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HKEX GUIDANCE LETTER  

HKEX-GL114-22 (March 2022) 

 

Subject 
Guidance on the qualifications and obligations 

of a trustee / custodian regarding the operation 

of the escrow account of a SPAC 

Listing Rules and 
Regulations 

Main Board Rules 18B.16 to 18B.20 
 

 

Important note: This letter does not override the Listing Rules and is not a substitute for 

advice from qualified professional advisers. If there is any conflict or inconsistency between 

this letter and the Listing Rules, the Listing Rules prevail. You may consult the Listing Division 

on a confidential basis for an interpretation of the Listing Rules, or this letter. Unless otherwise 

specified, defined terms in the Listing Rules shall have the same meanings in this letter. 

 

Purpose 
1. This letter provides guidance on the qualifications and obligations of the trustee or 

custodian referred to in Rule 18B.17. 
 

Relevant Listing Rules and Guidance 
2. Rule 18B.16 provides that “A SPAC must hold 100% of the gross proceeds of its initial 

offering (excluding proceeds raised from the issue of Promoter Shares and Promoter 
Warrants) in a ring-fenced escrow account domiciled in Hong Kong.” 

3. Rule 18B.17 provides that “The escrow account referred to in rule 18B.16 must be 
operated by a trustee or custodian whose qualifications and obligations are consistent 
with the requirements of Chapter 4 of the UT Code.” 

4. Rule 18B.18 provides that “the monies held in the escrow account referred to in rule 
18B.16 must be held in the form of cash or cash equivalents.”  

5. The Note to Rule 18B.18 further provides that: “It is the SPAC’s responsibility to ensure 
that funds are held in a form that allows them to meet the requirement to give full 
redemption to shareholders under rules 18B.57 and 18B.74. The Exchange may 
publish guidance on the Exchange’s website, as amended from time to time, on its 
interpretation of “cash equivalents” for the purpose of this rule.”  

6. Guidance Letter GL113-22 further states that “The Exchange considers short-term 
securities issued by governments with a minimum credit rating of (a) A-1 by Standard 
& Poor’s Ratings Services; (b) P-1 by Moody’s Investors Service; (c) F1 by Fitch 
Ratings; or (d) an equivalent rating by a credit rating agency acceptable to the 
Exchange as cash equivalent for the purpose of Rule 18B.18.” 
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Guidance 
Qualifications and obligations of the trustee or custodian referred to in Rule 
18B.17 

7. The purpose of Rule 18B.17 is to ensure that sufficient protections are placed around 
the funds raised by SPACs so that they are available to return to shareholders who 
choose to redeem their shares or to return to shareholders if and when the SPAC is 
liquidated.  
Qualifications of trustee or custodian 

8. In general, only a custodian or trustee that has already been accepted by the 
Commission in respect of existing collective investment schemes authorised by the 
Commission will be considered as having the qualifications required under Rule 
18B.17. 

9. In addition, given that the escrow account must be domiciled in Hong Kong as required 
under Rule 18B.16, the custodian or trustee appointed by a Hong Kong-listed SPAC 
is expected to be based in Hong Kong. 

10. A custodian or trustee operating the escrow account must be independent of the SPAC 
and its connected persons, including the Promoter.  
Obligations of trustee or custodian 

11. For the purpose of Rule 18B.17 in relation to the operation of the escrow account, the 
trustee/custodian is expected to comply with the following general obligations (which 
are consistent with paragraphs 4.5 and 4.6 of Chapter 4 of the UT Code as amended 
from time to time). The obligations set out in the guidance below are the only 
obligations applicable to the trustee or custodian regarding the operation of the escrow 
account of a SPAC under Rule 18B.17. 

12. The trustee/custodian must: 
(a) 

(i) take into its custody or under its control the property of the SPAC in the 
escrow account referred to in Rule 18B.16 in accordance with Rules 
18B.16 to 18B.20;  

(ii) register cash and registrable assets in the name of or to the order of the 
trustee/custodian;  

(iii) be liable for the acts and omissions of nominees, agents and delegates 
in relation to assets forming part of the property of the SPAC in the 
escrow account; 
Note: Nominees, agents and delegates can be appointed for the custody 
and/or safekeeping of the property of the SPAC in an escrow account as 
long as these entities are subject to prudential regulation and supervision 
by authorities such as The Hong Kong Monetary Authority. Such 
nominees, agents or delegates can be unaffiliated with the trustee/ 
custodian. 

(iv) segregate the property of the SPAC in the escrow account from the 
property of:  
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(1) the SPAC and its core connected persons; 
(2) the trustee/custodian and any nominees, agents or delegates 

throughout the custody chain; and 
(3) other clients of the trustee/custodian and nominees, agents or 

delegates throughout the custody chain, unless held in an 
omnibus account with adequate safeguards in line with 
international standards and best practices to ensure that the 
property of the SPAC in the escrow account is properly recorded 
with frequent and appropriate reconciliations being performed; 

(v) put in place appropriate measures to verify ownership of the property of 
the SPAC in the escrow account; 

(b) take reasonable care to ensure that any payments or distributions from the 
escrow account are carried out in accordance with the provisions of Rules 
18B.19 and 18B.20;  

(c) take reasonable care to ensure that the investment limitations set out in Rule 
18B.18 (including guidance provided by the Exchange in relation to “cash 
equivalents”) are complied with; 

(d) take reasonable care to ensure that the cash flows of the escrow account are 
properly monitored; 

(e) exercise reasonable care, skill and diligence in the selection, appointment and 
ongoing monitoring of any nominees, agents and delegates appointed for the 
custody and/or safekeeping of the property of the SPAC in the escrow account; 
and be satisfied that the nominees, agents and delegates retained remain 
suitably qualified and competent on an ongoing basis to provide the relevant 
services;  

(f) exercise due skill, care and diligence in discharging its obligations and duties 
appropriate to the nature of the escrow account;  

(g) establish clear and comprehensive escalation mechanisms to deal with 
potential breaches detected in the course of discharging its obligations and 
report material breaches to the Exchange in a timely manner; and 

(h) update the SPAC and report to the Exchange (either directly or via the SPAC) 
any material issues or changes that may impact its eligibility/capacity to act as 
a trustee/custodian of the escrow account.   

Change of trustee / custodian 
13. A SPAC must appoint a new trustee/custodian as soon as possible (in any case, no 

later than one month) after it becomes aware that the existing trustee/custodian is or 
will become ineligible to act as a trustee/custodian for the escrow account for the 
purpose of Rule 18B.17. 

14. A trustee/custodian must not retire except upon the appointment of a new 
trustee/custodian. The retirement of the trustee/custodian should take effect at the 
same time as the new trustee/custodian takes up office. 

15. The appointment of a new trustee/custodian must be subject to the prior approval of 
the Exchange. 
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Undertaking 
16. Prior to its appointment, a trustee/custodian to be appointed by a SPAC for the purpose 

of Rule 18B.17 must enter into an undertaking with the Exchange to comply with the 
obligations set out in paragraphs 12 and 14 of this guidance letter. 
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HKEX GUIDANCE LETTER  

HKEX-GL113-22 (January 2022) (Updated in December 2022) 

 

Subject Guidance on Special Purpose Acquisition Companies 

Listing Rules and 
Regulations 

Main Board Chapter 18B 
 

 

Important note: This letter does not override the Listing Rules and is not a substitute for advice 

from qualified professional advisers. If there is any conflict or inconsistency between this letter 

and the Listing Rules, the Listing Rules prevail. You may consult the Listing Division on a 

confidential basis for an interpretation of the Listing Rules, or this letter. Unless otherwise 

specified, defined terms in the Listing Rules shall have the same meanings in this letter. 

 

Purpose 
1. This letter provides guidance for special purpose acquisition companies (“SPACs”) with, or 

seeking, a listing on the Exchange pursuant to Chapter 18B of the Main Board Listing Rules 
(“Rules”). 

2. The definitions used in this guidance letter are the same as those set out in the Rules. 

Relevant Listing Rules and Laws  
3. Main Board Chapter 18B for SPACs and Successor Companies with, or seeking, a listing. 

4. Rule 10.04 on restrictions on existing shareholders’ purchase and subscription and the 

Existing Shareholders Conditions as referred to in the HKEX Guidance Letter HKEX-GL85-
16. 

5. Main Board Chapter 14A on connected transactions. 

6. Requirements relating to prospectuses contained in the Companies (Winding up and 
Miscellaneous Provisions) Ordinance (Cap. 32) (“C(WUMP)O”). 
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Guidance 

A. Suitability of SPAC Promoters 

7. Rule 18B.10 provides that, at the listing of the SPAC and on an ongoing basis for the lifetime 
of the SPAC, the Exchange must be satisfied as to the character, experience and integrity 
of a SPAC Promoter and that it is capable of meeting a standard of competence 
commensurate with its position.  For the purpose of demonstrating the above, a SPAC must 
ensure that: 

(a) at listing and on an ongoing basis, at least one of its SPAC Promoters is a firm that 
holds a Type 6 (advising on corporate finance) and/or a Type 9 (asset management) 
licence issued by the Commission (“Licensing Requirement”); and  

(b) it provides the Exchange with the information that the Exchange requests in 
accordance with guidance published on the Exchange’s website and amended from 
time to time.  

Character, experience and integrity  

8. A SPAC Promoter must provide the Exchange with the following information to demonstrate 
it has the character, experience, integrity and the standard of competence commensurate 
with the role. 

 SPAC Promoter Experience 

(a) Their experience as a SPAC Promoter including the role they took on, their level of 
involvement, the number of years they have held that role and the names of the 
SPACs they have previously established and/or are now interested in as a SPAC 
Promoter.  

(b) For each of the SPACs referred to in (a): 

(i) the amount of funds raised at its initial offering;  

(ii) a description of the types of target sought for De-SPAC Transaction (e.g. size 
and sector); 

(iii) the size and terms of the Promoter Shares; 

(iv) the time that elapsed between the date of the SPAC’s initial offering and the 

date of the completion of any De-SPAC Transaction; 

(v) the amount of funds raised in any independent third party investment as part of 
any De-SPAC Transaction; 

(vi) a summary description of the De-SPAC Target that was the subject of any De-
SPAC Transaction (including, for example, sector and geographical location, 
market share, brief historical financial data and its management); 

(vii) details of the terms of any De-SPAC Transaction (including valuation, conditions 
to completion, parties involved and any other salient terms); 



   

3 

(viii) the percentage of SPAC shareholders that redeemed their shares in connection 
with any De-SPAC Transaction;  

(ix) the percentage of SPAC shareholders that voted against any De-SPAC 
Transaction; 

(x) the percentage of any value dilution to non-redeeming SPAC shareholders upon 
exercise of all SPAC Warrants and conversion of all Promoter Shares and all 
Promoter Warrants in the Successor Company; 

(xi) the market capitalisation of the Successor Company following any De-SPAC 
Transaction; 

(xii) performance indicators of the Successor Company since any De-SPAC 
Transaction occurred (absolute performance indicators and performance 
relative to that of relevant indexes); and 

(xiii) whether the SPAC was liquidated and/or required to return its funds to SPAC 
Investors. 

 Investment Management Experience 

(c) Any experience in the professional management of investments on behalf of third 
party investors and/ or provision of investment advisory services to professional/ 
institutional investors, including, for each role, a description of: 

(i) the role and its responsibilities; 

(ii) the types and geographical coverage of the investments managed;  

(iii) the fund size; 

(iv) the fund’s investment objectives and policies; and 

(v) performance indicators such as the net asset value of the managed funds; 
their absolute performance; and their relative performance compared to that 
of other major managed funds and relevant indexes. 

 Other Relevant Experience 

(d) Any other experience relevant to the role of SPAC Promoter for the SPAC seeking a 
listing (e.g. managing businesses in the sectors in which the SPAC aims to identify 
targets) with an explanation of how this work experience is relevant to a SPAC 
Promoter role. 

 Other Information to be provided 

(e) Details of licences held, including the year they were obtained and the granting 
institutions. 

(f) Any business interests of the SPAC Promoter that compete or are likely to compete 
either directly or indirectly with the SPAC for prospective De-SPAC Targets with 
details of the nature of the competition.  
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(g) Any breaches of laws, rules and regulations and any other matters that have a bearing 
on the integrity and/ or competence of the SPAC Promoter. 

9. A SPAC must include the information set out in paragraph 8 above in the listing document 
it produces for the purpose of its listing, updated to the latest practicable date. 

10. For the purpose of paragraph 8(f) above, existing Rule requirements and relevant guidance1 
on competing interests will apply to SPACs, with references to “controlling shareholders” in 

those materials being deemed to include “SPAC Promoters”.  

Matters that the Exchange will view favourably 

11. We will view favourably SPAC Promoters that can demonstrate that they have experience:  

(a) managing assets with an average collective value of at least HK$8 billion over a 
continuous period of at least three financial years; or 

(b) holding a senior executive position (e.g. Chief Executive or Chief Operating Officer) 
at an issuer that is or has been a constituent of the Hang Seng Index  or an equivalent 
flagship index. 

12. For the purpose of paragraph 11(b), we will consider a leading and well referenced index, 
within a particular market, as an equivalent flagship index. For example, the S&P 500 (SPX), 
NSADAQ-100 Index (NDX) and Dow Jones Industrial Average (DJI) in the US, and FTSE 
100 (UKX) in the UK. 

Exchange’s approach when considering the suitability of a SPAC Promoter 

13. It should be noted that the factors set out in paragraphs 8 and 11 above are neither 
exhaustive nor binding.  The Exchange will exercise its discretion on a case-by-case basis, 
and adopt a holistic approach taking into account all the information provided and all 
relevant circumstances to determine whether it is satisfied as to the suitability and eligibility 
of the SPAC Promoter.   

14. The Exchange reserves the right to request that a SPAC provide further information 
regarding a SPAC Promoter’s character, experience and integrity for the purpose of 
compliance with Rule 18B.10. 

Licensing Requirement  

15. The Exchange will consider modifying or waiving the SPAC Promoter Licensing 
Requirement of Rule 18B.10(1), on a case-by-case basis, if a SPAC Promoter has overseas 
accreditation issued by a relevant regulatory authority that the Exchange considers to be 
equivalent to a Type 6 and/or Type 9 licence issued by the Commission.  

                                                      
1 Rule 8.10; paragraph 27A of Appendix 1 to the Listing Rules; and HKEX Guidance Letter HKEX-GL100-
19. 
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16. A SPAC seeking such a modification or waiver must provide the Exchange with the relevant 
documentary evidence that the SPAC Promoter has obtained such accreditation.  The 
SPAC must also provide details of the initial and ongoing requirements that the SPAC 
Promoter must fulfil for the purpose of this overseas accreditation and provide a comparison 
against the corresponding requirements for a Type 6 and/or Type 9 licence issued by the 
Commission.  

Compliance through SPAC Promoter’s controlling shareholder 

17. The Exchange will consider a SPAC Promoter that does not hold the requisite SFC licence 

to have met the requirement of Rule 18B.10(1), if its controlling shareholder satisfies the 

requirement.   

18. This is subject to the condition that: (a) the SPAC demonstrates to the Exchange that 

sufficient safeguards and/or undertakings are put in place to ensure the controlling 

shareholder’s oversight of the SPAC Promoter’s responsibilities; and (b) the controlling 

shareholder gives an undertaking to the Exchange that they will ensure the SPAC 

Promoter’s compliance with applicable Listing Rules.  

19. Rules 18B.32 to 18B.34 would apply if there is a material change in such a controlling 

shareholder.  

B. Listing Applications 
20. A SPAC (for its initial listing) and a Successor Company (for a De-SPAC Transaction) must 

file a new application for listing (Form A1) in accordance with Chapter 9 of the Listing Rules.  
For a list of documents required to be filed with the Exchange together with the respective 
listing applications, please refer to the Checklists and Forms for New Applicants available 
on the Exchange’s website. 

C. Prospectus and Disclosure Requirements for SPAC Listings and De-SPAC 
Transactions under C(WUMP)O 
 At initial listing    

21. A SPAC should seek legal advice on the extent to which its listing document must comply 
with the prospectus requirements of C(WUMP)O.   

At De-SPAC Transaction    

22. The Exchange will view a De-SPAC Transaction as equivalent to an offering to the public 
and accordingly, we will vet the listing document issued for the De-SPAC Transaction on 
the basis that it must meet the relevant prospectus requirements of C(WUMP)O in full. 

https://www.hkex.com.hk/Listing/Rules-and-Guidance/Forms/New-Applicants/Checklists-and-forms-for-applications-after-20180215?sc_lang=en
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D. Stock Marker 
23. The listed securities of SPAC will be assigned a special stock short name marker.  The stock 

short names of SPAC Shares will end with the marker “Z” and the stock short names of 

SPAC Warrants will end with the marker “Z Y Y M M” or “Z Y Y” (with YY representing the 

expiry year and MM representing the expiry month of the SPAC Warrants). This information 

is also displayed on the HKEX website (link).  

E. Funds in escrow account - meaning of cash equivalent  

24. Rule 18B.18 requires the proceeds from a SPAC’s initial offering to be held in the form of 
cash or cash equivalent.  

25. The Exchange considers short-term securities issued by governments with a minimum 
credit rating of (a) A-1 by Standard & Poor’s Ratings Services; (b) P-1 by Moody’s Investors 

Service; (c) F1 by Fitch Ratings; or (d) an equivalent rating by a credit rating agency 
acceptable to the Exchange as cash equivalent for the purpose of Rule 18B.18.  

F. Financial Information and Accounting Matters 
Disclosure of Significant Accounting Policies and Judgements 

26. SPACs with, or seeking, a listing on the Exchange are advised to consult their reporting 
accountants (and other professional advisers, as appropriate) to evaluate the accounting 
implications for complex areas arising from SPAC transactions (such as the issuance of 
shares and warrants) with reference to applicable financial reporting standards.  

27. Significant accounting policies and judgements for SPAC transactions and material events 
that occurred subsequent to the balance sheet date, which have a significant effect on the 
amounts recognised in the financial statements and/or are relevant to an understanding of 
the financial information included in the SPAC’s listing document, should be disclosed in 

the accountants’ report as required under the applicable accounting standards. In particular, 

in the context of initial listing of SPAC, those disclosures should also cover accounting 
policies for transactions entered into subsequent to the balance sheet date.  

Pro Forma Net Tangible Assets/Liabilities 

28. A SPAC’s pro forma net tangible assets/liabilities (as required by paragraph 21 of Appendix 

1A to the Rules) must provide sufficient information in accordance with Rule 4.29 to illustrate 
the potential financial impact arising from a SPAC’s initial listing (including but not limited to 

the effects of the shares and other financial instruments issued or to be issued by SPACs) 
by way of pro forma adjustments and notes, where appropriate, so that investors can 
understand the accounting implications of the shares and financial instruments. 

https://www.hkex.com.hk/Products/Securities/Equities?sc_lang=en
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Statement of Working Capital Sufficiency 

29. Rule 8.21A requires, among other things, a new applicant to include a working capital 
statement in its listing document.  This also applies to SPACs and the listing document of a 
SPAC should disclose the basis of the directors’ view on its working capital sufficiency as 

required under paragraph 36 of Appendix 1A to the Rules and the basis upon which the 
sponsor concurs with the directors’ view. For the purpose of this requirement, the relevant 

cash flow forecast should focus on the working capital needed to cover the operating 
expenses prior to the De-SPAC Transaction and exclude any amounts of the initial offering 
proceeds that are subject to redemption or amounts that are expected to be used to fund a 
De-SPAC Transaction. 

G. Sophisticated Independent Third Party Investors  

30. Rule 18B.42 states that the independent third party investment referred to in Rule 18B.41 
must include significant investment from sophisticated investors, as defined by the 
Exchange in guidance published on the Exchange’s website as amended from time to time. 

31. The Exchange will consider this requirement to be met if at least 50% of the value of the 
independent third party investment referred to in Rule 18B.41 is contributed by no fewer 
than three investors that demonstrate one of the following characteristics.  These investors 
must either be: 

(a) an asset management firm with assets under management of at least 
HK$8,000,000,000; or  

(b) a fund with a fund size of at least HK$8,000,000,000. 

32. The SPAC must provide the Exchange with information to demonstrate that the third party 
investors satisfy the characteristics referred to in paragraph 31. 

33. A fund managed by a fund manager that has assets under management of an amount that 
meets the threshold set out in paragraph 31 would qualify as a sophisticated investor for 
the purpose of Rule 18B.42.   

34. A SPAC must demonstrate to the Exchange that the independent third party investment 

required under Rules 18B.41 and 18B.42 (i.e. including the investment by the investors 
referred to in paragraph 31) have been committed by the time of the De-SPAC 

Announcement. 

H. Content of the Announcement of De-SPAC Transaction 

35. Rule 18B.39 requires a De-SPAC Target to have a fair market value representing at least 

80% of the funds raised by the SPAC from its initial offering.  

36. Rules 18B.44 to 18B.48 sets out the requirements relating to the announcement of De-
SPAC Transaction (“De-SPAC Announcement”). Rule 18B.45 states that the Exchange 
may issue guidance on the Exchange’s website, as amended from time to time, on 
requirements for the contents of the De-SPAC Announcement. 
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37. In addition to the requirements set out in Listing Rules 18B.44 to 18B.48, a De-SPAC 
Announcement must also include: 

(a) a description of all the independent third party investors referred to in Rule 18B.41 
(including the sophisticated independent third party investors referred to in paragraph 
31 of this letter), and the principal terms of their investments; 

(b) the identities of, and amounts committed by, the independent third party investors 

referred to in Rule 18B.41;  

(c) the negotiated value of the De-SPAC Target and the basis upon which such value was 

determined; 

(d) the board of directors’ opinion confirming the satisfaction of the requirement in Rule 

18B.39 and the basis of such opinion (in a form acceptable to the Exchange); and 

(e) the material terms of any earn-out rights referred to in Note 1 to Rule 18B.29(1). 

I. “Fair Market Value” for the purpose of Rule 18B.39 
38. When assessing the board of directors’ opinion on the satisfaction of the “fair market value” 

requirement of Rule 18B.39, the Exchange will adopt a holistic approach and take into 
account factors such as (a) the basis of the opinion, (b) the negotiated value of the De-
SPAC Target as agreed by parties; (c) the sponsor’s opinion; (d) the amount committed by, 
and involvement of and validation by the independent third party investors; and (e) the 
valuation of comparable companies.  

J. Participation by a SPAC Promoter in a SPAC’s initial offering and De-SPAC 
Transaction 

39. The Existing Shareholders Conditions referred to in HKEX Guidance Letter HKEX-GL85-16 
are dis-applied to permit a SPAC Promoter to participate in: (a) an offering of SPAC Shares 
at the initial listing of a SPAC; and/or (b) the financing of a De-SPAC Transaction, subject 
to the conditions below, which may be modified as the Exchange considers necessary:  

(a) the SPAC Promoter meets the definition of a Professional Investor; 

(b) the SPAC or the Successor Company (as the case may be) complies with all 
applicable open market requirements, including Rule 18B.05 or 18B.65 (as 
applicable); 

(c) the price and terms of subscription of shares by the SPAC Promoter must be 
substantially the same as, or are not more favourable to the SPAC Promoter, than 
those available to other investors who are investing in the SPAC or the Successor 
Company (as the case may be) at the same time as the SPAC Promoter, and any 
such participation increases the SPAC Promoter’s “capital at risk” to align its interests 

more closely with the interest of ordinary shareholders; 
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(d) the SPAC or the Successor Company (as the case may be) and the relevant sponsor 
must confirm to the Exchange that no preferential treatment has been, nor will be, 
given to the SPAC Promoter other than the preferential treatment of assured 
entitlement; and  

(e) the participation is disclosed prominently in the listing document produced for the 
purpose of the SPAC’s listing or the De-SPAC Transaction (as the case may be). 

K. Forward Purchase Agreements 

40. In the US, a SPAC may enter into a forward purchase agreement with the SPAC Promoters 
or other institutional investors before the initial listing of the SPAC, under which the 
purchaser would commit to subscribe, and the SPAC would commit to issue, equity in 
connection with the De-SPAC Transaction at a specified amount. The forward purchase 
agreement may also contain an option for the purchaser to subscribe for additional equity 
for up to a specified amount, exercisable at the discretion of the purchaser.  

41. As a SPAC Promoter would be a connected person of a SPAC2, any such forward purchase 
agreement entered into by the SPAC Promoter or its associate with a SPAC would 
constitute a connected transaction under the Rules.  

42. A SPAC wishing to apply for a modification or waiver of these Rules for the purpose of 
entering into such a forward purchase agreement before the initial listing must provide the 
Exchange with full details of the proposed agreement at the earliest opportunity.  The 
Exchange will consider such applications on a case-by-case based on the individual merits 
of the case.  

L. Loans granted by a SPAC Promoter to a SPAC  
43. In the US, it is common practice for a SPAC to be advanced loans by its SPAC Promoter to 

meet the SPAC’s working capital needs, normally through promissory notes. 

Prohibition of loan which allows conversion at the discretion of a SPAC or a SPAC Promoter  

44. The Exchange will prohibit such a loan if its terms permit settlement (in full or in part) through 
conversion of the loan into SPAC securities at the discretion of the SPAC or SPAC 
Promoter. This is to ensure that a SPAC Promoter is not able to avoid the risk of non-
completion of a De-SPAC Transaction that is normally borne by the beneficial owners of 
SPAC securities.  

                                                      
2 See Rule 18B.01. 
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Application of existing requirements  

45. If the terms of a loan to a SPAC state that it will be settled by the issuance of the securities 
of the SPAC (without the discretion referred to in paragraph 44), those terms of settlement 
must comply with all requirements relating to the issue of the relevant SPAC securities (e.g. 
restrictions on terms and issue price) as set out in Chapter 18B3. The SPAC securities to 
be issued to settle the loan will also be counted in the relevant dilution cap4.  Please note 
that Section J of this letter may also apply.   

46. As a SPAC Promoter is a connected person of a SPAC5, loans granted by SPAC Promoters 
to a SPAC would be subject to the connected transaction requirements of Chapter 14A of 
the Rules. Accordingly:   

(a) if the loan will not be settled by the securities of the SPAC, such a loan will be fully 
exempt from the connected transaction requirements only if such financial assistance 
is: (a) conducted on normal commercial terms or better; and (b) not secured by the 

assets of the listed issuer’s group6; or  

(b) if the loan will be settled by the securities of the SPAC, such a loan will be subject to 
compliance with all applicable connected transaction requirements under Chapter 14A 
of the Listing Rules, including the requirements relating to independent shareholder 
approval 7 . Listed issuers are also reminded to consider other Rule implications 
(including those of Chapter 13 and Chapter 15) in relation to the issuance of such 
securities. 

M. Additional connected transaction requirements under Rule 18B.56 

47. With respect to a De-SPAC Transaction that is a connected transaction under Chapter 14A, 
a SPAC must comply with the applicable connected transaction requirements in Chapter 
14A as well as the additional connected transaction requirements under Rule 18B.56. 

                                                      
3 Including Rules 18B.07, 18B.22, 18B.30 and 18B.31. 
4 Rule 18B.23 (with respect to warrants) and Rule 18B.29 (with respect to Promoter Shares). 
5 Rule 18B.01. 
6 See Rule 14A.90. 
7 See Rules 14A.36 to 14A.39. 
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48. Where a De-SPAC Transaction constitutes a connected transaction solely by virtue of Rule 

14A.28, the Exchange will consider waiving the additional connected transaction 
requirements under Rule 18B.56 provided that (i) all  shareholders of the De-SPAC Target 

are not connected persons of the SPAC and are independent of the SPAC and its connected 

persons8; and (ii) a substantial shareholder of the De-SPAC Target will, as a result of the 

De-SPAC Transaction, become a controller or an associate of a controller of the Successor 

Company. For the avoidance of doubt, the Exchange will continue to apply the applicable 

connected transaction requirements under Chapter 14A in such circumstances, and an 

independent financial adviser must be appointed by the SPAC to make recommendations 

to the independent board committee and shareholders on the De-SPAC Transaction. The 

Exchange will also continue to apply the additional connected transaction requirements 

under Rule 18B.56 to a De-SPAC Transaction that may confer benefits on connected 

persons through their interests in the entities involved in the transaction, as contemplated 

under Rule 14A.23 and the Consultation Paper on SPAC. 

