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SFC’s New Proactive Approach in relation to Listing
Matters

FRIE 2SS £ i BRI BRI E 305K

In respect of new listing applications in Hong Kong, the
Securities and Futures Commission (SFC) has recently
strengthened the scrutiny of the IPO suitability
requirements. A similar and more guided approach will be
applied to both new listing applications and applications
for listing of new securities by existing listed corporations,
according to the inaugurated July 2017 issue of the SFC
Regulatory Bulletin: Listed Corporations.

In response to the recent happenings where many
companies have inflated valuations due to unusually sharp
increase in their share prices, the SFC is now adopting a
proactive approach to policing listing matters that fall
within the scope of the Securities and Futures (Stock
Market Listing) Rules (SMLR) or the Securities and
Futures Ordinance (SFO).

The new “real-time” approach is one under which the SFC
will conduct direct discussions with the applicant or its
advisers in respect of matters provided under s6(2) and s8
of the SMLR (which cover, for instance, serious non-
compliance, market misconduct and non-disclosure
cases). This connotes a departure from the previous
practice under the dual filing system, where the SFC
mostly raised comments via the Stock Exchange. Going
forward, the SFC may raise objection to any listing
application based on one or more of the grounds set out
in section 6(2) of the SMLR. If the SFC is of the view that
it is more likely than not, given the known facts and
circumstances, that an objection would be raised on such
grounds, it will promptly issue a “letter of mindedness to
object” (LOM) directly to the applicant, setting out
substantive concerns of the SFC along. If the applicant’s
reply to the SFC fails to address the SFC’s concerns, the
application will cease upon the SFC issuing a Final
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Decision Notice (FDN) , which is subject to review by the
Securities and Futures Appeals Tribunal.

This “early intervention” or “front-loaded” approach is
partly a product of the SFC’'s concern about market
misconduct that takes places either at the IPO stage or at
any time after listing, including schemes designed to
artificially inflate or deflate share prices as well as other
forms of price manipulation, money laundering, rigged
shareholder votes, the use of misleading financial
statements, and accounting fraud.

As a result of the SFC’s direct interaction with the market,
those listed companies affected by its decision will be
expected to “be in a position to challenge our views to our
face and to pursue statutory rights of appeal over any final
decisions we make”, said Mr. Ashley Alder, the Chief
Executive Offer of the SFC who delivered a speech
entitted “A new approach to regulation for changing
markets” on July 13, 2017.
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It is believed that the change of SFC’s role will allow the
SFO to be used far more expansively than is the case now,
and will facilitate the transparency, efficiency and fairness
of SFC’s decisions.

More significantly, the SFC may at its discretion raise
objection to listing applications as follow-on equity offering
based on one or more of the grounds set out in s6(2) of
the SMLR, or act in a more drastic manner by directing
Stock Exchange to suspend trading in a listed company’s
shares under s8 of the SMLR, such as in the case of
misappropriation of funds, failure to make an accurate and
complete disclosure, or if there may not be an open market
in the trading of the securities concerned.

In response to the SFC's proactive stance, Alder was
reported in the May 2017 issue of Regulatory &
Compliance to have said that there has been immediate
behavioral change. He stated that IPO placings has
become more balanced and some have been withdrawn
because the directors become aware that the IPO placings
did not reach the required standards. Although this did not
solve the problem overnight, there has been a clear
improvement in market conduct.

ESSHRESERZRT (LER) EHELMBEHE
WV ERRAFRTHETHEREHEHRER, MEE
KARBRHMEN (EEREEBW | EHAS) IR,
KUMNEENEERTEVAER ETHRIFUE EHdl
MRS FHFRITHIE,

R, ZREWVHTRNFEEFNSASEEDLERK.

X, ERSRERBMEARBNTX, NEE (EF5
BT EHI) MR GESSHKREILS TR Em)AN) M
ETHLETEH.

BENRE, MREX, REILEESH® QEFSHEGE
ESTHEMHAMY  (THRHMN") % 6 X% 2 RARE
8 XIMENEE (BREAMAFE (ETRAN) HEHR
REFRMNER, WHRETANBRRZRERETRENE
) BERSREASBBEANBEHTEIT. EHZH,
FHHIEER "WEFH", IERESWIE (LN 3 £
FRIEATIR H A @ BN B EB KR GRS EHHIE
Ao RIBFEERE, IEESARR () 5 6 &% 2
R EN—FHEFEH, RETEEN ETHIFRH
BEZELS. MRREFERMOECHEXLHEL, EERIA
ANAYE LR ERREEEHEFETHNEL HmHE
ARZH—H (KEHFREAB)  FEZREBF AL
B3, MTHBANBRLDEITHILEREEN, IE
BREpERL (CFRREBAE) . RELTHIBFAR
KIEFSHRES DIFFRRANZERRERNHATHRE,
EH IR AL,

