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SUMMARY OF QUESTIONS

ACCEPTABLE SPONSOR FIRMS
(Paragraphs 50 to 52 of Part B of the Consultation Paper)

We propose that to be eligible to act as & sponsor to 8 new applicant or 2 listed issuer, the
firm is required to be acceptéd by the Exchange {1 such purposes and admitted to a list of
acceptable sponsors maintained by the Exchange. The Exchange may refuse an application
as a sponsor or cancel a sponsor’s admission 10 the list if the Exchange considers that the
sponsor of applicant does not satisfy the criteria established in order for the firm to be
included on the list of acceptable sponsors maintained by the Exchange. We propose that all
first instance decisions in relation to eligibility on zpplication; on-going eligibility and
independence of a sponsor should be made by the Listing Division and subject 10 review, if
necessary, by the Listing Committee,
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Please state reason(s) for your view e

] cannot agree with if.

The scheme of 4 execulive SUpEYVISOrs (especially for main hoard) is not practical
and it will increase the costs of the firms and give more pressure On firms to
compromise with clients al the end because of higher operating casts.

We also wonder why there are Iwo standards (SFC and HKEX) in regulating
sponsors. Any changes by the regulalors chould be simplifying rather than
complicating.  Under the existing practice, i takes at least 8-12 weeks for a
/supervisor to apply for transfer licence if the firm appoinis a new supervisor. After
the SFC licence is granted, it will tuke any other 3 to 5 months to apply the approval
from the siock exchange. A firm has o take {4 to 6 months to complete the
application hut during this period, the firm has to bear the cost of payroll but the
supervisor s not able to bring in any benefits 1o the firm. If the supervisor moves to
on other company, the firm's licence must be suspended immediately and takes
another 2-3 months to search for a new supervisor and then spend another 6 months
to go through the gpplication process. As the staff turnover, a firm may be at all time
during a year applying for licence but hus never al @ point gotten a licence.
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[PQ is a long process which narmally last for eight months to one year 1o complete.
The new changes make firms very difficult to operate and thus unfair to all potential
issuers. If firms operate ynder such difficulties and potential issuers become aware
of such risk to them, they will consider doing the IPO on other stock exchanges such

as Singapore, ASX, Nasdag, T5X etc..

In fact, over the past six months, we have seem at least over 10 companies decided 0
pul a hold on their [POs on HKSE and move (0 BRX and Singapore. To corporate
finance house the fees income from projects on other stock exchange aré the same
Bur the regulutory requirements are d lot less.

ACCEPTABLE IFA FIRMS
(Paragraphs 5210 53 of Part B of the Consultation Paper)

We propose that only firms on the list of acceptable sponsors of acceptable TFAs be eligible
to act JEAs to issuers in relation to a connected party transaction. We propose thata process
similar to that for admitting firms to the list of acceptable sponsors be adopted for IFA firms.

Q.2 Do youagree with our proposal?
1 Yes

N No

Please state reason(s) for your view,
] cannot agree With it.

We don't think the existing practice has any problem with it. The changes will niot
bring up the quality of the works of [FAs. Most of the IFA projecis ar¢ not
complicated and a firm with prior experience is able to handle. There is no redason
that two execulives must be required. Infact, you don’t need to supervisor 10 handle
on IFA job.

According to item 52, the other countries are all using a registration system rather
than an approval system. The proposed change give the stock exchange too much
discretionary power thal exceed their ability.

ACCEPTABLE INDIVIDUALS
(Paragraphs 54 to 59 of Part B of the Consultation Paper)

We propose that only individuals who!

(8) are appropriately licensed/registered under the SFO;
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() work fora sponsor firm 0T [FA firm (whichever is applicable) and are eligible
supervisors or perform work under the supervision of an eligible supervisor; and

(c) arenoton ihe list of unacceptable individuals
may do sponsor work or IFA work.
Q.3 Doyouagréeé with our proposal?

V Yes

N No

Please state reason(s) far your view.

Yes. [ agree to the proposal but it cannol foo much rely on an individual withoul
looking at firm’s track records. In fuct, @ firm has maintained a system, culture,
procedures and backup stff to support the whole operations and f0 maintain the
standard of the jobs. .

An individual himself is difficult to maintain a good quality without support. Ifunder
the proposal, individualism will develop and thus easily cause corruption and
sub-standard.

