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n September 2023, Hong Kong Stock Exchange (HKEX) issued a

consultation paper on GEM listing reform proposing changes to
the GEM regime. In December 2023, HKEX issued the consultation
conclusions. In December 2023, the amendments relating to the
GEM Board were effective. This article will review the history and
development of the GEM Board from its inception in 1999, to the
three revamps, and the current regime.

Establishment and Launch of the Growth Enterprise
Market (GEM]) in 1999

In May 1998, HKEX issued a consultation paper to consult the
market to establish a new market for emerging companies. Under
the consultation paper, ‘the Second Market will be established as
an alternative market to the Main Board. Its main objective is to
provide capital formation for emerging companies to facilitate their
business development and/or expansion. [HKEX] accepts that certain
companies which can fulfil the listing requirements of the Main Board
may choose instead to list on the Second Market'. Thus, the Second
Market (vis-a-vis the Main Board) would be similar to NASDAQ (vis-
a-vis the New York Stock Exchange) in the US and would not be a
stepping stone to the Main Board. As regards regulatory philosophy,
‘the Second Market will adopt a “let the buyer beware” philosophy
with prominent risk warnings. Unlike the Main Board which adopts a
combination of merit and disclosure based regulatory approach, the
Second Market will implement an enhanced disclosure based regime.
The major emphasis will be on greater disclosure and increased
corporate governance’. As regards financial reporting, companies
listed on the GEM Board would be required to prepare quarterly
reporting. The consultation was well received by the market. The new
market was created and launched in November 1999. The new market
was then named the Growth Enterprise Market (GEM) and is now
named as GEM Board. Since its launch in 1999 and until 2005, some
220 companies have been listed on GEM Board raising over HK$40
billion of equity capital with most of listed companies being dot.com
companies taking advantage of the dom.com boom and the new
economy in Hong Kong and around the world. After the dom.com
boom and bust, not many companies were listed on the GEM Board
and those already listed were thinly traded with very little fund raising
activities. This led to the first revamp of the GEM Board in 2008.

First Revamp of GEM Board in 2008
In January 2006, HKEX issued a discussion paper on the Growth

Enterprise Market discussing three possible structural options to
revamp the GEM Board, namely, (a) GEM as a second board (and
hence a stepping stone to the Main Board), (b) GEM and the Main
Board to merge into a single board, and (c) new alternative market.
After the discussion paper, HKEX issued a consultation paper on
the Growth Enterprise Market in July 2007 to consult the market
on the proposed changes to the GEM Board as therein contained.
In May 2008, HKEX issued the consultation conclusions confirming
the changes to the structure of the GEM Board. The main feature
of this revamp was that the GME Board was re-positioned from an
alternative board to a ‘stepping stone’ to the Main Board and that the
transfer process to the Main Board was simplified. In the simplified
transfer process, no sponsor nor prospectus was required. All that was
required was an announcement for the transfer to be pre-vetted by
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the Listing Division and approved by the Listing Committee. After the
first revamp, the GEM Board was reactivated with many companies
meeting the Main Board requirements choosing to list on the GEM
Board and then transferring to the Main Board after two years simply
by an announcement. Taking advantage of the streamlined transfer
process, many listed shells were created and listed on the GEM Board,
transferred to the Main Board immediately after meeting Main Board
listing requirements and then sold to mainland investors who were
then very eager to obtain Main Board listed companies. This led to the
second revamp of the GEM Board addressing this loophole in 2018.

Second Revamp of the GEM Board in 2018
In June 2017, HKEX issued another consultation paper to review the

GEM Board as regards (a) GEM’s position as a ‘stepping stone’ to the
Main Board, (b) GEM listing requirements and delisting mechanism,
and (c) open market requirement. In December 2017, HKEX issued
the consultation conclusions. After the consultation and with effect
from 15 February 2018, GEM was re-positioned not as a 'stepping
stone’ to Main Board but as a stand-alone board. On transfer
mechanism (from GEM Board to Main Board), the streamlined
process was removed and a sponsor and a prospectus were required
to be prepared. Other amendments were also made to the GEM
listing rules but quarterly financial reports were still required. Since
the second revamp of the GEM Board in 2018, the number of new
listings and fund raisings on GEM Board have
significantly declined. In 2022, no new company
was listed on GEM Board and existing listed
companies raised only HK$2.7 billion in funds. This
led to the third revamp of the GEM Board in 2023.

