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Corporate Finance Division Corporate Communications Department
Securities and Futures Commission c/o HK Exchanges and Clearing Ltd
35/F, Cheung Kong Center 12/F, One International Finance Centre
2 Queen's Road Central 1 Harbour View Street

Hong Kong Central, Hong Kong

Dear Sir

Re: Consultation Paper on Proposed Enhancements to the Exchange’s
Decision-Making and Governance Structure for Listing Regulation

On behalf of the Hong Kong Investment Funds Association (Appendix 1 for the
backgrounder), I wish to express our full support to the proposals as outlined In the
Consultation Paper (“"CP").

We believe that the launch of this Proposal is timely and imperative as there are
increasing concerns that the quality of the market in Hong Kong has dropped.
There are certain practices and developments (such as shells, prolonged suspension
of stocks, high concentration of ownership), which if left addressed, can steadfastly
undermine the core values and competitiveness of the market. Whlle some quarters
may opine that these issues should be dealt with on an issue-by-issue basis, we believe
that this would at best be tactical. What is needed is to address it strategically and
this is precisely what the proposed enhancements aim to take on.

By ensuring that all decision-makers congregate and deliberate within a well-defined
and transparent construct, the proposals can enhance the transparency and
accountability of the regulatory process, instill discipline into the deliberation process,
streamline the process; and most important of all, ensure that investor protection
would prevail over commercial or other considerations.

We are confident that the authorities will fully address the views/concerns raised by
the stakeholders, and come up with the necessary enhancements, We, representing
the buy-side community, would very much look forward to having the opportunities to
work with both the SFC and HKEx on initiatives that can further enhance the corporate
governance standards of Hong Kong.

We would welcome the opportunity to meet up to discuss the submission. I can be
reached or .

Sally Wong
Chief Executive Officer
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Consultation er on Proposed hancements to the Exchange'’s
Decision-Making and Governance Structure for Listing Requlation

The Hong Kong Investment Funds Association ("HKIFA") is an industry body
that represents the asset management industry in Hong Kong. Our members
are primarily traditional long-only fund managers and they manage authorized
funds, pension funds and other long-term funds/mandates. (Please refer to
Appendix 1 for the backgrounder.) Fund managers owe fiduciary duties to
the investors and they must at all times act in their best interests; and it is in
this context that we comment on the consultation paper ("CP").

HKIFA believes that while the CP Is a right step forward, it does not go far
enough. Ideally, in the best interests of investors and to provide clarity and
certainty about accountability, the task of vetting IPO should be vested with
the SFC. This will ensure that investor interests will prevail over commercial
or other considerations. However, this may take a long time for deliberations
and gestation.

Thus, from a pragmatic perspective, we believe that the focus should be on
how to finetune the proposals - which have provided a solid foundation - to
ensure that they can be implemented effectively to facilitate the achievement
of the desired outcomes.

Observations:

® In most of the developed markets, such as the US and UK, the gate-keeper
role is vested with the regulator, not with the exchanges. The proposals
put forward by the CP are in line with global best practices.

Some quarters pointed out that in certain jurisdictions, the IPOs markets
have dried up since the regulators take up the role of vetting. However,
take the case of US, similar to Hong Kong, in the last 15 years, it has been
in the top five In each of these years despite the fact that the SEC is
responsible for reviewing the IPO applications. Also, it is difficult to make
an apple-to-apple comparison because the types of listing applicants each
market attracts differ, due to geographic, historical and other policy factors.
Also, the humber of IPOs hinge on a whole host of factors and the approval
process is but one of the factors.

In fact, the fund space can throw light on how the market has fared under
a merit-based + disclosure-based regime. In Hong Kong, each and every
fund has to be approved by the SFC before it can be marketed to the
general public. However, despite this approach, HK has remained one of
the key centers that are able to offer the broadest range of funds (there
are over 2,000 authorized funds, spanning across the whole risk spectrum.)
Based on the experiences in the fund approval process, we note that SFC
is receptive to market views and are ready to work with the industry to
come up with a framework that is practicable and pragmatic. The launch
of the streamlined fund approval process late last year is testament to this.

P 1



Hong Kong Investment Funds Association

We do not see any compelling reason why this pragmatic approach cannot
be applied to the listing regime.  Ultimately, one must remember the SFC
has @ market development role, even though it is secondary to the investor
protection remit. This is best illustrated in the raft of initiatives that SFC
has spearheaded in the fund management space — MRF, alternative
distribution platform of funds, Open-ended fund companies... just to name
a few.