 

                                                      
8 The SPAC should confirm that (i) all shareholders of the De-SPAC Target are not connected persons of 

the SPAC and are independent of the SPAC and its connected persons; and (ii) there is no agreement, 
arrangement, understanding or undertaking (whether formal or informal and whether express or implied) 
between any shareholders of the De-SPAC Target and any connected persons of the SPAC with respect 
to the De-SPAC Transaction. 
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HKEX GUIDANCE LETTER  

HKEX-GL112-22 (January 2022)  

Subject Change of listing status from secondary listing to dual-
primary or primary listing on the Main Board 

Listing Rules and 
Regulations 

Main Board Listing Rules 19C.11, 19C.11A, 19C.11B, 
19C.11C, 19C.13 and 19C.13A  

Related 
Publications 

HKEX-GL94-18 - Suitability for Secondary Listing as a 
Qualifying Issuer under Chapter 19C 

Author IPO Vetting Department 

Important note: This letter does not override the Listing Rules and is not a substitute 
for advice from qualified professional advisers. If there is any conflict or inconsistency 

between this letter and the Listing Rules, the Listing Rules shall prevail. You may 

consult the Listing Division on a confidential basis for an interpretation of the Listing 
Rules, or this letter. All references in this letter to the Listing Rules means the Main 
Board Listing Rules. Defined terms in the Listing Rules shall have the same meaning 

in this letter. 

1. Purpose 

1.1 This letter provides guidance to Overseas Issuers1 that have a secondary listing 
on the Exchange pursuant to Chapter 19C of the Listing Rules with regards to 
issues relating to:  

 
(a)       the migration of the majority of trading in their listed shares to the 

Exchange’s markets under Listing Rule 19C.13 (“Migration”);  
 
(b)      voluntary conversion to dual-primary listing on the Exchange (“Primary 

Conversion”); and  
 
(c)       de-listing (voluntary or involuntary) of their shares or depositary receipts 

issued on their shares from the Recognised Stock Exchange2 on which 
they are primary listed under Listing Rule 19C.13A (“Overseas De-
listing”).  

 
Any reference to shares in this letter shall include depositary receipts issued on 
such shares where applicable.  

                                                           

1  As defined in Chapter 1 of the Listing Rules. 
2  As defined in Chapter 1 of the Listing Rules. 



2 
 

2. Relevant Listing Rules 

2.1 Listing Rule 19C.13 states that if the majority of trading in an Overseas Issuer’s 
listed shares migrates to the Exchange’s markets on a permanent basis, the 
Exchange will regard the issuer as having a dual-primary listing and 
consequently Listing Rules 19C.11, 19C.11A, 19C.11B and 19C.11C (as 
applicable) will no longer apply to the Overseas Issuer. Listing Rules 19.02, 
19.58 to 19.59 relating to the basis for waivers, modifications and exceptions 
and common waivers for Overseas Issuers may apply depending on the 
relevant facts and circumstances.  

2.2 Note 1 to Listing Rule 19C.13 states that the majority of trading in an Overseas 
Issuer’s listed shares is considered to have migrated to the Exchange’s markets 
on a permanent basis if 55% or more of the total worldwide trading volume, by 
dollar value, of those shares (including the volume of trading in depositary 
receipts issued on those shares) over the Overseas Issuer’s most recent 
financial year, takes place on the Exchange’s markets.  

2.3 Note 2 to Listing Rule 19C.13 provides such an Overseas Issuer (“Migration 
Issuer”) with a grace period of 12 months within which to comply with the 
applicable Listing Rules (“Migration Grace Period”).3   The Migration Grace 
Period will end at midnight on the first anniversary of the date of the Exchange’s 
written notice of its decision that the majority of trading in the listed shares has 
migrated permanently to the Exchange’s markets (“Migration Exchange 
Notice”).  

2.4 Listing Rule 19C.13A states that if an Overseas Issuer’s shares or depositary 
receipts issued on its shares (as the case may be) cease to be listed on the 
Recognised Stock Exchange on which it is primary listed, the Exchange will 
regard the issuer as having a primary listing in Hong Kong and consequently 
Listing Rules 19C.11, 19C.11A, 19C.11B and 19C.11C (as applicable) will no 

longer apply to the issuer.  

2.5 Listing Rule 2.04 states that the Exchange may waive, modify or not require 
compliance with the 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.  

3. Guidance 

3.1 The Exchange will regard an Overseas Issuer as having (i) a dual-primary listing 
on the Exchange upon the expiry of Migration Grace Period or the effective date 

                                                           

3  For the avoidance of doubt, the Migration Grace Period is conditional on the continued primary listing of the 

Overseas Issuer on the relevant Recognised Stock Exchange.  If this condition is not fulfilled, the Overseas 

Issuer would be subject to the relevant guidance under the section headed “D. De-listing from a Recognised 

Stock Exchange of primary listing” in this guidance letter.  
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of Primary Conversion; and (ii) a primary listing on the Exchange upon the 
effective date of Overseas De-listing (“Change of Listing Status”).  

A. General -  Dis-application of exceptions, waivers and exemptions upon 
Change of Listing Status 

3.2 Upon a Change of Listing Status, all exceptions, waivers and exemptions 
available to an Overseas Issuer on the basis of, or conditional upon, its 
secondary listing status will cease to apply4 save as otherwise provided under 
the “Applicability of Listing Rules to transactions entered into before the Change 

of Listing Status” in the Appendix.  See also paragraphs 3.10, 3.17, 3.24 and 
3.34 for the arrangements relating to the dis-application of the stock marker “S”. 

3.3 For those exceptions, waivers and exemptions available to an Overseas Issuer 
which were not expressly conditional on its secondary listing status (“specific 
waivers”), in general, they will continue to apply despite a Change of Listing 
Status. However, a change in the nature of a secondary listed Overseas 
Issuer’s listing status due to Migration, Primary Conversion or Overseas De-
listing may constitute a change in circumstances that may result in a prior 
specific waiver being no longer appropriate.  Therefore, the Exchange may 
revisit any prior specific waiver granted to an Overseas Issuer which is not 
granted on the basis of, or conditional upon, its secondary listing status and has 
the right to withdraw a specific waiver under such circumstances pursuant to 
Listing Rule 2.04.  

3.4 Accordingly, unless waivers (including any grace period) are granted in respect 
of specific Listing Rules (see paragraphs 3.7 to 3.8) and save as otherwise 
provided under “Applicability of Listing Rules to transactions entered into before 
the Change of Listing Status” in the Appendix, an Overseas Issuer will become 
subject to all Listing Rules applicable to a dual primary or primary listed issuer5 
immediately upon a Change of Listing Status, and must make arrangements at 

the earliest opportunity to ensure full compliance of applicable Listing Rules.  

3.5 This means that upon a Change of Listing Status, an Overseas Issuer should 
observe the following:  

(a) In relation to corporate governance requirements under the Listing Rules, 
for example, the establishment of an audit committee, an Overseas Issuer 
should ensure all changes to its corporate and organisational structure 

                                                           

4  This includes exceptions, waivers and exemptions to the Listing Rules set out in Listing Rules 19C.11, 
19C.11A, 19C.11B and 19C.11C but subject to paragraph 3.3, excludes those exceptions, waivers and 
exemptions available to an Overseas Issuer which were not expressly conditional on its secondary listing 
status. 

5  This includes Listing Rules previously not applicable to the Overseas Issuers such as Listing Rules 6.12 to 
6.15 in relation to withdrawal of listing, Listing Rules 19.09 to 19.61 in relation to additional requirements, 
modifications or exceptions which apply to an Overseas Issuer whose primary listing is on the Exchange 
(where applicable). 
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have been introduced to enable itself to be fully compliant with the relevant 
Listing Rules;  

(b) In relation to other applicable Listing Rules, i.e. the compliance with which 
are usually event-driven and/ or time-based in nature (for example, (a) 
Model Code for Securities Transactions by Directors of Listed Issuers 
(Appendix 10 of the Listing Rules); (b) restriction on purchase of own 
shares; (c) notifiable transactions; and (d) connected transactions), an 
Overseas Issuer is expected to have put in place all necessary internal 
control systems upon a Change of Listing Status to monitor its ongoing 

compliance from time to time and, if applicable, carry out all such actions 
in accordance with the relevant Listing Rules when the situation requires.   

Should an Overseas Issuer envisage any issues arising in connection with 
Migration, Primary Conversion or Overseas De-listing, it is expected to consult 
the Exchange as early as practicable.  

3.6 For the avoidance of doubt, a Migration Issuer and a Conversion Issuer (as 
defined in paragraph 3.23) can continue to adopt a body of alternative financial 
reporting standards (as set out in Guidance Letter HKEX-GL111-22 - Guidance 
for Overseas Issuers) as the accounting standards used for the preparation of 
its financial statements provided that such Overseas Issuer maintains a primary 
listing in the relevant jurisdiction of the alternative overseas financial reporting 
standards6. 

Waiver applications (including applications for a grace period as a time-relief 

waiver) 

3.7 If an Overseas Issuer believes it has grounds for certain exceptions, waivers or 
exemptions to continue after the Change of Listing Status or wishes to apply for 
a new waiver from strict compliance with any Listing Rules, it should submit an 

application(s) to the Exchange in accordance with the timing referred to in 
paragraphs 3.15(b), 3.23 and 3.33 or, if it is not possible, at the earliest 
opportunity.   

3.8 The waiver application(s) under paragraphs 3.7 should contain sufficient 
information to demonstrate the basis for the Exchange to grant (or as the case 
may be, continue to grant) such waiver(s), including the reasons why any 
exception, waiver or exemption should apply (or as the case may be, continue 
to apply). The Exchange will make the assessment on a case-by-case basis 
and exercise its discretion as to whether to grant the waiver(s).  

 

 

                                                           

6       Only issuers incorporated in a member state of the European Union are allowed to adopt EU-IFRS. 
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Dis-application of stock marker “S” and the application of the stock maker “TP” 
in the stock short name 

 
3.9 The purpose of the stock marker “S” in the stock short name of a secondary 

listed issuer is to provide sufficient notification to inform investors that the 
relevant issuer is not subject to the full extent of the Listing Rules due to its 
status as a secondary listed issuer.    

3.10 Normally, the stock marker “S” should be retained until the Change of Listing 
Status, subject to the following sub-paragraphs:  

(a) for Migration Issuers, the stock marker “S” will not be dis-applied until a 
Migration Issuer is able to comply with all relevant Listing Rules 
applicable to a dual primary listed issuer (except as otherwise provided 
under “Applicability of Listing Rules to transactions entered into before 
the Change of Listing Status” in the Appendix). The rationale is to provide 
an indication to investors that such Migration Issuer has yet to make all 
necessary arrangements to enable itself to fully comply with all relevant 
Listing Rules applicable to a dual primary listed issuer and remains to be 
regarded as a secondary listed issuer.  

(b) for Conversion Issuers and De-listing Issuers (as defined in paragraph 
3.33), the stock marker “S” in the stock short name will be dis-applied on 
the effective date of Primary Conversion or Overseas De-listing.    

If any Overseas Issuer anticipates difficulty in complying fully with the 
applicable Listing Rules immediately upon the Change of Listing Status 
and would like to apply for a grace period as time-relief waiver, the 
Exchange will consider the application on a case-by-case basis. Grace 
period will only be granted under rare and exceptional circumstances 
based on compelling reasons so that the Overseas Issuer may make 
necessary arrangements during such period to enable itself to comply 
with the Listing Rules as soon as practicable. Please see paragraph 3.26 
(for Conversion Issuer) and paragraph 3.39 (for De-listing Issuer) for 
details of the grace period. 

 
Should any grace period be granted to a Conversion Issuer or a De-
listing Issuer, the Exchange has the power to require the Conversion 
Issuer or De-listing Issuer to have a stock short name that ends with the 
stock marker “TP” when the Exchange considers necessary taking into 
account the nature and the materiality of the non-compliance with the 
Listing Rules covered by the grace period. The purpose of the stock 
marker “TP” is to inform investors that such Conversion Issuer or De-
listing Issuer, while having been reclassified as having a dual primary or 
primary listing after the Primary Conversion or Overseas De-listing (as 
the case may be), is under transitional arrangements to enable itself to 
achieve full compliance with all applicable Listing Rules.  
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B. Migration of the majority of trading in an Overseas Issuer’s shares to the 
Exchange’s markets under Chapter 19C 

Responsibility for monitoring 

3.11 Subject to paragraph 3.12 below, all secondary listed Overseas Issuers should 
monitor their compliance with Listing Rule 19C.13 from the start of their first 
full financial year after listing on the Exchange.  

3.12 Existing Overseas Issuers which are Greater China Issuers7 and listed on the 
Exchange’s markets under Chapter 19C of the Listing Rules on or before 31 

December 2021 have been subject to Listing Rule 19C.13 since their listing. 
For Overseas Issuers (i) that are Non-Greater China Issuers8 that secondary 
listed through Chapter 19C of the Listing Rules; or (ii) listed on the Exchange’s 
markets under the route to secondary listing on the Exchange in accordance 
with the requirement set out in section 5 of the JPS9on or before 31 December 
2021, they should monitor their compliance with Listing Rule 19C.13 from the 
start of their first full financial year that commences on or after the relevant 
amendments to the Listing Rules10 come into effect (that is, 1 January 2022), 
for example, where such existing secondary listed Overseas Issuer has its 
financial year beginning from 1 January, it should monitor its compliance with 
Listing Rule 19C.13 from 1 January 2022.  

Method of calculation of trading migration test 

3.13 The following method is to be used to calculate the percentage of trading 
volume by dollar value on the Exchange’s markets for the purpose of Listing 
Rule 19C.13: 

= 

Total trading volume in Hong Kong by dollar value over a full financial 

year 
x 100% 

Total worldwide trading volume by dollar value over a full      financial 

year 

 

  

                                                           

7       As defined in Chapter 1 in the Listing Rules. 
8       As defined in Chapter 1 in the Listing Rules. 
9       The “Joint policy statement regarding the listing of overseas companies” first published jointly by the 

Exchange and the SFC in 2007, updated on 27 September 2013 and on 30 April 2018 and was withdrawn 
on 31 December 2021. 

10      Certain amendments to the Listing Rules following the Exchange’s consultation on the Listing Regime for 
Overseas Issuers have become effective since 1 January 2022. 
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3.14 For the purpose of calculating “dollar value” and the exchange rate to be 
adopted, data published by a reputable independent third party market data 
provider is expected to be used.  

Notification to the Exchange 

3.15 Subject to paragraph 3.11 above, a secondary listed Overseas Issuer should 
notify the Exchange in writing: 

(a) within 5 business days of the end of the third quarter of its financial year, 

as to whether or not the trading volume of its shares, by dollar value,  in 
Hong Kong has exceeded 50% of the total worldwide trading volume, by 
dollar value, of those shares (including the volume of trading in 
depositary receipts issued on those shares) based on the trading volume 
over that nine-month period and the respective total trading volume  of 
its shares, by dollar value, in Hong Kong and the total worldwide trading 
volume over that period; and 

(b) within 5 business days of the end of its financial year, as to whether or 
not the trading volume of its shares, by dollar value, in Hong Kong has 
exceeded 55% of the total worldwide trading volume, by dollar value, of 
those shares (including the volume of trading in depositary receipts 
issued on those shares) based on the trading volume over that financial 
year and the respective total trading volume of its shares, by dollar value,  
in Hong Kong and the total worldwide trading volume over that year. The 
notification to the Exchange shall be accompanied by waiver application 
(if any) under paragraph 3.7. 

3.16 If the notification to the Exchange required by paragraph 3.15(a) above states 
that the relevant trading volume in the Overseas Issuer’s shares has 
exceeded the threshold set out in that paragraph, the Overseas Issuer should 
begin its assessment of the impact to it of the dis-application of exceptions, 
waivers and exemptions due to the application of Listing Rule 19C.13 and the 
potential withdrawal of specific waivers granted by the Exchange, so that it is 
in a position to publish the announcement required by paragraph 3.20 below 
at the relevant time.  

3.17 The Exchange will consider the notification made to it by an Overseas Issuer 
under paragraph 3.15(b) and may require additional information from the 
Overseas Issuer. Following its review of the information, the Exchange will 
issue a Migration Exchange Notice to the Overseas Issuer if it decides that 
the majority of trading in the listed shares in such Overseas Issuer has 
migrated permanently to the Exchange’s markets under Listing Rule 19C.13 
and it will regard such Migration Issuer as having a dual-primary (rather than 
secondary) listing status on the Exchange upon the expiry of the Migration 
Grace Period. The Migration Exchange Notice will also inform the Migration 
Issuer that the stock marker “S” in the stock short name will be dis-applied 
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only when such Migration Issuer is able to fully comply with all the relevant 
Listing Rules applicable to a dual primary listed issuer 11 . In the event a 
Migration Issuer is unable to implement all necessary changes to its corporate 
and organisational structure in order to comply with the corporate government 
requirements in the Listing Rules (e.g. Rule 3.21 and Rule 3.23 relating to the 
establishment of the audit committee) and/ or put in place an internal control 
system to enable itself to fully comply with an applicable Listing Rule upon the 
expiration of the Migration Grace Period, the stock marker “S” shall remain in 
the stock short name and can only be removed after all rectification measures 
have been carried out and the Migration Issuer is fully compliant with all 
applicable Listing Rules.  Besides, the Exchange may also consider pursuing 
disciplinary actions in respect of the non-compliance with the relevant Listing 
Rules. 

3.18 For the avoidance of doubt, notwithstanding the receipt of the Migration 
Exchange Notice, save as otherwise provided under “Applicability of Listing 
Rules to transactions entered into before the Change of Listing Status” in the 
Appendix, a Migration Issuer will continue to be entitled to the exceptions, 
waivers and exemptions granted or applicable to it as a secondary listed 
Overseas Issuer on the Exchange before the expiry of the Migration Grace 
Period. 
 
Update report to the Exchange 
 

3.19 During the Migration Grace Period, the Migration Issuer should provide the 
Exchange with an update report, on a monthly basis, on its progress towards 
compliance with the Listing Rules that will apply to it at the end of the Migration 
Grace Period. 

Migration Issuer’s announcements 
 

3.20 As soon as practicable after receiving a Migration Exchange Notice under 
paragraph 3.17 above, the Migration Issuer must publish an announcement 
stating that the majority of the trading of its shares has migrated to the 
Exchange’s markets on a permanent basis under Listing Rule 19C.13, 
including:   

(a) details of the consequences of the Migration Exchange Notice;  

(b) details of the Migration Grace Period;  

(c) its obligation to make necessary arrangements to enable it to fully comply 
with applicable Listing Rules upon the end of the Migration Grace Period; 
the potential consequences of its failure to comply with this obligation; 

                                                           

11     Refer to paragraph 3.5 which sets out the expectation on the Migration Issuer relating to compliance with 
the applicable Listing Rules upon the expiry of the Migration Grace Period. 
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the potential consequences of the withdrawal of any specific waivers 
from strict compliance with any Listing Rules granted by the Exchange 
on an individual basis upon the end of the Migration Grace Period;  

(d) where applicable, the Migration Issuer’s intention to apply to the 
Exchange for certain exception(s), waiver(s) and / or exemption(s) to 
continue after the Migration Grace Period ends and that the Exchange 
may or may not grant such exception(s), waiver(s) or exemption(s);  

(e) the potential impact to shareholders and potential investors of any 

transitional measures to be put in place during the Migration Grace 
Period; and 

(f) the stock marker “S” continues to apply until the expiry of the Migration 
Grace Period provided that such Migration Issuer is in compliance with 
all the relevant Listing Rules applicable to a dual primary listed issuer by 
then.  

3.21 Upon the expiration of the Migration Grace Period, the Migration Issuer should 
publish an announcement which must state: 

(a) the Migration Grace Period has ended; 

(b) where applicable, any continuing transaction that will continue to be 
exempted pursuant to Note 3 to Listing Rule 19C.13 and the details of 
the relevant continuing transaction(s); 

(c) its obligations to comply with all applicable Listing Rules as a dual-
primary listed Overseas Issuer on the Exchange following the expiry of 
the Migration Grace Period; the potential consequences of its failure to 
comply with these obligations following the expiry of the Migration Grace 

Period; and the consequences of the withdrawal of any specific waiver 
from strict compliance with any Listing Rules granted by the Exchange 
on an individual basis; 

(d) where applicable, details of any waiver(s) from strict compliance with any 
Listing Rules, including conditions and bases for granting such waiver(s);  

(e) (in the event that the Migration Issuer has already introduced all changes 
to its corporate and organisational structure to comply with all corporate 
governance requirements under the Listing Rules applicable to a dual 

primary listed issuer and put in place an internal control system to ensure 

ongoing compliance with other applicable Listing Rules) the dis-
application of the stock marker “S”; and 

(f) (in the event that the Migration Issuer has not yet introduced all changes 
to its corporate and organisational structure to comply with all corporate 
governance requirements under the Listing Rules applicable to a dual 
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primary listed issuer and/ or put in place an internal control system to 
ensure ongoing compliance with other applicable Listing Rules) the stock 
maker “S” continues to apply; details of such breaches of Listing Rules 
and the progress of the rectification and the amount of time needed for 
full compliance with the specific Listing Rules12. 

Failure to comply with applicable Listing Rule(s) 
 

3.22 In the event that a Migration Issuer is unable to fully comply with an applicable 
Listing Rule upon the expiration of the Migration Grace Period (save for any 

continuing transaction that will continue to be exempted pursuant to Note 3 to 
Listing Rule 19C.13), the Exchange may, on a case by case basis, exercise 
its discretion to extend a grace period, suspend trading of such Migration 
Issuer’s shares or impose other measures as it considers necessary for the 
protection of the investors and the maintenance of an orderly market. If any 
extended grace period has been granted under a time-relief waiver, the 
Overseas Issue shall publish an announcement upon the grant and the expiry 
of such extended grace period, informing the shareholders and the investors 
of the status of compliance. 

C. Primary Conversion to dual-primary listing 

Application to the Exchange 

3.23 An Overseas Issuer seeking a Primary Conversion (“Conversion Issuer”) 
should apply to the Exchange in writing with regards to its plan to carry out a 
Primary Conversion (“Primary Conversion Application”) together with any 
waiver application(s) under paragraph 3.7, or if not possible, at the earliest 
opportunity but not later than the effective date of the Primary Conversion. The 
Primary Conversion Application should contain:  

(a) the expected date on which the Primary Conversion will become effective, 
at which time the Conversion Issuer must be able to comply with all the 
relevant Listing Rules applicable to a dual-primary listed issuer13; and  

(b) the detailed plan and arrangements on how it will comply with the 
applicable Listing Rules. In particular, where the Conversion Issuer was 
previously granted waivers by virtue of its secondary listing status but 
going forward it would not apply for such waivers upon the Primary 
Conversion, it shall set out clearly the arrangements in place to enable 
its full compliance with these rules.  

                                                           

12     Upon the rectification measures being put in place such that the Overseas Issuer is fully compliant with the 
specific Listing Rules, the Overseas Issuer shall publish an announcement updating the shareholders and 
investors of its latest status of compliance. 

13      Refer to paragraph 3.5 which sets out the expectation on the Conversion Issuer relating to compliance with 
the applicable Listing Rules upon the Primary Conversion becoming effective. 
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3.24 The Exchange will consider the information provided in the Primary 
Conversion Application and may require additional information. Following its 
review of the information, the Exchange will issue an acknowledgement to 
the Conversion Issuer (“Primary Conversion Exchange Acknowledgment”) 
which will (i) inform the Conversion Issuer on the dis-application of the stock 
marker “S” in the stock short name on the effective date of the Primary 
Conversion; and (ii) remind the Conversion Issuer that upon the Primary 
Conversion, it will regard such Conversion Issuer as having a dual-primary 
(rather than secondary) listing status on the Exchange.  

3.25 For the avoidance of doubt, notwithstanding the submission of the Primary 
Conversion Application or receipt of the Primary Conversion Exchange 
Acknowledgment, a Conversion Issuer will continue to be entitled to the 
exception(s), waiver(s) and exemption(s) granted or applicable to it as a 
secondary listed Overseas Issuer on the Exchange before the Primary 
Conversion becomes effective provided that it remains primary listed on a 
Recognised Stock Exchange. 

Grace period 
 

3.26 In general, a Conversion Issuer is expected to submit a Primary Conversion 
Application to the Exchange only when it believes that it would be in a position 
to be able to fully comply with the applicable Listing Rules upon the Primary 
Conversion becoming effective.  Therefore, a grace period will not normally 
be granted unless it is justified by a compelling reason.  An application for a 
grace period will be considered on a case-by-case basis (for example, on the 
basis that certain changes to the corporate structure for full compliance with 
the corporate governance requirements under the Listing Rules upon Primary 
Conversion may require shareholders’ approval and the Conversion Issuer 
can demonstrate to the Exchange that (i) there is imminent price sensitivity 
concern arising from issuing the circular and notice of meeting prior to the 

Conversion Issuer’s announcements (see paragraph 3.29) in order to comply 
with the local requirement on notice period and obtain shareholders’ approval 
before the effective date of Primary Conversion; and (ii) delaying the effective 
date of the Primary Conversion is not practicable).   

3.27 Should any grace period be granted on the basis of the specific 
circumstances of the Conversion Issuer, the Exchange has the power to 
require the Conversion Issuer to have its stock short name end with the stock 
marker “TP” upon the Primary Conversion becoming effective when the 
Exchange considers necessary taking into account the nature and the 
materiality of the non-compliance with the Listing Rules covered by the grace 
period. 

3.28 Any grace period granted under a time-relief waiver for a Conversion Issuer 
in exceptional circumstances will commence from the time of Primary 
Conversion. The length of the grace period for each Listing Rule under the 
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time-relief waiver will be assessed with reference to the individual facts and 
circumstances of the Conversion Issuer, including but not limited to (a) the 
expected date of the Primary Conversion; and (b) the amount of time 
reasonably needed for the Conversion Issuer to fully comply with the specific 
Listing Rules. 

Conversion Issuer’s announcements 
 

3.29 As soon as practicable after receiving a Primary Conversion Exchange 
Acknowledgment, the Conversion Issuer must publish an announcement 

stating the following:  

(a) the intention and / or reasons for the Primary Conversion;  

(b) the expected or estimated date of the Primary Conversion (i.e. the date 
on which the Conversion Issuer will be able to comply with all the 
relevant Listing Rules applicable to a dual-primary listed issuer unless 
otherwise waived or exempted);  

(c) its obligations to make necessary arrangements to enable it to comply 
with all applicable Listing Rules following the Primary Conversion; the 
potential consequences of its failure to comply with these obligations 
following the Primary Conversion; and the potential consequences of 
the withdrawal of any specific waiver from strict compliance with any 
Listing Rules granted by the Exchange on an individual basis upon 
Primary Conversion becoming effective;  

(d) where applicable, any application(s) made to the Exchange for 
exception(s), waiver(s) or exemption(s) from strict compliance with any 
Listing Rule following the Primary Conversion and that the Exchange 
may or may not grant such waiver(s); and 

(e) the potential impact to shareholders and potential investors of any 
transitional measures to be put in place before the Primary Conversion 
becomes effective. 

3.30 On or before the effective date of its Primary Conversion, the Conversion 
Issuer should publish an announcement which must state: 

(a) the Primary Conversion has become effective (or, as the case may be, 
the date on which the Primary Conversion is expected to become 
effective); 

(b) its obligations to comply with all applicable Listing Rules as a dual-
primary listed Overseas Issuer on the Exchange following the Primary 
Conversion; the potential consequences of its failure to comply with 
these obligations following the Primary Conversion; and the 
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consequences of the withdrawal of any waiver from strict compliance 
with any Listing Rules granted by the Exchange on an individual basis; 

(c) where applicable, details of any exception(s), waiver(s) or exemption(s) 
from strict compliance with any Listing Rules granted, including 
conditions and bases for granting such exception(s), waiver(s) or 
exemption(s);  

(d) the dis-application of the stock marker “S”; 

(e) (if the Conversion Issuer is granted any grace period) conditions and 

bases for granting a grace period including details of the Listing Rules 
in respect of which a grace period has been granted to the Conversion 
Issuer and the length of the grace period within which the Conversion 
Issuer is expected to make necessary arrangements to enable itself to 
comply with the applicable Listing Rules and the progress of the 
rectification; and 

(f) (if requested by the Exchange) the application of the stock marker “TP”. 

3.31 If any grace period has been granted under a time-relief waiver as described 
in paragraphs 3.10(b) and 3.26, the Conversion Issuer should publish an 
announcement upon expiration of all such grace periods informing the 
shareholders and the investors of its status of compliance.  

