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HONG KONG SOCIETY OF ACCOUNTANTS
4th Floor, Tower Two, Lippa Centre, 88 Queensway, Hong Keng.

‘Tel: 2287 7228 Fax: 2865 6603 / 2885 6776

Web: http:ffwww.hksz.orghk  B-mail: hksa@hksa.orghic

FAX TRANSMISSION

Date: 1 September 2003 Calling Fax No.: | 2295 3599

To: Hong Kong Exchanges and Clearing Limited

Attention: Listing Division

From; Steve Ong, Assistant Director (Assurance)

No. of pages: 25 (including this cover page)

Subject: SEHK/SFC Consultation Paper on the Regulation of Sponsors and Independent
Financial Advisers

Please find attached the final HKSA submission on the SEHK/SFC
Consultation Paper on the Regulation of Sponsors and Independent Financial
Adyisers.

Please disregard the earlier fax sent at around 12:00 noon,

** Please notify Ms. Joanne Chiu at 2287 7026 if message received is incomplete, **
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FHEECHMLEE
= HONG KONG SOCIETY OF ACCOUNTANTS
A (Jucarpersied by the Profesional Aresatanis Ordinacee, Cap, 50

BY FAX AND BY HAND

Our Ref.: C/EPL 29 Aupust 2003
Hong Kong Exchanges and Clearing Limited Securities and Futures Commission,
Listng Djvision, Corporae Finance Division,

11 Floor, 8" Floor, Chater House,

One International Finance Centre, 8 Connaught Road Cenrral,

1 Harbour View Street, Hong Kong.

Central, Hong Kong.

Fax: 2205-3599 Fax: 2810-5385

Dear Sirs,

SEHK/SFC Consuliation Paper on the Repulation of
Sponsors and Independent Financial Advisers

I have the pleasure of submitting, on behalf of the Society, our comments on the captioned

Consultation Paper. These comments have been drawn up after due consultation with merbers

working in the corporawe finance field represenfed on the Society’s Expert Panel on Listing.

- Appendix I provides a summary of the comments on the key propasals of the Consultation Paper.
- Appendix IT contains our response to the questions raised in the Consultation Paper.

The Society is fully supportive of any plans by the Stock Exchange of Hong Kong Limited
(the Exchange) and the Securities and Futures Commission (SFC) to raise standards in the market,
However, as a general remark, given that the SFO and the SFC Code of Conduct for Financial
Advisers have just come into effect on 1 April 2003 and with the dual filing requirement recentdy
introduced under the SFO, many members in the corporate finance field have expressed the viaw
that the SFC already have sufficient powers 1o monitor financial advisers’ activities without the need
to introduce farther regulations so soon, If considered necessary, there i already a channel for the
Exchange to feed its comments on individual firms/licensed persons to the SFC. Therefore, we fecl
that perhaps it will be advisable to allow a cerrain period of time for the new regime to run and its
effectiveness assessed and tested, before imtroducing further measures for sponsors and IFAs as
appropriate,

We trust that you will find our comments helpful. If you have any questions on any of our
comments contained herewith, please do not hesitate to contact Steve Ong, the Society’s Assistant
Director (Assurance) in the flrst instance.

Yours faithfully,

—

I WINNIE C.W. CHEUNG
SENIOR DIRECTOR
PROFESSIONAL AND TECHNICAL DEVELOPMENT

| HONG KONG SOCIETY OF ACCOUNTANTS

’ 41 Floor, Tower Two, Lippe Centre, 89 Quecnsway, Heng Kong
/E % H #_ {% g- ‘?_ % Tol: 2287 7228 Fax: 2865 6603 / 2865 6776
a hitp:¢/www,hksa.org. bk F-mail: hksa@hksa,org.hk
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Appendix Y

SUMMARY OF THE HKSA’S COMMENTS ON THE KEY PROPOSALS OF THE
CONSULTATION PAPER ON THE REGULATION OF SPONSORS AND INDEPENDENT
FINANCIAL ADVISERS

