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Standard Comments: To be addressed when replying to our first comment letter 

Name of Company
:


Name of Sponsor(s)
:


Date submitted
:



Proof no. of Prospectus
:


Please address the standard comments below when you reply to our first comment letter.  Your reply to standard comment 1.1 should be shown as “SC1.1”

We will update the standard comments from time to time.  Please check the posting dates of the standard comments in the third column of this document to ensure that all standard comments posted from time to time are addressed.

	SC1.
	Preliminary
	Last Updated
	

	1.1
	Please provide the date on which the Reporting Accountants were formally engaged to prepare the accountants’ report for the proposed new listing.  If there was a prior professional relationship between the Reporting Accountants or other members of their group and the Company or another entity which may affect the independence of the Reporting Accountants, please also advise the nature and extent of the relationship, together with the relevant date.

	31 Mar 09
	Reporting Accountants 

	1.2
	To enable publication of listing-related documents through HKEx-EPS, the Company should register to use Exchange’s e-submission system (“ESS”) as soon as possible.  Details of the registration process are set out at www.esubmission.hkex.com.hk. Please contact our ESS hotline on 2840 3460 for any question on ESS. 

	31 Mar 09
	Register for  e-Submission System



	1.3
	An issuer has to publish its annual results and send a copy of its annual report and accounts or summary financial report to its shareholders within the time prescribed in the Rule. This applies to a newly listed issuer whose listing takes place shortly after its financial year-end. The Company must ensure compliance with the relevant rule requirements, unless a waiver is granted.



	23 Feb 11
	Publication of first annual reports 

MB Rules  13.49(1) and 13.46{(1) or (2)



	1.4
	The sponsor(s) should ensure that the prospectus complies with the requirements of the Companies Ordinance. As the final version of the prospectus submitted for clearance may be different from the earlier drafts, the sponsor(s) should submit for bulk-print clearance:

(a) a revised New Listing (Equity) checklist Form 1.D for Main Board listing applicants and Form I.H for GEM listing applicants; and 
(b) a written confirmation from a legal adviser that the prospectus duly complies with the relevant Companies Ordinance requirements.

	31 Mar 09
	Prospectus requirements under Companies Ordinance



	1.5
	Under Practice Note 10 of the Listing Rules, unless the interim results have been included in the prospectuses, newly listed issuers should:

(a)     prepare and publish interim results where the deadline for publishing the results (i.e. two months after the interim period end) falls after the listing date; and

(b)    prepare and publish interim reports where the deadline for publishing the reports (i.e. three months after the interim period end) falls after the listing date.

For example, issuers with a December year end and listed on the Exchange in September 2011 are required to prepare and publish their interim reports for the six months ended 30 June 2011 if the interim results have not been included in the prospectuses.


	6 Oct 11
	Publication of Interim Report

	1.6
	Sponsors have obligations to oversee the IPO process, including waiver application.  As such, waiver applications should be from the sponsor rather than legal advisers.


	7 Nov 2011
	Waiver applications

	SC2.


	Disclosure Comments 
	
	

	2.1
	For issuer classification purposes, HKEx tracks, among other things, information regarding (a) the location of an issuer’s substantial shareholder or largest shareholder; and (b) the location of an issuer’s headquarter.  This information is often requested by the investing public, media, potential issuers and government bodies (both Hong Kong and others).
Please disclose to us and/or in the listing document the following information:

(a)    Largest Shareholder Information: tracing to the natural person level:

(i) the country where the largest shareholder is brought up or has lived in for a substantial period of time; 

(ii) whether the largest shareholder is or has been a full time government official of a country for a substantial period of time; if so, please disclose the name of the governmental body; and 

(iii) whether the largest shareholder is or has been a full time employee of a state / government-owned / operated entity for a substantial period of time; if so, please disclose the name of the governmental body.

(b)    Headquarter Address: Please disclose the place where major business decisions of the Company are made in the “Corporate Information” section of the listing document under the heading “headquarter”. 


	31 Mar 09
	Classification 

of issuers 

	2.2
	Please disclose the relevant details of the compliance adviser in the “Corporate Information” section of the listing document. Material details of the contractual arrangements between the Company and the compliance adviser should also be set forth under a separate heading in an appropriate section of the listing document, such as “Directors, Senior Management and Staff”.