Failure to comply with applicable Listing Rule(s) 
 

3.32 In the event a Conversion Issuer is unable to fully comply with an applicable 
Listing Rule in time (where no waiver has been granted by the Exchange) 
upon its Primary Conversion, the Exchange may request the Conversion 
Issuer to delay the effective date of the Primary Conversion, in which case an 
announcement should be made by the Conversion Issuer on a timely basis. 
In the case where a grace period is granted pursuant to paragraphs 3.10(b) 
and 3.26, if the Conversion Issuer is still unable to fully comply with an 
applicable Listing Rule upon the expiry of the grace period, the Exchange 
may, on a case by case basis, exercise its discretion to extend the grace 
period, suspend trading of such Conversion Issuer’s shares and/ or impose 
other measures as it considers necessary for the protection of investors and 
the maintenance of an orderly market. If any extended grace period has been 
granted under a time-relief waiver, the Overseas Issuer shall publish an 
announcement upon the grant and expiry of such extended grace period, 
informing the shareholders and the investors of its status of compliance.  
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D. De-listing from a Recognised Stock Exchange of primary listing 

Notification to the Exchange 

3.33 An Overseas Issuer that starts to plan a voluntary de-listing, or that 
reasonably expects it may be de-listed involuntarily, from its Recognised 
Stock Exchange of primary listing (“De-listing Issuer”), should notify the 
Exchange of this possibility in writing (stating in the notification whether it is 
a voluntary de-listing, or it expects to be de-listed involuntarily and the bases 
for such expectation) as soon as practicable to give the Exchange early 

notice14 and submit any waiver application(s) under paragraph 3.7 or if not 
possible, at the earliest opportunity but not later than the effective date of the 
Overseas-De-listing. The De-listing Issuer Notification should contain: 

(a) the expected date on which the Overseas De-listing will become 
effective, following which the De-listing Issuer must be able to comply 
with all the relevant Listing Rules applicable to a primary listed issuer15; 
and  

(b) the detailed plan and arrangements on how it will comply with the 
applicable rules. In particular, where the De-listing Issuer was previously 
granted waivers by virtue of its secondary listing status but going 
forward it would not apply for such waivers upon the Overseas De-listing, 
it shall set out clearly the arrangements in place to enable its full 
compliance with these rules.  

3.34 The Exchange will consider the information provided in the De-listing Issuer 
Notification and may require additional information. Following its review of the 
information, the Exchange will issue an acknowledgment to the De-listing 
Issuer (“Overseas De-listing Exchange Acknowledgment”) which will (i) 
inform the De-listing Issuer on the dis-application of the stock marker “S” on 

the effective date of the Overseas De-listing; and (ii) remind the De-listing 
Issuer that upon the Overseas De-listing, it will regard such De-listing Issuer 
as having a primary (rather than dual-primary or secondary) listing status on 
the Exchange. 

3.35 For a De-listing Issuer seeking a voluntary delisting from its Recognised 
Stock Exchange of primary listing, the Exchange would like to emphasise that 
the De-listing Issuer is expected to submit the De-listing Issuer Notification 
only if it considers itself being able to fully comply with the applicable Listing 
Rules upon the Overseas De-listing becoming effective.  See paragraphs 

                                                           

14  For a secondary listed Overseas Issuer with primary listing on an exchange in the United States, such 
notification should be submitted to the Exchange as soon as practicable and before the first filing of Form 
8K (domestic issuer) / 6K (foreign private issuer) with the US Securities and Exchange Commission which 
formally announces the potential de-listing. 

15  Refer to paragraph 3.5 which sets out the expectation on the De-listing Issuer relating to compliance with 
the applicable Listing Rules upon the Overseas De-listing becoming effective. 
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3.10(b) and 3.39 for the Exchange’s approach to an application for a grace 
period. 

3.36 For the avoidance of doubt, notwithstanding the submission of the De-listing 
Issuer Notification or receipt of the Overseas De-listing Exchange 
Acknowledgment, a De-listing Issuer will continue to be entitled to the 
exceptions, waivers or exemptions granted or applicable to it as a secondary 
listed Overseas Issuer on the Exchange before its Overseas De-listing 
becomes effective provided that it remains primary listed on a Recognised 
Stock Exchange.  

Grace period in respect of financial reporting standards 
 

3.37 Listing Rules 19.13 and 19.25A provide that accountants’ reports and annual 
accounts are required to conform to financial reporting standards acceptable 
to the Exchange, which will normally be Hong Kong Financial Reporting 
Standards (“HKFRS”) or International Financial Reporting Standards 
(“IFRS”). 

3.38 As set out in Note 4 to Rule 19C.23, where the annual accounts of a De-
listing Issuer have been drawn up in conformity with alternative overseas 
financial reporting standards in accordance with Listing Rule 19C.23 (other 
than issuers incorporated in an EU member state which adopted EU-IFRS), 
it shall adopt HKFRS or IFRS with a grace period of one year from its 
Overseas De-listing to make the necessary amendments to its internal 
controls to facilitate the change upon Overseas De-listing. This means that 
any interim and annual financial statements falling due, and published, after 
the first anniversary of the Overseas De-listing shall be prepared in 
accordance with either HKFRS or IFRS. This grace period is automatic and 
no application to the Exchange is required.   

Grace period in respect of other Listing Rules 
 

3.39 As a general principle, a De-listing Issuer is expected to comply with all the 
Listing Rules as applicable to other primary listed Overseas Issuers following 
its Overseas De-listing.  This is crucial as such De-listing Issuer will no longer 
be subject to the rules and regulations of the Recognised Stock Exchange on 
which it was originally primary listed.  Except for the grace period available to 
such issuers in respect of financial reporting standards requirements set out 
in paragraph 3.38 above, the Exchange believes that a grace period will be 
considered only in limited circumstances.   We will consider applications for 
a grace period in exceptional circumstances on a case-by-case basis (for 
example, (1) on the basis that certain changes to the corporate structure for 
full compliance with the corporate governance requirements under the Listing 
Rules upon voluntary De-listing may require shareholders’ approval and the 
De-listing Issuer can demonstrate to the Exchange that (i) there is imminent 
price sensitivity concern arising from issuing the circular and notice of 
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meeting prior to the De-listing Issuer’s announcements (see paragraph 3.42) 
in order to comply with the local requirement on notice period and obtain 
shareholders’ approval before the effective date of Overseas De-listing; and 
(ii) delaying the effective date of the Overseas De-listing is not practicable; or 
(2) the De-listing Issuer was requested to delist from the Recognised Stock 
Exchange of primary listing by the overseas regulator at short notice).   

3.40 In general, the Exchange will not normally grant any grace period to De-listing 
Issuers for compliance in respect of those Listing Rules that have not been 
previously waived for issuers having a sole primary listing on the Exchange.  

These Listing Rules generally concern key requirements that, the Exchange 
considers, must be fully complied with for the purpose of primary listing, such 
as a majority of the Listing Rules on notifiable transactions and connected 
transactions.16  

3.41 Any grace period granted under a time-relief waiver for a De-listing Issuer in 
exceptional circumstances will commence from the time of the Overseas De-
listing. The length of the grace period for each Listing Rule under the time-
relief waiver will be assessed with reference to the individual facts and 
circumstances of the De-listing Issuer, including but not limited to (a) the 
expected date of the Overseas De-listing; and (b) the amount of time 
reasonably needed for such De-listing Issuer to fully comply with the specific 
Listing Rules.   Should any grace period be granted on the basis of the specific 
circumstances of the De-listing Issuer, the Exchange has the power to require 
the De-listing Issuer to have its stock short name end with “TP” upon the 
Overseas De-listing becoming effective when the Exchange considers 
necessary taking into account the nature and the materiality of the non-
compliance with the Listing Rules covered by the grace period. 

De-listing Issuer’s announcements 

3.42 A De-listing Issuer must announce its forthcoming Overseas De-listing in 
accordance with its general obligation of disclosure under Listing Rule 13.09 
and no later than the announcement of this information on its Recognised 
Stock Exchange of primary listing.17 This announcement must state: 

                                                           

16  Under exceptional circumstances (e.g. a transaction entered into but not yet completed before the effective 
date of the Overseas De-listing due to circumstances beyond the control of the De-listing Issuer (for example, 
there is a condition precedent regarding obtaining regulatory approvals or the counter-parties to the 
transaction have requested an extension of the long-stop date for completion), the Exchange may exercise 
its discretion to waive the shareholders’ approval requirement but the Overseas Issuer will be expected to 
comply with the other requirements applicable to such transaction, including, where applicable, circular, 
independent financial advisor, accountants’ report and annual reporting requirements.   

17  For a secondary listed Overseas Issuer with primary listing on an exchange in the United States, this refers 
to no later than the first filing of the Form 8K (domestic issuer) / 6K (foreign private issuer) with the US 
Securities and Exchange Commission which formally announces the potential de-listing.  
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(a) the intention and / or reasons for the Overseas De-listing;  

(b) the expected or estimated date of the Overseas De-listing (for voluntary 
De-listing Issuers, the date on which the voluntary De-listing Issuer will 
be able to comply with all the relevant Listing Rules applicable to a 
primary listed issuer unless otherwise waived or exempted; for 
involuntary De-listing Issuers, the date of which its listing status would 
be cancelled by the overseas regulator and it becomes a primary listed 
issuer on the Exchange); 

(c) its obligations to make necessary arrangements to enable it to comply 
with all applicable Listing Rules following the Overseas De-listing; the 
potential consequences of its failure to comply with these obligations 
following the Overseas De-listing; and the potential consequences of 
the withdrawal of any specific waiver from strict compliance with any 
Listing Rules granted by the Exchange on an individual basis upon the 
Overseas De-listing becoming effective;  

(d) where applicable, any application(s) made to the Exchange for 
exception(s),waiver(s) and exemption(s) from strict compliance with 
any Listing Rule following the Overseas De-listing and that the 
Exchange may or may not grant such exception(s), waiver(s) and 
exemption(s); and 

(e) the potential impact to shareholders and potential investors of any 
transitional measures to be put in place before the Overseas De-listing 
becomes effective. 

3.43 On or before the effective date of its Overseas De-listing, the De-listing Issuer 
should publish an announcement which must state: 

(a) the Overseas De-listing has become effective (or, as the case may be, 
the date on which the Overseas De-listing is expected to become 
effective); 

(b) its obligations to comply with all applicable Listing Rules as a primary 
listed Overseas Issuer on the Exchange following the Overseas De-
listing; the potential consequences of its failure to comply with these 
obligations following the Overseas De-listing; and the consequences of 
the withdrawal of any specific waiver from strict compliance with any 
Listing Rules granted by the Exchange on an individual basis;  

(c) (for involuntary De-listing Issuer) where applicable, any continuing 
transaction that will continue to be exempted pursuant to this guidance 
letter (see paragraph 1.1 of the Appendix) and the details of the relevant 
continuing transaction(s); 
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(d) where applicable, details of any waiver(s) from strict compliance with 
any Listing Rules, including conditions and bases for granting such 
waiver(s); 

(e) where applicable, the procedures for converting depositary receipts/ 
shares originally traded on its overseas exchange of primary listing to 
ordinary shares trading in Hong Kong;  

(f) the dis-application of the stock marker “S”; 

(g) (if the De-listing Issuer is granted any grace period) conditions and 

bases for granting grace period including details of the Listing Rules in 
respect of which a grace period has been granted to the De-listing 
Issuer and the length of the grace period within which the De-listing 
Issuer is expected to make necessary arrangements to enable itself to 
comply with the applicable Listing Rules and the progress of the 
rectification; and 

(h) (if requested by the Exchange) the application of the stock marker “TP”. 

3.44 If any grace period has been granted under a time-relief waiver as described 
in paragraph 3.39, the De-listing Issuer should publish an announcement 
upon the expiry of all such grace periods, informing the shareholders and the 
investors of the status of compliance. 

Failure to comply with the applicable Listing Rule(s) 
 

3.45 In the event a voluntary De-listing Issuer is unable to fully comply with an 
applicable Listing Rule in time (where no waiver has been granted by the 
Exchange) before its Overseas De-listing, the Exchange may request the 
voluntary De-listing Issuer to delay the effective date of the voluntary 
Overseas De-listing, in which case an announcement should be made by the 
voluntary De-listing Issuer on a timely basis. 

3.46 In the event an involuntary De-listing Issuer is unable to fully comply with an 
applicable Listing Rule upon the later of (i) its Overseas De-listing or (ii) the 
end of the grace period granted under any time-relief waiver (if any), the 
Exchange may, on a case by case basis, exercise its discretion to extend the 
grace period (if applicable), suspend trading of such De-listing Issuer’s 
shares or impose other measures as it considers necessary for the protection 
of investors and the maintenance of an orderly market.  If any extended grace 
period has been granted under a time-relief waiver, the Overseas Issuer shall 
publish an announcement upon the grant and expiry of such extended grace 
period, informing the shareholders and the investors of its status of 
compliance. 
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E. WVR and VIE structures   

3.47 Guidance Letter HKEX-GL94-18 allows Grandfathered Greater China Issuers 
and Non-Greater China Issuers meeting specified conditions to secondary 
list or dual primary list in Hong Kong with Non-compliant18 WVR Structures19 
and variable interest entity structures (“VIE structure”), if any, subject to 
demonstration that they are “Innovative Companies”.    

3.48 For the avoidance of doubt, a Grandfathered Greater China Issuer or a Non-
Greater China Issuer secondary listed in Hong Kong is allowed to retain its 

Non-compliant WVR and/ or VIE structures (in effect at the time of its listing 
in Hong Kong) if it becomes primary listed in Hong Kong as a result of 
Migration, Overseas De-listing or Primary Conversion. 

 

  

                                                           

18     “Non-compliant” in paragraphs 3.47 and 3.48 means non-compliance with the requirements concerning 
WVR Structures and VIE structures under the Listing Rules, Guidance Letter 94-18 and Listing Decision 
43-3. 

19      As defined in Listing Rule 8A.02. 
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Appendix  

Applicability of Listing Rules to transactions entered into before the Change of 
Listing Status  
 
1.1 Overseas Issuers may have transactions in place with third parties that they 

entered into as a secondary listed issuer on the basis that the Listing Rules on 
notifiable and/ or connected transactions did not apply. To prevent undue 
disruption to the ongoing business activities of a Migration Issuer or an 
involuntary De-listing Issuer following Migration or involuntary Overseas De-

listing, the Exchange is prepared to allow exemptions on the bases set out in 
this paragraph. 

Continuing transaction 
Subject to paragraph 1.2 below, in the event that a Migration Issuer or an 
involuntary De-listing Issuer has entered into a continuing transaction:   

(i) before the beginning of the Migration Grace Period; or  

(ii)  before the submission of the De-listing Issuer Notification for involuntary 
Overseas De-listing, 

but the transaction is expected to continue after the expiry of the Migration 
Grace Period or the involuntary Overseas De-listing becomes effective (as the 
case may be), save for the requirement for disclosing the details of the 
transaction in an announcement issued pursuant to paragraph 3.21 (for 
Migration Issuer) or paragraph 3.43 (for involuntary De-listing Issuer), the 
Overseas Issuer will be exempted from the applicable notifiable and connected 
transaction rules set out in the Listing Rules in respect of the transaction, for a 
period of three years from the date of the Migration Exchange Notice20 or the 
date of the De-listing Issuer Notification (as applicable).   

However, if such transaction is subsequently amended or renewed before the 
expiry of the three-year period, the Migration Issuer or the involuntary De-listing 
Issuer must comply with the relevant requirements under the Listing Rules at 
such time. 

In respect of involuntary Overseas De-listing, the Exchange retains the 
discretion to modify, or not to allow, the exemption described in this paragraph 
if the involuntary De-listing Issuer has failed to notify the Exchange of the 
anticipated Overseas De-listing on a timely basis in accordance with paragraph 
3.33 of this letter.   

  

                                                           

20  See Note 3 to Listing Rule 19C.13. 
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1.2 For the avoidance of doubt, the arrangements described in paragraph 1.1 
above do not apply to a continuing transaction that is entered into by a Migration 
Issuer or an involuntary De-listing Issuer at the time set out below:  

(i) during a Migration Grace Period; or 

(ii)  after the submission of the De-listing Issuer Notification for Overseas De-
listing   

and the transaction is expected to continue after the expiry of the Migration 
Grace Period or the Overseas De-listing becomes effective (as the case may 

be).  

The arrangements described in paragraph 1.1  above also do not apply to any 
continuing transaction of a Conversion Issuer or voluntary De-listing Issuer that 
remains subsisting as at the date of the Primary Conversion Application or De-
listing Issuer Notification and such transaction is expected to continue after the 
Primary Conversion or Overseas De-listing becomes effective (as the case may 
be). 

One-off transaction 
 

1.3 In the event that a Migration Issuer, a Conversion Issuer or a De-listing Issuer 
entered into a one-off transaction:  

(i)  before the expiry of the Migration Grace Period;  
 
(ii)  before the Primary Conversion becomes effective; or  
 
(iii)  before the Overseas De-listing (whether it concerns voluntary or involuntary 

Overseas De-listing) becomes effective;   
 

but the transaction is expected to be completed thereafter, where such 
transaction would have been subject to the requirement to issue an 
announcement and a circular and/or seek shareholders’ approval under the 
Listing Rules if such Migration Issuer or Conversion Issuer or De-listing Issuer 
were a primary listed issuer at the time when the transaction was entered into, 
the issuer should consult the Exchange at the earliest opportunity on the 
applicability of the Listing Rules to the transaction.    
 
In general, the Overseas Issuer is required to issue an announcement of such 
one-off transaction to keep the market informed on a timely basis, providing 
details of the transaction21. 

 
 

                                                           

21     For the avoidance of doubt, the Overseas Issuers also need to publish an announcement of continuing 
transactions providing details of the transactions in the manner described in paragraph 1.1.   
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Notwithstanding its secondary-listing status at the time the transaction was 
entered into, normally, the Exchange would require the Overseas Issuer to 
make the transaction conditional on the issue of a circular and/or shareholders’ 
approval (where applicable) if, at the time of entering into the transaction, it is 
aware of the imminent change of listing status (e.g. because the transaction 
is entered into shortly before or after the Migration Exchange Notice, the 
Primary Conversion Application or the De-listing Issuer Notification) and that 
the transaction is expected to be completed thereafter. Under Listing Rule 
2.04, the Exchange has the power to waive, modify or not require compliance 
with the Listing Rules or impose additional requirements where it considers 
necessary. Below is a list of non-exhaustive factors that may be taken into 
consideration: 
 
(i) the extent to which the change of listing status is within the issuer’s control; 

(ii) the materiality of the transaction (for example, whether it would have 
involved the issue of securities or have constituted a very substantial 
acquisition under Chapter 14 of the Listing Rules); and 

(iii) the length of the period between the time at which the terms of the 
transaction are finalised and each of the dates of the Migration Exchange 
Notice, the Primary Conversion Application or the De-listing Issuer 
Notification  and  the effective date of the change of listing status. 

1.4 Please see the table below for the summary of the Applicability of Listing Rules 
to transactions entered into before the Change of Listing Status.
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Summary of the applicability of Listing Rules to transactions entered into before the Change of Listing Status  

 Nature of transaction Required level of compliance with Listing Rules 

Migration of 

trading to 

the 

Exchange’s 

markets  
 

One-off transaction 

 entered into before the expiry of the 
Migration Grace Period 

 the transaction is expected to be completed 
after the Migration Grace Period 

 such transaction would have been subject to 
the requirement to issue an announcement 
and a circular and/or obtain shareholders’ 
approval under the Listing Rules if such 
Migration Issuer were a primary listed issuer 
at the time when the transaction was 
entered into 

(see paragraph 1.3) 

Required to make an announcement of the transaction 

to keep the market informed on a timely basis, 

providing details of the transaction. 
 
Normally expected to make the transaction conditional 

on the issue of a circular and/or shareholders’ approval 

(as the case may be) if the Migration Issuer is aware of 

the imminent Change of Listing Status at the time of 

entering into the transaction.  

Continuing transaction  

 entered into before the beginning of the 
Migration Grace Period 

 the transaction is expected to continue after 
the expiry of the Migration Grace Period 

(see paragraph 1.1) 
 

Exempted from the applicable notifiable and 
connected transaction rules set out in the Listing Rules 
for a period of three years from the date of the 
Migration Exchange Notice. 
 

The continuing transaction must be disclosed in the 

Migration Issuer’s announcement providing details of 

the transaction (see paragraph 3.21 of this letter).   
 

However, if such transaction is subsequently amended 

or renewed before the expiry of the three-year period, 

the Migration Issuer must comply with the relevant 

requirements under the Listing Rules at such time. 
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 Nature of transaction Required level of compliance with Listing Rules 

Continuing transaction  

 entered into during the Migration Grace 
Period  

 the transaction is expected to continue after 
the Migration Grace Period 

(see paragraph 1.2) 

Full compliance 

Primary 

Conversion 
 

One-off transaction  

 entered into before the Primary Conversion 
becomes effective 

 the transaction is expected to be completed 
after the Primary Conversion becomes 
effective 

 such transaction would have been subject to 
the requirement to issue an announcement 
and a circular and/or obtain shareholders’ 
approval under the Listing Rules if such 
Conversion Issuer were a primary listed 
issuer at the time when the transaction was 
entered into 

(see paragraph 1.3) 

Required to make an announcement of the transaction 

to keep the market informed on a timely basis, 

providing details of the transaction. 
 
Normally expected to make the transaction conditional 

on the issue of a circular and/or shareholders’ approval 

(as the case may be) if the Conversion Issuer is aware 

of the imminent Change of Listing Status at the time of 

entering into the transaction. 
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 Nature of transaction Required level of compliance with Listing Rules 

Continuing transaction  

 remains subsisting as at the date of the 
Primary Conversion Application  

 the transaction is expected to continue after 
the Primary Conversion becomes effective 

(see paragraph 1.2) 

Full compliance 
 

Overseas 

De-listing 

(voluntary) 

One-off transaction  

 entered into before the Overseas De-listing 
becomes effective 

 the transaction is expected to be completed 
after the Overseas De-listing becomes 
effective 

 such transaction would have been subject 
to the requirement to issue an 
announcement and a circular and/or obtain 
shareholders’ approval under the Listing 
Rules if such De-listing Issuer were a 
primary listed issuer at the time when the 
transaction was entered into 

(see paragraph 1.3) 

Required to make an announcement of the transaction 

to keep the market informed on a timely basis, 

providing details of the transaction. 
 
Normally expected to make the transaction conditional 

on the issue of a circular and/or shareholders’ approval 

(as the case may be) if the voluntary De-listing Issuer 

is aware of the imminent Change of Listing Status at 

the time of entering into the transaction. 
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 Nature of transaction Required level of compliance with Listing Rules 

Continuing transaction  

 remains subsisting as at the date of the De-
listing Issuer Notification  

 the transaction is expected to continue after 
the Overseas De-listing becomes effective 

(see paragraph 1.2) 

Full compliance  

Overseas 

De-listing 

(involuntary) 

One-off transaction  

 entered into before the Overseas De-listing 
becomes effective 

 the transaction is expected to be completed 
after the Overseas De-listing becomes 
effective 

 such transaction would have been subject to 
the requirement to issue an announcement 
and a circular and/or obtain shareholders’ 
approval under the Listing Rules if such De-
listing Issuer were a primary listed issuer at 
the time when the transaction was entered 
into 

(see paragraph 1.3) 

Required to make an announcement of the transaction 

to keep the market informed on a timely basis, 

providing details of the transaction. 
 
Normally expected to make the transaction conditional 

on the issue of a circular and/or shareholders’ approval 

(as the case may be) if the involuntary De-listing Issuer 

is aware of the imminent Change of Listing Status at 

the time of entering into the transaction. 
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 Nature of transaction Required level of compliance with Listing Rules 

Continuing transaction  

 entered into before the submission of the 
De-listing Issuer Notification 

 the transaction is expected to continue after 
the Overseas De-listing becomes effective 

(see paragraph 1.1) 
 
 

Exempted from the applicable rules set out in Listing 

Rule 19C.11 for a period of three years from the date 

of the De-listing Issuer Notification. 
 
The continuing transaction must be disclosed in the 

De-listing Issuer’s announcement providing details of 

the transaction (see paragraph 3.43 of this letter).   
  
However, if such transaction is subsequently amended 

or renewed before the expiry of the three-year period, 

the De-listing Issuer must comply with the relevant 

requirements under the Listing Rules at such time. 

Continuing transaction  

 entered into after the submission of the De-
listing Issuer Notification  

 the transaction is expected to continue after 
the Overseas De-listing becomes effective 

(see paragraph 1.2) 

Full compliance 
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Important note: This letter does not override the Listing Rules and is not a substitute for 

advice from qualified professional advisers. If there is any conflict or inconsistency between 

this letter and the Listing Rules, the Listing Rules prevail. You may consult the Listing 

Division on a confidential basis for an interpretation of the Listing Rules or this letter. 

 
I. Purpose 

 
1. This letter sets out guidance for overseas issuers2 contemplating a listing on the 

Exchange. 
 
2. Our guidance in this letter is divided into the following sections: 

 
A. General 

 
B. Core Shareholder Protection Standards 

 
C. Eligibility of Securities and Admission of Securities into CCASS 

 

D. Cross-border Clearing and Settlement 
 

E. HDRs 
 

F. Financial Reporting Standards and Auditing Standards 
 

G. Taxation 
 

H. “Domestic Issuers” under Regulation S, the United States Securities Act of 1933 

                                                
1  From 2021 no new Country Guides are published. 
2  “Overseas issuers” has the same meaning as defined in Chapter 1 of the Main Board Listing Rules and 

GEM Listing Rules. 
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I. Stock Name Identification 

 
3. Overseas issuers may also refer to the “Listing of Overseas Companies” webpage on 

the Exchange’s website for further information. 
 
II. Guidance 

 
A. General 

 
4. Overseas issuers may face practical or operational difficulties complying with the 

Listing Rules or The Codes on Takeovers and Mergers and Share Buy-backs (the 
“Codes”) where there is a potential conflict between the laws and regulations of its 
home jurisdiction and the Listing Rules or the Codes. 

5. Below are some examples of foreign laws and regulations that may cause compliance 
difficulties with the Listing Rules or the Codes: 

 
(a) those that prohibit a company from restraining or restricting its shareholders from 

voting on any particular resolution, including shareholders with a material interest 
in the transaction or arrangement being voted upon; 

 
(b) those that require a management or supervisory body of a company to approve 

matters that under the Listing Rules require shareholders’ approval; 
 

(c) those that require a company to employ a board of statutory auditors, instead of 
establishing a board committee to oversee accountability and audit related 
matters. A board of statutory auditors may play a similar role to audit committees 
under the Listing Rules and may have broader oversight responsibilities and 
greater independence; and 

(d) those that do not recognise a nominee company holding securities on behalf of 
third parties, such as HKSCC Nominees Limited (“HKSCCN”) that holds listed 
securities on behalf of Central Clearing and Settlement System (“CCASS”) 
participants. 

 

6. We allow an overseas issuer to use a variety of methods to comply with the Listing 
Rules and the Codes, including providing undertakings to the Exchange to put in place 
a shareholder protection measure or by demonstrating it has adopted internal 
compliance measures that achieve the same outcome. 

 
7. Companies are strongly encouraged to consult the Exchange and the Takeovers 

Executive3 (where applicable) at the earliest opportunity. 
 
B. Core Shareholder Protection Standards 

 
8. Appendix 3 to both the Main Board Listing Rules and GEM Listing Rules requires an 

issuer to demonstrate how the domestic laws, rules and regulations to which it is 
                                                

3  The Takeovers Executive refers to the Executive Director of the Corporate Finance Division or any 
delegate of the Executive Director of the Securities and Futures Commission (“SFC”). 

https://www.hkex.com.hk/Listing/Rules-and-Guidance/Listing-of-Overseas-Companies?sc_lang=en
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subject and its constitutional documents, in combination (“Domestic Standards”), 
provide the shareholder protection standards set out in the appendix (“Core 
Shareholder Protection Standards”). For this purpose, the Exchange may require an 
overseas issuer to amend its constitutional documents to provide the Core Shareholder 
Protection Standards. 