1, Acceptable list of sponsor and IFA firms

We agree thar there should be a list of accepable sponsor firms and IFA firms. However,
the registration of such firms should remain with the SEC and not as proposed in the Consultation
Faper to be administered by the Exchange. The current system of having all corporate finance
advisers regulated by the licensing system of the SFC under the SFO is working well and it is
considered that there iz no need to iniroduce a two-tier regulatory system. A two-tier regulatory
system will result in a duplication of work and costs for the sponsor firtos, the IFA firms and the
regulatory bodies. In addition, it may also result in odd situations such as, for example where an
IFA advising on a takeover transaction having to register with the Exchange when takeovers are
regulated by the SFC; or where a person is properly licensed under the SEC to carry out corparaig
finance work and yet reparded as an “unacceptable individual” by the Exchange.,

2. Acceptable individuals

We agree that only individuals wha are appropriately licensed/registered under the
Securities aud Futures Ordinance (SFO) and work for 2 sponsor firm or an IFA firm may do
sponsor work or independent financial adviser work. However, we have strong reservation about
the proposal in the Consultation Paper to maintain a “public” list of unacceptable individuals on the
HKEX website, We do not think it is necessary or appropriate to establish a “name and ghame®
regime with a black list of disqualified sponsors and IFAs and it i¢ our understanding that there is
ne such equivalent list in other jurisdictions,

3. Proposal to have four eligible supervisors for sponsor firms

We consider the existing GEM requirements, which requires sponsor firms to have at least
four suitably qualified individuals under a two-tier system; two principal supervisors and twa
assistant supervisors, to be adequate, and do not agree with extending the requirement to four
eligible supervisors per sponsor firm as proposed.

The proposed requirement to have four eligible supervisors is considered over demanding
given that each supervisor must have a minimum of 4 years of relevant corporate finance advisory
experience and substantive involvement in at least 3 significant wransactions which have been
completed; at least one of those fransactions must be in respect of a company listed on the
Exchange; at least one transaction must have been an IPQ; and at least one of the transactions must
have been completed within the previous two years, More importantly, as firther commented under
our point 4 below, it is also proposed that these requirements be on-going requiretents,

We consider that these conditions could penalize the more prudent firms and put them
under pressure o accept a sponsorship appointment, which they may otherwise decline, in order to
cnsure that their eligible supervisors continue o achieve their experience Tequirements; to continue
having sufficient eligible supervisors to remain on the list of SpOnsors.

4. Qualification and experience criteria of eligible SUpervisors

We consider that the proposals may be too rigid. More flexibility in the form of waivers
and exemptions may be provided in order that very experienced practitioners are not excluded from

1
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becoming an eligible supervisor when they take “career breaks”. In addition, the definition of
“significant transaction™ could zlso be broadened to cover other transactions such as those involving
a whitewash waiver application under the Takeovers Codes, share repurchase offers and off-market
share repurchases under the Code on Share Repurchases, privatization proposals and schemes of
arrangement, ¢fc.

Following approval as an eligible supervisor, we believe that such status could be
maintaiged by complying with a continuing professional development regime (just as accountants
and lawyers do) rather than having o meet on-going significant transaction requirement post initial
approval as an eligible supervisor.

3. Proposed undertakings by sponsors and IFAs to the Exchange

The proposed undertakings are considered to be far 100 excessive and too draconian, in
particular the need for eligible supervisors to give personal undertakings, The proposed eligible
supervisors’ undertaking includes an obligation that they use their best endeavours to ensure thart the
spongor firm complies with its obligations under the Listing Rules and the proposed Code of
Conduct for sponsors and IFAs. Whilst as individuals, eligible supervisors may ensure that they
themsclves comply with the rules, however in practice eligible supervisors may not be senior
enough 10 ensure that the sponsor firm complies with all the rules, It is also a concern that eligible
supervisors, by giving & personal underraking such as that proposed may be indirectly implicated
when there is a corporate scandal and where it is the behaviour of the directors of the issuer which
s in question. In addition, there should be a due diligence defence system included in the proposals
for sponsors, IFAs and eligible supervisors.

6. Proposed responsibilities section

We agree that it is important that sponsors perform proper due diligence on listing
applicants and support the coneept of setting out gnidelines o ensure a level playing field but it is
considered umreasonable to impose the additional responsibilities op the sponsors and unrealistic in
practce for the sponsors to make public affirmations of the truthfulness and completeness of the
listing documents.

