Part B Consultation Questions

Please reply to the questions below that are raisad the Concept Paper downloadable from
the HKEX website at:

http://www.hkex.com.hk/eng/newsconsul/mktconsul/Doents/cp2017061.pdf

Please indicate your preference by checking theogpiate boxes.
Where there is insufficient space provided for yoamments, please attach additional pages.

1. What are your views on the need for Hong Kong teeek to attract a more diverse range of
companies and, in particular, those from New Econognindustries to list here? Do you agree
that the New Board would have a positive impact orlong Kong'’s ability to attract additional

New Economy issuers to our market?

Please give reasons for your views.

We agree that Hong Kong needs to attract a moersBwange of companies (in particular, those
from the New Economy industries) to list in Hongri§o The global economy has transformed
significantly over the past few decades since #taldishment of the Main Board and even GEM.
There have never been so many technology drivempani@as before, with many of them generating
revenue and profit at tremendous levels rarely mieskin companies operating in traditional
industries. Due to the growth risk profile of si¢dw Economy companies, in particular the higher
risks taken by founders or angel or venture capitadstors at the early development stage of such
companies, many New Economy companies have aduywRl structures to secure the control of
their founders and early stage investors. Theuaetares have been initially developed and have
become more commonly seen in the United Statestbedast several decades, but are rarely seen
in Hong Kong due to the restrictions in the curiesting regime in Hong Kong.

The existing Main Board/GEM have high sector cot@gions in traditional industries. This is
partly due to the fact that the regulatory regirhthe traditional Main Board/GEM have not been
able to accommodate the characteristics of the Bemnmomy companies. For examples:

* pre-profit companies and even profit making comganvhich do not have sufficient track
record period are generally not allowed to lisHiong Kong;

* companies with non-standard governance features @s\WVR structures) are excluded
from the list of potential listing candidates; and

» Mainland Chinese companies are not allowed to congkecondary listings in Hong Kong.

Given the typical profiles of New Economy companmany of them will not be able to satisfy the
requirements of the current listing regime. It baen and will continue to be a loss to the SEHK fo
such New Economy companies to choose to list eleeninstead of Hong Kong, simply because of
the existing regulatory structures. This is patady so when many of these companies have
managed to list on other stock exchanges succlsafid there has not been much evidence
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suggesting minority shareholder abuse or prejuditeng Kong, and the SEHK, cannot afford to
lose out in this global competition in attractingcoming, innovative, profitable and generally more
robust companies, to list on the SEHK.

Whilst we appreciate the concerns of the regulatorslation to sustainability and the equality
among all shareholders, such issues should notdgrnesumptive basis of any resistance against
attracting a more diverse range of companies tanlislong Kong as long as appropriate
measures/standards can be put in place or whesstorg have been warned accordingly such that
overly regulatory paternalism is unnecessary. ysdavestors are increasingly highly
sophisticated institutions who are able to undatsthe risks and benefits of investing in companies
with WVR, and often choose to do so precisely bseaf the benefits that WVR may provide to
certain types of companies, especially New Econoamgpanies.

As discussed above, established markets such ak NMN& NASDAQ in the United States have
accepted the practice and there is no reason fogHong to forgo such an opportunity to attract
New Economy companies in the era of globalizatiGther Asian markets are also moving to allow
the listing of companies with WVR and/or alternatoapital structures. For example, the
Singapore Exchange (“SEL”) recently announced ¢batpanies with dual-class shares that have
primary listings on developed market exchangesheae secondary listings on the SEL, and that it
expects to reach a decision on whether compantesWVR can have their primary listings on the
SEL by the end of 2017.

We support the New Board proposal and agree thaiutd be a good solution to allow companies
listed on the New Board under a different regulategime from the current listing regime for the
Main Board or GEM. Shareholders of companiesdiste the New Board can and should be well
apprised of the characteristics of the new regintepae-warned about the risk profiles of New
Economy companies (including those with WVR strues) such that there will not be any
allegation of prejudicial treatment of minority sélolders. In light of the foregoing, with the
supporting system catering for companies in the Eeanomy industries, we believe that the New
Board will have a positive impact on Hong Kong'slipto attract additional New Economy
companies to Hong Kong market.