Existing muin board sponsor requirement iy good enough for maintaining the
standards. It is not convinced that the changes lo relying on individuals will make the
firm's quality better. In fact, it will make the firm more difficult to operate in term of
financial burden and control over staff on qualily/slandard enforcement. At the end,
firms will have more management problems than before.

Item 58 also causes a complicated and dual structure. My view Is that any
duplication should be removed and must not be imposed.
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CRITERIA FOR INCLUSION ON THE LIST OF SPONSORS AND IFAs

Competence and experience of the spoasor and [FA firms
(Paragraphs 60 10 66,73 and 79 of Part B of the Consultation Paper)

We propose that the focus of our requirements will be on the experience of the individual
member of staff, rather than the sponsor firm or IFA firm and that sponsot firms have at least
four eligible supervisors and IFA fitms have at least 1wo cligible supervisors.

Q.4 Do youagree with our proposal?
L Yes

\ No

Please state reason(s) for your view.

Firm’s experience and track records are also important factor 10 consider its quality
and standard. A firm has d commitment fo maintain standard as a larger
organization. Any thing that jeopardy the reputation of a firm has to bear a larger
financial loss in future.

An individual's loss on repulation will have Little financial loss personally but it still
affect the reputation of a firm. If the licensing is toa much relied on individuals, a
firm will find it difficult 1o control the supervisory staff as the firm is subject to
pressure in maintaining four such staff’ in order 10 maintain the licence. However, it
will create room for the supervisor io conirol more on the projecis and in particular
take persona!ﬁnancial benefits which j eopardizing the guality standards required by
the firm. The firmwill no longer easy fo contral staff and maintain standard,

The existing sysiem for main board is good enough as the firm must move up siep by
step based on past rack records.

The requirement for 4 executive supervisors Jor main board is not practical either.
Why 4 ? The immediate problem is that all main board sponsors must hire and
maintain at least 4 {or even 5 or 6) in order fo main the licence and a stable situation.
However, there are not enough experienced staff that could fulfill the requirements in
the corporate finance market.

Firms are now experienced shoriage in experienced staff from the markel.
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Under the new SFO effective from 1™ April 2003, corporate finance people are
subject to criminal. There are (rends that some experience staff are moved oul of the
corporate finance indusiry. 4 lot of them have moved to legal and accounting
industries. The new proposal will make more corporate finance people moving out of

the industry at fastest pace.

We come back tu the question of why 47 In real practice, one senior staff is able to
look after 2 IPO projects at the same lime. There is no need to have 4 supervisors if
the firm is decided to do 2 JPOs in one year. The proposed system will not only
increase the costs of the firms hut also make the three supervisors ideal withou!
genting IPO experience. 1t is loo silly to put four senlor staff looking afier two IPOs in
a year. Therefore, we cannol see the reason of the magic number 4.

Most of the large firm cuch as HSBC etc. are only doing one 10 fwo IPOs in a year.
They loak for larger deals and won 't touch small deals. However, small and medium
size firms are more eager 0 do smaller deals and thus the average number of deals
for small firms is relatively higher. The working experience from working ina small
firm will be more valuable. The proposed requirement of 4 supervisors will make
small firm difficult to survive and thus some uf them will close or shifl their emphusis
10 other stock market, Small issuers will have less choice for Sponsors and eventually
have to pay more sponsorship fee due (0 higher operating cost for smaller firm. The
end result will be fewer companies want to go for IPO due fo higher costs or they will
mave to other stock exchanges. At the end, the Hong Kong stock market will loss its
competitiveness and attractivenegss.

There is also not logical to set the main bourd sponsor standard the same as GEM
sponsor standard. These are two distinguished markets and different requirements
for the two markets seem more reasonable.

The solution is to maintain the existing main board practice that requires a firm’s
track record as a basis of licence approval. It can add on the number of supervisors
requirement to control the number of deals the firm could make. This method will be
fair and reasonable. For example, each supervisor is only able to supervisor Iwo
1PO at the same time. Thus if the firm only registers oné supervisor, it can only
submit two [PO sponsorship at one time. If the firm wants 10 do the third deal, it has
{0 hire and register an additional supervisor. If the firm submits 6 IPOs at one time,
it has to hire at least 3 supervisors. Such scheme may reduce the burden of small and
medium sized firms and more practical. 1t is also fair to the firm which only handle
one to two IPOs.
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In terms of the quality and standards of SUpervisor, I suggest the SFC and HKSE may
impose a new training and examination scheme for supervisors ta ensure all
supervisor are under the same minimum standards.