7. Proposed Code of Conduct for Sponsors and IFAg

We support the idea of having a Code of Conduct to govern the work of Sponsors and
IRAs but as there is already the SFC Code of Conduct for Financial Advisers, tn the extent
necessary, if any, the SFC Code of Conduct eould be further developed, There should not be two
sets of Cade of Conduet.

8. Declaration by sponsors, lead underwriters and IFAs

As already commemed under point 6 above, it is difficult to expect that the sponsor would
be able to or in a position to give a public affirmation of the truthfulness and completeness of the
“expert sections”. To a large extent while the sponsor may take an overview of the documents, he
may not have the exportise to give an overriding affirmation that what the experts had done are
complete and truthful. In addition, we question the need to require lead uynderwritess to sign
responsibility statements like sponsors as they are only responsible to sell the shares and to
underwrite any unsold shares. In relation to the proposed IFA due diligence declaration, we also
have reservations regarding the need for the IFA to be satisfied that there are no groungs fo believe
that any information, expert advice or opinion relied on in relation to the transaction or arrangement
are not Tue or omit A material facr.
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Appendix IT

HONG KONG SOCIETY OF ACCOUNTANTS
SUBMISSION
ON
CONSULTATION PAPER
ON
THE REGULATION OF
SPONSORS AND INDEPENDENT FINANCIAL ADVISERS

[A total of 20 pages]
29 August 2003
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ANNEX 3
SUUMMARY OF QUESTIONS
ACCEPTABLE SPONSOR FIRMS

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

We propose that to be eligiblc to act as a Sponsor 10 a new applicant or a listed issuer, the
firm js required to be accepted by the Exchange for such purposes and admitted to a list of
acceptable sponsors maintained by the Exchange. The Exchange may refuse an application as
4 sponsor or cancel a sponsor’s admission to the list if the Exchange considers that the
Sponsor or applicant does not satisfly the criteria established in order for the firm ta be
included on the list of acceptable sponsors majntained by the Exchange. We propose that all
first instance decisions in relation to eligibility on application; on-going eligibility and
independence of a sponsor should be made by the Listing Division and subject to review, if
necessaty, by the Listing Commitree,

Q.1 Do you agree with our proposal?
X No

Registration as a_sponsor or as an IFA shonld remain with the SFC. It wonld be a
daplication of work if sponsors or IFAs are to be approved by two regulatory bodies. A
gingle list of sponsors shonld be maintained for Main Board and GEM. Firms which are
currently on the approved list of GEM sponsors should aytomatically be admitted to the

combined list for Main Board and GEM or any separate Hat for Main Board.

HESA Submission - Page 1
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ACCEPTARLE IFA FIRMS
‘ (Paragraphs 52 to 53 of Part B of the Consultation Paper)

‘ We propose that only firms on the list of acceptable sponsors or acceptable IPAs be elipible
| to act IFAs to issuers in relation to a connected party transaction. We propose that a process
’ similar to that for admitting firms fo the list of acceptable sponsors be adopted for [FA firms.

Q.2 Do you agree with our proposal?

v Yes
that on the list of table sponso ac ble TFAs be
eligible to act as YFAs to issuers in relati 16 8 connected ion, H

n_relation tg lice ma Aw

such list should be maintajned by the SFC and not by the Exchange.

the_proposal to have sych a list to he maintained by the Exchange would be a
’ uplication of the work and function of SEC i i i

i . HKSA Submission - Pagn 2
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ACCEPTABLE INDIVIDUALS
(Paragraphs 54 to 59 of Part B of the Consultation Paper)

We propose that only individuals who:
(8)  arc appropriately licensed/registered under the SFO:

(®)  work for a sponsor fim or IFA fim (whichever is applicable) and are cligible
supervisors or perform work under the supetvision of an eligible supervisor; and

(c)-b are not on the list of unacceptable individuals
may do sponsor work or IFA work.
03 Do you agree with our proposal?

| v Y P (o o for

The supervision of the Jicensing yegime o grate financiers should be nuder the SFC

as it is part of jts statytory functions, There should not be a published st of
nnacceptable individnals,