 
	31 Mar 09
	Compliance Adviser 

MB Rule 3A.19 

	2.3 
	This standard comment was first published on 31 March 2009 and withdrawn on 12 October 2009.


	
	Companies Affected by Sichuan earthquake

	2.4
	Recent economic conditions in Hong Kong and abroad, including significant declines in stock market values, fluctuations in exchange rates, the availability of credit in global lending markets, corporate failures and a general deterioration in economic confidence, etc, may potentially have an adverse impact on the operations, financial performance, expectations of financial performance or financial condition of the Company and its subsidiaries and other operations.   Accordingly, please address:
 
(a) 
whether and the extent to which (if possible quantify) the Company’s assets / operations / business / profits / cashflow have been affected as a result, including but not limited to, the potential withdrawal of any banking facilities, early payment of outstanding loans required by banks, requests by banks to increase the amount of pledge(s) for secured borrowings, cancellation of orders, bankruptcy or default on the part of any customers and/or suppliers, etc.; 
 
(b) 
whether there is any need to update the current disclosure and financials in the listing document, including but not limited to, the “Summary”, “Risk Factors”, “Business”, “Financial Information” sections and the Accountants’ Report etc. given your response to (a);
 
(c) 
where the Company has made investments in the form of securities in other companies or investments in the form of financial instruments, further to your response to (b), whether there is any need to make any specific disclosure on the value of the Company’s investments in the form of securities in other companies or investments in the form of financial instruments which has been affected as a result;
 
(d) 
given the high volatility in the prices of raw materials and commodities recently, whether information relating to market prices, market trends and other relevant statistics as currently disclosed in the listing document (e.g. the “Industry Overview” and “Business” sections)  is sufficiently up-to-date to enable investors to appraise the Company’s latest exposure to such volatility and the consequential risk(s) involved; 
 
(e) 
 what are the sponsors’ views on the Company’s compliance with Listing Rule 8.21A, given your response to (a) ; and

  
(f) 
whether there is any other matter in this connection which needs to be brought to our attention.

	31 Mar 09
	Impact of recent economic 

conditions

	2.5
	The Listing Rules require new applicants to include in the listing document, among other information, a statement of sufficiency of working capital.  Paragraph 32 of Appendix 1A to the Main Board further requires the inclusion in a listing document certain information regarding a new applicant’s indebtedness, liquidity, financial resources and capital structure (the “Liquidity Disclosure”).  

Please enhance your Liquidity Disclosure according to the Guidance dated 21 July 2008  available at HKEx Website at:- 

http://www.hkex.com.hk/eng/rulesreg/listrules/listletter/documents/20080721.pdf.

 
	31 Mar 09
	Liquidity disclosure

App 1A, para. 32

	2.6
	Please disclose the appointment date of each director and supervisor (if any) in the “Directors, Senior Management and Staff” section of the listing document.

	31 Mar 09
	Director’s date of appointment

App 1A, para. 41

	2.7
	Directors’ biographies in prospectuses usually describe the universities or colleges they attended and the academic recognitions awarded to them. We notice that some universities or colleges described in prospectuses are accredited by accreditation bodies which have not been approved to grant accreditations by educational boards where those universities or colleges are located. Online courses appear especially susceptible to fictitious accreditations. 
If an individual’s academic recognition is disclosed in a prospectus, we expect sponsors to: 

(a)      check whether the accreditation bodies are authorised by competent authorities to grant accreditations. Otherwise, sponsors should advise issuers to remove references to the academic bodies from the prospectus or to disclose the fact that the accreditation bodies are not authorised to do so; and

(b)          ascertain whether the courses attended were long distance learning courses or online courses. If so, it should be specified as such.


	18 Sep 09
	Verification of accreditation of universities

App 1A, para. 41

	2.8
	(a)
Please disclose in the “Industry Overview” section of the listing document the following information:

(i) whether any research report(s) was commissioned by the Company or its connected persons and/or the Sponsor, and if so, disclose:  (1) such fact; (2) the fees paid by the Company; (3) the business, background and credentials of these research houses; (4) the parameters and assumptions used when these data or statistics were prepared; and (5) the basis upon which these statistics are reliable; 

(ii) the competitive landscape of the Company’s major products, e.g. the key market players and their respective market share, nature of competition, barriers to entry to the markets, and future opportunities and challenges to the markets; 

(iii) the market shares of the Company’s principal products including the source of the information and the estimation basis; and 

(iv) substantiate both quantitatively and qualitatively, the Company’s competitive advantages.
(b) The Company should ensure that the most up-to-date market information is disclosed. 
(c) Company should refer to our guidance on “Statistics and data quoted in prospectuses” available on our website at: http://www.hkex.com.hk/listing/staffint/GL8-09.pdf. 

	12 Oct 09
	Research reports quoted in prospectuses 



	2.9
	Please disclose material information about the Company’s environment obligations under law or other voluntarily adopted measures.  In particular, please disclose the following information in an appropriate section of the listing document:

(a) the annual cost of compliance with applicable rules and regulations during the track record period; and

(b) the expected cost of compliance going forward. 


	12 Oct 09
	Environmental Obligations 

	2.10
	If the Company’s business includes property development in the PRC, please address this comment.

The PRC laws and regulations contain restrictions regarding construction plans and development timeframe for land granted to property developers.  The Notice on Promoting Economization of Land Use issued by the State Council on 3 January 2008 further states the PRC Government’s strict enforcement policy regarding forfeiture of idle land rule.  In particular, a land idle fee equivalent to 20% of the land premium will be imposed if the construction is not commenced within one year, and the land may be subject to forfeiture if construction is not commenced within two years of entering into the land grant contract.  Even if the commencement of the land development complies with the land grant contract, the land will also be classified as idle land if the developed gross floor area is less than one-third of the total gross floor area of the project, or the expenditure is less than 25% of total investment, or suspension of development without government approval is more than one year.  
There are also recent press articles reporting that the PRC government has tightened the enforcement of the relevant regulations to property developers on forfeiture of idle land and land grant deposits resulting in some companies forfeiting their land and land grant deposits.  

