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Response to the Consultation on Continuing Listing Criteria and Related Issues 
 
The Hong Kong Institute of Company Secretaries (“HKICS”) unequivocally supports 
the effort of the Hong Kong Exchanges and Clearing Limited (“HKEx”) to address 
the issues relating to Continuing Listing Criteria. The dilemma obviously lies in 
finding a solution which benefits both the existing shareholders (whose interests are 
best served by retaining their shares on a company with a Main Board listing so that 
they have the prospect of being able to sell those shares to someone else) and the 
interests of potential shareholders in a low capitalization stock (who need to be 
protected against the risk that they will take an ill-informed investment decision and 
purchase stock from those existing shareholders).     
 
HKICS position 
 
1. It can be argued that little needs to be changed, but that there is a need to 

reinforce the existing continuing listing criteria. 
2. The solution to accommodate penny stocks lies in the establishment of an 

alternative board for the listed market (e.g. a “Second Board”), or an alternative 
trading platform. The word “delisting 除牌” in relation to removing such penny 
stocks from the Main Board should be substituted by “relisting 轉牌”, if the 
establishment of an alternative board for the listed market is accepted.  

3. Defining the “Continuing Listing Criteria” will need to include the alternative 
treatment of penny stocks removed from the Main Board. 

 
The need to reinforce the existing continuing listing criteria 
 
The Main Board Rules currently comprise both minimum requirements which have to 
be met before securities may be listed and also continuing obligations, by way of the 
terms of the Listing Agreement, with which an issuer must comply on an ongoing 
basis once it is listed. These rules are designed basically to regulate corporate 
processes and actions of issuers to ensure the protection of shareholder rights and the 
proper disclosure of information to the public.           
 
HKICS takes the view that there is a need to reinforce the existing continuing listing 
criteria for the following reasons:- 
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(a) the admission of securities for listing is subject to increasingly careful scrutiny, 

but there appears to be little consideration then given to whether those securities 
remain suitable for continuing listing;  

  
(b) the “one size fits all” approach reflected in the Main Board Rules is ill-suited to 

the regulation of a Main Board with securities ranging from the higher-end blue 
chip stocks to the penny stocks; 

 
(c) penny stocks are inherently vulnerable to market manipulation;  
 
(d) the predominance of penny stocks, with the attendant risk of market 

manipulation, creates an adverse perception, both in Hong Kong and more 
widely, of the overall quality and reliability of the Hong Kong Stock Market;  

 
(e) there is little justification in the disproportionate amount of regulatory effort and 

the resultant administrative cost that are devoted to the regulation of a large 
number of listed companies in which the investing public actually holds only a 
modest collective stake;  

 
(f) it is not obvious how HKEx’s function - “to provide a fair, orderly, efficient and 

transparent market for the trading of securities” – is served by retaining on the 
Main Board companies (i) whose securities are not traded and with a propensity 
towards lack of fairness, order and efficiency in whatever trading that might take 
place, or (ii) when they lack the characteristics to market their stocks; and 

 
(g) allowing such companies to remain on the Main Board amounts to misleading 

the general investing public who buys a low-priced stock in the mistaken belief 
that it is undervalued because it is listed there. 

 
Consideration for the existing penny stock shareholders 
 
Although the principle of “buyer beware” should remain the overriding principle of 
investing in the Stock Market, the concept of “delisting” intrinsically pays no heed to  
the existence of shareholders of penny stocks who are the intended beneficiaries of 
the HKEx’s provision of “a fair, orderly, efficient and transparent market for the 
trading of securities”. Prime consideration should therefore be given to safeguarding 
the interest of such beneficiaries by offering an orderly exit option to them.   
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Establishing an alternative trading platform for penny stocks 
 
Among the alternative treatments that have been put forward, neither compulsory 
buy-back by controlling shareholders nor compulsory winding-up provides a 
pragmatic and enforceable solution. In the case of compulsory privatization, there are 
two possible scenarios, both of which are against the general principle of fairness 
amongst all shareholders, majority and minority alike. Controlling shareholders with 
ready cash or financing ability would be favoured to the detriment of minority 
shareholders. On the other hand, those without such facility would have to face 
practical difficulties including financial and legal ones.  
 
Establishing an alternative board for the listed market, for example, a “Second Board”, 
or an alternative trading platform for the penny stocks once removed from the Main 
Board will succeed in providing an orderly exit for the existing shareholders.  
 
Although the distinction between the Main Board and a “Second Board” is ultimately 
one of classification, there are the following advantages:  
(a) penny stocks could be regarded as being “relisted” from the Main Board to the 

Second Board, thereby obviating the need to use the psychologically impairing 
word of “delisting” with all its negative implications; and             

(b) the loss of status implied in the dismissal to the Second Board may be 
compensated by a potential return to the Main Board if the shortcomings leading 
to “relisting” have been ratified through improvement in corporate performance or 
a demonstrable ability to meet the requirements of the Main Board. 

 
Correlation between defining delisting criteria and the consequences of delisting  
 
Continuing Listing Criteria are effectively delisting criteria. It is difficult to see how 
one can establish delisting criteria unless the details of what will be the consequences 
of delisting have first been established.  
 
In other words, if the consequences of delisting is a compulsory winding up, then the 
delisting criteria should be very narrowly and strictly defined and confined to 
exceptional circumstances on account of the dramatic consequences of delisting. If, 
on the other hand, a delisting leads to a “relisting” on a Second Board, with a 
reasonable prospect of return to the Main Board if corporate performance improves, 
then the delisting criteria might be broader, including qualitative and quantitative 
criteria and the exercise of regulatory discretion. 
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Developing first the details of the alternative treatment of penny stocks removed from 
the Main Board would need to be the subject of a separate consultation paper. 
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