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The introduction of the AMS/3% and internet initial public offering (“ilPO™) also
made it easier for investors to invest through the internet, freeing them from geographical
restriction. In the last quarter of 2000, SEHK launched AMS/3” and it was implemented
in several phases. The AMS/3 introduced three major features: multi-workstation system
(*MWS™): open gateway (“OG”); and order routing system.”” In January 2010, HKEx
introduced AMS/3.5 which has doubled the order processing capacity to 3,000 per second,
with the average latency reduced to 0.15 second.”

The order routing system will enable investors to trade Hong Kong stocks from
anywhere in the world using computers or mobile phones through the internet”® and it
was implemented in February 2001. The ilPO service was also introduced in 2000 to
allow individual investors to submit applications for initial public offering through an
electronic mechanism.'™ Investors can directly access the i[PO service over the internet
without using a CCASS terminal.'”

~ On 1 January 2010, the free real-time basic market prices website service (or free
prices website service) was officially launched to expand dissemination of Hong Kong
securities market information and raise the Hong Kong securities market’s profile in the
PRC."™ It was later re-packaged into basic market prices service (“BMP Service”), a
standard market data service under the vendor licensing regime for all interested
information vendors beginning 1 April 2011.'%?

The trading, clearing, and settlement system is constantly improving with the advent
of technology.

91-057 Free Market

With zero capital flow restrictions, tax advantages, currency convertibility, and fize
tran#erabﬂuty of securities, Hong Kong provides an attractive market for both invesiors
and issuers,

of the Horrg Kong Securities and Futures Market Economy, Note, Room Document 8 of Fourth Round Table
on Capital Market Reform in Asia in Tokyo organised by Organization For Economic Cooperation and
Development, 9-10 April 2002, note 4).

The Automatic Order Matching and Execution System (AMS) was first launched in Nov. 1993, HKEXx, Fact
Book 1999. AMS/3 is the third generation of AMS.

HKEx, HKEx Fact Book 2000.
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:‘111-058 Hong Kong as an Investment Window to the World

In order to establish Hong Kong as an international financial centre, HKEx has tried
'vigorously to forge alliances with stock exchanges all over the world through signing
memoranda of understanding.'™

HKEx also began negotiating on a cooperative plan of global equity market
partnership with nine Equity Exchanges in 2000 under the global equity market

i ershipws and explored with NYSE in 2001 a possible linkage between NYSE, HKEx,
and the Toronto Stock Exchange.'" Such link-up will create greater global liquidity,
facilitate global price recovery, and provide investors with better access to global stocks.

In May 2000, SEHK introduced a pilot programme for trading US securities. Based
on this programme, NASDAQ and the SEHK signed an agreement on exchange of
r&gulator‘y information. Seven established securities listed on NASDAQ were quoted on

1

SEHK."

In 2000, GEM was recognised by the US Securities and Exchange Commission as a
designated d{fsifore securities market. Consequently. all GEM listed shares may generally
be resoldWithout restriction to US and non-US persons in and outside the US."™

Tiehe same year, HKFE also obtained the approval of the US Commodity Futures
Tradng Commission to place HKATS terminals and automated order routing systems
vsnnected to HKATS in the US." This would expand the trading network of HKFE’s
product to the US market.""" Futures éxchange participants can provide online trading to
their customers and in August 2001, SFC approved investors outside Hong Kong the
direct access to its derivatives market.""!

™ Recent examples include signing a Memorandum of Understanding with the Australian Stock Exchange to
exchange market surveillance information in 2000 (See HKEx, HKEx Fact Book 2000), entering into a
strategic initiative with the Sydney Futures Exchange to explore development of a range of new derivatives
trading and clearing services for the Asia exchange-traded and OTC market places in 2001 and separately
signing with the Stock Exchange of Thailand and the Kuala Lumper Stock Exchange on the exchange of
market information. (See HKEx, HKEx Fact Book 2001)

" HKEx News Release, Ten Leading Equity Exchanges Jointly Announce Global Equity Market Partnership
Talks, 7 June 2000 at hitp://www.hkex.com.hk/eng/mewsconsul/hkexnews/2000/0607news.htm and NYSE,
US Regulation of The International Securities and Derivative Markets (9th ed., Edward F. Greene et al eds.,
Aspen Publishers, 2006)Volume One §10.03/3] although none of the linkages between the NYSE and the
foreign exchanges is currently in operation. The nine equity Exchanges are New York, Tokyo, Australia,
Euronext (including Amsterdam, Brussels and Paris), Toronto, Mexico and Sao Paulo. The ten exchanges
(including Hong Kong) participating in this plan are the major securities markets of three time zones of
Asia-Pacific (Australia, Tokyo and Hong Kong), Europe (Euronext, the combined Amsterdam, Brussels and
Paris exchanges) and America (Sao Paulo, Mexico and Sao Paulo).

"% HKEx, HKEx Fact Book 2001,
"y KEx, HKEx Fact Book 2000.
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"' HKEx, HKEx Fact Book 2001.
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On 3 March 2003, Hong Kong was admitted as a signatory of the 10SCQ
multilateral memorandum of understanding to enhance a regulatory cooperation and
information sharing among signatories. Signatories include the US, the UK, Australia,
and Canada.'?

the Chief Adviser of CSRC 2 In February 2001, CSRC appointed Laura Chzllijformer
‘Députy Chairman of SFC, as Vice-Chairman in charge of corporate governance. Qn 22
November 1999, former Chairman of SFC, Andrew Sheng, was appointed to ghaw the
Financial Stability Forum Task Force on l.mplementatlon of Standards to examine ways
of fostering the implem.entation_of intemgtlonal starlldard.s relevant to the strength;nmg of‘
-ﬁﬁancial systems. M Charles Li, the Chief Executlvg since 2010, was the.Premdenf of
Merrill Lynch China and Chairman of JP Morgan Chm? and has been th_e Dlr.ector of the
China Entrepreneurs Forum since 2005 and is a consulting member of Qianhai Shenzhen-

Hong Kong Modern Service Industry Cooperation Zone of Shenzhen. He is familiar with
the PRC capital market.

