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SFC Regulatory Bulletin:  
Listed Corporations Issue No. 2 

May 2018 

This bulletin provides guidance on the manner in which the SFC performs some of its functions under the SMLR and the SFO in 
relation to listed corporations and other listing matters. 

“Real-time” regulation continues to be our main theme in tackling corporate misconduct. This second edition of 

the SFC Regulatory Bulletin: Listed Corporations provides an update on how the SFC exercises its power 

under the Securities and Futures (Stock Market Listing) Rules (SMLR) to fulfil its statutory objective of 

protecting investors. Case studies demonstrate the close relationship between the use of the SFC’s regulatory 

tools under the SMLR and its enforcement actions against listed corporations and intermediaries (see the 

Enforcement Reporter series). 

To help the public better understand the SFC’s approach to performing its functions under section 6 and 

section 8 of the SMLR, the following case studies highlight actions taken by the SFC in the nine months ended 

31 March 2018. 

IPO Case 1 

A significant portion of the applicant’s revenue was 

settled by third-party payers other than its 

customers. While the payers were described as 

independent third parties, the SFC’s enquiries 

revealed that some of them had relationships or 

connections with the applicant or its controlling 

shareholder. For example, amounts recorded as 

advances to the controlling shareholder were 

remittances made directly by the applicant to 

third-party payers. In one case, a third-party payer 

received an advance from the applicant in the same 

month it made a payment to the applicant on 

behalf of a customer. In addition, the SFC identified 

other material inconsistencies and omissions 

regarding third-party payments in the submissions. 

The SFC issued a "letter of mindedness to object" 

(LOM) to the applicant as it had concerns about the 

accuracy and completeness of the information in 

the application materials, including whether the 

sales proceeds received through third-party payers 

were provided by the applicant’s customers and 

whether the underlying sales were genuine. The 

applicant did not respond to the SFC’s LOM and the 

application lapsed. 

Foreword 

Case studies 

http://www.sfc.hk/web/EN/published-resources/industry-related-publications/enforcement-reporter.html
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IPO Case 2  

The applicant relocated major operations 

subsequent to the track record period,  

resulting in a significant change in its cost 

structure. However, no audited financial 

information reflecting the applicant’s 

operations following the relocation was  

available to demonstrate the sustainability  

of its revenue and profit margins in the new 

circumstances. The SFC had concerns as 

to whether the applicant’s historical  

financial information provided a fair and 

reasonable basis for investors to assess its 

future prospects and issued an LOM.

After considering the applicant’s responses, 

the SFC exercised its power under section 

6(2) of the SMLR to object to the listing of 

the applicant’s shares as it appeared that 

the application did not contain such 

particulars and information which was 

necessary to enable an investor to make an 

informed assessment of the applicant’s 

activities, assets and liabilities and financial 

position as well as of the rights attaching to 

the securities. It also appeared to the SFC 

that it would not be in the interest of the 

investing public for the applicant’s shares to 

be listed at that stage. 

   

Section 6(2) of the SMLR provides that the SFC may object to any listing application if it 

appears to the SFC that:  

(a) the application does not comply with a requirement under section 3 of the SMLR, 

namely, (i) non-compliance with the Listing Rules except to the extent waived; (ii) 

non-compliance with applicable law; or (iii) failure to contain such particulars and 

information which, having regard to the particular nature of the applicant and the 

securities, is necessary to enable an investor to make an informed assessment of the 

activities, assets and liabilities and financial position, of the applicant at the time of 

the application and its profits and losses and of the rights attaching to the securities;  

(b) the application is false or misleading as to a material fact or is false or misleading 

through the omission of a material fact;  

(c) the applicant has failed to comply with a requirement to supply such further 

information as the SFC may reasonably require for the performance of its functions 

under the SMLR or, in purported compliance with the requirement has furnished the 

SFC with information which is false or misleading in any material particular; or  

(d) it would not be in the interest of the investing public or in the public interest for the 

securities to be listed.  
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IPO Case 3  

The SFC noted from the applicant’s share 

allotment information that while the total 

number of shareholders exceeded the 

minimum of 100 specified in GEM Listing 

Rule 11.23, the vast majority of the total 

issued share capital would only be held by 

a small number of shareholders upon listing. 

The extremely high shareholding 

concentration cast doubt on whether there 

would be an orderly, informed and efficient 

market for the applicant’s securities. 

The SFC issued an LOM to the applicant. 

Following the SFC’s enquiries, the 

applicant postponed its listing. 

Subsequently, a wider spread of 

shareholders was achieved after the 

applicant relaunched its share offer. 

