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ATTACHMENT

HONG KONG INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS’ COMMENTS ON THE

IAASB EXPOURE DRAFT ISAE 3420 ASSURANCE REPORTS ON THE PROCESS TO

COMPILE PRO FORMA FINANCIAL INFORMATION INCLUDED IN A PROSPECTUS

Request for Specific Comments

1.

In relation to respondents' roles and responsibilities, would respondents adopt or
apply the proposed ISAE, or request an engagement in accordance therewith, if it
became effective? If not, please explain why.

As you may be aware, the HKICPA has embarked on a project to develop a series of
standards and guidance on investment circular reporting - Hong Kong Standards on
Investment Circular Reporting Engagements (HKSIR). One of the standards issued under
the series is HKSIR 300 "Accountants' Reports on Pro Forma Financial Information in
Investment Circulars". Attached as Appendix 1 is a copy of HKSIR 300 for your
information.

When reporting under HKSIR 300 the reporting accountants provide assurance directly in
relation to the pro forma financial information itself. As such HKSIR 300 is aligned with
the Listing Rules of The Stock Exchange of Hong Kong Ltd (The Exchange) which
require the reporting accountants to report directly on the pro forma financial information.
Hence, there is currently no basis for believing that the proposed ISAE which
contemplates reporting in relation to the process of the preparation of the pro forma
financial information would be applied for local listing engagements in Hong Kong.

However, we will consider the adoption of the proposed ISAE as part of our International
Convergence Programme to provide guidance for engagements undertaken by our
members for listing in other jurisdictions.

Do respondents believe that the work effort set out in the proposed ISAE is
sufficient and appropriate to enable the practitioner to express an opinion as to
whether the process to compile the PFI has, in all material respects, been applied
in accordance with the applicable criteria?

In general, the proposed ISAE sets out sufficient and appropriate work procedures.

Attached as Appendix 2 is draft guidance, Best Practice Guidance on Presenting Pro
Forma Financial Information, developed by The Exchange, in consultation with
representatives from some of the larger accounting practices in Hong Kong, which may
be of interest to IAASB.

The aim of the draft guidance is to set out the principles for applying the current Hong
Kong Listing Rules and to provide guidance on how to present pro forma financial
information under specific scenarios. The IAASB may wish to consider the draft guidance
and, where, deemed appropriate, incorporate some relevant elements of the guidance
that will have more general application in the ED.
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Do respondents believe that it is clear from the illustrative practitioner's report in
the Appendix to the proposed ISAE that the practitioner is reporting on the process
to compile the PFl and not on the PFI itself? Paragraph A52 of the proposed ISAE,
in particular, provides two alternatives for the opinion in relation to the process, i.e.

e Whether the process to compile the PFI has, in all material respects, been
applied in accordance with the applicable criteria; or
e Whether the PFI has been properly compiled on the basis stated.

There is a concern that providing two alternatives for the opinion in relation to the process
may cause confusion. The wording of the second alternative may be read as to provide
assurance on the pro forma information itself.

As the proposed ISAE is designed to convey assurance on the process to compile
the PFI, do respondents believe that it would be desirable for the IAASB to also
develop a separate standard on reporting on the PFl itself? If yes:

(@) What do respondents believe would be the work effort implications in
undertaking engagements to report on the PFl itself? In particular, how would
such work effort differ from that specified in the proposed ISAE?

(b) Should both reasonable assurance and limited assurance on the PFI be
addressed? If so, how should the nature and extent of the practitioner's work
effort be differentiated between a reasonable assurance engagement and a
limited assurance engagement to report on the PFI?

To enhance the adoption and implementation of the proposed ISAE, it is desirable for the
IAASB to also consider providing guidance on reporting on the PFI itself. However,
having two separate standards may be confusing to users.

In our locally developed HKSIR 300 referred to above, work consists primarily of
comparing the unadjusted financial information with the source documents, considering
the evidence supporting the adjustments made by the directors and making enquiries of
the directors regarding the process by which they have prepared the pro forma financial
information.

~ END ~
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ACCOUNTANTS’ REPORTS ON PRO FORMA FINANCIAL INFORMATION IN INVESTMENT CIRCULARS

Example Accountants’ Report on Pro Forma Financial Information in Investment
Circulars

Appendix 1

Appendix 2 Examples of Management Representation Letter Clauses

Hong Kong Standard on Investment Circular Reporting Engagements (HKSIR) 300 “Accountants’
Report on Pro Forma Financial Information in Investment Circulars” should be read in the context of
the “Preface to Hong Kong Standards on Quality Control, Auditing, Assurance and Related Services”

which sets out the application and authority of HKSIRs.

This HKSIR is based on the Listing Rules/GEM Rules that were in effect as at 31 December 2005.

HKSIR 300



ACCOUNTANTS’ REPORTS ON PRO FORMA FINANCIAL INFORMATION IN INVESTMENT CIRCULARS

Definitions

The definitions used in this HKSIR are:

a.

GEM Rules:

Investment circular:

Issuer:

Listing Rules:

Prospectus:

Reporting accountant:

Sponsor:

Stock Exchange:

Takeover Code:

Rules Governing the Listing of Securities on the Growth Enterprise
Market of The Stock Exchange of Hong Kong Limited.

A document, including a prospectus, circular to shareholders or similar
document, issued by an issuer pursuant to the Listing Rules/GEM
Rules, the Takeover Code or the Companies Ordinance relating to
listed or unlisted securities on which it is intended that a third party
would make an investment decision.

As defined by the Listing Rules/GEM Rules, an issuer is any company
or other legal person any of whose equity or debt securities are the
subject of an application for listing or some of whose equity or debt
securities are already listed.

Rules Governing the Listing of Securities on The Stock Exchange of
Hong Kong Limited.

Any prospectus, notice, circular, brochure, advertisement, or other
document offering any shares or debentures of a company to the public
for subscription or purchase for cash or other consideration; or circular
to invite offers by the public to subscribe for or purchase for cash or
other consideration any shares or debentures of a company.

A professional accountant engaged to prepare public reports and
letters for inclusion in, or private letters in connection with, an
investment circular. Where the context requires, this term includes
auditors where they are carrying out a role in connection with an
investment circular, other than that of reporting as auditors on financial
statements.

An entity appointed under the Listing Rules/GEM Rules by an issuer to
provide advice to and assist the issuer in listing, lodging the formal
application for listing and supporting documents and dealing with the
Stock Exchange.

The Stock Exchange of Hong Kong Limited.

The Code on Takeovers and Mergers and Share Repurchases issued
by the Securities and Futures Commission.
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ACCOUNTANTS’ REPORTS ON PRO FORMA FINANCIAL INFORMATION IN INVESTMENT CIRCULARS

Introduction

The purpose of this HKSIR is to establish specific standards and provide guidance for
reporting accountants engaged to issue an accountants’ report on pro forma financial
information in an investment circular. The standards and guidance are intended primarily for
the purpose of reporting under the Listing Rules/tGEM Rules. They may also assist in
connection with reporting on pro forma financial information in investment circular other than
those prepared under the Listing Rules/GEM Rules.

The work outlined in this HKSIR, having regard to the nature of pro forma financial information
and the opinion required by paragraph 57 below, does not constitute an audit or review in
accordance with Hong Kong Standards on Auditing (HKSAs) or Hong Kong Standards on
Review Engagements. Such work consists primarily of comparing the unadjusted financial
information with the source documents, considering the evidence supporting the adjustments
made by the directors and making enquiries of the directors regarding the process by which
they have prepared the pro forma financial information.

In an engagement to report on pro forma financial information in investment circulars,
reporting accountants should comply with this HKSIR, and to the extent applicable,
relevant HKSAs and Hong Kong Standards on Assurance Engagements.

Reporting accountants plan and perform their work so as to obtain sufficient evidence to
provide reasonable assurance that:

a. the pro forma financial information has been properly compiled by the directors of the
issuer on the basis stated;

b. such basis is consistent with the accounting policies of the issuer; and

C. the adjustments are appropriate for the purposes of the pro forma financial
information as disclosed pursuant to Listing Rule 4.29(1)/GEM Rule 7.31(1).

Guidance to the directors of the issuer on the preparation and presentation of pro forma
financial information for inclusion in investment circulars is set out in Accounting Guideline
(AG) 7 Preparation of Pro Forma Financial Information for Inclusion in Investment Circulars.

Listing Rule 4.29(1)/GEM Rules 7.31(1) requires that the pro forma financial information
presented must not be misleading. In the event that the reporting accountants have reasons
to believe that the pro forma financial information is misleading in the context of the purpose
for which the pro forma financial information has been presented, they are unable to give the
opinion as required in paragraph 58 below until they have resolved the matter. AG 7
provides guidance on judging whether pro forma financial information is misleading.

Nature of Pro Forma Financial Information

7.

Pro forma financial information is included in an investment circular to provide users of the
investment circular with information about the transaction that is the subject of the investment
circular by showing how it might have affected financial information of the issuer if the
transaction had been undertaken at the commencement of the financial period used for the
illustration or, in the case of a pro forma balance sheet or net asset statement, at the date
reported on.

For the purpose of this HKSIR “pro forma financial information” includes financial information
such as net assets or profit or cash flow statements which demonstrate the impact of a
transaction on previously published financial information and the explanatory notes thereto.
Under AG 7 and Listing Rule 4.29(2)/GEM 7.31(2) pro forma financial information is
accompanied by an introductory text describing its purpose and limitations.

5 HKSIR 300



ACCOUNTANTS’ REPORTS ON PRO FORMA FINANCIAL INFORMATION IN INVESTMENT CIRCULARS

Agreeing the Terms of Engagement

9.

10.

11.

Reporting accountants should agree the terms of the engagement with those from
whom they accept instructions. The whole of the terms of the engagement should be
recorded in writing.

The engagement letter should specify those reports and letters which are intended for
publication in the investment circular. The engagement letter should specify, in
respect of each report and letter, to whom it is to be addressed.

If in the course of the engagement it becomes clear that the terms of the engagement
need to be changed, such changes should be agreed and recorded in writing.

Quality Control

12.

Reporting accountants should comply with the applicable standards and guidance set
out in HKSQC 1 "“Quality Control for Firms that Perform Audits and Reviews of
Historical Financial Information, and other Assurance and Related Services
Engagements”. Although HKSAs do not apply to engagements covered by this HKSIR,
they may nevertheless provide relevant guidance, and reporting accountants should
also comply, to the extent relevant, with HKSA 220 “Quality Control for Audits of
Historical Financial Information”.

Planning and Performing the Engagement

13.

14.

15.

16.

17.

18.

Reporting accountants should develop and document a plan for their work so as to
perform the engagement in an effective manner.

Additional basic principles, essential procedures and guidance on planning are set out in
paragraphs 15 to 21.

Reporting accountants should obtain an understanding of the key factors affecting the
subject matter sufficient to identify and assess the risk of the pro forma financial
information not being properly compiled and sufficient to design and perform evidence
gathering procedures including:

a. the nature of the transaction being undertaken by the issuer;
b. the entity’s business; and
C. the procedures adopted, or planned to be adopted, by the directors of the

issuer for the preparation of the pro forma financial information.

Reporting accountants gain an understanding of the transaction in respect of which the pro
forma financial information is being prepared by discussion with the directors or management
of the issuer and by reading relevant supporting documentation.

