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This statement by the Committee on Capital Markets Regulation (the “Committee’) evaluates the
legal basis for a mandatory delisting of Chinese companies listed on U.S. exchanges. The
Committee does not take a position as to whether the delisting of Chinese companies is appropriate
at this time. We recommend that any delisting of Chinese companies should be based on a clear
violation of the Holding Foreign Companies Accountable Act (“HFCAA”) by Chinese regulators
and review the relevant background, including costs and legal authority for delisting.

Background

U.S. policymakers have recently raised the possibility of a mandatory delisting of Chinese
companies from U.S. exchanges.! The legal authority for such a delisting is the HFCAA, which
Congress passed in 2020 and requires that the Securities and Exchange Commission (“SEC”)
prohibit the trading of a foreign company’s securities in U.S. markets if a foreign government
prevents the U.S. audit regulator (the Public Company Accounting Oversight Board (“PCAOB”))
from inspecting the company’s auditor for two consecutive years.>? PCAOB inspection of the
auditors of U.S.-listed companies is necessary to ensure that U.S.-listed companies are subject to
effective audits and their financial disclosures are accurate.

The HFCAA was passed in response to Chinese regulators preventing the PCAOB from inspecting
the auditors of U.S.-listed Chinese companies.> The HFCAA requires delisting on an auditor-by-
auditor basis, so if any foreign government prevents the PCAOB from inspecting a specific auditor
for two consecutive years, then all U.S.-listed companies that are audited by that accounting firm
must be delisted.* In 2021, the PCAOB adopted a rule implementing the HFCAA that provides
that the PCAOB can also make a jurisdiction-wide determination that it is “unable to inspect or
investigate completely registered public accounting firms headquartered in a foreign jurisdiction.”>
Such a determination would require the delisting of all U.S.-listed companies audited by an auditor
in mainland China or Hong Kong, for example. To make a jurisdiction-wide determination, the
PCAOB rule does not establish a minimum number of audits or auditors for which foreign
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regulators must prevent access. Thus, in principle, the PCAOB could make a jurisdiction-wide
determination based on a foreign regulator preventing inspection access to a single auditor for the
audit of a single U.S.-listed company due to a foreign regulator policy that applies generally to all
auditors in that jurisdiction.b

In 2022, the China Securities Regulatory Commission (“CSRC”) agreed to allow the PCAOB to
inspect the Chinese auditors of U.S.-listed Chinese companies.” Since the 2022 agreement, the
PCAOB has conducted inspections of the China-based accounting firms that together audit 99
percent of the total market capitalization of U.S.-listed Chinese companies.® The PCAOB has
stated that the rate of deficiencies among the audits of such companies is high, but not abnormal
for jurisdictions undergoing initial inspections.’

However, the HFCAA requires that the PCAOB have the ability to “investigate completely” the
auditors of U.S.-listed Chinese companies, including the ability to access relevant records, and as
of now there is limited transparency as to the extent of access that has been provided. For example,
the most recent report of the U.S.-China Economic and Security Review Commission — the
legislative commission that monitors the trade and economic relationship between the U.S. and
China — indicates that while Chinese regulators have taken some steps to expand the PCAOB’s
access to auditors’ records as required under the 2022 agreement, “concerns remain around
continued cooperation by Chinese regulators.”!” The report also found that recent actions by
Chinese authorities have “curtailed transparency and investors’ access to routine business data.”!!
Indeed, lawmakers have recently called on SEC Chair Atkins to investigate these concerns
further. !

In recent years, Chinese companies have begun to voluntarily reduce their reliance on U.S. capital
markets. For example, at least 13 Chinese companies have voluntarily delisted from U.S.
exchanges, and the total market capitalization of U.S.-listed Chinese companies has declined from
$2.1 trillion to $1.09 trillion as of March 2025.'3 The value of new equity offerings by Chinese
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companies on U.S. exchanges has also declined: In 2024 Chinese companies raised only $2 billion
in initial public offerings on U.S. exchanges, compared to $14 billion in 2021.14

However, 286 Chinese companies are still listed on U.S. exchanges!> and the mandatory delisting
of these companies would be costly for U.S. capital markets and investors. Most obviously, it
would reduce the competitiveness of U.S. capital markets, as other international financial centers,
including Hong Kong and London, would now be the primary listing venues for Chinese
companies seeking to raise capital outside of mainland China. Moreover, past Committee research
has shown that U.S.-listed Chinese companies provide U.S. investors with opportunities to achieve
higher returns and enhanced portfolio diversification that would be curtailed from a mass
delisting.'¢ U.S. investors that seek to maintain their exposure to Chinese companies after a
delisting would be required to do so through offshore trading venues, where liquidity is lower and
trading costs are higher.!” A mass delisting could also trigger sales that reduce the value of U.S.
investors” holdings of U.S.-listed Chinese equities — estimated at approximately $620 billion'8 —
and provoke retaliatory sales of U.S. securities by Chinese investors, who currently hold $370
billion in U.S. equities and $1.3 trillion in U.S. bonds."

Conclusion

Despite the potential costs associated with the mandatory delisting of U.S.-listed Chinese
companies, if Chinese regulators have prevented the PCAOB from inspecting the auditors of U.S.-
listed Chinese companies for two consecutive years, then the HFCAA requires the delisting of
U.S.-listed Chinese companies. As a first step, the PCAOB should provide greater transparency
regarding the inspection access provided by Chinese regulators under the 2022 agreement. It is
critical that U.S. policymakers follow a transparent and legal process before reaching any final
determinations about the delisting of Chinese companies from U.S. exchanges.

14 Id. at Figure 1.
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