2. What are your views on whether the targeted congmies should be segregated onto a New
Board, rather than being included on the Main Boardor GEM?

Please give reasons for your views.

As discussed above, we are conscious of the regylabncerns about issues such as sustainability
and equality among shareholders. As such, it wbaldhore appropriate to segregate New
Economy companies from the Main Board/GEM to ctidex potentially separate group of investors
and New Economy issuers with different charactesdtom companies in the more traditional
industries. This would avoid any confusion amamgestors as to which companies have traditional
governance features and which companies do natill klso help to avoid potential allegations of
unequal regulatory treatment among companies lmtetthe same board.



In any event, the current Main Board and GEM lgtamiteria, in particular, the financial tests, bav
often set a bar too high for many New Economy carngsat growth stage, which may have
significant potentials but have yet generated ehaegenue, profit or cash flow. The Main Board
already has about two thousands of listed compaoieprising mainly those in the traditional
industries. It will take time and effort to changgablished perception of the Main Board and GEM
as markets for traditional industries. The New8oaill also be helpful in setting reasonable
comparable valuations that more accurately reffeastor preferences and risk appetites, thereby
enabling more meaningful analyst coverage and arsalby investors.

3. If a New Board is adopted, what are your viewsrosegmenting the New Board into different
segments according to the characteristics describew this paper (e.g. restriction to certain
types of investor, financial eligibility etc.)? Shald the New Board be specifically restricted to
particular industries?

Please give reasons for your views.

We note that other international markets have abptultiple listing boards or differentiated
segments within listing boards as a means to tatie needs of different types of issuers. For
example, NASDAQ has three distinctive tiers: Thesday Global Select Market, The Nasdaq
Global Market and The Nasdaqg Capital Market. Alitjo the corporate governance requirements
are the same across all three tiers, the initarfcial and liquidity requirements for the Nasdaq
Global Select Market are more stringent than tliosthe Nasdaqg Global Market and likewise, the
initial listing requirements for the Nasdaq Gloharket are more stringent than those for the
Nasdaq Capital Market.

However, given the SEHK already has two existiegstthe Main Board and GEM and for the
following reasons, we do not believe that the NBavard itself should be further segmented into two
sub-boards (New Board Premium and New Board Proyaently proposed:

1. The New Board will likely take some time to build its market reception and investor base.
Having further segmentation within the New Boardl wieate further uncertainty and
unnecessary internal dilution for potential listcendidates and even investors. We believe it
would be more desirable to concentrate resouragpaiential listing candidates and investors
into one unified New Board, which should enhansesitccess rate from the launch.

2. There may not be enough good companies to be hstédio sub-boards, at least initially. At
the regional level, China’s New Economy has juské&d off and the size and quality of the New
Economy industries still take time to build. It ymake some time to produce a sizable number
of good quality companies as good listing candsl&ie the New Board. As a point of reference,
there are fewer than 150 Chinese companies liatdteiUnited States, among which New
Economy companies (e.g. the well-known internengizuch as Alibaba and Baidu) may only
account less than 1/3. Segmenting the New Bodtdgynificantly reduce the number of listed
companies on each sub-board.



3. According to the characteristics of New Board PRQaiibed in the concept paper, New Board
PRO may not be sufficiently attractive to listirgndidates and investors alike due to the
following factors:

(a) a market comprised entirely of professional inveswaill likely lack liquidity, which is a
current problem faced by NEEQ in mainland Chinlich targets a similar group of
companies;

(b) for small-cap and growth stage companies, listmglong Kong is too expensive considering
time and monetary costs for setting up the necgssareholding structure (e.g. putting a
red-chip structure in place in the case of PRC amigs), professional costs and fees. Ifa
PRC company chooses to issue H shares, CSRC apmoequired. Based on our
experience, listing expenses is an important fdotoall listing candidates, particularly for
small-cap companies. Such concerns will apply Bytalistings on the New Board so the
benefits of a listing on New Board PRO may not bemmensurate with the listing costs
incurred; and

(c) there is no proposal for a fast-track migration heegsm between New Board PRO and any
of the other boards, which will make New Board P&@n less attractive.