Reporting accountants use professional judgement to determine the extent of the
understanding required of the entity’s business.

Other matters for consideration by reporting accountants include the availability of evidence to

provide factual support for the proposed adjustments and the accounting policies that will
form the basis of the adjustments for the pro forma financial information.

6 HKSIR 300



19.

20.

21.

ACCOUNTANTS’ REPORTS ON PRO FORMA FINANCIAL INFORMATION IN INVESTMENT CIRCULARS

Materiality

Reporting accountants should consider materiality in planning their work in
accordance with their instructions and in determining the effect of their findings on the
report to be issued.

Matters are material if their omission or misstatement could, individually or collectively,
influence the economic decisions of the intended users of the pro forma financial information.
Materiality depends on the size or nature (or both) of the omission or misstatement judged in
light of the surrounding circumstances.

A misstatement in the context of the compilation of pro forma financial information includes,
for example:

a. use of an inappropriate source for the unadjusted financial information;

b. incorrect extraction of the unadjusted financial information from an appropriate source;
and

C. in relation to adjustments, the misapplication of accounting policies.

Documentation

22.

23.

Working papers should record the reporting accountants’ planning; the nature, timing
and extent of the procedures performed; and the conclusions drawn.

Reporting accountants should document matters which are important in providing
evidence to support their opinion and evidence that their work was carried out in
accordance with this HKSIR.

Professional Scepticism

24,

Reporting accountants should plan and perform an engagement with an attitude of
professional scepticism.

Presentation of Pro Forma Financial Information under AG 7 and the Listing
Rules/GEM Rules

25.

26.

Reporting accountants should assess whether the presentation adopted in the pro
forma financial information is consistent with the recommended practice in AG 7 and
the requirements of the Listing Rules/GEM Rules.

In particular, reporting accountants assess whether:

a. the pro forma financial information clearly states the purpose for which it has been
prepared, that it has been prepared for illustrative purposes only and that because of
its hypothetical nature, it may not give a true picture of the issuer’s financial position
or results; and

b. the pro forma financial information is presented in columnar form showing separately
the unadjusted financial information, the pro forma adjustments and the pro forma
financial information in accordance with AG 7 and Listing Rule 4.29(3)/GEM Rule
7.31(3).

7 HKSIR 300



27.

ACCOUNTANTS’ REPORTS ON PRO FORMA FINANCIAL INFORMATION IN INVESTMENT CIRCULARS

Under AG 7 and Listing Rule 4.29(4)/GEM Rule 7.31(4), pro forma financial information is
published in respect of:

a. the current financial period,;
b. the most recently completed financial period; and/or

C. the most recent interim period for which relevant unadjusted information has been or
will be published or is being published in the same document,

and, in the case of a pro forma balance sheet or net asset statement, as at the date on which
such periods end or ended.

Evidence

28.

29.

30.

31.

32.

33.

34.

35.

36.

Reporting accountants should obtain sufficient appropriate evidence on which to base
their opinion on the pro forma financial information.

Reporting accountants gain an understanding of the transaction, in respect of which the pro
forma financial information is being prepared, by discussions with the directors or
management of the issuer and by reading relevant supporting documentation.

Unadjusted Financial Information

Reporting accountants should consider whether the source of the unadjusted financial
information is one of those set out in AG 7 and Listing Rule 4.29(5)/GEM Rule 7.31(5)
and assess whether the source of the unadjusted financial information is clearly
stated.

Since AG 7 and the Listing Rules/GEM Rules set out the acceptable sources of unadjusted
financial information, reporting accountants are not required to have audited or carried out a
review on that information nor do reporting accountants have a responsibility to verify it.

If reporting accountants have reason to believe that the unadjusted financial
information is, or may be, unreliable, such as if it is unaudited or if an accountants’ or
auditors’ report thereon has identified any uncertainties or disagreements, reporting
accountants should seek to ensure that appropriate disclosure is made. Where such
disclosure is not made reporting accountants should consider the effect of this on
their opinion.

Reporting accountants should check the extraction and, where relevant,
summarisation of the unadjusted financial information from the source concerned.

Adjustments

Reporting accountants should report, among other things, that adjustments are
appropriate for the purposes of the pro forma financial information.

AG 7 describes the appropriate adjustments to be made “of which the issuer is aware” and
provides guidance for directors concerning such adjustments to be made by the directors
pursuant to the Listing Rules.

Reporting accountants consider the way in which the directors have fulfilled their
responsibilities. With their understanding of the transaction and the entity’s business as
background, reporting accountants discuss with the directors the steps the directors have
taken to identify relevant adjustments and whether such adjustments are permitted.

8 HKSIR 300



37.

38.

39.

40.

41.

42.

43.

44,

45,

ACCOUNTANTS’ REPORTS ON PRO FORMA FINANCIAL INFORMATION IN INVESTMENT CIRCULARS

If, as a result of these enquiries, reporting accountants are aware of a significant
adjustment which, in their opinion, should be made for the purposes of the pro forma
financial information, they should discuss the position with the directors of the issuer
and, if appropriate, the issuers’ advisers. If reporting accountants are not able to agree
with the directors of the issuer as to how the matter should be resolved, they should
consider the consequences for their opinion.

The nature of adjustments to be made is qualified by reference to the tests set out in AG 7
and Listing Rule 4.29(6)/GEM Rule 7.31(6), which are that any adjustments must be:

a. clearly shown and explained;

b. directly attributable to the transaction concerned and not relating to future events or
decisions;

C. factually supportable; and

d. in respect of a pro forma profit or cash flow statement, clearly identified as to those

adjustments which are expected to have a continuing effect on the issuer and those
which are not.

Reporting accountants consider the adjustments to assess whether they are “directly
attributable” to the transaction whose impact is being illustrated by the pro forma financial
information, that is, that they are an integral part of the transaction concerned.

Reporting accountants assess whether adjustments “relate to future events and/or decisions”.
This condition would lead to the exclusion of adjustments that are related to the transaction
being illustrated but which are dependent on actions to be taken once the transaction has
been completed.

Reporting accountants consider whether the adjustments have been clearly shown and
explained and, in respect of a pro forma profit or cash flow statement, whether they have
been clearly identified as to those which are expected to have a continuing effect on the
issuer (that is, relate to events or circumstances that are expected to recur) and to those
which are not.

Reporting accountants obtain appropriate evidence that the directors of the issuer have
factual support for each adjustment. Sources of such evidence would include audited
financial statements, other financial information or valuations disclosed elsewhere in the
investment circular, purchase and sale agreements and other agreements relating to the
transaction. However, as noted in paragraph 2, the reporting accountants’ work does not
constitute an audit or review.

Consistent Accounting Policies

Directors of the issuer are responsible for ensuring that the pro forma financial information is
prepared on a basis consistent with the accounting policies of the issuer.

Reporting accountants should assess and report whether the pro forma financial
information has been compiled on a basis consistent with the accounting policies of
the issuer.

Where reporting accountants are not the auditors of the issuer or have not prepared an
accountants’ report on the unadjusted financial information relating to the subject of the
securities transaction, they make enquiries of the issuer as to the steps taken to ensure that
the pro forma financial information has been prepared on a basis consistent with the
accounting policies of the issuer. Guidance for the directors of the issuer with respect to the
consistency of accounting policies is provided in AG 7.

9 HKSIR 300



46.

47.

48.

49.

50.

51.

ACCOUNTANTS’ REPORTS ON PRO FORMA FINANCIAL INFORMATION IN INVESTMENT CIRCULARS

Omitted Adjustments

In view of the nature of the adjustments that are made under AG 7 and Listing Rule
4.29(6)/GEM Rule 7.31(6), the directors of the issuer may not be permitted to make all the
adjustments which they would otherwise wish to. For example, an adjustment which is
directly attributable but which is not factually supportable could not be included in pro forma
financial information.

If any adjustments are excluded because of AG 7 or Listing Rule 4.29(6)/GEM Rule
7.31(6), reporting accountants should consider the effect on the pro forma financial
information and in particular whether the exclusion renders the pro forma financial
information misleading.

In such circumstances, reporting accountants may consider that disclosure in the notes to the
pro forma financial information of the fact that such an adjustment has not been made is
sufficient in the context of the overall purpose of the pro forma financial information.

However, if reporting accountants conclude that an omitted adjustment is so
fundamental as to render the pro forma statement misleading in the context of the
purpose for which the pro forma financial information has been presented, they should
discuss the matter with the directors of the issuer and, if appropriate, the issuer’s
advisers and consider the impact of this on their opinion.

Compilation

Reporting accountants should check whether the pro forma financial information is
properly compiled from the source documentation, included under the appropriate
financial statement captions and arithmetically accurate.

Representation Letter

Reporting accountants obtain from the directors of the issuer such representations as they
consider appropriate. Examples of such representations might include an acknowledgement
of the directors’ responsibility for the pro forma financial information and the completeness of
the adjustments. An example of management representation letter clauses covering matters
dealt with in this HKSIR is set out in Appendix 2.

Reporting

52.

In all reports on pro forma financial information in investment circulars, reporting
accountants should:

a. include a title identifying the party or parties to whom the report is addressed,;
b. identify the financial information to which their report relates;

C. address all matters that are required by the engagement letter;

d. explain the basis of their opinion;

e. give, where applicable, a clear expression of opinion;

f. where reporting accountants have been unable to complete their report or letter

in accordance with their instructions, such as in the case of a limitation on the
scope of their work, omission of a fundamental adjustment or where, in the
reporting accountants’ opinion, the issuer has not followed the guidance in AG
7 or the criteria in the Listing Rules/GEM Rules, describe the factors giving rise
to the matter and consider consequences for their report or letter;

10 HKSIR 300



53.

54.

55.

56.

57.

58.

59.

60.

61.

ACCOUNTANTS’ REPORTS ON PRO FORMA FINANCIAL INFORMATION IN INVESTMENT CIRCULARS

g. include their manuscript or printed signature; and
h. state the date of their report or letter.

The key aspects of the reporting accountants’ report on pro forma financial information are
further elaborated in paragraphs 54 to 66.

Statement of Responsibility

Reporting accountants should distinguish between their responsibilities and those of
the directors of the issuer by including in their report:

a. a statement that the pro forma financial information is the responsibility of the
directors; and

b. a statement that the reporting accountants’ responsibility is to express an
opinion on the pro forma financial information.

The reporting accountants’ responsibility in relation to the opinion is limited to the provision of
the accountants’ report and the opinion expressed therein. Reporting accountants do not
assume responsibility for the pro forma financial information nor, in so far as the accountants’
report is concerned, any responsibility for the components of the pro forma financial
information.

Basis of Opinion
Reporting accountants should include in the basis of opinion section of the

accountants’ report a statement that their work was conducted in accordance with this
HKSIR.

Expression of Opinion

The reporting accountants’ report should contain a clear expression of opinion on the
pro forma financial information.

Under Listing Rule 4.29(7)/GEM 7.31(7), the pro forma financial information must be reported
on by the reporting accountants who must report that, in their opinion:

a. the pro forma financial information has been properly compiled by the directors on the
basis stated;

b. such basis is consistent with the accounting policies of the issuer; and

C. the adjustments are appropriate for the purposes of the pro forma financial
information as disclosed pursuant to Listing Rule 4.29(1)/GEM Rule 7.31(1).

