Part B Consultation Questions

Please indicate your preference by checking the appropriate boxes. Please reply te the
questions below on the proposed change discussed in the Consultation Paper
downloadable from the HKEX website at: . -
‘hitp:/fwww.hkex.com.hkigng/newsconsul/mktconsul/Documerits/cp2017062.pdf

Where there is insufficient space provided for your comments, please attach additional
pages.

2.

‘Bo you agree with the proposal'to re-pos:tlon GEM as a stand-alone board and hefes

remove the '‘GEM Streamlined Process for GEM Transfers and re-introduce the
requarements to (a) appoint @ sponsor to conduct due diligence for: GEM Transfers,

and (b) publish a “prospectus-standard”’ listing . documerit such that GEM Transfer
applications are treatéd as a new listing. application (without requiring the appllcant to.

conduct an offering)?
O Yes

M No

Please give reasons for your views.

[One of the purpose of the GEM Streamlined Process for GEM Transfers is to encourage the
Small and Medium Size Enterprise ("SME") to grow and so as to further facilitate a healthy
business development. Therefore, abolishing the streamlined approach will further discourage
the growth of the SMEs. In addition, the HKEx also needs to consider the inconvenience. from
the transfer of GEM issuers to get listed in Main Board as discussed in Discussion Paper on
GEM as published by the HKEx in January 2006. An issuer had to delist from GEM and apply
as a new candidate to the Main Board, and once listed on the Main Board, the issuer, without
receiving prior waivers from the Exchange, could not issue new shares for six months nor could
the controlling sharehiolder dispose of shares for six months according to Main Board Listing
Rules 10,07 and Rules 10.08.

In addition, the HKEx Listing Division should be résponsible for quality assurance of the GEM
companies that a-Strictér assessment process should be applied so as 10 ensure the Main Board
|Candidate to be transferred from GEM in future meégts the relevant corporate governance and
quallty as well. It is much more effective compared with simply abolishing the "stepping stone"

positioning,

Therefore, we believe a new prospectus is not required to be submitted during the transfer
process when HKEx and the sponsor was supposed to assess:the:accruacy and tristhfilness of
these information during the GEM listing stage, Rathér, we believe they only fieed 10, appoint
sponsor to assess the updated information which forms material dmcmpancms with th
prospectus during GEM listing process.

Do you agree with the proposal to require all GEM Transfer applicaniZ o have &)/




published and distributed at Jeast two full finaricial years of financial statements after
their GEM listings; and.(b).not been subject-to any-disciplinary investigations by the
Exchange in relation to 3 serious bréach or potentially serious breach of any Listing
Rulés for 24 mohths befors they can be considered for a GEM Transfer?

(J Yes
No

Please give reasons for your views.

Although we disagree with the proposal of abolishing the streamlined process, we believe the
GEM transfer applicants are required to submit both at least two full financial years of financial
statements after a GEM listing (instead of the current requirement of one full financial year of
financial statements). It is because it is one of the factor to determine the suitability of the GEM
transfer applicant to get listed in Main Board.

However, we believe it is not necessary to submit (b) has not been subject to disciplinary
investigations by the Exchange in relation to a serious breach because it is not determined
whether it affects to suitability of the GEM transfer applicant to get listed to Main Bqafa? !
Rather,we suggest the HKEx only requires the GEM transfer applicant to file the digéfiHnacy;
invesligations record for HKEx's consideration.




Do you ‘agree with !,he:_,propqsa{._tg retain the current track record requirement under
the GEM Listing Rules (i.e. two financial years)?.

M Yes
0 No

Please give reasons for your views.

| We agree that the current track record requirerient is sufficient to assess the suitability of
GEM listing applicant in terms of financial status wi thout reducing the‘attractivéness of GEM
hoard towards the SMEs to ge| listed.

Do you agree with the Proposal to retain the current practice of not requiring a GEM
applicant that can mest the Main Board admission requirements to list on the Main
Board instead of GEM?

Yes

O No

Please give reasons for your views,

We believe it is appropriate because it belongs 16 corporaits decision on listing tiat-the HKEx
should not intervéne its decision.

Do you agree with the proposal to increase the Cashflow Requirement from at least
HK$20 million to at least HK$30 million?

M Yes
O No

Please give reasons for your views, We invite suggestions on other potential
quantitative tests for admission to GEM.
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There i$.a need 10 updqle such cashflow requirémients to meet current market situation. Given

that g majority of"existing sampled GEM issuers sol net operating cash flow before changes in
working capital mgets HK§30 million. It is appropriate to'set the mininrum net operating cash
flow before changes in working capital is appropriate.

In addition, we recommend to adopt operating cash flow ratio below in order to ensure both
liquidity and also credit status of GEM issuers as weil.

Formula: Operating Cash Flow before changes in working capital / Current Liabilities

This can be subject to further discussion and revision from the HKEx accordingly.
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Do you agree with the proposal to increase the minimum market capitalisation
requirement at listing from HK$100 million to HK$150 million?

M Yes
O No

Please give reasons for your views.

Low minimum market capitalization is one of the causes of lacking an open market where
most shareholdings are concentrated on a small group of shareholders. Raising the threshold to
50 million would not be too burdensome to most companies and can enhance the quality of

GEM applicants.

Do you agree with the proposal to increase the post-IPO lock-up requirement such
that controlling shareholders of GEM issuers:

(a) cannot dispose of any of their equity interest in a GEM issuer within the first year
of listing; and

(b) cannot dispose of any interest in the subsequent year that would result in them
no longer being a controlling shareholder as defined under GEM Listing Rule

1.01?
M Yes
0 No

Please give reasons for your views.