4. Taking NEEQ for example, it has not accomplishedask of providing financing to growth
stage small-and-medium enterprises due to thedBlifuidity and in some cases, the sub-prime
quality of the listed companies. The market alydaaks similar concerns with the existing GEM
and the SEHK should avoid creating another illigipidrd.

Instead of a further segmentation within the NevaiBip we suggest only having one tier at this stage
which focuses on the more established New Econampanies (with revenue but not necessarily
generating profits) such as the US listed Chineskrtology companies and the good quality
companies listed on NEEQ.

We don't think it is possible to restrict the Newdd to particular industries in an exhaustive
manner. However, HKEX may issue guidance or pgliager on the industries that it encourages to
list on the New Board from time to time.

4. What are your views on the proposed roles of GEMnd the Main Board in the context of
the proposed overall listing framework?

Please give reasons for your views.

We agree that the Main Board and GEM should coettodocus on established companies in
traditional industries with different risk profisompared with New Economy companies.

With the development of New Board, the market caudlve to allow an overlap between Main
Board/GEM on the one hand and the New Board owtifer hand in terms of industry coverage.
This would be akin to the NYSE and Nasdaq. Fonexde, Linkedln Corp. chose the NYSE partly
because it did not wish to be grouped with soattvorking sites.
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5. What are your views on the proposed criteria fomoving from New Board PRO to the other
boards? Should a public offer requirement be imposg for companies moving from New Board
PRO to one of the other boards?

Please give reasons for your views.

We do not consider that New Board PRO should kebéshed as a separate sub-board from New
Board PREMIUM. However, if it does, no matter whizoard a New Board PRO-listed company
migrates to, it should meet all the admission gatand other listing requirements of the relevant
board considering the relatively low entry requiegnts of New Board PRO and different risk
profiles of New Board PRO-listed companies.

However, the requirement to raise additional capitaa public offer is not necessary. Raising
additional capital is a commercial decision invotyiarious business and financial considerations.
This is also the case when SEHK considers revaksoters, where it only requires compliance

with new listing requirements but not public offegs. It would also seem unfair to the existing
shareholders of New Board PRO companies if the SER}Oses a mandatory dilution of their
shareholding simply because they are professionakiors. There is also no question of the
absence of conditions for an open market sinces#ue would have been considered at the time of
listing of the company on New Board PRO. We algterhere is no suggestion in the concept paper
that having an open market is a condition thatrégeilators would be prepared to give up in the case
of New Board PRO.

6. What are your views on the proposed financial ahtrack record requirements that would
apply to issuers on New Board PRO and New Board PREBUM? Do you agree that the
proposed admission criteria are appropriate in ligh of the targeted investors for each segment?

Please give reasons for your views.

As described above, we propose to not have segtimméand the current proposed listing criteria
for New Board PREMIUM should be more flexible téoal pre-profit companies that have sizeable
assets and business scale to list on the New Bappdlying the “equity with assets” test which we
observe on Nasdag.

If we have to have New Board PRO, we think the adian criteria should be comparable to that for
GEM with alternative financial tests (similar ta#e seen in The Nasdaq Capital Market) suitable to
certain New Economy companies (e.g., biotech comgaat R&D stage that generate no revenue at
all) or simply those set out in the concept paper.

7. What are your views on whether the Exchange shtibreserve the right to refuse an
application for listing on New Board PRO if it believes the applicant could meet the eligibility
requirements of New Board PREMIUM, GEM or the Main Board?

Please give reasons for your views.



There is no need to reserve such aright. To decsdd cause lots of uncertainty and
unpredictability in the listing regime of the Nevo&d. This will also inhibit interest from potealti
listing candidates in the infancy stage of the NBoard.

8. What are your views on the proposed requirement®r minimum public float and minimum
number of investors at listing? Should additional neasures be introduced to ensure sufficient
liquidity in the trading of shares listed on New Bard PRO? If so, what measures would you
suggest?

Please give reasons for your views.

We would suggest increasing the minimum numbehafeholders required to at least 200 or more.
Even New Board PRO companies must have a reasomainleer of shareholders to ensure
sufficient liquidity. This may, however, be diftitt as the board is only open to professional
investors only. This is also one of the reasong wé are of the view that New Board PRO should
not be established.