IPO Case 4  

Shortly before the end of the track record 

period, the applicant allocated a significant 

portion of its working capital, which 

amounted to more than the applicant’s total 

turnover in the previous financial year, to a 

new business segment with completely 

different risk and reward profiles and 

liquidity and capital requirements. 

Considering this significant change in the 

applicant’s business strategy, the SFC was 

concerned that the historical financial 

information presented in the listing 

document may not be representative of its 

business going forward. The SFC issued 

an LOM to the applicant, following which 

the applicant withdrew its listing application 

without addressing the SFC’s concerns. 

Post-IPO case 1  

The company proposed to raise funds 

through a placing under general mandate. 

It also granted share options to unknown 

grantees. In aggregate, the placing and the 

share options represented a substantial 

portion of the company’s enlarged share 

capital. Moreover, the placing price and the 

option exercise price were both at a 

significant discount of more than 80% to the 

company’s net asset value per share. The 

company had also completed a rights issue 

in the first half of 2017. There was no 

indication that the company had an 

imminent need to raise funds or why it 

would do so at a price representing a 

significant discount to the net asset value. 

   

The extremely high shareholding 
concentration cast doubt on whether 
there would be an orderly, informed and 
efficient market for the applicant’s 
securities. 
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Accordingly, the SFC commenced a section 

179 inquiry requesting details about the 

placing, the share options granted and the 

use of funds from its earlier rights issue. 

The share options were subsequently 

cancelled.  

After the SFC issued letters of concern to 

the company regarding the terms of the 

proposed placing, the company announced 

the termination of the placing. 

Post-IPO case 2  

The company proposed an acquisition 

through the issuance of convertible bonds 

as well as a placing of convertible bonds, 

both with a conversion price discounted 

more than 60% to the prevailing market 

price. If fully exercised, the conversion 

shares would represent about 57% of the 

enlarged issued share capital. The SFC 

was concerned that the acquisition and the 

placing were part of a series of transactions 

designed to obtain a listing without going 

through the usual listing application 

process. The SFC issued section 179 

inquiries in relation to the proposed 

acquisition and placing. 

Through the inquiries, the SFC noted that 

the acquisition target was loss-making and 

had yet to commence operations. It 

appeared that the company did not have an 

imminent need for funds to justify the  

 

   

Section 179(1) of the SFO provides that the SFC may require the production of any books 

and records where it appears to the SFC that there are circumstances suggesting: 

(a) the business of the corporation has been conducted (i) to defraud creditors, (ii) for any 

fraudulent or unlawful purpose; or (iii) in a manner oppressive to its shareholders; 

(b) the corporation was formed for any fraudulent or unlawful purpose; 

(c) persons involved in the corporation’s listing have engaged, in relation to such process, 

in defalcation, fraud, misfeasance or other misconduct; 

(d) persons who managed the corporation have engaged in defalcation, fraud, 

misfeasance or other misconduct towards it or its shareholders; or  

(e) shareholders of the corporation have not been given all the information with respect to 

its affairs that they might reasonably expect. 
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placing and could not explain why it was 

placing the convertible bonds at a deep 

discount or why it did not attempt to obtain 

cheaper financing options. Furthermore, 

there was no reasonable explanation for 

the projected growth of the acquisition 

target and no independent valuation was 

sought. 

In light of the above, the SFC issued a letter 

of concern regarding the terms of the 

proposed acquisition and placing. The 

company subsequently announced the 

lapse of the acquisition and the termination 

of the placing. 

Post-IPO case 3  

The company proposed a rights issue and 

an issuance of convertible notes which 

would have an aggregate dilution impact of 

more than 50%. The subscription price of 

the rights issue and conversion price of the 

convertible notes both represented a 

substantial discount to the prevailing 

market price. In addition, the company had 

conducted two highly dilutive fund raisings 

since 2015. 

The SFC issued a letter of concern to the 

issuer and the company subsequently 

restructured the proposed transactions in 

light of the SFC’s concerns. Under the new 

proposal, no convertible bonds were  

issued. The dilution impact on minority 

shareholders was significantly reduced and 

the subscription price of the new rights 

issue represented a more reasonable 

discount to the prevailing market price as 

compared to the original proposal. 

Post-IPO case 4  

The company had acquired a minority 

equity interest in a broker and later 

announced the proposed acquisition of the 

remaining interest. 