Hong Kong is reinventing itself as a knowledgej-ba.sed and Fechnolog_y_—iptensive
economy.'zs As an international financial centre, multinational business actt'tfmles.z hgve
dlso led to the spread of knowledge and advanced technology and the cross-fertilisation
of business cultures. The latest figures of the Hong Kong Governmenf shlc;:v that 13% of
the labour force jinHong Kong are employed by multinational companies.

Such global network is very useful for the PRC companies listed on HKSE. Hong
Kong also has close cooperation with the PRC. In 1993 and 1995, an agreement
concerning regulatory cooperation was signed between SFC and CSRC respectively.' In
2001, HKEx signed an agreement with SSE and SZE for mutual exchange of market and
listed company information."* A China Stock Market website was integrated in the
existing websites of HKEx, SSE and SZE in November 2001.'" Through this
cooperation, all three exchanges will be able to provide investors with comprehensive
data on the three securities markets at a centralised location.''®

HKEx has a proven record of launching PRC-related securities but it has not yet
developed a successful PRC-related derivative product. HKEx has announced the launch
of H share index on 8 December 2003.""" The first A share index in Hong Kong, Hang
Seng China A Industry Top Index, was launched in September 2009.""®* HKSE has also
signed an agreement with Shanghai’s futures market to develop energy futures."” Hong
Kong provides an important venue to promote and market the PRC and PRC-related
securities.

SFC, HRSE, and HKFE have on-going programmes for executives of H share
companies\oii the regulatory system, listing rules, take-over and mergers rules, and
investar vetations.

€1 6v) Alternative Methods for PRC Companies to be Listed on the Hong Kong

91-059 Significant Human Resources in Hong Kong Stack Exchange

Human resources are the foundation stone of a knowledge-based economy." Hong v
Kong can provide a valuable source of human capital in a range of E‘rofessions including ‘k
lawyers, accountants, businessmen, bankers, regulators, and judges.' !

€1-061 Red Chip Companies

Other than direct overseas listing by means of H shares on HKSE, PRC companies

. ‘g ; : S can raise funds by indirect overseas listing through red chip companies.
There are eminent people of solid international financial expertise in Hong Kong

who have already been spotted internationally and by the Chinese Government: For As said earlier, the first H shares company was Tsingdao Beer Company Limited
instance, Anthony Neoh, during his employment as a former Chairman of SEC“had been listed in June 1993, and the first Red Chip company .to be mcqrporated in Bermuda was
elected, in September 1996, Chairman of the Technical Committee of NOSCO, a Brilliance China Automotive Holdings Ltd (“Brilliance China”), one of the largest
committee that develops uniform regulatory standards for developed mirkits. He held automobile manufacturers in Northeast Chlina at the time. _It was hsted_ot_l NASDAQ. in
this post until 1998. He was later invited by Premier Zhu Rongji in J2t2\1998 to serve as 1992." The company underwent a complicated restructuring for the listing and seeing

2 press Release from Chinese University of Hong Kong at hitp://www.cuhk.edu.hk/cpr/pressrelease/
HKSFC, Annual Report 2002-03: New Regulatory Framework, Better Quality of Market: Enforce the Law, Anthony%20Neoh-e.htm.
Protect Investors, HKSFC, 2003.

12

™ Jamie Allen & Francois Roy, Corporate Governance in Greater China: A Comparison between China, Hong

'3 HKSFC, dnnual Report 96/97: A Strategic Outlook for the Future, HKSFC, 1997, Kong and Taiwan in Structuring for Success — The First 10 Years of Capital Markets in China (Asia Law &
" HKEx, HKEx Fact Book 2001. Practice ed., Asia Law & Practice, 2001),

s id) ™ HKSFC, dnnual Report 99/20: Technology and Markets, HKSFC, 2000.

"6 1d ™ The Financial Secretary, The Hon. Donald Tsang, The 2000-01 Budget: Scaling New Heights, address

moving the Second Reading of the Appropriation Bill 2000, para. 53 (8 March 2000) at
http://www.budget.gov.hk/2000/eindex.htm.

™ The Financial Secretary, The Hon. Donald Tsang, The 2000-01 Budget: Scaling New Heights, address

n7

Enoch Yiu, HKEx to Introduce H-share index Futures, SCMP, 23 October 2003.
" HKEx, HKEx Fact Book, 2009.

" Enoch Yiu, HKEx Snubs International Pacts to Focus on China, SCMP, 2 June 2003, moving the Second Reading of the Appropriation Bill 2000, para. 60 (8 March 2000) at
"* The Financial Secretary, The Hon. Antony Leung, address moving the Second Reading of the Appropriation http://www.budget.gov.hk/2000/eindex.htm.

Bill 2003, para. 32 at http://www.budget.gov.hk/2003/eng/speech.htm. 7 1d.
21 Eric Ng & Hui Yuk-Min, State-Run Enterprises Seek Executive Overseas, SCMP, 17 September 2003. " Brilliance China Automotive Holdings Ltd was also later listed on HKSE by introduction in October 1999.
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such a structure enabled the company to list successfully, many other SOEs followed Suit,
Soon after the public offering and listing by Brilliance China, the red chip phenomeng

exploded.” It is a way for China’s entrepreneurs to raise capital through public offerj
of the shares of an overseas holding company created to hold assets and busing
operations based exclusively within the PRC.

Red chip companies are predominately diversified conglomerates which have grown.
rapidly due to the asset injection from parent companies in the PRC. They include Ching
Mobile Limited (“China Mobile), Beijing Enterprises Holdings Ltd, China Everbright
Limited, Shanghai Industrial Holdings Limited, China Resources Enterprise, and
“window-companies™ or “International Trust and Investment Corporations (“ITICs”)” of
provincial governments. They are incorporated outside the PRC but their businesses are
based in the PRC and controlled directly or indirectly by the central, municipal, op
provincial governments of the PRC.