We consider that the current public float requiratador the Main Board and GEM are reasonable
and should apply to New Board too.

9. What are your views on whether companies listean a Recognised US Exchange that apply
to list on the New Board should be exempted from threquirement to demonstrate that they
are subject to shareholder protection standards equalent to those of Hong Kong? Should
companies listed elsewhere be similarly exempted?

Please give reasons for your views.

We consider they should demonstrate that theyubgst to shareholder protection standards
equivalent to those of Hong Kong regardless oftkehange it is already listed on. We, however,
view that the New Board may want to consider a $ifrag listing process for companies that are
already listed on an internationally recognizednexge and subject to sufficient disclosure and
shareholder protection standards that are equivatesomparable to those in Hong Kong.

10. What are your views on whether we should applg “lighter touch” suitability assessment
to new applicants to New Board PRO? If you are supptive of a “lighter touch” approach,
what relaxations versus the Main Board’s current sitability criteria would you recommend?

Please give reasons for your views.

Suitability for listing — key areas Relax or not

(1) suitability of directors and controlling No
shareholders

(2) non-compliances Yes




(3) deteriorating financial performance

performance of New Economy companies, in
particular technology companies (e.g. substar
increase in the number of users could be an
important indicator of business performance)

Suggesrakitive criteria to measure financia‘l

tial

(4) reliance on parent group / connected persg
/ major customer

DIdIggest taking into account the characteristic
growth stage life science and technology
companies, which may rely on parentco or mg
customers or suppliers during a key stage of t
early development (e.g. rely on certain hospite
or CRO company for pre-IND or IND work).
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(5) gambling

No

(6) contractual arrangements (VIES)

Yes

(7) reliance on unrealised fair value gains to
meet profit requirement

Profit requirement should not apply to listing
applicants for New Board PRO listing.

(8) Unsustainable business model

Suggest morataleron unique business
models

(9) Use of proceeds

Yes

(10) Future objectives and strategies

No

(11) Profit and revenue growth

Should not be ajgplie to New Board PRO
listing applicants

(12) Potential sunset industries

No

11. What are your views on whether the New

Board P® should be restricted to professional

investors only? What criteria should we use to defie a professional investor for this purpose?

Please give reasons for your views.

Based on the characteristics described in the

phleev Board PRO should be restricted to

professional investors only. As for the definitioh‘professional investor”, we would suggest using
the same definition as that used in Schedule heoSecurities and Futures Ordinance (Cap 571) and
Section 3 of the Securities and Futures (Profeasiovestor) Rules (Cap 571D). Again, we support

the proposal to establish the New Board but n

ot Beard PRO.



12. Should special measures be imposed on Exchampgaticipants to ensure that investors in
New Board PRO-listed securities meet the eligibilt criteria for both the initial placing and
secondary trading?

XYes

[INo

Please give reasons for your views.

For initial placing, yes. For secondary tradingnéy not be practicable to require the Exchange
Participant to do so given the time constraintdioe diligence before processing trading order, in
particular for individual professional investorsdh if a broker conducts due diligence when
opening an account for a client, it is too burdemsdor the broker to keep track of the client'disa
Again, this is one of the reasons why we do no¢agvith the establishment of New Board PRO.

13. What are your views on the proposal for a Finagial Adviser to be appointed by an
applicant to list on New Board PRO, rather than appying the existing sponsor regime? If you
would advocate more prescriptive due diligence reqeements, what specific requirements
would you recommend be imposed?

Please give reasons for your views.

We think the existing sponsor regime should appljéw Board PRO listing too. Professional
investors are unable to do their own due diligesnoe have to rely on disclosure in the prospectus or
listing document. Although they are presumablydygiositioned to exercise business judgement,
there is not much they can do if the informatiosctbsed in the listing document is wrong or
misleading. The sponsor regime should apply tomenthat disclosure in the listing document is
true, accurate and complete and not misleading.

14. What are your views on the proposed role of thieisting Committee in respect of each
segment of the New Board?

Please give reasons for your views.

The listing applications for New Board PRO shoulll Ise approved by the Listing Committee.
Delegation of Listing Committee’s power will undana investors’ confidence.