9. Each overseas issuer should, at the time of submitting its listing application to the 
Exchange, confirm to the Exchange that it conforms with the Core Shareholder 
Protection Standards and requirements set out in this guidance letter with an 
appropriate legal opinion4. (Updated in August 2022) 

 
10. Where there is any shortfall in compliance with those requirements as identified by 

legal advisers of an overseas issuer, or where an overseas issuer is from a jurisdiction 
where securities of companies incorporated therein have not been previously admitted 
into CCASS for trading on the Exchange, such overseas issuer should complete the 
checklist “Information Required from Overseas Issuers” set out on the Exchange’s 
website (see Appendix I (link)) and submit it to the Exchange.5 Where the checklist 
referred to in Appendix I is required to be completed, the overseas issuer may only 
submit its listing application after the  Exchange and the SFC have confirmed they have 
no further comment on the level of shareholder protection standards in its jurisdiction 
of incorporation, subject to measures to address any differences between the Domestic 
Standards and the Core Shareholder Protection Standards, where applicable. 

 

11. Prior to 2021, the Exchange had published Country Guides on various jurisdictions to 
provide specific guidance for overseas issuers incorporated in those jurisdictions on 
the relevant comparison between the Domestic Standards and the Core Shareholder 
Protection Standards, as well as the Exchange’s expectations, practices, procedures 
and the criteria it considers when applying the Listing Rules to overseas issuers 
incorporated in such jurisdictions. Please refer to Appendix II for links to the respective 
Country Guides or guidance. From 2021, no new Country Guides will be published. In 
line with established practice, guidance may be issued on a case-by-case basis if there 
are novel issues relating to the listing of securities (including securities of companies 
incorporated in a jurisdiction not covered by any guidance materials, including the 
Country Guides) by way of listing decisions. 

 
12. With regard to matters not covered by any Core Shareholder Protection Standard or 

Listing Rule, reliance will be placed on a combination of the overseas laws and 
regulations to which the overseas issuers are subject and their constitutional 
documents. 

 
13. Overseas issuers are reminded that they are required under the Listing Rules to ensure 

all information provided to the Exchange must be accurate and complete in all material 
respects. They should notify the Exchange of any material matters that may assist the 
Exchange’s consideration of its listing application. The Exchange reserves the right to 

                                                
4  If a legal opinion cannot be obtained, the requirement may be met by the submission of a written 

confirmation issued by the overseas applicant’s legal advisor that the applicant complies with the Core 
Shareholder Protection Standards. (Added in August 2022)  

5  The Exchange reserves the right to require any overseas issuer to complete and submit the checklist where 
it considers necessary. 

https://www.hkex.com.hk/-/media/HKEX-Market/Listing/Rules-and-Guidance/Other-Resources/Listing-of-Overseas-Companies/info_overseas_issuer.pdf?la=en
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reject an overseas issuer on suitability grounds where the issuer fails to address any 
material issue.6 

14. Listed overseas issuers should monitor their on-going compliance with the Core 
Shareholder  Protection  Standards.  They must, at the earliest opportunity, inform the 
Exchange of any material changes in the overseas laws, rules and market practices 
described in the relevant guidance (if any) that would, or may, adversely affect their 
compliance with the Core Shareholder Protection Standards and other Listing Rules. 
Listing applicants incorporated in the relevant overseas jurisdictions must inform the 
Exchange of any changes in the laws, rules and market practices described in any 
guidance published by the Exchange as part of their listing applications. Where 
applicable, the Exchange will make necessary updates to the Country Guide or 
guidance on the relevant jurisdictions. 

15. Each overseas issuer applying to list in Hong Kong, regardless of whether or not it is 
from a jurisdiction where securities of companies incorporated therein have been 
previously admitted into CCASS for trading on the Exchange, is also required to: 

 
(a) provide relevant and adequate disclosure in its listing document on the major 

differences between Domestic Standards and the Core Shareholder Protection 
Standards and details of any measures that have been or will be put in place to 
address the differences; and 

 

(b) explain and disclose in the listing document the risk that the extent to which Hong 
Kong courts may be used as an avenue for aggrieved shareholders of non-Hong 
Kong issuers is subject to certain limitations concerning, for example, 
enforcement of a Hong Kong judgment against the overseas assets, operations 
and/or directors of a non-Hong Kong issuer listed on the Exchange and 
enforcement of an overseas judgment in Hong Kong courts. 

 
C. Eligibility of Securities and Admission of Securities into CCASS 

 
16. Hong Kong Securities Clearing Company Limited (“HKSCC”) is a recognised clearing 

house under the Securities and Futures Ordinance. It operates the CCASS which 
provides deposit, clearance and settlement services to participants of CCASS subject 
to the General Rules of CCASS and CCASS Operational Procedures in effect from time 
to time. 

 
  

                                                
6  See MB Listing Rules 9.11(3a) and paragraph 1(b) of Appendix 17 to the MB Listing Rules; GEM Listing Rules 

12.23(2a) and paragraph 1(b) of Appendix 7K to the GEM Listing Rules. 

https://www.hkex.com.hk/Services/Rules-and-Forms-and-Fees/Rules/HKSCC/Rules?sc_lang=en
https://www.hkex.com.hk/Services/Rules-and-Forms-and-Fees/Rules/HKSCC/Operational-Procedures?sc_lang=en
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17. All listing applicants must make arrangements with HKSCC to ensure their securities 
are accepted as eligible for deposit, clearance and settlement in CCASS in accordance 
with the General Rules of CCASS.7 An overseas issuer (except for those incorporated 
in Bermuda and the Cayman Islands) is to complete the “CCASS Admission Form”8 set 
out on the Exchange’s website (https://www.hkex.com.hk/Services/Settlement-and- 
Depository/Securities-Admission-into-CCASS?sc_lang=en%20), irrespective of 
whether the securities of companies incorporated in its jurisdiction of incorporation 
have been previously admitted into CCASS for trading on the Exchange, and submit it 
to the Exchange together with the document stated in paragraph 9 above and the listing 
application (for overseas issuers from a jurisdiction previously admitted into CCASS for 
trading on the Exchange), or as the case maybe, together with the document stated in 
paragraph 10 above prior to submitting the listing application (for overseas issuers from 
a jurisdiction where securities of companies incorporated therein have not been 
previously admitted into CCASS for trading on the Exchange). 

 
18. An overseas issuer is encouraged to notify the Exchange at an early stage of the nature 

of the securities it plans to issue and list, particularly as to: 
 

(a) the form of its securities, whether: 
 

(i) physical scrip; or 
 

(ii) scripless/book entry; 
 

(b) if physical scrip is issued, whether: 
 

(i) it will be in definitive or global form; and 
 

(ii) the certificate will be in registered or bearer form; 
 

(c) if the securities are to be issued in scripless form, the applicant must inform the 
Exchange of the holding structure of the securities with details of: 

 
(i) how Hong Kong investors (through HKSCCN) will hold the securities; 

 
(ii) the financial intermediaries or depositories holding the securities on behalf 

of Hong Kong investors, in particular their roles and responsibilities under 
the relevant overseas jurisdiction’s rules and regulations; and 

 
(iii) who will be recognised as the legal owners of the securities in the applicant’s 

place of incorporation;9 

                                                
7  MB Listing Rule 8.13A; GEM Rule 11.29. 
8  For an overseas issuer from a jurisdiction where securities of companies incorporated therein have not been 

previously admitted into CCASS for trading on the Exchange, a copy of the CCASS Admission Form can be 
obtained at this link. For an overseas issuer (except for those incorporated in Bermuda and the Cayman Islands) 
from a jurisdiction previously admitted into CCASS for trading on the Exchange, a copy of the CCASS Admission 
Form can be obtained at this link. For overseas issuers seeking to list depositary receipts in Hong Kong, they 
are required to submit a CCASS Admission Form as well, a copy of which can be obtained at this link. 

9  The need for these notifications will be reviewed upon the implementation of an uncertificated securities market 
in Hong Kong. The consultation conclusions for this regime was published on 8 April 2020 (see link). 

https://www.hkex.com.hk/Services/Settlement-and-Depository/Securities-Admission-into-CCASS?sc_lang=en%20
https://www.hkex.com.hk/Services/Settlement-and-Depository/Securities-Admission-into-CCASS?sc_lang=en%20
https://www.hkex.com.hk/Services/Settlement-and-Depository/Securities-Admission-into-CCASS?sc_lang=en%20
https://www.hkex.com.hk/-/media/HKEX-Market/Services/Settlement-and-Depository/Securities-Admission-into-CCASS/CCASS-Admission-Form_New-Listing-(15Dec21).pdf?la=en
https://www.hkex.com.hk/-/media/HKEX-Market/Services/Settlement-and-Depository/Securities-Admission-into-CCASS/CCASS-Admission-Form_New-Listing-(15Dec21).pdf?la=en
https://www.hkex.com.hk/-/media/HKEX-Market/Services/Settlement-and-Depository/Securities-Admission-into-CCASS/CCASS-Admission-Form_New-Listing-of-Depositary-Receipts-(15Dec21).pdf?la=en
https://www.hkex.com.hk/-/media/HKEX-Market/News/Market-Consultations/2016-Present/Jan-2019-USM-Joint-Consultation-Conclusions-Paper/Conclusion-Paper/USMCP_2020_EN.pdf?la=en
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(d) how its branch register of members in Hong Kong will be maintained and when the 
register will be open for inspection by members;10 

(e) where physical scrip of the securities is to be issued, procedures to replace lost 
certificates and whether there will be any restrictions on holding or transfer of the 
new certificates; and 

 
(f) whether there will be any restrictions on Hong Kong investors’ right to attend the 

applicant’s general meetings to vote and/or to appoint proxies. 
 
19. Please refer to the Exchange website (see link) for further information in relation to 

admission of securities into CCASS. 
 
D. Cross-border Clearing and Settlement 

 
20. The Hong Kong securities market adopts a T+2 settlement period in the post-IPO 

market. This means that executed trades are settled in CCASS two business days after 
the trade day. 

 

21. Dual-primary or secondary listed companies normally have their principal share 
registers in their overseas markets and a branch register in Hong Kong. To ensure 
liquidity in the Hong Kong registered shares, dual-primary or secondary listed 
companies must ensure there are a sufficient number of registered shares on their 
Hong Kong share registers. 

 
22. A dual-primary or secondary listed company that does not conduct a public offering is 

expected to transfer a sufficient number of shares to its Hong Kong share register from 
its overseas share register before listing. The estimate of “sufficient number of shares” 
should be based on the historical trading statistics of the issuer’s securities in its 
overseas market and the expected increase in trading upon listing in Hong Kong. This 
can be arranged by the appointed share registrar(s) cancelling and re-issuing share 
certificates11 in the issuer’s respective markets. 

23. An overseas issuer that has a listing on the Exchange and another exchange must 
adopt precautionary measures to mitigate price volatility of its shares upon listing and 
the demand/supply imbalances between its overseas market and Hong Kong to ensure 
sufficient liquidity. The precautionary measures must take into account the issuer’s 
shareholding structure and availability of arbitrage opportunities between Hong Kong 
and the other market where it is listed. Overseas issuers may refer to our Guidance 
Letter GL53-13 on some precautionary measures for overseas companies listed in 
Hong Kong by way of introduction.12 

 
  

                                                
10  The overseas issuer must also inform members of the conditions for inspection. 
11  Unless where the securities are issued in scripless form. 
12  http://www.hkex.com.hk/eng/rulesreg/listrules/listguid/iporq/Documents/gl53-13.pdf. 

https://www.hkex.com.hk/Services/Settlement-and-Depository/Securities-Admission-into-CCASS?sc_lang=en
http://www.hkex.com.hk/eng/rulesreg/listrules/listguid/iporq/Documents/gl53-13.pdf
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E. HDRs 
 
24. HDRs can be held by Hong Kong investors in substantially the same way as shares. 

They are issued by a financial institution acting as a depositary and represent a 
particular ratio to a company’s shares. 

 
25. Overseas issuers facing operational and legal difficulties in listing their shares in Hong 

Kong may wish to consider listing HDRs. For example where: 
 

(a) regulations in a jurisdiction prevent or discourage the overseas listing of shares; 
or 

 
(b) foreign laws of registration and/or ownership are not compatible with those in 

Hong Kong. 
 
26. The Exchange has published (a) further information on the HDR Framework section of 

the Exchange website; and (b) Guidance Letter HKEX-GL39-12 on the benefits of 
HDRs.13 

 
F. Financial Reporting Standards and Auditing Standards 

 
 Financial Reporting Standards 

 

27. The Listing Rules state that the annual financial statements14 and the accountants’ 
reports of overseas issuers must be prepared and drawn up in conformity with financial 
reporting standards acceptable to the Exchange, which will normally be Hong Kong 
Financial Reporting Standards (“HKFRS”) issued by the Hong Kong Institute of Certified 
Public Accountants (“HKICPA”) or International Financial Reporting Standards (“IFRS”) 
issued by the International Accounting Standards Board (“IASB”). However, the 
Exchange may allow a report to be drawn up otherwise than in conformity with HKFRS 
and IFRS.15 

28. The suitability of a body of alternative financial reporting standards depends on whether 
there is any significant difference between the foreign financial reporting standards and 
IFRS, and whether there is any concrete proposal to converge or substantially converge 
the foreign financial reporting standards with IFRS. 

 
29. On this basis the Exchange has accepted that the financial statements and 

accountants’ reports of overseas issuers can be prepared in conformity with the 
financial reporting standards set out in the table below subject to the limitations stated 
therein: 

                                                
13  http://www.hkex.com.hk/eng/rulesreg/listrules/listguid/iporq/Documents/gl39-12.pdf. 
14  A listed issuer must also prepare its interim report in accordance with the same accounting standards that it 

adopted in the preparation of its most recent published annual financial statements (paragraph 38 of Appendix 
16 to the MB Rules and note 5 to GEM Rule 18.55) and must ensure that the accounting policies applied to the 
figures in each quarterly report are consistent with those applied to annual financial statements (note 2 to GEM 
Rule 18.66). 

15  Primary Listing: MB Rules 19.13 and 19.14 and GEM Rules 7.12 and 7.14 (accountants’ reports)   and MB 
Rule 19.25A and GEM Rule 24.18A (annual financial statements). Secondary Listing: MB Rules 19C.10D 
(accountants’ reports) and 19C.23 (annual financial statements). 

https://www.hkex.com.hk/Listing/Rules-and-Guidance/Listing-of-Overseas-Companies/Depositary-Receipt-Framework?sc_lang=en
https://www.hkex.com.hk/Listing/Rules-and-Guidance/Listing-of-Overseas-Companies/Depositary-Receipt-Framework?sc_lang=en
http://www.hkex.com.hk/eng/rulesreg/listrules/listguid/iporq/Documents/gl39-12.pdf


8 
 

STANDARD LIMITATIONS 

EU-IFRS For issuers incorporated in a member state of 
the European Union 

US GAAP For issuers with, or seeking, a dual-primary or 
secondary listing in the US and on the 
Exchange 

Australian Accounting Standards  
 

Only issuers with, or seeking, a primary listing 
in the same jurisdiction as the standard setter 
that have, or are seeking, a dual primary listing 
or secondary listing on the Exchange 

Generally Accepted Accounting Principles 
of Canada 

Accounting principles generally accepted 
in Japan issued by the Accounting 
Standards Board of Japan 

Singapore Financial Reporting Standards  

UK adopted international accounting 
standards 

 

30. An overseas issuer adopting a body of financial reporting standards other than HKFRS 
or IFRS for the preparation of its financial statements must include a reconciliation 
statement setting out the financial effect of any material differences between those 
financial statements and financial statements prepared using HKFRS or IFRS in its 
accountants’ reports and annual/ interim/ quarterly reports.16 

31. The reconciliation statement should be appropriate and meaningful and enable 
investors to make an informed assessment of the overseas issuer’s financial position 
and financial performance. The minimum level of disclosure in a reconciliation 
statement should include a line-by-line reconciliation of the overseas issuer’s financial 
information showing the material differences between its accounting policies under the 
alternative financial reporting standards and HKFRS/IFRS, with an explanation of such 
differences. Comparative information should be provided for the reconciliation. In the 
case of accountants’ reports to be included in a listing document, the reconciliation 
statement should cover the entire track record period (including any stub period). 

 
32. Materiality is not defined in the Listing Rules nor may it necessarily be defined in 

monetary terms. An overseas issuer should exercise its judgement in assessing what 
constitutes material differences for investors taking into account all relevant 
circumstances of the issuer with advice from auditors and/or reporting accountants. 

 
  

                                                
16  Primary Listing: MB Rule 19.14 and GEM Rule 7.14 (accountants’ reports) and MB Rule 19.25A and GEM 

Rule 24.18A (annual/ interim/ quarterly financial statements). Secondary Listing: MB Rules 19C.10D 
(accountants’ reports) and 19C.23 (annual/ interim financial statements). 
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33. The reconciliation statement should be reviewed by reporting accountants or auditors. 
Where the reconciliation statement is included in a note to the “audited”17 accountants’ 
reports or “audited” or “reviewed”18 financial statements, reporting accountants and 
auditors are not required to provide a separate opinion on the reconciliation statement. 
Where the relevant financial statements (e.g. interim/ quarterly financial statements)19 

are not audited or reviewed by auditors, the reconciliation statement required to be 
included in a note to such statements should be reviewed by auditors in accordance 
with a standard comparable to International Standard on Assurance Engagements 
3000 or Hong Kong Standard on Assurance Engagements 3000. 

 
The use of US GAAP for Secondary Listing – Transitional arrangements20 
 
Secondary listed issuers that are listed in the US and are allowed to use US GAAP will 
be able to continue to do so, but will be required to include a reconciliation statement in 
their annual financial statements starting from the first full financial year commencing on 
or after the relevant rule amendment21 effective date and in all subsequent financial 
statements (including interim financial statements22). Please see below a table setting out 
the financial periods with respect to which a reconciliation statement will be required in 
the financial statements. 

 
When the rule amendment becomes effective on 1 January 2022: 

 

Secondary listed issuers Annual report Interim report 

where the first full financial year 
commences on or after 1 January 
2022 

✓ 

(includes a reconciliation statement) 

For example for an existing listed 
issuer with a December year-end 
(i.e. its financial year begins on 1 
January 2022), the first financial 
report in respect of which a 
reconciliation statement is required 
is: 

Year ending 31 
December 2022 

Six months ending 30 
June 2023 

                                                
17  In respect of accountants’ reports, “audited” in this context refers to the work done by the reporting 

accountants in accordance with Hong Kong Standard on Investment Circular Reporting Engagements 200 
“Accountants’ Reports on Historical Financial Information in Investment Circulars”. 

18  In respect of financial statements, “reviewed” in this context refers to a review by auditors in accordance 
with International Standard on Review Engagements 2410 or Hong Kong Standard on Review 
Engagements 2410. 

19  The requirement to prepare a reconciliation statement for quarterly financial statements is only applicable 
to GEM issuers. For the avoidance of doubt, a secondary listed issuer listed in the US is not required to 
prepare a reconciliation statement in respect of its US GAAP quarterly financial statements which are 
published pursuant to overseas rules and regulations. 

20  For the avoidance of doubt, overseas issuers with, or seeking, a dual primary listing that prepare   their 
financial statements using US GAAP are required to continue to comply with the requirement to prepare 
reconciliation statements for the annual and interim financial statements and accountants’ report. 

21  MB Rule 19C.23. 
22  A secondary listed issuer listed in the US is not required to prepare a reconciliation statement in respect 

of its US GAAP quarterly financial statements which are published pursuant to overseas rules and 
regulations. 
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34. New secondary listing applications from US-listed applicants that prepare financial 
statements using US GAAP are required to include a reconciliation statement in their 
accountants’ reports23 only if their new listing applications are submitted on or after 1 
January 2023. 

 
 Auditing Standards 

 

35. The Listing Rules state that an accountants’ report and annual financial statements of 
an overseas issuer must be audited to a standard comparable to that required by 
HKICPA or the International Auditing and Assurance Standards Board (“IAASB”). 24 

 
36. To date, the Exchange is satisfied that the following seven sets of alternative standards 

are comparable to those required by HKICPA or the IAASB, and allows them to be used 
in the auditing of overseas issuers’ financial statements: 

 
(a) Australian Auditing Standards; 
(b) the Generally Accepted Auditing Standards of Canada; 

 
(c) professional auditing standards applicable in France in accordance with the French 

Commercial Code; 
 

(d) Italian Auditing Standards; 
 

(e) Singapore Standards on Auditing; 
 

(f) International Standards on Auditing (UK); and 
 

(g) the US Public Company Accounting Oversight Board auditing standards. 
 
37. Overseas issuers seeking to adopt a body of financial reporting standards or auditing 

standards that is not covered by this letter should consult the Exchange at the earliest 
opportunity. 

 
G. Taxation 

 
38. If withholding tax on distributable entitlements or any other tax is payable by 

shareholders (e.g. capital gains, inheritance or gift taxes), an overseas issuer must 
bring this to the Exchange’s attention at the earliest possible opportunity prior to listing. 
The overseas issuer must disclose in its listing document details of the stamp duty and 
tax payable by shareholders, and whether Hong Kong investors have any tax reporting 
obligations and related procedures. 

 
  

                                                
23  MB Rule 19C.10D. 
24  Primary Listing: MB Rule 19.12 and GEM Rule 7.17A (accountants’ reports) and MB Rule 19.21 and GEM Rule 

24.14 (annual financial statements). Secondary Listing: MB Rules 19C.10C (accountants’ reports) and 19C.17 
(annual financial statements). 
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H. Alternative Procedures for U.S “Domestic Issuers” 
 

39. “Domestic issuers” within the meaning of Regulation S (“Regulation S”) under the 
United States Securities Act of 1933 who wish to offer their equity securities 
(“Regulation S Securities”) in “offshore transactions” within the meaning of, and in 
reliance on the safe harbor provided by, Regulation S must fulfil the requirements of 
that regulation (the “Regulation S Category 3 Requirements”). 

 
40. Given the manner in which securities are traded and settled on the Exchange, it is not 

feasible for such “domestic issuers” and their underwriters to comply strictly with certain 
of the Regulation S Category 3 Requirements in connection with a listing of Regulation 
S Securities on the Exchange. Accordingly, the Exchange has formulated certain 
alternative procedures tailored to address the underlying policy concerns. Please refer 
to the Exchange website (include link) for further information. 

 
I. Stock Name Identification 

 
41. To enable investors to identify more easily the following types of listed overseas 

companies, such overseas companies that are listed on the Exchange are required to 
clearly label their stock short names with appropriate suffixes. The specified stock short 
names/ codes for such overseas issuers are as follows: 

(a) Suffix “DR” and a stock code between 6200-6399 if they have listed HDRs (see 
section E above); 

 
(b) Suffix “RS” and a stock code between 6300-6399 if they are incorporated in the 

United States of America and have listed securities/ HDRs that are restricted 
securities under US federal securities laws (see section H above); 

 
(c) Suffix “S” if they have a secondary listing in Hong Kong; and 

 
(d) Suffix “TP” if a secondary listed issuer in Hong Kong voluntarily converts or de-

lists its shares or depositary receipts from the overseas exchange on which it is 
primary listed but cannot comply fully with the applicable Listing Rules 
immediately upon the change of its listing status and has applied for a grace 
period as time-relief waiver. 

 
J. Company Information Sheet 

 
42. Company Information Sheets must be prepared by (a) all secondary listed issuers; and 

(b) any other primary listed or dual-primary listed overseas issuers (including issuers 
incorporated in Bermuda and Cayman Islands) that meet any of the criteria set out in 
MB Rule 19.60 and GEM Rule 24.27. 

 
43. The Exchange may also at its own discretion require a primary listed or dual-primary 

listed overseas issuer to publish a Company Information Sheet where the Exchange 
believes the publication of a Company Information Sheet would be informative to 
investors (for example, to provide them with information on overseas laws and 
regulations to which the issuer is subject and which may be unfamiliar to investors in 

https://www.hkex.com.hk/-/media/HKEX-Market/Listing/Rules-and-Guidance/Other-Resources/Listing-of-Overseas-Companies/procedure_reg_s.pdf?la=en
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Hong Kong). Materiality should be determined by the issuers and their advisers. Issuers 
are encouraged to consult the Exchange if they are uncertain about the requirements. 

 
44. The information usually expected in the Company Information Sheet is set out in MB 

Rule 19.60 (for primary listing), MB Rule 19C.10C(7) (for secondary listing) and GEM 
Rule 24.27. 

 
45. A listed overseas issuer required to issue a Company Information Sheet under 

paragraphs 43 and 44 above shall publish the Company Information Sheet within 3 
months from the time of the Exchange’s request or, for issuers listed on the Exchange’s 
markets as at 31 December 2021, within 3 months from 1 January 2022. 



13 
 

 
 

Appendix I 
(Checklist on the Exchange’s website and to be completed only if there are shortfalls in the requirements or where the 

overseas issuer is from a jurisdiction where securities of companies incorporated have not previously been admitted to 
trading on CCASS) 

 
INFORMATION REQUIRED FROM OVERSEAS ISSUERS1 

 
 
 
 

Date of submission :   

Name of applicant (the “Applicant”) :    

Subject jurisdiction of incorporation (the 
“Jurisdiction”) 

 
: 

 
   

Place of central management and control2 

(if applicable and different from the 
Jurisdiction) (“PCMC”) 

 
 

: 

 
 
   

Name of the legal adviser(s) :   (as to the laws of Hong Kong)  
  

  (as to the laws of the Jurisdiction)  

Name and role of any other adviser(s) 
relevant in the preparation of this checklist 

  

 :    
 
 
 
 
 

1 Unless otherwise defined, capitalised terms used herein have the same meanings as in the Main Board Listing Rules. 
2 Please refer to Listing Rule 1.01 for the definition “place of central management and control”. 
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I. Regulatory Regime 
 

1. State the name(s) of the statutory securities regulator in: 
 
 

   
 

   
 
 
 

2. State whether the following is a full signatory to the IOSCO Multilateral Memorandum of Understanding Concerning Consultation 
and Cooperation and the Exchange of Information: 

 
Statutory 
securities 

regulator in the 
Jurisdiction 

 
Statutory securities 

regulator in the 
Applicant’s PCMC 

(Yes or No) 
 
 
 
 

Note: If the answer is “No” to any part of Question 2 above, please consult the Exchange before continuing to complete this 

checklist. 

(a) Jurisdiction : 

(b) PCMC : 
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3. Provide a brief description of the regulatory framework that governs the corporate and securities activities and rights of 
shareholders of the companies incorporated in the Jurisdiction3, which is expected to be included in the issuer’s listing document. 

 
 
 
 
 
 
 
 
 

4. Provide details whether regulatory approvals are required for a company incorporated in the Jurisdiction to seek an overseas 
listing. 

 
 
 
 
 

5. Advise if there are (a) any restrictions as to (i) the type of shares which may be issued; and (ii) the identity of holders of the shares, 
in each case by a company incorporated in the Jurisdiction; (b) any limit on the percentage of shares in a company incorporated 
in the Jurisdiction that can be held by local or foreign shareholders; and (c) any other special criteria or restrictions for overseas 
listing of companies incorporated in the Jurisdiction. 

 
 
 
 
 
 
 

3 The regulatory framework that is applicable to the type of company that will apply for listing in Hong Kong (for example, the regulatory 
framework that applies because the applicant is a private or a public company and/or because its shares are traded on a local or foreign stock 
exchange), if the regulatory frameworks are different. 
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II. Core Shareholder Protection Standards 
 

Paragraph No. of 
Appendix 3 to 
Main Board 
Listing Rules 
and GEM Listing 
Rules 

Core Shareholder Protection 
Standard 

Fully complied with? 
(please tick and provide the information) 

Proposed actions that a potential 
applicant will take to address the 
potential conflict or shortfall (if 
applicable) 

Yes 
(please state (i) the 

equivalent requirements of 

the Jurisdiction, and (ii) 

how they provide the Core 

Shareholder Protection 

Standard) 

No 
(please state (i) the 

comparable requirements 

of the Jurisdiction (if any), 

and (ii) the potential 

conflict or shortfall) 

Directors  

Casual vacancy appointments 
 

4(2) Any person appointed by the 
directors to fill a casual vacancy 
on or as an addition to the 
board shall hold office only until 
the first annual general meeting 
of the issuer after his 
appointment, and shall then be 
eligible for re-election. 

Note: In respect of 

Grandfathered Greater China 

Issuers and Non-Greater China 

Issuers that are permitted to 

have a WVR structure that 

does not comply with Chapter 

8A  of   the  Listing   Rules, the 

Exchange   will    consider  the 
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Paragraph No. of 
Appendix 3 to 
Main Board 
Listing Rules 
and GEM Listing 
Rules 

Core Shareholder Protection 
Standard 

Fully complied with? 
(please tick and provide the information) 

Proposed actions that a potential 
applicant will take to address the 
potential conflict or shortfall (if 
applicable) 

Yes 
(please state (i) the 

equivalent requirements of 

the Jurisdiction, and (ii) 

how they provide the Core 

Shareholder Protection 

Standard) 

No 
(please state (i) the 

comparable requirements 

of the Jurisdiction (if any), 

and (ii) the potential 

conflict or shortfall) 

 applicability of this requirement 

on a case-by-case basis based 

on the circumstances of each 

individual case. 