Given the above and in respect of the Company’s land reserves, please disclose the following information in an appropriate section of the listing document: 
(a)
whether there is any impact to the Company given the tightened enforcement measures on property developers relating to regulations on forfeiture of idle land and/or land grant deposits; 

(b)
whether the Company has failed to comply with relevant PRC laws and regulations relating to the above, including breach of agreed development plans, payment obligations, construction timeframe or other terms under the land grant contracts which may lead to risks of forfeiture of idle land, land grant deposits or other penalty; 

(c)
the quantitative impact to the Company in relation to (a) and (b) above, where material; and 
(d)
whether there is any other matter which needs to be brought to our attention. 

 
	12 Oct 09
	Possible forfeiture of land and land deposits

	2.11 
	If the Company’s assets / operations / businesses are located in areas potentially affected by recent natural disasters, please address:

(a)
whether and the extent to which (if possible quantify) the Company’s assets / operations / businesses have been affected as a result of the natural disaster, including, but not limited to,  any loss of lives or injury; destruction of assets; or impact on supply of raw materials / operation of production process / sales of products, etc.;

(b) 
whether there is any need to update the current disclosure in the listing document, including, but not limited to,  the “Summary”, “Risk Factors” and “Business” sections and the Technical Review Report etc. given your response to (a); 

(c) whether and the extent to which (if possible quantify) the Company is or will be subject to any potential claims from employees / suppliers / customers etc. as a result of any loss of lives or injury; breach of contract etc. and whether and the extent to which (if possible quantify) such claims are or will be covered by  insurance; and 

(d) whether there is any other matter which needs to be brought to our attention.
	7 Nov 11
	Companies Affected by Natural Disasters



	2.12
	This standard comment is now consolidated into Annexure III which provides guidance on disclosure.

	7 Nov 11
	Risk concerning implementation of laws and regulations

	2.13
	Please provide for our record a breakdown of expenses relating to the offering charged by the respective parties, e.g. lawyers, financial advisers, reporting accountants, underwriters, valuers, etc., the nature of services provided and the respective amounts involved.  
	30 Jul 10
	Offering expenses

	2.14
	On 26 November 2010, the HKICPA issued HK Interpretation 5, “Presentation of Financial Statements – Classification by the Borrower of a Term Loan that Contain a Repayment on Demand Clause” (“Interpretation 5”). It mainly concerns bank term loans that contain a repayment on demand clause.  In substance, the interpretation means that these term loans, which may have been classified as non-current liabilities in the past, will be required to be classified as current liabilities. This re-classification might lead to a breach of the terms of the borrowings in specific cases. Interpretation 5 shall have immediate effect. If a change in classification is required, it should be accounted for retrospectively in accordance with HKAS. 
In light of Interpretation 5, sponsors are required to make due enquires with the Company to:
(a)     assess the impact of Interpretation 5 on the Company’s financial position or the terms of its  borrowings and confirm to us whether, in the opinion of the sponsors, the Company is still suitable for listing; and
(b)     consider whether any changes need to be made to the draft prospectus/ listing document and your confirmation of working capital sufficiency. 
 
	3 Dec 10
	HK Interpretation 5 issued by HKICPA

	2.15
	On 13 October 2010, the Listing Committee announced the Interim Guidance on Pre-IPO Investments (the “Interim Guidance”) available at: 

http://www.hkex.com.hk/eng/newsconsul/hkexnews/2010/101013news.htm.

 

If there is any pre-IPO investment in the Company which will result in the pre-IPO investors obtaining the Company’s shares not at IPO price, please disclose:

 

(a)              in table format, details of the pre-IPO investments including the name of each Pre-IPO Investor, date of investment, amount of considerations paid, payment date of the consideration, cost per Share paid by each Pre-IPO Investor and the respective discount to the IPO price, use of proceeds from the pre-IPO investment, shareholding in the Company held by each Pre-IPO Investor upon listing, etc.;
(b)             the beneficial owner and background of each of the pre-IPO investors and their relationship with the Group and/ or any connected persons of the Company;
(c)              basis of determining the consideration paid by each pre-IPO investor;
(d)             details of any special rights granted to the pre-IPO investors and whether all  special rights will be discontinued upon the Company’s listing.  If not, how the Company could comply with Rule 2.03(4) and the principles in Listing Decision HKEx-LD36-1, HKEx-LD-55 series and HKEx-LD59 series;
(e)             whether the shares held by each pre-IPO investor will be subject to any lock-up after listing and, with basis, whether the shares held by the pre-IPO investors are considered as part of the public float for the purposes of Rule 8.08;
(f)             if the pre-IPO investment is in the form of share-based payments, 
(i)              the accounting treatment of the pre-IPO investments; 
(ii)            the basis of the reporting accountants’ view on the accounting treatment; and 
(iii)      a risk factor, if applicable, on the future impact on the Company’s profit and loss;
(g)               the sponsor’s confirmation, with basis, that the pre-IPO investments are in compliance with the Interim Guidance;  and
(h)               if the pre-IPO investments are considered to be not in compliance with the Interim Guidance, what actions will the Company take to rectify the situation, for example:

(i)         deferring the listing date;

(ii)        whether shares offered to these pre-IPO investors will be amended to terms similar to those to cornerstone investors, e.g. the subscription price must be at the IPO price and no special rights are given to the investor by reason of his shareholding in the Company.