The list of red chip companies on the Main Board provided by HKSE can be dated
back to 1972, with CITIC 21CN Co Ltd being the earliest listed on 6 July 1972, to be
followed by Shenzhen International Holdings Limited listed later in the same year.'¥
However, most of the larger red chip companies in terms of market capitalisation listed
after 1992. In terms of market capitalisation, China Mobile is at the top of the list with
HK$1,628,173,240,200 as at 30 June 2013 and it was also the first red chip company that
returned home and issued A share listed on a Mainland stock market after registering and
listing aboard.

Strictly speaking, red chip companies did not fall within the jurisdiction of the PRC
authorities. However, in June 1997, CSRC in conjunction with the State Council
introduced the Notice Concerning Further Strengthening Administration of Shave
Offering and Listing Overseas (“F 55 B K T2 — S5 SR AE S A R AT IR R | Hlideae
HJIE%D”, commonly known as “Red Chips Guidelines™)'™"' to prevent the dissipafion of
State assets. The PRC Government was worried that State assets would be iniected into
red chip companies and that they might be sold off indirectly to overseas_mvestors at a
discount. The Red Chip Guidelines provide more stringent requirements.{or *eporting to,
and obtaining approval from, the Chinese authorities. Chinese sharehaiders who control
foreign listed companies or Chinese shareholders who intend to injécivassets to red chip
companies are either required to report to CSRC or alternatively required to obtain
consent from their local provincial governments or relevant department of the State
Council depending on their circumstances.'®

129 Anthony Neoh, How China’s Companies Use International Regulation (CUHK Business School) at
http://www.baf.cuhk.edu.hk/program/article.aspx'?id=(‘336566F590F.

"' HKEx, List of Red Chip Companies (Main Board) at http://www.hkex.com.hk/eng/stat/smstat/
chidimen/cd_remb.htm (updated: 30/06/2013),

B Notice promulgated by State Council Concerning Further Strengthening Administration of Share Offering
and Listing Overseas [Guanyu Jinyibu Jiajiang zai Jingwai Faxing Gupiao he Shengshi Guanli de Tongzhi]
(20 June 1997 Guofa [1997]. effective as of the same day).

"* Red Chip Guidelines, paras. 1,2 & 3.
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4 H Shares and its Development

oor Listing
i any can be formed by means of backdoor listing."* In the early
A?‘gbgh&zvﬁg};ﬂez@ a number of PRC companies bypassed the official llsillﬁ‘%
- through reverse take-over or commonly known as “backdoor Ils:[mg_.'
- listing is the acquisition of a listed company (typically a company which is no
oql;)ﬁtable with little or no activity) as a shell company by an unlisted company to
I?'rting on the securities exchange. It happens where a listed company acquires a
ﬁgéil company’s assets or shares, and the value of the acquired assets, based on lthe
ia set by each stock exchange, is larger than the a(_:qulrer’s original assets, resu!tmg
change in the control of the listed company to major shareholders of the non-listed
e As a result, it allows companies that may not be able to meet the [1_st1ng
"mganyénts of HKSE to be listed on it and it will also enable the privgite_ companies to
g" :'Iisteit:]llon HKSE much faster than the one who has to go through the listing procedures

formally. '

On 30 Jafivary 2004, HKEx announced a number of changes to the Main Board
Rules whicl: cime into effect on 31 Me}rch 2004. Ampng them,‘ reverse takeoyefs lllave
been added ‘as a new categon;y of notlﬁe}lzle transactmqs, makmg_; it more dlf_h(:ut tg
achiev= backdoor listings. '** Such notifiable transaction requires ?otlﬁcatlon arﬁ
aporval from HKEx, approval from thc.e shareholders, an accountant’s report on the
«raceding three financial years on the busmesslgﬁr companies acquired, publication ?(1:1 the
yewspaper and circular to the shareholders. With t}'lj? new amendments, backdoor
listing or reverse takeovers will be treated as new listing.

Rule 14.06(6) defines “reverse takeover™ as:

“[a]n acquisition or a series of acquisitions of assets by an issuer
which, in the opinion of the Exchange, constitutes, or is part of a
transaction or arrangement or series of transactions  or
arrangements which constitute, an attempt to achle‘ve a listing of
the assets to be acquired and a means to circumvent the
requirements for new applicants set out in Chapter 8 of the
Exchange Listing Rules.”

A “reverse takeover” normally refers to:

e “an acquisition or a series of acquisitions (aggregateq ggder Rules 14.22 and
14.23)"® of assets constituting a very substantial acquisition where there is, or

™ Dongwei Su, Chinese Stock Markets — A Research Handbook 54 (World Scientific, 2003),
3 gee HKEX Listing Rules, rule 14.06(6) for a detailed definition of “reverse takeover.”

5 HKEx, Note to Subscribers Jor the Amendments to the Rules Governing the Listing of Securities — Update
No. 80 (31 March 2004).

B¢ Main Board Rule 14.33.
Y7 Main Board Rules 14.54 — 57.
13 Referring to the Main Board Rules.
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e HKEX no longer requires title certificates for Mainland properties for off
issuers, irrespective of their place of incorporation. Instead, HKEx expec
issuers to disclose the risks to their operations of not having Title Certificatas
for Mainland properties in their listing document, and it will consider each cage
based on the guidance and circumstances of each case.?*

rcial business or operating another commercial entity will be excluded from this

tion.

: " Full disclosure requires disclosing facts to demonstra,te that the applic}z}mt is capeti_bie
carrying on its business independf:ntly, and at arm’s length frorp the conépe ;Eg
: ss. Under such circumstances, for competitive commercwl.busmesses under he
government department, non-competition agreement may b}? signed to show that the
ésses are not competing with each other (either becayse their target customers or t e;
cts provided are different), and are operated'at arm’s length. Mf)reover, in :Zrms Pﬂ
on of raw materials, production or sales assistance, the contr'ol'lm'g shargho er wi
the listed company fairly and reasonably, as its other subsidiaries which are not
ded in the listed company.