Qualification and experience criteria of eligible supervisors
(Paragraphs 67 to 79 of Part B of the Consullation Paper)

We propose o merge the requirements relating to qualification and experience criteria for
Principal Supervisors and Assistant Supervisors into a single new category called “eligible
supervisors”. We also propose to recognize overseas experience derived from recognized
overseas exchanges (such as NYSE, NASDAQ, SGX, ASX, London Stock Exchange and
Toronto Stock Exchange) for the purposes of assessment of individuals. Accordingly, the
experience fequirement of the four eligible supervisors required in each spopsor firm is
proposed to be as follows:

) must have a minimum of 4 years of relevant corporate finance advisory experience
derived in respect of companies listed on recognized stock exchanges or from other
channels, such as corporate finance experience gained from employment with an
issuer listed on the Exchange;
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. substantive involvement in at least 3 significant transactions, which have been
completed. At least one of thosc transactions must be in tespect of a company Disted
on the Exchange. At least one transaction roust have been an IPO and at least one of
the transactions must have been completed within the previous two Years. These
requirements will be on-going requirements.

A substantive role means a role as a member of the sponsor fim’s core transaction team in
deljvering or managing the delivery of ope or more of the major components of due
diligence work undertaken in respect of an cngagement.

The definition of “‘significant transactions” 18 proposed to include: (i) IPOs; (ii) very
substantial acquisitions at disposals (or their equivalent under the rules applicable to listing
on other recognised stock exchanges); (1i1) major transactions (or their equivalent under the
rules applicable to listing on other recognised stock exchanges); (iv) connected and major
transactions (or their equivalent under the rules applicable to listing on other recognised
stock exchanges); (v) a rights iseue or apen offer by 2 listed company (or theit equivalent
under the rules applicable to listing on other recognised stock exchanges); and (vi) takeovers
subject to the Takeover Code (ot its equivalent in other recognised jurisdictions). Guidance
will be provided to clarify that transactions involving the production of an exempt listing
documents and the listing of investment companies will not be regarded as significant
transactions.

We propose that the qualification and experience criteria for the two IFA eligible Supervisors
in an IFA firm be the same as for sponsor eligible supervisors save for the one IPO
(ransaction experience requirement.

Q.5 Doyouagree with our proposals?
1 Yes

¥ No

Please stute reason(s) for your view. ,
1 can only agree with 4 years of relevant corporate finance advisory experience.
However, the only paris are nol agreeable such as any career break during the four
years’ period will disqualified the supervisor cven though he/she has 6 10 eight years'
experience. The Stock Exchange has ignored the supply situation. It is difficult 1o
find people with faur-year experience from the market. If every sponsor firm has to
hire 4 four-year supervisors, where those people come from? In the market, it is very
difficult to hire 5-year experienced supervisor. [f the number is increased, the marke!
will be in heavy short supply. Some firms are forced to close down.

The required substantive involvement is acceptable.
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finance home must have twa responsible officers
for IFA jobs, one supervisor is good enough to
agree with the propusal that requires two 1FA

h, why the regulators require two? The two
erformed by one.

For IFA, you kmow that d corporate
before they can comrmence husiness,
perform the job and thus I do not

eligible supervisor. If one Is enoug
eligible supervisor should not hear the same risk if the job is onl
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Other factors relevant to the eligibility eriteria
(Paragraphs 80 to 31 and 86 to 94 of Part B of the Consultation Paper)

We propose to retain diseretion for the Exchange 10 refuse or cancel a sponsor’s acceptance.
The Exchange may ask a sponsor Of prospective sponsor to provide further information
during the assessment of their application. To provide clarity about the circumstances in
which the Exchange may consider excreising this Jiscretion we will publish details of the
factors we will take into account in making an evaluation. The proposed factors include the
following:

e The eligibility criteria requirements, including minimum capital, number of
eligible supervisors, experience of individual eligible supervisors, are not met;

e The applicant is unable to satisfy the Exchange that it will be able to discharge
the obligations in paragraph 7 of the proposed Code of Conduct for Sponsors and
Independent Financial Advisers (these obligations include having effective
supervisory, monitoring and reporting controls, an effective compliance
function, adequate competence, professional expertise and human and technical
resources and maintaining proper books and records);

e Current suspension of vevocation of regulatory status (including where this is
self-imposed as a result of settlement); and

e Suspension or revocation of regulatory status (including where this is
self-imposed as a result of settlement) that has expired but in relation to which,
the applicant is unable to satisfy the Exchange that appropriate and sufficient
remedial steps have been taken.

