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HKEx LISTING DECISION 

Cite as HKEx-LD64-4 (Published in November 2008) (Updated in July 2014) 

 

Summary  

Name of Party  Company A - a Main Board listed company 

 

Parent Company – the holding company of Company A 

 

Parent Group – Parent Company and its subsidiaries (excluding 

Company A and its subsidiaries) 

Subject Whether Company A would be required to aggregate the proposed 

Transactions under Main Board Listing Rule 14A.81 

Listing Rules Main Board Listing Rules 14A.81, 14A.82 and 14A.83 

Decision The Exchange determined that the Transactions should be 

aggregated under Main Board Listing Rule 14A.81. 

 

 

SUMMARY OF FACTS 

 

1. Company A and its subsidiaries (the “Group”) were principally engaged in the 

business of providing mobile telecommunications services to retail customers in 

Hong Kong. 

 

2. The Parent Group was a major provider of telecommunications services in Hong 

Kong.    

 

3. After the Parent Company acquired a controlling interest in Company A, 

Company A’s board of directors had conducted a review of the Group’s business 

model and the viability of various alternative options available to Company A.    

 

4. Company A proposed to enter into a variety of transactions with the Parent Group 

in relation to various aspects of its business (the “Transactions”), each 

constituting a continuing connected transaction.   The Transactions served to 

facilitate the Group to adopt a new business model in wholesaling products and 

services to the Parent Group and outsourcing material business functions to the 

Parent Group.     
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THE ISSUE RAISED FOR CONSIDERATION 

 

5. Whether Company A would be required to aggregate the proposed Transactions 

under Rule 14A.81. 

 

 

APPLICABLE LISTING RULE OR PRINCIPLE 

 

6. Main Board Listing Rule 14A.81 provides that: 

 

The Exchange will aggregate a series of connected transactions 

and treat them as if they were one transaction if they were all 

completed within a 12-month period or are otherwise related. … 

 

7. Main Board Listing Rule 14A.82 provides that: 

 

Factors that the Exchange will consider for aggregation of a series 

of connected transactions include whether: 

 

(1) they are entered into by the listed issuer’s group with the 

same party, or parties who are connected with one another;  

 

 

(2) they involve the acquisition or disposal of parts of one 

assets, or securities or interests in a company or group of 

companies; or 

 

(3) they together lead to substantial involvement by the listed 

issuer’s group in a new business activity. 

 

8. Main Board Listing Rule 14A.83 provides that: 

 

The Exchange may aggregate all continuing connected transactions 

with a connected person. 

 

 

ANALYSIS 

 

9. The connected transaction rules seek to ensure that the interests of shareholders as 

a whole are taken into account by a listed issuer when it enters into transactions 

with connected persons, in particular to safeguard against connected persons 

(such as the listed issuer’s directors, chief executives or substantial shareholders 

or their associates) taking advantage of their positions to the detriment of minority 

shareholders of an issuer.  This is achieved by the general requirement for 

connected transactions to be disclosed and subject to independent shareholders' 

approval.  
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10. The purpose of aggregation is to prevent a listed issuer from “splitting” an 

otherwise large connected transaction into two or more smaller transactions so 

that, when percentage ratios are applied to each smaller transaction, it does not 

reach the de minimis thresholds for de requiring disclosure and/or shareholders’ 

approval under Chapter 14A.  Pursuant to Rule 14A.81, the Exchange may 

require a listed issuer to aggregate a series of connected transaction if they are all 

completed within a 12 month period or are otherwise related.  

 

11. Rule 14A.82 sets out a non-exhaustive list of factors which the Exchange will 

take into account in applying the aggregation rule.  The rule intends to provide 

guidance on the circumstances where the Exchange may require aggregation of 

transactions of a listed issuer.  When determining whether aggregation of 

transactions is required in a particular case, the Exchange will consider all 

relevant facts and circumstances of the case.     

 

12. The aggregation rules apply to both one-off connected transactions and continuing 

connected transactions that generally involve provision of goods and/or services.  

When determining whether a series of continuing connected transactions should 

be aggregated, the Exchange will also consider where whether they are of a 

similar nature as this may indicate “splitting” of a transaction.  Rule 14A.83 

provides that the Exchange may consider aggregating all continuing connected 

transactions with a single connected person.  

 

13. In the present case, the Transactions were proposed to be made at the same time 

and they fell within the circumstances described in Rule 14A.82(1) as the 

Transactions were entered into by Group A with members of the Parent Group 

which, the Exchange considered, were “parties who are connected with each 

other” under Rule 14A.82(1).     

 

14. The Transactions were proposed to facilitate the implementation of a new 

business model for the Group.  While the Group’s retail business would continue, 

the Group would commence a new line of business in wholesaling products and 

services to the Parent Group and would outsource certain material business 

functions to the Parent Group.   The Exchange considered that the Transactions 

would lead to a substantial change to the business model of the Group and they 

“together lead to substantial involvement by the listed issuer’s group in a new 

business activity” described in Rule 14A.82(3).   

 

15. There were a variety of Transactions relating to various aspects of the Group’s 

telecommunication business and Company A originally proposed to aggregate the 

Transactions based on product/service types.  Given the special circumstances of 

the case, in particular the parties’ intention to effect a substantial change to the 

business activities of the Group through the Transactions, the Exchange 

determined to aggregate the Transactions under three major categories: (i) 

provision of services and products by the Group to the Parent Group; (ii) 
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purchases made by the Group from the Parent Group; and (iii) provision of 

outsourcing services by the Parent Group to the Group.   The Transactions, when 

aggregated on such basis, would require independent shareholders’ approval 

under Chapter 14A.   

 

16. While the Exchange considered it possible to, in appropriate circumstances, 

aggregate revenue and expenditure items, it was of the view that the purpose of 

the aggregation rules was achieved in the present scenario in the manner 

described in paragraph 15.  Accordingly, the question of whether all the 

Transactions needed to be aggregated as if there were one transaction became 

irrelevant in this case.       

 

 

DECISION 

 

17. The Exchange determined that the Transactions should be aggregated under Rule 

14A.81. 
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HKEx LISTING DECISION 

Cite as HKEx-LD64-3 (Published in November 2008) (Updated in July 2014) 

 

Summary  

Name of Party  Company A - a Main Board listed company 

 

Company Z – a substantial shareholder of Company A 

 

Company X and Company Y - non-wholly owned subsidiaries of 

Company Z 

Subject Whether Company A would be required to aggregate the 

Transactions and treat them as if they were one transaction under 

Main Board Listing Rule 14A.81 

Listing Rules Main Board Listing Rules 14A.81, 14A.82 and 14A.83 

Decision The Exchange determined that the Transactions should be 

aggregated under Main Board Listing Rule 14A.81 

 

 

SUMMARY OF FACTS 

 

1. Company A and its subsidiaries (the “Group”) were principally engaged in the 

business of retailing and wholesaling optical products.  

 

2. In March 2007, the Group entered into two purchase agreements with Company X 

in respect of the Group’s purchases of certain branded optical frames and 

sunglasses from Company X for a period of three years (the “First Transaction”).  

Company X was the exclusive wholesale distributor and licensee of these 

products in various territories.   

 

3. In May 2008, the Group proposed to enter into a manufacturing and supply 

agreement with Company Y under which Company Y would manufacture and 

supply optical frames and sunglasses under the Group’s house-brands for a period 

of three years (the “Second Transaction”). 

 

4. Both Company X and Company Y were non-wholly owned subsidiaries of 

Company Z which was a substantial shareholder of Company A.  Therefore, 

Company X and Company Y were associates of Company Z and connected 

persons of Company A.   The First Transaction and the Second Transaction 

(together the “Transactions”) constituted continuing connected transactions of 

Company A under Chapter 14A of the Main Board Listing Rules. 
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5. Company A submitted the following to support not aggregating the Transactions: 

 

- The nature of the Transactions was different from each other in that the 

First Transaction was a trading transaction involving purchases of certain 

branded optical products, whereas the Second Transaction was a 

manufacturing transaction involving the Group commissioning Company 

Y to manufacture optical products bearing brand-names owned by the 

Group. 

 

- In respect of the First Transaction, Company A had no choice of supplier 

as Company X was the exclusive distributor of the branded optical 

products, whereas in respect of the Second Transaction, Company Y was a 

manufacturer selected by Company A from a group of possible suppliers 

by reference to objective criteria without any element of favourism.  

 

- In terms of Company A’s procurement timetable, the First Transaction 

was regarded as a downstream transaction whereas the Second 

Transaction was an upstream transaction. 

 

- The procurement of branded optical products and products under the 

Group’s own brand names was handled by different teams in the Group. 

 

 

THE ISSUE RAISED FOR CONSIDERATION 

 

6. Whether Company A would be required to aggregate the Transactions and treat 

them as if they were one transaction under Rule 14A.81. 

 

 

APPLICABLE LISTING RULE OR PRINCIPLE 

 

7. Main Board Listing Rule 14A.81 provides that: 

 

The Exchange will aggregate a series of connected transactions 

and treat them as if they were one transaction if they were all 

completed within a 12-month period or are otherwise related. … 

 

8. Main Board Listing Rule 14A.82 provides that: 

 

Factors that the Exchange will consider for aggregation of a series 

of connected transactions include whether: 

 

(1) they are entered into by the listed issuer’s group with the 

same party, or parties who are connected with one another;  
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(2) they involve the acquisition or disposal of parts of one asset, 

or securities or interests in a company or group of 

companies; or 

 

(3) they together lead to substantial involvement by the listed 

issuer’s group in a new business activity. 

 

9. Main Board Listing Rule 14A.83 provides that: 

 

The Exchange may aggregate all continuing connected transactions 

with a connected person. 

 

 

ANALYSIS 

 

10. The connected transaction rules seek to ensure that the interests of shareholders as 

a whole are taken into account by a listed issuer when it enters into transactions 

with connected persons, in particular to safeguard against connected persons 

(such as the listed issuer’s directors, chief executives or substantial shareholders 

or their associates) taking advantage of their positions to the detriment of minority 

shareholders of an issuer.   This is achieved by the general requirement for 

connected transactions to be disclosed and subject to independent shareholders' 

approval.  

 

11. The purpose of aggregation is to prevent a listed issuer from “splitting” an 

otherwise large transaction into two or more smaller transactions so that, when 

size tests are applied to each smaller transaction, it does not reach the relevant 

thresholds for requiring disclosure and/or shareholders’ approval under Chapter 

14A.  Pursuant to Rule 14A.81, the Exchange may require a listed issuer to 

aggregate a series of transaction if they are all completed within a 12 month 

period or are otherwise related.  

 

12. Rule 14A.82 sets out a non-exhaustive list of factors which the Exchange will 

take into account in applying the aggregation rule.  The rule intends to provide 

guidance on the circumstances where the Exchange may require aggregation of 

transactions of a listed issuer.  When determining whether aggregation of 

transactions is required in a particular case, the Exchange will consider all 

relevant facts and circumstances of the case.     

 

13. The aggregation rules apply to both one-off connected transactions and continuing 

connected transactions that generally involve provision of goods and/or services.  

When determining whether a series of continuing connected transactions should 

be aggregated, the Exchange will also consider whether they are of a similar 

nature as this may indicate “splitting” of a transaction.  Rule 14A.83 provides that 

the Exchange may consider aggregating all continuing connected transactions 

with a single connected person.  
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14. In the present case, the First Transaction and the Second Transaction were to be 

carried out on a continuing basis over a period of time.  The Transactions fell 

within the circumstances described in Rule 14A.82(1) as they were entered into 

by the Group with subsidiaries of Company Z which, the Exchange considered, 

were “parties who are connected with each other” under Rule 14A.82(1).   

 

15. The Exchange considered that the Transactions were of the same nature as they 

all involved purchases of optical frames and sunglasses by the Group.  The 

Exchange did not accept Company A’s submission that the nature of the First 

Transaction and the Second Transaction were different on the basis of distinctions 

in terms of brands, the process and timing for procurement of the products.       

 

16. Having considered all relevant factors, the Exchange was of the view that the First 

Transaction and the Second Transaction were related and there was a concern on 

splitting of a transaction into smaller transactions.    

   

DECISION 

 

17. The Exchange determined that the Transactions should be aggregated under Rule 

14A.81. 
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HKEx LISTING DECISION 
Cite as HKEx-LD64-2 (November 2008)  
 

Summary  

Name of Party  Company X – a Main Board listed company 

Subject Whether Company X would be required to aggregate the First and 
Second Acquisitions and treat them as if they were one transaction 
under Main Board Listing Rule 14.22.   

Listing Rules Main Board Listing Rules 14.22, 14.23 

Decision The Exchange determined that the First and Second Acquisitions 
should be aggregated under Main Board Listing Rule 14.22. 

 
 
SUMMARY OF FACTS 
 
1. Company X was at the material time engaged in property development and 

investment in the Mainland China. 
 
2. Company X acquired from a government agency the land use right of a piece of 

land (the “Land A”) (the “First Acquisition”).  The First Acquisition did not 
constitute a notifiable transaction under Chapter 14 of the Main Board Listing 
Rules. 

 
3. Within a month after the First Acquisition, Company X proposed to participate in 

the open tender for the land use right of another piece of land (the “Land B”) 
which was adjacent to Land A (the “Second Acquisition”).   

 
4. Completion of the First and Second Acquisitions was not conditional on each 

other.   
 
5. Company X intended to redevelop Land A and Land B into a single property for 

commercial and residential uses.   
 