   

Removal of directors 
 

4(3) Where not otherwise provided 
by law, members in general 
meeting shall have the power 
by ordinary resolution to 
remove any director (including 
a managing or other executive 
director, but without prejudice 
to any claim for damages under 
any contract) before the 
expiration of his term of office. 

Note: In respect of 

Grandfathered Greater China 

Issuers and Non-Greater China 

Issuers  that  are  permitted  to 
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Paragraph No. of 
Appendix 3 to 
Main Board 
Listing Rules 
and GEM Listing 
Rules 

Core Shareholder Protection 
Standard 

Fully complied with? 
(please tick and provide the information) 

Proposed actions that a potential 
applicant will take to address the 
potential conflict or shortfall (if 
applicable) 

Yes 
(please state (i) the 

equivalent requirements of 

the Jurisdiction, and (ii) 

how they provide the Core 

Shareholder Protection 

Standard) 

No 
(please state (i) the 

comparable requirements 

of the Jurisdiction (if any), 

and (ii) the potential 

conflict or shortfall) 

 have a WVR structure that 

does not comply with Chapter 

8A of the Listing Rules, the 

Exchange will consider the 

applicability of this requirement 

on a case-by-case basis based 

on the circumstances of each 

individual case. 

   

General Meetings  

Timing of annual general meeting 
 

14(1) An issuer must hold a general 
meeting for each financial year 
as its annual general meeting. 

Note: Generally, an issuer must 

hold its annual general meeting 

within six months after the end 

of its financial year. 
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Paragraph No. of 
Appendix 3 to 
Main Board 
Listing Rules 
and GEM Listing 
Rules 

Core Shareholder Protection 
Standard 

Fully complied with? 
(please tick and provide the information) 

Proposed actions that a potential 
applicant will take to address the 
potential conflict or shortfall (if 
applicable) 

Yes 
(please state (i) the 

equivalent requirements of 

the Jurisdiction, and (ii) 

how they provide the Core 

Shareholder Protection 

Standard) 

No 
(please state (i) the 

comparable requirements 

of the Jurisdiction (if any), 

and (ii) the potential 

conflict or shortfall) 

Notice of annual general meeting 
 

14(2) An issuer must give its 
members reasonable written 
notice of its general meetings. 

Note: “Reasonable written 

notice” normally means at least 

21 days for an annual general 

meeting and at least 14 days for 

other general meetings. This is 

unless it can be demonstrated 

that reasonable written notice 

can be given in less time. 

   

Right to speak and vote at general meetings 
 

14(3) Members must have the right to 
(1) speak at a general meeting; 
and (2) vote at a general 
meeting     except     where    a 
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Paragraph No. of 
Appendix 3 to 
Main Board 
Listing Rules 
and GEM Listing 
Rules 

Core Shareholder Protection 
Standard 

Fully complied with? 
(please tick and provide the information) 

Proposed actions that a potential 
applicant will take to address the 
potential conflict or shortfall (if 
applicable) 

Yes 
(please state (i) the 

equivalent requirements of 

the Jurisdiction, and (ii) 

how they provide the Core 

Shareholder Protection 

Standard) 

No 
(please state (i) the 

comparable requirements 

of the Jurisdiction (if any), 

and (ii) the potential 

conflict or shortfall) 

 member is required, by the 
Listing Rules, to abstain from 
voting to approve the matter 
under consideration. 

Notes 

1. An example of such a 

circumstance is where a 

member has a material interest 

in the transaction or 

arrangement being voted upon. 

2. If an issuer is subject to a 

foreign law or regulation that 

prevents the restriction of a 

member’s right to speak and/or 

vote at general meetings, the 

issuer can enter into an 

undertaking with the Exchange 

to put in place measures that 

achieve the same outcome as 

the     restriction     under    this 
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Paragraph No. of 
Appendix 3 to 
Main Board 
Listing Rules 
and GEM Listing 
Rules 

Core Shareholder Protection 
Standard 

Fully complied with? 
(please tick and provide the information) 

Proposed actions that a potential 
applicant will take to address the 
potential conflict or shortfall (if 
applicable) 

Yes 
(please state (i) the 

equivalent requirements of 

the Jurisdiction, and (ii) 

how they provide the Core 

Shareholder Protection 

Standard) 

No 
(please state (i) the 

comparable requirements 

of the Jurisdiction (if any), 

and (ii) the potential 

conflict or shortfall) 

 paragraph (e.g. any votes cast 

by or on behalf of a member in 

contravention of the rule 

restriction must not be counted 

towards the resolution). 

   

Restriction on shareholder voting 
 

14(4) Where any shareholder is 
required under the Listing 
Rules to abstain from voting on 
any particular resolution or 
restricted to voting only for or 
only against any particular 
resolution, any votes cast by or 
on behalf of such shareholder 
in contravention of such 
requirement or restriction shall 
not be counted. 
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Paragraph No. of 
Appendix 3 to 
Main Board 
Listing Rules 
and GEM Listing 
Rules 

Core Shareholder Protection 
Standard 

Fully complied with? 
(please tick and provide the information) 

Proposed actions that a potential 
applicant will take to address the 
potential conflict or shortfall (if 
applicable) 

Yes 
(please state (i) the 

equivalent requirements of 

the Jurisdiction, and (ii) 

how they provide the Core 

Shareholder Protection 

Standard) 

No 
(please state (i) the 

comparable requirements 

of the Jurisdiction (if any), 

and (ii) the potential 

conflict or shortfall) 

Right to convene an extraordinary general meeting 
 

14(5) Members holding a minority 
stake in the total number of 
issued shares must be able to 
convene an extraordinary 
general meeting and add 
resolutions to a meeting 
agenda. The minimum stake 
required to do so must not be 
higher than 10% of the voting 
rights, on a one vote per share 
basis, in the share capital of the 
issuer. 
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Paragraph No. of 
Appendix 3 to 
Main Board 
Listing Rules 
and GEM Listing 
Rules 

Core Shareholder Protection 
Standard 

Fully complied with? 
(please tick and provide the information) 

Proposed actions that a potential 
applicant will take to address the 
potential conflict or shortfall (if 
applicable) 

Yes 
(please state (i) the 

equivalent requirements of 

the Jurisdiction, and (ii) 

how they provide the Core 

Shareholder Protection 

Standard) 

No 
(please state (i) the 

comparable requirements 

of the Jurisdiction (if any), 

and (ii) the potential 

conflict or shortfall) 

Other Shareholder Rights  

Variation of Class Rights  

15 A super-majority vote of the 
issuer’s members of the class 

to which the rights are attached 
shall be required to approve a 
change to those rights. 
Notes 

1. A “super-majority vote” 

means at least three-fourths of 

the voting rights of the 

members holding shares in that 

class present and voting in 

person or by proxy at a 

separate general meeting of 

members of the class where the 

quorum for such meeting shall 

be holders of at least one third 

of the issued shares of the 
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Paragraph No. of 
Appendix 3 to 
Main Board 
Listing Rules 
and GEM Listing 
Rules 

Core Shareholder Protection 
Standard 

Fully complied with? 
(please tick and provide the information) 

Proposed actions that a potential 
applicant will take to address the 
potential conflict or shortfall (if 
applicable) 

Yes 
(please state (i) the 

equivalent requirements of 

the Jurisdiction, and (ii) 

how they provide the Core 

Shareholder Protection 

Standard) 

No 
(please state (i) the 

comparable requirements 

of the Jurisdiction (if any), 

and (ii) the potential 

conflict or shortfall) 

 class. This is unless it can be 

demonstrated that shareholder 

protection will not be 

compromised by a lower voting 

threshold (e.g. simple majority 

votes in favour of the relevant 

resolutions with a higher 

quorum requirement) and in 

such case a “super-majority 

vote” is deemed to be 

achieved. 

2. For PRC issuers, the 

Exchange will consider a 

resolution passed by members 

representing at least two-thirds 

of the voting rights of the 

members who are present at 

the classified members’ 

meeting and have voting rights 

to amend class rights as 
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Paragraph No. of 
Appendix 3 to 
Main Board 
Listing Rules 
and GEM Listing 
Rules 

Core Shareholder Protection 
Standard 

Fully complied with? 
(please tick and provide the information) 

Proposed actions that a potential 
applicant will take to address the 
potential conflict or shortfall (if 
applicable) 

Yes 
(please state (i) the 

equivalent requirements of 

the Jurisdiction, and (ii) 

how they provide the Core 

Shareholder Protection 

Standard) 

No 
(please state (i) the 

comparable requirements 

of the Jurisdiction (if any), 

and (ii) the potential 

conflict or shortfall) 

 satisfying the threshold of a 

“super-majority”. 

   

Amendment of Constitutional Documents 
 

16 A super-majority vote of the 
issuer’s members in a general 

meeting shall be required to 
approve changes to an issuer’s 

constitutional documents, 
however framed. 

Notes 

1. A “super-majority vote” 

means at least three-fourths of 

the total voting rights of the 

members present and voting in 

person or by proxy at the 

general meeting. This is unless 

it can be demonstrated that 

shareholder protection will not 
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Paragraph No. of 
Appendix 3 to 
Main Board 
Listing Rules 
and GEM Listing 
Rules 

Core Shareholder Protection 
Standard 

Fully complied with? 
(please tick and provide the information) 

Proposed actions that a potential 
applicant will take to address the 
potential conflict or shortfall (if 
applicable) 

Yes 
(please state (i) the 

equivalent requirements of 

the Jurisdiction, and (ii) 

how they provide the Core 

Shareholder Protection 

Standard) 

No 
(please state (i) the 

comparable requirements 

of the Jurisdiction (if any), 

and (ii) the potential 

conflict or shortfall) 

 be compromised by a lower 

voting threshold (e.g. simple 

majority votes in favour of the 

relevant resolutions with a 

higher quorum requirement) 

and in such case a “super- 

majority vote” is deemed to be 

achieved. 

2. For PRC issuers, the 

Exchange will consider a 

resolution passed by members 

representing at least two-thirds 

of the total voting rights of the 

members present and voting in 

person or by proxy at the 

meeting as satisfying the 

threshold of a “super-majority”. 
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Paragraph No. of 
Appendix 3 to 
Main Board 
Listing Rules 
and GEM Listing 
Rules 

Core Shareholder Protection 
Standard 

Fully complied with? 
(please tick and provide the information) 

Proposed actions that a potential 
applicant will take to address the 
potential conflict or shortfall (if 
applicable) 

Yes 
(please state (i) the 

equivalent requirements of 

the Jurisdiction, and (ii) 

how they provide the Core 

Shareholder Protection 

Standard) 

No 
(please state (i) the 

comparable requirements 

of the Jurisdiction (if any), 

and (ii) the potential 

conflict or shortfall) 

Appointment, removal and remuneration of auditors 
 

17 The appointment, removal and 
remuneration of auditors must 
be approved by a majority of 
the issuer’s members or other 

body that is independent of the 
board of directors. 

Note: An example of such an 

independent body is the 

supervisory board in systems 

that have a two tier board 

structure. 

   

Proxies and corporate representatives 
 

18 Every member shall be entitled 
to appoint a proxy who needs 
not necessarily be a member of 
the issuer and that every 
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Paragraph No. of 
Appendix 3 to 
Main Board 
Listing Rules 
and GEM Listing 
Rules 

Core Shareholder Protection 
Standard 

Fully complied with? 
(please tick and provide the information) 

Proposed actions that a potential 
applicant will take to address the 
potential conflict or shortfall (if 
applicable) 

Yes 
(please state (i) the 

equivalent requirements of 

the Jurisdiction, and (ii) 

how they provide the Core 

Shareholder Protection 

Standard) 

No 
(please state (i) the 

comparable requirements 

of the Jurisdiction (if any), 

and (ii) the potential 

conflict or shortfall) 

 shareholder being a 
corporation shall be entitled to 
appoint a representative to 
attend and vote at any general 
meeting of the issuer and, 
where a corporation is so 
represented, it shall be treated 
as being present at any meeting 
in person. A corporation may 
execute a form of proxy under 
the hand of a duly authorised 
officer. 

   

 HKSCC’s right to appoint proxies or corporate representatives 
 

19 HKSCC must be entitled to 
appoint proxies or corporate 
representatives to attend the 
issuer’s general meetings and 

creditors meetings and those 
proxies/ corporate 
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Paragraph No. of 
Appendix 3 to 
Main Board 
Listing Rules 
and GEM Listing 
Rules 

Core Shareholder Protection 
Standard 

Fully complied with? 
(please tick and provide the information) 

Proposed actions that a potential 
applicant will take to address the 
potential conflict or shortfall (if 
applicable) 

Yes 
(please state (i) the 

equivalent requirements of 

the Jurisdiction, and (ii) 

how they provide the Core 

Shareholder Protection 

Standard) 

No 
(please state (i) the 

comparable requirements 

of the Jurisdiction (if any), 

and (ii) the potential 

conflict or shortfall) 

 representatives must enjoy 
rights equivalent to the rights of 
other shareholders, including 
the right to speak and vote. 

Note: Where the laws of an 

overseas jurisdiction prohibit 

HKSCC from appointing 

proxies/ corporate 

representatives enjoying the 

rights described by this 

paragraph, the issuer must 

make the necessary 

arrangements with HKSCC to 

ensure that Hong Kong 

investors holding shares 

through HKSCC enjoy the 

rights to vote, attend 

(personally or by proxy) and 

speak at general meetings. 
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Paragraph No. of 
Appendix 3 to 
Main Board 
Listing Rules 
and GEM Listing 
Rules 

Core Shareholder Protection 
Standard 

Fully complied with? 
(please tick and provide the information) 

Proposed actions that a potential 
applicant will take to address the 
potential conflict or shortfall (if 
applicable) 

Yes 
(please state (i) the 

equivalent requirements of 

the Jurisdiction, and (ii) 

how they provide the Core 

Shareholder Protection 

Standard) 

No 
(please state (i) the 

comparable requirements 

of the Jurisdiction (if any), 

and (ii) the potential 

conflict or shortfall) 

Inspection of Branch Register 
 

20 The branch register of 
members in Hong Kong shall 
be open for inspection by 
members but the issuer may be 
permitted to close the register 
on terms equivalent to section 
632 of the Companies 
Ordinance. 

  

Voluntary winding up 
 

21 A super-majority vote of the 
issuer’s members in a general 

meeting shall be required to 
approve a voluntary winding up 
of an issuer. 

Notes 
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Paragraph No. of 
Appendix 3 to 
Main Board 
Listing Rules 
and GEM Listing 
Rules 

Core Shareholder Protection 
Standard 

Fully complied with? 
(please tick and provide the information) 

Proposed actions that a potential 
applicant will take to address the 
potential conflict or shortfall (if 
applicable) 

Yes 
(please state (i) the 

equivalent requirements of 

the Jurisdiction, and (ii) 

how they provide the Core 

Shareholder Protection 

Standard) 

No 
(please state (i) the 

comparable requirements 

of the Jurisdiction (if any), 

and (ii) the potential 

conflict or shortfall) 

 1. A “super-majority vote” 

means at least three-fourths of 

the total voting rights of the 

members present and voting in 

person or by proxy at the 

general meeting. This is unless 

it can be demonstrated that 

shareholder protection will not 

be compromised by a lower 

voting threshold (e.g. simple 

majority votes in favour of the 

relevant resolutions with a 

higher quorum requirement) 

and in such case a “super- 

majority vote” is deemed to be 

achieved. 

2. For PRC issuers, the 

Exchange will consider a 

resolution passed by members 

representing at least two-thirds 

of the total voting rights of the 
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Paragraph No. of 
Appendix 3 to 
Main Board 
Listing Rules 
and GEM Listing 
Rules 

Core Shareholder Protection 
Standard 

Fully complied with? 
(please tick and provide the information) 

Proposed actions that a potential 
applicant will take to address the 
potential conflict or shortfall (if 
applicable) 

Yes 
(please state (i) the 

equivalent requirements of 

the Jurisdiction, and (ii) 

how they provide the Core 

Shareholder Protection 

Standard) 

No 
(please state (i) the 

comparable requirements 

of the Jurisdiction (if any), 

and (ii) the potential 

conflict or shortfall) 

 members present and voting in 

person or by proxy at the 

meeting as satisfying the 

threshold of a “super-majority”. 

   

 
 

III. Compliance with The Codes on Takeovers and Mergers and Share Buy-backs (“Codes”) 
 

The Codes apply to takeovers, mergers and share buy-backs affecting Hong Kong public companies and Real Estate Investment 
Trusts with a primary or dual-primary listing on the Exchange. The Codes do not apply to a secondary listed company on the 
Exchange unless it is a “public company in Hong Kong” within the meaning of the Codes. The SFC will consider all the 

circumstances including the factors set out in section 4.2 of the Introduction to the Codes4 to determine whether a secondary 
listed company is a “public company in Hong Kong”. 

 
1. Provide a brief description of the regulatory framework that governs takeovers, mergers and share buy-backs of companies 

incorporated in the Jurisdiction. 
 

2. Specify and provide full analysis of: 
 
 
 
 
 
 

4 https://www.sfc.hk/web/EN/rules-and-standards/codes-and-guidelines/codes/. 

https://www.sfc.hk/web/EN/rules-and-standards/codes-and-guidelines/codes/
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(a) any conflicts between the laws and regulations of the Jurisdiction and the Codes; 

(b) the laws and regulations of the Jurisdiction which would render an offeror, offeree company or their related parties being 
unable to comply with the Codes; and 

(c) the proposed actions that a potential applicant incorporated in the Jurisdiction will take to resolve these conflicts or 
differences, including any waivers or exemptions available under the local jurisdictions the waiver/exemption of which would 
allow the parties to fully comply with the Codes, and the relevant procedures. 

 
3. Provide details of any statutory takeovers or mergers regime in the Jurisdiction which provides for (a) compulsory acquisition or 

squeeze out rights; and (b) appraisal rights for dissenting shareholders. 
 

4. Advise whether the Jurisdiction permits treasury shares to be held and if permitted, the voting rights and dividend entitlement 
attached to such treasury shares. 
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Appendix II - Published Country Guides or guidance (link) 

1. Australia 
2. Austria 
3. Bermuda 
4. Brazil 
5. British Virgin Islands 
6. Canada – Alberta 
7. Canada – British Columbia 
8. Canada – Ontario 
9. Cayman Islands 
10. Cyprus 
11. England & Wales 
12. France 
13. Germany 
14. Guernsey 
15. India 
16. Ireland 
17. Isle of Man 
18. Israel 
19. Italy 
20. Japan 
21. Jersey 
22. Republic of Korea 
23. Labuan 
24. Luxembourg 
25. Netherlands 
26. Russia 
27. Singapore (the Republic of) 
28. United States of America – State of California 
29. United States of America – State of Delaware 
30. United States of America - State of Nevada 
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https://www.hkex.com.hk/Listing/Rules-and-Guidance/Listing-of-Overseas-Companies/List-of-Acceptable-Overseas-Jurisdictions?sc_lang=en
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HKEX GUIDANCE LETTER 
HKEX-GL109-20 (November 2020)  
 

Subject Guidance on continuing obligations of authorised collective 
investment schemes (“CISs”) listed under Chapter 20 of the 
Main Board Listing Rules  

Listing 
Rules 

Main Board Chapter 20 and Part G of Appendix 7 
 

 
Important note: This letter does not override the Listing Rules and is not a substitute for 
advice from qualified professional advisers. If there is any conflict or inconsistency 
between this letter and the Listing Rules, the Listing Rules prevail. You may consult the 
Listing Division on a confidential basis for an interpretation of the Listing Rules or this 
letter.  
 
I. Purpose 

 
1. This letter provides guidance to CIS issuers on their continuing obligations 

under the Listing Rules. This letter reflects guidance set out in the Exchange’s 
letter to issuers of 23 November 2009 (withdrawn).  

 
II. Background and relevant Listing Rules 

 
2. The primary authority for regulating CISs that are offered to the public in Hong 

Kong is the Securities and Futures Commission authorisation and its various 
Codes applicable to CISs. The Commission is the authority for monitoring 
compliance with these authorisation conditions and applicable Codes. The 
Exchange’s role in CIS regulation is primarily to maintain, as far as practicable, 
a fair and orderly market in the trading of CISs. 
 

3. Every CIS is required to sign a Listing Agreement (in the form prescribed in Part 
G of Appendix 7 of the Listing Rules) with the Exchange by which it undertakes 
to comply with the continuing obligations to which it will be subject as a condition 
of the listing of the CIS interests. The major continuing obligations for CISs 
under the Listing Agreement are: 
 
(a) disclosure of any information necessary to enable the holders of interests 

to appraise the position of the CIS and to avoid the establishment of a 
false market in the interests in the CIS;  
 

(b) prompt response to enquiries made of it by the Exchange including those 
concerning unusual movements in the price or trading volume of the 
CIS’s listed interests or any other matters by giving such relevant 
information as is available to it or by issuing a “no-knowledge” statement; 
and  
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(c) filing and forwarding of the specified number of copies of its corporate 
disclosure materials (e.g. circulars, notices, annual reports etc.) to the 
Exchange and authorising the Exchange to file these materials with the 
Commission under the Securities and Futures (Stock Market Listing) 
Rules. 

 
 

III. Guidance 
 
4. In light of the above, generally speaking, only the following sections of the 

Listing Rules are applicable to CISs:  
 
- Chapter 1  
- Chapter 2 (other than Rules 2.07A, 2.07B, 2.09 – 2.11, 2.15-2.17)  
- Chapter 2A  
- Chapter 2B  
- Chapter 6 (other than Rules 6.11 – 6.16)  
- Chapter 20  
- Practice Note 1  
- Practice Note 8  
- Practice Note 11  
- Appendix 5 - Form C3 
- Appendix 7G 
- Appendix 8  
- Appendix 24 

      
5. Nevertheless the Listing Rules are not meant to be exhaustive and in 

appropriate circumstances the Exchange may waive, modify or not require 
compliance with the Listing Rules or impose additional requirements in 
individual cases to suit individual circumstances. 
 

6. The Exchange and the Commission jointly issued a “Circular to Management 
Companies of SFC-authorised Exchange Traded Funds (“ETFs”)(Revised as of 
17 December 2018)” to assist management companies of ETFs to comply with 
the disclosure obligations under the Code on Unit Trusts and Mutual Funds and 
the Listing Agreement for CISs (see Appendix).   

 
 
 
 
 

 
**** 
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HKEX GUIDANCE LETTER 
HKEX-GL108-20 (August 2020) 
 

Subject Experience and Qualification Requirements of a Company 
Secretary 

Listing Rules and 
Regulations 

Main Board Rules 3.28, 3.29 and 8.17, and Appendix 14 to 
the Main Board Rules  

GEM Rules 5.14, 5.15 and 11.07, and Appendix 15 to the 
GEM Rules 

 Related 
Publications  

HKEX-LD72-1, HKEX-LD72-2 and HKEX-LD46-2013 

Author IPO Vetting Department 

Important note:  This letter does not override the Listing Rules and is not a substitute 
for advice from qualified professional advisers.  If there is any conflict or inconsistency 
between this letter and the Listing Rules, the Listing Rules prevail.  You may consult 

the Listing Division on a confidential basis for an interpretation of the Listing Rules, or 
this letter.    

I. Purpose  

1 This letter provides (i) information on the policy rationale of Main Board Rule 3.28 
(GEM Rule 5.14) with regards to the experience and qualification requirements of 
a company secretary (“R3.28”); (ii) guidance on factors considered by the 
Exchange when granting waivers from R3.28 and conditions to be imposed; and 
(iii) guidance on factors considered by the Exchange in determining whether the 
Proposed Company Secretary (as defined in paragraph 7) has attained the 
Relevant Experience (as defined in paragraph 3(ii)) under R3.28 by the end of the 
Waiver Period (as defined in paragraph 9).   

II. Relevant Listing Rules  

2 Section F of the Corporate Governance Code and Corporate Governance Report 
under Appendix 14 to the Main Board Rules (Appendix 15 to the GEM Rules) 
states that, among other things, the company secretary plays an important role in 
supporting the board by ensuring good information flow within the board and that 
board policy and procedures are followed.  The company secretary is responsible 

for advising the board on corporate governance matters, and should be an 
employee of the issuer and have day-to-day knowledge of the issuer’s affairs. 

3 R3.28 requires a company secretary of an issuer to possess certain academic or 
professional qualifications, or relevant experience to be considered capable of 
discharging the functions of company secretary:  

(i) The academic or professional qualifications to be considered acceptable by 
the Exchange include (a) a member of The Institute of Chartered Secretaries; 
(b) a solicitor or barrister under the Legal Practitioners Ordinance; and (c) a 
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certified public accountant under the Professional Accountants Ordinance 
(“Acceptable Qualification”). 

(ii) The Exchange’s assessment criteria for “relevant experience” includes: (a) 
length of employment with the issuer and other issuers and the roles the 
company secretary has played; (b) familiarity with the Rules and other 
relevant laws and regulations; (c) relevant training taken and/ or to be taken 
in addition to the minimum requirement under Main Board Rule 3.29 (GEM 
Rule 5.15) (i.e. 15 hours per financial year); and (d) professional 
qualifications in other jurisdictions (“Relevant Experience”). 

4 Main Board Rule 8.17 (GEM Rule 11.07) states that an issuer must appoint a 
company secretary who satisfies R3.28.   

III. Guidance 

5 R3.28 was introduced to ensure issuers appointing individuals with the requisite 
knowledge and experience to assist them in compliance with the Listing Rules and 
relevant law and regulations in Hong Kong, and to achieve a good corporate 
governance standard.  Individuals can demonstrate compliance with R3.28 by 
virtue of Acceptable Qualification and/ or Relevant Experience. 

6 Issuers tend to appoint senior management members, or other employees that had 
served related roles for a period of time and are familiar with the issuer’s business 
and affairs as company secretary.  However, these individuals may not possess 
the Acceptable Qualification nor Relevant Experience as required under R3.28.  
In addition, issuers with principal business activities outside Hong Kong may have 
practical difficulties in finding a company secretary who possesses day-to-day 
knowledge of their affairs and the Acceptable Qualification or Relevant Experience.  
Under such circumstances, these issuers may prefer a company secretary who 
meets their specific needs (e.g. with special knowledge or skills in the laws and 
regulations of the jurisdiction in which the issuer operates) or industry-specific 
experience or expertise) rather than only being familiar with securities regulation 
in Hong Kong.  This is because while it is important for the company secretary of 
an issuer to be familiar with the relevant requirements in Hong Kong, he/ she also 
needs to have experience relevant to the issuer’s industry/ operations, nexus to 
the board and close working relationship with management of the issuer in order 
to perform the function of a company secretary and to take the necessary actions 
in the most effective and efficient manner.   

7 In view of the above, the Exchange has in the past granted waivers to issuers 
proposing to appoint a company secretary who does not have the qualification and 
experience required under R3.28 (the “Proposed Company Secretary”) for a 
specified period. 

R3.28 waivers 

8 The Exchange will consider any R3.28 waiver applications based on the specific 
facts and circumstances.  Factors that will be considered by the Exchange include: 

(i) whether the issuer has principal business activities primarily outside Hong 
Kong;  
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(ii) whether the issuer was able to demonstrate the need to appoint a person 
who does not have the Acceptable Qualification nor Relevant Experience as 
a company secretary; and  

(iii) why the directors consider the individual to be suitable to act as the issuer’s 
company secretary. 

9 A R3.28 waiver, if granted, will be for a fixed period of time (“Waiver Period”) and 
on the following conditions: 

(i) the Proposed Company Secretary must be assisted by a person who 
possesses the qualifications or experience as required under R3.28 
(“Qualified Person”) and is appointed as a joint company secretary 
throughout the Waiver Period; and  

(ii) the waiver can be revoked if there are material breaches of the Listing Rules 
by the issuer.  

10 These conditions are intended to ensure (i) the Qualified Person will assist the 
issuer to comply with relevant Hong Kong law and regulations and to achieve a 
good corporate governance standard; and (ii) a reasonable time is given to enable 
the Proposed Company Secretary to acquire the Relevant Experience required 
under R3.28 (in particular, the familiarity with the relevant regulatory requirements) 
over time.  