IESSERAXM AT RRANERN EENBE &
HFNWH ERETANEESR (BB IEEAAEERX
ARHETHERFELTZEEIR)  ETHBRBAIE
PR R E R R R AT S E M XA R RN, Tk,
ERERHATRE, URERFRRIHNYSREN ST

Bk

IESSfTBURHEEGAILT 2017 £ 7 B 13 BARMN—MX
T ATHEUTHIEETR) RHTIRE, REHY
%, EEEBHBERBERSTHALTHTOR, M8
XETRVEBEESIEESMREENERATEN,
X TEEBHNRERREREE LIFN.

BEILESMNARRTFYHT GESS5HEES) BEE
ArZMER, FENTRHAELESEABAATE, S
5&H.

ESIENE, TESENERAAEEHERZT, K
& () % 6 %% 2 KAMAEN— &K HKEH L
ThEVHEERNATEERXHBEELS, SKE 8 %
RWE A EOMOE, RIRREKAE Fi Lid a9
EXH. RENER, EERTHEDELTEVKRER
ZHERER . (1) ZETeVIERBARTMRNA
E, FAERTHBATEAERBBELAIERER ) (2)
Z WA ETIESRINARBE AT EFNZ ST .

Regulatory & Compliance 2017 £ 5 B B HBTIR & RRIA %L
MTHNTIERESHOFEEAREEREME TEN., 7
BEEAAARTRENRF, EFRIRFEXLLE
FREIRENIREF B IERRE TR, fRIARRIES


http://www.sfc.hk/web/TC/files/ER/PDF/SFC%20Regulatory%20Bulletin/SFC%20Regulatory%20Bulletin_Jul_TC.pdf

J M L

BT ENNBRGFENEDD, BETHTACEEE
RERINE.

HKEX Published Results of its Latest Review of Listed
Issuers’ Financial Reports
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The Exchange recently completed 2017's Financial
Statements Review Programme (the "FSRP"), a report
detailing compliance with the disclosure requirements of
the Listing Rules, accounting standards and relevant
disclosure requirements of the new Companies
Ordinance. The FSRP found, with the exception of three
cases, that there were no significant breaches of the
requirements that would "render the financial statements
misleading, require their restatement or warrant
disciplinary action"”.

The report focused on a number of key areas in financial
disclosures where there is room for improvement:

1. Providing management commentary that is
useful for investors — such information should
be ‘"clear, understandable and entity-
specific”.

2. Rigorous assessment on impairment of
assets — It is the responsibility of directors and
senior management to perform proper analysis
and exercise judgement to assess the
reasonableness of key assumptions applied in
impairment testing, and they should not rely
solely on professional valuers or other experts.

3. Disclosure of judgements and assumptions in
determining control or significant influence —
issuers  should disclose "significant
judgements and assumptions" made when
determining the degree of influence they
have over another entity.

4. Impact of applying key HK Financial Report
Standards (HKFRSs) in issue but not yet effective
— issuers should consult professional
advisers regarding key HKFRSs, as they are
expected to disclose more entity-specific
information in their financial statements about
their application. Furthermore, issuers should
keep up to date on new International Financial
Reporting Standards (IFRS). The
implementation of new standards may require a
significant review and assessment of existing
contracts and financial instruments.

5. Segment reporting — issuers should

ensure that the segment information
disclosed in their financial statements are
consistent with the segment information
in the Management Discussion and
Analysis.

6. New auditors' reporting — any significant audit
matters disclosures made by auditors in the audit
report should be "on the basis that those matters are
already disclosed by the issuers".

For a financial report to be effective tool of communication,
the information provided should be "relevant, material and
entity-specific". Furthermore, issuers should remove
irrelevant and immaterial disclosures. The HKEX
recommends that directors and other responsible persons
take note of and keep up to date on the issues discussed
in the report and further changes to the Listing Rules.

Aside from financial reporting, issuers should also remain
aware of the increasing importance of non-financial
performance disclosure, which consist of environmental,
social and governance ("ESG") reporting. It is paramount
for listed companies to disclose such information to
stakeholders in order to build trust and accountability, and
ensure that stakeholders have sufficient information vis-a-
vis their investment. Domestically, ESG reporting is
incorporated in the Main Board Listing Rules (Appendix
27) and the Growth Enterprise Market ("GEM") Rules
(Appendix 20). According to Main Board Rule 13.91, there
are two levels of disclosure obligations: comply or explain
provisions, and recommended disclosures. Issuers are
obliged to state whether they have complied with the
provisions, and, should they opt not to disclose on certain
provisions, their reasoning for not doing so.