6. The Second Acquisition itself constituted a discloseable transaction.  If the First 

and Second Acquisitions (together the “Acquisitions”) were to be aggregated 
under Rule 14.22, the transaction would be classified as a major transaction.    
 
 

THE ISSUE RAISED FOR CONSIDERATION 
   
7. Whether Company X would be required to aggregate the Acquisitions and treat 

them as if they were one transaction under Rule 14.22.     
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APPLICABLE LISTING RULES 

 
8. Main Board Rule 14.22 provides that: 
 

… the Exchange may require listed issuers to aggregate a series of 
transactions and treat them as if they were one transaction if they 
are all completed within a 12 month period or are otherwise 
related. … 

 
Main Board Rule 14.23 provides that: 

 
Factors which the Exchange will take into account in determining 
whether transactions will be aggregated include whether the 
transactions: 

 
(1)  are entered into by the listed issuer with the same party or 

with parties connected or otherwise associated with one 
another; 

 
(2) involve the acquisition or disposal of securities or an 

interest in one particular company or group of companies; 
 

(3) involve the acquisition or disposal of parts of one asset; or 
 
(4) together lead to substantial involvement by the listed issuer 

in a business activity which did not previously form part of 
the listed issuer’s principal business activities.  

 
 

ANALYSIS 
 
9. The purpose of aggregation is to prevent a listed issuer from “splitting” an 

otherwise large transaction into two or more smaller transactions so that, when 
size tests are applied to each smaller transaction, it does not reach the relevant 
thresholds for requiring disclosure and/or shareholders’ approval under Chapter 
14.   Pursuant to Rule 14.22, the Exchange may require a listed issuer to aggregate 
a series of transaction if they are all completed within a 12 month period or are 
otherwise related.  

 
10. Rule 14.23 sets out a non-exhaustive list of factors which the Exchange will take 

into account in applying the aggregation rule.  The rule intends to provide 
guidance on the circumstances where the Exchange may require aggregation of 
transactions of a listed issuer.   When determining whether aggregation of 
transactions is required in a particular case, the Exchange will consider all 
relevant facts and circumstances of the case.    
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11. In the present case, the First and Second Acquisitions were closely associated in 

time (i.e. within one month).  The Acquisitions fell under the circumstances 
described in Rule 14.23(3) as the Exchange considered that Land A and Land B 
formed part of one asset given the following the facts: 

 
- Land A and Land B were adjacent to each other; and 
 
- Company X acquired Land B with the intention to develop such piece of land 

together with Land A under the same project.    
 
12. In its submissions against aggregation of the Acquisitions, Company X referred to 

the fact that (a) the completions of the First and Second Acquisitions were not 
inter-conditional; (b) at the time of the Second Acquisition, Company X was 
uncertain as to whether it would be successful in its bid for Land B; and (c) the 
vendors of the Acquisitions were different and were not parties connected or 
otherwise associated with each other.   

 
13. Having considered all relevant factors, the Exchange was of the view that the 

facts mentioned in paragraph 11 were sufficient to conclude that the Second 
Acquisition was made in association with the First Acquisition.   While there were 
commercial reasons for Company X to enter into the First and Second 
Acquisitions separately, the Acquisitions together formed a series of transactions 
which had a material impact on Company X and accordingly, shareholders of 
Company X should be given the opportunity to vote on the Second Acquisition.   

 
 
DECISION 
 
14. The Exchange determined that the Acquisitions should be aggregated under Rule 

14.22. 
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HKEx LISTING DECISION 
Cite as HKEx-LD64-1 (November 2008)  
 

Summary  

Name of Party  Company A – a Main Board listed company 
 
Company B and its subsidiaries – independent third parties 

Subject Whether Company A would be required to aggregate the 
Acquisitions and to treat them as if they were one transaction 
under Main Board Listing Rule 14.22   

Listing Rules Main Board Listing Rules 14.22, 14.23 

Decision The Exchange determined that the Acquisitions would not be 
aggregated under Main Board Listing Rule 14.22.   

 
 
SUMMARY OF FACTS 
 
1. Company A was at the material time engaged in sale of finished fabrics and 

provision of fabrics processing subcontracting services.   
 
2. Company A and its subsidiaries (the “Group”) had been gradually expanding its 

scale of operations subject to the availability of financial resources.  In the 
previous 12 months, Company A had acquired certain new machinery and 
equipment for its principal business from suppliers that were independent third 
parties to the Group.  Among these acquisitions, there were a number of contracts 
(the “Contracts”) for acquiring various types of machinery and production 
equipment with different models and specifications (the “Machinery”) from 
Company B or its subsidiaries (the “Group B”) (collectively, the “Acquisitions”).    

 
3. Company A submitted that it had no intention to limit the source of the Machinery 

to suppliers within the Group B.  However, given that the Group B was one of the 
major suppliers of machinery and equipment in the market, it was inevitable for 
Company A to acquire from the Group B the machinery and equipment that were 
required in the ordinary and usual course of business of the Group. 

 
4. Company A had not entered into any long term contract or master agreement with 

any members of the Group B for the supply of machinery and/or equipment to the 
Group.   In respect of the Acquisitions, each of the Contracts was separately 
negotiated between Company A and the relevant supplier on an arm’s length basis, 
and the contractual terms (including, among others, the price of the Machinery 
and terms of delivery) were subject to negotiation each time the relevant Contract 
was made.   
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5. The Machinery acquired by Company A under each Contract was functional on 

its own and it did not form part of any assembled machine acquired or to be 
acquired by Company A.  

 
6. The Acquisition under each Contract itself did not constitute a notifiable 

transaction under Chapter 14 of the Main Board Rules.  However, if the 
Acquisitions were aggregated, they would constitute a discloseable transaction.  
Company A sought guidance from the Exchange on whether the Acquisitions 
should be aggregated under Rule 14.22.    

 
 
THE ISSUE RAISED FOR CONSIDERATION 
   
7. Whether Company A was required to aggregate the Acquisitions and treat them as 

if they were one transaction under Rule 14.22.  
 
 
APPLICABLE LISTING RULES 

 
8. Main Board Rule 14.22 provides that: 
 

… the Exchange may require listed issuers to aggregate a series of 
transactions and treat them as if they were one transaction if they 
are all completed within a 12 month period or are otherwise 
related. … 

 
9. Main Board Rule 14.23 further provides that: 
 

Factors which the Exchange will take into account in determining 
whether transactions will be aggregated include whether the 
transactions: 

 
(1)  are entered into by the listed issuer with the same party or 

with parties connected or otherwise associated with one 
another; 

 
(2) involve the acquisition or disposal of securities or an 

interest in one particular company or group of companies; 
 
(3) involve the acquisition or disposal of parts of one asset; or 
 
(4)  together lead to substantial involvement by the listed issuer 

in a business activity which did not previously form part of 
the listed issuer’s principal business activities. 
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ANALYSIS 
 
10. The purpose of aggregation is to prevent a listed issuer from “splitting” an 

otherwise large transaction into two or more smaller transactions so that, when 
size tests are applied to each smaller transaction, it does not reach the relevant 
thresholds for requiring disclosure and/or shareholders’ approval under Chapter 
14.  Pursuant to Rule 14.22, the Exchange may require a listed issuer to aggregate 
a series of transaction if they are all completed within a 12 month period or are 
otherwise related. 

 
11. Rule 14.23 sets out a non-exhaustive list of factors which the Exchange will take 

into account in applying the aggregation rule.  The rule intends to provide 
guidance on the circumstances where the Exchange may require aggregation of 
transactions of a listed issuer.   When determining whether aggregation of 
transactions is required in a particular case, the Exchange will consider all 
relevant facts and circumstances of the case.    

 
12. In the present case, the Acquisitions were made within a 12-month period and 

they fell within the circumstances described in Rule 14.23(1) as the Machinery 
was acquired from companies within the Group B which, the Exchange 
considered, were “parties connected or otherwise associated with each other” 
under Rule 14.23(1).     

 
13. In making the determination, the Exchange had taken into account the following 

submissions of Company A to substantiate that the Acquisitions were not 
connected or related in substance and the “splitting” of a transaction into smaller 
transactions was not a concern: 

 
- Each of the Contracts was separately negotiated between Company A and the 

relevant supplier on an arm’s length basis.   The Acquisitions were not made 
under any master agreement or long term contract between Company A and 
the Group B.    

 
- The Machinery acquired by Company A under each Contract was functional 

on its own.  Each of the Acquisitions was subject to the need of Company A 
from time to time, dependent on the progress of its production plan / 
requirements and the availability of funds.   Given the facts of this case, the 
individual Machinery acquired did not form part of a single asset as referred 
in Rule 14.23(3).    

 
- The Acquisitions were in line with the existing principal business of the 

Group and the circumstances described in Rule 14.23 (4) did not exist.   
 
14. Having considered all relevant factors, the Exchange accepted that it was not 

appropriate to conclude that aggregation was required solely on the basis of the 
factor in Rule 14.23(1) applying.  
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DECISION 
 
15. The Exchange determined that the Acquisitions would not be aggregated under 

Rule 14.22.   
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HKEx LISTING DECISION 

Cite as HKEx-LD63-5 (Published in November 2008) (Updated in July 2014) 

 

Summary  

Name of Party  Company A – a Main Board listed issuer 

 

The Parent Shareholder – a substantial shareholder of Company A 

 

REIT – a real estate investment trust and prospective new 

applicant for listing on the Exchange   

Subject Whether the Exchange would exercise its power to deem the 

REIT as a connected person of Company A in respect of the 

Company Transactions    

Listing Rules Main Board Listing Rules 14A.19 and 14A.20 

Decision The Exchange determined that the REIT should be deemed as a 

connected person of Company A in respect of the Company 

Transactions under Main Board Listing Rule 14A.20 and that the 

Company Transactions would constitute connected transactions of 

Company A under Main Board Listing Rule 14A.25.   

 

 

SUMMARY OF FACTS 

 

1. Company A and its subsidiaries (the “Group”) were principally engaged in 

property development, investment and management.   

 

2. A majority of the shareholding interest in Company A was owned by the Parent 

Shareholder. 

 

3. The REIT was proposed to be constituted as a unit trust and its units (the “Units”) 

would be listed on the Exchange through an initial public offering (the 

“Offering”).   

 

4. The trustee of the REIT (the “Trustee”) was proposed to be a professional trustee 

company which would hold the assets of the REIT for the benefit of the Unit 

holders and would have the power to, among others, acquire properties as 

investments and enter into agreements on behalf of the REIT.  

 

5. The manager of the REIT (the “Manager”) would be a wholly-owned subsidiary 

of Company A.  The Manager would be responsible for managing and investing 

the REIT’s assets (including acquiring and disposing of assets by the REIT) for 

the benefit of the Unit holders. 
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6. For the purposes of the listing of the Units, it was proposed that: 

 

- The REIT’s initial property portfolio would comprise properties to be 

acquired from the Group and the Parent Shareholder and the REIT would 

enter into separate agreements with the Group and with the Parent 

Shareholder in respect of each acquisition.  Completion of each acquisition 

would be conditional on the Offering. 

 

- Each of the Group and the Parent Shareholder would also enter into a 

subscription agreement with the REIT for the subscription of certain Units for 

cash which was also conditional on the Offering.   Immediately after the 

Offering, the Units to be held by the Group and the Parent Shareholder would 

be, in aggregate, less than 30% of the total Units then in issue. 

 

The disposal of the Group’s property interests to the REIT and the subscription of 

the Units by the Group are referred as the “Company Transactions”. The 

disposal of the Parent Shareholder’s property interests to the REIT and the 

subscription of Units by the Parent Shareholder are referred as the “Parent 

Transactions”.  The Company Transactions and the Parent Transactions are 

collectively referred as the “Transactions”.  

 

 

THE ISSUE RAISED FOR CONSIDERATION 

   

7. Whether the Exchange would exercise its power to deem the REIT as a connected 

person of Company A in respect of the Company Transactions.    

 

 

APPLICABLE LISTING RULE OR PRINCIPLE 
 

8. Main Board Listing Rule 14A.19 provides that: 

 

The Exchange has the power to deem any person to be a 

connected person. 

 

9. Main Board Listing Rule 14A.20 provides that: 

 

A deemed connected person includes a person:  

 

(1) who has entered, or proposes to enter, into: 

 

(a) a transaction with the listed issuer’s group; and 

 

(b) an agreement, arrangement, understanding or 

undertaking (whether formal or informal and 
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whether express or implied) with a connected person 

described in rule 14A.07(1), (2) or (3) with respect 

to the transaction; and 

 

(2) who, in the Exchange’s opinion, should be considered as a 

connected person. 

 

ANALYSIS 

 

10. The connected transaction rules seek to ensure that the interests of shareholders as 

a whole are taken into account by a listed issuer when it enters into transactions 

with connected persons, in particular to safeguard against connected persons 

(such as the listed issuer’s directors, chief executives or substantial shareholders 

or their associates) taking advantage of their positions to the detriment of minority 

shareholders of an issuer.    

 

11. Rule 14A.19 provides that the Exchange has the specific power to deem a person 

to be connected.  This power is usually exercised by the Exchange in respect of a 

particular transaction.  In making the determination, the Exchange will consider 

all relevant facts and circumstances surrounding the transaction and whether the 

interests of shareholders as a whole are taken into account by the listed issuer 

when it enters into the transaction.   Particular regard would be given to the 

substance rather than the form of the transaction and any arrangements that are 

designed to circumvent the spirit and intent of the connected transaction rules.    