HESA Submission - Page 3
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CRITERIA FOR INCLUSION ON THE LIST OF SPON SORS AND IFAS

Competence and experience of the sponsor and YFA firms
(Paragraphs 60 to 66, 73 and 79 of Part B of the Consultation Paper)

We propose that the focus of our requirements will be on the i indivi
experience of the individual
membt?r_ofstaﬁ‘, rat.herthanthe@onsorﬁrmorE‘AﬂrmmldﬂmISponsor firms have at [east
four eligible supervisors and IFA. firms have at least two eligible supervisors.

Q4. Do you agres with owr proposal?

HKSA Submission - Page 4

P.B9-25
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Qualification and experience criteria of ¢ligrible supervisors
(Paragraphs 67 to 79 of Part B of the ConspMation Paper)

We propose 1o 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 prapose to recognize overseas experience derived from recognized
overscas exchanges (such as NYSE, NASDAQ, SGX, ASX, London Stock Exchange and
Toronto Stock Exchange) for the purpases of assessment of individuals. Accordingly, the
experience tequirement of the four eligible supervisors required in each sponsor firm s
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 Bxchange;

L) Substantive involvement in at least 3 significant transactions, which have been
completed, At least one of those transactions must be in respect of a company listed on
the Exchange. At least one transaction must 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 suhstantive role means a role as 4 member of the sponsor firm's core transaction team in

delivering or managing the delivery of one or more of the major components of due diligence
work undertaken in respect of an engagement,

The definition of “significant traysactions” is proposed to include: () YPOs; (i) very
substantial acquisitions or disposals (or their equivalent nnder the rules applicable to listing
on other recogrized stock exchanges); (iii) major transactions (or their equivalent under the
rules applicable to listing on other recognized stock exchanges); (iv) connected and major
transactions (of their equivalent under the rules applicable to listing on other recopnized stock
exchanges); (v) a rights issue or open offer by a listed company (or their equivalent under the
rules appliceble to listing on other recognized stock exchanges); and (vi) tekeavers subject to
the Takeover Code (or its equivalent in other recognized 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 TFA firm be the same as for sponsor eligible supervisors save for the one IPO
transaction experience requirement,
Q.5 Do you agree with our proposals?

o No

tated ve in responge to we jeve that th sh two-tiered

approach (je., modelled on_the GEM system of principal sepervisors and asgjstant

supervisors),

We consider it more appropriaie to develop a Continping Professionzl Development
¢ for NS rather than havin i

ol irement to out p

certein number of signifiennt transactions each year after approval ag a spansor or IFA

HKSA Submission - Page 5
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fran ons sweh as +h involvi whitewash waiver application ymder
ey, sh repurchase offers and off-market sh n under the

The hange has not incln in ity gnestionnaire a question to seek the market’
response to i to modify the existi GEM ireme at th onsorm t
h 4 minimuom of tw ecntj i d m a full tim i the
- g fe giness i L Z 0 sten ; : :

HESA Submission - Page 6
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Other factors relevant to the eligibility eriteria
(Paragraphs 80 to 81 and 86 to 94 of Part B of the Consubation Paper)

We propose to retain discretion for the Exchange 1o refuse or cancel a sponsor’s acceptance.
The Exchange may ask 2 sponsor or prospective sponsor to provide fiurther information
during the assessment of their application. To provide clarity about the circumstances in
which the Exchange may consider exercising this diseretion we will publish details of the
factors we will take into account in making an evaluation. The praposed factors include the
following:

® The eligibility criteria requirements, including minimum capital, pumber of
eligible spervisars, experience of individual eligible supervisors, are not met;

¢ 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
SUpEIVisory, monitoring and reporting controls, an effective compliance function,
adequate competence, professional expertise and human and technical resources
and maintaining proper books and records);

¢ Current suspension or revocation of regulatory status (including where this is
sclf-imposed as a resylt of s¢ttlement); and

® 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.

Q.6 Do you agree with our proposal?
X Ne

We consider that there should be only one ligt or one lieensing system and this should be

Maintained by the SFC with a proper { el or gpp nmsg, e E;gha.ngg
uld not uplicating the work of the SFC.