The 2010 guidance letter is a relaxation of the rule laid down by the Clarification gy
Requirements for Land Use Title of Properties Situated in the Mainland of the People
Republic of China dated 25 March 1998, which requires issuers which are
infrastructure project companies or property companies to produce title certificates
Mainland properties that are crucial to their operations.”' Since other markets also all
issuers to disclose, as a risk factor in their listing document, that they do not have lop
term title certificates, HKEx, does not, therefore, insist on the production of such tj
certificates for issuers which are not infrastructure project or property compani
Practice Note 12 of the Main Board Rules also provides that where the issue of a land yge
right certificate is pending, a properly approved land grant or land transfer contract jp
writing, together with a PRC legal opinion as to the validity of the approval may be

acceptable as evidence of a transferee’s pending title to the land to be granted op
transferred.

cial Companies: Project and Mineral Companies (Main Board Rule 8.05(B))

There is ific regime for listing newl}_r formed “project” companies, I_[ke
ctur @ ct companies or mineral companies. For l.hese companies, some I:stipg

)&De relaxed (eg a shorter trading record pengd can bg accepted), while
quirements are imposed for disclosure and technical reporting.

e tructure Project) Companies (Main Board Rule §.05(B)(2))
Non-Competition (Main Board Rules 8.10 & 19A.14) wiect (Infrastru j

A shorter trading record, and/or variations or waivers the profit or other ﬁngncia]
dards requirement for infrastructure project companies is only allowed if the
fo lowing is complied with:

In accordance with the Main Board Rules 8.10 and 19A.14, where a new appli
has a controlling sharcholder®? with an interest in a business apart from the applican
business, which competes or is likely to compete, either directly or indirectly, with the:
applicant’s business, full disclosure is required. Directors should also be reminded
they have their common law duties of not having any conflict of interests witho
company, whether it is real or potential.

e the applicant company, either directly or through subsidiaries or joint venture
companies, is a party to, and has the right to build and operate or participate in
the results from the operation of a particular infrastructure project(s);

e at the time of listing, it is not engaged in any businesses other than those

icy and . : .
stipulated in the infrastructure project mandate(s) or contract(s);

State-run enterprises were all owned by the State and after the open d i
i %9 ndent and

the restructuring of SOEs, many of such enterprises became more
commercially oriented. Enterprises operated by Government dep its will then
become competitive. HKSE will normally not consider a PRC ent body as 2
controlling shareholder of a PRC issuer. A PRC Government bo v is defined in the
Listing Rules of HKSE as the PRC Central Government, PRC provincial-level
governments, and PRC local governments immediately under the PRC provincial-level
governments. ”™ However, entities under the PRC Government that are engaging in

e the infrastructure project(s) must be carried out und_er_a lqng—term concession or
mandate, normally with at least fifieen years remaining in e_ach of them at the
time of listing, which is awarded by the Government; it sl}ould be of a
substantial size, and the applicant company’s share of total capital cost of the
projects should normally be at least HK$1 billion;

e where it is involved in more than one project, the majority of its projects are in
the pre-construction or construction stage;

290

HKEx Guidance Letter (HKEx-GL19-10 (July 2010).
See also Listing Decision HKEx-LD10-3.

e “Controlling Shareholder” means any shareholder or other person or group of persons together entitled to
exercise, or control the exercise of 30% (or such other amount as may from time to time be specified in the
applicable PRC law as being the level for triggering a mandatory general offer or for otherwise establishing.
legal or management control over a business enterprise) or more of the voting power at general meetings of
the issuer or who is in a position to control the comiposition of a majority of the board of directors of the
issuer. See Main Board Rule 19A.14.

Main Board Rule 19A.14.

o the bulk of the proceeds of the offering will be used to finance the construction
of the project(s), and not principally to repay indebtedness or to acquire other
non-infrastructure assets;

201

* it will not, and will procure its subsidiaries or joint venture companies from
acquiring any other type of assets or engage in such activities that would re§;uIl
in a change of business from those stipulated in the infrastructure project

mandate(s) or contract(s) in the first three years after listing;
203
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Mineral Companies (Main Board Rule 8.05B(1), Chapter 18 ,& Guidance Note 7)

A mineral company applying for listing must satisfy the following requireme
before HKSE may accept a shorter trading record, and/or waive or vary the financjg]
standards and management continuity:

The mineral reporting standard (see Main Board Rules 18.28 to 18.33) is as follows:

its substantial shareholders and management have the NECessary experieng
technical expertise, track record and financial strength to carry out the proj
to complete and operate them thereafter. In particular, its directors
management must have sufficient and satisfactory experience of at least h
years in the line of business and industry of the new applicant. Details of g
expertise and experience must be disclosed in the listing document of the pey
applicant; and

idance Note 7 of the Main Board Rule provides a suggested risk assessment for
companies which are particularly useful for risk factor disclosure and expert
i:i the listing document.

Equities
itory Receipts (Main Board Rule 8.09(2))

‘Mainland Chinese companies can issue H' shares Qn_the_Hong Kong stock markets,
“y do not need to resort to depository ‘regelp‘)ts_for hstm_g in Hong Kong; but it can l?e

for companies in certain overseas __|urlsd1(.:t10ns to !1st in Hong Kong, which will
be able to list there if not for the use of depository receipts.

additional disclosure of matters and documents required by HKEx at ;
discretion, including business valuations, feasibility studies, sensitivity analyseg
and cash flow projections will be included in the document(s) of the p
applicant.

Depositary receipts are issued by the dep'ositar,y bank on the back of the issuer’s
nary shares, which in practice, means the_ issuer’s s_hares 510 no,t, ngcessarl'ly need to
its home country. Hong Kong depository r@:ce.lptfs ( HDR™) in partlculzlkr.s-ult
anies thzficome from countries with home—_]unsc;llctlon regulations prohibiting
eas issaanze of shares, or restrictions against the rflal_nten'ange (_)f an overseas shares
ster. 7t.als0 assists companies coming from dematerialised jurisdictions, where shares
lavi book entry form, which is problematic in Hong Kong as the market demands
o local share register and physical issua_nce. Cou_ntnes suf:h as Japan, France an'd Italy
wp governed by dematerialised jurisdictions, while Brazil and Japan are subject to

¢ astrictions around share registrations. For HDRs, the depositary bank maintains the
where the mineral company has not yet begun production, the company must !