 

12. Rules 14A.20 and 14A.21 set out certain specific circumstances where the 

Exchange may exercise its power to deem a person to be connected.  Rule 14A.20  

is intended to cover situations where the connected person may be in a position to 

exercise significant influence in a transaction between the listed issuer and a third 

party and/or where the connected person stands to benefit from the transaction 

because the connected person has entered, or proposes to enter, into any 

arrangement with that third party with respect to that transaction.    

 

13. In considering whether the REIT should be deemed as a connected person of 

Company A in respect of the Company Transactions under Rule 14A.20, the 

Exchange had taken into account the proposed REIT structure, the relationship of 

the Manager with Company A and the Parent Shareholder, and the series of 

Transactions the REIT proposed to enter into with the Group and the Parent 

Shareholder leading to the establishment of the REIT and the Offering.   

 

14. The present case involved the Group and the Parent Shareholder (being a 

connected person) entering into agreements with the same entity for disposing of 

their respective property interests to, and subscribing the Units issued by, such 

entity at the same time.   The completion of each Transaction and the Offering 

would be inter-conditional.   It was apparent that the Transactions were related to 

each other and fell under the circumstances described in Rule 14A.20.   
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15. The Manager, being a subsidiary of Company A, was ultimately controlled by the 

Parent Shareholder.  Under the proposed REIT structure, the Manager would have 

the general power of management over the REIT’s assets, including any 

acquisition or disposal of assets by the REIT.   The Manager would negotiate with 

both the Group and the Parent Shareholder on behalf the REIT in respect of the 

Transactions.  The proposed REIT structure and the series of Transactions 

suggested that it was possible for the Parent Shareholder to influence the Manager 

and the terms of the Company Transactions in a way to obtain an advantage through 

the Parent Transactions.   

 

16. Company A had submitted that there would be various safeguards against any 

conflict of interest arising from the role of the Manager and its relationship with the 

Parent Shareholder.  The Code of Real Estate Investment Trusts required 

independent valuation of the properties to be acquired from the Group and the Parent 

Shareholder which was necessary to enable investors in the Units to make an 

informed assessment of assets to be held by the REIT.  Furthermore, the Manager 

would be subject to the oversight of the Trustee which was a professional trustee 

company.   However, the Exchange considered that such safeguards would primarily 

serve to protect the interests of the Unit holders but not the sellers of the properties 

and their minority shareholders. Specifically, the safeguards would not address the 

potential for a shift of benefits between the Company Transactions and the Parent 

Transactions by virtue of the Parent Shareholder being in a position to exercise 

influence over the Company Transactions.   

 

 

DECISION 

 

17. Based on the above analysis, the Exchange determined that the REIT should be 

deemed as a connected person of Company A in respect of the Company 

Transactions under Rule 14A.20, and that the Company Transactions would 

constitute connected transactions of Company A under Rule 14A.25. 
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HKEx LISTING DECISION 

Cite as HKEx-LD63-3 (Published in November 2008) (Updated in July 2014) 

 

Summary  

Name of Party  Company A – a Main Board listed company 

 

Mr. X – the Chairman and controlling shareholder of Company A 

 

The Purchaser – an independent third party  

Subject Whether the Purchaser would be regarded as a connected person 

of Company A in respect of Transaction A 

Listing Rules Main Board Listing Rules 14A.19 and 14A.20 

Decision The Exchange determined that the Purchaser should be deemed as 

a connected person of Company A in respect of Transaction A 

under Main Board Listing Rule 14A.20.  Accordingly, 

Transaction A constituted a connected transaction of Company A 

under Main Board Listing Rule 14A.25. 

 

 

SUMMARY OF FACTS 

 

1. Company A was the beneficial owner of the whole block of Building Z, except 

for the ground floor which was beneficially owned by Mr. X.  

 

2. The Purchaser entered into two agreements (the “Agreements”) with Company A 

and Mr. X separately for the acquisitions of their respective interests in Building 

Z ( “Transaction A” and “Transaction X” respectively) on the same day with 

the intention to redevelop Building Z.    

 

3. Company A submitted that the Purchaser was introduced by a real estate agent to 

Company A and Mr. X separately.    At the request of the Purchaser, the 

Agreements were inter-conditional and were scheduled to complete 

simultaneously.  

 

4. Mr. X was not personally involved in the negotiation process for the agreement 

between Company A and the Purchaser (the “Company Agreement”).  Other 

members of Company A’s management team represented Company A during the 

negotiation process and, thereafter, presented a draft of the Company Agreement 

to the board of Company A for consideration and approval.  Mr. X attended the 

relevant board meeting at which the Company Agreement was approved.  Before 

the board voted for the resolution approving the Company Agreement, Mr. X had 
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declared his interest in Transaction X and that he had no material interest in the 

Company Agreement.   

 

5. In respect of Transaction X, Company A submitted that Mr. X entered into the 

relevant agreement after his negotiation with the real estate agent and the 

Purchaser without involving any other members of the board or management team 

of Company A. 

 

 

THE ISSUE RAISED FOR CONSIDERATION 

   

6. Whether the Exchange would deem the Purchaser as a connected person of 

Company A in respect of the Transaction under Rule 14A.20.  

 

 

APPLICABLE LISTING RULE OR PRINCIPLE 

 

7. Main Board Listing Rule 14A.20 provides that: 

 

A deemed connected person includes a person:  

 

(1) who has entered, or proposes to enter, into: 

 

(a) a transaction with the listed issuer’s group; and 

 

(b) an agreement, arrangement, understanding or 

undertaking (whether formal or informal and whether 

express or implied) with a connected person described in 

rule 14A.07(1), (2) or (3) with respect to the transaction; 

and 

 

(2) who, in the Exchange’s opinion, should be considered as a 

connected person. 

 

8. Main Board Listing Rule 14A.25 provides that: 

 

Any transaction between a listed issuer’s group and a connected 

person is a connected transaction. 

 

 ANALYSIS 

 

9. The connected transaction rules seek to ensure that the interests of shareholders as 

a whole are taken into account by a listed issuer when it enters into transactions 

with connected persons, in particular to safeguard against connected persons 

(such as the listed issuer’s directors, chief executives or substantial shareholders 
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or their associates) taking advantage of their positions to the detriment of minority 

shareholders of an issuer.    

 

10. Rule 14A.19 provides that the Exchange has the specific power to deem a person 

to be connected.  The power is usually exercised by the Exchange in respect of a 

particular transaction.  In making the determination, the Exchange will consider 

all relevant facts and circumstances surrounding the transaction and whether the 

interests of shareholders as a whole are taken into account by the listed issuer 

when it enters into the transaction.   Particular regard would be given to the 

substance rather than the form of the transaction and any arrangements that are 

designed to circumvent the spirit and intent of the connected transaction rules.    

 

11. Rules 14A.20 and 14A.21 set out certain specific circumstances where the 

Exchange may exercise its power to deem a person to be connected.  Rule 14A.20  

is intended to cover situations where the connected person may be in a position to 

exercise significant influence in a transaction between the listed issuer and a third 

party and/or where the connected person stands to benefit from the transaction 

because the connected person has entered, or proposes to enter, into any 

arrangement with that third party with respect to that transaction.       

 

12. The Exchange decided to exercise its power to deem the Purchaser as a connected 

person in respect of Transaction A under Rule 14A.20.   In making the 

determination, the Exchange had taken into accounts the following factors: 

 

- The case involved Company A and Mr. X (being a connected person) entering 

into agreements with the same person for disposing of their respective 

interests in the same building.  Transaction A and Transaction X were related 

to each other and fell under the circumstances described in Rule 14A.20.  In 

particular, the inter-conditionality of the Agreements represented an 

arrangement between the Purchaser and Mr. X described in Rule 14A.20. 

 

- Mr. X took part in Company A’s decision making process of, and approved, 

the Company Agreement.  Mr. X also negotiated with, and entered into 

Transaction X with the Purchaser.  The Company Agreement and the 

agreement in respect of Transaction X could not be viewed separately and the 

circumstances suggested that it was possible for Mr. X to influence the terms 

of Transaction A in a way to obtain an advantage in Transaction X.    

 

13. Company A submitted that (i) there were commercial reasons for the Purchaser to 

enter into transactions with both Company A and Mr. X and require the 

Agreements to be inter-conditional; (ii) Transaction A and Transaction X were 

negotiated separately; (iii) Mr. X was not involved in the negotiation between 

Company A and the Purchaser/estate agent in respect of Transaction A; (iv) Mr. X 

had declared his interest at the relevant board meeting before the board voted for 

the resolution to approve Transaction A; and (v) the consideration receivable by 

Company A under Transaction A was higher than the market value of its interests 
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in Building Z as valued by an independent valuer.  However, the Exchange did 

not consider these mitigating factors be sufficient to warrant the Exchange to 

reach a different conclusion.   

 

 

DECISION 

 

14. Based on the above analysis, the Exchange determined that the Purchaser should 

be deemed as a connected person of Company A in respect of Transaction A 

under Rule 14A.20. Accordingly, Transaction A constituted a connected 

transaction of Company A under Rule 14A.25. 
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HKEx LISTING DECISION 

Cite as HKEx-LD63-2 (Published in November 2008) (Updated in July 2014) 

 

Summary  

Name of Party  Company A – a Main Board listed issuer 

 

Parent Company – the holding company of Company A 

 

Parent Shareholders – shareholders of Parent Company, including 

Shareholder X, Shareholder Y and the Management Shareholders 

Subject Whether the Parent Shareholders were connected persons of 

Company A under the Listing Rules by virtue of their substantial 

interests in Parent Company, and if not, whether the Exchange 

would deem the Parent Shareholders to be connected persons of 

Company A 

Listing Rules Main Board Listing Rules 1.01, 2.04, 14A.07 

Decision The Exchange determined that the Parent Shareholders were not 

core connected persons or connected persons of Company A by 

virtue of their substantial interests in the Parent Company under 

Main Board Listing Rules 1.01 and 14A.07. 

 

The Exchange reminded Company A that in future, depending on 

the facts and circumstances of a particular transaction, the 

Exchange might exercise its power to deem the Parent 

Shareholders or any of them as connected person(s).   

 

 

SUMMARY OF FACTS 

 

1. Company A was a subsidiary of Parent Company.  Parent Company held 

approximately 75% of the issued share capital of Company A at the time of new 

listing.   

 

2. Parent Company engaged in other business activities in addition to its investment 

in Company A.   

 

3. Parent Company was owned by three shareholder groups, including Shareholder 

X, Shareholder Y and the Management Shareholders (as referred in paragraph 5 

below).  The simplified shareholding structure of Company A and Parent 

Company was as follows: 
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*  including interest held by wholly owned subsidiaries of Shareholder X/Y  

 

4. Shareholder X and Shareholder Y were the major corporate shareholders of 

Parent Company.  Each of Shareholder X and Shareholder Y was a separate entity 

with its own business activities and its securities were listed on an overseas stock 

exchange.      

 

5. The Management Shareholders comprised 4 individuals (including Mr. A and Mr. 

B) who were founders and members of the management of Parent Company.  Mr. 

A and Mr. B were also directors of Company A.    

 

6. The Parent Shareholders had entered into a shareholders’ agreement (the 

“Shareholders’ Agreement”) before listing of Company A which governed 

relationship of these shareholders in respect of Parent Company.   

 

7. Based on the shareholding structure of Parent Company and the terms of the 

Shareholders’ Agreement, each of the three groups of Parent Shareholders was in 

a position to exert influence over Parent Company through approval/veto rights 

on significant matters relating to Parent Company and its subsidiaries, but none of 

them had control over Parent Company.  

 

8. As Company A was not a party to the Shareholders’ Agreement, the arrangements 

among the Parent Shareholders in terms of approval/veto rights on significant 

matters relating to Company A (being a subsidiary of Parent Company) under the 

Shareholders’ Agreement were not binding on Company A and its board.  Neither 

Company A nor its board had any obligation to ensure the implementation of the 

Shareholders’ Agreement. 

 

 

Company A 

Parent Company 

Shareholder X Shareholder Y Management Shareholders 

  
43%* 32%* 25% 

    75%   
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THE ISSUE RAISED FOR CONSIDERATION 

     

9. Whether the Parent Shareholders were connected persons of Company A under 

the Listing Rules by virtue of their substantial interests in Parent Company; and if 

not, whether the Exchange would deem the Parent Shareholders to be connected 

persons of Company A. 

 

 

APPLICABLE LISTING RULE OR PRINCIPLE 

 

10. Main Board Listing Rule 1.01 defines, among others, the terms “close associate”, 

“substantial shareholder” and “core connected person” as follows: 

 

“close associate”  (b) in relation to a company means: 

… 

 

(i)   its subsidiary or holding 

company or a fellow 

subsidiary of its holding 

company; 

… 

 

(iv)   any other company in the 

equity capital of which the 

company, its subsidiary or 

holding company, a fellow 

subsidiary of its holding 

company, … taken together 

are directly or indirectly 

interested so as to exercise or 

control the exercise of 30% 

(or any amount be specified 

in the Takeovers Code as the 

level for triggering a 

mandatory general offer) or 

more of the voting power at 

general meetings, or to 

control the composition of a 

majority of the board of 

directors and any subsidiary 

of this other company; 

… 

 

“substantial shareholder” in relation to a company means a 

person … who is entitled to exercise, or 

control the exercise of, 10% or more of 
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the voting power at any general 

meeting of the company … 

   

“core connected person”  (a) for a company …, means a 

director, chief executive or 

substantial shareholder of the 

company or any of its 

subsidiaries or a close associate 

of any of them, and  

… 

 

11. Main Board Listing Rule 14A.07 provides that  a “connected person” is: 

 

(1) a director, chief executive or substantial shareholder of the 

listed issuer or any of its subsidiaries; 

… 

 

(4) an associate of any of the above persons… 

 

 

ANALYSIS 

 

12. The general definition of “core connected person” is contained in Rule 1.01.  For 

the purposes of the connected transaction rules, the definition of “connected 

person” is set out in Rules 14A.07 to 14A.22.    