From a holistic perspective, aligning the regulatory approach for stocks
with funds is but a natural step to ensure a level playing field. If funds,
which are generally well diversified and have a range of stringent investor
protection mechanisms (oversight of trustees/custodians, segregation of
assets, and fiduciary duties to investors), have to be vetted by the SFC, we
do not see why a lighter approach should be adopted for stocks, which are
highly concentrated.

Having the regulatory structure and process right upfront is imperative and
much more effective than taking remedlal actions afterwards — robust
gatekeeping is paramount. There is only so much you can achieve
through enforcement (in fact, the Listing Committee acknowledges in its
report the limited number of tools and sanction powers it can avail to) and
ultimately when enforcement is invoked, it is belated as investors’ interests
have already been adversely affected. At best, enforcement can only be
seen as a last resort.

Cases abound which show that investor interests are not considered by the
management of listed companies. It is not uncommon that investors
(including institutional investors) cannot even gain access to the corporate
management, let alone have sway over the decisions of the listed
companies.

Reports and data (from the SFC regulatory forum -
http://www.sfc.hk/web/EN/ﬁles/ER/PDF/RFZO16/Panel°/0202_SpotIight°/o

200n%20Corporate%20Behaviour_r.pdf) in the past few years have
shown that there are certain practices which have become more rampant
(e.g. shells, backdoor listing, reverse-takeover and prolonged suspensions)
and they are increasingly becoming a cause for concern. To attract
pension funds and other long-term investors, it Is important that the
framework is buttressed so that it can effectively and readily address these
issues and other potential challenges.

Quantity of the IPOs is for sure an important metric for an international financial
center and investors’ definitely would like to have more choices, but to be
sustainable, quality of the IPOs Is of equal, if not of greater importance. We
hope that SFC and the HKEx have the commitment to implement the proposals
outlined in the CP as soon as practicable; so as to maintain the integrity of the
market; and ultimately, to ensure that investor interests are adequately
protected. (End)
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HKSFC/HKEx Joint Consultation on Listing Requlation - Proposed enhancements:

The Hong Kong Investment Funds Association believes that the Proposals detailed in the CP provide a good starting point. But the
authorities may wish to consider enhancing the Proposal as follows:

Proposed enhancement

Rationale

Issues of Suitability and policy implications (S/P cases)

Per the consultation paper: {The Listing Regulatory Committee will decide on
those day-to-aay listing matters concerning individual new listing applicants or
listed Issuers that have suitabllity concerns or broader policy implications. This
will ensure that important flisting decisions are aligned with the overall policy
direction set by the Listing Policy Committee}.

Consider setting a transition period after finalization of the rules, say 12-18
months, during which the Listing Department (LD)) and SFC will, upfront,
work together to determine whether a case triggers S/P. The process can
work as follows:

For each application, the LD will make recommendation to the LRC as to
whether it is an S/P case or not. LRC will opine on this recommendation
within a short time frame. And if LRC determines that it involves S/P, it will
take it up. For cases that are deemed as non-S/P, LRC will pass them back
to the Listing Committee (LC) to do the regular review.

As applications are time sensitive, it is imperative that there should be close
co-ordination between LD/LC and LRC to ensure that cases can be handled
in the earliest instance. A clear timeline/turnaround time should be
provided to enable issuers/sponsors to plan ahead.

® Various quarters have expressed concerns
about the lack of clarity and guidance about
what would constitute S/P. The transition
period will facilitate the issuers, the industry
and LD/LC to better understand the
expectations of the authorities and the criteria
being adopted to determine whether a case
triggers S/P.
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The duration of this transition period (whether it is 12 months or more) will
primarily hinge on when the LD and the LC feel they have a better handle
about what constitute S/P.

At each LRC meeting, three members of the LC would join as observors.
They can provide technical and professional inputs, but would have no
voting power. Since there are 27 LC members (excl. the HKEx CEO), this
means that each LC member will take tum to join the LRC meetings once
every 2-3 months. After 12 months to 18 months, each LC committee
would have sufficient opportunity to participate in the process to understand
the requirements and criteria for S/P.

As there are concerns that LC will be
marginalized, this approach will in fact
engender more, not less, participation by LC
members. It can also foster more
communications between LRC and the LC,
which is conducive to the approval process.
It will also enable the LRC to tap into market
expertise more extensively.

Listing Requlatory Committee (LRC)

Consider expanding the composition of the LRC to include representatives
from the following sectors (say via the relevant industry bodies): legal (1
representative); accounting (1) and investor (1-2).