O depositary receipt register in Hong Kong.
disclose its plans to proceed its production with indicative dates and co \Q - Market capitalisation of a new applicant must be at least HK$200 million (ie US$26
supported by at least a scoping study (a p reliminary evaluation of a min ‘million) at the time of listing. Market capitalisation at the time of !IStll:lg is determined by‘
project), and substantiated by the opinion of a competent person; iplying the number of issued shares by the expected‘ issue price. In the case of
itary receipts, the depositary receipts and the undf:rlymg shares will l?e taken into
unt when calculating the market capitalisation, provided that such depositary receipts
“and the underlying shares are fungible.

the mineral company must have discovered at least a portfolio of indicated
resources or contingent resources (in the case of petroleum companies) of
sufficient substance, identifiable under an accepted reporting standard ang
substantiated in a competent person’s report;

there is sufficient working capital for 125% of present requirements, forat least
twelve months from the date of the listing document;

where a mineral company seeks a waiver from the finaaclal standards
requirements (see Main Board Rule 8.05 & GEM Board Rijfe\ 1.12A), it must
establish that its directors and senior managers, taken togedier, have sufficient
experience relevant to the exploration and/or extraction activity that the
Company is pursuing. The individuals being relied on must have a minimum of
five years relevant industry experience; and

Options, Warrants or Similar Rights (Main Board Rule 8.09(4))
- Market capitalisation of HK$10 million at the time of listing is required.
§2-025 Conclusion

The Main Board Rules are strict, and in line with international standards in order to
protect the investing public. As discussed above, somezg;lstmg requirements can be
modified for large companies® and specific industries.?” The stringent international

the company must include a report on its reserves and resources, prepared by a
competent person, in its listing document. Competent persons must be
independent of issuers (see Main Board Rules 18.03 to 18.08).

™ HKSE may accept a shorter trading record period under the market capitalisation/revenue test, if the

. : . . . i its di g i have sufficient and satisfactory experience of at
® a mineral company must disclose information on mineral resources, reserves applicant can demonstrate that its directors and management hay ISIRIELON )

nd/ l tp R It der the JORC Code NI 43-101 h SAMREé least three years in the line of business and industry, and there is management continuity for the most recent
Toor explots _1011 Tesulis uncer he 0. g ) = OF tae 4. audited financial year. In order to qualify for the capitalisation/revenue test, companies need to have a .lurgc
Code. Information presented und'cr other reporting standards must be reconciled market capitalisa{iun of at least HK$4 billion at the time of listing, and revenue of at least HK$500 million

to one of these codes. Valuation reports must conform to the VALMIN, for the most recent audited financial year. L -
CIMVAL or SAMVAL Code. (see Main Board Rules 18.28 to 18.33). HKSE will also accept a lower percentage of public float between 15% and 25%, instead of 25% for issuers

Wwith an expected market capitalisation of over HK$10 billion at the time of listing.

12-024 ©2013 CCH Hong Kong Limited A Guide to H Share Listings 12-025
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the prospectus, a comfort letter to the issuer as regards any profit forecast ms
prospectus. '

The reporting accountants also need to verify the indebtedness Statement and
tangible assets statement to be included in the listing document and issue a comfop | .
to the company confirming that the work undertaken supports the figures contained ;
prospectus. i

detailed description of each property; o
|assification of the property according to the purpose for w :
classi

th € Si \4 luel','
me addlESS alld pIOf S Ol'lal quailﬁcatlo“s Of the a
e na 5

In a global offering that will involve international offering, the reporting ac te
- . 5 2 g date must not be more than three months before the da

may be required to participate in due diligence meetings in relation to the
international tranche and will be required to issue a comfort letter in the style ¢
Auditing Standard AU 634, alignin!g standards for both the Hong Kong angd reley:
international portions of the offering 4 1

the effectiv :
valuation. The effmﬂved
f the prospectus;” " an . | .
: h othes information as HKSE may require under Practice Note

such O ZE

Main Bard Rules. inion is normally
; PRC legal opinion is n
isit titles for the PRC property interests, a P itles and interests

i eStaLE“llllsg ﬁg; chiri?on is als?o required to ascertatxjn pr([;f:irttt)éd“i)esthe valuer and
quired A 3 inions have to be su h
TV . Such legal opin tent of suc
Y Wlﬂt'lfenu;;f&t}!ltt}:{thir and i% so how hi}l as taken account of the con

5 il exp
m"l1 ?; “:;ile valuation of the relevant property.

Prospectus

Reporting accountants also assist with the preparation of the prospectus, partig

sections on “key statistics”, “share capital”, “indebtedness”, “trading record”, “profit
dividend forecast”, “working capital” and “adjusted net tangible assets™ and any

causes of change not within their knowledge and expertise or comment on managem
explanation of such changes. The accountants’ report is typically included in
prospectus as Appendix I,

) i tions .
ers’ Qualifica an independent qualified valuer. A

All valuations of properties must be pars byr proposed director of the issuer, its

: v 0 -
. : f he is either an employee . if any director or
jiee 1 not m_depe_:ndentl any. It would also not be ".‘depenqem - {he valuation
gup or its associated con{;p )P:as such a relationship with the issuer or

=t irm

emplovee of the valuation r ) 4
pl;:syae company within the issuer’s group. s et B & Fellow ok
: ; ies i Kong, the valuer A £
f properties in Hong Kone Institute o
o th(:-—c t‘&llﬁ:’;{; IC)nstIi)tutliaon SR Ohigeres Surveyorit?f ﬂ:ﬁ g‘;f;gg Kongg.‘im For the
ciate 0O ¢ 1 f valuing properties 4 ate
: the business of v t have the appropria
irveyors and carries on ide Hong Kong, the valuer mus . i
Eec tuated outside 2 ¢ ied in the same location a
fation of properties si i f valuing propertied in
I o d experience o L ; d procedures
fesslonaldquah}f]lc‘?;{ﬁgs :Eouldpalso comply with other requirements and p
gory and suc

quUIIelllEIll'S
( d the .urlsdlctlon Whe]e the p[Operty 1S Slwated, m addltlon l’,{) the

96-017 Property Valuers (“Valuers™)

The role of a property value is to prepare an independent valuation Teport o
property interests held by the group for the inclusion in the prospectus.