Third Revamp of the GEM Board in 2023
In September 2023, HKEX issued the consultation

paper on GEM Listing Reforms consulting the
market for the proposals for reform. Key proposals
were (a) introducing a new alternative GEM
eligibility test targeting high growth enterprises
that are heavily engaged in R&D (research and
development), (b) removing mandatory quarterly
reporting and the alignment of the GEM'’s
ongoing obligations with those of the Main Board,
and (c) introducing a new streamlined transfer
mechanisms for eligible GEM companies to
transfer to the Main Board without the need to
appoint a sponsor to carry out due diligence and
produce a ‘prospectus-standard’ listing document.
In December 2023, HKEX issued the consultation
conclusions implementing the proposals with effect
from 1 January 2024 (as regards GEM reform rule
amendments) and 31 December 2023 (as regards
other housekeeping rule amendments). Key
amendments are as follows and for detail, please
refer to the amended listing rules with marked up as
contained in Appendix IV (for amendments to the
GEM listing rules) and Appendix V (for amendments
to the Main Board listing rules) to the consultation
conclusions dated December 2023.
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As regards initial listing requirements, a new alternative ‘'market
capitalisation/revenue/R&D test’ is introduced targeting high growth
enterprises that are heavily engaged in R&D activities with the
thresholds of (a) trading record of at least two financial years, (b) a
market capitalisation of at least HK$250 million at the time of listing,
(c) a revenue of at least HK$100 million in aggregate for the last two
financial years, with year-on-year growth over the two financial years,
and (d) R&D expenditure of not less than HK$30 million in aggregate
for the last two financial years where R&D expenditure incurred
for each financial year must be at least 15% of its total operating
expenditure for the same period. As regards post-IPO lock-up
period, controlling shareholders are restricted from (a) disposing
any shares within the first six months after listing, and (b) disposing
of shares that would result in them ceasing to be the controlling
shareholders within the second six months after listing.

As regards continuing obligations after listing, it is not required that
one executive director must be a compliance officer. As regards
compliance adviser, its engagement period is shortened and ends
on the date of publication of the financial results for the first full
financial year after listing with other requirements related to a
compliance adviser’s responsibilities being removed. As regards
financial reporting, mandatory quarterly reporting is removed and
is introduced as a recommended best practice under the corporate
governance code. In addition, periodic reporting requirements
are aligned with the Main Board listing rules that (a) annual reports
must be published not later than four months, (b) interim reports
must be published not later than three months, and (c) preliminary
interim results announcements must be published not later than
two months.

On the transfer to Main Board, a sponsor and a ‘prospectus-
standard’ listing document are not required and instead a transfer
announcement approved by HKEX is required. Before the transfer, a
listed company must:

(a) meet all the qualifications for listing on the Main Board;

(b) comply with HKEX's requirements in respect of its financial results
for three financial years;

(c) have reached the minimum daily turnover threshold of HK$50,000
on at least 50% of the trading days over the reference period;

(d) have a volume weighted average market capitalisation over
the reference period that could meet the minimum market
capitalisation requirement for listing on the Main Board; and

(e) (i) not have been held to have committed a serious breach of any
listing rules in the 12 months preceding the transfer application and
until the commencement of dealings in its securities on the Main
Board, and (i) not be the subject of any investigation by HKEX or any
ongoing disciplinary proceedings under the listing rules.

As regards costs for transfer, the Main Board initial listing fee is
exempted on transfer from the GEM Board.