 

13. In the present case, Parent Company was a substantial shareholder, and therefore 

a core connected person and a connected person, of Company A under Rules 1.01 

and 14A.07 by virtue of its 75% equity interest in Company A.    

 

Whether the Parent Shareholders were connected persons of Company A under 

the Listing Rules by virtue their substantial interests in Parent Company 

 

14. When determining whether the Parent Shareholders were core connected persons 

or connected persons of Company A under Rules 1.01 and 14A.07 by virtue of 

their substantial interests in Parent Company, the Exchange had considered 

whether the Parent Shareholders were (i) substantial shareholders of Company A 

or (ii) associates of Parent Company under the Listing Rules.   In this regard, the 

facts of the case indicated that: 

 

- None of the Parent Shareholders had control over Parent Company.  

Accordingly, no individual Parent Shareholder was able to exercise or control 

the exercise of 10% or more of the voting power at any general meeting of 

Company A even though such person’s indirect interest in Company A 

through Parent Company was more than 10%.   The Parent Shareholders did 
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not fall under the definition of “substantial shareholder” set out in Rule 1.01 in 

respect of Company A. 

 

- None of the Parent Shareholders were close associates or associates of Parent 

Company under Rules 1.01 and 14A.12 to 14A.15.  In particular, there was no 

evidence suggesting that Parent Company was a subsidiary of any Parent 

Shareholder. 

 

Based on the facts presented, none of the Parent Shareholders were connected 

persons of Company A under Rules 1.01 and 14A.07by virtue of their substantial 

interests in Parent Company. 

 

15. Notwithstanding the above and for the avoidance of doubt, Mr. A and Mr. B were 

core connected persons or connected persons of Company A under Rules 1.01 and 

14A.07 by virtue of their positions as directors of Company A. 

 

Whether the Exchange would deem the Parent Shareholders to be connected 

persons of Company A because of their substantial interests in Parent Company 

 

16. Rule 2.04 provides that the Listing Rules are not exhaustive and that the 

Exchange has discretion to, among others, modify the existing requirements under 

the Listing Rules and impose additional requirements as it considers appropriate.  

The Exchange will have regard to all of the relevant facts and circumstances of 

the case in its determination of whether to exercise its discretion under Rule 2.04.  

In circumstances where the definition of “connected person” is technically 

inapplicable to a particular person/entity due to certain specific arrangements, the 

Exchange will look at the substance of the arrangements and consider whether thy 

have been structured to circumvent the spirit and intent of the rules.  In such 

circumstances, it may be appropriate to “deem” such person/entity as connected 

person under Rule 2.04.   

 

17. In the present case, should the Parent Shareholders hold shares in Company A 

directly instead of through Parent Company, Shareholder X and Shareholder Y 

would be substantial shareholders of Company A under Rule 1.01.   There was a 

question of whether the structure of Parent Company was a means to circumvent 

the Listing Rules, and if yes, it would be necessary to “look through” the structure 

of Parent Company and deem the Parent Shareholders as connected persons of 

Company A.  In making the determination, the Exchange had taken into account 

the following factors:  

 

- Parent Company had a number of business activities and it was not a single 

purpose undertaking established for the sole and dominant purpose of holding 

its investment in Company A.   

 

- Other than their interests in Parent Company, the three groups of Parent 

Shareholders were independent from each other.   The Shareholders’ 
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Agreement governed the relationship of the Parent Shareholders in respect of 

Parent Company and the approval/veto rights of the Parent Shareholders on 

certain significant matters concerning the Parent Company and its subsidiaries 

(including Company A).  While each group of Parent Shareholders was able 

to exert influence over the Parent Company through its approval/veto rights 

under the Shareholders’ Agreement, there was no evidence indicating that the 

Parent Shareholders must act together or in the same direction in respect of 

matters relating to Company A. 

 

18. Based on the facts of the case, there were no suggestions that the structure of 

Parent Company and the Shareholders’ Agreement were designed to circumvent 

the Listing Rules.   The Exchange considered that the then relationship among the 

Parent Shareholders was not sufficient to warrant the Exchange exercising its 

power to deem the Parent Shareholders as connected persons of Company A. 

 

19. Notwithstanding the above, the Exchange noted that minority shareholders of 

Company A could be potentially disadvantaged if the Parent Shareholders were to 

act together and cause Company A to enter into transactions with either one of 

them which minority shareholders might have been minded to vote against if they 

had the right to do so.   The Exchange therefore reminded Company A that in 

future, subject to the specific facts and circumstances of a particular transaction, 

the Exchange might exercise its power to regard the Parent Shareholders or any of 

them as connected person(s).   

 

 

DECISION 

 

20. The Exchange determined that none of the Parent Shareholders were core 

connected persons or connected person of Company A under Rules 1.01 and 

14A.07 by virtue of their substantial interests in Parent Company.   

 

21. The Exchange reminded Company A that in future, subject to the specific facts 

and circumstances of a particular transaction, the Exchange might exercise its 

power to regard the Parent Shareholders or any of them as connected person(s).   
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HKEx LISTING DECISION 

Cite as HKEx-LD63-1 (Published in November 2008) (Updated in July 2014) 

 

Summary  

Name of Party  Company A – a Main Board listed company 

 

The Project Company – a subsidiary of Company A 

 

The Purchaser – an independent third party company proposing to 

acquire from Company A a 29.99% equity interest in the Project 

Company  

Subject Whether the Exchange would deem the Purchaser as a connected 

person of Company A upon completion of the Transaction under 

Main Board Listing Rule 2.04 

Listing Rules Main Board Listing Rules 1.01, 2.04, 14A.07 

Decision The Exchange determined that the Purchaser should be deemed as 

a connected person of Company A upon completion of the 

Transaction under Main Board Listing Rule 2.04. 

 

 

SUMMARY OF FACTS 

 

1. Company A, through two of its wholly owned subsidiaries (namely Company X 

and Company Y), held a 70.01% equity interest and a 29.99% equity interest in a 

property development company (the “Project Company”) respectively.   

 

2. The Purchaser was a company owned by certain funds (the “Funds”) managed by 

a fund management company. 

 

3. Company A and the Purchaser entered into an agreement (the “Agreement”) 

under which the Purchaser would acquire from Company A the entire interest in 

Company Y and hence an indirect 29.99% equity interest in the Project Company 

(the “Transaction”).  Upon completion of the Transaction, Company A (through 

Company X) would continue to hold a 70.01% equity interest in the Project 

Company which would be a non-wholly owned subsidiary of Company A.  The 

Purchaser (through Company Y) would hold the remaining 29.99% equity interest 

in the Project Company.  

 

4. It was also agreed that upon completion of the Transaction, Company Y would 

reduce its voting power at the general meetings of the Project Company (the 

“General Meetings”) to 9.98% and the remaining 90.02% of the voting power 

would be exercisable by Company X.   Company X and Company Y would have 
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the right to appoint 10 directors and 1 director to the board of the Project 

Company (the “Board”) respectively. 

 

5. Notwithstanding the arrangements mentioned in paragraph 4 above, the joint 

venture contract and the articles of association of the Project Company would 

provide that: 

 

a. if the Funds (or the Purchaser) dispose of their indirect interest in the 

Project Company to a potential purchaser, the potential purchaser’s voting 

power in the General Meetings, and rights to appoint directors to the Board 

will be restored to the same extent as the equity interest acquired by the 

potential purchaser.  This term, Company A submitted, catered for a 

potential purchaser who might have an expectation different from those of 

the Funds and might want to retain control of the Project Company 

proportionate to its equity interest in the Project Company; and 

 

b. Company Y has veto rights in respect of certain matters concerning the 

Project Company (the “Reserved Matters”) covering a wide range of 

matters.   The Reserved Matters include but are not limited to the following 

matters: 

- winding up of the Project Company 

- amendment to constitutional documents 

- change in share capital, or issue or redemption of securities 

- amendment to shareholders’ rights 

- distribution of reserve  

- development of new business or material change in the nature or 

scope of business 

- any capital and operating budget or business plan or any material 

amendment thereto 

- any material contact outside the normal course of business 

- any contract other than on arm’s length market terms 

- any acquisition, sale, lease or disposal of any property other than in 

the ordinary course of business 

- any material transaction outside the ordinary course of the business 

 

6. Company A submitted that 

 

- The Funds were primarily interested in the economic return on their 

investment in the Project Company, and did not intend to participate in the 

management of the Project Company’s business.  The reduction in Company 

Y’s voting power in the General Meetings, which the Funds did not 

commercially require, would exclude Company Y and therefore the 

Purchaser from the definition of “substantial shareholder” of the Project 

Company and therefore a connected person of Company A; and 
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- Subjecting certain matters of a joint venture company to the special approval 

of minority shareholders was necessary for the protection of the minority 

shareholders and was customary in property joint ventures.   Since the 

Reserved Matters were restricted to material matters outside the ordinary 

course of business of the Project Company and the respective veto right was 

meant to be a defensive measure for protection of minority interest rather 

than a means to acquire control, the Project Company would still be able to 

manage its business in its ordinary course without interference from 

Company Y.  Accordingly, Company Y should not be considered to be in a 

position to have an influence over the Project Company to such an extent 

that it should be treated as a connected person.   

 

 

THE ISSUE RAISED FOR CONSIDERATION 

   

7. Whether the Purchaser should be deemed as a connected person of Company A 

under Rule 2.04.  

 

 

APPLICABLE LISTING RULES 

 

8. Main Board Listing Rule 1.01 defines “substantial shareholder” and “connected 

person” as follows:  

 

“substantial shareholder” in relation to a company means a 

person … who is entitled to exercise, or 

control the exercise of, 10% or more of 

the voting power at any general 

meeting of the company.   

 

“connected person”
 
 has the meaning in rule 14A.06(7) 

… 

 

 

9. Main Board Listing Rule 2.04 provides that: 

 

It is emphasised that the Exchange Listing Rules are not exhaustive 

and that the Exchange may impose additional requirements or 

make listing subject to specific conditions whenever it considers it 

appropriate.  Conversely, the Exchange may waive, modify or not 

require compliance with the Exchange Listing Rules in individual 

cases (to suit the circumstances of a particular case), as a variety of 

circumstances may exist which require it to make ad hoc 

decisions. ... 
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10. Main Board Listing Rule 14A.07(1) provides that the definition of “connected 

person” includes: 

 

a … substantial shareholder of the listed issuer or any of its 

subsdiaries.  

 

 

 

ANALYSIS 

 

11. The connected transaction rules seek to ensure that the interests of shareholders as 

a whole are taken into account by a listed issuer when it enters into transactions 

with connected persons, in particular to safeguard against connected persons 

(such as the listed issuer’s directors, chief executives or substantial shareholders 

or their associates) taking advantage of their positions to the detriment of minority 

shareholders of an issuer.   

 

12. For the purposes of the connected transaction rules, the definition of “connected 

person” is set out in Rules 14A.07 to 14A.22.    

 

13. Rule 2.04 provides that the Listing Rules are not exhaustive and that the 

Exchange has discretion to, among others, modify the existing requirements under 

the Listing Rules and impose additional requirements as it considers appropriate.  

The Exchange will have regard to all of the relevant facts and circumstances of 

the case in its determination of whether to exercise its discretion under Rule 2.04.  

In circumstances where the definition of “connected person” is technically 

inapplicable to a particular person/entity due to certain specific arrangements, the 

Exchange will look at the substance of the arrangements and consider whether 

they have been structured to circumvent the spirit and intent of the rules. In such 

circumstances, it may be appropriate to “deem” such person/entity as connected 

under Rule 2.04.   

 

14. In the present case, given the special voting arrangement established for the 

Project Company, Company Y would not be entitled to exercise or control the 

exercise of 10% or more of the voting power at any general meetings of the 

Project Company. It did not meet the definition of a substantial shareholder of the 

Project Company.   Accordingly, Company Y and hence the Purchaser would not 

be connected persons of Company A pursuant to Rule 14A.07(1). 

 

15. Having considered the relevant facts and circumstances of this case, the Exchange 

considered it necessary to deem the Purchaser as a connected person of Company 

A pursuant to Rule 2.04.   Principal factors taken into account by the Exchange 

are set out below. 

 

- It was apparent from the facts that the special voting arrangement in respect 

of the Project Company was structured in the way to circumvent the 
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connected transaction rules.   The Exchange was not satisfied that there was 

any genuine commercial reason for Company Y to restrict its voting power 

in the General Meetings to just below 10% (being the threshold for 

determining a substantial shareholder under the Listing Rules).    

 

- Despite the restriction on Company Y’s voting power in the General 

Meetings, Company Y would have the veto rights in respect of the Reserved 

Matters.   While veto rights given to minority shareholders on certain 

material matters were not uncommon in property joint venture companies, 

the Reserved Matters in this case covered a wide range of matters some of 

which should normally be within the powers vested in shareholders at 

general meetings.   The considerable influence of Company Y over these 

significant matters of the Project Company through its veto rights should be 

recognised.    