The SFC CEO should have the casting vote.

To broaden the membership base so as to tap
more market inputs and expertise.

This is in line with the current structure, under
which SFC has the veto power. Also, this will
avoid deadlock in the meetings.

Listing Policy Committee (LPC)

The proposed composition of the LPC is sufficiently broad-based. In
addition, the authorities may consider setting up an advisory committee,
say comprising representatives from different sectors (e.g. journalist,
legislator, academia, IT/fintech, listed co, broker, investor and sponsor) to
provide non-binding advice to the LPC,

Increase the depth and breadth of the
discussions and ensure that different
perspectives can be taken into account,
Ensure that not only industry participants’
voices are heard, but the views of investors
are also considered.

(P.2) 11/3/2016




Listing committee (LC)

Even though the focus of the consultation paper is on the establishment of two
new committees, we believe that to complement the proposals, it would be
useful if the LC can provide more visibility about its work by publishing on the
HKEx website:

Decisions made by LC

The LC should adopt the same basis as the LRC by sharing insights how
they handle IPO applications and post-IPO cases.

Increase transparency and accountability
Ensure consistency between the practices
adopted at LRC and LC (as spelt out in
paragraphs 134 and 135 of CP, the relevant
committees will routinely publish their
decisions, and the reasons for those
decisions)

Enable the market to understand the rationale
for the decisions made.

Provide greater visibility to the market,
especially to investors, about how the IPOs
have fared, and the key market trends. This
can be seen as enhancing disclosure about the
macro market risks and as an integral part of
investor education.

® |LC members
As each IPO application is primarily vetted by about 15 LC members; it
would be useful to specify for each application, how many LC members are
directly involved In vetting the case. If possible, it would even be better to
list out all the LC members for each case.

@ Statistics on how IPOs have fared (say over 2/3/5 years) on the following
metrics:
B Change in ownership
B Reported cases of accounting and other irregularities
®  High concentration of holding
® Other data that are pertinent to investors (e.g. as an asset class how

have IPOs fared)
(END)
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Hong Kong Investment Funds Association
Appendix 1

Hong Kong Investment Funds Association - Introduction

The Hong Kong Investment Funds Association (“HKIFA”) is an industry body that represents the fund
management industry in Hong Kong. It was incorporated in 1986 as a company limited by guarantee.

The HKIFA has two major roles, namely consultation and education. On consultation, it acts as the
representative and consulting body for its members and the fund management industry generally in all
dealings concerning the regulation of unit trusts, mutual funds, retirement funds and other funds of a
similar nature. Towards this end, it reviews, promotes, supports or opposes legislative and other
measures affecting the fund management industry in Hong Kong. Another very important task is to
educate the public about the role of investment funds in retirement planning and other aspects of
personal financial planning.

The HKIFA has four categories of members, namely full member, overseas member, affiliate member
and associate member. A fund company can qualify as a full member or an overseas member if it is
either the manager or the investment adviser of at least one Investment Fund.

An “Investment Fund” means

e an authorized unit trust/mutual fund; or

e apooled retirement fund authorized under the Code on Investment-Linked Assurance Schemes or
the Code on Pooled Retirement Funds; or

e aretirement scheme registered under the Occupational Retirement Schemes Ordinance; or

e aprovident fund scheme registered under the Mandatory Provident Fund Schemes Ordinance; or

e aclosed-end investment company listed on a recognized exchange.

A full member must be a company incorporated in Hong Kong or if it is incorporated outside Hong
Kong, has established a place of business in Hong Kong whereas an overseas member must be a
company incorporated outside Hong Kong.

An affiliate member is a company that has obtained a licence from the Hong Kong Securities and
Futures Commission for type 9 regulated activities or it is a fund company incorporated in the People’s
Republic of China; and its primary business is fund management including the management of
discretionary accounts, segregated portfolios or providing investment management services for non-
collective investment schemes or the manager or investment adviser of any fund investment company
or arrangement not included as an Investment Fund.

An associate member is a company conducting or providing any service of accounting, legal, trustee,
custodian, administration, banking, distribution, and technological support to the fund management
industry or any related professional services.

At present, HKIFA has 70 fund management companies as full/overseas members, managing 1,150
SFC-authorized funds. Assets under management were about US$1,000 billion as at the end of
September 2016. In addition, we have 61 affiliate and associate members,

http://www.hkifa.org.hk
(Updated; November 2016)
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