11 The length of the Waiver Period will depend on the following factors, but in any 
case, will not exceed three years as the Proposed Company Secretary is expected 
to have acquired the relevant qualification or experience required under R3.28 
within such period:  

(i) the Proposed Company Secretary's experience in handling company 
secretarial matters and his/ her relevant professional qualifications and/ or 
academic background;  

(ii) the measures and systems in place to facilitate the Proposed Company 
Secretary in discharging his/ her duties as a company secretary; and 

(iii) the issuer’s regulatory compliance and/ or material deficiencies/ weaknesses 
in internal controls.  

12 New applicants and issuers should disclose in the listing document and the 
announcement (as the case may be) (i) reasons for a R3.28 waiver; (ii) details and 
conditions of the R3.28 waiver; and (iii) qualification and experience of both the 
Proposed Company Secretary and the Qualified Person.  

13 Before the end of the Waiver Period, the Exchange will not automatically deem the 
Proposed Company Secretary to be qualified under R3.28.  The issuer must 
demonstrate and seek the Exchange’s confirmation that the Proposed Company 
Secretary has attained the Relevant Experience and is capable of discharging the 
functions of company secretary under R3.28.  The Exchange will assess each 
case based on the specific facts and circumstances, taking into consideration the 
following factors: 
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(i) compliance history of the listed issuer during the Waiver Period; and  

(ii) the relevant training undertaken by the Proposed Company Secretary during 
the Waiver Period.  

14 For clarity, the expectation is that the issuer should be able to demonstrate that the 
Proposed Company Secretary, having had the benefit of the Qualified Person's 
assistance during the Waiver Period, would have acquired the Relevant 
Experience under R3.28 such that a further waiver would not be necessary.   

***** 
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HKEX GUIDANCE LETTER 
HKEX-GL106-19 (October 2019) (Updated in October 2020 and June 2021) 
   

Subject  Guidance on sufficiency of operations  

Listing Rules  Main Board Rule 13.24  
GEM Rule 17.26 

Important note: This letter does not override the Listing Rules and is not a substitute 
for advice from qualified professional advisers. If there is any conflict or inconsistency 
between this letter and the Listing Rules, the Listing Rules prevail. You may consult 
the Listing Department on a confidential basis for an interpretation of the Listing Rules 
or this letter.  

I. BACKGROUND AND PURPOSE 
 

1. On 1 October 2019, amendments to Rule 13.24 came into effect.  The amended 
Rule 13.24 imposes a continuing listing obligation on a listed issuer to maintain 
a business with a sufficient level of operations and assets of sufficient value to 
support its operations to warrant its continued listing.   
 

2. In recent years the prevalence of backdoor listings has resulted in a substantial 
increase in the value of a listing status, leading to extensive activities related to 
investors acquiring controls of listed issuers for their listing platforms (rather than 
the underlying business) for eventual backdoor listings, and listed issuers 
undertaking corporate actions (such as disposals of businesses) to facilitate the 
sale of their listing platforms.  There were also cases where the listed issuers, 
after disposing of or otherwise winding down their principal businesses, 
established or acquired new businesses that have very low barriers of entry 
and/or can be easily established and discontinued without significant costs. 
These actions may leave listed issuers with minimal operations or businesses 
without substance. This, in turn, leads to speculative trading activities and 
opportunities for market manipulation, and undermines investors’ confidence in 
our market. Where an issuer undertakes shell creation or maintenance activities 
leading to the issuer operating a business with minimal operations, the Exchange 
would apply Rule 13.24(1).  Where the Exchange considers that an issuer is not 
operating a business of substance, it may apply Rule 13.24, and may also 
question the issuer’s suitability for continued listing under Rule 6.01(4) (see 
Guidance Letter on Listed Issuer’s Suitability for Continued Listing (GL96-18)). 
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3. This letter provides guidance on the purpose behind and the general approach 
relating to the Exchange’s application of Rule 13.24 after its amendments 
becoming effective.  All Rule references in this letter are to the Main Board Listing 
Rules.  As GEM Rule 17.26 is the same as Main Board Rule 13.24, the guidance 
set out in this letter also applies to GEM issuers. In addition, listing decisions and 
Listing Review Committee decisions on Rule 13.24 also offer guidance on this 
subject. 

 
II. RULE 13.24 

 
4. Rule 13.24 states: 
 

“(1) An issuer must carry out, directly or indirectly, a business with a sufficient 
level of operations and assets of sufficient value to support its operations 
to warrant the continued listing of the issuer’s securities. 

   
Note: Rule 13.24(1) is a qualitative test. The Exchange may 

consider an issuer to have failed to comply with the rule in 
situations where, for example, the Exchange considers that 
the issuer does not have a business that has substance and/or 
that is viable and sustainable.        
 
The Exchange will make an assessment based on specific 
facts and circumstances of individual issuers.  For example, 
when assessing whether a money lending business of a 
particular issuer is a business of substance, the Exchange 
may consider, among other factors, the business model, 
operating scale and history, source of funding, size and 
diversity of customer base and loan portfolio and internal 
control systems of the money lending business of that 
particular issuer, taking into account the norms and standards 
of the relevant industry.  
 
Where the Exchange raises concerns with an issuer about its 
compliance with the rule, the onus is on the issuer to provide 
information to address the Exchange’s concerns and 
demonstrate its compliance with the rule. 
 

(2) Proprietary trading and/or investment in securities by an issuer and its 
subsidiaries (other than an issuer which is an investment company 
listed under Chapter 21) are normally excluded when considering 
whether the issuer can meet rule 13.24(1). 
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Note:  This rule would not normally apply to proprietary securities 

trading and/or investment activities carried out in the ordinary 
and usual course of business by a member of an issuer’s group 
that is: 

 
(a) a banking company (as defined in rule 14A.88); 

 
(b) an insurance company (as defined in rule 14.04); or 

 
(c) a securities house (as defined in rule 14.04) that is 

mainly engaged in regulated activities under the SFO. It 
should be noted that proprietary securities trading and/or 
investment is not a regulated activity under the SFO and 
accordingly, this exemption is not available where 
proprietary securities trading and/or investment 
constitutes a significant part of the business of the 
securities house.” 

 
5. One of the objectives of the amendments to Rule 13.24 is to address the issue 

of “shell companies” in a more effective manner.  Shell companies are often 
associated with issuers operating at a low level of activities whose size and 
prospects do not support the costs or purpose associated with a public listing.  In 
particular, 
 
(a) Under Rule 13.24(1), an issuer must carry out a business with a sufficient 

level of operations to warrant its continued listing.  An issuer that holds 
significant assets but does not carry out a sufficient level of operations is 
not compliant with the amended Rule.   
 

(b) Under Rule 13.24(2), an issuer’s proprietary trading and/or investment in 
securities is normally excluded when examining its sufficiency of operations 
and assets under Rule 13.24(1)1.   

 
The exception applies to proprietary securities trading and/or investment 
activities carried out in the ordinary and usual course of business by a member 
of an issuer’s group that is a banking company, an insurance company or a 
securities house, provided that, in the case of a securities house, that member 
is mainly engaged in regulated activities under the SFO.  It should be noted that 
proprietary securities trading and/or investment is not a regulated activity under 
the SFO and accordingly, this exemption is not available where proprietary 
securities trading and/or investment constitutes a significant part of the business 
of the securities house. 

 
 
  

                                                      
1  Before the amendments to Rule 13.24, there were cases where proprietary securities trading was 

employed to maintain listed shells and was not demonstrated to be a business of substance.   Also 
see paragraphs 11 to 14 of this guidance letter. 
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6. An assessment of Rule 13.24 is generally based on the current operations of the 
issuer.  Where an issuer fails to meet Rule 13.24(1), the Exchange would 
suspend trading in the issuer’s securities under Rule 6.01(3).  The issuer would 
generally be given a period to remedy the issue, failing which the Exchange may 
cancel the listing of the issuer’s securities2.  

 
III. GENERAL APPLICATION OF RULE 13.24(1) 

 
(A) Listed issuers with minimal operations 
 
(i) Business deterioration / discontinuation 

 
7. The Exchange notes a number of cases where the listed issuers completely or 

substantially ceased their operations or otherwise maintained only minimal 
operations. This might have resulted from (a) the issuers having gradually scaled 
down or discontinued their principal business (or a material part thereof), or (b) 
continual deterioration of the issuers’ business due to, for example, decline in the 
demand for the relevant products or services or deterioration in the business 
condition of the specific industry.  In these circumstances, they failed to maintain 
a viable and sustainable business to comply with Rule 13.24(1)3.   
 

8. Among other situations, a listed issuer with the following characteristics would 
normally be considered not to have a viable and sustainable business that meets 
Rule 13.24(1):  

 
(a) The issuer maintains a very low level of operating activities and revenue, 

raising an issue that the size and prospects of the issuer do not appear to 
justify the costs or purpose associated with a public listing.  This may 
happen, for example, where the issuer’s business does not generate 
sufficient revenue to cover corporate expense, resulting in net losses and 
negative operating cashflow.  
 

(b) This current scale of operations does not represent a temporary downturn, 
as the issuer’s business has been operating at a very small scale and 
incurring losses for years.   

 
However, an issuer experiencing a temporary reduction or suspension of 
operations due to market conditions or business strategies would not be 
considered to have failed Rule 13.24(1) only because of the temporary 
circumstances.  

  

                                                      
2  See Rules 6.01A and 6.10 and Guidance Letter on Long Suspension and Delisting (GL95-18). 
3  See the note to Rule 13.24(1) 
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(c) The issuer fails to demonstrate that it has sufficient assets to support an 

operation that generates sufficient revenue and profits to warrant a 
continued listing.  
 
An assessment of sufficiency of assets is with reference to and 
commensurate with the particular nature, mode and scale of the issuer’s 
operations. It is acknowledged that there are asset-light businesses which, 
compared to asset-heavy businesses, require assets of lesser value to 
support their viability and sustainability.  Assets that are not used to support 
an issuer’s operations are disregarded.  

 
(ii) Corporate actions leading to minimal operations 

 
9. The Exchange also notes other cases where the issuers structured their 

corporate actions to substantially scale down their operations through, for 
example, (i) disposing of the core business which generated the majority of 
revenue or profit, or (ii) artificially carving out a substantial part of the core 
business.  This caused a significant reduction in their assets, revenues and 
profits, leaving behind minimal operations which were loss making or generated 
minimal profits.  An issuer conducting a corporate action involving a disposal of 
or having the effect of discontinuing its principal business (or a material part 
thereof) must satisfy the Exchange that after the corporate action, it would 
maintain a business which is viable and sustainable and has substance to 
comply with Rule 13.24(1).  Otherwise, the Exchange will suspend trading in the 
issuers’ securities upon completion of their corporate actions (see Rule 6.01(3)).  

 
(iii) Other circumstances 

 
10. Based on our experience, other circumstances that may lead to issuers having 

minimal operations and failing to comply with Rule 13.24(1) include:  
 

(a) financial difficulties which seriously impair an issuer’s ability to continue its 
business or which lead to the suspension of some or all of its operations;  
 

(b) the issuer becoming insolvent, as may be evidenced by an uncontested  
petition for winding up, an order of winding up or the appointment of a 
liquidator (provisional or not); or 
 

(c) the issuer losing its major operating subsidiaries.  
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(B)   Business model that lacks business substance 
 

11. Where an issuer’s business or a material part of its business is not demonstrated 
to have substance, the Exchange would also consider that the issuer does not 
have a viable and sustainable business to comply with Rule 13.24(1)4. 
 

12. The Exchange notes that there were cases where the issuers, given their specific 
business models and the specific facts and circumstances, were not operating a 
business of substance.  These issuers carried on their activities for the purpose 
of maintaining their listing status rather than genuinely developing their 
underlying businesses. Certain types of businesses, such as money lending and 
indent trading5, are commonly employed for such purpose.   

 
13. For example, subject to the specific facts and circumstances, a business of 

money lending or indent trading with the following business models would raise 
a concern that the business is operated to maintain the issuer’s listing status 
rather than being operated commercially, hence a concern that the business 
does not have substance: 

 
(a) Money lending business – the business is carried out without a clear 

business objective or strategy, a reliable source of funding, or an 
appropriate infrastructure of credit evaluation, risk management, collections 
and other functions that are typical of a publicly-listed money lending 
business.  The business maintains a minimal scale of operation, with only 
a few employees, a high concentration of customers and a small loan 
portfolio which comprised mainly short term and unsecured loans.  
 

(b) Indent trading business – the business involves only the issuer sourcing 
products from suppliers and selling them to a few customers on a back-to-
back basis.  The issuer provides limited value added services, and does not 
have demonstrable competitive advantages in procuring new sales orders 
or expanding customer base. The business is operated by a few employees 
and generates minimal revenue or gross profits. 

 
14. Based on our experience, other circumstances that may lead to a concern about 

the substance of a business include: 
 
(a) reliance on a limited number of transactions or customers, and/or a single 

source of business (for example, referrals by a connected person or a 
particular employee);  
 

(b) the business in question being of a type which has a very low barrier of 
entry, can be easily established and discontinued without significant costs 
and/or is asset-light; and  

 

                                                      
4  See the note to Rule 13.24(1). 
5  There were also cases where proprietary securities trading was employed to purportedly maintain a 

listing status.  Under the new Rule 13.24(2), subject to a few specific exceptions stated therein, such 
business is excluded when examining an issuer’s compliance with Rule 13.24(1).  See paragraph 5 
of this Guidance Letter. 
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(c) the basis for generating substantial fees/revenue from the relevant 
transactions being unclear or questionable. 
 

(C)   Newly established or acquired business 
 

15. We have also noted cases where an issuer, after disposing of or otherwise 
substantially scaling down its business, established or acquired a new business 
to purportedly comply with Rule 13.24(1). Such business may have a limited 
historical track record to demonstrate its viability and sustainability. While the 
Exchange would consider its business forecast, such forecast must be supported 
by a concrete and credible business plan, with projections based on signed 
contracts and supportable customer demand.  

 
16. We have also noted cases where an issuer asserted that the new businesses 

had some relationships with its original business and should be regarded as a 
continuation or reactivation of the same business, and the historical track record 
of the original business should be considered in assessing the viability and 
sustainability of the new business. The Exchange noted that while those 
businesses were in the same industry, they operated very different business 
models with different product types, geographical locations, operating model (e.g. 
trading vs manufacturing) or required different management expertise. In this 
circumstance, the historical track record of the disposed (or discontinued) 
business and/or its management had little or no relevance in assessing the 
viability and sustainability of the new business.  

 
IV. The Exchange’s assessment process and general obligations of listed 

issuers 
 
17. In our assessment of an issuer’s compliance with Rule 13.24, the Exchange 

would review the following areas: 
 

(i) Business model – The issuer must operate a business that is viable and 
sustainable.  The Exchange would review the business model with reference 
to the industry norm, including whether the business is operated with the 
proper infrastructure (e.g. property, plant and equipment, patents, 
experienced personnel), processes and controls normally associated with 
businesses in those industries; managed by officers with expertise in the 
business; and whether the size of the business and the level of activities are 
sufficient to support the costs associated with a listing.     

 
(ii) Operating scale and history – An assessment of Rule 13.24 would generally 

be based on the current operations of the issuer, with reference to its 
historical track record.  For a new business without sufficient operating 
history, the Exchange would also take into account its future prospects, 
including its business plans and forecasts.  However, the issuer should also 
have concrete and credible business plans and strategies to support its 
projections, including, for example, signed contracts or other evidence of 
customer demand to support its forecasts. 
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Where there are questions about the credibility of the business plans or 
forecasts, the issuer would not be considered to comply with Rule 13.24.  It 
would have a remedial period (as noted in paragraph 6 above) to 
demonstrate that its business plans and forecasts are credible. 

 
(iii) Sufficient assets to support its operations – Rule 13.24 also requires the 

issuer to have sufficient assets to support its operations.  This would include, 
among others, whether it has sufficient funds to develop the business and 
implement the business plan.    

 
(iv) Business of substance - Businesses with little or no substance would not 

comply with Rule 13.24.   These would include businesses that rely on a 
limited number of transactions or customers, have very low barriers of entry 
and can be discontinued without significant cost (see paragraphs 11 to 14 
for further details).  This aligns with the objective of the amendments to Rule 
13.24 to address the issue of “shell companies” in a more effective manner. 

 
18. It is a listed issuer’s continuing listing obligation under Rule 13.24 to maintain a 

business with a sufficient level of operations and assets of sufficient value to 
support its operations to warrant its continued listing. To demonstrate 
compliance, an issuer must ensure that it makes adequate disclosure of its 
business affairs, the status of its operations and financial performance.  In 
particular, an issuer is specifically required to publish financial results and reports 
in compliance with under Rules 13.46 to 13.49 and disclose inside information 
required to be disclosed under the Inside Information Provisions 6 . These 
disclosures provide transparency to the market and enable the Exchange to 
monitor its compliance with Rule 13.24.   

 
19. As part of its regulatory supervision on listed issuers, the Exchange monitors 

issuers’ activities and compliance with the Listing Rules primarily on the basis of 
their disclosures.  Based on an issuer’s periodic financial results and other 
disclosures, the Exchange makes a preliminary assessment of the issuer’s 
compliance with Rule 13.24 on an ongoing basis.   
 

20. If the Exchange is concerned with a particular issuer’s compliance with Rule 
13.24 upon such preliminary assessment, the Exchange may write a letter to the 
issuer setting out the observations giving rise to the concern and requesting the 
issuer to provide a written submission within a specified time period (normally 
three weeks) showing cause with reasons as to why, despite the matters set out 
in the letter, it still complies with Rule 13.24 and hence the Exchange should not 
commence the procedure to cancel its listing.  The Exchange will make a ruling 
on the basis of the information available to it upon the expiry of the specified time 
period. 

  

                                                      
6  Part XIVA of the Securities and Futures Ordinance 
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21. In response to the Exchange’s request, the issuer must provide information to 

address the Exchange’s observations and concerns set out in the letter.  Without 
prejudice to the generality of such request, the issuer is also specifically expected 
to provide the following information (if not in the issuer’s public documents) to 
demonstrate that it has a business which is viable and sustainable and has 
substance: 

 
(a) the business objective, strategy and plan;  

 
(b) the business model including how the business operates and generates 

revenue and profits, and the source of funding; 
 

(c) the operating scale, management expertise and scale of staff or manpower;  
 

(d) the size and diversity of customer base and source of supply; 
 

(e) the role of and relationship with key business stakeholders; 
 

(f) the infrastructure and other functions in support of the operations (e.g. 
internal systems or controls), together with a comparison with industry 
norms and standards if appropriate; and  
 

(g) the board’s views on the business prospect supported by a credible 
profitable forecast, if any, which is prepared on the basis of substantiated 
evidence.  

 
22. Rule 13.24 is a qualitative test and is assessed based on the specific facts and 

circumstances of individual cases.  Therefore, a numerical comparison with other 
listed issuers (for example, in terms of revenue, profit or assets) would not be an 
appropriate approach for an issuer to address the Exchange’s concerns.    

  
23. If the issuer fails to address the Exchange’s concerns, the Exchange will inform 

the issuer of its decision that the issuer does not meet Rule 13.24.  The issuer 
should publish an announcement on the Exchange’s decision and its reasons 
before 8:30 a.m. on the next business day after it received the decision letter.  In 
addition, the issuer should also include a statement that the trading in its shares 
will be suspended7 after the expiry of seven business days from the date of the 
decision letter, unless the issuer applies for a review of the decision in 
accordance with its rights under Chapter 2B8.  The issuer should make a further 
announcement on the suspension or its decision to review. 

  

                                                      
7  Under Rule 6.01(3) trading in an issuer’s securities will be suspended where the Exchange 

considers that the issuer has failed to comply with Rule 13.24. 
8  Under Chapter 2B, the issuer has the right to have the Listing Division’s decision referred to the 

Listing Committee for review.   Any request for review must be served on the Secretary of the Listing 
Committee within seven business days from the date of the decision. 
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24. Further, as a general principle, Rule 2.03(2) requires that the issue and 

marketing of securities are 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.  Where the Exchange has raised a 
concern about the issuer’s compliance with Rule 13.24 and this concern is not 
addressed, it will normally refuse to grant listing approval for any issuance of new 
securities by the issuer.  
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Appendix 
 
This appendix sets out the cases to illustrate how the Exchange applies Rule 13.24 in 
circumstances described in the guidance letter. 
 

 
A. Listed issuers with minimal operations 

 

(i) Business deterioration/ discontinuation  
 

 In Listing Decision LD115-2017, the issuer’s businesses included coal 
exploration which never generated any revenue due to regulatory prohibitions 
and coal trading which generated about HK$11 million only from a few 
customers with a segment loss for each of the last three years.  The issuer 
had also fully impaired the values of its mining right licences. The size of such 
operations did not justify a continued listing. 
 

 In Listing Decision LD118-2018, the revenue of the issuer’s retail sales of 
second-hand motors dropped by 95% to less than HK$5 million over the past 
five years, resulting in net losses and negative operating cashflows. The 
continued deterioration of such business resulted in the issuer maintaining 
only minimal operations that did not justify a continued listing. 

 
Other examples of non-compliance include Listing Decisions LD105-2017 and 
LD116-2017. 
 
(ii) Corporate actions leading to minimal operations  

 

 In Listing Decision LD97-2016, the issuer proposed to dispose of its 
construction business accounting for a large majority of total revenue and 
assets since initial listing, leaving its property and trading businesses with a 
track record of less than one year and minimal revenue which did not cover 
corporate expenses. The proposed corporate action would result in the issuer 
becoming a listed shell without a business which was viable and sustainable 
to justify a continued listing. 
 

 In Listing Decision LD99-2016, the issuer manufactured communication 
products under different brands and proposed to sell the major brands, which 
constituted the bulk of its assets and operations and had been profitable, 
back to the controlling shareholder.  While the issuer asserted its intention to 
continue the business, the proposed sale would result in the remaining 
business only consisting of minor brands that were historically loss making 
and would not generate sufficient revenue and profits to justify a listing.  This 
proposed corporate action would also leave the issuer with a minimal level of 
operations that was not viable and sustainable to meet Rule 13.24. 

 
Other examples include Listing Decisions LD35-2012, LD88-2015, LD98-2016 
and LD112-2017. 
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C. Newly established or acquired business 
 

 In Listing Decision LD105-2017, the issuer ceased its principal business and 
commenced a number of new trading businesses which were asset-light, had 
low entry barriers and relied on a few customers and suppliers to maintain a 
very low level of operations. Such businesses were not demonstrated to be 
viable and sustainable.  The issuer was in effect a listed shell. 
 

 In Listing Decision LD118-2018, the issuer sought to rely on its new business 
of wholesaling newly branded motor vehicles in the PRC to meet Rule 
13.24(1).  Without a track record of performance, a reliable customer base, a 
credible projection of revenue and profit or other supportive information, the 
new business was not demonstrated to be viable and sustainable. 

 
 In Listing Decision LD112-2017, the issuer’s newly acquired advisory 

business had a significant increase in revenue in recent months.  However, 
the issuer failed to demonstrate the viability and sustainability of the 
business, having regard to the heavy reliance on connected person(s) or 
particular employee to generate business and questionable basis for the 
substantial fees/revenue generated from the relevant transactions. 

 
 An issuer previously built and operated online shops for clients on e-

commerce platforms, and commenced a trading business to sell branded and 
non-branded products through online platforms and other channels about a 
year ago.  While the issuer asserted that it had expertise in e-commerce, 
most of the revenue in the last year were generated from trading of products 
on an indent basis, with minimal revenue generated from the online platforms 
and other channels.  The forecast revenue of over $100 million was not 
supported by historical track record or contracts with customers.  It only had 
a few contracts with corporate customers for trading products at a low profit 
margin which in any event, would be insufficient to cover its corporate 
expenses. 
 

 A GEM issuer originally traded electronic products on an indent basis on a 
small scale with few customers and failed to meet GEM Rule 17.26.  It 
commenced trading of computer servers on an indent basis with secured 
sales orders of over $80 million, and started providing data centre 
maintenance services with sales of approximately $20 million and 5 
customers.  It planned to acquire two data centres.   

 
The new business did not meet GEM Rule 17.26 because the computer 
servers trading business was not a business of substance as it had a simple 
business model, operating on an indent basis with limited value-add.   The 
profit margin was small and would not substantially improve the issuer’s 
performance.  The data center maintenance business was insignificant with 
a few customers and small revenue.  While the issuer claimed this business 
to be similar to its original business, none of the directors appeared to have 
sufficient experience in operating this new business.  Its plan to acquire two 
data centres were preliminary. 
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 An issuer’s sportswear export business substantially diminished after the 

departure of its key management.  It commenced a new cloth business which 
sourced products for a small number of customers with limited value added 
services provided.  The cloth business was different from the original export 
business in terms of the product type, market location and operating model.  
The new directors lacked relevant experience in the business.  Despite an 
increase in revenue to HK$40 million in the last interim period, the segmental 
profit was minimal at HK$1 million. The issuer also failed to demonstrate that 
it had credible business plans to substantially improve its performance and 
expand the customer base.  Even if the issuer could achieve its forecasted 
sales of over HK$120 million, the segment profit would still be small and the 
issuer would continue to be loss making. 

 
Other examples include Listing Decisions LD115-2017 and LD116-2017. 
 

 
 
Temporary reduction of operations due to market conditions (see paragraph 
8(b)) 
 

These issuers experienced temporary reduction in their operations but were 
considered to continue to meet Rule 13.24: 
 
 An issuer suspended its breeding farms and slaughter house in early 2018 

upon the outbreak of the Asian Swine Flu in Mainland China.  It then 
refurbished the facilities, redesigned the quality control procedures, 
maintained continuous dialogue with the government and reapplied for 
licenses. In late 2020, the issuer obtained licenses to recommence part of its 
operations. 
 

 A small property development consultant experienced significant business 
downturn in the past few years due to the US-China trade dispute and 
tightened housing policies affecting small developers.  Recently, the 
government lifted certain restrictions which would stimulate market demand.  
The issuer provided a profit forecast (supported by signed contracts with 
customers) which demonstrated recovery in its operations. 

 
 A mining issuer with its mines being suspended on a temporary basis. 
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HKEX GUIDANCE LETTER 
HKEX-GL105-19 (October 2019) 
 
Subject Guidance on Large Scale Issues of 

Securities 

Listing Rules 
 
 

Main Board Rule 14.06D 

GEM Rule 19.06D 

 
Important note: This letter does not override the Listing Rules and is not a 
substitute for advice from qualified professional advisers. If there is any conflict or 
inconsistency between this letter and the Listing Rules, the Listing Rules prevail. 
You may consult the Listing Department on a confidential basis for an interpretation 
of the Listing Rules, or this letter. 
 
 
I. Background and Purpose 
 
1. This letter provides guidance on the application of Rule 14.06D to large scale 

issues of securities by listed issuers. 
 
2. In recent years the prevalence of backdoor listings has resulted in a substantial 

increase in the value of listing status, leading to extensive activities related to 
investors acquiring control of listed issuers for their listing platforms (rather than 
the underlying businesses) for backdoor listing.  In particular, there were some 
issuers proposing large scale issues of securities to new investors with an 
intention to use the injected funds to start new businesses unrelated to the 
issuers’ original businesses.  The investors would be in effect listing, through 
the listed issuers, new businesses that would not have otherwise met the new 
listing requirements.  In December 2015, the Exchange issued Guidance Letter 
GL84-15 on the application of the cash company Rules1 to restrict these large 
scale issues of securities. 

 
3. As part of the recent Rule amendments (effective on 1 October 2019) to 

address backdoor listings and shell activities, the Exchange codified the 
practices set out in Guidance Letter GL84-15 into Rule 14.06D.  This guidance 
letter supersedes GL84-15. 

 
4. All Rule references in this letter are to the Main Board Listing Rules.  As GEM 

Rule 19.06D is the same as Main Board Rule 14.06D, the guidance set out in 
this letter also applies to GEM issuers. 

 
 
 
 

                                                 
1 Rules 14.82 to 14.84 
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II. Relevant Rule 
 
5. Rule 14.06D state that:  

 
“Where a listed issuer proposes a large scale issue of new securities (including 

any shares, warrants, options or convertible securities) for cash to acquire 
and/or develop a new business, which, in the opinion of the Exchange, is a 
means to circumvent the new listing requirements and to achieve a listing of 
that new business, the Exchange may refuse to grant listing approval for the 
shares to be issued. 