 
	13 May 11
	Pre-IPO Investments

	2.16
	If the Company’s business involves distributorship, franchising or consignment, please see Annexure II for guidance on general disclosure in listing documents.


	20 May 11
	Risk and disclosure of distributorship 

	2.17
	For all Directors and senior management, please disclose:

(i)         details of their academic background (e.g. level of education, major of studies) and professional qualification, including when (month and year) obtained and the granting authorities;

(ii)        the businesses/ companies which they were previously engaged in before joining the Company, their roles and responsibilities and period of services in the previous jobs; and 

(iii)        current and past directorships in listed companies in the last three years (or an appropriate negative statement). 

	17 Jun  11
	Directors and Senior Management  



	2.18
	For listing applicants with net current liabilities and/or negative operating cash flows for most of the track record period and/or with significant capital commitments and/or high gearing ratios and/or significant reclassification of long-term debt to current debts  as at the latest year/period end, please disclose in the listing document:

(i) 
the basis with specific reference to the applicant’s facts and circumstances, upon which the directors form the’ view that the listing applicant can meet the working capital requirements for at least the next 12 months from the date of the listing document under Rule 8.21A(1) and paragraph 36 of Appendix 1A to the Rules and, with basis, whether the sponsor(s) and the reporting accountants concur with the directors’ view. 
This should include, where material, the  relevant stress tests on the key assumptions underlying the directors’ view (e.g. average selling prices, major operating costs, timing of recognising revenue from projects, availability of banking facilities, etc.);
(ii) 
in the “Financial Information” sections, a detailed discussion of the management’s plans and expected source of funding, e.g. the availability of any undrawn banking facilities, to service the listing applicant’s indebtedness and capital commitments and to meet other known and reasonably foreseeable cash requirements; 
(iii) 
relevant details on the available facilities, including but not limited to whether these sources of funding are committed facilities without guarantee from parties outside the group (e.g. controlling shareholder); material restrictive covenants on these facilities without breaching these restrictive covenants based on its latest balance sheet position; and whether the recent global financial market volatility and credit tightening in the place where the applicant operates will affect its ability to  obtain external financing going forward ;
(iv) 
in the “Risk Factors” section a risk factor on the listing applicant’s net current liabilities and/or negative operating cash flow and/or high gearing ratios during the track record period; and 

(v) 
directors’ confirmation as to whether the applicant had material defaults in payment of trade and non-trade payables and bank borrowings, and/or breaches of the finance covenants (if any) during the track record period.

Where any of the above information is material, a summary of such information should also be in the “Summary” section.

	8 Mar 12
	Sufficiency of Working Capital

	2.19
	Where there are any post balance sheet events including share subdivision, share consolidation and declaration and payment of dividend, the sponsor and reporting accountants must ensure the information in the listing document is complete and accurate by confirming that proper adjustments and disclosure, if necessary, have been made in the listing documents and the accountants’ reports, including relevant financial indicators such as price earnings per share.  


	18 Aug 11
	Post Balance Sheet Events

	2.20
	Paragraph 28(1)(b), Appendix 1a to the Main Board Rules  requires the listing document to disclose the percentage of turnover attributable to the largest customer.  Similar disclosure is required of the percentage of purchase attributable to the largest supplier. 

When disclosing the respective percentages, it must be clear whether the percentages relate to the whole track record period or only for a particular period.

	28 Oct 11
	Percentage of the largest customer/ supplier

	2.21
	Please see Annexure III for guidance on risk disclosure.
	28 Oct 11
	Risk disclosure

	2.22
	All references to an “independent party” or “independent third party” in the listing document must be with reference to the connected persons definition under the Listing Rules. 

For example, an independent (third) party means: 

“an individual or a company who is not connected with (within the meaning of the Listing Rules) any directors, chief executive or substantial shareholders of the applicant, its subsidiaries or any of their respective associates.”  

	28 Oct 11
	Independent third party

	2.23
	Please see Annexure IV for disclosure relating to framework agreements.


	28 Oct 11
	Framework agreements

	2.24
	Main Board Rule 2.13 requires that (i) information contained in the listing document must be clearly presented and in the plain language format specified or recommended by the Exchange and/or the SFC from time to time; and (ii) the information contained in the document must be accurate and complete in all material respects and not be misleading or deceptive. In addition, Main Board Rule 11.07 sets out an overriding general duty of disclosure for the content of a listing document. 

