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The Securities and Futures Commission (SFC) issues the following statement in relation to The Stock
Exchange of Hong Kong Limited’s (SEHK) draft proposal on weighted voting rights (WVR).

The SEHK’s Consultation Conclusions on WVR published on 19 June 2015 outlined some of the
relevant features of the draft proposal for a second stage consultation on WVR. The SFC has
considered a more detailed version of the proposal.

The Board of the SFC has unanimously concluded that it does not support the draft proposal for
primary listings with WVR structures.

The Board’s views are set out below.
Eligible applicants would be required to have a very high expected market capitalisation

Size offers no assurance that a company would treat its shareholders fairly. Any corporate misconduct by an
issuer with a large market capitalisation will likely affect more investors and have a greater impact on our
markets. For example, these issuers are more likely to become index components which will compel index
funds and other types of “passive” institutional investors (which invest public money) to buy and hold their
stocks even if fund managers disagree with their WVR structures.

The SEHK would expect eligible applicants to have certain features relating to their
businesses and the contribution of their founders as identified in a set of “enhanced
suitability” criteria

The SFC has significant concerns about these proposals that require regulators to assess compliance with
the criteria for companies to be eligible for WVR (for example, whether the applicant has some unique
features that cannot be easily replicated and are likely to provide a sustainable competitive advantage, as
well as the contribution of the founder or founders). Such criteria can only be applied subjectively and are
therefore inherently vague. A regime that relies on the subjective judgement of regulators to determine
which listing applicants are eligible for WVR would give rise to regulatory uncertainty and could result in
inconsistent and unfair decision-making. The SFC is opposed to proceeding on this basis.

WVR structures would be permitted for new listing applicants only (with appropriate anti-
avoidance measures)

The SFC is of the view that Hong Kong’s securities markets and reputation would be harmed if WVR
structures became commonplace. Among other things, the SFC considered whether the draft proposal
justifiably restricts the extent to which WVR structures would be permitted and whether there were effective
measures to prevent circumvention of these restrictions by ineligible applicants.

For example, the draft proposal limits WVR structures to new applicants only. This means that existing listed
companies and future issuers that list without WVR structures would not be permitted to adopt such
structures. For this feature to work, there must be effective measures to prevent ineligible issuers from
bypassing the limitation through arrangements such as spin-offs, assets transfers or other forms of
corporate restructuring. The SFC has significant concerns regarding the effectiveness of anti-avoidance
provisions proposed by the SEHK.

It is insufficient to look only at controlling the number of WVR issuers. The SFC is concerned, for example,
with the potential impact of acquisitions of existing listed assets by WVR issuers. Unrestricted, post-listing
transactions could over time result in the transfer of a significant proportion of existing listed businesses and
assets to WVR structures. In the SFC’s view, such a development would be detrimental to our markets and
the interests of the investing public generally.

Separately, the draft proposal does not explain how many proposed safeguards and conditions (for example,
whether a founder remains actively involved in management) can be monitored on an ongoing basis and
what actions can be taken either by regulators or by public shareholders if they are not complied with.

A focus of the discussion to date on WVR has been competition from the United States for the listing
of Mainland China businesses. Hong Kong’s business and competitive environment is affected by
many factors and can change significantly within a relatively short period. In carrying out its
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regulatory functions, the SFC considers both long term and short term objectives and seeks to
uphold the core principles of fairness and transparency which underpin Hong Kong’s reputation as an
international financial centre.

The Board of the SFC has noted the extensive local and international public debate on and
widespread coverage of the WVR issue over many months and has discussed the importance of Hong
Kong’s reputation as an international financial centre. Against this background, the Board decided

that it is in the public interest to issue this statement.
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