FEXLHREMS - RASRSMEEINSIERE
EHEHRFTHY [TH1E / W / Aty - BREEEA
BELUTERE : (o) EREDMEMNEENEEE
3% (b) CHERBHMENMER25EET : (c) BIM
BRI NFEE R BT NMER 1 B8 TT - MENmEZ
MENEEBRFIER : R (d) BIMEMBEER
b2 BASTIRERNMERS 3,000 BB TT » MEBEMINFEE
ERERSIE T BRREERSED 15% - ERENX
NEBIREEER > FRIRE : (a) ELMEBIVEN
BRAANRNSEERTRD : R (b) ALMENBEE
T EBRTSLESERENERRERERRG -

FLEMENFESEMS  TEERUWAE—ZIITE
FEIESEE > MERBEBNEBRERNMERE > 22
FHE CHEEETRENFENEREREEARL
@ M FREL R 2 S AR BRRS I S ARRARVAR E - PRI IER
MmE » BUHEEHITEZERS » WiSEIREREREATH
BTHEZERESR - It - THEREESE (R
ERAD ®RIF—: (a) FRAERMEAAFIE

(b) PERREAR=@ERHIE R (c) WLHEE
BREAIRMIE SR -

EBEERE > EREERBARTIEER IBRERE
B2 I EMXAF  BFRMEBRATHENBRA
= o BIRE . EFAEIE -

(@) TEERECHHIMEER
(b) TEBRIME =B NFEIBHRENTE

(c) 2HREANZED 50%AI52 5 HEEI 50,000 BTTHIR
BEEHMAERREK

(e) (i) FRLEBRAEINI12ER  BEHSESE
ERFEBREERL » CHATRBRBEREE
fe (EFMRRANY AR : BIR (i) I8
FREHSR - IR (LKA ALhEmE
TP CREFRIES -

FEBRMAME > BEBEGEMBEZERMERN LM
=K

fGea

EREMISSRERNIFENG AP - IS EEIEGEM
FhZEEnN T EREERHEE (a) BREMEK
BT (b) BRAFEBREAEAS @ (o) EMEER
HAS : (d) BIREHEAS R (o) MHBRKRE
o AEENR - ISBESNERES LT BERLET
HWHINERBIL - RE—FSEIRGEM » TZEREUT
e

(@) E—FNELHER  DESRENERRIRFHE
A AT EHE L

Momentum 371



Conclusions

In discussing informally with
the market participants, we are
aware that the major issues and
problems associated with the
GEM Board are (a) stringent
initial listing requirements,
(b) high costs of IPO, (c) high
compliance cost after listing, (d)
high cost for transfer of listing,
and (e) thin market trading.
After the current review, more
companies are able to be listed
and transfer of listing has been
streamlined. In order to further
re-vitalise the GEM Board, the
following measures may be
considered:

(a) further relaxing the listing
requirements so that
more small but innovative
companies may be listed;

(b) reviewing and simplifying
the IPO process so as to
reduce the IPO cost;

(c) relaxing and simplifying

the compliance requirements after listing so as to reduce the (b) WERBIEERARABRES  LUBEREXRAH
compliance cost, for example, removing the requirements for BRGNS
independent non-executive directors (and replacing it with a
nominated adviser); (0 MEREELLHEHERER  LURKSRMN
7 BIUNEUEBRIBIIFPITESIRE (M
(d) requiring to appoint a nominated adviser who will ensure the FEERBRIEUL)

listed company to comply with the listing rules;
(d) BERZE—IEERR > HEERLCHATE
(e) introducing a market making mechanism to ensure that there is a F (ETHIRE)
market for secondary trading after listing;
(e) SIATIEREREH  LIER CHEEE_RRS
(f) considering to limit the GEM Board to professional investors who s s
are able to accept higher risks when the listing rules are relaxed; and

H ZEEMNE (CHRAN & EOENRZEES

(9) considering to delist the listed company if it fails to transfer its EISHEEREEMMGEM : &
listing to Main Board within five years to give effect to the GEM
Board being a stepping stone to the Main Board. (@) ZEFERERAFREZEER M EHRAIR
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The above observations and suggestions are based on the writer's

informal discussion with some market participants who are familiar DiiSmRERDRESEEESTHEGEMAIMSES
with the GEM Board but do not represent the views and opinions of BZECEPIFENGRMED » T MUREE XA
our Chamber nor its FRA Committee. ERNEEHREEENTIERNER -

Vincent P C Kwan FAfRE2
Solicitor/Certified Public Accountant (Fellow) (Non-Practising) BEN / BIFREETET (FEHE)
Member (Formerly Chairman), FRA Committee HEELmATEE
The Chamber of Hong Kong Listed Companies ESBREEIREESEE (RAIEER)

32 Momentum