The Company should refer to HKEx Guidance Letter GL27-12 when preparing the “Summary and Highlights” section of the listing document. 


	8 Mar 12
	Summary section

	2.25
	Other than those listing expenses which can be directly attributable to the issue of new shares and are required to be charged against equity under relevant accounting standards, all other listing expenses relating to services already performed should be charged to the income statement of the Company. Only listing expenses related to services yet to be rendered can be treated as prepayments.


	23 May 2012
	Listing expenses

	2.26
	Please include in the financial information section of the prospectus a summary of the key financial ratios (as in Checklist CF061M) of the Company during the track record period and a management discussion on the material fluctuations of these ratios.  The information should be set out in table format for clarity
	23 May 2012
	Disclosure of financial ratios in table format

	SC3.
	Administrative Matters
	
	

	3.1
	On 5 November 2007, the Exchange and the SFC jointly published a policy statement (“Joint Policy Statement”)   (see:  http://www.hkex.com.hk/news/hkexnews/071105news.htm) announcing the launch of a pilot scheme requiring a new listing applicant, including an applicant of real estate investment trusts or other collective investment scheme, to post an information pack (“Web Proof Information Pack” or “WPIP”) in the nature of a near-final draft prospectus on our website prior to the issue of its prospectus. 
We have revised the WPIP submission procedures (“Revised Logistical Arrangements”) on 30 March 2009.  Please see: 

http://www.hkex.com.hk/listing/prelist/wpip_Log.pdf.
According to the Revised Logistical Arrangements the sponsor(s) must have a valid registration for ESS for the submission of WPIP on behalf of the Company. We will inform you the ESS company code for WPIP submission (see paragraph C12 of the Revised Logistical Arrangements) when your case is close to hearing. 


	31 Mar 09
	WPIP-posting requirement

	3.2
	To enhance viewing and downloading capabilities of listing document information on the HKEx Website, please submit the electronic version of the listing document in the following format:

(a) through HKEx-ESS in single-file format (with bookmarks1 ). If the file size exceeds 4MB, the Company must submit a soft copy of the listing document on a CD ROM by mailing to the address below or by physical delivery to the Exchange:

Listing Operations Department,
Listing Division,
Hong Kong Exchanges & Clearing Limited,
10th Floor,
One International Finance Centre
One Harbour View Street,
Central,
Hong Kong

(b)     through HKEx-ESS in multi-file format. The size of each separated file should not exceed 4MB for Main Board cases.  

Note 1: See Appendix H of the User Manual Publication Related Matters (“ESS User Manual”) under the heading “Creating and Structuring bookmarks for PDF files” at:               https://www.esubmission.hkex.com.hk/public/login.aspx

	31 Mar 09
	Posting of listing document in single-file format and multi-file format on HKEx 

Website

	3.3
	Since 7 November 2007, the yellow application form has been amended such that the authorised signatories of CCASS participants are no longer required to sign in the appropriate box of the yellow application form.  Please ensure that the yellow application forms are updated accordingly. Please visit the HKEx website for the relevant circular issued from our Cash Clearing Operations to broker / custodian participants on 24 October 2007 setting out the amendments to the yellow application form at: 

http://www.hkex.com.hk/partcir/hkscc/cco/ce261_2007.pdf

	31 Mar 09
	Amendment to yellow forms

	3.4
	When interpreting the Main Board Rules, we expect directors of the Company and sponsor(s) when they decide to outsource the process of reviewing the IPO application forms to a third party service provider (say, a licensed share registrar) to conduct reasonable enquiries in relation to the service provider’s background, credentials, experience and the appropriateness of the scope of work performed in light of the codes of conduct applicable to the service provider’s trade.  Furthermore, where circumstances of the Company’s case warrant other considerations to be taken, directors and sponsors are expected to negotiate with the service provider for appropriate criteria for rejecting multiple or suspected multiple applications, instead of relying solely on the service provider’s standard practices.  Such reliance would not exonerate directors or sponsors from their responsibilities under Main Board Rule 10.09(1).   

The following measures are introduced to deter multiple or suspected multiple applications: 

(a)  The Federation of Share Registrars Limited announced in March 2007 a “Best Practice Note on Treatment of Multiple/Suspected Multiple Applications” (the “Best Practice Note”).  In particular, paragraph (3) of the Best Practice Note provides for the modification of the rejection criteria by agreement with the listing applicant and its sponsors. Please consult your share registrar for further particulars of this Best Practice Note; and

(b) The SFC, the Federation of Share Registrar Limited, the Hong Kong Monetary Authority, and the Hong Kong Association of Banks announced on 23 March 2007 measures regarding randomly masked identity numbers in the refund cheques. Please visit the SFC website for a full copy of the press release at:       http://www.sfc.hk/sfcPressRelease/EN/sfcOpenDocServlet?docno=07PR39

	31 Mar 09
	Measures against multiple applications 

MB Rule 10.09(1)



	3.5
	To ensure efficient administration and publication of allotment results: 

(a)   
please produce the electronic file of the allotment results for publication on the HKEx Website in accordance with the specifications as set out in Appendix F of the ESS User Manual on pages 103 to 110; 

(b)   where the Company’s IPO proposes to raise HKD1,500 million or more in the Hong Kong local offering, please include a “Search by Identity Card” function to facilitate searching of IPO allotment results on the Company’s own website; and

(c)     please disclose in the allotment results announcement that the results of allocations of offer shares are available on the Stock Exchange’s website at http://www.hkexnews.hk.