We propose that the same factors be taken into account in determining the acceptability of

IFAs as are taken into account for sponsors, save for the minimum capital adequacy
requirement.

(3
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Q.6 Do youagree with our proposal?
o Yes

N No

Please state reason(s) for your view.

] could partly agree to this proposal.

Jtem 80, { suggest the SFC should take over the role of approving the supervisors and
maintain such list. The existing procedures taken by HKSE are totally unsatisfied.
As SFC has already been approving advisory licence, it is logical the use the existing
system and personnel 10 dpprove the supervisor and 10 maintain the lisl, For all
licensing issues including sponsor, eligible supervisor el¢ should be under SFC. We
believe this is efficient and cost effective. This will also reduce the time to obtain
approval and eliminate uncertainty for approval at two levels.

Minimum Capital Requirement of Sponsor Firms
(Paragraphs 82 t0 85 of Part B of the Consultation Paper)

We propose that sponsot firms are required to meet and maintain @ minimum capital
requirement of “total paid-up share capital and/or non-distributable reserves of not less than
HK$10 million represented by unencumbered assets and 8 net tanpible asset value after
minority interests of not Jess than HK§10 million”, Should the sponsor firm be unable fo
meet the capital requirement, we propose to accept as an alternative an unconditional and
irrevocable guarantee from a company within the sponsor group Or an authorized institution
of not Jess than HK$10 million.

We do not propose that [FA firms should be subject to a similar requirement.
0.7 (a) Doyouagree with our proposal for sponsor Jirms?

 Yes

O No

Please state reason(s) for your view.
The could be reduced if professional liabilities insurance is in place.

114




30-JUL-2083 16316
: FROM SFC-CORPORATE FINA
NCE T0 CF MAILB

U P.11/22

0.7 (b} Doyouuagree with our propesal for IFA firms?
0  Yes

N No

Please siate reason(s) for your view,

- —

e —————

e ——

Undertakings to the Exchange
(Paragraphs 95 t0 37 of Part B of the Consultation Paper)

We propose that each of the sponsors and IFAS seeking to be admitted to the list of Sponsors
or list of IFAs be required to declare that the contents of its application to be admitted to the
Jist is true and does not omit any material fact. We also propose that cach of the sponsors and
IF As secking to be admitted to the list must sign an undertaking to the Exchange to comply
with the relevant Listing Rules applicable to sponsors or IF As, including the proposed Code
of Conduct for Sponsors and Indepcndent Financiel Advisers; and to assist the Exchange
with investigations, including by producing documents and answering questions fully and
truthfully. Furthermore, we propose that eligible supervisors be required to provide the
Exchange with a written undertaking in similar terms {0 that provided by sponsors firms and
IFA firms. This will include an obligation to comply with the Listing Rules and the proposed
Code of Conduct for Sponsors and Independent Financial Advisers. The proposed Code of
Conduct for Sponsors and Independent Financial Advisers includes an obligation that the
eligible supervisors and directors of sponsor firms and TFA firms use their best endeavours
1o ensure the sponsor firm or IFA firm complies with its obligations under the Listing Rules
and the proposed Code of Conduct for Sponsors and Jndependent Financial Advisers. A
breach of the undertaking will be deemed to be a breach of the Listing Rules and will be
subject to disciplinary action.
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(.8 Do youagree with our proposals?
U Yes
v No

Please state reason(s) for your view.
This is not acceptable unless the declaration includes a wording 10 the best
knowledge of the sponsor.... » I ngree that Sponser should be responsible 0 @

rtain extend.

ce
____,__,_d___________,__,_.___.____n

-

APPOINTMENT
(Paragraphs 98 10 113 of Part B of the Consultation Paper)

We propose to retain the requirement that new applicants (including decmed new applicants)
will be required to appoint a sponsor to assist thern through the application process.

After the new applicant is listed, we propose that:

(a)  For Main Board: the new applicant must appoint 2 sponsor firm as a financial adviser
for a period ending on publication of the financial results for the first full financial
year after the listing.

(b)  For GEM: the new applicant must appoint as sponsor firn as a financial adviser for at

least the remainder of the financial year during which the listing occurs and the 2

financial years thereafiet (i.e. we propose lo rctain the period stipulated in the
existing GEM Listing Rules).