The first element of the opinion relates to the compilation of the pro forma financial
information from the stated sources, and entails consideration of the accuracy of extraction of
information from those sources and the arithmetical accuracy of the calculations in arriving at
the pro forma financial information.

The second element relates to whether the adjustments have been measured and presented
in the pro forma financial information in accordance with the accounting policies of the issuer.

The third element entails consideration of whether the adjustments made by the directors of

the issuer in preparing the pro forma financial information satisfy the requirements of the
Listing Rules/GEM Rules and guidance in AG 7.
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62.

63.

64.

65.

66.

ACCOUNTANTS’ REPORTS ON PRO FORMA FINANCIAL INFORMATION IN INVESTMENT CIRCULARS

In providing their opinion, reporting accountants are not providing any assurance in relation to
any source financial information on which the pro forma financial information is based. In
particular, reporting accountants are not re-addressing or updating any opinion that they may
have given in any other capacity on any source financial information.

Date of Accountants’ Report

The accountants’ report is normally dated on the same date as the investment circular in
which it is included or to which it relates.

Modified Report

In rare circumstances where the reporting accountants conclude that they are unable
to report in the manner prescribed in paragraph 58 above they should consider
modifying their opinion accordingly.

If the reporting accountants are likely to express a modified opinion, they are recommended
to discuss with the issuer and, where appropriate, the issuer’s advisers whether the pro forma
financial information should be omitted from the investment circular subject to the
requirements of the Listing Rules/=GEM Rules and also, subject to the issuer’'s consent,
consider consulting with the Stock Exchange in advance.

Example Accountants’ Report

An example accountants’ report on pro forma financial information for inclusion in investment
circulars expressing an unmodified opinion is set out in Appendix 1.

Consent

67.

Where reporting accountants are to give consent to the inclusion of their report, or
references to their name, in an investment circular they should, before doing so,
consider their report in the form and context in which it appears, or is referred to, in
the investment circular as a whole by:

a. comparing their report together with the information being reporting on with
the information in the rest of the investment circular and assessing whether
they have any cause to believe that they are inconsistent; and

b. assessing whether they have any cause to believe any information in the
investment circular could be misleading.

When reporting accountants believe that information in the investment circular is
either inconsistent with their report, together with the information being reported on, or
misleading, or the criteria set out in AG 7 and the Listing Rules/GEM Rules have not
been applied in the preparation of the pro forma financial information, they should
withhold their consent until they are satisfied that their concerns are unwarranted or
until the investment circular has been appropriately amended.

Subsequent Events

68.

After the date of their report, reporting accountants have no obligation to perform
procedures or make enquiries regarding the pro forma financial information or
investment circular. If reporting accountants become aware of any subsequent events
that may have material impact on the pro forma financial information after the date of
their report, they should refer to the requirements in HKSA 560 “Subsequent Events”
for appropriate action to be taken.

12 HKSIR 300



ACCOUNTANTS’ REPORTS ON PRO FORMA FINANCIAL INFORMATION IN INVESTMENT CIRCULARS

Effective Date

69. This HKSIR is effective for engagements where the investment circular is dated on or after 1
April 2006. Earlier application is encouraged.

13 HKSIR 300



ACCOUNTANTS’ REPORTS ON PRO FORMA FINANCIAL INFORMATION IN INVESTMENT CIRCULARS

Appendix 1 — Example Accountants’ Report on
Pro Forma Financial Information in Investment Circulars

ACCOUNTANTS’ REPORT ON PRO FORMA FINANCIAL INFORMATION
TO THE DIRECTORS OF XYZ LIMITED

We report on the unaudited pro forma financial information of XYZ Limited (the “Company”) and its
subsidiaries (hereinafter collectively referred to as the “Group”), which has been prepared by the
directors for illustrative purposes only, to provide information about how the [insert brief description of
the transaction, e.g. “proposed placing and public offer” or “proposed acquisition of DEF Limited”]
might have affected the financial information presented, for inclusion as Appendix [ ] to the
Investment Circular of XYZ Limited dated [ ]. The basis of preparation of the pro forma financial
information is set out on page [ ] to the Circular.

Respective Responsibilities of Directors of the Company and Reporting Accountants

It is the responsibility solely of the directors of the Company to prepare the unaudited pro forma
financial information in accordance with [paragraph 4.29 of the Rules Governing the Listing of
Securities on The Stock Exchange of Hong Kong Limited (the “Listing Rules”)/paragraph 7.31 of the
Rules Governing the Listing of Securities on the Growth Enterprise Market of The Stock Exchange of
Hong Kong Limited (the “GEM Rules”)]* and with reference to AG 7 Preparation of Pro Forma
Financial Information for Inclusion in Investment Circulars issued by the Hong Kong Institute of
Certified Public Accountants.

It is our responsibility to form an opinion, as required by [paragraph 4.29(7) of the Listing Rules/
paragraph 7.31(7) of the GEM Rules]?, on the unaudited pro forma financial information and to report
our opinion to you. We do not accept any responsibility for any reports previously given by us on any
financial information used in the compilation of the unaudited pro forma financial information beyond
that owed to those to whom those reports were addressed by us at the dates of their issue.

Basis of Opinion

We conducted our engagement in accordance with Hong Kong Standard on Investment Circular
Reporting Engagements (HKSIR) 300 “Accountants’ Reports on Pro Forma Financial Information in
Investment Circulars” issued by the Hong Kong Institute of Certified Public Accountants. Our work
consisted primarily of comparing the unadjusted financial information with source documents,
considering the evidence supporting the adjustments and discussing the pro forma financial
information with the directors of the Company. This engagement did not involve independent
examination of any of the underlying financial information.

We planned and performed our work so as to obtain the information and explanations we considered
necessary in order to provide us with sufficient evidence to give reasonable assurance that the pro
forma financial information has been properly compiled by the directors of the Company on the basis
stated, that such basis is consistent with the accounting policies of the Group and that the
adjustments are appropriate for the purposes of the unaudited pro forma financial information as
disclosed pursuant to [paragraph 4.29(1) of the Listing Rules/paragraph 7.31 (1) of the GEM Rules]’.

[Our work has not been carried out in accordance with the auditing standards or other standards and
practices generally accepted in the United States of America or auditing standards of the Public
Company Accounting Oversight Board (United States) and accordingly should not be relied upon as if
it has been carried out in accordance with those standards.]*

The unaudited pro forma financial information is for illustrative purposes only, based on the
judgements and assumptions of the directors of the Company, and, because of its hypothetical nature,
does not provide any assurance or indication that any event will take place in the future and may not
be indicative of:

. the financial position of the Group as at [date covered by the pro forma financial information] or
any future date; or

14 HKSIR 300



ACCOUNTANTS’ REPORTS ON PRO FORMA FINANCIAL INFORMATION IN INVESTMENT CIRCULARS

. the [earnings per share/results] of the Group for [period(s) covered by the pro forma financial
information] or any future periods.

Opinion
In our opinion:

a. the unaudited pro forma financial information has been properly compiled by the directors of
the Company on the basis stated;

b. such basis is consistent with the accounting policies of the Group; and

C. the adjustments are appropriate for the purposes of the unaudited pro forma financial
information as disclosed pursuant to [paragraph 4.29(1) of the Listing Rules/paragraph 7.31
(1) of the GEM Rules]*.

ABC & Co.

Certified Public Accountants (Practising) [or Certified Public Accountants]
Hong Kong

Date

Notes
1. Insert where applicable.

2.  Delete as appropriate.
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ACCOUNTANTS’ REPORTS ON PRO FORMA FINANCIAL INFORMATION IN INVESTMENT CIRCULARS

Appendix 2 — Examples of Management Representation Letter Clauses

The following are examples of management representation letter clauses relating to a report on pro
forma financial information which may be obtained from the issuer.

. We acknowledge that we are responsible for the pro forma financial information which has been
prepared in accordance with the Listing Rules/GEM Rules and with reference to Accounting
Guideline 7 Preparation of Pro Forma Financial Information for Inclusion in Investment Circulars
issued by the Hong Kong Institute of Certified Public Accountants.

. We confirm that, in our opinion, the pro forma financial information, which includes pro forma
[net tangible assets as at [ ], balance sheet as at [ ], profit and loss account for the year ended [ ],
cash flow statement for the year ended [ ] and earnings per share for the year ended [ ]],
provides investors with information about the impact of the transaction by illustrating how that
transaction might have affected the financial information presented in the Prospectus had the
transaction been undertaken at the commencement of the period being reported on or, in the
case of the pro forma balance sheet or net asset statement at the date reported on.
Furthermore, we confirm that, in our opinion, the pro forma financial information is not
misleading.

. We confirm that, in our opinion, the pro forma financial information includes all appropriate
adjustments permitted by Listing Rules 4.29(6)/GEM Rule 7.31(6) of which we are aware,
necessary to give effect to the transaction as if the transaction had been undertaken at the
commencement of the period being reported on or, in the case of a pro forma balance sheet or
net asset statement, at the date reported on.

. We confirm that the pro forma financial information has been properly compiled on the basis
stated in Appendix [ ] of the Prospectus and such basis is consistent with the accounting
policies of the Company.

. [any other specific representations relating to the pro forma financial information]
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Appendix 2

Best Practice Guidance on Presenting Pro Forma Financial Information
(Draft version dated 30 June 2010)

Introduction

The purpose of this Guidance is to highlight the principles in applying the current Hong
Kong Listing Rules (“the Listing Rules™) on pro forma financial information and, fo provxde
guidance on how to present pro forma financial information under different: scenarlos Pro
forma financial information is financial information prepared showmg -th \‘~1mpact of a
transaction which is the subject matter of the document or circular.

Under the Listing Rules, the presentation of pro forma financial{ir
certain prescribed circumstances such as a major transactl 'and very substantial
acquisitions and disposals. The prescriptive nature of the L1st1ng Rules was made to
were directly attributable to the transaction in questlén and the subject matter of the
circular/ listing document. The table below hsts out]"the Main Board Listing Rules
(*MBLR”) and Growth Enterprise Market Llstmg Rules (“GEMLR?”) regarding pro forma
financial information that are discussed in this g}uldance

"‘; g

Main Board Growth Enterprise T "
Listing Rules Market Listing RuIes ' Coverage of Rul&™.
MBLR 4.25 GEMLR 7274, Major Transactlons

e -R’ﬂ...-./‘ v-s\\* .‘ )
MBLR 4.26 GEMLR 728 Revefsg; Takeover/ Very Substantial

SN _,/"j Acqu1s1t10ns
/:}.\fffx A i t\ L,x

MBLR 4.27 #% GEMLR 7.29 Veéry“Substantial Disposals

\

i *‘Imtlal Public Offering — acquisitions or

proposed acquisitions of major subsidiaries
between the last audited balance sheet and the
listing date

MBLR 429

e l

} p

-

Rules on presenting Pro Forma Financial
Information

U

1A (21)_. <

N

MBLR Appenduﬁx

GEMLR Appendix
1A (21)

Statement of net tangible assets for new
listings

oF
i

Appendix A sets out the types of pro forma financial information required under different
circumstances. Appendix B and Appendix C include the full text of the current rules.
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Principles g0 g
6.