	18 Sep 09
	Publication of allotment results

	3.6 
	To expedite the IPO brokerage distribution process and enhance the operational efficiency of Exchange Participants, registrars and the Exchange, the Main Board Listing Rules allow the issuer to pay the IPO brokerage to Exchange Participants’ bank accounts via electronic transfer.

 

We strongly encourage the Company to distribute IPO brokerage to Exchange Participants via autopay for every successful IPO application.  To effect the autopay arrangement, the Company should submit a written request (using the sample letter attached as Annexure I) to Hong Kong Securities Clearing Company Limited (“HKSCC”) for releasing information in relation to the bank accounts of Exchange Participants in CCASS to it or its share registrar.  Please note that such a written request needs to be received by HKSCC at least 3 business days before the IPO start day (i.e. listing document date). 

 

If you have any queries, please contact Ms. Jennifer Hui on 2211 6271 or Ms. Veron Chan on 2211 6258 of HKSCC.    


	31 Mar 09
	Autopay of IPO brokerage 

App 8, para.7(2)&(3) 

of MB Rules



	3.7
	To help reduce paper consumption, if possible, please print copies of draft prospectus, submissions and other documents including PRC legal opinions on double-sided paper.


	12 Oct 09
	Print documents on double-sided 
paper



	3.8
	To allow the Exchange sufficient time to prepare the application for hearing by the Listing Committee, the final proofs of the listing document/ prospectus must be sent to us 3 clear business days (by 6:00 p.m.) before the expected hearing date (i.e. by 6:00 p.m. on Monday for hearing on the coming Thursday). There will be no hearing of the application for the week if this requirement is not followed. 


	3 Dec 10
	Final proofs of listing document/ prospectus

	3.9
	Main Board Rule 2.07C(1)(b)(ii) requires the issuer to submit to the Exchange for publication on its website a “ready-to-publish electronic copy of each of the prospectus and any application forms”. For compliance with this rule, please submit an electronic copy of each sample application form together with an electronic copy of the prospectus.

 

The use of sample application form is to avoid applicants from using a downloaded electronic application form for subscription purpose which may contain reproduction errors.  Please print a “SAMPLE” watermark (i.e. ghost text) or text to like effect on each page of the electronic-application form.  

Please also refer to question 12 of Frequently Asked Questions Series 13 at:

http://www.hkex.com.hk/eng/rulesreg/listrules/listrulesfaq/Documents/FAQ_13.pdf
	21 Jan 11
	Posting of electronic copy of each of the prospectus and application form

	3.10
	Starting from 12 August 2011, we will send our comments (excluding principal comments of SFC) through email to sponsors if email addresses are provided, in addition to fax and mail copies.  We will cease sending fax copies of our comments after 11 November 2011 unless sponsors request for faxes. 

SFC’s principal comments will continue to be sent through fax and mail.
	23Aug 2011
	Sending comment to sponsor via email


     ANNEXURE  I 

REQUEST FOR 

BANK ACCOUNT INFORMATION
BY FAX (No. 2815 9353)

[Date]

Hong Kong Securities Clearing Company Limited 
7/F Infinitus Plaza 

199 Des Voeux Road Central
Hong Kong

Attention: The Manager, Stock Admission Section

Dear Sirs

Re: Payment of IPO brokerage in respect of successful applications for shares in the listing of [Name of the issuer]
We write to notify you that the IPO brokerage in respect of successful applications for our shares will be paid to the Exchange Participants via autopay into their bank accounts designated for receiving IPO brokerage under the [Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong Limited/Rules Governing the Listing of Securities on the Growth Enterprise Market of The Stock Exchange of Hong Kong Limited].  
To facilitate the payment of the IPO brokerage, we request Hong Kong Securities Clearing Company Limited (“HKSCC”) to provide us and/or our share registrar, [insert name of share registrar where applicable], with information relating to the bank accounts of Exchange Participants designated for receiving IPO brokerage. 
In consideration of HKSCC agreeing to provide the requested information to us and/or our share registrar, [insert name of share registrar where applicable], we undertake 
(i) to keep and to procure [insert name of share registrar where applicable] to keep the information confidential at all times and not to use the information for any other purpose; 
(ii) to deal with the enquiries of Exchange Participants regarding IPO brokerage directly or through our share registrar; 
(iii) to indemnify HKSCC in full forthwith upon demand against all losses, damages, costs, fees and/or expenses that HKSCC may suffer or incur as a result of or in connection with HKSCC acceding to our request.  