 
Note: This rule is an anti-avoidance provision to prevent circumvention of the 

new listing requirements.  It is intended to apply to a large scale issue 
of securities for cash proposed by a listed issuer where there is, or 
which will result in, a change in control or de facto control of the issuer 
(by reference to the factor set out in Note 1(e) to rule 14.06B), and the 
proceeds are to be used to acquire and/or develop a new business that 
is expected to be substantially larger than the issuer’s existing principal 
business.  The effect of the proposal is to achieve a listing of the new 
business that would not have otherwise met the new listing 
requirements.” 

 
 

III. Guidance  
 

6. Rule 14.06D is an anti-avoidance provision designed to prevent circumvention 
of new listing requirements through large scale equity fundraisings.  When 
applying this Rule, the Exchange’s approach is targeted towards large scale 
equity fundraisings that are made to facilitate investors in acquiring controls of 
the issuers for listing of new businesses that would not have otherwise met the 
new listing requirements.  
 
Application of Rule 14.06D  
 

7. Rule 14.06D is a purposive test and is assessed based on all relevant facts and 
circumstances of the issuer.  This assessment is not simply based on the size 
of the equity fundraising proposed by the issuer, but also other factors including 
the nature and scale of the issuer’s business and its financial position before 
the fundraising, its business plans and the intended use of proceeds, and 
whether there is, or will be, any change in control or de facto control of the 
issuer2.   
 

                                                 
2  In making the assessment, the Exchange will consider whether there is any change in the 

controlling shareholder of the issuer, or any change in the single largest substantial shareholder 
who is able to exercise effective control over the issuer as indicated by factors such as a 
substantial change in its board and/or senior management.   Where the case involves an issue of 
restricted convertible securities to the investor, the Exchange will consider whether in substance, 
the issue serves to allow the investor to effectively “control” the issuer. Please refer to Note 1(e) 
to Rule 14.06B and paragraphs 19 to 25 of Guidance Letter GL104-19 for details. 



 

 
3 

 

8. In general, an equity fundraising with the following characteristics would 
normally be caught under Rule 14.06D: 

 
(a)   The size of the fundraising would be very significant to the issuer and 

would bear little or no correlation with the needs of the issuer's existing 
principal business.   

 
(b)  Funds raised would be used largely in developing and/or acquiring a new 

business with little or no relation to the issuer's existing principal business.  
This would include circumstances where the issuer has started the new 
business shortly before the proposed fundraising (e.g. obtained a money 
lending license or acquired a small size money lending company). 

 
(c) Employing the cash obtained from the fundraising, the issuer would 

proceed to operate the new business which is expected to be 
substantially larger than the original business.   

 
(d) The investor would obtain control or de facto control of the issuer through 

the subscription of securities in the issuer.  The effect is that the investor 
would obtain a listing platform for listing the new business.  This is a 
circumvention of the new listing requirements as the lack of a track record 
would render such business unsuitable for listing. 

 
Two examples are set out in Part IV below.  

 
Other points to note 

 
9. Rule 14.06D is not intended to restrict fundraising activities of issuers for 

legitimate business expansions or diversifications.  As general guidance, the 
Rule will not normally apply to an issue of securities if, taking into account the 
proceeds from the issue3, less than half of the issuer’s assets would consist of 
cash as a result of the fundraising.  Nevertheless, if the Exchange considers 
that any fundraising, acquisition or other corporate action of the issuer in the 
future together with the current fundraising are a means to list a new business 
that is not suitable for listing or otherwise circumvent the new listing 
requirements, the Exchange may exercise its discretion under Rule 2.04 to 
impose additional requirements or conditions on such future arrangement(s). 
 

10. Further, the Exchange acknowledges that issuers engaging in asset-light 
businesses (for example, technology companies in the new economy sector) 
may have a cash to asset ratio exceeding 50% after fundraising activities.  As 
set out in paragraph 7 above, the Exchange will consider all factors in totality 
when determining whether an issuer’s proposed equity fundraisings is an 
attempt to circumvent the new listing requirements.  The assessment is not 
simply an analysis of the cash to asset ratio of the issuer.  

 

                                                 
3  These include any proceeds that are intended to be used for specific purposes (whether by way 

of legally binding agreements or other commitments) 
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11. For the avoidance of doubt, the Exchange may apply the RTO Rule 14.06B 
when issuers use the funds raised for acquisitions of new businesses.  This 
may be the case where an equity fundraising was not caught under Rule 
14.06D (e.g. there was no change in control or de facto control of the issuer as 
a result of the fundraising) but the subsequent acquisition using the funds 
raised constitutes an attempt to circumvent the new listing requirements under 
the principle based test of Rule 14.06B.   
 
Consultation with the Exchange 
 

12. Listed issuers who intend to undertake large scale equity fundraisings are 
encouraged to contact the Exchange at the earliest possible opportunity to 
seek guidance on the application of Rule 14.06D in individual cases.   
 
 

IV. Examples 
 
13. In each of the following two examples, the Exchange considers that Rule 

14.06D would apply to the proposed issue of securities.   
 

Example 1 
 
14. Company A is principally engaged in the garment business.  It recorded 

revenue of about HK$60 million and a net loss of about HK$20 million in the 
latest financial year, and its total assets value was about HK$100 million. 

 
15. The proposed subscriptions: Company A signed subscription agreements to 

raise a total of HK$400 million by issuing restricted convertible bonds 4  to 
subscribers: 
 
 Upon completion, over 85% of the company’s assets would consist of 

cash.  The proceeds from the subscriptions would be mostly used to 
develop a new mobile game business. 

 
 Assuming full conversion of the bonds, the conversion shares would 

represent about 4 times of the company’s existing issued shares, and the 
major subscriber would hold more than 60% of the company’s shares as 
enlarged by the conversion shares. 

 
The major subscriber is an entrepreneur. 

                                                 
4  Convertible bonds with a restriction from conversion to avoid triggering a change in control under the Code 

on Takeovers and Mergers. 
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16. Immediately after signing the subscription agreements, Company A completed 

an acquisition of a newly set up company engaged in distributing and marketing 
mobile games.  Taking this into account, Company A’s cash would represent 
65% of its total assets upon completion of the subscriptions. 

 
17. The Exchange’s analysis: The Exchange considers that Rule 14.06D would 

apply to the proposed subscriptions for the following reasons: 
 
(a) Under the proposal, the subscription amount is significant to the company 

and the cash level would be 65% of the company’s total assets upon 
completion.  The company’s assets would comprise substantially of cash.   
 

(b) The subscriptions would be a means to list a new business which is 
unsuitable for listing:  
 
  The company has been engaging in the garment business since 

listing.  It acquired a company engaged in the mobile game business 
only after it signed the subscription agreements.  

 
  The subscription amount is significant to the company.  It has no 

correlation, and is completely disproportionate, to the company’s 
existing garment business.  The proceeds would be used to develop 
and operate a new mobile game business that would be significant 
relative to the existing business after the subscription.  

 
  The company would in effect be a listed vehicle for the subscriber 

(who would acquire a de facto control of the company using the 
restricted convertible bonds) to develop and operate a new mobile 
game business which has no track record and does not meet the new 
listing requirements.   
 

Example 2 
 
18. Company B is principally engaged in the business of manufacturing toys.  It 

recorded revenue of about HK$200 million and a loss of HK$38 million in the 
latest financial year, and its total assets value was about HK$500 million. 
 

19. Two months earlier, Company B obtained a money lender licence in Hong 
Kong and commenced a money lending business. 
 

20. The proposed subscriptions: Company B signed subscription agreements to 
raise HK$1 billion by issuing shares to subscribers: 

 
 Upon completion, about 75% of its total assets would consist of cash.  

The proceeds from the subscriptions would be mostly used to develop the 
money lending business. In particular, Company B signed loan 
agreements to provide financial assistance of a total amount of HK$900 
million to several independent third parties.  These agreements were 
subject to completion of the subscriptions. 
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 The subscribers would hold about 55% of Company B’s shares as 
enlarged by the new shares. 

 
 The major subscriber is a money lending company.  
 
21. The Exchange’s analysis: The Exchange considers that Rule 14.06D would 

apply to the proposed subscriptions for the following reasons: 
 

(a) The subscription amount is significant to the company and the cash level 
would be 75% of the company’s total assets upon completion.  Company 
B’s assets would comprise substantially of cash. 
 

(b) The subscriptions would be a means to list a new business which is 
unsuitable for listing: 

 
  Company B has been engaging in manufacturing toys. The money 

lending business commenced shortly before the subscriptions were 
agreed and is a new business of Company B. 

 
  The subscription amount is significant to Company B.  It has no 

correlation, and is completely disproportionate, to Company B’s 
original toy business.  The proceeds would be used to develop and 
operate the money lending business that would be significant relative 
to the existing business after the subscription. 

 
  Company B would in effect be a listed vehicle for the subscribers 

(who would become controlling shareholders of Company B) to 
develop and operate the new money lending business that has no 
track record and does not meet the new listing requirements. 

 
22. Whilst Company B has signed legally binding agreements (i.e. the loan 

agreements) to ensure that a substantial part of the subscription proceeds would 
be used shortly after completion of the subscriptions, this does not address the 
concern about backdoor listing of a new business to circumvention of new listing 
requirements.  These proceeds would be counted for the purpose of calculating 
the cash to assets ratio of the issuer under Rule 14.06D. 
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HKEX GUIDANCE LETTER 
HKEX-GL104-19 (October 2019) 
 

Subject Guidance on application of the reverse takeover Rules  

Listing Rules  Main Board Rules 14.06B, 14.06C and 14.06E 
GEM Rules 19.06B, 19.06C and 19.06E 

 
Important note: This letter does not override the Listing Rules and is not a substitute 
for advice from qualified professional advisers. If there is any conflict or inconsistency 
between this letter and the Listing Rules, the Listing Rules prevail. You may consult 
the Listing Department on a confidential basis for an interpretation of the Listing Rules, 
or this letter. 
 
 
I. BACKGROUND AND PURPOSE 
 
1. This guidance letter provides guidance on the application of the reverse 

takeover (RTO) Rules and related requirements.  It supersedes the previous 
Guidance Letter GL78-14 published in May 2014.   
 

2. Under the Rules (RTO Rules), a reverse takeover is defined as an acquisition 
or series or acquisitions which, in the opinion of the Exchange, constitutes an 
attempt to achieve a listing of the assets acquired and a means to circumvent 
the new listing requirements (principle based test)1 . In May 2014, the 
Exchange published Guidance Letter GL78-14 to provide guidance on the RTO 
Rules, particularly, the six assessment factors the Exchange would apply in 
deciding whether an acquisition (or series of acquisitions) would be a RTO 
under the principle based test. 

 
3. The RTO Rules also contain two specific forms of RTOs involving a change in 

control of the listed issuer (as defined under the Takeovers Code) and an 
acquisition or a series of acquisitions of assets from the new controlling 
shareholder and/or its associates at the time of, or within 36 months of the 
change in control (bright line tests)2.   
 

  

                                                 
1  See Rule 14.06B. 
2  See Note 2 to Rule 14.06B. 
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4. In recent years, the prevalence of backdoor listings has resulted in a 
substantial increase in the value of a listing status, leading to extensive 
activities related to investors acquiring controls of listed issuers for their listing 
platforms (rather than the underlying business) with a view to eventual 
backdoor listings, and listed issuers undertaking corporate actions (such as 
disposals of businesses) to facilitate the sale of their listing platforms.  Such 
activities also led to opportunities for market manipulation and undermine 
investors’ confidence in our market.  Where these “shell” companies 
subsequently enter into significant acquisitions, the Exchange would apply the 
RTO Rules to discourage “shell” activities.    
 

5. In July 2019, the Exchange published its consultation conclusions on Backdoor 
Listing, Continuing Listing Criteria and Other Rule Amendments.  The Rule 
amendments are intended to apply the RTO Rules to: 

 
 arrangements that circumvented the then RTO Rules, for example, 

structuring a RTO transaction as a series of smaller acquisitions, or 
re-sequencing transactions to acquire a new business before disposing 
of the original business, or through a series of acquisitions and disposals; 
and   
 

 arrangements involving an investor acquiring control of a listed issuer 
and using the listed issuer as a listing platform to achieve a listing of new 
businesses that may have no connection with the issuer’s original 
business.  These new businesses may be acquired by the listed issuer, 
or developed as greenfield operations and, following the disposal, 
cessation and/or curtailment of the original business operation, become 
the major operation of the listed issuer3.    

 
6. In applying the RTO Rules, the Exchange has regard to the following: 

 
 The RTO Rules are principle based, anti-avoidance provisions designed 

to prevent the circumvention of new listing requirements for the assets 
acquired and/or to be acquired. As such, the Exchange would apply the 
RTO Rules purposively and the six assessment factors described in the 
Rules provide guidance to the market on factors that the Exchange 
would normally consider in a RTO assessment.  The applications of 
these assessment factors would vary from case to case, depending on 
the specific circumstances of the issuer.   
 

 As the RTO Rules are principle based, they should provide a framework 
for addressing backdoor listings and sufficient flexibility to address 
changing RTO structures, without imposing undue restrictions on 
legitimate business activities of issuers. 

 
  

                                                 
3  Acquisition of new business(es) may be subject to the RTO Rules.  Rule 14.06D (see paragraph 

38) may apply to greenfield operations and large scale issue of securities, and Rule 14.06E (see 
paragraphs 39 to 42) may impose restrictions on disposals. 
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 The RTO Rules are not intended to restrict legitimate business activities 
of listed issuers, including business expansion or diversification that is 
part of the issuer’s business strategies related to its existing business, or 
is consistent with the issuer’s size and resources.   

 
 When applying the RTO Rules, the Exchange’s approach is targeted 

towards transactions that represent an attempt to circumvent the new 
listing requirements, particularly those involving companies engaging in 
“shell” activities, as indicated by the factors (a) change in control or de 
facto control of the listed issuer and (b) fundamental change in the 
issuer’s principal business. 

 
7. All Rule references in this letter are to the Main Board Listing Rules.  As GEM 

RTO Rules are the same as Main Board RTO Rules, the guidance in this letter 
also applies to GEM issuers. 

 
 

II. FURTHER GUIDANCE ON THE ASSESSMENT FACTORS UNDER THE 
PRINCIPLE BASED TEST 
 
A. Rule 14.06B (principle based test)  

 
8. Rule 14.06B defines a RTO to be an acquisition or a series of acquisitions of 

assets by a listed issuer which, in the opinion of the Exchange, constitutes, or 
is part of a transaction and/or arrangement or series of transactions and/or 
arrangements which constitute, an attempt to achieve a listing of the 
acquisition targets and a means to circumvent the requirements for new 
applicants set out in Chapter 8 of the Listing Rules.  Note 1 to this Rule sets 
out factors the Exchange will normally consider in assessing whether the 
acquisition or series of acquisitions is a RTO transaction: 

 
i) the size of the acquisition or series of acquisitions relative to the size of the 

issuer; 
 

ii) a fundamental change in the issuer’s principal business; 
 

iii) the nature and scale of the issuer’s business before the acquisition or 
series of acquisitions; 

 
iv) the quality of the acquisition targets;  

 
v) a change in control (as defined in the Takeovers Code) or de facto control 

of the listed issuer (other than at the level of its subsidiaries); and/or 
 

vi) other transactions or arrangements which, together with the acquisition or 
series of acquisitions, form a series of transactions or arrangements to list 
the acquisition targets. 
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9. Rule 14.04(2A) defines acquisition targets to be the assets to be acquired, or in 
the context of a series of transactions and/or arrangements, the assets 
acquired and/or to be acquired.  In other words, a series of transactions 
and/or arrangements may include completed acquisition(s).  

 
10. In assessing the principle based test, the Exchange will consider the six 

assessment factors and whether, taken together, the proposed acquisition (or 
series of acquisitions) would be considered an attempt to circumvent the new 
listing requirements and a means to achieve the listing of the acquisition 
targets.   
 
 
B. The six assessment factors  

 
i) Size of acquisition relative to the issuer 

 
11. Where an issuer undertakes an acquisition of significant size, its existing 

principal business may become immaterial after the transaction, supporting a 
concern that the transaction may represent a means to achieve a listing of the 
target business. 
 

12. The Exchange does not prescribe an absolute threshold in determining 
whether the size of an acquisition is significant4.  In assessing the impact of 
the acquisition on the issuer, the Exchange will take into account other 
assessment factors such as the nature and scale of the issuer’s existing 
business after the acquisition, and whether the acquisition would result in a 
fundamental change in the issuer’s business.  

 
ii) Acquisition(s) resulting in a fundamental change in the issuer’s 

principal business 
 

13. Where an issuer acquires a target business that is completely different from its 
existing business and that target business is substantially larger than its 
existing business, it may be viewed as a fundamental change in the issuer’s 
principal business.  This is more likely the case where the issuer’s existing 
business is so immaterial that after the acquisition, the issuer would be 
substantially carrying on the target business.  

  
  

                                                 
4  It should be noted that under the Rules, an acquisition below the size of a very substantial 

acquisition may be a RTO.  This would normally be the case if there are other factors resulting in 
specific concerns about circumvention of the RTO Rules. 
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14. For the avoidance of doubt, a “fundamental change in the issuer’s principal 
business” does not refer to acquisitions that are part of the issuer’s business 
strategies related to its existing business, including business expansion or 
diversification, or are consistent with the issuers’ size and resources. This may 
involve an issuer expanding upstream or downstream into new business 
segments, or an issuer acquiring businesses as part of the issuer’s expansion 
strategy as illustrated in the following examples: 

 
 technology companies in the new economy sector making acquisitions 

of businesses in mature industries as part of their business strategies, 
where the acquisitions formed part of their expansion strategies.   

 
 a listed issuer engaging in financial advisory and other financial services 

proposing to acquire an app-based retail banking services business, 
where the acquisition is part of the issuer’s strategy to expand its 
business into the fintech sector. 

 
15. Further, where an issuer operating a mature business seeks opportunities to 

diversify its operations (and income stream) and acquires a target business 
that is completely different from its existing business, absent other factors (for 
example, a change in control or de facto control in the issuer and/or an 
acquisition that is substantial in size), the RTO Rules would not normally apply 
to restrict an issuer from such business diversification. 
 
iii) Nature and scale of the issuer’s business before the acquisition  

 
16. A significant acquisition is more likely to be considered a RTO if the scale of the 

issuer’s existing business is small, as the existing business would likely be 
immaterial after the acquisition and the issuer would be in substance operating 
the target business. 
 

17. The Exchange will consider the nature of the issuer’s existing business and its 
financial position.  The RTO Rules address concerns about shell activities; 
accordingly, significant acquisitions by listed issuers with “shell” like 
characteristics are more likely to be RTO transactions.   For example, an 
issuer that has wound down/disposed of its original business and moved into 
new businesses that can be easily discontinued (e.g. trading business or 
money lending business5) may suggest that the issuer is engaged in shell 
activities to facilitate backdoor listing.  A newly listed issuer that conducted a 
series of arrangements (such as change in controlling shareholder, 
acquisitions and/or disposals) shortly after the lock-up period may also suggest 
shell activities.   

  

                                                 
5  See paragraph 10 of Guidance Letter GL96-18 on suitability.  
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iv) Quality of the acquisition targets  
 

18. The Exchange would consider whether the target business can meet the 
eligibility and suitability criteria for new listing. In general, a substantial 
acquisition of a target business that is not suitable for listing will likely be 
considered circumvention of the new listing requirements, as that target 
business could not otherwise obtain a new listing.  Examples include early 
exploration companies or a business that operates illegally.  Similarly, 
acquisitions of new businesses or assets that have no track record or have yet 
to commence operations are more likely to raise questions.  This is more so 
the case where the target business is completely different from that of the 
issuer.  Examples include an acquisition of a patent for new technology or new 
business proposals where the infrastructure (e.g. production facilities) is under 
construction.  See also LD96-2016 and LD95-2016 as examples6.   

 
v) Change in control (as defined in the Takeovers Code) or de facto 

control of the listed issuer 
 
19. Where a proposal does not fall under the bright line test, it may nevertheless be 

treated as a RTO under the principle based test.  In assessing whether there 
has been any change in control or de facto control, the Exchange would 
consider: 
  
i) a change in the controlling shareholder of the issuer; or 

 
ii) a change in the single largest substantial shareholder who is able to 

exercise effective control over the issuer as indicated by factors such as a 
substantial change to its board of directors and/or senior management.  
For the avoidance of doubt, these are non-exhaustive factors.  There could 
be other factors that the Exchange may consider as indication of exercise of 
effective control by the single largest substantial shareholder. 

 
20. The Exchange will consider changes to the personnel and changes to the 

executive functions of the existing directors when making an assessment.  
Examples of substantial change of board and/or senior management include 
change in a majority of the issuer’s executive directors and/or senior 
management carrying executive functions; change in a majority of the directors 
and/or their executive functions; or change of the chief executive officer. 

  
  

                                                 
6 See Listing Decisions LD96-2016 and LD95-2016 for examples of acquisition targets that were 

considered not suitable for listing. In LD96-2016, the acquisition target’s products relied on the 
vendor’s supply of the major raw material. The target’s plan to manufacture the material itself was 
preliminary and the impact of such change in the business model on its financial results was 
uncertain. In LD95-2016, the newly set up acquisition target was not licensed to manufacture the 
products but relied heavily on another licensed company for both the production and sale of its 
products. 

http://en-rules.hkex.com.hk/net_file_store/new_rulebooks/l/d/ld96-2016.pdf
http://en-rules.hkex.com.hk/net_file_store/new_rulebooks/l/d/ld95-2016.pdf
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21. The “change in control or de facto control” factor would not normally apply if (a) 
the new substantial (and not controlling) shareholder is a passive investor in 
the issuer; or (b) there are changes in the issuer’s board of directors and/or 
senior management but not its controlling or single largest substantial 
shareholder.  However, where the issuer does not have a controlling or single 
largest substantial shareholder, a substantial change in its board of directors 
and/or senior management may raise questions about whether there is a 
change in de facto control in the issuer. 
 

22. The Exchange normally applies this factor in conjunction with the “series of 
transactions and/or arrangements” factor.  For example, an investor may 
acquire material shareholding interests in an issuer, appoints new directors to 
the board which oversees the operations and direction of the listed issuer, and 
subsequently acquires new businesses.  The new directors have no 
experience in the issuer’s original business but have expertise in the new 
business acquired by the issuer.  The Exchange may apply the RTO Rules if, 
taking into account other factors, it considers that such actions are a means to 
achieve a listing of the new business and to circumvent the new listing 
requirements.    
 

23. As described in paragraph 5 above, in the Exchange’s experience a change of 
control together with a series of corporate actions (such as disposals of the 
issuer’s existing business and acquisitions of different lines of businesses)7 
are commonly associated with new investors attempting to achieve a listing of 
new businesses and circumventing the new listing requirements. In those 
circumstances the Exchange would more likely apply the RTO Rules.   

 
24. We also clarify that this assessment factor is applied only in the RTO context to 

identify the circumstances where there may be a backdoor listing concern.  It 
is not a determinant of whether an issuer has “changed control” under the 
Takeovers Code or for other Rules purposes. 
 

25. Change in de facto control arising from issue of restricted convertible 
securities8 - in circumstances involving the issue of restricted convertible 
securities, the Exchange would consider whether in substance, the issuance 
serves to allow the vendor (who will hold the issuer’s convertible securities) to 
effectively “control” the issuer.  For example, the vendor would become a 
controlling shareholder of the issuer assuming the convertible securities were 
fully converted and where i) the issuer has no controlling shareholder when it 
proposes the acquisition; or ii) the existing controlling shareholder would cease 
to be a controlling shareholder after the conversion.   

 

                                                 
7  An example involves an issuer engaged in garment business conducting a very substantial 

acquisition to acquire a property development business from a third party vendor, and shortly after 
that the issuer’s original controlling shareholder proposed to sell its entire interests in the issuer to 
the vendor, which would result in a change in control of the issuer.  The close nexus between the 
change in control and the completed acquisition may raise concern about circumvention of the 
new listing requirement.  The Exchange may consider these events as a series of arrangements 
in assessing whether the RTO Rules would apply to the completed acquisition. 

8  Restricted convertible securities are convertible securities with a conversion restriction 
mechanism to avoid triggering a change in control under the Takeovers Code. 
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vi) Events and transactions which together with the acquisition form a 
series of transactions and/or arrangements to circumvent the RTO 
Rules 

 
26. As set out in paragraph 5 above, the amended RTO Rules address 

arrangements that are conducted as a series of transactions and/or 
arrangements over time to achieve a listing of new businesses and 
circumvention of the new listing requirements.  Examples of such 
arrangements include a series of smaller acquisitions that result in the listing of 
a new business, or re-sequencing transactions to acquire a new business 
before disposing of the original business of the issuer, or a series of 
acquisitions and disposals.  This is achieved by assessing a series of 
transactions and/or arrangements in totality when considering the application 
of the RTO Rules.  

 
27. The “series of transactions and/or arrangements” factor is normally applied in 

conjunction with other assessment factors such as the relative size of the 
transactions to the issuer, and whether the series of transactions and/or 
arrangements would lead to a fundamental change in the issuer’s principal 
business.  
 
a) A series of transactions or arrangements within 36 months or are otherwise 

related  
 

28. The Exchange may regard transactions and arrangements as a part of a series 
if they take place in reasonable proximity to each other (normally within a 
36-month period) or are otherwise related.  Transactions or arrangements 
may include change in control or de facto control, acquisitions or disposals of 
businesses.  
 

29. The RTO Rules are not intended to unduly restrict business expansion or 
diversification by issuers that take place over a reasonable period where there 
would be more disclosure for shareholders and the public to assess the issuers’ 
business operations and developments.   The Exchange would not normally 
consider a transaction or arrangement outside the 36-month period as part of 
the series, unless there is clear nexus between the transactions and/or 
arrangements, or where there are specific concerns about circumvention of the 
RTO Rules.  For example: 
 
 a transaction proposed shortly outside the 36-month period and which 

was likely under contemplation during the 36-month period; 
 

 where an issuer terminated a proposed acquisition of a target business 
(or downsized the acquisition) in response to the Exchange’s RTO ruling, 
the Exchange may treat any further acquisition(s) of the target business 
made outside the 36-month period as part of a series;   
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 where an issuer acquired a new business together with an option to 
acquire another target business and this option is exercised more than 3 
years from the original acquisition, the Exchange may consider these 
acquisitions as a series. 
 

30. Where an issuer acquires new business(es) over a period of time, the 
Exchange may aggregate the acquisitions when considering whether the 
acquired businesses together are substantial to the issuer and a means to 
achieve a listing of the acquired businesses.  Acquisitions that are considered 
as part of a series would normally bear some relationship to each other, for 
example: (a) acquisitions that are part of a similar line of business9, or (b) 
acquisitions of interests in the same company or group of companies in stages; 
or (c) acquisitions of businesses from the same or related party.  
 

31. Absent indication of an attempt to achieve a listing of assets and a means to 
circumvent the new listing requirements, acquisitions of multiple businesses 
from different parties would not normally be aggregated in a RTO assessment.  
Circumstances indicating circumvention of the new listing requirements may 
include a change in control in the issuer followed by a disposal of its original 
business and acquisitions of multiple lines of new businesses from various 
parties.  
 

32. When considering whether the size of the acquisitions in a series is substantial, 
the Exchange would normally aggregate the financial figures/consideration of 
the acquisition targets (at the time of the respective acquisitions), compared to 
the size of the issuer, being the lower of (i) the issuer’s latest published 
financial figure (i.e. revenue/profits/assets) or market capitalization before the 
first transaction in the series; and (ii) its latest published financial figure or 
market capitalization at the time of the last transaction in the series. 
 

33. When considering whether there is a fundamental change in business over the 
36-month period, the Exchange will have regard to the size of the acquisition 
targets (at the time of their respective acquisitions), compared to the size of the 
original business (at the time of the last transaction in the series). 
 

34. In addition, where an issuer disposes the business it operated at the 
commencement of the series of transactions (the original business), it has the 
effect of reducing the size of the issuer and consequently, may have a bearing 
on the Exchange’s assessment of other assessment factors, including whether 
there is a fundamental change of business of the issuer, whether the size of the 
acquisitions are substantial, and whether the issuer is a “shell”10.   

 
  

                                                 
9  In Listing Decision LD109-2017, the Exchange aggregated a proposed acquisition with an 

acquisition announced over a 20-month period which together, would lead to the issuer’s 
substantial involvement in a new business.  