The current Listing Rules on pro forma financial information were primarily developed in
2004 from listing rules issued in the UK by the United Kingdom Listing Authority.
However, there have been changes to the UK listing rules and these are being studied to
determine whether changes should be made in Hong Kong. Any significant changes to the
Listing Rules will require market consultation and in the meantime, it would be useful to
provide guidance to listed issuers/ listing applicants on how to apply the existing rules.

The intention of the Listing Rules is to ensure that useful information is presented to help
shareholders or readers in making a decision on whether a proposed transactron should be
made. Listed issuers/ listing applicants are therefore reminded to cr1t1cally assess the
information presented and where the information to be presented appears mlsleadmg or not
meaningful, to seek the Exchange’s advice on how the informatigh® could be best presented.
Listing Rule 2.04 states that — -

3
“The Exchange may waive, modify or not require complzance “Yith the Exchange Listing
Rules in individual cases (to suit the circumstances-of partzcular case), as a variety of

circumsiances may exist which require it to make ad, hoc deczszons
SN

However, prior to consulting the Exchange,rhste suers/ listing applicants are expected to
consult their professional advisers and refer' to relevant guidance including Accounting
Guideline 7 Preparation of Pro Forma”'Flnanc:lal Information for Inclusion in Investment
Circulars (“AG 77) issued by the Hong Kong Institute of* Certrﬁed Public Accountants
(“HKICPA™). This guidance on best practrce supplements the gu1dance provided in AG 7.

The intention of the Llstlng Rules regarding pro forma ﬁnancral information is to set out a
regulatory framework on when and how listed issuers/ listing applicants should present pro
forma financial, 1nformat10n as requrred\under the Listing Rules or where the information is
presented voluntarrly N g

\\ f -
Pro forma. ﬁnanc1al informatign i is- not prepared on the basis that a transaction has actually

happened‘ rather it just prov1des ififormation based on an “as if” scenario. It merely
represents;a snap shot of: the’ ﬁnan01al position or performance statement of a listed issuer/

‘l;"é

x'hstmg -applicant for 4 partlcular point in time or period which is then adjusted to
- \mcorporate a specific transactlon which is the subject matter of the circular/listing

document (e.g., a dec1s:on to buy or sell a major asset). The adjusted information which

mcorporates(the transactlon and related adjustments represents the resulting pro forma

financial mformatlon
/\\ j/

The pro forma financial information cannot and does not purport to represent the most

updated financial performance or financial position of the listed issuer/ listing applicant as

other transactions or developments that have occurred are ignored.




10.

The starting point - Source of unadjusted information

Since pro forma financial information merely illustrates how the single subject transaction
might have affected the financial performance or financial position of the listed issuer/
listing applicant and ignores other transactions and events, it is hypothetical in nature and
should be prepared with a restrictive use in mind.

The presentation of pro forma financial information contains three key elements: -

(a) the starting point
(b) the transaction which is the subject matter of the circular/ listing document and
(c) the adjusted information. :‘g’[ \Q'-, ¥

11.

12.

In presenting pro forma financial information, a listed 1ssuer[ llstmgfappllcant must elect a
starting point and a question that frequently arises 1s how o .interpret MBLR 4.29 (4)
[GEMLR 7.31 (4)] and whether the period end chosen for presentmg a pro forma balance
sheet or net asset statement (or pro forma assets and habllltles statement in the case of a
circular) can be different from the period chosen«for presentmg a related pro forma income
statement and pro forma cash flow statement ~The answer to this question is yes: the
periods chosen can be different. Con

P .,
Ty W ..,4
A | Py &

This interpretation takes the view that alisted issuer/ hstmg«appllcant is free to choose any

accounting reference point or perlod (w1th1ﬁ those allowed under ‘MBLR 4.29 (4) and (5)

[GEMLR 7.31 (4) and (5)]). Although ‘there is no requ1red lmkmg of the pro forma income
statement or pro forma cashslow. statement period end- date 0 the period end date used for
the pro forma balance sheet, ‘pro forma assets and. llab111t1es statement or net asset statement,
it is normally preferable that 1he penod end dates are the same. The use of different dates
however could be Just1ﬁed in certain mrcumstances, “for example, where a company wishes
to reflect the unpact of thé transaction on a full year’s results because of the seasonality of
its sales, it may- present a pro forma i mcom statement for the year to 31 December 20XX,

yet provide-a'more up-to-date plcture of thie impact of the transaction on the balance sheet
and therefore a- ‘pro forma balance sheetﬂs prepared at 30 June 20XY rather than as at 31

December 20XX

The transactlon Pro forma ad]ustment

P n‘
.——._ -

13.

AE '\\a

\-\‘-' &
Pro ‘forma adjustmentsrshou]d be restricted to those directly attributable to the transaction.
Ad_]ustments wh1ch are dependent on actions to be taken once the transaction has been
completed should not "be included. For example, where the subject matter of the circular is
the proposed ;acqunsrtlon of Company A, the assets and liabilities to be acquired as a result
of the acqu151t10n would constitute the pro forma adjustment. The assets and liabilities
related to another separate unrelated transaction, such as the acquisition of Company B,
should not be included. Moreover, restructuring costs, new management compensation
packages and new contractual arrangements are normally not pro forma adjustment items.
Reference can also be made to paragraph 47 of AG 7 which provides further guidance on
what would be regarded as “attributable to the transaction”.



The adjusted information — The pro forma financial information

14, The adjusted or pro forma financial information is simply the aggregation of the amounts
shown as the starting point together with the amounts arising from the transaction and
related adjustments. There however may be circumstances where the simple aggregation
may be regarded as insufficient and possibly misleading and, where this is the case,
additional explanatory notes may be necessary. For example, the proposed acqutsltlon in
August 20XY by a listed issuer/ listing applicant of a new subsidiary company; ‘nay have
been based on the latest audited financial statements of the target as at 31fDecember 20XX
and these financial statements were used to determine the goodw1ll arlsmg from the
acquisition. If there are significant changes to the net assets of theztarget subsequent to 31
December 20XX, a supplementary note may be needed to explam thlS The note should
also explain that the ultimate goodwill to be recognised may(dtffer from that shown in the
pro forma financial information and will ultimately depend on-the® fair value of the assets
and liabilities of the target at the date of the acquisition: and the consideration to be paid to
the vendor. A listed issuer/ listing applicant should issue® ‘@ separate announcement pursuant
to MBLR 13.09 [GEMLR 17.10] when mformatlon 1s ‘*avallable regarding a significant
change to the adjusted net tangible assets. o

Presenting pro forma financial information .
,#

2 A
15. The above provides an outline of the generaI overall pr1n01p1es in preparing pro forma
financial information. Described fm\paragraphs 16 to 41fbelow i supplementary guidance
on specific issues that may. arlse when presentmg \pro forma financial information.
Additional guidance is also, avallable in AG7. .

\_
e \ . !,:Z“

(I) IPO-related issues ’

£
i & "~

{a) Group restructw mg and impact on. a’ez‘er mining net tangible assets per share
f’

-
o o e
y N e

16. Appendlx 1A (2’1) requires a prospectus to ‘include: -

“A statement’of the net tangzble -asset backmg of each class of security for which listing is
soughr aﬁer making allowance for any new securities to be issued, as detailed in the listing
7 document ]

In' an initial publlc‘offermg, it is common to see a group restructuring before the listing,
Where a group. restructurmg is completed before the end of the track record period and stub
period, the: ﬁnanc1a1 information presented in the reporting accountants’ report would have
already reﬂected the group restructuring and the net tangible assets per share disclosure
made pursuant to paragraph 21 of Appendix 1A of the Main Board Rules [GEM Appendix
1A (21)] would be straightforward.




17.

In practice, financial information is frequently prepared “as if” the group restructuring has
been completed at the commencement of the track record period to show “combined”
information. The financial information would not include the shares to be issued by the
holding company as it has not yet been formed. In these cases, the group’s legal
restructuring (that is, the exchange of shares between the new listed entity and its
subsidiaries which normally hold the underlying assets or businesses to be listed) has not
been completed before the end of the track record and stub period. Sometimes, {there may
be investments from pre-IPO investors. Where these are material but are:not: -directly
attributable to the IPO transaction, listing applicants are encouraged to, mcl\ﬁ‘de dlsclosure
of these as a note to the pro forma financial information. Below is an fexample 1llustrat1ng
how to calculate pro forma net tangible assets per share in the case.oﬁa group restructuring
which is an integral part of an TPO, 7 :

Example

Background

After the track record and stub period, the hstmg applicant issues 100 shares to
Company A in exchange for all operating compames previously held by Company A
being the businesses transferred to the. llstmg applicant. The listing applicant issues 300
new shares by capitalisation of reserves of $300. Net tanglble assets stated in the
accountant’s report of the businesses- to be transferred afe- $2 000 and the net proceeds
from the IPO are $1,000. The} llstmg applicant also 1ssues 200 shares to pre-IPO
institutional investors for, the1r‘$400 cash mvestment after the track record and stub
period but before the l1stmg date. There are- ~100= “shares outstanding in the listing
applicant prior to the/capltallsatlon of reserves: 1nto 300 shares and the issue of 100 new

shares to acqu1re Company A,and a further\SOO“new shares will be issued in the public

offering. R

N:TA per the accountant’s report

T3 Net offering proceeds on IPO

Shares outstanding (original no. of shares + shares issued
,_p_ursuant to capitalisation of reserves + no. of shares issued

The net: deferiné proceeds on the IPO together with the shares issued pursuant to the
group. restructurmg (i.e. issuance of 100 shares to Company A and issuance of 300
shares to . existing shareholders by capitalization of reserves) and offering shares should
be taken into account when calculating the pro forma NTA per share since they all are
an integral part of the IPO transaction. However, the $400 investment from pre-IPO
investors in the listing applicant after the track record period and the 200 shares issued
to the pre-IPO investors should not be taken into account as they are not an integral part
of the TPO. Information regarding the investment from pre-IPO investors where
material should be disclosed in the notes to the pro forma financial information,



(b} Convertible bonds or warrants and impact on net tangible assets per share

18. The effect of share issues relating to convertible bonds or watrants should not normally be
adjusted in calculating pro forma net tangible assets as they do not form an integral part of
a group restructuring for an IPO. Rather the conversions or the exercise of warrants
represent future transactions. This is true even if the conversions take place after the track
record period but before listing as the conversion is a separate transaction. Neyertheless,
where the listed issuer/ listing applicant is able to demonstrate thatzconversmn of
convertible bonds or warrants after the track record and stub period are dlrectly attrlbutable
to the IPO, such as mandatory conversion upon IPO, they would be tiken' 1nto account in
the calculation of pro forma net tangible assets. :

(¢) Dividends and impact on net tangible assets per share

19. In presenting a pro forma net tangible assets statement a’ pro forma adjustment for
dividends declared and paid after the track record and. stub perlod should only be made if
the dividend is an integral part of the group restructurmg)for an JPO (e.g. the restructuring
is made solely for the purpose of the IPO and*there is*a regulatory requirement to pay a
dividend out of the balance of retained earmngs “prior to the listing). However, other
dividends which are made at management’s. ?11scret10n should not normally be treated as a
pro forma adjustment. To ensure the information presented is not misleading, the
subsequent unadjusted event should bé- dxsclosed in a note to the pro forma financial
information, if it is material. :

20. The effect of a capltahsatxon "oF a shareholders, loan should not be adjusted in a pro forma
net tangible assets, statement if it is not an- integral-part of a group restructurmg for an IPO

unless the listed; 1ssuer/ l:stlng appllcant 1s able to demonstrate that it is directly attributable
to the 1PO. .'f' V}\ P . r s

(e) Interest mcome on oﬁ”ermg proceeds and impact on net tangible assets per share
A i{ \(\ =
21, TItdis mappropnate to make- a pro forma adjustment to net tangible assets to reflect expected
‘ﬂmterest’mcome relatmg 1o the proposed offering proceeds since this would represent a
~not&10nal adjustment and the listing applicant’s management has discretion on how it uses
its"cash balances: from ili& TPO. Depositing IPO proceeds to earn interest does not relate to

the IPO transactlonxltself but represents a future transaction.
.."