      

 

DECISION 

 

16. Based on the above analysis, the Exchange determined that the Purchaser should 

be deemed as a connected person of Company A under Rule 2.04. 
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HKEx LISTING DECISION 

Cite as HKEx-LD61-1 (July 2008) (Updated in April 2014) 

 

Summary  

Name of Party  Company  A - a Main Board listing applicant and its subsidiaries  

(collectively the ‘Group’ ) 

Subject Whether and under what conditions would Company A be allowed 

to revise the indicative offer price downwards after issue of the 

prospectus but before close of the offer?  

Listing Rules Listing Rules 2.03(2); 9.07; 11.13; Paragraph 2 of Practice Note 6; 

Paragraph 15(2)(c) of Appendix 1A; Section 44A of the 

Companies (Winding Up and Miscellaneous Provisions) 

Ordinance (Cap. 32)  (Updated in April 2014)  

Decision The Exchange decided that the proposed change in the indicative 

offer price constituted material change of circumstances. 

Accordingly,  the Exchange expected Company A to have taken the 

following steps prior to granting Company A approval to proceed 

with its listing on the Exchange: 

 

a. Company A should issue a supplemental prospectus 

updating investors of the change in the indicative offer 

price together with an update of all financial and other 

information in connection with such change; 

 

b. Company A should extend the period under which the 

offer was open for acceptance to allow potential investors 

sufficient time to consider their subscriptions or reconsider 

their existing subscriptions; and 

 

c. Company A should give potential investors who had 

applied for Company A’s shares the right to withdraw 

their applications given the change in circumstances. 

 
 

 

SUMMARY OF FACTS 

 

1. Company A issued a prospectus on Day 1 in connection with its public offer 

which would close on Day 4. 
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2. On the same day after issue of the prospectus, Company A notified the Exchange 

that it proposed to reduce the lower-end of the indicative offer price range by 

more than 25% (thereby potentially reducing the net proceeds to be received by 

Company A accordingly), and issue a supplemental prospectus to make the 

necessary amendments to the prospectus (the “Proposal”). Company A requested 

the Exchange to grant approval for the publication of the supplemental prospectus 

and to enable it to proceed with its listing in accordance with its original timetable 

without extending the offer period or granting a right of withdraw to applicants 

who had submitted applications for the Company A’s shares. 

 

3. In support of its Proposal, Company A submitted that: 

 

a. Potential investors had been well informed of potential reduction in the 

offer price range 

 

Relevant disclosure had already been made in the prospectus regarding the 

global coordinator’s right, with the consent of Company A (for itself and 

on behalf of the selling shareholders) to reduce the indicative offer price 

range to below that was stated in the prospectus at any time prior to close 

of the public offer, and that the applicant who submitted an application for 

the offer shares prior to close of the public offer would not be allowed to 

subsequently withdraw such application even if the offer price was 

reduced. Based on the disclosure in the prospectus, directors of Company 

A were of the view that Company A would not need to allow prospective 

investors to withdraw their applications already made by reason of the 

downward adjustment of the indicative offer price; 

 

b. No material change in the Company’s financial position as a result of the 

downward adjustment of the offer price range 

 

The Group would continue to have sufficient working capital for its future 

requirements as disclosed in the prospectus notwithstanding that the 

downward adjustment of the offer price would have reduced Company A’s 

entitlement to the net proceeds of the share offer; and  

 

c. Impact on Company A if the listing timetable was to be delayed 

 

The directors of Company A were of the view that the information would 

not be sufficiently material to justify an extension of the offer period, nor 

would it likely affect the decision of a reasonable prospective investor in 

making an investment decision in respect of the shares of Company A. 
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THE ISSUE RAISED FOR CONSIDERATION 

 

4. Whether and under what conditions would Company A be allowed to revise the 

indicative offer price downwards after issue of the prospectus but before close of 

the offer? 

 

 

APPLICABLE LISTING RULES OR PRINCIPLE 

 

5. Listing Rule 2.03(2) sets out the general principles of the Listing Rules as follows: 

 

The Exchange Listing Rules reflect currently acceptable 

standards in the market place and are designed to ensure that 

investors have and can maintain confidence in the market and 

in particular that:-  

… 

 

(2)  the issue and marketing of securities is conducted in a 

fair and orderly manner and that potential investors are 

given sufficient information to enable them to make a 

properly informed assessment of an issuer and, in the 

case of a guaranteed issue, the guarantor and of the 

securities for which listing is sought; 

 

6. Listing Rule 11.13 requires that: 
 

If at any time after the issue of the listing document or a 

supplementary listing document as provided for by this rule 

and before the commencement of dealings in any securities, 

the issuer becomes aware that:- 

 

(1) there has been a significant change affecting any 

matter contained in the listing document; or 

 

(2) a significant new matter has arisen, the inclusion of 

information in respect of which would have been 

required to be in the listing document if it had arisen 

before the listing document was issued, 

 

the issuer shall, as soon as practicable, submit to the 

Exchange for its review and, once the Exchange has 

confirmed that it has no further comments thereon, issue a 

supplementary listing document giving details of the 

change or new matter, unless the Exchange agrees 

otherwise. 
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HKEx LISTING DECISION  
Cite as HKEx-LD62-4 (Published in November 2008) (Updated in July 2014, October 2019 

(Rule amendments))  

 

Summary  
 

Name of Party  

 
 
Company A - a Main Board listed company 

 
Holding Company – the holding company of Company A  
  

Subject  

  
Whether the Exchange would disregard the calculation of revenue 
ratio in respect of the proposed Transaction as requested by 

Company A and accept the alternative size tests submitted by 

Company A under Main Board Listing Rules 14.20 and 14A.80  
  

Listing Rule  
 

Decision 

  
Main Board Listing Rules 14.20, 14A.80  
 
The Exchange determined that it was inappropriate to disregard the 
revenue ratio in respect of the Transaction under Main Board 
Listing Rules 14.20 and 14A.80.  
 

 

 

SUMMARY OF FACTS 

 

1. Company A was principally engaged in the provision of banking and financial 

services. 

 

2. In addition to Company A, the Holding Company was also the holding company of 

a group of companies engaged in insurance businesses. 

 

3. In year 2005, Company A had acquired from a third party vendor (the “Vendor”) 

the entire equity interest in Target X (which was principally engaged in the 

provision of banking and financial services) together with about 95% of the equity 

interest in Target Y (which was principally engaged in insurance businesses) (the 

“Acquisition”). 

 

4. At the time of the Acquisition, Company A had stated its intention to transfer the 

interest in Target Y to the Holding Company following the completion of the 

Acquisition. Nevertheless, Company A and the Holding Company had not entered 

into any contractual or binding arrangements in respect of the transfer of interest in 

Target Y to the Holding Company. 

 

5. In year 2006, Company A proposed to enter into an agreement with the Holding 

Company for the transfer of its 95% equity interest in Target Y to the Holding 

Company (the “Transaction”). 
 
 
 

 



2 

 

 
6. In respect of the proposed Transaction, the assets ratio and profits ratio were less 

than 1%. The consideration ratio was about 2.1% and the revenue ratio was about 

10%. 

 

7. Company A submitted the following information to support its request to disregard 

the revenue ratio in respect of the Transaction under Rules 14.20 and 

 

14A.80: 

 

- The calculation of the revenue ratio produced an anomalous result given that 

the revenue ratio was approximately 10% but the other percentage ratios were 

all below 2.5%. 

 

- The revenue ratio was not appropriate to the sphere of activity of Company A 

because of the difference in what constituted “revenue” for a banking company 

and an insurance company. It was not meaningful to compare the interest 

income of a bank with the premium income of an insurance company. 

 

- The Acquisition and the proposed Transaction formed part of a single 

transaction. Company A’s intention to transfer Target Y to the Holding 

 

Company was supported by the following facts: 

 

● the financial results of Target Y were not consolidated in Company A’s 

accounts for the year 2005 given Company A’s intention to transfer Target 

Y to the Holding Company; and 

 

● under the proposed Transaction, Target Y would be transferred to the 

Holding Company at cost plus interest payment determined with reference 

to the one-month HIBOR for the period during which the interest in Target 

Y was held by Company A. 

 

8. Company A submitted some alternative size tests to the Exchange which compared 

(i) the premium income of Target Y with the interest earning loans of Company A 

or new deposits collected by Company A; (ii) the number of employees; or (iii) the 

net asset values. 
 

 

THE ISSUE RAISED FOR CONSIDERATION 

 

9. Whether the Exchange would disregard the calculation of revenue ratio in respect 

of the proposed Transaction as requested by Company A and accept the alternative 

size tests submitted by Company A under Rules 14.20 and 14A.80. 
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APPLICABLE LISTING RULE OR PRINCIPLE 

 

10. Main Board Listing Rule 14.07(3) provides that a “revenue ratio” refers to: 
 

the revenue attributable to the assets which are the subject of the 

transaction divided by the revenue of the listed issuer .… 

 

11. Main Board Listing Rule 14.20 provides that the Exchange may, where any of the 

calculations of the percentage ratios produces an anomalous result or is inappropriate 

to the sphere of activity of the listed issuer, disregard the calculation and substitute 

other relevant indicators of size, including industry specific tests. The listed issuer 

must provide alternative tests which it considers appropriate to the Exchange for 

consideration.: 
 

12. Main Board Listing Rule 14A.80 provides that: 
 

if any percentage ratio produces an anomalous result or is 

inappropriate to the activity of the listed issuer, the Exchange may 

disregard the ratio and consider alternative test(s) provided by the 

listed issuer. The listed issuer must seek prior consent of the 

Exchange if it wishes to apply this rule. 
 

 

ANALYSIS 

 

13. Rule 14.07 sets out five percentage ratios for assessing the impact of a transaction 

on the listed issuer from different perspectives. The revenue ratio serves to assess 

the impact of a transaction on the listed issuer by measuring the relative level of 

activity of the target being acquired or disposed of against that of the listed issuer. 

 

14. The percentage ratio calculation forms the basis for classifying the transaction 

which determines whether the transaction is subject to any disclosure, reporting 

and/or shareholders’ approval requirements under Chapter 14 or 14A. A connected 

transaction on normal commercial term is exempt from shareholders’ approval 

requirements if each of the percentage ratios (other than the profits ratio) is less 

than 2.5%1. 
 

15. When considering Company A’s request to disregard the revenue ratio in respect 

of the proposed Transaction, the Exchange had taken into account the following 

factors: 

 

- The revenue ratio indicated that the Transaction was of a material size that 

required independent shareholders’ approval under Chapter 14A. This was not 

out of line with the results of other percentage ratios. In particular, the Exchange 

noted that the consideration ratio was close to the 2.5%1 threshold requiring 

independent shareholders’ approval. The Exchange did not consider the result 

of the revenue ratio to be anomalous. 
 

- The revenue ratio measured the impact of the Transaction on Company A by 

comparing the revenue generated from the principal activity of each of Target 

Y and Company A. While Target Y was engaging in a line of business different 

from Company A’s principal activity, it did not mean that the calculation of the 
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revenue ratio would be inappropriate in the sphere of activity of Company A. It 

was not uncommon for listed issuers to acquire or dispose of businesses that 

were not in line with the issuers’ principal activities. The Exchange did not 

consider that Company A had provided compelling grounds to substantiate its 

case and declined to exercise its power under Rules 14.20 and 14A.80 to modify 

the percentage ratio calculation. 

 

- At the time of the Acquisition, Company A and the Holding Company had not 

entered into any contractual or binding arrangements in respect of the transfer 

of interest in Target Y to the Holding Company. Although Company A had 

stated its intention to effect the transfer following the Acquisition, the proposed 

Transaction could not be viewed as part of the Acquisition in which Company 

A had complied with the Rule requirements. Accordingly, when Company A 

entered into the Transaction, it was required to comply with the Rule 

requirements which were assessed based on the terms of that transaction. The 

Exchange did not consider the circumstances of this case be exceptional that 

warranted the Exchange to disregard any percentage ratios. 

 

16. The Exchange was not satisfied with the alternative tests submitted by Company A 

as they could not provide a meaningful measure of the relative level of activity of 

Target Y against that of Company A. 
 

 

DECISION 

 

17. Based on the above analysis, the Exchange determined that it was inappropriate to 

disregard the revenue ratio in respect of the Transaction under Rules 14.20 and 

14A.80. 
 

 

Notes: 
 

1. Effective from 3 June 2010, the threshold for exempting a connected transaction from 

the independent shareholder approval requirement has been increased from 2.5% to 

5%.  

 

2. On 1 October 2019, Rules 14.20 and 14A.80 were amended to clarify that if any calculation 

of the percentage ratio produces an anomalous results or is inappropriate to the sphere of 

activities of the issuer, the Exchange (or the issuer) may apply an alternative size test that 

it considers appropriate to assess the materiality of a transaction under Chapters 14 and 

14A.    

 

The Rule amendments would not change the analysis and conclusion in this case. 
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HKEx LISTING DECISION 

Cite as HKEx-LD62-2 (November 2008) (updated in October 2019 (Rule 

amendments)) 

 

Summary  

Name of Party  Company A - a Main Board listed company  

 

The Vendor – a wholly-owned subsidiary of Company A  

 

The Target – a wholly-owned subsidiary of the Vendor  

 

The Purchaser – a Main Board listed company and a non wholly-

owned subsidiary of Company A 

Subject Whether the Exchange would disregard the calculation of 

percentage ratios in respect of the Transaction upon Company A’s 

request and accept the alternative size tests submitted by 

Company A under Main Board Listing Rule 14.20 

Listing Rules  Main Board Listing Rule 14.20  

Decision The Exchange decided to disregard the calculation of percentage 

ratios in respect of the Transaction and accept the alternative size 

tests submitted by Company A under Main Board Listing Rule 

14.20. 