If the issuer has interests in any land or buildings over the spécified thre
imposed by the Listing Rules,*'* the Listing Rules require valuationg<of.such interests
be included in the prospectus. It is highly unlikely that a listing applicant has not obta
some interest in land and so a property valuer is usually involved in the IPO working
party.

Valuation Reports

Valuation reports must contain all material details on the basis of valuation in
accordance with the HKIS Valuation Standards (2012 edition) issued by the Hong Kong

-_— 0O

i Paragraph 66 of the HKSIR 400,
“I5 Main Board Rules 5.01A to 5.01C.

f6-017 © 2013 CCH Hong Kong Limited

" Main Board Rule 5.06.
7 Main Board Rule 5.07.
i c Mai d Rules.
8 Paragraph 7 of the Practice Note 12 of the Main Boar
2 Main Board Rule 5.08(1).
 Main Board Rule 5.08(2).
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96-019 Placing Agents

who may be interested in the
shares of the issuer.

underwriting syndicate, they assist in the sale of shares
issuer’s shares at a discount from the offering price.

210
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96-018 Competent Person (for Mineral Companies Only) (“Competent Perggpm Research Analysts
A competent person is required to preparin

& competent person reports for ing
in mineral companies’ prospectus,

- ch ana ili i i y i ite reports about
Ty the issuer’s business and writ :

- lysts are very familiar with : . o :

Resear andy its shares, providing earnings estimates, and mak\:ngi ;:w . mﬁen

dations. With their expertise, they can draw inferences and derive insights from

mmen : g

ly available information.

A “competent person” must (1) have a minimum of five years’ experience releyg
the style of mineralisation and type of deposit und

er consideration or to the
petroleum exploration, reserve estimate (as appropriate), and to the activity which
issuer is undertaking; (2) be professionally qualified, and be a member in good

of a relevant self-regulatory recognised professional organisation, in a Jurisdiction
iti gulator has satisfactory arrangements with SFC for

i ing i and the sponsor will start the “pre-
,After”receii‘\flng ttl-g:r Egit;zgz;ﬂit];;: l;!n} tcl)i:fleiﬁg The comgany \_Nill meet scipartat:e:]);
o mlvesre.search analysts employed by the untjerwnters to help ; fhe
£ collectl\’e‘y ’s business model and develop their own forecasts o .
i Lompﬁgyln turn, the research analysts will draft detailed reports and send
pany’ioglle::sﬁlrlﬁ?uand institu';ional investors to educate them about the company an
to p
ndard acceptable to HKSE #1 , offering prior ta the roadshows.

A competent person must be independent of the issuer,

- . iness or
ibite liciting underwriting busines
2halysts are prohibited from so
Researchanalys
management and advisers. Specifi

L . . . . if
cipa ll E i] lf O l‘OadS]lOWS, bth the}‘ may communicate Wlth prOSpeCll\"B investors
L ]. ers a;ld COmpaIl}' ma g "le”t are not p[‘esenl, and they are a]l(JWEd to (*.X])] €58
_erw N nage

ir V.ews:

its directors,
cally the competent person retained must:*22
* have no economic or ben

eficial interest (present or contingent) in any of
assets being reported on;

® not be remunerated with a fee dependent on the

i6-0.1 Investor Relations Firm (“PR Company™)
Person’s report;

f“ d f th : L . . . . .

N ] lic Relations Consultants groom the directors and help to %Llibhﬁ]stet ;Ze ::S;rllltgr
E\Lflgrlgue to the IPO publicity restrictions, they have to be careful wha y

W

® in the case of an individual, not be an officer, proposed officer or employee gf ot do. Their role is described directly below —

&
the issuer or its group or associated company of the issuer: and Q \
*

. . . . , . IPO:
* inthe case of a firm, not within the issuer’s group or associated company e ihe P before the

! g l 01 leS‘:’Clated com an ()I th = to € deta lS the presentations to hc Iade hy t[le C()Ilipall to
1 y
p y 1SSue;

preparing corporate brochures and video tapes and helping the company to

effectively liaise with the press;
A placing agent acts as an

ntermediary between the jssuer and praspettive investors o d presenting the company to the target audience in
ssuer and procures placees to purchiase or subscribe = asgisting the roadshows and p

a professional manner;

i i tions section of the company’s
ge and securities firms that specialise in the - a.ssistling the setting up ?‘f thtiel?;%stic;rpi?::d; i
| es and trading team, they will sell website that will go live after

— assisting in the relevant artwork and design of the prospectus.

0 sell the issuer’s shares. In practice, they are another
’s shares. Being broker-dealers who are not part of the

and are allowed to purchase the

i i i istance in
° fter the IPO, an investor relations firm can provide prgfes-smnal :OSSEzmS o
?1 eloping tl,le company’s ongoing investor communications ptsgr e and
i i rate events,
isti nounce important corpo
assisting the company to an
acquisitgions, in a way that can further market the company.

—
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Main Board Rule 18.2].
Main Board Rule 18.22,
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96-022 Receiving Banks (“Receiving Bankers™)
Being an agent for the issuer, the receiving banks receive and process applicagia
under the Hong Kong public offering tranche of the international offering. y

They distribute prospectuses (together with application forms), process applica
and deal with acceptance and rejection. They also hold the application moneys pending
release to the company and the unsuccessful or partially successful applicants. '

A Receiving Bankers Agreement is entered into between the receiving bankers, g
issuer, the sponsor and underwriters and more about the receiving bankers agreement cg
be found in Chapter 8. '

§16-023 Share Registrar and Transfer Office (“Registrar”)

A share registrar’s main roles are: processing and balloting public offer applicatig
dispatching share certificates to successful applicants; and sending refund cheques
partly successful and unsuccessful applicants. '

Upon listing, the share registrar will be in charge of the register of members in Hong
Kong and will process and record transfers of shares of the company. The registrars
typically involved in the dispatch of all circulars to shareholders as well as chequ
certificates for dividends declared by the company.

