HKEx LISTING DECISION

Cite as HKEx-LD20-3 (December 2000) (Withdrawn in September 2009)
[The principle underlying this Listing Decision was codified in Main Board Rule 14.29 in March 2004.]
	Summary

	Name of Parties
	Company A - a listed company

Company B - an associated company of Company A

	Subject
	Whether an issue of new shares by Company B would constitute a "deemed disposal"

	Listing Rule
	Practice Note 13, paragraph 4.1

	Decision 
	The issue of new shares would not constitute a "deemed disposal"


Summary of Facts

Company B proposed to issue new shares to raise funds.

Company A enquired as to whether the issue would constitute a "deemed disposal" for the purpose of paragraph 4.1 of Practice Note 13 to the Listing Rules.

Analysis

Paragraph 4.1 of Practice Note 13 provides as follows:

"Subsidiaries which are consolidated and entities which are equity accounted for by an Issuer or Issuer’s group may cause allotments of share capital for cash consideration to be made which result in a reduction of the percentage equity interest of the Issuer in such entity. Such allotments give rise to deemed disposals, profits or losses may be recorded on such transactions and such transactions may also fall to be treated as major or notifiable transactions. [Paragraphs 4.2 to 4.6] set out how the size tests in paragraph 14.09 of the Exchange Listing Rules are applied to such transactions."

It is important to bear in mind that the purpose of Practice Note 13 is merely to elaborate on the substantive principles contained in Chapter 14.  While the disposal by a listed company or any of its subsidiaries of an interest in an associated company may, depending on its size, constitute a notifiable transaction under Chapter 14, a dilution of the interest of a listed company or any of its subsidiaries in an associated company resulting from the issue of new shares by such associated company is not normally, in the absence of other considerations, treated as a notifiable transaction under Chapter 14.  Accordingly, such a dilution should not be treated as a "deemed disposal" for the purpose of paragraph 4.1 of Practice Note 13.

The term "entities which are equity accounted for by an Issuer or Issuer’s group" in paragraph 4.1 of Practice Note 13 refers therefore only to entities other than associated companies of the listed company, e.g. an entity which is held as to more than 50% by the listed company but over which it has no control.  It is only in such cases that the provisions of paragraph 4.1 would apply.

Decision 

The proposed issue of new shares by Company B would not constitute a "deemed disposal" for the purpose of paragraph 4.1 of Practice Note 13.