We acknowledge and confirm that HKSCC shall not be held liable or responsible for any discrepancy, error, delay, failure or default in the payment of the IPO brokerage.

For and on behalf of 

[Name of the Issuer]

_____________________

Authorised Signature

Printed name of the signatory
:

Date



:

c.c. [insert name of share registrar]
Note:
A duly signed copy of this letter must be faxed to HKSCC at least three business days before the prospectus date and the original copy of which must be mailed to HKSCC immediately afterwards. 
Distributorships-risks and disclosure in listing documents  
Annexure II

1. Purpose
1.1 This document discusses the Exchange’s observations on the risks involving distributorships and gives guidance on how disclosure should be made in the listing document.
2. Relevant Listing Rules

2.1 Main Board Rule 2.13(2) provides that the information contained in an issuer’s document must be accurate and complete in all material respects and not be misleading or deceptive.  In complying with this requirement, the issuer must not, among other things:

(a)
omit material facts of an unfavourable nature or fail to accord them with appropriate significance;

(b) present favourable possibilities as certain or as more probable than is likely to be the case.
2.2 Rule 11.07 states that as an overriding principle, all listing documents must contain such particulars and information which, according to the particular nature of the issuer and the securities for which listing is sought, is necessary to enable an investor to make an informed assessment of the activities, assets and liabilities, financial position, management and prospects of the issuer and of its profits and losses and of the rights attaching to such activities.

2.3 The same provisions are found in the GEM Rules under GEM Rules 17.56(2) and 14.08(7) respectively. 

3. General disclosure in listing documents 

3.1 The terms distributorship, franchising, or consignment may cover a wide range of different business models. The use of these terms in a listing document is insufficient to convey the true nature of a new applicant’s business. Given that sellers may have different arrangements and degrees of control over their distributors, franchisees or consignees (referred to as “distributors” in this guidance), the consequential risks could be very different. An applicant must clearly explain in the listing document its business model to enable investors to understand how revenue is generated.   

3.2   
The Exchange expects sponsors to have performed sufficient due diligence work in relation to the fairness and reasonableness of sales to distributors recorded during the track record period and to disclose in the listing document:

a. the applicant’s different distribution channels and their total revenue contribution during the track record period;

b.
the degree of control over distributors, in particular,  with respect to compliance with the applicant’s pricing policy, sales and avoidance of competition between different levels of distributors;
c. the benefits of using the particular distributorship model and whether it is an industry norm;

d. whether the applicant’s relationship with the distributors is seller/buyer or principal/ agent;

e. the turnover rate of distributors and movements in the number of distributors during the track record period and reasons for the major changes; 
f. the amounts of sales to and goods returned from distributors during the track record period;

g. a discussion of the applicant’s revenue recognition and unsold goods return policies;

h. the principal terms of the distribution/consignment/franchise agreements such as:

i.
their duration;

ii. geographic or other exclusivity;

iii. the rights and obligations of parties involved;

iv. sales and pricing policies;

v. obsolete stock arrangements;

vi. goods return arrangements;
vii. sales and expansion targets;
viii. sales and inventory reports and estimates;
ix. any minimum purchase amounts;

x. payment and credit terms; and

xi. conditions for terminating and renewing the agreements.

4. Areas of concern: 
4.1   
Concerns arising from business models that involve sales of goods or services through multi-levels distributors are:

Inventory risk remains with applicant

4.2 While a sharp increase in sales during the track record period may indicate a vibrant business, there is a risk that these are artificially pumped-up sales unsustainable by an actual rise in demand from ultimate end-users. Goods may be shipped to distribution channels and not to end customers (channel stuffing). The excess inventory may be stocked in multiple warehouses and retail outlets throughout the distribution chain over which the applicant has no information and control, thereby making it difficult to determine and manage the amount of excess inventory.

4.3 A minimum purchase condition in the applicant’s distribution agreement with its sub-distributors may be translated into a risk of inventory accumulation. 

4.4
The presence of one or more features may require delay in revenue recognition: 

·     
the applicant retains significant risks of ownership although legal title has been passed to the distributors;

·     
sales to distributors on a “right of return” basis and payment is delayed or otherwise different from typical sales agreements;

·     
the applicant is required to repurchase the product at a price with adjustment that covers the distributor’s cost of holding the product, including financing; and 

·     
the applicant guarantees a minimum resale value.

4.5   
The sponsors and the reporting accountants must reasonably believe that the revenue recognition is appropriate in the applicant’s case. When making the assessment, the new applicant’s returned goods policy and the amount of returned goods must be examined.

Cannibalisation 

4.6   
An aggressive growth in sales can be achieved by sales made to a rapidly increasing number of distributors.  However, these distributors have to share the market and to compete with each others. Profits arising from royalty payments, if any, received from distributors for initial set up may not be sustainable as there are too many distributors in the market. 

4.7   
The sponsors must reasonably believe that the applicant’s revenue is not the result of cannibalisation among distributors. The turnover of distributors during the track record period, including the reasons for their termination or replacement must be carefully assessed and stated in the listing document to enable investors to appreciate the sustainability of the business. 