 

 

SUMMARY OF FACTS 

 

1. Company A proposed to undergo a reorganization in its group that the Vendor 

would sell its entire interest in the Target to the Purchaser (the “Transaction”), 

the consideration for which would be paid partially in cash and partially by the 

Purchaser’s issue of bonds.   

 

2. As a result of the proposed Transaction, the Target would become a wholly 

owned subsidiary of the Purchaser and would remain as a subsidiary of Company 

A.    

 

3. Set out below is the group structure before and after the proposed Transaction: 
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4. Company A submitted that the Transaction would involve a transfer of assets 

between its subsidiaries and there would be in effect a decrease in its interest in 

the Target by 45% only.   Company A submitted alternative size tests in place of 

the percentage ratios to the Exchange for consideration, which were calculated on 

the basis of a net disposal of 45% interest in the Target by Company A.      

 

 

THE ISSUE RAISED FOR CONSIDERATION 

 

5. Whether the Exchange would disregard the calculation of percentage ratios in 

respect of the Transaction as requested by Company A and accept the alternative 

size tests submitted by Company A under Rule 14.20. 

 

 

APPLICABLE LISTING RULE OR PRINCIPLE 

 

6. Main Board Listing Rule 14.15(1) provides that when calculating the 

consideration ratio: 

 

the value of the consideration shall be the fair value of the 

consideration determined at the date of the agreement of 

the transaction … . Normally, the fair value of the 

consideration should be the same as the fair value of the 

asset which is the subject of the transaction. 

 

7. Main Board Listing Rule 14.20 provides that: 

 

the Exchange may, where any of the calculations of the 

percentage ratios produces an anomalous result or is 

inappropriate to the sphere of activity of the listed issuer, 

disregard the calculation and substitute other relevant 

Company A 

The Vendor 

The Target 

The Purchaser 

Company A 

The Vendor The Purchaser 

The Target 

100% 

100% 

55% 100% 55% 

100% 

      After the Transaction Before the Transaction 
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indicators of size, including industry specific tests. The 

listed issuer must provide alternative tests which it 

considers appropriate to the Exchange for consideration. 

 

8. Main Board Listing Rule 14.25 provides that: 

 

in circumstances where acquisitions or disposals of equity 

capital are made by a listed issuer, the provisions set out in 

rules 14.26 to 14.28 shall be applied in determining the 

classification of the transaction for the purposes of rule 

14.06. 

 

9. Main Board Listing Rule 14.26 provides that: 
 

in an acquisition or disposal of equity capital, the 

numerators for the purposes of the (a) assets ratio, (b) 

profits ratio and (c) revenue ratio are to be calculated by 

reference to the value of the total assets, the profits 

attributable to such capital and the revenue attributable to 

such capital respectively. 

 

10. Main Board Listing Rule 14.27 provides that: 
 

   for the purpose of rule 14.26: 

 

   (1)  the value of an entity’s total assets is the higher of: 

     

(a) the book value of the entity’s total assets 

attributable to the entity’s capital as disclosed 

in its accounts; and 

 

(b) the book value referred to in rule 14.27(1)(a) 

adjusted for the latest published valuation of 

the entity’s assets if such valuation is 

published after the issue of its accounts; and 

 

Note:  This will normally apply to a 

valuation of assets such as properties, vessels 

and aircraft. 

     

(2)  the value of an entity’s profits and revenue is the 

profits and revenue attributable to the entity’s 

capital as disclosed in its accounts. 
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11. Main Board Listing Rule 14.28 provides that: 
 

the value of the entity’s total assets, profits and revenue, 

calculated in accordance with rule 14.27, is to be multiplied 

by the percentage of the equity interest being acquired or 

disposed of by the listed issuer.  However, 100% of the 

entity’s total assets, profits and revenue will be taken as the 

value of the total assets, profits and revenue, irrespective of 

the size of the interest being acquired or disposed of, if: 

 

(1)  the acquisition will result in consolidation of the 

assets of the entity in the accounts of the listed 

issuer; or 

 

(2) the disposal will result in the assets of the entity no 

longer being consolidated in the accounts of the 

listed issuer. 

 

 

ANALYSIS 

 

12. For the purposes of Chapter 14 of the Main Board Rules, the term “listed issuer” 

is defined under Rule 14.04(6) to include the listed company itself and its 

subsidiaries, unless the context otherwise requires.    The requirements under this 

chapter apply to transactions undertaken by the listed company as well as any of 

its subsidiaries.     

 

13. Rule 14.07 sets out five percentage ratios for assessing the impact of a transaction 

on the listed issuer.  The percentage ratio calculation forms the basis of 

classifying the transaction which determines whether the transaction is subject to 

any disclosure, reporting and/or shareholders’ approval requirements under 

Chapter 14.    

 

14. In the present case, the proposed Transaction would involve a disposal of the 

entire interest in the Target by one subsidiary of Company A and an acquisition of 

the same by another subsidiary.   However, from the perspective of Company A, 

the Transaction was in substance a group reorganisation which would result in an 

effective net disposal of a 45% interest in the Target to the minority shareholders 

of the Purchaser.   Upon completion of the Transaction, the Target would remain 

as a subsidiary of Company A and would continue to be consolidated in Company 

A’s accounts.    

 

15. Having considered the substance of the Transaction and its impact on the 

consolidated financial position of Company A, the Exchange accepted that 

calculation of the percentage ratios on the basis of either (i) a disposal of the 

entire interest in the Target by the Vendor or (ii) an acquisition of the entire 
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interest in the Target by the Purchaser would produce an anomalous result in 

respect of Company A.   

 

16. Company A submitted alternative size tests for the Transaction by treating the 

Transaction as a net disposal of 45% interest in the Target by Company A.   As 

the Transaction would not result in a de-consolidation of the Target from 

Company A’s accounts, the Exchange accepted that the alternative size tests 

taking into account the net effect of the Transaction on the consolidated financial 

position of Company A were reasonable and appropriate for assessing the impact 

of the Transaction on Company A.     

 

 

 DECISION 

 

17. The Exchange decided to disregard the calculation of percentage ratios in respect 

of the Transaction and accept the alternative size tests submitted by Company A 

under Rule 14.20. 

   

 

Note:  On 1 October 2019, Rule 14.20 was amended to clarify that if any calculation of 

the percentage ratio produces an anomalous results or is inappropriate to the 

sphere of activities of the issuer, the Exchange (or the issuer) may apply an 

alternative size test that it considers appropriate to assess the materiality of a 

transaction under Chapter 14.    

 

The Rule amendments would not change the analysis and conclusion in this case.  
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HKEx LISTING DECISION 

Cite as HKEx-LD62-1 (November 2008) (updated in October 2019 (Rule 

amendments)) 

 

Summary  

Name of Party  The Parent - a Main Board listed company  

 

The Subsidiary – a non wholly-owned subsidiary of the Parent 

Subject Whether the Exchange would disregard the calculation of 

consideration ratio in respect of the Capital Contribution as 

requested by the Parent and accept the alternative size test 

submitted by the Parent under Main Board Listing Rule 14.20 

Listing Rules  Main Board Listing Rule 14.20 

Decision The Exchange decided to disregard the calculation of the 

consideration ratio in respect of the Capital Contribution as 

requested by the Parent and accept the alternative size test 

submitted by the Parent under Main Board Listing Rule 14.20.   

 

 

SUMMARY OF FACTS 

 

1. The Parent owned a 89.5% equity interest in the Subsidiary, and consolidated the 

results of the Subsidiary in its accounts.   

 

2. The Parent proposed an increase in the Subsidiary’s registered capital from 

RMB480 million to RMB1,350 million and for such purpose, the Parent would 

contribute RMB800 million to the registered capital of the Subsidiary (the 

“Capital Contribution”).  The remaining balance would be contributed by one of 

the minority shareholders of the Subsidiary.  

 

3. As a result of the proposed Capital Contribution, the Parent’s equity interest in the 

Subsidiary would increase by approximately 1.6%, from 89.5% to 91.1%.  The 

Subsidiary would remain a subsidiary of the Parent and its results would continue 

to be consolidated in the Parent’s accounts. 

 

4. For the purposes of classifying the Capital Contribution, the Parent calculated the 

assets, profits and revenue ratios, none of which exceeded 0.4%. 

 

5. The Capital Contribution of RMB800 million was the value of consideration 

under Rule 14.15 used for the purpose of calculating the consideration ratio which 

was over 7%.   Having regard to other percentage ratios, the Parent submitted that 
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the consideration ratio produced an anomalous result and requested the Exchange 

to disregard it under Rule 14.20.   

 

6. The Parent submitted an alternative size test using, as the value of the 

consideration for the consideration ratio, the amount it contributed in excess of 

the contribution required to maintain its interest in the Subsidiary (i.e. RMB1,350 

million x 1.6%).   The result of the alternative size test was 0.2%. 

 

 

THE ISSUE RAISED FOR CONSIDERATION 

 

7. Whether the Exchange would disregard the calculation of consideration ratio in 

respect of the Capital Contribution as requested by the Parent and accept the 

alternative size test submitted by the Parent under Rule 14.20. 

 

 

APPLICABLE LISTING RULE OR PRINCIPLE 

 

8. Main Board Listing Rule 14.15(1) provides that when calculating the 

consideration ratio: 

 

the value of the consideration shall be the fair value of the consideration 

determined at the date of the agreement of the transaction in accordance 

with applicable Hong Kong Financial Reporting Standards or International 

Financial Reporting Standards.  Normally, the fair value of the 

consideration should be the same as the fair value of the asset which is the 

subject of the transaction. … 

 

9. Main Board Listing Rule 14.20 provides that: 

 

the Exchange may, where any of the calculations of the percentage ratios 

produces an anomalous result or is inappropriate to the sphere of activity 

of the listed issuer, disregard the calculation and substitute other relevant 

indicators of size, including industry specific tests. The listed issuer must 

provide alternative tests which it considers appropriate to the Exchange for 

consideration. 

 

10. Main Board Listing Rule 14.26 provides that: 

 

in an acquisition or disposal of equity capital, the numerators for the 

purposes of the (a) assets ratio, (b) profits ratio and (c) revenue ratio are to 

be calculated by reference to the value of the total assets, the profits 

attributable to such capital and the revenue attributable to such capital 

respectively.  

 

11. Main Board Listing Rule 14.28 provides that: 
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the value of the entity’s total assets, profits and revenue, … is to be 

multiplied by the percentage of the equity interest being acquired or 

disposed of by the listed issuer.  However, 100% of the entity’s total assets, 

profits and revenue will be taken as the value of the total assets, profits and 

revenue, irrespective of the size of the interest being acquired or disposed 

of, if: 

 

(1) the acquisition will result in consolidation of the assets of the entity 

in the accounts of the listed issuer; or 

 

(2) the disposal will result in the assets of the entity no longer being 

consolidated in the accounts of the listed issuer. 

 

 

ANALYSIS 

 

12. Rule 14.07 sets out five percentage ratios for assessing the impact of a transaction 

on the listed issuer.   The percentage ratio calculation forms the basis for 

classifying the transaction which determines whether the transaction is subject to 

any disclosure, reporting and/or shareholders’ approval requirements under 

Chapter 14.   

 

13. In the present case, the proposed Capital Contribution would result in an increase 

in the Parent’s equity interest in the Subsidiary by 1.6%.  Pursuant to Rule 14.28, 

when calculating the assets ratio, profits ratio and revenue ratio, the numerators 

would be the values of the Subsidiary’s total assets, profits and revenue 

(calculated in accordance with Rule 14.27) multiplied by the percentage of the 

equity interest being acquired by the Parent (i.e. 1.6%).    

 

14. As to the consideration ratio, Rule 14.15 requires the use of the total consideration 

payable by the listed issuer as the numerator, which in this case, would be the 

amount of capital proposed to be contributed by the Parent (i.e. RMB800 million).   

 

15. When considering the Parent’s request to adopt the alternative size test in place of 

the consideration ratio under Rule 14.20, the Exchange accepted that the 

consideration ratio produced an anomalous result having regard to the following 

factors:  

 

- The consideration ratio was calculated based on the total amount of Capital 

Contribution which included not only the amount payable for the additional 

1.6% equity interest in the Subsidiary but also the contribution required to 

maintain the Parent’s interest in the Subsidiary.  However, as the Subsidiary 

was consolidated in the accounts of the Parent, the amount to be contributed 

by the Parent for maintaining its interest in the Subsidiary would have no 

impact on the consolidated financial position of the Parent group.   
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- Unlike the consideration ratio, the other percentage ratios (i.e. the assets ratio, 

profits ratio and revenue ratio) measured the impact of the acquisition of 1.6% 

equity interest in the Subsidiary on the Parent and their results indicated that 

the impact of the transaction on the Parent was insignificant.  The 

consideration ratio was substantially higher than the other percentage ratios.  

 

16. In considering the appropriateness of the alternative size test submitted by the 

Parent, the Exchange noted that the test was calculated based on the value of the 

Capital Contribution which was in excess of the contribution required to maintain 

the Parent’s interest in the Subsidiary.  The alternative size test compared the 

consideration for acquiring the additional 1.6% equity interest in the Subsidiary 

and served to measure the impact of the acquisition on the Parent.  This approach 

was in line with the principle for calculating the consideration ratio for a deemed 

disposal as a result of any issue of shares by a subsidiary of a listed issuer.  

 

 

DECISION 

 

17. The Exchange decided to disregard the calculation of the consideration ratio in 

respect of the Capital Contribution as requested by the Parent and accept the 

alternative size test submitted by the Parent under Rule 14.20.   