HKSA Submission - Page 7
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Minbmum Capital Requirement of Sponsor Firms
(Paragraphs 82 to 85 of Part B of the Consultation Paper)

We propose that sponsor firms are required to mee intag ini .
I 1 t and maintain a minimym capi
requirement of “total paid-up share capital and/or non-distributable reserves of not Iescsafliﬁ

HK$10 million represented by unencumbered assets and a
K510 n cTe net tangible asset value afer
minority m‘terests of not less than HK$10 million”. Should the sponsor firm be unable to meet

We do not propose that IFA firms should be subject to a similar requirement.
Q.7 (@ Doyou agree with our proposal for sponsor firms? -
v Yes

Q.7 (&) Do you agree with our proposal for IFA firms?
X No

A firms shouid have a lower capital reaui ement rath 4r no capital irement.

HKSA Submission - Page 8
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Undertakings to the Exchange
(Paragraphs 95 to 97 of Part B of the Consultation Paper)

We propose that each of the sponsors and [FAs 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
list is true and does not c_;mit any material fact. We also propose that each of the sponsors and

with the relevant Listing Rules applicable to sponsors or IFAs, including the proposed Code
of Conduct for Sponsors and Independent Financia] Advisers; and to assist the Exchange with
investigations, including by producing documents ang answering questions fully and
truthfully, Purthermore, we proposc that eligible supervisors be required 1o provide the
Exchange with 4 written undertaking in similar terms to that brovided by sponsots 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 propased Code of
Conduct for Sponsors and Independent Financial Advisers includes an obligation that the
eligible supervisors and directors of sponsor firms and [FA firms use their best endeavours to
ensure the sponsor firm or IFA firm complies with its obligations under the Listing Rules and
the proposed Code of Conduct for Sponsors and Independent Financial Advisers. A breach of
the undertaking will be decmed to be a breach of the Listing Rules and will be subject to
diseiplinary action.

Q8 Do you agree with our proposals?

HKEA Submission - Page &
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(Paragraphs 98 to 113 of Part B of the Consultation Paper)

We propose to retain the requirement that new applicants (inclnding deemed new applicants)
will be required to appoint a sponsor to assist them through the application process.

Afier the new applicant is listed, we propose that

(&)  For Main Board: the new applicant must appoint & sponsor firm as 8 financial adviser
-~ for a period ending on pyblication of the financial results for the first full financial
year after the listing. '

(b)  For GEM: the new applicant must appoint as sponsor firm as g financial adviser for at
least the remainder of the finapci year during which the listing oceurs and the 2
fmancial years thereafter (i.e. we propose to retain the period stipulated in the existing
GEM Listing Rules).

The issuer will not be obliged to appoint the same sponsor firm who handled their TPOQ.
During this period, the issuer will be obliged to seek, on a timely basis, advice from the
spansor in relation to a number of prescribed events. The prescribed circumstances and
services are proposed to include the publication of any reguiatory annovncement; publication
of any circular or financial report: where a notifiable transaction (connected or otherwise) is
contemplated including share issues and share repurchases; and menitoring the use of the
proceeds and adherence to the business plang as detailed in the prospecius.

We also propose to retain the diseretion to direct an issuer to appoint a sponsor firm to
provide it with advice for any period it specifies. This discretion may be used in the event of
& breach of the Listing Rules or investigation of a possible breach of the Listing Rules.

We also propose to retain the requirement that listed issuers are required to appoint an [FA in
relation to connected party transactions that require any shareholders to abstain from voting
and trausactions or arrangements that require controlling shareholders to abstain from voting,
We will clarify that an IFA must be a firm either on the list of acceptable Sponsors or list of
acceptable IFAs,

Q.9 Do you agree with our proposals?

management team on the board.