15. Do you agree that applicants to listing on Ne®oard PRO should only have to produce a
Listing Document that provided accurate informationsufficient to enable professional
investors to make an informed investment decisiomather than a Prospectus? If you would
advocate a more prescriptive approach to disclosurevhat specific disclosures would you
recommend be required?

XYes
[INo
Please give reasons for your views.



Since shares can only be placed to professionakioys, a prospectus is not necessary. In anyt,even
a lot of the information which is currently requdre® be contained in prospectuses is obsolete and
investors rarely refer to such information, if At a

16. What are your views on the proposed continuoussting obligations for the New Board? Do
you believe that different standards should applyd the different segments?

Please give reasons for your views.

We agree that companies listed on the New Boardldlemmply with the continuous listing
obligations applicable to Main Board-listed comgani

17. For companies that list on the New Board with &/VR structure, should the Exchange take
a disclosure-based approach as described in paragra 153 of this Concept Paper? Should this
approach apply to both segments of the New Board?

Please give reasons for your views.

Yes. The disclosure should be made prominentlgeitail and plain English to make sure investors
understand it. Given the customized nature of Ws#Rctures, it would be meaningless to create a
New Board unless the Exchange takes a discloswedgpproach.

18. If, in addition, you believe that the Exchangshould impose mandatory safeguards for
companies that list on the New Board with a WVR stucture, what safeguards should we apply?
Should the same safeguards apply to both segmentstioe New Board?

Please give reasons for your views.

The Exchange should not impose any mandatory safdgu The nature of WVR structures is that
they are often tailor-made and not every compapjiepthe same WVR structure. The US
practices also show significant variances and eménts in recent years. It would be impossible to
preempt every possible scenario and mandatory sarfdg, if any, will soon become obsolete as
new structures evolve over time. It will be moffceent to simply require such structures to be
disclosed fully and clearly.

19. Do you agree that the SEHK should allow compa@s with unconventional governance
features (including those with a WVR structure) tolist on PREMIUM or PRO under the
“disclosure only” regime described in paragraph 153f the Concept Paper, if they have a good
compliance record as listed companies on NYSE andd$DAQ? Should companies listed
elsewhere be similarly exempted?

Please give reasons for your views.

First of all, we believe that the companies alrelagtgd on NYSE or NASDAQ should be treated
equally as companies already listed elsewhere eT$t@vuld not be unequal treatment as the
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argument that the US has in place more robust agmylenvironment than other jurisdictions is
untenable.

Secondly, we believe that a New Board listing aggpit that has its primary listing in one of the 22
capital markets that FTSE and MSCI identify as “Bleped Markets” should be allowed to list on a
“disclosure only” basis. “Disclosure only” regimethe way forward and this should be applied
equally to all applicants.

20. What are your views on the suspension and deiigy proposals put forward for the New
Board?

Please give reasons for your views.

We agree with SEHK’s proposal.

21. Should New Board-listed companies have to megiantitative performance criteria to
maintain a listing? If so, what criteria should weapply? Do you agree that companies that fail
to meet these criteria should be placed on a “watdist” and delisted if they fail to meet the
criteria within a set period of time?

Please give reasons for your views.

We don't think it is practical to set such performa criteria. Financial figures, share price and
liquidity criteria could all be misleading and dotmecessarily reflect a company’s future
performance or potential. The listing status stidnd kept as long as a company is still solvene W
believe that this provides the best protectiorhi@resholders. We are open to placing such
companies on a “watchlist” and even with the SEH&king announcements about the fact that the
companies in question have been placed on a wstta@mlorder to warn potential investors.
However, they should not be delisted immediateypraut being afforded a reasonable period of
time for correction because of their failure to tn@etain criteria as it deprives the company of a
chance to revive or improve its business and tistieg shareholders of the potential to benefibfro
any such revival of business.

22. Do you consider that an even “lighter touch” eforcement regime should apply to the New
Board (e.g. an exchange-regulated platform)?

[IYes
XINo

Please give reasons for your views.

No, we don’t. Enforcement is crucial to protea thtegrity of the market and maintain confidence
of investors in the market and should not be loederirhe fact that Hong Kong lacks the active
shareholders activism and private litigation enviment as in the U.S. also supports the argument
for more vigilant enforcement actions.
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