 

 

Note:  On 1 October 2019, Rule 14.20 was amended to clarify that if any calculation of 

the percentage ratio produces an anomalous results or is inappropriate to the 

sphere of activities of the issuer, the Exchange (or the issuer) may apply an 

alternative size test that it considers appropriate to assess the materiality of a 

transaction under Chapter 14.    

 

The Rule amendments would not change the analysis and conclusion in this case.  
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For the purpose “significant” means significant for the 

purpose of making an informed assessment of the matters 

mentioned in rule 11.07 above. 

 

7. Paragraph 15(2)(c) of Appendix 1A to the Listing Rules states that:   

 

The following information concerning the terms and 

conditions of the issue and distribution, public and private, 

of the securities in respect of which the application for 

listing is made where such issue or distribution is being 

effected in conjunction with the issue of the listing 

document or has been effected within the 12 months 

preceding the issue of the listing document:- 

… 

 

(c) the issue price or offer price of each security, stating the 

nominal value of each security; 

 

8. Listing Rule 9.07 provides that the listing document must not be issued until the 

Exchange has confirmed to the issuer that it has no further comments thereon. 

 

9. Paragraph 2 of Practice Note 6 of the Listing Rules states that 

 

  The Exchange is concerned to ensure that all statements 

contained in a listing document are strictly adhered to by 

the issuer and such statements must not be misleading or 

inaccurate in any way.  In this regard, the Exchange places 

particular importance on the details relating to an offer 

period set out in listing documents issued in support of an 

offer of securities.  The Exchange considers the details of 

an offer period to be a material term of the listing document 

which must be relied upon by all investors and which 

should remain the same for all investors.  Furthermore, in 

order to ensure that all investors are treated fairly and 

equally, and so that there is no confusion or uncertainty 

surrounding the offer period, the offer period set out in the 

listing document should not normally be revised or 

extended. 

 

10. Section 44A(1) of the Companies (Winding Up and Miscellaneous Provisions) 

Ordinance (Cap. 32) provides that no allotment shall be made of any shares in or 

debentures of a company in pursuance of a prospectus issued generally  and no 

proceedings shall be taken on applications made in pursuance of a prospectus 

issued generally until the beginning of the 3
rd

 day after that on which the 

prospectus is first so issued or such later time (if any) as may be specified in the 
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prospectus. The Companies (Winding Up and Miscellaneous Provisions) 

Ordinance (Cap. 32) refers ‘the beginning of the said 3
rd

 day or such later time’ to 

as ‘the time of the opening of the subscription lists’. This requirement applies to 

the issue of supplemental prospectus or replacement prospectus (Updated in April 

2014). 

 

THE ANALYSIS 

 

11.     The Listing Rules envisage that the issue and marketing of securities must be 

conducted in a fair and orderly manner and that potential investors are given 

sufficient information to enable them to make a properly informed assessment of 

an issuer. Under this principle, the Exchange expects the issuer, sponsor and 

underwriting syndicate to have conducted a careful price discovery process for the 

determination of a realistic price or price-range for the IPO which, in turn, is 

reflective of the valuation and takes into account of the future development of the 

issuer.  

 

12. The Exchange considered that the proposed revision of share offer price was a 

material change of circumstances as it would affect other aspects of Company A, 

including its market capitalisation and use of proceeds; such change of 

circumstances was likely to be materially adverse from the perspective of 

prospective investors. 

 

13. In light of the revised price range and the corresponding additional information in 

the supplemental prospectus, the Exchange considered that the potential investors 

should be afforded sufficient time to consider their proposed subscriptions or 

reconsider existing subscriptions.  This is consistent with section 44A of the 

Companies (Winding Up and Miscellaneous Provisions) Ordinance (Cap. 32) 

which affords the prospective investor at least 3 days after issue of the prospectus 

or supplemental/replacement prospectus to make an investment decision (Updated 

in April 2014). 

14. With respect to those applicants who had submitted their applications prior to 

Company A communicating its decision to the market to revise the indicative 

offer price downwards, the Exchange considered that such applicants should be 

provided a right to withdraw their applications. This provision of the right to 

withdraw is consistent with Proposal 16 of the Consultation Conclusions on the 

Consultation Paper on Possible Reforms to the Prospectus Regime in the 

Companies Ordinance
1
  published by the Securities and Futures Commission in 

September 2006 regarding the proposal to require the issuer of a prospectus to 

publish a supplemental or replacement prospectus if it becomes aware of a 

significant change affecting prospectus disclosures and to grant investors a right 

to withdraw their applications.  

                                                 
1
  Retitled as the Companies (Winding Up and Miscellaneous Provisions) Ordinance (Cap. 32) with effect 

from March 2014 (Updated in April 2014).
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THE DECISION 

 

15. The Exchange decided that the proposed change in the indicative offer price 

constituted material change of circumstances. Accordingly, the Exchange expected 

Company A to have taken the following steps prior to granting Company A approval 

to proceed with its listing: 

 

a. Company A should issue a supplemental prospectus updating investors of 

the change in the indicative offer price together with an update of all 

financial and other information in connection with such change; 

 

b. Company A should extend the period under which the offer was open for 

acceptance to allow potential investors sufficient time to consider their 

subscriptions or reconsider their existing subscriptions; and 

 

c. Company A should give potential investors who had applied for Company 

A’s shares the right to withdraw their applications given the change in 

circumstances. 

 

 
NOTES TO ISSUERS AND MARKET PRACTITIONERS  

Subsequent to the Exchange’s decision in respect of Company A’s application, 
Company A announced to abort the original initial public offer. As a result, 
Company A had not come back with any proposal on how the offer period would be 
extended or how potential investors would be allowed to withdraw their applications 
for the purposes of enabling the issue of the supplemental prospectus.  

In light of the Exchange’s decision in this case, the Exchange wishes to remind 
issuers, sponsors and their advisers that subsequent amendments to the listing 
document after issue may, in certain circumstances, trigger, in addition to the 
obligation to issue a supplemental listing document, the obligation to extend the 
offer period and/or grant a right of withdraw to applicants who have submitted in 
applications based on the information in the original listing document in addition to 
the obligation to issue a supplemental listing document.  Issuers, sponsors and their 
advisers should make advance planning for putting in place appropriate 
arrangements to ensure that the issue and marketing of securities is conducted in a 
fair and orderly manner when they become aware of a significant change affecting 
any of the disclosures in the listing document or a significant new matter arising 
which would necessitate disclosure  in the listing document. 
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HKEx LISTING DECISION 
Cite as HKEx-LD60-2 (May 2008)   
 

Summary  

Name of Party  Company  A - a Main Board listing applicant  

Subject Under what circumstances would the Exchange consider 
modifying the minimum public subscription requirement under 
Practice Note 18 of the Listing Rules (‘PN 18 Waiver’) in an IPO?  

Listing Rules Paragraphs 4.1 and 4.2 of Practice Note 18 of the Main Board 
Listing Rules (‘PN 18’); Typical PN 18 Waiver described in 
HKEx-LD60-1 

Decision Based on the facts and circumstances of Company’s A case, the 
Exchange agreed to grant a PN 18 Waiver to Company A from 
strict compliance with the PN 18 requirements notwithstanding 
that the proposed offering structure would not at all times afford 
retail investors at least the same amount of shares as a Typical PN 
18 Waiver would have afforded as illustrated in the chart at 
paragraph 9.  
The Exchange assesses every application for a waiver or 
modification of the Listing Rules on a case by case basis. The 
present decision of the Exchange was based on the specific facts and 
circumstances of the case and should not be treated as a binding 
precedent for future cases.  

 
SUMMARY OF FACTS 
 
1. Company A proposed to list its shares by way of an international placing tranche 

and a Hong Kong public subscription tranche.  
 
2. Company A applied for a modification of the application of PN18 (i.e. a PN 18 

Waiver) on the basis of the following  proposed offering structure: 
 

a. at the time Company A applied for a PN 18 Waiver, the proposed total 
offering size was expected to be not less than HK$10 billion, failing which 
Company A would fully comply with the clawback requirements of 
paragraph 4.2 of PN18;  and  

  
 b.   the clawback structure for allocation of shares to the public subscription 

tranche would be revised to: (i) 10% initially; (ii) 15% if the offer was 
oversubscribed between 15 and less than 50 times; (iii) 17.5% if 
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oversubscribed between 50 and less than 100 times, and (iv) 20% if 
oversubscribed by 100 or more times.  

 
 3. Company A submitted that the proposed offering structure was with regard to the 

then Exchange’s practices in granting PN 18 Waivers as described in paragraph 7 
below. A comparison of the clawback percentages between (a) PN 18; (b) Typical 
PN 18 Waiver, and (c) Company A’s proposal is set out below: 

 

Number of times (x) 
oversubscribed Initial 15x to <50x 50x to <100x  >100 x 

PN18 10% 30% 40% 50% 
Typical PN 18 Waiver 5% 7.5% 10% 20% 
Company A’s case 10% 15% 17.5% 20% 

 
 
THE ISSUE RAISED FOR CONSIDERATION 
 
4. Under what circumstances would the Exchange consider modifying the minimum 

public subscription requirement under Practice Note 18 of the Listing Rules (‘PN 
18 Waiver’) in an IPO? 

 
APPLICABLE LISTING RULES OR PRINCIPLE 
 
5.         Paragraph 4.1 of Practice Note 18 of the Main Board Listing Rules states that:   

 
Issuers are reminded that in accordance with paragraph 7.10 of the 
Exchange Listing Rules, the Exchange may not permit a new 
applicant to be listed by way of placing if there is likely to be 
significant public demand for the securities. A key factor the 
Exchange will consider in reaching such a determination is the size 
of the offering.  

 
6.         Paragraph 4.2 of Practice Note 18:- 

 
Where an IPO includes both a placing tranche and a public 
subscription tranche, the minimum allocation of shares to the 
subscription tranche shall be as follows: 

 
- an initial allocation of 10% of the shares offered in the IPO; 
 
- a clawback mechanism that increases the number of shares 

to 30% when the total demand for shares in the subscription 
tranche is 15 times but less than 50 times the initial 
allocation; 
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- a clawback mechanism that increases the number of shares 

to 40% when the total demand for shares in the subscription 
tranche is 50 times but less than 100 times the initial 
allocation; and 

 
- a clawback mechanism that increases the number of shares 

to 50% when the total demand for shares in the subscription 
tranche is 100 times or more the initial allocation. 

 
Shares may be transferred from the subscription tranche to the 
placing tranche where there is insufficient demand in the 
subscription tranche to take up the initial allocation. 

 
 
7.      Listing Decision HKEx-LD60-1 published in May 2008 describes certain typical 

parameters underlying a grant of PN 18 Waiver (‘Typical PN 18 Waiver’) when 
the Exchange reviewed the application of the clawback mechanism under PN18 in 
October 2005 as follows:  

 
a. the size of an issuer’s total offering (including any over-allotment option 

or sale of existing shares by shareholders) should be big. It was noted that 
the majority of the previous applications for PN 18 Waivers had been for 
offerings with a size of over HK$10 billion; and 

 
b. where the size of offering was considered sufficiently big to warrant a 

modification of the PN 18 requirements, the following trigger points for 
oversubscription clawback, which had formed the basis of the majority 
cases of applications for of PN 18 waivers, had been accepted:- 

 

      

Number of times (x) of  oversubscription in 
the public subscription tranche 

Initial 15x to 
<50x 

50x to 
<100x >100x 

Minimum share allocation % 
to public subscription tranche  5% 7.5% 10 % 20% 

 
 
8. Listing Decision HKEx-LD60-1 also describes certain guidelines that the 

Exchange deliberated with respect to its stance on granting PN 18 Waivers as 
follows: 

 
 

a. Due regard must be had to the interest of local investors – when finalising 
the offering mechanism, the underwriters and listing applicants must give 
due regard to the interests of Hong Kong retail investors, given that it was 
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anticipated that there would be significant public demand for the 
applicant’s securities. 

 
b. Availability of earlier trigger points for oversubscription clawback – the 

clawback mechanism should be brought in as early as possible, i.e. the 
trigger multiples for oversubscription clawback should be as low as 
possible. 

 
c. Availability of more share allocations to local retail investors than a 

Typical 18 Waiver – the number of shares that Hong Kong retail investors 
would obtain under the actual offering structure should not be less than the 
number of shares that they would have got under a Typical PN 18 Waiver. 

 
d. Understandability- the trigger points for oversubscription clawback should 

be easy to implement and easy for an average retail investor to understand. 
 
 
THE ANALYSIS 

 
9.     The Exchange noted that Company A’s proposed clawback percentages deviated 

from the previous considerations for granting a Typical PN 18 Waiver. Such 
deviation is diagrammatically illustrated as follows:  
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10. As illustrated in the diagram above, the Exchange noted that:  
 

a. the proposed initial allocation percentage to the public subscription 
tranche under Company A’s proposal would be higher than that pursuant 
to a Typical PN18 Waiver (10% vs 5%); 

 
b. where the demand at the public subscription tranche were less than 50 

times of the initial allocation, Company A’s proposal would have offered 
more shares to retail investors than would have been offered pursuant to a 
Typical PN 18 Waiver (see Area A); 

 
c. where the demand at the public subscription tranche were between 50 

times to less than 100 times the initial allocation, Company A’s proposed 
allocation formulae would have offered less shares to retail investors than 
would have been offered pursuant to a Typical PN 18 Waiver (See Area 
B);  and  
 

d. Area A was bigger than Area B. 
 