A Registrar’s Agreement is entered into between the registrar, the issuer [and the i

sponsor] and please refer to Chapter 8 for more details.
96-024 Financial Printer (“Printer”/“Translation Company”)

For a global offering, printers must be engaged to print both the red herring and tig
actual prospectus. A good financial printer should meet high standard of tirheliness,
quality, accuracy and confidentiality. They should be able to provide @q :
proofreading and copywriting services. ~\

*

The financial printer also coordinates the translation of the doc@into Chine;
Where there is a Chinese translation of the prospectus, the translatér'stiould certify t
the Chinese translation is true and accurate and the sponsor has 'to certify that
translator is competent.

The night before the bulk print, the working parties will all gather at the finane
printer to proofread the prospectus and may stay overnight there, so the financial prin
should be easily assessable with spacious conference room plus catering facilities. Af
the bulk print, they will arrange for the relevant number of copies of the prospectus to b
distributed to the sponsor, the receiving bankers, HKSE, and other relevant parties.

96-025 Compliance Adviser (“Compliance Adviser™)

The issuer must appoint a compliance adviser commencing on the date of the [PO
and ending with the publication of its financial results for the first full year financial ye
after the IPO. The HKSE may direct the listed issuer to appoint a compliance adviser
after the above period. To ensure an effective relationship between a PRC issuer and
compliance adviser, HKSE requires the two parties to enter into an agreement setting ou

r6 H-share IPO Team/Working Parties

p_ﬁ
& before publication of any regulatory announcement, circular or financial report;

213

equirements of Main Board Rules 19A.05 and 19A.06. In respect of the issuer it

provide the compliance adviser with access at all times to its authorised
representatives, directors and other officers and procure that such persons
promptly supply such information and assistance as the compliance adviser may
need or reasonably request to perform its duties; and

ensure that there are adequate and efficient means of communication between
itself, its authorised representatives, directors and other officers and the‘
compliance adviser; and should keep the compliance adviser fully informed of
all communications and dealings between itself and HKSE.

The compliance adviser needs to give an undertaking to HKSE to comply Vu_’ith the
Pisting Rules and cooperate with the Listing Division and/or the Listing Committee of

E for any investigation.

The com@ adviser has both reactive and proactive duties.

Duri Ct.! appointment, the issuer should consult and seek advice from the

dviser in the following situations:

before carrying out any possible notifiable or connected transaction including
share issues and share repurchases;

when the issue proposes a change of the use of IPO proceeds from what stated
in the prospectus; and

when HKSE make enquiries concerning usual movements in the price or trgding
volume of the issuer’s shares, the possible development of a false market in its
shares or any other matters.

‘The compliance adviser is an intermediary between HKSE and the issuer regarding
e above issues. The compliance adviser also needs to ensure that it:

provides advice to the issuer on the continuing requirements under the Listing
Rules and the applicable laws and regulations and make sure every new
appointees to the board also understand their responsibilities and fiduciary
duties as a director of the listed issuer; and

informs the issuer on a timely basis of any amendment or supplement to the
Listing Rules and any new or amended law, regulation or code in Hong Kong
applicable to the issuer.

Due to the importance of the compliance adviser’s role, the issuer should not
inate the role of its compliance adviser until it has appointed a replacement. If HKSE
not satisfied that the compliance adviser is fulfilling its responsibilities, HKSE may
uire the issuer to terminate the compliance adviser’s appointment and appoint a
replacement as soon as possible.

ﬂ6-022 © 2013 CCH Hong Kong Li
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eaCh Oi the SpOI]SOIS Wh{) Wl” act as the S]J()IIS()IS C“lltact Wlt]l I']KS
C
CO “1]: a'ny! a“d E -

e observing the guidelines set out i
line in the Code of Conduct, Sponsor Gy;
Internal Control Guidelines, CFA Code issued by SFC to t[:1e gxteiotrpg};li%

Obligations of the company should, among other things, include:

* responding to any request for advice from the sponsors in a timely mann,
er

: :
pc; zgiz\farf;ic?not ;hte sponsors reasonably sufficient time to advise the co
. relation to any provisions of the Main B :
with which is subject to any ti imi i o o oy SR
vith ny time limit or in relation to %
_ ‘ . . any ma
timing is a material consideration or has a material signiﬁcange' o

@ e i
i tl;s:'rmg that each of the sponsors shall have all necessary access at all ¢
irectors, other officers and the authorised representatives: .

PR o
?cs}:;:ing thelxt its _dlrectors, ofher officers and the authorised representatiy

p e such assistance and information as each of the sponsors may reasce)s

.,

request in connection with { i i
e he performance of its duties under the Main

:;zﬁrlggttr}::t there is ailgquate and efficient means of communication be
sponsors, the authorise i i :
S of the < S d representatives, the directors and of ;‘.
ums;gi llf; bngt endeavour to ensure that any public disclosure of information ‘
e company in Hong Kong and/or the People’ i ]
and/or any other relevant country i il e o et
: n accordance with th i
laws, regulations and codes i o Peorle’s Remil
'S, s in Hong Kong and/or tl ?
China and/or any such r i operly cooinated G
( : elevant country will b i
in a timely and orderly manner; N e Coordma& o

unicate W

o %(;(gsgithout the prior knowledge of each of the sponsors
= -Dt(tj]er than thmpgh the authorised representatives or’ rnate for
ensu(:ir;?gethripresl:nt?tges appointed pursuant to Main Board'Rule 3.06(2)

at each of the sponsors is kept fully informed unicati

‘ on all ¢ |

gﬁaween the authorised representatives and HKSE, and \Jvil(l)m::;1 nilt(;atl
cavours to ensure that there is no inconsistency or contradiction be '

SUCh communications a"d comimur lcatl ns betwee the SpOnso; OlIltl

not during its appointment, appoi
‘ , appoint any other spon i
written consent of each of the sponsors; and PemRor cxeept Wi K

e ensuring that it complies with th i
e B B ¢ Main Board Rules and the laws

and.

The indemnity and non-liability section is to ensure that:

t }?ave in respect of any wilful misconduct, or gross negligence on
e part of the_ relevant sponsors, the company will indemnify the
sponsors and its officers for any claims against them and for any

© 2013 CCH Hong Kong Lim'

f8-011

‘A Guide to H Share Listings

297

ster 8 H-share IPO Documentation

losses and damages in connection with the proper performance of
its duties under the sponsors’ agreement, any breach on the part of
the company of any of the provisions of the sponsors’ agreement
or any default under or breach of any of the provisions of the Main
Board Rules by the company except where the company was
acting in accordance with and in reliance with the sponsors’

advice.”