We agree that the extending the lock-up period is crucial for investor protection. GEM Board
should be a platform for developing business instead of speculation. We echo with the view
that the proposed two-year post-IPO lock period can suppress the intention of Creatngshett

comipanies. ]
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Do you agree with the proposal to introduce a mandatory public offering mechanism of
at least 10% of the total offer size for all GEM IPOs?

Yes
[0 No

Please give reasons for your views,

[The introduction of mandatory public offering mechanism can broaden the sharéholdér base 10
ensure there is an open market for securities listed on GEM Board, The problems of market
manipulation and volatility are expected to relieve. 10% public offering requirement is not
onerous when compared with ChiNext. It is likely that there would be sufficient public demand
because investor confidence in GEM issuers will improve with thc new mechanism. -

Do you agree with the proposals to align the GEM Listing Rules on:

(a) placing 1o care connected persons, connected clients and existing sharéholders,
and their respective closg assdciates with thase under' Appendix:6 fo the Main
Board Listing Rulgs and Guidance. Letter HKEX-GL85-16 "Placing to connected
clients, and existing sharehoiders or thelr closé dssociates; unider the Rides'

and
M Yes
0 No

Please give reasons for your views.

Weagrée with the proposed-alignment with the Main Bodrd iri order to better protect
GEM shareholders. |
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(b) the allocation of offer shares between the public and placing tranches and the
clawback mechanism with those in Practice Note 18 to the Main Board Listing

Iy Rules?
4
M  Yes
[T No

Please give reasons for your views,

[To improve the quality of GEM Board, we support aligning the ]'J‘rz'ic'[fc!a_ﬁof-allo'ueﬂihg
offer shares with the Main Board.

10. Do you agree with the Propasal to increase the minimum public float value of
securities from HK$30 million to HK$45 million?

M Yes
0 No

Please give reasons for your views.

As previously stated, we agree with the proposed increase in the minimum market
capitalization. It is reasonable to have the Proportionate increase in the minimum public floa
value by 50% as well,

11. Do you agree with using the Profit Requirement to determine eligibility to list on the

Main Board?
M Yes
O No

If not, what alternative test should be used? Please give reasons for your views,
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12,

13.

14.

If you agree to retain the Profit Requirement, do you agree that the current level of
profit under the Profit Requirement should remain unchanged?

M Yes
O No

Please give reasons for your views.

We agree with the Listing Committee’s view that there are no compelling reasons to change the
current level of profit under the Profit Requirement. The Profit Requirement aims to provide
grounds to ensure thal the campany has béen effectively operated with healthy pro fifability.
The size.of profits may be limited by lack of capital instcad of issucs relating corporaie
governance or business plan. Therefore, the emphasis should be placed upon track recerds over
a sufficiently long period of time instead of the size of the profits. The current size of the three
year-apgregate profit requirement is also at similar levels with the other major markets.

Do yoii agree with the proposal to increase the minimum market capitalisation

requirement at listing for Main Board applicants from at least HK$200 million to at
least HK$500 million?

0 Yes

M No

Please give reasons for your views..

The minimum market capitalization requirement at listing for Main Board applicants should be
increased to at least HK$650 to HK$700 million, According to the statistics provided in the
consultation paper, the proposed HK$500 million minimum market capitalization is still less
than half of that of the NYSE (HKS 1,552 million) and NASDAQ Global Select Market )
(HK$1,242 miliion), The proposcd lével is.also significantly short of SGX's HK$843 milljoa. It
is therefore suggestéd thial the minimum market capitalization requirement should be ffite
raised to keep up the quality and competitiveness of Hong Kong’s premier exchiangy

board..

Do you agree with the proposal to proportionately increase the minimum public Tioat
value of securities for Main Board applicants from HK$50 million to HK$125 million?

(O Yes
M No

Please give reasons for your views.
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As we are of the view in'Q13 abové that the minimum market capitalization requirement should
raise to HK$650 to HK$700 million, the minim public float value should be adjusted to
HK§162.5 to HK$175 million accordingly. Regardless of the final minimum market
capitalization requirement level adopted by the HKEX, we agree that the public float should
maintain at 25% of the market capitalization.
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15. Do you agree with the proposal to increase the post-IPO lock-up requirement such

16.

that the controlling shareholders of Main Board issuers:

(a) cannot dispose of any of their equity interest in a Main Board issuer within the
first year of listing; and

(b) cannot dispose of any interest in the subsequent year that would result in them
no longer being a controlling sharehalder as defined urider Main Board Listing

Rule 1,017
J Yes
M No

Alternatively, do you believe that it is not appropriate to extend the post-IPO lack-up:
requirements for Main Board applicants, given that they are less likely to have the

characteristics identified in the 2016 Suitability Guidance: Letter because.of their larger
size and our proposal to raise the minimum market capitalisation reguirement to

HKS$500 million.

Please give reasons for your views,

We agree with the alternative proposition. The phenomenon of extensive sclling of GEM-listed
shell companies have not been observed in the Main Board so far, This is expected to be even
rarer on the Main Board after raising the market capitalization requirement significantly. The
overall adverse effect would exceed the favorable outcomes should the lock-up period be
further extended. It is not necessary at this stage to revise the lock-up period.

Do you agree that the proposals for the Main Board should be considered
independently irrespective of the outcome of the proposals for GEM?

M Yes
0 No

Please give reasons for your views.

The proposed changes to the Main Board were based relative to overseas major markets and
exchange boards instead of the GEM board rules. Therefore, the outcome of the GEM
proposals should not influence the proposals for the Main Board, Furthermore, since the GEM
proposals are aimed at repositioning GEM Board as an independent exchange board with i
own appeal and value, there is no reason to consider the proposals of Main Board and GE

Board collectively,

-End -
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