& Other\mcyor acqut.s*zzzons subsequent to the track record and stub period and impact on
net tangzble assets per share

22, A listing applicant should comply with paragraph 21 of Appendix 1A of the Main Board
Rules [GEMLR Appendix 1A (21)] and MBLR 4.28 [GEMLR 7.30] separately as they are
two separate requirements. In respect of the pro forma net tangible assets statement, pro
forma adjustments should not normally be made regarding a company or a business
acquired subsequent to the track record and stub period where the acquisition is not part of
a group restructuring for the IPO.



23.

24.

25.

26.

However, pro forma financial information on the enlarged group is required to be presented
where the acquired company/business falls under MBLR 4.28 [GEMLR 7.30], that is,
where the new listing applicant acquires or proposes to acquire a major subsidiary after the
track record and stub period but before the date of listing. In these circumstances, as a net
tangible assets statement based on the latest assets after the acquisition of the major
subsidiary would be relevant to prospective investors to the IPO, rather than preparing two
net tangible asset statements, as a means to simplify presentation and to av01d -cornifusion to
investors, the net tangible assets statement should be prepared by using as: the starting point
the pro forma information of the enlarged group required under MBLR'4 28 [GEMLR 7.30]
with the adjustment column being the TPO proceeds. As such mformatlon i$ not based on
audited information but rather pro forma information, this fact shou be clearly stated.

(g) Earnings per share (EPS)

‘\\\

/.-\

Currently, there are many types of pro forma EPS, mformatlon disclosed in prospectuses
and some include: - 1,*.“

£ N

Type K

A Pro forma basic historical EPS._. .

B Pro forma basic forecast ERS. ‘.* v L

C Pro forma fully diluted hlstorlcaLEPS el
D Pro forma fully dllute{ 19 ecast ’EPS i B 4

The calculations of basic hlstorlcal EPS and dlluted\h1storlcal EPS are governed by HKAS
33 Earnings per Share (“I—IKAS/33”) Where the: hlstorlcal information is prepared on a
combined basis (e.g. a° busmess combination under ¢ommon control) and where shares in
the listing applicant- itself> -have yet to be issued: “fot'a group restructuring such disclosures
would normally riot: be meanmgful g

(/ \ ‘5

Regarding Types A and B which, deal w1th pro forma basic EPS figures reference should be
made to AG 7 (70) which states, thatts ¥

..’?"f. "'\\\,_ ST
R

where pro forma earnipgs. per share information is given for a transaction which includes

~the- zssue of securities, fthe Lcalculatzan is based on the weighted average number of shares

A outstandmg durmgt the pertod adjusted as if that issue had taken place af the beginning

[fthe period"”




27.

28.

29.

30.

31

An appropriate interpretation of the calculation of pro forma EPS following the guidance
under AG 7 requires consideration of the following:

(a) The original number of shares outstanding during the period, which is not related-to the
IPO transaction, is calculated according to HKAS 33 and this requires the weighted
average number of shares to be used. N

(b) For the shares issued in relation to the IPO transaction, under AG 7, they are presumed
to have been issued “as if” they were issued at the beginning of the ﬁnanc1al period.
.d.. ) ‘\. «-,;.-
The presentation of Type A may be meaningful depending onrthe crrcumstances but is
likely to be of limited value to readers of a prospectus as the’IPO transactron will happen
after the end of the track record period rather than at the begmnmg of the track record
period which is the assumption prescribed under the pro- forma fules.
/‘ ™ \ .x.’?

Although MBLR 4.29 (5)(d) [GEMLR 7.31 (5)(d)]: allows the use of published forecasts as
a starting point in preparing pro forma financial* mformatlon the presentation of Type B
may not be meaningful. The pro forma rules MBLR 4.29 (8) [GEMLR 7.31 (8)] require
that where pro forma EPS information is, gwen the PO transaction should be treated as if
the issue took place at the beginning of: the forecast period reported on.

‘-_A kS x

Type C should not normally be presented Since the shares to be 1ssued in an IPO are taken
into account as if they were 1ssued ‘at the begmmng of #the financial year. This is
inconsistent with the meanmg of difution under HKAS' 33"which is calculated using the
weighted average number. of- ordmary shares rssued plus the average weighted number of
ordinary shares that would be issued on converswn of all the dilutive potential ordinary
shares. /{;:'Is, ""; o N

/“'"‘, \

Type D also shou]d not normally be. presented since there is no h1story of reliable “average
market pr1ces to enable the calculat1on of the “fully diluted” EPS in pro forma financial
mformatmn« HKAS 33 (A4) states that “For the purpose of calculating diluted earnings per
share; the average market Drrce of~ordmary shares assumed to be issued is calculated on the
basrs of the average marketx price’of the ordinary shares during the period”. However, the
)% market {.price in the casé. of an IPO is only availabie after completion of the IPO. Moreover,

o the“‘average market" pr1ce” srequires the existence of a fixed period over which the prices

relate and in the; case -of‘an IPO applicant, there is no history of the market price for the
shares. If Type D'i is mcluded which may be relevant where a profit forecast is included,
full details. of basrs of calculation should be disclosed.

o

e

i



Example
The example below illustrates the principles explained in paragraphs 26 to 31 above.

Background

Historical combined profit - year ended 31 December 20XX 18100

Number of issued shares of the listing applicant as at 1 January 20XX “30°Shares
and 31 December 20XX ,»-4 \‘*‘ v

/{\M}f

./

Number of issued shares of the listing applicant as at 31 March 20XY 65 shares
(including 35 shares issued on 1 February 20XY pursuant to. the*group
restructuring and assuming no other movement durmg the perlod from
1 January 20XX to 31 March 20XY). The llstmg apphcant comparny

is accounted for based on merger accountmg as at, 1 January 20XY.

Offering shares issued on 1 April ZO}QY‘ " 25 shares
Forecast profit — year ended 31 ]j“é'c“:‘e_n/lb'er 20XY Sl $200
N . ) ‘\'f
I 4 P >

Pro forma basic hrstorlcal EPS (Type A)

Guidance on the calcu]atlon 1§ provided in AG 7 and is computed as follows:

= Historical profit/ (welghted average | number of shares outstanding during 20XX plus

both the shares issued pursuant tobthe_ group restructurmg and the offering shares
assummg”‘they1 were issued on. /1 “.[anua'r’y 20XX, that is, the beginning of the period

reportedon)” N

“$100/~(30+35+25) e

£ Y R
\:If a Type A is comply ed Gishould only be disclosed if it is useful and meaningful (see
“:paragraph 28 above) .

“ Pro forma. basxc forecast EPS (Type B)

ESh ﬁ

Gmdance ori the calculation is covered by AG 7 and is computed as follows;

= Forecast profit/ (weighted average number of shares outstanding prior to the group
restructuring plus both the shares issued pursuant to the group restructuring and the
offering shares “assuming” the shares were issued on 1 January 20XY,that is, the
beginning of the period reported on)

=$200/ (30+35+25)

=$2.22

If a Type B is computed, it should only be disclosed if it is useful and meaningful (see
paragraph 29 above).



(I
32.

33.

34,

Summary and Conclusion

Types A and B, namely, pro forma basic historical EPS and pro forma basic forecast EPS
of the listing applicant, may be presented if the information is regarded as useful and
meaningful.  Type C should not normally be presented and Type D should only be
presented when a profit forecast is included.

Transaction-related issues

Below is guidance on transaction related issues which may arise in applymg MBLR 4.25 to
4.27 [GEMLR 7.27 to 7.29] that deal with major transactrons and very substantial
acquisitions and disposals. Some of the guidance may also be app]rcable and relevant to an
IPO transaction, '

(a) Acquisition transaction - Goodwill and Negative_:,.be‘awilli"
i b

Where a listed issuer/ listing applicant proposes t Lacqulﬁe a major subsidiary, say in July
20XY, a listed issuer/ listing applicant will- sel ‘as the starting point for its pro forma
statement the latest available published mformatron concerning the company, for example,
its latest audited balance sheet for the year ended 31 December 20XX It will then include
the target subsidiary as the pro forma ad_]ustment the latest’ avallable audited balance sheet
of the target which preferably should be at ‘the same date, that is, 31 December 20XX.

By using the 31 December 20XX,balance sheet of:thg! target 1t is implicitly recognised that
the resulting goodwill o’ consolrdatlon will be sub_]ect to adjustment, This is inevitable as
pro forma financial mfermatlon just reﬂects\ a snap shot of the listed issuer/ listing
applicant and the target at a specrﬁc point in ting, Any subsequent change in goodwill
after 31 Decembér'ZOXX will arise dug, to-changes such as the fair value of the net assets of
the target and”*‘djustments to the con51derat10n payable but this is not taken into account in
arriving at th ﬁro forma financial mformatron of the enlarged group. A note to the pro
forma ﬁnancralémformatron should olearly explain that goodwill on consclidation would
chapge dependmg on the falr value ‘of net assets of the target determined at the actual
acqursrtron date. The, acqursltron agreements may provide for a variation in the

A consrderatlon amount - payable on the acquisition to take into account changes in the net
~ass/ets of the target, A’ llsted’lssuer/ listing applicant should issue a separate announcement
plfsuant to MBIiR 13 09 [GEMLR 17.10] when information is available regarding a
significant change in thé adjusted net tangible assets.

10



35.

36.

37.

38.

39.

(b) Acquisition transaction —~ Financial information of the Target

It is sometimes possible that the target’s financial year end is different from the acquirer
group. Although coterminous period ends is preferable, it is not a must that the pro forma
financial information is prepared based on coterminous period ends. Where the dates of the
information used are not coterminous the reasons should be disclosed so that the
information presented is not misleading. g

(¢) Acquisition/ Disposal transaction - Inter-company balances ¢and
elimination 4

......

the target information presented is based on a date that is- not cotermmous with the listed
issuer/ listing applicant, this should be disclosed as it is lrkely that the inter-company
balances will not be the same and will relate to drfferent transactions. In presenting the
information on the enlarged group, elimination of mter—company balances should be made
but only if the lnter-company balances can be totally offset. This would normally be

.....

together with the reasons why they remaln “The same prmcrples above apply in respect of
disposals that result in a smaller group. ‘“f:';x(.,;/" e

P X\ v I:-r_ %
Srmrlarly, where a pro forma mcome statement 151 resented and the inter-company
Cotérminous year ends, the same

principles as set out in paragraph 36 above should be apphed

EHAN »»

Wi
\

(d) Disposal transaction - Subsequent change in net asset value of subsidiaries
:J \\\ \ B "'.‘:;.