HESA Submission - Page 10
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{Paragraphs 114 to 123 of Part B of the Consultation Paper)

We propose that a sponsor must not act for atty new applicant or listed issuer, whether as g
Sponsor or joint sponsor, from which it is not independent. The Exchange will expect 4
Sponsor to counsider a broad range of factors that might impact on ity sbility to act
independently of an issuer, Some of these factors are considered below, but sponsors should
note that this listofﬁsctorsofwhenasponsorwi]lnotberegmﬂedasindcpendentisnot
exhaustive and the existence of other relationships or interests which might give rise t0 a
material interest in the success of e transaction will be considered, The specified
circumstances are:

. a sponsef or any member of the sponsor’s group is holding more that 5% of the issued
share capital of a new applicent;

. the fair value of shareholding referred to above exceeding 15% of the consolidated net
tangible assets of the spongsar group;

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

. & sponsor is controtied by or is under the same control as the new applicant;

. 15% or more of the proceeds raised from an IPO is applied to settle debts due 1o a
member of the sponsor’s group; '

. a significant portion of the listing applicani’s operation is funded by the banking
facilities provided by a member of the sponsor’s group;

. where e director or employee of the sponsor or a close family member of either a
director or employee of the sponsor has an interest in or business relationship with the
new applicant; and

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

In addition to fulfilling the independence requirement as mentioned above, we also propose
that the Exchange will generally preclude from concluding that an IFA is indepondent if it
has served as a financial adviser to the relevant listed issuer, its subsidiarics or any of its
connected persons any significant assignment within two years of appointment.

We also propose to require sponsors and FAs to submit a 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.

HKSA Sybmission - Page 11
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Q.10 Do you agree with our proposals?
v Yes, qualified

issner rom w 1hit: “nnt enrlen Wea tlmta ad range of fa
ight impact on a sponsor’s ability to act inde ently, however, we do not aoree that

A sponsor shonld be resarded as not in dent simply because of the existence of the

factors set out above. The sponsor however shonld serion onsider the impact of these

factors on their ability to act inde n and engnre ad te safeounards are i
lace to miti imj; the to ind, dence n ag ble level the
jsfaction_of the tors, before sccepting the appointment. This 15 hat we

understand {o be the spirit of what is proposed in the consuliation paper.

HESA Submission - Page 12



(Paragraphs 124 to 152 of Part B of the Consultation Paper)

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

. the new applicant is suitable for listing, the new applicant's directors appreciate the
nature of their responsibilities and the new applicant and its directors can be expected
to honour thefr obligations under the Exchange Listing Rules and the Listing
Agreement;

. “non-expert scctions” contained in the new applicant's listing application and listing
documentsaretmeandthattheydonotomittosbateammﬂalfactrequiredwbc
stated or necessary to avoid the statements being misleading; and

. there are no reasonable grounds to believe that the “expert sections” contained in the
hew 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 propose that sponsors be required to comply with a Code of Conduct that will set ou,
among other things, the minimum due diligence 5 sponsor would be expected to undertake to
satisfy the obligations to conduct reasomable investigations we propose including in the
Listing Rules.

We propose that the Main Board and GEM Listing Rules be amended to require [FAs:

. 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 shareholders as a whole and that there are no grounds to belicve that any expert

advice or opinion relied on in relation to the transaction are not true or omit a material
fact: and

® to make a declaration in their report of the duc ditigence they have performed in order
to reach a conclusion that the terms of the relevant transaction or arrangement are fair
and reasonable and in the interest of the issuer and its shareholders as a whole.

Q.11 Do you agree with our proposals?
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CODE OF CONDUCT FOR SPONS
| (FINAN ADVISERL NSORS AND INDEPENDENT
Annex 2}

At Annex 2 we set
Financial Advm;ssc out the proposed Code of Conduct for Sponsors and Independent

Q-L? Do You agree with the a approach ted
adopted in the
Sponsors end Independent Financial Advisers? proposed Code of Conduct for

q i - o} be
tamln aﬁne nce etw inei nd rules.
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Declaration by sponsors and jead 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 meke 4 statement in listing documents regarding the extent of their due
diligence which would track the form of statement currently given 1o the Exchange on a
Privaze basis by sponsors subject to the modification noted below. A sponsor is also expected
to ensure that the document presents a fair impression of the issuer and that it has been
writien in plain language, The sponsor's due diligence obligation is modified in Tespect of
reports and information published in a listing document with the consent of an expert, The
form of declaration proposed recognizes this distinction. In respect of “non-expert sections™
of a listing document we propose that the following statement should be made “[Spongor firm
and underwriter] confirm(s), at the date of this document, that after reasonable investigation it
believes/they believe and have reasonable grounds to believe that the information set out in
this listing document at [make specific references] is not materially false ar misleading” and,
in respect of “expert sections”, an altemative test of due diligence that “it/they have no
grounds to believe and do not believe that the information set out in those sections of the
listing dacurnent at [make specific references], which have been prepared and authorized by
[name], is materially false or misleadmg”.