The issuer will not be obliged to appoint the same Sponsor firm who bandled their IPO.
During this period, the issuer will be obliged to seek, on a timely basis, advice from the
sponsor in relation 10 2 number of prescribed events. The prescribed circumstances and
services are proposed to include the publication of any regulatory announcement;
publication of any sircular or financial report; where a notifiable transaction (connected or
otherwise) is contemplated including share issues and share repurchases; and monitoring the
use of the proceeds and adherence 1o the business plans as detailed in the prospectus.
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jssuer to appoint a sponsor firm to
iscretion may be used in the event of
the Listing Rules.

g to retain the discretion to direct an
period it specifies. This d
nvestigation of a possible breach of

We also propos
provide it with advice for any
a breach of the Listing Rules ot i

|
| We also propose to retain the requirement that listed issuers are required to appoint an IFA D
ders to abstain from voting

relation to connected party transactions that require any sharehol
stain form voting.

and transacijons or arrangemnents that require controlling shareholders to ab
We will clarify thatan IFA must be a firm either on the list of acceptable $ponsors or list of

acceptable IFAs.

09 Doyouagree with our proposals?

N VYes
| O No

Please state reason(s) for your view.
| Yes but the co-sponsor should be allowe:

experignce.

d in order to firms/supervisor 10 obtain

\ INDEPENDENCE
| {Paragraphs 114 10 123 of Part B of the Consultation Paper)

We propose that a sponsor must not act for any new applicant or listed issuer, whether as a

sponsor or joint Sponsor, from which it is not indepcndent. The Exchange will expect a
sponsor 1o consider a broad range of factors thal might impact on its ability to act

independently of an issuer. Some of these factors are considered below, but sponsors should

note that this list of factors of when a sponsor will not be regarded as independent is not

lationships or interests which might give rise to &

exhaustive and the existence of other re
material interest in the success of a transaction will be considered. The specified

circumstances are:
. 2 SpONSOE OT any member of the sponsor’s group 1s holding more that 5% of the issued

share capital of a new applicant;
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° the fair value of shareholding referred 1o above exceeding 15% of the consolidated
net tangible assets of the sponsor group:

. a sponsor or any member of the sponsor’s group is controlling the majority of the
board of directors of the new applicant;

. a $ponsor is controlled by or is under the same control as the new applicant;

. 15% or more of the proceeds wised from an PO is applied 10 settle debts due to a
mermber of the Sponsor’s grOup;

. a significant portion of the listing applicant’s operation is funded by the banking
facilities provided by a member of the SPONSOI’S EYOUP;

] where a director or employee of the gponsor or a close family member of either 2
director or employee of the sponsor has an interest in OF business relationship with the
new applicant; and

. where the sponsor of @ member of the sponsor’s group is the new applicant’s auditor
ot reporting accountant.

In addition to fulfilling the indcpendence requirement as mentioned above, we also propose
that the Exchange will generally preclude [rom concluding that an [FA is independent if it
has served as a financial adviset 10 the relevant listed issuer, its subsidiaries or any of its
connecled persons any significant assignment within two years of appointment.

We also propose to require Sponsors and 1FAs to submit 2 declaration in respect of their
independence, addressing each category of potential conflict, at the beginning of any
assignment, which requires the appointment of a sponsor or an IFA.

Q.10 Do you agree with our proposals?
J  Yes
(1 Neo

Please state reason(s) Jor your view.
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RESPONSIBILITIES

Reasonable investigations
(Paragraphs 124 10 152 of Part B of the (C‘onsultation Paper)

We propose that the Main Board and GEM Listing Rules be amended to require sponsors to
conduct reasonable investigations to satisty themselves that:

L the new applicant is suitable tor listing, the new applicant's directors appreciate the
nature of their responsibilities and the new applicant and its directots can be expected
to honour their obligations under the Exchange Listing Rules and the Listing

Agreement,

. “non-expert sections™ contained in the new applicant’s fisting application and listing
documents are true and that shey do not omit to state 2 material fact required to be
stated or necessary 1o avoid the statements being misleading; and

. there are no reasonable grounds to believe {hat the “expert sections” contained in the
new applicant’s listing application and listing documents are not true or omit to state
a material fact required to be stated or necessary to avoid the statements being

misleading.