Recoverability of accounts receivables 

4.8   
Where a substantial increase in sales is coupled with a substantial increase in accounts receivable and debtors’ turnover days, issues arise about the recoverability of these receivables and the sustainability of the applicant’s business. 

4.9   
In light of a persistent increase in accounts receivables and debtors’ turnover days in the track record period, the applicant’s directors and the sponsors are required to provide their views with basis, on whether the applicant’s credit management policy is appropriate and the provisions for trade receivables are adequate. The listing document should include:

· a commentary on the recoverability of accounts receivable and the subsequent settlement of the balance as at the latest practicable date; and

· the impact of the increase in accounts receivable and debtors’ turnover days on the liquidity and cash flow of the applicant.

Independence of distributors  
4.10   
Goods may be sold to (i) distributors or sales representatives who were previously employees of the new applicant or (ii) sales partners who trade under the applicant’s name.  This gives rise to uncertainty as to the independence of customers and the authenticity of sales.
4.11
For instance, in one case, the applicant encouraged its employees to become its independent distributors during the track record period.  The Exchange raised concerns on the independence of these distributors. The sponsor confirmed, after performing its due diligence, that the sales to these distributors had been on normal commercial terms which were fair and reasonable to the applicant and consistent with the terms offered to other non-employee distributors, that no employees had acted as distributors while still employees and that it would cease this practice after listing.  Full disclosure was made in the listing document.
4.12   In another case, the applicant distributed its products either directly through its own sales representatives who were part-time employees or indirectly through its sales partners that were corporate entities using the applicant’s name in their trading.  Some of the applicant’s sales representatives or their associates also held equity interests in the sales partners.  The Exchange suggested that the applicant should clearly delineate its sales between the sale representatives and the sales partners.  

4.13
In addition to the general disclosure for applicants with distributorship models, the applicant’s listing document should contain: 

·   
the terms of the agreement with the sales partners, including conditions of use of the applicant’s name;

·   
measures to address the potential conflict of interests between the sales representative and the sales partners; 

·   
internal controls and corporate governance measures to monitor the applicant’s sales activities to detect potential abuses; and

·   
management of the sales partners using the applicant’s trading name and the associated risks that the applicant’s overall business could be adversely affected by improper use of the applicant’s name by the sales partners.

*****

Suggested Guideline on Risk Disclosure




  
Annexure III
Suggested guideline on disclosure:

General

1. The purpose of including a statement of risk factors associated with investing in a new applicant is to enable the readers to form an opinion of the investment.

2. The statement of the risks of the investment should focus on what the readers need to know, and how that information can best be presented to them.

3. The discussion should include the most significant factors that make the offering speculative or risky.  
4. If the risks are many, care should be taken to point out the most significant ones, or present them in order from the most to the least important in the “Risk Factor” section.

5. Instead of including the headings of all risk factors in the summary section of the listing document, more important risks should be elaborated in the summary section. 
Content

6. Each risk factor should be described in context so investors can understand the circumstances giving rise to the specific risk as it affects the new applicant and its operations or the securities being offered.  The Exchange believes a discussion of risk in purely general terms does not tell investors how the risk may affect their investment in a specific applicant.

7. The risk factors should focus on the risks, not the underlying facts.  There should be quantitative disclosure of the impact of the risks. Relevant facts should be fully explained in other parts of the prospectus and only referenced in the risks factors as applicable.

8. The discussion should not present risks that could apply to any issuer or any offering.  The inclusion of general risks would divert readers’ attention to the real risks.
9. The section must not include statements or views of directors that play down the risks of the investment.  Mitigating factors must not be included in the section.
Framework Agreements







  
Annexure IV

Applicants sometimes include long description of “framework agreements” or “master agreements” in their listing documents which may give an impression that they have entered into a legally binding relationship with customers, suppliers or business partners. However, the risk factor section or other sections of the listing document disclose that these agreements are not legally binding.  Such presentation is potentially misleading as it requires the investors to read carefully into the legalistic disclaimer language in the risk factor section or other sections of the listing document to fully appraise the nature of these agreements. 
Sponsors are reminded to observe their obligations to ensure that the listing document contains information that is accurate and complete in all material respects and does not omit any material information.

Suggested guideline on disclosure: 

1.  The term “agreement” or “contract” is generally understood to mean that a legally binding relationship has been established between the parties with regard to the performance of certain conduct.  If this is not the case, these terms should be avoided so as not to confuse the readers with other terms like “memorandum of understanding”, “memorandum of co-operation” or “letter of intent” which are generally understood to be non-legally binding between the parties. 
2.  Where an agreement is entered between the parties, there must be clear description of the extent to which parties are bound (e.g. whether the agreement merely binds the parties to further negotiate the salient terms of the agreement, without promise of agreeing on any terms; or whether it creates commitments that one party may enforce against the other party). 

3.  There should be consistent description of the agreements or contracts entered into by the applicant and its business partners throughout the listing document. 
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