Q.13 Do you agree with our proposals?

HESA Submission - Page 15
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IFA Due Diligence Declaration
(Paragraph 147 of Part B of the Consultation Paper)

iterest of the issuer and its shareholders as a whole, and that there are 1o grounds to believe
that any information, expert advice or opinion relied on in relation to fthe transaction or
arrangement are not true or omit a material fact, IFAs should include in their reports a signed
declaration seftting out the dye 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 interest of
the issuer and its shareholders as a whole,

Q@.14 Do you agree with owr proposals?

" X No

-

‘ on for 0.13.
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REPORTING OBLIGATIONS AND MONITORING
(Paragraphs 166 to 170 of Part B of the Consultation Paper)

We propose to replace the requirement for an annysl teview with a certification process and a
targeted programme of monitoring,

The monitoring tools we propose to use will vary according to circumstances and may
include one or more of the following:

L) Complaints;

. Desk based reviews of transactions;

. Reviews of referrals;

) Liaison with other agencies, professional or regulatory bodies;

. Mectings 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 IFAs; and

) Reviews of past services provided, and documentation produced, pursuant to the
Listing Rules by a sponsor or an IFA,

Q.15 Do you agree with our proposais?

X Ne

e baligve ihat it wonld mor riate to develop a Contingin fessional

HKSA Sybmission - Page 17
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COMPLIANCE AND SANCTIONS \
(Paragraphs 17110 181 of Part B of the Consultation Paper) |

We propose that sponsors and IFAs and their eligible supervisors and staff all be subject to

disciplinary sanction. As noted in paragraph 54 we do not propose having a list of acceptable |
directors and individyal staff members who are net eligible supervisors, Thus, all persons |

We propose disciplinary sanctions for sponsors and IFAs similar to those under the current !
GEM Listing Rules, but with some variations for individuals, As with our sanctions for |
issuers and directors, we propose a graduated hierarchy of shaming and disabling sanctions .

®  Private reprimand;
¢  Public statement with criticism;
e  Public censure;

¢ Declaration that an individval i an unacceptable person or cannot be an eligible i
supervisor for a specified period of time:

®  Suspension of a firm from the list of acceptable sponsors or list of acceptable IFAs for a
specified period of time:

® Declaration that an individual is an unacceptable person or camnot be an eligible
superviser; and

¢ Removal of a firm from the list of acceptable sponsors or list of acceptable IFAs,
@.16 Do you agree with owr proposals?

v Yes. qualified \
¢_agree with the pro Is_except that there should no e 2 published list of -
un. ble indjvidual

HKSA Submission - Page 12 |
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ABILITY OF EXISTING GEM AND MAIN BOARD SPONSORS AND

!
IFAS TO MEET ELIGIBILITY CRITERIA |
(Paragraphs 1860 189 of Pat B of he Consultcion bapery L AP LS LISTS |
|

I

would appreciate your response to the folowing questions: |
Q.17 Would you meet the praposed eligibils :
; gibility requirements for sponsor firms A '
e s ), i s e it o s v
e Supervisors HKS10 million capital 2l
spervisors Fioss oo ni capital or that IFAs have two eligible Il

N/A : [
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Q.18 .g‘ ;::;;r me;;; aﬁrw r;f mﬁam 1:7 g:)-(d) was negative, please state which criterig
- 0 meet the requirements and comment on whether the

{:lr}oez:ei b-a‘:::::nnt‘::; ap;_rngemem would give you a sufficient opportumity 10 meet

the requi ould this change if the second transition period (in which

NA

HK&ASMmﬁwkm-Pumzo

TOTAL P.25
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