We proposc that sponsors be required to comply with a Code of Conduct that will set out,
among other things, the minimum due diligence a sponsot would be expected to undertake to
satisfy the obligations 10 conduct reasonable investigations we propose including in the

Listing Rules.
We propose that the Main Board and GEM Listung Rules be amended to require IFAs:

. to take all reasonable steps 1o satisfy themsclves that the terms and conditions of the
transaction or arrangement are fair and reasonable and in the interest of the issuer and
its sharcholders as a whole and that there are no grounds to believe that any expert
advice or opinion relied on in relation to the transaction are not true or orit a material

fact; and

. to make a declaration in their report of the due diligence they have performed in order
to reach a conclusion that the werms of the relevant transaction ot arrangement are fair
and reasonable and in the interest of the issuer and its shareholders as a whole.
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Q.11 Do you agree with our propesals?

N Yes
o No

Please state reason(s) for your view.
Agreed. [ihink SFC & HKSE may introduce an « gssessment Report” requirement.

An assessment report should be done hy an independent partylfirm to report on the
investigation on management ream. industry praciice, customer and supplicr elc.
This could reduce the potential liabilities to SPORSor,

e —————

e —

FINANCIAL ADVISERS
(Annex 2)

Financial Advisers.

Sponsors and Independent Financial Advisers?
N Yes
n No

Please state reason(s) for your view.

CODE OF CONDUCT FOR SPONSORS AND INDEPENDENT
At Annex 2 we set out the proposed Code of Conduct for Sponsors and Independent

0.12 Do you agree with the approach adopted in the proposed Code of Condu
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Declaration by sponsors and lead underwriters in listing documents to be registered
(Paragraphs 153 to 165 of Part B of the Consultation Paper)

We propose that both sponsors and lead underwriters (where the latter are different from the
former) should make 2 statement in listing documents regarding the extent of their due
diligence which would track the form of statement currently given to the Fxchange on &
private basis by sponsors subject to the modification noted below. A Sponser is also expected
10 ensure that the document presents 2 fair impression of the issuer and that it has been
written in plain language. The sponsor’s dus diligence obligation is modified in respect of
reports and information published in a listing document with the consent of an expert. The
form of declaration proposed recognises this disti nction. In respect of “non-expert gections™
of a listing document we propose that the following statement should be made *[Sponsor
firn and underwriter] confirm(s), at the date of this document, that after reasonable
investigation it believes/they belicve and have reasonable grounds to believe that the
information set out in this listing document at [make specific references) is not materially
false or misleading” and, in respect of “expert sections”, atl alternative test of due diligence
that “it/they have no grounds 10 believe and do not believe that the information set out in
those sections of the listing document at [meke specific references], which have been
prepared and authorised by [name], is malerially false or misleading”.

Q.13 Do you agree with our proposals?
0 Yes
N No

Please state reason(s} for yowr view.
Such statemens must be subject to the best knowledge of the sponsor.
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[FA Due Diligence Declaration
(Paragraph 147 of Part B of the Consuitation Paper)

We propose that [FAs are required to take all reasonable steps to satisfy themselves that the
terms and conditions of the transaction or arrangement are fair and reasonable and in the
interest of the issuer and its charcholders as a wholc, and that there are no grounds to believe
that any information, expert advice or opinion relied on in relation to the transaction oF
arrangement are not true or omit a material fact. IFAS should include in their reports 4 signed
declaration setting out the due diligence they have performed in order to reach a conclusion
that the terms of the transaction or arrangement are fair and reasonable and in the jnterest of

the issuer and its shareholders as a whole.
Q.14 Do you agree with our proposals?
N VYes
0O No

Please state reason(s) for your view.

REPORTING OBLIGATIONS AND MONITORING
(Paragraphs 166 to 170 of Part B of the Consuitation Paper)

We propose to replace the requirement for an annual review with a certification process and
a targeted programme of monitoring.

We propose to require sponsor firms and IFA firms and their eligible supervisors to submit
annual confirmations that they remain eligible to act in such capacily. In addition, they are
required to report to the Exchange as soon as they became aware if they no longer satisfy the
eligibility criteria set out in the Listing Rules or any information provided by them in
connection with their application or continued inclusion on the list of Sponsors or the list of
[FAs has changed. The Exchange may also conduct a specific review in relation to the
continued inclusion of the sponsor firm or {FA firm (or any of it’s employees) if it becomes
aware or has reason to believe that the suitability of the fiom/ individual may be in question.
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The monitoring tools we propose to use will vary according to circumstances and may
include one or more of the following:

. Complaints;

) Desk based reviews of transactions;

° Reviews of referrals;

L) Liaison with other agencies, professional or regulatory bodies;

) Meetings with management and other representatives from a sponsor firm or IFA
firm;

. On-site visits after prior notification;

. Reviews of notifications and confirmations from sponsors of (FAs; and

° Reviews of past services provided, and documentation produced, pursuant to the

Listing Rules by a sponsor or an TEA.