Similar to the: prmc1ple in determmmg goodwﬂl mentioned in paragraphs 33 and 34 above,

any movement\n) the net assetvvalue\ of the subsidiary subsequent to the date of the

information chosen and presented concemmg the subsidiary is not taken into account. The

caIculatlon of the estrmatedr 7gain oi 1oss on disposal is based on the date of the pro forma

further note disclosures should be made indicating that the

.u.-;*amount ‘may vary depend_v Iy on changes in net assets up to the date of the disposal. If the
‘ ?-;Iamount can be quantlf d \th1s should be disclosed.

¥ £ T

(e) Starting pomt based on a previously published circular
Althoughrrt,ﬂs preferable to use audited financial statements as the starting point for
preparing pr¢-forma financial information as such information should be more reliable, pro
forma financial information which has been published after the audited financial statements
may also be used. Such information is allowed under MBLR 4.29 (5)(¢) [GEMLR 7.31

)@l
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40.

e

() Subsequent events apart from those meeting the adjustment criteria

Generally no adjustments should be made in respect of subsequent events apart from those
which meet the adjustment criteria as set out in MBLR 4.29(6) [GEMLR 7.31(6)]. That is,
the adjustments made should only be attributable and relate to the transaction that is the
subject matter of the circular. A question then arises, if in preparing a circular for a
disposal transaction, how should the pro forma ﬁnanmal information be presented where
the latest unadjusted information allowed to be used as the starting point does: not. include
the relevant assets being disposed of. The following example 1Ilustrates how the > pro forma
financial information should be presented. {

Example

Background

There is a proposed major disposal of 5 fixed assets \m June 20XY for HK$7.5 million
but 2 of these assets were only acquired for HK$2 million in April 20XY. The latest
unadjusted information allowed under MBLR 4)29(5) [GEMLR 7.31(5)] is the audlted
financial statements to 31 December 20XX

information be presented? 4

Calculation

Calculation: Method A

;/ NV Pro forma adjusted
31 Dec, 20XX information
A HESm HK$d ) |"HK$m HK$m

Assets: . e R
Cash A, - - 7.5 7.5
Fixed asset§™ 37 -3 0
Total assets*” 4.5 75

34 V|- 45 7.5

e
A

1 The acqu151tlon of the two assets in April 20XY is not taken into account.

Note 2: .~ %

The dlsposal of.3assets is adjusted and the gain is calculated based on the consideration received on
the sale of the 5 assets and the cost of 3 assets sold.
A note tq }he pro forma financial information should be provided to explain that the acquisition of the
two assets in April 20XY is not taken into account.

12



Calculation: Method B

Pro forma adjustments
Pro forma adjusted
B1 Dec, 20XX Note 1 Note 2 information
HKS$m HKSm HK$m HK$m
Assets:
Cash - -2 7.5 5.5 s
Fixed assets ) D L5 0 J—
Total assets 3 - 2.5 -
Equity 3 - D5
&
Note 1: & !
The acquisition of the two assets in April 20XY is taken into account.”
N \\‘3:
Note 2: B
The disposal of 5 assets is adjusted and the gain is calculated based on the consideration received on
the sale of the 5 assets and the cost of 5 assets sold £ mInd

Analysis AN

Generally, the principle is that no adJustments are made in respect of subsequent events
apart from those which meet the adjustment crlterla However listed issuers/ listing

applicants should also be, aware ofthe gu1dance mcluded i AG7 (69) which states: -

,“, \

“Issuers may wish tg" make aajustments fo, /reﬂect other transactions which have taken
place since the latest: balance sheet date but whzch are rnot the subject of the investment
circular withip’ whtch ‘the pro forma Ji hancicl mformatzon is presented. As explained in
paragraph, 36\ as_a matter of general prmczple issuers do not make adfustments for
such tmnsactzons Nevertheless, Jiniirare circumstances, adjustments for other
zransaczzons or issues of capztal that Have led to announcements or circulars under the
Lzstmg Rules/GEM Rules, may be permztted where this is necessary to ensure that pro
forma f nanc:al mformat:an zs fiot mrsleadmg The requirement that the resultmg pro

i

N L“

The guldance mdlcates that where this is applicable will be rare. Nevertheless, this
example would b€ such a rare circumstance where AG 7 (69) applies and where
adoptlon of Method B would be appropriate and Method A would be misleading.

\\-'\ ,.l'

If the 2 asdets acquired in April 20XY were subject to a separate circular, the pro forma
information included in the separate circular can be used as a starting point (See
paragraph 39 above). However if a separate circular was not issued, it is likely that the
acquisition transaction did not meet the threshold warranting the issue of a circular.

13



41.

(g} Rights Issue

In a rights issue circular, shares issued after the balance sheet date that are not related to the
rights issue should not be adjusted in calculating pro forma net tangible assets. However,

the additional shares issued should be disclosed in the notes to the pro forma financial

information to make the pro forma financial information more meaningful and useful. The
following example indicates how the net tangible assets per share ﬁgure \should be
calculated. . .

Example

Background {{ o ,«W
Fn ,.J
The Company proposes to use the audited net assets as, at 31 December 20XX as the
unadjusted financial information starting point to 1llustrateathe 1mpact of the rights issue
to be made in June 20XY on the Company’s net: ‘tanglble assets, There has been an
additional issue of 20 shares on 1 May 20XY. )7
e 5".,__:‘.“:;‘:?:—'-'} ‘

A

:\ S
Issued sharés on 1 Jun.20XY

-

31 Dec. 20XX »{I:ZM&V?ZOXY 30 Mav 20XY Rights Issue 1:2

Number of shares 100 .~ . 20" 120 v © 60

Amount $100.7~= ¥ $130 )

Note

j Pro forma NTA = _NTA at.31 December 20XX + Net proceeds from the rights issue

$IOO 4360

L= = $160
Pro forma NTA-:i Pro forma NTA
per sharfa/ - Shares outstanding as at 31 Dec. 20XX -+ Rights Issue shares
=$160/ (100 + 60)

= $1 per share
The post 31 December 20XX movements in share capital, namely, the 20 shares issued

on | May 20XY, are not taken into account since they are not directly attributable to the
rights issue in 1 June 20XY which is the subject matter of the circular.

14




Summary
42,

The general principle is that no adjustments are made in respect of subsequent events
apart from those which meet the adjustment criteria. To ensure the information presented
is not misleading, the subsequent event of the issue of 20 shares on 1 May 20XY should
be disclosed in a note to the pro forma financial information together with an explanation
that the number of Rights Issue shares will be subject to the actual shares issued on the
effective date.

In summary, the current Listing Rules are 1ntent10nally prescriptive to promofe consmtency
in treatment. This may sometimes result in the presentation of pro forma financial
information that may appear counter intuitive or 1ncomplete f f :p "hsentmg pro forma
financial information in accordance with the rules results in mlsleadmg or non-meaningful
information, listed issuers/ listing applicants are expected. to seek professmnal advice and
propose a reasonable alternative for the Exchange to con51der Pro forma financial
information presented should, where appropriate, mclude\explanatory supplementary notes
together with available quantitative data to explam ‘the amounts shown. The key objective
is that the pro forma financial information shows he/impact of the relevant transaction and
that the information is useful to assist 1nvestors tor dec1de on whether or not to proceed with
an investment decision, :

3
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APPENDIX B

Extracts of Main Board Listing Rules Requirements concerning presentation
of Pro Forma Financial Information

Chapter 4

4.25

4.26

427

4.28

.»41‘.
\

In the cases referred to in rule 4.01(3) concerning a circular in connectlon~W1th :a major
transaction, the pro forma financial information required under ruleIS"’l ‘67(6)(a)(11) or
14.67(6)(b)(ii} on the enlarged group (i.e. the issuer, its subSIdlages and any business or
subsidiary or, where applicable, assets acqu1red or proposed to be acqmred since the date
to which the latest audited accounts of the issuer have been made upf(mcludmg but not
limited to any business, company or companies being acqun'ed)) ‘must include all the
information referred to in rule 4.29 in respect of such enlarged group

#2 \ \‘ﬁ,
In the cases referred to in rule 4.01(3) concermngfa cn'cular in connection with a reverse
takeover or a very substantlal acquisition, the pro forma financial mformat}on requnred

subsidiaries and any business or subSJd1ary or »where applicable, assets acqulred or
proposed to be acquired since the date-16: whlch the latest audited accounts of the issuer
have been made up (including but not hmlted to any busmess company or companies
being acquired)) must include all the 1nformat10n referred t0\1n rule 4.29 in respect of

such enlarged group. S ’é“""i; S5

“‘or compames acqmred or proposed to be acqulred since the date to which the latest

“ audxted accounts: of 'the 1ssuer have been made up).

Note: Fory purposes of rule 4.28, all acquisitions or proposed acquisitions since the date
‘,_to whzch the latest audited accounts in the accountants report of the issuer have
aggregated total assels, profits or revenue represents 5% or more under any of
the percentage ratios as defined under rule 14.04(9), these acquisitions will be
deemed to be an acquisition of a major subsidiary for the purpose of rule 4.28.
100% of the major subsidiary's fotal assets, profits or revenue (as the case may
be) or, where the major subsidiary itself has subsidiaries, the consolidated total
assels, profits or revenue (as the case may be) of the major subsidiary is to be

17



compared [0 the fotal assets, profits or revenue (as the case may be) shown in the
issuer’s latest audited conmsolidated financial statements in the accountants’
report irrespective of the interest held in the major subsidiary.

4.29 Where an issuer includes pro forma financial information in any document (whether or
not such disclosure of pro forma financial information is required under the Exchange
Listing Rules), that information must comply with rules 4.29(1) to (6) and afreport in the
terms of rule 4.29(7) must be included in the relevant document.

