Transactions

whe connected transactions rules are designed to achieve the following: (i) ensuring

+terests of shareholders as a whole are taken into account by a listed issuer when the

er enters into connected transactions and (ii) providing certain safeguards against

> (proposed) directors, (proposed) supervisors or substantial shareholders (or
iates) taking advantage of their positions.

Financial Independence

A common way to demonstrate the listing applicant’s financial independence igh,
release method where the applicant repays or capitalises all outstanding loans dye

Connected transactions may be either one-off transactions or continuing transactions.
e . FR
releases guarantees provided by, its parent before listing.

ly speaking, connected transactions are required to be disclosed publicly by means of
ancement and are subject to independent shareholders’ approval. The latter requires
to be sent to shareholders giving information about the transaction before the
of the shareholders in a general meeting is given. Only when independent
\ders’ approval is obtained that the transaction can proceed.

While the HKSE accepts the release method to demonstrate an applicant’s
independence of its parent, it is not a mandatory requirement. The HKSE has accep
mechanisms which can demonstrate an applicant’s financial independence, such as
IPO proceeds to repay shareholder loans. In Listing Decision LD48-1 (December 200
HKSE reported that the counter-guarantees granted by the applicant’s conf
shareholder need not be released before listing subject to the applicant giving
undertakings to the HKSE, including that the applicant would use its best endea
release all counter-guarantees in an orderly manner without delay within six mon
listing, taking into consideration of the applicant’s financial position and the comp
the guarantee arrangement.

Howelel)" certain categories of transaction are exempt from the disclosure and
ndent.shareholders’ approval requirements, and certain transactions are subject only to
e’ requirements. Please see Chapter 4 for more details regarding connected

\CHonS.

The connected transactions disclosure requires the disclosure of all connected

0 jon agreements and their terms, including the parties (how it is a conmected

In Listing Decision LD69-1 (July 2009), the HKSE determined that the In'igy ction), scope of services, price determination, term, termination and proposed annual

applicant could operate financially independently of its controlling shareholder, takings,
account the following:

Share Capital®

e it had a record of fund raising on a stand-alone basis without any\ ¢iedit supp

from the controlling shareholder; b . Typically it describes the entire issued share capital of the company before and

ely following completion of the global offering (assuming over-allotment is not

). For H-Share Company which has both A- and H-shares, the respective share

should be separately listed and their differences explained.

e it had received firm offers from a number of independent-tinidncial instituti
provide generally equivalent finance facilities, orl\a“siand-alone
refinance the loans secured by the controlling shareholder’s guarantees;

The following is a summary of the differences between A- and H-shares in the

ST AR ol i it ; . ; o
e it had a strong financial position with its business operations in a rel B published by Shanghai Fosun Ph ceutical (Group) Co Ltd:*"

matured and developed market.

e ...with limited exceptions, H-shares may only be subscribed for by, and traded
in Hong Kong dollars between, legal or natural persons of Hong Kong, Macau,
Taiwan or any country or region other than the PRC, or qualified domestic
institutional investors in the PRC. A-shares, on the other hand, may only be
subscribed for by, and traded between, legal and natural persons of the PRC
(other than Hong Kong, Macau and Taiwan) or qualified foreign institutional

Satisfied that the listing applicant was financially independent of its controll
shareholder, the HKSE determined that (i) the controlling shareholder’s guarantees of!
listing applicant’s banking facility need not be released before or at the time of listin
(ii) the listing applicant might ask its controlling shareholder for a secured loan faci
refinance the existing loans, if the terms offered by independent third parties W
considered by the directors to be less favourable.

L

graphs 23 to 27 of Pant A of Appendix | of the GEM Rules.

17 October 2012. Even though it is a prospectus for the Main Board, there will not any differences in
ms of the summary of differences between A and H-shares.

ide to GEM Listings 17-266

* Listing Decision LD42-1 (December 2004).
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Under paragraph 68 of Part A of Appendix 1 of the GEM Rules,
prospectus should give a description of applicable company law matters includin,
differences between the requirements of the PRC and of Hong Kong. Such
should include the following:

s the quorum and voting requirements for general meetings of sharehg
for separate meetings of holders of domestic shares and foreign sh
applicable, H-shares);

. the PRC issuer’s ability, by way of a special resolution in a general
issue, allot or grant up to 20% of its existing share capital in domes
and/or foreign shares (and, if applicable, H-shares) once every twelve
without a separate vote by holders of foreign shares;

e  the PRC issuer’s ability to issue domestic shares and foreign shares
applicable, H-shares) pursuant to a share issue plan adopted at the
meeting of the PRC issuer without a separate vote by holders of foreign

s any right of action a shareholder may have against directors of the PRC isg
e the special features of arbitration; and

e  the standard of shareholder protection, which is different from that
available in Hong Kong.

Under this section, H-share prospectus will typically describe the PRC lega
judicial system, arbitration and enforcement of arbitral awards and will explain the
laws:

*  PRC Company Law

— the PRC Company Law, which was pro
Committee of the National People’s Congre:
effect on 1 July 1994 and was amended as“at 25 December [
August 2004 and 27 October 2005. The latest revised Company
into effect on 1 January 2006;

—  the Special Regulations of the State Council Concerning the
Offering and Listing of Shares Abroad by Joint Stock Limited Cos
( (BB ERA SIS ER D R b ey RRE
*Special Regulations’), which were promulgated by the State Co
August 1994; and
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September 1994, and which, as a joint stock limited liability company
seeking an overseas listing, must be incorporated into the issuer’s articles
of association.

PRC Securities Law and Regulations

PRC Foreign Exchange Regulation

Material Differences between Certain Company Law Matters in the PRC and
Hong Kong

Shareholder Meetings — Quorum; "'

Shareholder Meetings — Voting;' v

= &riaﬁan of Class Righis;
De

rivative Action by Minority Shareholders;

Q “—  Minority Shareholder Protection;
L)

Arbitration of Disputes.

1dix VII — Summary of Articles of Association

The prospectus should contain a summary of the Articles of Association as stipulated

graph 7 of Part A of Appendix 1 of the GEM Rules.""™ The principal objective is
potential investors with an overview of the Articles of Association.

The articles of association should be drafted in accordance with applicable laws and
, including the GEM Rules, in particular, Appendix 3 (and in the case of overseas
o Appendix 11) of the GEM Rules.

For H-share issuer, the articles of association should also be drafted in accordance
h the PRC Company Law, the Securities Law of the PRC, Opinion Letter of
lementary Amendments, the Special Regulations, and the Mandatory Provisions.

The Articles of Association will become effective on the date that the issuer’s shares
on the Hong Kong Stock Exchange. A copy of the issuer’s articles of association
vailable for inspection.

—  the Mandatory Provisions for the Articles of Association of
Listing Overseas ( {E%E/h LA SIE2AMEFREK) ) (the ©
Provisions’), which were jointly promulgated by the Securities Com
of the State Council and the State Restructuring Commission @

h 59 of Part A of Appendix 1 of the GEM Rules.

$342(1)a)(i) of the CWO. However this provision shall not apply in the case of a prospectus issued

2 years after the date at which the company is entitled to commence business. Also see s22 of Part | of

d Schedule of CWO. For PRC issuer, the summary of the Articles of Association is required under GEM
.20(2). However this rule does not apply to listing documents issued by listed issuers unless they are
in connection with an introduction or a deemed new listing under the GEM Rules (GEM Rule 25.20A).
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