Q.15 Do you agree with our praposals?
M Yes
N No

Please state reason(s) for your view.
This should be done by SFC rather than_HKSE.
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COMPLIANCE AND SANCTIONS
(Paragraphs 171 to 181 of Part B of the Consultation Paper)

4 IEAs and their eligible supervisors and staff all be subject to
d in paragraph 54 we do not propose having a list of acceptable
ligible supervisors. Thus, all persons
11 be entitled to do sponsorship
unless they have been declared

We propose that spopsors an

disciplinary sanction. AS note
directors and individual staff members who are not €

licensed as representatives to advise on corporate finance wi

or \FA work under the supervision of an eligible supervisor,
to be an unacceptable person.
sponsors and 1FAs similar to those under the current

We propose disciplinary sanctions for
GEM Listing Rules, but with some variations for individuals. As with our sanctions for

issucrs and directors, we propose a graduated hierarchy of shaming and disabling sanctions
that provide the flexibility to ensure the sanction is appropriate to the circumstances. Qur

proposed sanctions are:
s Private reprimand;
e TPublic statement with eriticism;

e TPublic censure;

o Declaration that an individual is an unacceptable person or cannot be an eligible

supervisor for a specified period of time;

e Suspension of a firm from the list of acceptable sponsors or list of acceptable IFAs fora

specified period of time;

e Declaration that an individual is an unacceptable person or cannot be an eligible

supervisor; and

e Removal of a firm from the list of acceptable sponsors or Tist of acceptable IFAs.
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Q.16 Do you agree with our proposals?
N Yes
0 Ne

Please state reason(s) for your view.

ABILITY OF EXISTING GEM AND MAIN BOARD SPONSORS AND
IFAS TO MEET ELIGIBILITY CRITERIA FOR ACCEPTABLE LISTS

(Paragraphs 186 to 189 of Part B of the Consultation Paper)

For those respondents to this Consultation Paper who are currently on the list of GEM
Sponsors or who currently petform or who have in the past 2 years performed work as
Sponsor to Main Board applicants for listing or have in the past 2 ycars acted as an TFA, we

would appreciate your response to the following questions:

0.17 Would you mee! the proposed eligibilily requirements for sponsor firms or IFA firms
(whichever is applicable), including the requirement that sponsor firms have four
two eligible

eligible supervisors and HK810 million capital or that IFAs have
supervisors if those requirements:

(a) were in effect taday?
O Yes
v No
(b) were ineffect in6 manths time?

1 Yes

J No , could not guarantee the firm could hire new Supervisors
from outside. The process to apply SFC licence and HKSE

licence will take 6 months.
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(c) were ineffect in 18 months time?
0 Yes

\  No , unless more people joining this industry and no one
withdraw from the industry

(d) were ineffectin 30 months years lime?

N Yes
g Mo

Ifyour answer o any of questions 17 (a)-(d) was negative, please state which criteria
would cause your firm not to meet the requirements and comment on whether the
proposed (ransitional arrangementy would give you a syfficlent opportunity 10 neel
all the requirements? Would this change if the second transition period (in which
existing GEM sponsors wauld only be required to have 3 eligible supervisors i0 be on
the list of acceptable sponsors) was 2 years instead of | year? Do you have any gther

suggestions or comments on how to address the issues arising out of the impact

analysis at paragraphs 186 to 188 of Part B of ihis Consultation Paper?

Our firm cannot meet the requirement of 4 supervisors. It is extremely difficult to
hire such supervisors although we are willing to pay for the high salary. If the
proposal Is passed, I could helieve some people will move out of the industry making
it more difficult to hire experienced peaple. In fact, the existing supervisors will
demand for pay rise thus making sponsors facing financial burden.

Therfore, I suggest the regulators should consider using deal basis approach.
Approved sponsor firm may deal with 2 sponsors with each supervisor.

In addition, the consecutive 4 years ' experience Is not reasonable.
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