(1) The pro forma financial information must provide mvestors wrth lnformatlon
about the impact of the transaction the subject of the document bywlllustratmg how

that transaction might have affected the financial info ,atlon presented in the
document, had the transaction been undertaken at’“t e eommencement of the
period being reported on or, in the case of a profforma balance sheet or net asset
statement, at the date reported. The pro forma ﬁnancral information presented
must not be misleading, must assist mvestors in analysmg the future prospects of
the issuer and must include all approprlate adJustments permitted by rule 4.29(6),
of which the issuer is aware, necessarj 10° grve "effect to the transaction as if the
transaction had been undertaken -at“t e‘ commencement of the period being
reported on or, in the case of a_pro, forma’ balance sheet or net asset statement, at
the date reported on. A N x;_; -

(2}  The information must clearly state

(a) the purpose for; whrch it has been prepared; =i
(b) that it is prepared for illustrative purposes Fonly; and
(¢) that because: of its nature, it may not gl;e a true picture of the issuer’s financial

posrtron or results 4{ I
/ ™~ ‘\\ \ _____
3) Theémformatlon must be presented’ in columnar format showing separately the
unad_]usted financial 1nformat10n the pro forma adjustments and the pro forma
ﬁnanpgal information. '1_"he pro;forma financial information must be prepared in a

47y Mantier consistent, rw1th both the format and accounting policies adopted by the
BN e 1ssuer in its ﬁnancral statements and must identify:

S
(a) the basrs upon whrch it is prepared and

/"f \‘h 5’

Pro forma figures must be given no greater prominence in the document than
"“audrted ﬁgures

g
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“)

©)

(6)

Pro forma financial information may only be published in respect of:

(a) the current financial period;
(b) the most recently completed financial period; and/or
(c) the most recent interim period for which relevant unadjusted information has
been or will be published or is being published in the same document;
o’-w.
and, in the case of a pro forma balance sheet or net asset statement;.as- gt;_\_the date
on which such periods end or ended. --

/’\ '\\

annual results announcements
(b) accountants’ report; b
(c) previously published pro forma finanCIaL mformatlon reported on in
accordance with rule 4.29(7); or A 5
(d) published profit forecast or estimaté™ }{.’.;;:‘/'-’{'

’,r N

Any adjustments which are made- to the mformatmn referred to in rule 4.29(5) in
relation to any pro forma staternent‘must be: '
"\\ ¥
CIR ,’fn
(a) clearly shown and explained; v
(b) directly attrlbutable to-thé transaction coneemed and not relating to future
events or decisions;.> ki T

(c) factually supportablej and ,;-f-"x‘; \\\ D

'.\

those, adJustments which are expected t{) have a contmumg effect on the issuer
and those which are not. / £ 4‘::\,

,~»" 1‘ \:V' 3,_ }\

_The pro forma financia)’ mformatlon must be reported on in the document by the
‘audltors or reportmg accountants who must report that, in their opinion:

e N
" ‘-‘*\ g

';-(a) the pro for}ma ﬂnegclal information has been properly compiled on the basis

stated; - = 1/‘

(b) such ba51s is"consistent with the accounting policies of the issuer; and
(c) the: ad_]ustments are appropriate for the purposes of the pro forma financial
mformatlon as disclosed pursuant to rule 4.29(1).

.

,;

\a

”‘Where pro forma earnings per share information is given for a transaction which

mcludes the issue of securities, the calculation is to be based on the weighted
average number of shares outstanding during the period, adjusted as if that issue
had taken place at the beginning of the period.
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Chapter 14

14.67 (6) (a) on an acquisition of any business, company or companies:

(ii} a pro forma statemen :

() an accountants’ report on the business, company or companies being acquired

in accordance with Chapter 4 of the Exchange Listing Rules provided that,
where any company in question has not or will not become a subsidiary of the
listed issuer, the Exchange may be prepared to relax this requ1rement The
accounts on which the report is based must relate to a ﬁnanfmal period ended 6
months or less before the circular is issued. The fi nancxal information on the
business, company or companies bemg acquired. as .contained in the

- accountants’ report must be prepared using accountmg pOllCleS which should

be materially consistent with those of the llsted lssuer and

Note: Where the accountants can only"gzve\ a-“qualified opinion in the
accountants’ report in respect: “of “the . acquisition of the business,
company or companies, for example because the records of stock or
work-in-progress are maa’equate,, the Exchange will not accept a
written shareholders’ approval \for the transaction, but will require a
general meelting to be- held {o. “Consider the transaction. (See rule 14.86.)
In these czrcumstances,, listed zssuers are urged to contact the
Exchange as soon as posszble

f-the assets and hablhtles of the listed issuer’s group
combined w1th the assets and llablhtles ..... of the business, company or
companies belng acqmred on the- same -accounting basis. The pro forma
ﬁnancxalﬁnformatlon must comply w1th Chapter 4 of the Exchange Listing
Rules *and

(1) a proﬁt and Ioss statement and valuation (where available) for the 3 preceding

“ financial years (or léss, where the asset has been held by the vendor for a
shorter pertod) on the identifiable net income stream and valuation in relation
to such.; assets which must be reviewed by the auditors or reporting
accountants fo ensure that such information has been properly compiled and

Jdertved frém the underlying books and records. The financial information on
~~which-the profit and loss statement is based must relate to a financial period

\\\\\

: "\.,Jended 6 months or less before the circular is issued. The financial information

»on the assets being acquired as contained in the circular must be prepared
using accounting policies which should be materially consistent with those of
the listed issuer;

20



(i) a pro forma statement of the assets and liabilities of the listed issuer’s group
combined with the assets being acquired on the same accounting basis. The
pro forma financial information must comply with Chapter 4 of the Exchange
Listing Rules; and

14.68 (2) (a) on a disposal of a business, company or companies:

(1) financial information of either:

(A) the business, company or companies being dISpDSGd of : or i
.r'\\ ~: /

disposed of shown separately as (a)r :

discontinuing operation(s), {,{5

rsposal group(s) or {(a)

y,

for the relevant period (as defined in the: note 1o, rule 4.06(1)(a)). The financial
information must be prepared by the\ dlrectors of the listed issuer using
accounting policies of the listed 1ssu.er\and must contain at least the income
statement, balance sheet, cashfﬂow statement and statement of changes in

equity.

e:\g

The financial 1nformat10n must “be reviewed by the listed issuet’s auditors or
reporting accountants*accordmg to the relevant standards published by the

Accountanfs: The errcular must contam a statement that the financial
mformatlon\ghas “been revrewed by*’ the issuer’s auditors or reporting
accountants ‘and details of any quallﬁcatlons or modifications in the review
report and £z

\r\—

The hsted zssz{er’may include an accountants’ report instead of a
review by rts auditors or reporting accountants. In that case, the
accounl‘anrs report must comply with Chapter 4 of the Exchange
Lzstmg Rules.
Pt S
The Exchange may be prepared to relax the requirements in this
“rule if the assets of the company or companies being disposed of
are not consolidated in the issuer’s accounts before the disposal.

K(n)_:,pro forma income statement, balance sheet and cash flow statement of the
‘remalmng group on the same accounting basis. The pro forma financial
information must comply with Chapter 4 of the Exchange Listing Rules;

(b) on a disposal of any revenue-generating assets (other than a business or company)
with an identifiable income stream or assets valuation:

21



(i) a profit and loss statement and valuation (where available) for the 3 preceding
financial years (or less, where the asset has been held by the listed issuer for a
shorter period) on the identifiable net income stream and valuation in relation
to such assets which must be reviewed by the auditors or reporting
accountants to ensure that such information has been properly compiled and
derived from the underlying books and records. The financial information on
which the profit and loss statement is based must relate to a ﬁnancual period
ended 6 months or less before the circular is issued; and o

‘{;—---- e
\Q\

(i a pro forma profit and loss statement and net assets sta’ément on the
remaining group on the same accounting basis. The\pro forma financial
information must comply with Chapter 4 of the Exchange Llstmg Rules;

14.69 (4) (a) on an acquisition of any business, company or compames

(i) an accountants’ report on the business, company or companies being acquired
in accordance with Chapter 4 of the Exchange Listing Rules. The accounts on
which the report is based must reldie to a-financial period ended 6 months or
less before the listing document or circular is issued. The financial
information on the business,. company or companies bemg acquired as
contained in the accountants ;rep/ort must be prepared using accountmg

policies which should be materla]ly consistent’ W1th those of the listed issuer;

and

enlarged group on the same accountmg ba51s The pro forma financial
mformat:on rﬁhst comply with Chapter 4 of the Exchange Listing Rules;

.-3» “( Ik

A

Vid &
(b) on an. acqu1s1t10n of any revenues generatmg assets (other than a business or a

compa/ny) ‘ith an ldentlﬁable 1ncome stream or assets valuation:
\‘f 7 ,.;\-\_,/
(1) -a, proﬁt and loss statement and valuation (where available) for the 3 preceding
' ﬁnanc1al years,(or Iess‘“ where other than in the case of a reverse takeover, the
" asset has been’ held by the vendor for a shorter period) on the identifiable net
income stream dnd valuation in relation to such assets which must be
reviewéd: by 'the auditors or reporting accountants to ensure that such
mformatmn ‘has been properly compiled and derived from the underlying
/books} and records. The financial information on which the profit and loss
-=statement is based must relate to a financial period ended 6 months or less
\‘,'ibefore the listing document or circular is issued. The financial information on
~the assets being acquired as contained in the listing document or circular must
‘be prepared using accounting policies which should be materially consistent
with those of the listed issuer; and

22



(ii) a pro forma profit and loss statement and net assets statement on the enlarged
group on the same accounting basis. The pro forma financial information must
comply with Chapter 4 of the Exchange Listing Rules;

Appendix 14

21 A statement of the net tangible asset backing for each class of security for which llstmg
is sought, after making allowance for any new securities to be issued, as- dﬂetailed in the
listing document. (Note 6)

“l
[Note 6  Where an issuer has caused any property assets 1o be\valued,(m accordance

Pray

with Rule 5.01) or has caused any valuation to be midde of any other tangible
assets and included such a valuation in the prospectussrelatmg to its initial
public offer, the issuer is required to state in,its" prospegtus by way of note fo
the adjusted net tangible asset statement, the addztzonal depreciation (if any)
that would be charged against the mcome statement had such assets been
stated at valuation. ]

Appendix 1B

13 A statement of the nef tangible asset backmg for each class of securlty for which lxstmg is
sought, after making allowance for any new securmes to~ be 1ssued as detailed in the
listing document. e v
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APPENDIX C

Extracts of GEM Listing Rules Requirements concerning presentation of Pro
Forma Financial Information

Chapter 7

7.27

7.28

7.29

7.30

\.A./
&

In the cases referred to in rule 7.01(3) concerning a circular in connection; with:a major
transaction, the pro forma financial information required under rules=19; :67(4)(a)(ii) or
19.67(4)(b)(ii) on the enlarged group (i.e. the issuer, its subsidiaries and any business or
subsidiary or, where applicable, assets acqu1red or proposed to be acqulred since the date
to which the latest audited accounts of the issuer have been made\up {including but not
limited to any business, company or companies being acqu1red)) must include all the
information referred to in rule 7.31 in respect of such enlarged group
( \ ;

takeover or a very substantial acqulsltlon the prp forma financial mformatlon requrred
under rules 19.69(4)(a)(ii) ori9. 69(4)(b)(11) 1
subsidiaries and any business or subsrdlary or,;}'where applicable, assets acqulred or
proposed to be acquired since the date-t0; whlch the latest audited accounts of the issuer
have been made up (including but not hmlted to any busmess company or companies
being acquired)) must include all the 1nformatlon referred to 1n rule 7.31 in respect of
such enlarged group. “A

For a circular in connectlon“ wrth a very substantlal dlsposal the pro forma financial
information required, under rules 19. 68(2)(a)(11) 0r“19 68(2)(b)(ii) on the remammg group

must include the mformatlon referred to in rule ]__31 in respect of the remaining group.,
‘ﬁ B J. .f.f.--‘,

In the case ofa'n new, appllcant (ruleﬂ’! 01(1)) which has acquired or proposed to acquire
any busmesses or cémpanies, which- would at the date of apphcatlon or such later date of
acquisition before listing of the apphcant be classified as a major subsidiary, since the

date to whlch the latest audlted\_a counts of the issuer have been made up, it must include
in ity llstlng document the prd.forma financial information required under rule 7.31 in

__ respecit of the enlarged group (i.e. the new applicant, its subsidiaries and any businesses

‘o1, companies acquifed: or proposed to be acquired since the date to which the latest
audlted accounts of the 1ssuer have been made up).

