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Responding to a notable increase in new listing applications throughout 2025, the Securities and Futures Commission
("SFC") and the Stock Exchange of Hong Kong Limited (“HKEx") issued a joint letter (Joint Letter) to Sponsors in
December 2025, which highlighted regulators' concerns about the drop in quality and non-compliance in recent IPO
applications, warning of serious consequences for poor submissions. On 30 January 2026, SFC further issued the
Circular to licensed corporations carrying out sponsor work, which highlighted the substandard conduct of Sponsors and
the commencement of investigation and/or disciplinary action in serious cases of misconduct against the Sponsors.
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SFC’s concerns

Poor quality of draft listing documents
» Substandard disclosures on applicants’ eligibility and suitability for listing
» Unreasonably lengthy listing documents

Failure to address regulatory comments despite clear guidance
» Sponsors provided incomplete, inconsistent or contradictory responses; ignored clear guidance from SFC/HKEXx; failed
to update regulators on new developments.

Failure to attend to processes and procedures at the offer stage
« Failure to put in place sufficient arrangements and experienced Transaction Team to ensure public offer is conducted in
fair, timely and orderly manner.

* Relied excessively on external advisers without verifying competence or resources; leading to poor quality documents
and due diligence.
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Insufficient capacity of Principals

* Principals overloaded with too many active mandates, making proper supervision impossible.

* No Principal should be simultaneously supervising or participating in six or more active listing engagements, unless
under very exceptional circumstances with valid justifications to the satisfaction of the SFC

Principals should be involved in key decisions, setting breadth and depth of due diligence, assessing results, ensuring
issues are properly resolved, and should adequately supervise at all times, including attending key due diligence
interviews and giving timely guidance.
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Attempts to appoint Principals that are not suitably qualified
+ Failure to ensure, and to implement adequate measures to ensure Principals meet eligibility criteria.
« Failure to maintain adequate records on Principal appointments and their IPO assignments.

Insufficient staff with appropriate levels of knowledge, skills and experience

« Failure to ensure appointed ITP meet eligibility criteria for Sponsor work.

* Insufficient staff with appropriate knowledge and experience on Hong Kong IPOs.

* Ineffective reporting lines between Transaction Team and Management. Sponsors should maintain suitable ratio of
Principals, senior members with relevant knowledge for each Transaction Team.
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Responsibilities of Sponsors and Management

» Sponsors are expected to uphold a high standard of professionalism and integrity in new listing applications, maintaining
comprehensive records to demonstrate compliance with regulatory requirements to the SFC.

» Sponsor's Management, including the Board of Directors and key group personnel, holds ultimate responsibility for
overseeing sponsor work and ensuring adherence to all relevant legal and regulatory requirements.

In response to the SFC's concerns, the SFC is likely to conduct on-site inspections for the concerned 13 Sponsors
and the Sponsors with Strained Principal(s). The inspection targets are selected on a risk basis.




€ SFCscrutiny and further actions

The circular further detailed the elevated regulatory expectations and possible ramifications for the sponsors and the listing
applications.

» The SFC may suspend IPO vetting for unreasonably lengthy or substandard listing
documents.

» Recurring substandard submissions or inadequate regulator responses may also lead
to regulatory actions, along with the SFC informing other regulators.

Vetting of Listing

Applications

» The SFC has tightened the regulatory requirements in the applications, such as
continuously assessing Sponsors/Principals based on listing application records,
making it mandatory to include OMO signed confirmation for RAG licence applications,
requiring individuals to pass HKSI LE Paper 1 and 16 before engaging in IPO sponsor
work, etc. Incomplete Principal submissions will be returned.

» The SFC may also impose licence conditions, limiting a Sponsor's business scope and
the number of active IPO engagements for Principals or licensed individuals.
* Serious misconduct could further lead to SFC investigations or disciplinary action

Supervisory and
Enforcement Actions

How KPMG can support

With extensive experience of working on tripartite review with IPO sponsors and the SFC, KPMG has a strong understanding of
the regulators’ expectations and the common issues other sponsors face, as well as an understanding of how market
participants have strengthened their policies, procedures and controls. KPMG offers comprehensive services designed to assist
sponsors in all phases of self examination and regulatory inspections.
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Ij Independent review

Qg PMO support during inspection

E.ﬁi’,l.ﬂ Post-inspection review

An in-depth review of targeted business
areas to assess regulatory compliance

* Risk-based review of key controls against
relevant regulatory standards;

Providing assistance throughout the
inspection to ensure a smooth
process

+ Set-up and running of a project

Performing a post-regulatory-
inspection review

» Based on the inspection findings,
perform documentary review of the

management office, with multiple
attributes;

client’s frameworks, policies,

» Key review process will cover: (i) Deal .
Y P (i) procedures, and internal documents;

origination; (ii) Engagement; {iii)
Preparation and documentation; (iv) + Validate and enhance documents for
HKEx vetting process submission;

» Review of remediations done to address
the SFC inspection findings and assess
the control design sufficiency and the

* Testing of design and operating » Provide mock interview to prepare key control effectiveness; and

effectiveness of internal controls; and senior management for
walkthroughs with the regulators; » Formulating of enhancement

* Provision of written report on the in- and recommendations (if any).

scope areas with observations and
potential enhancement areas

Provide regulatory response review
and coordination support
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