The SFC issued section 179 inquiries and 

found that the broker’s recorded net profit 

was mainly attributable to non-recurring 

items and its key customers were 

subsidiaries or parties associated with the 

seller. In addition, the SFC also found that 

the company had recently granted options to 

a small number of individuals, all of whom 

had exercised their options via loans 

provided by the seller. The SFC was 

concerned that the series of transactions 

was pre-arranged to justify an artificially high 

valuation for the broker. 

As such, the SFC issued an LOM setting 

out its concerns about the impact of the 

proposed acquisition on the company’s 

public shareholders. Subsequently, the 

company announced that the acquisition 

had terminated. 
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Post-IPO case 5  

The SFC issued section 179 inquiries to the 

company in relation to a settlement deed 

under which the company proposed to 

satisfy an outstanding loan through the 

issuance of new shares and convertible 

bonds. The issue price and conversion 

price were both deeply discounted 

compared to the prevailing market price. If 

converted in full, the new shares and 

convertible bonds would together represent 

35% of the enlarged share capital. Their 

combined value was also much higher than 

the company’s outstanding debt. 

The SFC was concerned that the terms of 

the settlement deed might be prejudicial to 

the interests of the company’s shareholders. 

Accordingly, the SFC issued a letter of 

concern and the company subsequently 

announced the lapse of the settlement 

deed and proposed to seek alternative 

funding to repay the outstanding debt. 

Post-IPO case 6  

The company proposed to issue unlisted 

warrants at a discount over approximately 

14% of the company’s enlarged share 

capital, but failed to provide a reasonable 

explanation for raising capital at such a 

deep discount. Moreover, the board did not 

obtain an independent valuation of the 

warrants to be issued. 

The SFC was concerned that the directors 

might not have obtained sufficient 

information to determine whether the issue 

price for the warrants was fair and 

reasonable and in the interest of the 

company's shareholders. The SFC issued 

a letter of concern and the company 

subsequently announced that the warrant 

subscription had been terminated. 

 

The SFC was concerned that the terms 
of the settlement deed might be 
prejudicial to the interests of the 
company’s shareholders. 

If you want to receive the SFC Regulatory Bulletin: Listed 

Corporations by email, simply subscribe at the SFC website by 

selecting SFC Regulatory Bulletin: Listed Corporations on the 

designated page. 

Securities and Futures Commission  

35/F, Cheung Kong Center 

2 Queen’s Road Central 

Hong Kong  

 

(852) 2231 1222 

enquiry@sfc.hk 

www.sfc.hk 

 



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (Japan Color 2001 Coated)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize false
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness false
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages false
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages false
  /ColorImageDownsampleType /None
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages false
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages false
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages false
  /GrayImageDownsampleType /None
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages false
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages false
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<
    /CHT <FEFF005B683964DA300C005B9AD854C18CEA52175370005D300D005D00204F7F752890194E9B8A2D7F6E5EFA7ACB7684002000410064006F006200650020005000440046002065874EF653EF5728684C9762537088686A5F548C002000700072006F006F00660065007200204E0A73725F979AD854C18CEA7684521753706548679C300260A853EF4EE54F7F75280020004100630072006F0062006100740020548C002000410064006F00620065002000520065006100640065007200200035002E003000204EE553CA66F49AD87248672C4F86958B555F5DF25EFA7ACB76840020005000440046002065874EF63002>
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /BleedOffset [
        0
        0
        0
        0
      ]
      /ConvertColors /NoConversion
      /DestinationProfileName ()
      /DestinationProfileSelector /NA
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MarksOffset 0
      /MarksWeight 0.283460
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /NA
      /PageMarksFile /JapaneseWithCircle
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /LeaveUntagged
      /UseDocumentBleed false
    >>
    <<
      /AllowImageBreaks true
      /AllowTableBreaks true
      /ExpandPage false
      /HonorBaseURL true
      /HonorRolloverEffect false
      /IgnoreHTMLPageBreaks false
      /IncludeHeaderFooter false
      /MarginOffset [
        0
        0
        0
        0
      ]
      /MetadataAuthor ()
      /MetadataKeywords ()
      /MetadataSubject ()
      /MetadataTitle ()
      /MetricPageSize [
        0
        0
      ]
      /MetricUnit /inch
      /MobileCompatible 0
      /Namespace [
        (Adobe)
        (GoLive)
        (8.0)
      ]
      /OpenZoomToHTMLFontSize false
      /PageOrientation /Portrait
      /RemoveBackground false
      /ShrinkContent true
      /TreatColorsAs /MainMonitorColors
      /UseEmbeddedProfiles false
      /UseHTMLTitleAsMetadata true
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