Note: For. purpases' of rule 7,30, all acquisitions or proposed acquisitions since the date
fo whlch the latest audited accounts in the accountant’s report of the issuer have
been made up, whether of businesses or companies, should be aggregated, If the
aggregated total assets, profits or revenue represents 5% or more under any of
the percentage ratios as defined under rule 19.04(9), these acquisitions will be
deemed to be an acquisition of a major subsidiary for the purpose of rule 7.30.
100% of the major subsidiary’s total assets, profits or revenue (as the case may be)
or, where the major subsidiary itself has subsidiaries, the consolidated total
assets, profits or revenue (as the case may be) of the major subsidiary is to be
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7.31

compared to the total assets, profits or revenue (as the case may be) shown in the
issuer’s latest audited consolidated financial statements in the accountants’ report
irrespective of the interest held in the major subsidiary.

Where an issuer includes pro forma financial information in any document (whether or
not such disclosure of pro forma financial information is required under the GEM Listing
Rules), that information must comply with rules 7.31(1) to (6) and a report muthe terms of

rule 7.31(7) must be included in the relevant document.

(D

@

()

.....

The pro forma financial information must provide mvestors wrth mformatlon
about the impact of the transaction the subject of the document by 1llustratmg how
that transaction might have affected the financial mformatron presented in the
document, had the transaction been undertaken at the commencement of the
period being reported on or, in the case of a pro; forma balance sheet or net asset
statement, at the date reported. The pro forma ﬁnancml information presented
must not be misleading, must assist mvestors m\analysmg the future prospects of
the issuer and must include all approprrate. adjustments permitted by rule 7.31(6),
of which the issuer is aware, necessary 'to: grve Y effect to the transaction as if the
transaction had been undertaken  at' the scommencement of the period being
reported on or, in the case of a L pro, forma balance sheet or net asset statement, at
the date reported on. A -

pos1tron or results A

The mformatron must be presented in columnar format showing separately the
unad_]usted financial mformatmn” the pro forma adjustments and the pro forma
‘ﬁnan91al mformatron The pro “forma financial 1nformat1on must be prepared in a

(a) the basrs upon which it is prepared; and
(b) the, source of ‘each item of information and adjustment.

Pro forma ﬁgures must be given no greater prominence in the document than
“ dudlted figures.

/
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C)

()

(6

Pro forma financial information may only be published in respect of:

(a) the current financial period;
(b) the most recently completed financial period; and/or
(c) the most recent interim period for which relevant unadjusted information has

been or will be published or is being published in the same document;
/

and, in the case of a pro forma balance sheet or net asset statement; as- at the date
on which such periods end or ended. s ”\, »

(a) audited published accounts, published half-yearireports or publlshed half-year

or annual results announcements; A L. :1.% K

(b) accountants’ report; A Sy

(c) previously published pro forma financial.. 1nformat10n reported on in
accordance with rule 7.31(7); or 0

(d) published profit forecast or estimaté™ ..+

P \ '
Any adjustments which are made‘to the mformatlon referred to in rule 7.31(5) in
relation to any pro forma statement must be:
(a) clearly shown and explamed d Ve
(b) directly attnbutable to thé transactlon concerned and not relating to future
events or de01510ns & v
(c) factually supportable and A
(d) in respect ‘of é\pro forma profit or(cash‘ ﬂow statement, clearly identified as to
those, .adjustments which are expected fo have a continuing effect on the issuer

and’ those which are not. - By
PaO \\.y o

v a &
N SNV AN
The' pro forma ﬁnancmlfmformatlon must be reported on in the document by the
audltors or reporting a countants who must report that, in their opinion:
o

N Mt
N ¥ ? A

(a) the pro forma, ﬁnancxal information has been properly compiled on the basis

stated; <)

(b) such basis fé con51stent with the accounting policies of the issuer; and

(c) the: adJusUnents are appropriate for the purposes of the pro forma financial

mformat1on as disclosed pursuant to rule 7.31(1).

p _\:n\ \ " /f

“ Where pro forma earnings per share information is given for a transaction which
1ncludes the issue of securities, the calculation is to be based on the weighted
average number of shares outstanding during the period, adjusted as if that issue
had taken place at the beginning of the peried.
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Chapter 19
19.67 (6) (a) on an acquisition of any business, company or companies:

(i) an accountants’ report on the business, company or companies being acquired in
accordance with Chapter 7 provided that, where any company in question has
not or will not become a subsidiary of the listed issuer, the Exchaﬁge ‘may be

must relate to a financial period ended 6 months or less be ore the cnreular is
issued. The financial information on the business, company{or compames being
acquired as contained in the accountants’ report must “be=prepared using
accounting policies which should be materially conSIStent ,wrth those of the
listed issuer; and )

Note: Where the accountants can only give a qualgf ed opmzon in the accountants’
report in respect of the acquisition of- the\busmess company or companies,
Jor example because the recor ds of :stock or work-in-progress are
inadequate, the Exchange will not accepr a written shareholders’ approval
Jfor the transaction, but will reguzre éiggeneral meeting to be held to consider
the transaction (See rule 19, 86) In “these circumstances, listed issuers are

urged to contact the Exchange as’soon as posszble

P A_\.

(ii) a pro forma statement-of the assets and llabllltles of’the listed issuer’s group
combined with the assets and liabilities of the busmess company or companies
being acquired ﬁonxtheJ same accounting: *ba51s The pro forma financial
mformatlon must comply with Chapter 7 and

(b) on an acqu1s1t10n‘of any revenue—generatmg assets (other than a business or
company) w1th an identifiable i mcome stream or assets valuation:

l"
R ,s'

(i) 4 proﬁt and loss statement and ‘valuation (where available) for the 3 preceding
\‘" ﬁna_nc1a1 years (or less where the asset has been held by the vendor for a shorter
r’ errod) on the 1dent1ﬁable net income stream and valuation in relation to such
;:-assets which must b_es’ reviewed by the auditors or reporting accountants to
ensure that- sueh ififrmation has been properly compiled and derived from the
underlymgwbooks and records. The financial information on which the profit and
loss statementrts based must relate to a financial period ended 6 months or less
before the, Circular is issued. The financial information on the assets being
acqutred as contained in the circular must be prepared using accounting policies
: »"hrch should be materially consistent with those of the listed issuer; and
N
(i) a pro forma statement of the assets and liabilities of the listed issuer’s group
combined with the assets being acquired on the same accounting basis. The pro
forma financial information must comply with Chapter 7; and
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19.68 (2) (a) on a disposal of a business, company or companies:

(i) financial information of either:

(A) the business, company or companies being disposed of; or

(B) the listed issuer’s group with the business, company or compames being
disposed of shown separately as (a) disposal group(s) or (a) dlscontmumg
operation(s),

r\ i
for the relevant period (as defined in the note to rule 7. 05(1)(a)) The financial
information must be prepared by the directors of “the‘\ listed issuer using
accounting policies of the listed issuer and mus- contam at least the income
statement, balance sheet, cash flow statement and statement of changes in equity.
The financial information must be revrewed bymthe llSted issuer’s auditors or
reporting accountants according to the relevant standards published by the Hong
Kong Institute of Certified Public Accountants or the International Auditing and
Assurance Standards Board of the’ Intematronal Federation of Accountants. The
circular must contain a statement\that the financial information has been
reviewed by the issuer’s audltors or reportmg accountants and details of any

S
qualifications or modifications’ in- the review report and

P x \ N
Notes: 1. The list 1ssuer may include (anx accountants report instead of a
rev1ew ~its”auditors or reporting accountants. In that case, the
accountants report must, comply -with Chapter 7.
\ '~/‘ 5 \ \n
2 The: :Exchange may.be prepared to relax the requirements in this rule
AN . if the assets of the: company or companies being disposed of are not
/\;.:,’ »-consolidated j in’ the 1ssuer s accounts before the disposal,

Y
PN
% S f

(11) pro.f forma i income statement balance sheet and cash flow statement of the

remammg group,¢ on the same accountmg basis. The pro forma financial

‘(b) on a dlsposal ‘of anyf revenue-generating assets (other than a business or company)
with an 1dent1ﬁable income stream or assets valuation:;

/! '-;\*\ P S

o,
(i) -a- proﬁt and loss statement and valuation (where available) for the 3 preceding

{r

:;._‘ﬁnan01a1 years (or less, where the asset has been held by the listed issuer for a
shorter period) on the identifiable net income stream and valuation in relation to

such assets which must be reviewed by the auditors or reporting accountants to
ensure that such information has been properly compiled and derived from the
underlying books and records. The financial information on which the profit and
loss statement is based must relate to a financial period ended 6 months or less
before the circular is issued;

28



(ii) a pro forma profit and loss statement and net assets statement on the remaining
group on the same accounting basis. The pro forma financial information must
comply with Chapter 7; and

19.69 (4) (a) on an acquisition of any business, company or companies:

.fv

() an accountants’ report on the business, company or companies being: acqurred in
accordance with Chapter 7. The accounts on which the report 1s\based must
relate to a financial period ended 6 months or less before the llstmg document or
circular is issued. The financial information on the. busmess company or
companies bemg acquired as contained in the accountants report must be
prepared using accountmg policies which should be' materlally consistent with

those of the listed issuer; and

(ii) pro forma income statement, balance sheet and‘ cash flow statement of the
enlarged group on the same accountmg basxs The pro forma financial
information must comply with Chapte‘

company) with an identifiable i mcome stream or assets valuatlon

JJ’ "‘- ”

(i) a profit and loss staternent and valuatlon (where avallab!e) for the 3 preceding
financial years (or. less where other than inthe’case of a reverse takeover, the
asset has been held“by the vendor for 4 shorteréfaerlod) on the identifiable net
income stream: and valuatlon in relatlon t0\such assets which must be reviewed
by the audltors or Teporting accountants to ensure that such information has
been properly complled and derwed from the underlying books and records.

relate to a  financial period" ended 6‘months or less before the listing document or
crrcular is issued. The~ﬁnan91al information on the assets being acquired as
1{ contatned in the lrstmg document or circular must be prepared using accounting
pOllCleS which should 1be“materially consistent with those of the listed issuer;

LA

o and

(11) a pro forma proflt and loss statement and net assets statement on the enlarged
group;, on the -Same accounting basis. The pro forma financial information must
comply\w1th Chapter 7;
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Appendix 14

21 A statement of the net tangible asset backing for each class of security for which listing
is sought, after making allowance for any new securities to be issued, as detailed in the
listing document. (Note 11)

[Note 11. Where an issuer has caused any property assets to be valued (in‘accordance
with Rule 8.01) or has caused any valuation to be made of any: other tangible
assets and included such a valuation in the prospectus relatm ), its initial
public offer, the issuer is required to state in its pr ospectus by \way aof note to
the adjusted net tangible asset statement, the additional. deprec:atzon (if any)
that would be charged against the income statem’n had such assets been
stated at valuation.] 8

Appendix 1B

13 A statement of the net tangible asset backing for each class of security for which llstmg is
sought, after making allowance for any newAsecurmes to be issued, as detalled in the
listing document. ‘
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