Moreover, it is recommended that issuers seek to
also comply with international ESG standards to
ensure that they provide investors and shareholders
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with sufficient and comprehensive disclosures. The
most commonly used ESG report standards are the
GRI Guidelines. When preparing their ESG report,
issuers should look at both Appendix 27 and the GRI
Guidelines in conjunction to provide stakeholders with
the optimal degree of disclosure. In fact, companies
which primarily use the GRI Guidelines as their
standard for ESG reporting are well placed to meet the
disclosure requirements of the HKEX, as both
standards are very similar. Doing so will stand issuers
in good stead in the eyes of stakeholders and the
HKEX by ensuring a high level of transparency and
trust.

BXAZPRITEASE AL Y 2017 £ & (WM ESMERFHEIE )
(FSRP) . ZR&EFAHEMEYHNUYSHREFTENE
(ERANY MIKEER. STENMEF (As%E)
MHEXIKTEE K. FSRPIERE, HEZEZRMF, MEHRE
AEFEEREXER, SEWMEREBOAE AN EREK
™, BEEREFHR, N EXAR) WROKELE
g1 i

ZIREERT VM SHBEAXBRE . EUTHE, HEX

E538)

1. ARFZFERH/FBRENHEERW  EEZWY
HEGAVAKERAMME, FEEREW, =
BT

2. WHESABREHTREE  EZRSERRRE
DTS AR XS, B RE = RENTE R
MXBRENGEMN. B ERZS55ERNT
ERBE LN IMIAR BT LA RBEL.

3. ERRESHMNKE  ARTATAZEXNH
TXRERF UL EAZWNEAL, &

TARZBRKBEHLAENERRESHHERL.

4. RHABAXHEEREBRNEIEUSRERE
(HKFRSs) FraRiI®m : £ TERTABTE
T EkEPRMIKE EL5 KT ALRERE
EXHER, EAANBREITEMSKRERE
(HKFRSs) &FigE e, B, kT ANEB
BMNERY SR ERE (IFRS) . KHEHIR
ATRFENEITINEENERSR T RA#ITE
REWRIFE.

5 LK : KT ARSNEEENNAWED
ES, FRRUSKRERPNIEERERET

XUEFRESEERNIES DM (MD&A) B
ER—H.

6. FEIHRE : WHRET, RHANE—EAH
HETHTRBOER AERERHEGA
ik B

MERERZEARTAERAEZZBH—NERAZR
TH., IREABFFEEMAXMN, EXM, BEHNEX
AR . W TAMXBOLEERBXHFI, B
RITATREE. BXMENEFUEAXATALL
FIREPREOEB, FRIGE (LT A&

T,

B EREZIN, RTARTEIRCVIEYSITE
ERKE (ARE #H2ITESERRSE) (ESG)
TRAHER. LTV EFREBRMENLIKE LR
EEHFRIEEEAERDNERMERARR, XNRES
LWAINTEUEFTEREEER. ESC REAEHE
FERMN (Bf3x 27) XE eIk BN (M 20)
. R ETHL 13.91 AEBNMEEAIIKEXS ¢
"B RRENR W ERERE. RITAR
XEHAHRARELBT THEXKERR, BMRER
FEFREFENESFNK, BTRRAREA.

A, BUERTAENERER ESG o, MRIER
SRR AEURRFEENARTEETE. RAFL
f9 ESG iR &Hn MR GRIES]. #EA® ESCIRERN, &
TARIZIRERM % 27 454 GRI J551HIKE, AME
KXMBALRERMEENELS . KBFEL, BT GRI I8
SISECRPrEM R 27 AR BN E T EEF L, Fith
WinRix#HF GRI 5511E4 ESG iREWBENIAE, HE
RAEELEZRNARE T KXW ERR, tlvE
BE EREWHORSHTRYE, M TRIEAGEENSE
BRAFAERGEN. XERKZRUEBXIMEAL
BREFEHAH,

SFC and AMF sign MoU on France-Hong Kong
Mutual Recognition of Funds
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The Securities and Futures Commission (SFC) and
the Autorité des Marchés Financiers (AMF) have on
July 10, 2017 signed a Memorandum of
Understanding (MoU) on France-Hong Kong Mutual
Recognition of Funds, which will allow eligible Hong
Kong public funds and French UCITS funds to be



distributed to retail investors in each other’'s market
through a streamlined authorization process.

The MoU is the first agreement between Hong Kong
and a member of the European Union which
establishes the regulatory framework for distribution
of eligible Hong Kong and French funds, which
currently include general equity funds, bond funds
and mixed funds.

Mr Ashley Alder, the SFC’s Chief Executive Officer
commented that this new cooperation framework
opens up the opportunity for Hong Kong funds to be
sold in one of the leading markets in the European
Union.
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