Confidentiality clause in the sponsors’ agreement requires the company
ponsors to procure that:

“their respective directors, officers and agents shall treat as strictly
confidential all information received or obtained as a result of
entering into or performing the sponsors’ agreement unless it is
required_to be disclosed by applicable law, required by any
securities exchange or regulatory or government body, required to
ves full benefit of the sponsors’ agreement in such party,
diélt)sed to the professional advisers, auditors, directors, holding
(and associated companies of such party subject to a binding
Oligation of confidentiality, the information has come into the
& public domain through no fault of such party or the other party has
given prior written approval to the disclosure.”

and each of

The confidentiality clause is typically specified in such a way that it shall survive the
mination of any appointment and the termination of the sponsors’ agreement.

8-012 Due Diligence

Due diligence varies in accordance with the industry and particular business

concerned. Due diligence questionnaire should be tailor-made for the industry rather than

g templates. The following checklist only intends to give an idea of areas that due
nce should cover and it is far from exhaustive. Terms used below should be adjusted

o the particular industry and business the issuer is in:

» corporate organisation and ownership:

organisational and ownership charts or similar information relating to the
company and its subsidiaries, including all companies, partnerships, joint
ventures or other entities or interest groupings in which the company or any
subsidiary owns any interest, directly or indirectly and a description of the
nature and size of such interest;

particulars of the authorised and issued share capital of each of the companies
in which an interest is held, confirmation of the registered and beneficial
ownership of their respective issued share capitals, and details of any share
option, share pledge or similar arrangements affecting the shares of the

company or any of the other companies;
Memorandum and Articles of Association (or foreign equivalent Charter or

organisational documents and by-laws or regulations) including all
amendments, of each of the companies, including copies of their respective

18-012
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certificates of incorporation and any change of name certificateg
business registration or branch registration certificate; '

— registered office address and principal place of business (if differ,
of the companies;

— details of any increases of capital, reductions of capital or g
reorganisations involving any of the companies that may have oce
their respective dates of incorporation;

— minutes of directors’ and shareholders’ meeting of [each of the co

[the company and its [material] subsidiaries][since [specified datery
last [five] years];

shareholders or third parties relating to the voting, disposal or acquj :
shares or securities of such companies;

— details of the other shareholders in companies that are not wholly-oy

of the partners and co-venturers in other entities, and details o 1
respective interests; '

— [all quarterly, annual and other periodical reports and other communicay

the shareholders of [each of the companies][the company and its [m
subsidiaries]];

— aschedule of all jurisdictions in which [each company][the company

[material] subsidiary] is registered or qualified to do business or is oth
operating; and

— good standing and tax certificates for [each company][the co \{1 :
[material ] subsidiaries] in the relevant Jurisdictions in which i has offi

does business;
&

— balance sheets and profit and loss statements for the last three years [and th
first six months of [year]];

® financial information:

— describe the financial systems, standards and accounting principles ad
as well as their differences with the international accounting standards;

— name and address of auditors, all reports and management letters fr
auditors to the company, and audit representation letters by the company

its auditors and related correspondence, for the last three years [and the
six months of [year]];

review of major operational and accounting changes in the last [five] years;

— internal budgets and projections prepared since [date], including any inter

memoranda describing the assumptions used in preparing such budgets and
projections;

18-012
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i ear for the
data for the operating revenue from the corfh busxfr‘i.e?)s(egcﬁ]ea::dy s
. he first six months ol | .
t three years [and the : o
Z:ssiﬁcation and composition analysis of such operating -
i : -mentione
analysis of the direct and indirect cost structure of thtl::El 2?:&\;;&:} mentioned
a:venues including data, classification, structure, wages,ﬂectridty o
:ieprecia{ion interest, taxes, management fees, water,
charges, etc; .
i class
data on the revenue from non-core business and pr.owde a
composition and analysis of such operating revenue; .
-mentione
an analysis of the direct and indirect cost structure of the above

i i maintenance costs,
revenues, including data, classification, structure, watgi:S, b rerepd gron
depreciat}on, interest, taxes, management fees, water,

ification and

charges_\eq; |
ore business
dat 6@ he proportion between the company’s rever}uihfrl-(;r;lf cAlSO 14
(ﬁﬂat from non-core business, as well as an analy}slls eereve.nueg
L o i
’@‘amounts and sources of renminbi and foreign exchang 5

describe costs control strategies and methods;
_ sources of foreign exchange and renminbi costs;

— please provide total outstanding debs;

ies, 1 i loans
details of all loans made to or by any of the compamefl. mﬁﬁ;ggg :fl'lany of
nd indebtedness to directors, [officers], employees or $ I?rg'rector e
?he companies) or any other companies in which any such di :
or shareholder is interested; | .
lassification and analysis of the dEEbT.S including dlhgt t};pf;n :Ift plansj
ac ncies in which the debts are denominated, annual e ;’) g;l e mundsj
?rlljfer:est rzlte for each debt, foreign exchange risks and creditors g ;

all loan agreements and other debt-related documents;

— any default on loan agreements;

i iction clauses?
are all loans subject to mortgage clauses and business restriction

ered or not) and other

ist
— all outstanding mortgages, charges (whether regi r affecting any of the

security arrangements and documents relating to 0
companies;
— details and copies of all guarantees,

igati i f the companies in re
obligations given by any o : o
any%)ther person; and given by any other person in resp

of any of the companies;

T 1 ases, IetEEIS ()I‘
al] hi[e pU]‘ChaSB o1 insta[ment purChaSC ﬂ.g E:E.tm&_ints. flllallce te i . ] i
Cl‘edit perfomlance al'ld Other bOndS aﬂd Slmlla.r dOCUIIlBll S Mvolv ng or
]

relating to any of the companies;

i iti tingent
indemnities, and other con

lation to the obligations of
the obligations
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