 
11.      Based on the above, the Exchange noted that although there was a higher chance 

that retail investors under the public subscription tranche would be allocated more 
shares than would have been the case if a Typical PN 18 Waiver had been granted 
( Area A was bigger than Area B), Company A’s proposal would not at all times 
afford retail investors at least the same amount of shares as would have been 
permitted under a Typical PN 18 Waiver, a factor which the Exchange noted  
when granting a PN 18 Waiver in the case described in HKEx-LD60-1. 

 
12.   The Exchange also took into account the following factors when considering 

whether to grant a PN18 Waiver to Company A: 
 

a.  the need to preserve some measure of discretion to deal with applications 
on a case by case basis when granting a Typical PN18 Waiver;  

 
b. the prevailing market conditions at the time Company A submitted its 

application;  
 
c. the allocation of shares between institutional and retail investors being 

essentially a commercial decision subject to the relevant Listing Rules; 
and  

 
d.      the previous PN 18 Waivers granted,  including the guidelines for granting 

a PN 18 Waiver  mentioned in HKEx-LD60-1. 
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THE DECISION 
 
13.    Based on the facts and circumstances of Company A’s case, the Exchange agreed 

to grant a PN 18 Waiver to Company A from strict compliance with the PN 18 
requirement notwithstanding that the proposed offering structure would not at all 
times afford retail investors at least the same amount of shares as a Typical PN 18 
Waiver would have afforded. 

 
14. The Exchange assesses every application for a waiver or modification of the Listing 

Rules on a case by case basis. The present decision of the Exchange was based on 
the specific facts and circumstances of Company A’s case and should not be treated 
as a precedent for future cases. 
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HKEx LISTING DECISION 
Cite as HKEx-LD60-1 (May 2008) 
 

Summary  

Name of Party  Company  A - a Main Board listing applicant  

Subject Under what circumstances would the Exchange consider 
modifying the minimum public subscription requirement under 
Practice Note 18 of the Listing Rules (‘PN 18 Waiver’) in an IPO?  

Listing Rules Paragraphs 4.1 and 4.2 of Practice Note 18 of the Listing Rules 
(the ‘PN 18’) 

Decision The Exchange concluded that: 
 
a. the proposed initial allocation of 15% of the shares 

offered in the IPO to the Hong Kong public subscription 
tranche would enable Company A to offer more shares to 
the retail public at the initial stage as compared with the 
10% initial allocation under PN18 or the 5% initial 
allocation permitted under a typical PN18 Waiver 
considered by the Exchange; 

 
b. the proposed offering structure had earlier 

oversubscription clawback-trigger multiples  as compared 
with those under PN18 or those under a typical PN18 
Waiver considered by the Exchange;  

 
c. in all cases, the number of shares allocated to Hong Kong 

retail investors under the proposed offering structure 
would be larger than or equal to the number of shares 
(depending on the size of the offering) permitted under a 
typical PN18 Waiver considered by the Exchange; and  

 
d. the trigger points were easy to understand and implement. 

 
On the above basis, the Exchange granted a PN 18 Waiver to 
Company A. 
The Exchange assesses every application for a waiver or 
modification of the Listing Rules on a case by case basis. The 
present decision of the Exchange was based on the specific facts and 
circumstances of the case and should not be treated as a binding 
precedent for future cases.  
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SUMMARY OF FACTS 
 
1. Company A proposed to list its shares by way of an international placing tranche 

and a Hong Kong public subscription tranche.  
 
2. Company A applied for a modification of the application of PN18 (i.e. a PN 18 

Waiver) on the basis of the following  proposed offering structure: 
 

a. at the time Company A applied for a PN 18 Waiver, the proposed total 
offering size was expected to be less than HK$10 billion; and  

 
b.  the clawback structure for allocation of shares to the public subscription 

tranche would be revised to: 
 

(i) 15% initially; 
 
(ii) 17.5% if the public subscription tranche was oversubscribed 

between 10 and less than 20 times;  
 
(iii)  20% if the public subscription tranche was oversubscribed 

between 20 and less than 40 times, and  
 
(iv) a percentage range from not lower than 20% to not higher than 

40% if the public subscription tranche was oversubscribed by 40 or 
more times. The applicable allocation percentage to the pubic 
subscription tranche would be fixed according to a sliding scale 
depending on the size of the actual offer. 

 
3. The proposed offering structure mentioned in paragraph 2 was designed with 

regard to the then Exchange’s practices in granting PN 18 Waivers which is more 
specifically discussed in paragraph 13 below (‘Typical PN 18 Waiver’).  

 
4. Company A submitted that it would ensure that the proposed offering structure 

would at all times afford local retail investors a larger number of shares than 
would have been the case under a Typical PN 18 Waiver.   

 
5. Company A’s proposed offering structure as compared with (a) the clawback 

requirement under PN 18; and (b) a Typical PN 18 Waiver is shown in table 
format as follows: 
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Offer size 

(HK$ 
billion) 

Public allocation % versus the number of 
times (x) of oversubscription in the 

public subscription 

Initial 15x to 
<50x 

50x to 
<100x >100x 

(a) PN18 requirements 
 

Not 
specified 10% 30% 40% 50% 

(b)Typical PN 18 Waiver 
 10 5% 7.5% 10% 20% 

Proposed offering 
structure of  
Company A 

Less than 
10 15% 

* ≥10x:    17.5%; 
   ≥20x:     20%; 
   ≥40x:     a  range from not 

lower than  20%  to 
not higher than 40%      

 
*  See paragraph 2b for proposed trigger points for oversubscription clawback  
 
 
THE ISSUE RAISED FOR CONSIDERATION 
 
6. Under what circumstances would the Exchange consider modifying the minimum 

public subscription requirement under Practice Note 18 of the Listing Rules (‘PN 
18 Waiver’) in an IPO? 

 
APPLICABLE LISTING RULES OR PRINCIPLE 
 
7. Paragraph 4.1 of Practice Note 18 states that:   

 
Issuers are reminded that in accordance with paragraph 7.10 of the   
Exchange Listing Rules, the Exchange may not permit a new 
applicant to be listed by way of placing if there is likely to be 
significant public demand for the securities. A key factor the 
Exchange will consider in reaching such a determination is the size 
of the offering. 
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8. Paragraph 4.2 of Practice Note 18 of the Listing Rules:- 

 
Where an IPO includes both a placing tranche and a public 
subscription tranche, the minimum allocation of shares to the 
subscription tranche shall be as follows: 

 
- an initial allocation of 10% of the shares offered in the IPO; 
 
- a clawback mechanism that increases the number of shares 

to 30% when the total demand for shares in the subscription 
tranche is 15 times but less than 50 times the initial 
allocation; 

 
- a clawback mechanism that increases the number of shares 

to 40% when the total demand for shares in the subscription 
tranche is 50 times but less than 100 times the initial 
allocation; and 

 
- a clawback mechanism that increases the number of shares 

to 50% when the total demand for shares in the subscription 
tranche is 100 times or more the initial allocation. 

 
Shares may be transferred from the subscription tranche to the 
placing tranche where there is insufficient demand in the 
subscription tranche to take up the initial allocation. 

 
 
THE ANALYSIS 
 
Background 
 
9. In view of a significant decrease in the size of subscription tranches from 1994 

and a number of IPOs significantly oversubscribed in the bull market in 
1996/1997, the Securities and Futures Commission (the ‘SFC’) and the Exchange 
jointly issued a Consultation Paper on Offer Mechanisms on 25 June 1997.  That 
Consultation Paper sought views on, among others, the minimum size for the 
public subscription tranche and the allocation of shares between the public 
subscription tranche and the placing tranche.    

 
10. Commentators to the Consultation Paper were supportive of the use of a clawback 

mechanism to increase the size of the public subscription tranche where such 
tranche is oversubscribed. However, commentators also suggested that the 
clawback levels should depend on the total value of the IPOs and there was a 
wide divergence of views as to what would constitute a large IPO. 
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11. In response to the comments the SFC and the Exchange concluded in their Offer 
Mechanisms Consultation Conclusion issued in February 1998 that it would be 
more appropriate to have a single structure providing a benchmark minimum 
allocation to the subscription trance for all IPOs than to have a scaled structure 
based on size of the IPO. Further, the Exchange would consider allowing a 
smaller allocation to the subscription tranche than the benchmark formula and 
would treat the size of an IPO as a factor that may justify a deviation from the 
benchmark1.   

 
12.   In mid 1998, the Exchange introduced PN 18 into the Listing Rules to reflect the 

above recommendations. Since the introduction of PN 18, the Exchange has, upon 
applications, granted PN 18 Waivers with regard to the applicants’ initial public 
offerings.  One key consideration for granting such modifications was the size of 
the relevant offer under consideration. This approach is consistent with the policy 
position reached at the Offer Mechanisms Consultation Conclusion. 

 
13. In October 2005, the Exchange reviewed the application of the clawback 

mechanism under PN 18. The Exchange noted that the policy consideration 
underlying PN 18 is to balance between ensuring a sufficient supply of shares to 
satisfy the demand of Hong Kong retail investors at IPOs and allowing issuers 
and underwriters a sufficient degree of commercial liberty to decide on their offer 
structures.  Taking into consideration the then practices for granting PN 18 
Waivers, the Exchange generalised certain typical parameters underlying such 
waivers, i.e. Typical PN 18 Waiver,  as follows: 

 
a. the size of an issuer’s total offering (including any over-allotment option 

or sale of existing shares by shareholders) should be big. It was noted that 
the majority of the previous applications for PN 18 Waivers had been for 
offerings with a size of over HK$10 billion; and 

 
b. where the size of offering was considered sufficiently big to warrant a 

modification of the PN 18 requirements, the following trigger points for 
oversubscription clawback, which had formed the basis of the majority  of 
applications for  PN 18 Waivers, had been accepted:- 

 

      

Number of times (x) of  oversubscription in the 
public subscription tranche 

Initial 15x to 
<50x 

50x to 
<100x >100x 

Minimum share 
allocation % to 
public subscription 
tranche  

5% 7.5% 10 % 20% 

 

                                                 
1      Paragraph 7 of the Offer Mechanisms Consultation Conclusion 
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Current Case  
 
14. The Exchange noted that Company A’s proposed offering structure deviated from 

the previous considerations for granting PN 18 Waivers in that: 
 

a. the proposed offering size was less than the minimum offering size against 
which the Exchange had ever granted a PN 18 Waiver; and  

 
b. the initial allocation level and clawback percentages deviated from the 

typical parameters under a Typical PN 18 Waiver.  
 
15. The Exchange also made the following observations: 
 

a.      the HK$10 billion benchmark for granting a Typical  PN 18 Waiver had 
intended only to be a reference point for consideration and not an absolute 
condition; and  

 
b. the Exchange noted that a flexible policy on the clawback requirements 

under PN 18 in warranted cases would allow issuers and their sponsors to 
more effectively tailor the offering in order to accommodate demands 
from different pools of investors. 

 
16. After taking account the then applicable practices and the facts and circumstances 

of Company A’s case, the Exchange was of the view that: 
 

a. in light of the fast-moving market conditions, it would be impractical for 
the Exchange for the time being to fix all the parameters, including the 
minimum and maximum percentages of shares to be allocated to the 
public subscription tranche, and  

 
b. in order to provide maximum flexibility to issuers to determine its own 

offering mechanism, the Exchange considered that it was not appropriate 
to set a fixed value for the purposes of determining the trigger points for 
oversubscription clawback.    

 
17.     The Exchange was minded to give the following guidelines to Company A with 

respect to its stance on granting PN 18 Waivers:  
 

a. Due regard must be had to the interest of local investors – when finalising 
the offering mechanism, the underwriters and listing applicants must give 
due regard to the interests of Hong Kong retail investors, given that it was 
anticipated that there would be significant public demand for the 
applicant’s securities. 

 
b. Availability of earlier trigger points for oversubscription clawback – the 

clawback mechanism should be brought in as early as possible, i.e. the 
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trigger multiples for oversubscription clawback should be as low as 
possible. 

 
c. Availability of more share allocations to local retail investors than a 

Typical 18 Waiver – the number of shares that Hong Kong retail investors 
would obtain under the actual offering structure should not be less than the 
number of shares that they would have got under a Typical PN 18 Waiver. 

 
d. Understandability- the trigger points for oversubscription clawback should 

be easy to implement and easy for an average retail investor to understand. 
 
 
THE DECISION 
 
18. Based on the above analysis and the specific facts of the case, the Exchange 

concluded that: 
 

a. the proposed initial allocation of 15% of the shares offered to the Hong 
Kong public subscription tranche would enable Company A to offer more 
shares to the retail public at the initial stage as compared with the 10% 
initial allocation under PN18 or the 5% initial allocation permitted under a 
Typical PN18 Waiver; 

 
b. the proposed offering structure had earlier oversubscription clawback-

trigger multiples as compared with those under PN18 or those under a 
Typical PN18 Waiver (1st trigger:10x vs 15x; 2nd trigger 20x vs 50x; 3rd 
trigger: 40x vs 100x);  

 
c. in all cases, the number of shares allocated to Hong Kong retail investors 

under the proposed offering structure would be larger than or equal to the 
number of shares (depending on the size of the offering) permitted under a 
Typical PN18 Waiver; and  

 
d. the trigger points were easy to understand and implement. 

 
19. On the basis of the particular features of the proposed offering structure, the 

Exchange granted a PN18 Waiver to Company A. 
 
20. The Exchange assesses every application for a waiver or modification of the Listing 

Rules on a case by case basis. The present decision of the Exchange was based on 
the specific facts and circumstances of Company A’s case and should not be treated 
as a precedent for future cases.   
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