10  See footnote 5. 
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35. Where an issuer conducts shell activities through a series of transactions 
and/or arrangements involving greenfield operations, equity fundraisings, 
and/or termination of all or some of its original businesses and such activities 
are not within the scope of the RTO Rules, the Exchange may exercise its 
rights under Rule 2.04 to impose additional conditions, for example, requiring 
the issuer to comply with the RTO requirements11.  The Exchange may also 
address shell maintenance concerns (e.g. an issuer operates multiple lines of 
new businesses or terminates its businesses) by applying Rule 6.01(4) 
(suitability for listing)12 or Rule 13.24 (sufficiency of operations)13. 

 
b)  Treating a series of transactions as one transaction 
 

36. When applying the RTO Rules, a series of transactions would be treated as if 
they were one transaction.  Consequently, while an acquisition of the new 
business may have been completed at an earlier time within the period, by 
viewing the series of arrangements as one transaction, the RTO Rules would 
also apply to that completed acquisition. 
 

37. Where the proposed series of transactions and/or arrangements involve a 
disposal that is preceded by an acquisition (or acquisitions) of a target 
business, both the RTO Rules and the continuing listing requirements (Rule 
13.24) may apply.  The target business (i.e. the issuer’s remaining business 
after the proposed disposal) must meet the continuing listing requirement 
under Rule 13.2414, failing which the issuer may be subject to the delisting 
procedures under Rule 6.01(3).  Additionally, the RTO Rules may apply to the 
target business (i.e. the acquisition(s)) that is part of the series of transactions 
and/or arrangements.    
 
 

III. LARGE SCALE ISSUE OF SECURITIES 
 
38. Rule 14.06D describes circumstances involving an investor acquiring control or 

de facto control of a listed issuer through a large scale subscription of the 
issuer’s securities, and the listed issuer using the proceeds to acquire or 
develop a new business unrelated to the original business of the listed issuer, 
achieving a listing of that new business and circumventing the new listing 
requirements.  These arrangements involve a change in control or de facto 
control and acquisition of new business and/or greenfield operations as 
discussed in paragraph 5 above.  Its application is set out in Guidance Letter 
GL105-19.  

 
 

  

                                                 
11  See Listing Decisions LD122-2019 and LD123-2019. 
12  See Guidance Letter GL96-18. 
13  See Listing Decision LD105-2017. 
14  Specifically, Rule 13.24 requires an issuer to carry on a sufficient level of operation and have 

sufficient asset to support its operations to warrant its continued listing. 
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IV. RESTRICTION ON DISPOSALS 
 
39. Rule 14.06E15 imposes restriction on a disposal or distribution in specie (or a 

series of disposals or distributions) that involves all or a material part of the 
issuer’s existing business at the time of, or within 36 months from a change in 
control (as defined in the Takeovers Code) of the issuer, unless the remaining 
business or the assets acquired by the issuer can meet the requirements under 
Rule 8.05 (or Rule 8.05A or 8.05B). 

 
40. This Rule complements the RTO bright line tests in Note 2 to Rule 14.06B to 

discourage investors from re-sequencing a RTO transaction by acquiring a new 
business before disposing its original business, thereby circumventing the 
bright line test (which involves acquisitions that are classified as very 
substantial acquisitions). The Rule may also apply where an issuer develops a 
new business through greenfield operation after a change in control, with a 
view to operating the new business through the listed issuers and 
circumventing the new listing requirements. As these arrangements do not 
involve acquisitions, they are not caught by Rule 14.06B.   

 
41. The Note to Rule 14.06E provides the Exchange discretion to apply the same 

restriction to disposal(s) or distribution(s) by a listed issuer of all or a material 
part of its existing business at the time of, or within 36 months from a change in 
de facto control of the listed issuer (by reference to the “change in control or de 
facto control” factor in the principle based test), where the Exchange considers 
that the disposal(s) and/or distribution(s) form part of a series of 
transactions/arrangements to circumvent the new listing requirements.  In 
making this assessment the Exchange would make reference to the six 
assessment factors under the principle based test.  The Exchange would 
apply this Rule to a series of arrangements that involve an issuer developing a 
new business through greenfield operation after a change in control or de facto 
control16, with a view to operating the new business through the listed issuer 
and circumventing the new listing requirements (see paragraph 5).   

 
42. Rule 14.06E is not intended to restrict issuers from disposing part of their 

businesses or assets for commercial reasons.  For example, an investor may 
acquire control in the listed issuer and thereafter, conduct a series of business 
reorganizations to streamline the underlying business, including the disposal of 
certain non-performing segments of the issuer’s business, provided that is not 
all or a material part of the issuer’s business. 
 

 
  

                                                 
15  This Rule incorporates former Rule 14.92. 
16  See paragraphs 19 to 25 for the factors set out in the “change in control or de facto control” factor. 
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V. EXTREME TRANSACTION  
 

43. The RTO Rules apply to acquisitions that constitute an attempt to achieve a 
listing of the assets to be acquired and a means to circumvent the new listing 
requirements under Chapter 8 of the Listing Rules.  Where an acquisition or a 
series of acquisitions of assets, which individually or together with other 
transactions or arrangements, may, by reference to the factors under the 
principle based test have the effect of achieving a listing of the acquisition 
targets, but the issuer can demonstrate that it is not an attempt to circumvent 
the new listing requirements, the proposed acquisition (or series of acquisitions) 
may be classified as an “extreme transaction” under Rule 14.06C.   
 

44. The extreme transaction classification would not be available where the listed 
issuer demonstrates “shell” like characteristics.  This is because the RTO 
Rules discourage activities related to the trading of, or acquisitions of “listed 
shells” for backdoor listings.  The Exchange will assess the application of the 
“extreme transaction” category case by case.  For an acquisition (or series of 
acquisitions) to be qualified as an extreme transaction, the issuer has to satisfy 
the following additional requirements in addition to demonstrating that it is not 
an attempt to circumvent the new listing requirements: 
 
i) the issuer has been under the control or de facto control of the same 

person or group of persons for a long period (normally not less than 36 
months) prior to the proposed transaction, and the transaction would not 
result in a change in control or de facto control of the issuer.  The 
Exchange would make reference to the “change in control or de facto 
control” factor under the principle based test (see paragraphs 19 to 25) in 
making this assessment; or 

 
ii) the issuer has been operating a principal business of substantial size, 

which will continue after the transaction.   
 
As general guidance, this may include an issuer with annual revenue or 
total asset value of HK$1 billion or more based on the latest published 
financial statements.  When assessing the size of the issuer, the 
Exchange will also take into account the issuer’s financial position, the 
nature and operating model of the business and the issuer’s future 
business plans.  For example, an issuer that meets the HK$1 billion in 
revenue but has very small net asset value (or is in a net liability position) 
and operates an indent trading business may not meet this test. 

 
Procedural and compliance requirements for extreme transactions 

 
45. Rule 14.06C(2) requires that (i) the acquisition targets must meet the suitability 

for listing requirement (Rule 8.04) and the new listing track record requirements 
(Rule 8.05 or 8.05A or 8.05B); and (ii) the enlarged group must meet all the 
new listing requirements set out in Chapter 8 of the Rules (except Rule 8.05). 

 
  



 
 

13 
 

46. The issuer would be required to provide sufficient information to the Exchange 
to demonstrate that the acquisition target meets Rule 8.04 and Rule 8.05 (or 
Rule 8.05A or 8.05B).  This may be in the form of a draft circular with material 
information, including, for example, draft accountants’ report of the acquisition 
target for the track record period, detailed description of its business and its 
management, risk factors, legal compliance and any other information as 
requested by the Exchange. Failure to provide sufficient information for the 
Exchange to make a determination may result in a RTO ruling. 

 
47. Rule 14.53A requires the issuer to appoint a financial adviser to perform due 

diligence on the acquisition targets and to provide the declaration in the form 
set out in Appendix 29. The Listing Committee may, in principle, allow the 
issuer to classify its proposed acquisition as an extreme transaction based on 
the information provided in its written submission and/or draft circular and any 
additional information requested by the Department.  However, this 
classification is subject to the completion of the financial adviser’s due diligence 
work on the target business and its submission of a declaration to support that 
the acquisition target can meet Rule 8.04 and Rule 8.05 (or Rule 8.05A or 
8.05B).  
 

48. The Exchange will require the issuer to reclassify the acquisition as a RTO if 
the financial adviser cannot provide the declaration, or where there is additional 
information indicating that the acquisition target cannot meet Rule 8.04 and 
Rule 8.05 (or Rule 8.05A or 8.05B), or where there are any other concerns 
about circumvention of the new listing requirements. 

 
 

VI. COMPLIANCE REQUIREMENTS APPLICABLE TO RTO  
 

Compliance with new listing requirements 
 

49. Where a transaction is ruled as a RTO, the issuer will be treated as if it were a 
new listing applicant.  Rule 14.54(1) requires that (i) the acquisition targets 
must meet the suitability for listing requirement (Rule 8.04) and the new listing 
track record requirements (Rule 8.05 or Rule 8.05A or 8.05B); and (ii) the 
enlarged group must meet all the new listing requirements under Chapter 8 of 
the Rules (except Rule 8.05).   
 

50. Under Rule 14.54(2), where the issuer has failed to comply with Rule 13.24(1), 
the acquisition targets must also meet Rule 8.07. The issuer and its sponsor 
must demonstrate that there is sufficient public interest in the business of the 
acquisition target and the enlarged group.  This may be demonstrated by, for 
example, conducting a public offer or other analysis with evidence to 
demonstrate a sufficient level of public interest in the acquisition targets.  For 
this purpose, it would not be sufficient to simply rely on the issuer’s existing 
shareholder base to satisfy the requirements. 
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51. Note 1 to Rule 14.54 states that if the Exchange is aware of information 
suggesting that the RTO is to avoid any new listing requirements, the issuer will 
be required to demonstrate that the acquisition targets meet all the new listing 
requirements set out in Chapter 8 of the Rules.  
 

52. Where the RTO transaction involves a series of acquisitions (including 
completed acquisitions), all the acquisition targets in the series of acquisitions 
must as a whole comply with the requirements in Rule 14.54.  

 
 

VII. COMPLIANCE REQUIREMENTS RELATING TO RTOS OR EXTREME 
TRANSACTIONS THAT INVOLVE A SERIES OF TRANSACTIONS 

 
Track record and due diligence requirements 

 
53. Where the Exchange considers a series of transactions and/or arrangements 

to constitute a RTO or an extreme transaction, the entire series of acquisitions 
should, as a whole, meet the new listing requirements of Rule 8.05.   
 

54. The issuer is required to provide sufficient information to the Exchange to 
demonstrate that the acquisition targets can meet Rule 8.05, including financial 
information of the targets based on accountant’s report or audited financial 
information17.  For this purpose the track record period for the completed 
acquisition(s) and the proposed acquisition(s) in the series shall be referenced 
to the latest proposed transaction and covers the three financial years 18 
immediately prior to the issue of circular for that transaction.   
 

55. The due diligence requirements for RTOs or extreme transactions apply to the 
acquisition targets that form part of the series as mentioned above19.   

 
56. As the RTO or extreme transaction Rules apply to i) acquisitions from various 

independent parties and ii) a series of acquisitions, including completed 
acquisitions, it is possible that the issuer may not meet the management and/or 
ownership continuity requirements in the eligibility criteria.  The Exchange 
would consider granting waivers on a case by case basis.  

 
Shareholders’ approval requirement 

 
57. Rules 14.53A and 14.55 require shareholders to approve a RTO or an extreme 

transaction.  Where a RTO or extreme transaction involves a series of 
transactions, this approval requirement applies to the proposed transaction 
only.  In other words, a listed issuer is not required to seek shareholders’ 
approval for the completed transaction(s) that form part of the series.   

 

                                                 
17 Such approach is in line with our practice in requiring an issuer to provide to the Exchange 

financial results of its remaining group to demonstrate that the remaining group can meet Rule 
8.05 in a spin-off under Practice Note 15.  

18  For GEM issuers, the track record period covers the two financial years immediately prior to the 
issue of circular for that transaction (see GEM Rule 19.57A). 

19  Where during the course of due diligence review the financial adviser identifies issues (e.g. legal 
non-compliance), the issuer is expected to take measures to resolve these issues. 
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Important note: This letter does not override the Listing Rules and is not a substitute for advice 
from qualified professional advisers. If there is any conflict or inconsistency between this letter 
and the Listing Rules, the Listing Rules prevail. You may consult the Listing Department on a 
confidential basis for an interpretation of the Listing Rules, or this letter. Unless otherwise 
specified, defined terms in the Listing Rules shall have the same meanings in this letter. 

1. Purpose

1.1 This letter provides guidance on the presentation of the non-GAAP financial measures in 
a listing document. 

2. Relevant Listing Rules

2.1 Main Board Rule 11.07 and GEM Rule 14.08(7) state that as an overriding principle, all 
listing documents must contain such particulars and information which, according to the 
particular nature of the issuer and the securities for which listing is sought, is necessary to 
enable an investor to make an informed assessment of the activities, assets and liabilities, 
financial position, management and prospects of the issuer and of its profits and losses 
and of the rights attaching to such activities. 

3. Non-GAAP financial measures and common types of non-GAAP financial measures

3.1 A non-GAAP financial measure is a numerical measure of a listing applicant’s current, 
historical or future performance, financial position or cash flow that is not a GAAP 
measure1. Listing applicants often disclose non-GAAP financial measures in sections 
such as ‘Summary’ and ‘Financial information’ of a listing document. 

3.2 Common types of non-GAAP financial measures presented by listing applicants include 
earnings before interest, taxes, depreciation and amortisation (“EBITDA”); adjusted 
EBITDA; and adjusted net profit (that is, net profit excluding one or more expense items 
such as add back of listing expenses, etc.). 

1 GAAP measures are based on Hong Kong Financial Reporting Standards (“HKFRS”) or 
International Financial Reporting Standards (“IFRS”) or China Accounting Standards for Business 
Enterprises (“CASBE”) 

http://en-rules.hkex.com.hk/en/display/display.html?rbid=4476&element_id=2415
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4. Guidance 
 
4.1 Sponsors should ensure the presentation of the non-GAAP financial measures is not 

misleading. Reference can be made from the below principles and the IOSCO’s 
‘Statement on Non-GAAP Financial Measures’2. The following elements, if present, would 
contribute to the reliability and comparability over time of non-GAAP financial measures 
and reduce the potential for misleading disclosure. 

 
(a) Defining the Non-GAAP Financial Measure  

 
(i) Define each non-GAAP financial measure presented and provide a clear 

explanation of the basis of calculation.  
 

(ii) Non-GAAP financial measures should be clearly labelled in a way such that they are 
distinguished from GAAP measures. Labels should be meaningful and should 
reflect the composition of the measure. 

 
(iii) When labeling a non-GAAP financial measure, a listing applicant must not use titles 

or descriptions that are the same as, or are confusingly similar to, titles or 
descriptions used for GAAP measures. It would be inappropriate to label a 
non-GAAP financial measure with a name that may convey a measure that it does 
not actually represent. 

 
(iv) To avoid investors’ confusion, a listing applicant should not characterise or label the 

non-GAAP financial measure as earnings before interest and taxes (“EBIT”) and 
EBITDA if the measure does not meet these traditional definitions. Instead, the 
listing applicant should distinguish the measure from EBIT or EBITDA by using a 
title such as “adjusted EBITDA”. 

 
(v) Explain the reason for presenting the non-GAAP financial measure including an 

explanation of why the information is useful to investors, and for what additional 
purposes, if any, management uses the measure. A listing applicant should avoid 
providing boilerplate disclosures related to the usefulness and purpose of the 
measure. 

 
(vi) Explicitly state that the non-GAAP financial measure does not have a standardised 

meaning prescribed by the listing applicant’s GAAP and therefore may not be 
comparable to similar measures presented by other issuers. 

 
(b) Unbiased Purpose  

 
(i) Non-GAAP financial measures should not be used to avoid presenting adverse 

information to the market.  
 

(ii) A listing applicant should not exclude certain non-recurring charges but do not 
exclude non-recurring gains (for example, “cherry picking” non-GAAP adjustments 
to achieve the most positive measure). 
 

  

                                                      
2 The “Statement on Non-GAAP Financial Measures” was published by the International Organisation 

of Securities Commissions (the “IOSCO”) in June 2016, available at: 
 https://www.iosco.org/library/pubdocs/pdf/IOSCOPD532.pdf 
 

https://www.iosco.org/library/pubdocs/pdf/IOSCOPD532.pdf
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(iii) A listing applicant should not use individually tailored accounting principles, 
including certain adjusted revenue measures (for example, a non-GAAP financial 
measure that reflects revenue recognised over the service period under GAAP on 
an accelerated basis as if the listing applicant earned revenue when it billed its 
customers). 

 
(c) Prominence of Presentation of GAAP Measures versus Non-GAAP Financial 

Measures  
 

(i) When a listing applicant presents non-GAAP financial measures, those measures 
should not be presented with more prominence than the most directly comparable 
measure calculated and presented in accordance with GAAP. Presentation of 
non-GAAP financial measures, including information provided for reference, should 
not in any way confuse or obscure the presentation of the GAAP measures. 

 
(ii) If GAAP and non-GAAP financial measures are presented in a particular section of 

a document, the GAAP measures should be presented before the non-GAAP 
financial measures. For example, if a listing applicant wants to use certain 
non-GAAP financial measures in its discussion of results of operations, it should 
discuss the GAAP results before the non-GAAP financial measures. 

 
(iii) A listing applicant should not present a non-GAAP financial measure in more detail, 

or emphasise it more, than the comparable GAAP measure. For example, use of 
phrases such as “exceptional” or “record” in a discussion of the non-GAAP financial 
measure would place undue emphasis on that measure if such phrases were not 
used to describe the comparable GAAP measure.  

 
(iv) The disclosures related to non-GAAP purpose and use should not state or imply 

that the non-GAAP financial measures are superior to, provide better information 
about, or more accurately represent the results of operations than GAAP measures.  

 
(v) Certain presentations that give undue prominence to non-GAAP financial measures, 

such as a full non-GAAP income statement, are prohibited.  
 

(d)  Reconciliation to Comparable GAAP Measures  
 

(i) Provide a clear and concise quantitative reconciliation from the non-GAAP financial 
measure to the most directly comparable GAAP measure presented in the financial 
statements. The adjustments should be explained. 

 
(ii) If the reconciling items are derived from items reported in the GAAP measures, they 

should be reconcilable to the financial statements. When a reconciling item cannot 
be extracted directly from the financial statements, the reconciliation should show 
how this figure is calculated.  
 

(iii) Such reconciliation should be quantitative and is generally presented as a table, 
although it may be disclosed in another clearly understandable format.  

 
(iv) The reconciliation should begin with the GAAP measure and be reconciled to the 

non-GAAP financial measure, rather than the other way around.  
 

(v) Reconciling adjustments from the GAAP measure to the non-GAAP financial 
measure should be separately quantified and appropriately labeled. 
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(e)  Presentation of Non-GAAP Financial Measures Consistently Over Time  
 

(i) If a listing applicant chooses to present non-GAAP financial measures, it should 
provide the measure for comparative periods.  

 
(ii) The non-GAAP financial measures presented by a listing applicant should generally 

be presented consistently from period to period. Further, if a listing applicant 
chooses to change the composition of the non-GAAP financial measure, the listing 
applicant should explain any changes and the reason for making them, and provide 
comparative figures for the prior period with such figures adjusted to reflect the 
change in composition.  

 
(iii) If a listing applicant determines it will no longer present a particular non-GAAP 

financial measure, the reason for this determination should be explained. 
 

(iv) A listing applicant should consider whether its non-GAAP financial measures are 
consistent with standard measures used in its industry or by its peers and, if they 
are not, how the differences may affect comparability with other companies. A listing 
applicant’s non-GAAP financial measures may differ from those used in its industry 
or of its peer companies. However, the listing applicant should consider explaining 
such differences. 

 
(f)  Recurring Items   

 
(i) In presenting non-GAAP financial measures, listing applicants sometimes seek to 

adjust for items that are reasonably likely to recur in the foreseeable future, or are 
activities that affected the entity in the recent past. Such items should not be 
described as non-recurring, infrequent or unusual without sufficient explanation.  

 
(ii) A listing applicant should not remove costs necessary to generate revenues or 

normal, recurring charges. 
 

(iii) The following items 3 should not be described as non-recurring, infrequent or 
unusual without sufficient explanation: 

 
a. Restructuring and acquisition costs for a listing applicant with recurring 

restructuring charges or frequent business acquisitions; 
 

b. Pre-opening costs incurred in certain industries, such as the restaurant and retail 
industries; 

 
c. Certain marketing expenses that were considered normal recurring operating 

expenditures;  
 

d. Expenses that a listing applicant has incurred over several successive quarters 
or years that appear to be necessary for operating its business;  

 
e. Share of profits or losses of associates and joint ventures when they relate to the 

normal activities of the listing applicant; and 
 

f. Impairment of trade receivables relating to a listing applicant’s normal business. 
 
(iv) A listing applicant should use judgement in determining what constitutes a normal, 

recurring operating expense.  
                                                      
3 This list is not exhaustive 
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(g)  Treatment of Tax Adjustments 
 

(i) A listing applicant should present its reconciling adjustments on a gross basis before 
tax. The overriding objective is to avoid double counting of any amount. Income 
taxes should be shown as a separate adjustment and clearly explained. 

 
(h)  Access to Associated Information 

 
(i) The information that listing applicants provide regarding non-GAAP financial 

measures should be readily and easily accessible to investors and other users of 
financial information. Information is readily and easily accessible if it accompanies 
the non-GAAP financial measure or a reference is provided to where the information 
is available. 

 
4.2 In vetting a listing document, the Listing Department may raise the following comments 

when non-GAAP financial measures are presented by a listing applicant: 
 

(i) Is the measure misleading? 
 

(ii) Is the non-GAAP financial measure presented necessary and appropriate for 
investors to understand the performance of the listing applicant? 

 
(iii) Is the measure presented with the most directly comparable GAAP measure and 

with no greater prominence than the GAAP measure? 
 

(iv) Is the measure appropriately defined and described, and is it clearly labeled as 
non-GAAP financial measure? 

 
(v) Does the reconciliation between the GAAP and non-GAAP financial measure clearly 

label and describe the nature of each adjustment, and is each adjustment 
appropriate? The reconciliation should begin with the GAAP measure (such as, 
profit for the year) and be reconciled to the non-GAAP financial measure. 

 
(vi) Is there transparent and company-specific disclosure of the substantive reason(s) 

why management believes that the measure is useful for investors and the purpose 
for which management uses the measure? 

 
(vii) Is the measure balanced (that is, does it adjust not only for non-recurring expenses 

but also for non-recurring gains)? 
 

(viii) Does the measure appropriately focus on material adjustments and not include 
immaterial adjustments that would not seem to be a focus of management? 

 
(ix) Do other listing applicants present this measure or similar measures? If not, why is 

this measure important to the listing applicant but not its peers? 
 
5. Responsibilities of sponsors, reporting accountants and other experts on the 

presentation of non-GAAP financial measures 
 
5.1 Sponsors , reporting accountants and other experts are reminded to perform appropriate 

level of due diligence to ensure accurate presentation of non-GAAP financial measures in 
a listing document, including but not limited to, the accuracy of the reconciling items and 
the reasonableness of the adjustments (for example, whether the adjustments would 
result in double counting). 
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6. Application of the principles in this letter to listed issuers 
 
6.1 With reference to Main Board Rule 2.13 and GEM Rule 17.56, the above-mentioned 

guidance should also be applied when listed issuers present non-GAAP financial 
measures in any documents pursuant to the Exchange’s Listing Rules (such as financial 
reports, announcements and circulars).   

 
**** 
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HKEX GUIDANCE LETTER  
HKEX-GL96-18 (June 2018) (Updated in March 2019, October 2019) 
  

Subject  Guidance on listed issuer’s suitability for continued 
listing 

Listing Rules and 
Regulations 

Main Board Rules 2.03, 2.06, and 6.01(4)  
GEM Rules 2.06, 2.09 and 9.04(4) 

Related Publications  HKEX-GL68-13 and GL68-13A 

Important note: This letter does not override the Listing Rules and is not a substitute 
for advice from qualified professional advisers. If there is any conflict or inconsistency 
between this letter and the Listing Rules, the Listing Rules prevail. You may consult 
the Listing Department on a confidential basis for an interpretation of the Listing Rules 
or this letter.  

I. Purpose 
 

1. This letter provides guidance on the general approach relating to the 
Exchange’s assessment of the suitability of a listed issuer or its business for 
continued listing.   Guidance on factors about the suitability of an applicant for 
listing is set out in our Guidance Letters GL68-13 and GL68-13A.   

 
II. Concept of “suitability for listing” 

 
2. The Exchange, as frontline regulator of listed issuers, has a statutory duty under 

the Securities and Futures Ordinance (SFO) to ensure, as far as reasonably 
practicable, an orderly, informed and fair market for the trading of securities.  In 
discharging this duty, the Exchange acts in the interest of the public, having 
particular regard to the interest of the investing public.  

 
3. MB Rule 8.04 / GEM Rule 11.06 provides that both the issuer and its business 

must, in the opinion of the Exchange, be suitable for listing.  MB Rule 6.01(4) / 
GEM Rule 9.04(4) provides that if the Exchange considers a listed issuer or its 
business no longer suitable for listing, it may direct a trading halt or suspend 
dealings in the listed issuer’s securities or cancel the listing of these securities. 
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4. MB Rule 2.06 / GEM Rule 2.09 states that suitability for listing depends on many 
factors.  Compliance with the Rules may not of itself ensure a listed issuer’s 
suitability for continued listing.  The Exchange has a broad discretion to 
interpret and apply the concept of suitability for the purpose of maintaining 
market confidence with reference to the currently acceptable standards in the 
market place.  It will pay particular regard to the general principles for listing 
under MB Rule 2.03 / GEM Rule 2.06, which include ensuring:   
 
 all holders of listed securities are treated fairly and equally;  
 
 keeping investors and the public fully informed of material factors which 

might affect their interests; and  
 
 directors acting in the interests of shareholders as a whole. 
 

5. Suitability is a broad and flexible concept that applies in a wide range of 
circumstances.  The suitability criterion provides the Exchange with discretion 
to meet its regulatory objectives and its obligations to act in the best interest of 
the market as a whole and in the public interest.  It is not possible or desirable 
for decisions on suitability to be subject to “bright line” criteria, or to seek to 
reduce the requirements of suitability to a list of “pass-fail” requirements.  
 

6. In an IPO application, the listing applicant must satisfy the Exchange that it and 
its business are suitable for listing.  This is a basic condition that must be met 
before the listing of its equity securities is approved.  Once listed, the issuer 
must ensure that it and its business continue to be suitable for listing.   

 
7. The Exchange may cancel a listing where the suitability issues are fundamental 

to the general principles for listing and are beyond remedy, or the listed issuer 
fails to demonstrate a reasonable prospect of addressing the issues and 
resuming trading within a reasonable period of time.  

 
8. This Guidance Letter sets out examples of situations where the Exchange may 

question an issuer’s suitability for continued listing. The Exchange’s 
assessment on the suitability for continued listing of a listed issuer is on an 
individual basis and in light of all pertinent facts whenever it deems appropriate.  
Where there are concerns that an issuer has suitability issues, the Exchange 
has discretion to suspend trading in the securities of the issuer, and give the 
issuer a reasonable period to address such concerns and take appropriate 
remedial action.  If the issuer fails to address such concerns within the 
reasonable period, the Exchange may cancel its listing. 
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III. Guidance 
 

A. Issuers with “shell” characteristics    
 
9. In Guidance Letter GL68-13A, the Exchange noted a number of newly listed 

issuers whose controlling shareholders either changed or gradually sold down 
their interests shortly after the regulatory lock-up period following listing.  It 
questioned whether these issuers’ listing applications were driven by the 
perceived premium attached to the listing status rather than the development 
of their underlying business or assets. These issuers, when identified by 
potential buyers, would invite speculative trading and create opportunities for 
market misconduct (e.g. market manipulation or insider trading) and 
unnecessary volatility in the market post listing. The Guidance Letter raised 
concerns about the suitability for listing of those applicants whose size and 
prospects do not appear to justify the cost or purpose associated with a public 
listing.  The media commonly refer to these activities as “shell creation”. 
 

10. Similarly, the Exchange noted a number of listed issuers whose controlling 
shareholders had sold down their interests, and/or the issuers had undertaken 
a series of actions that led to a diminution of their original businesses and the 
operation of new businesses.  For example, the issuers disposing of or winding 
down their principal businesses; the existing management of the company 
resigning; and the issuers establishing or acquiring new businesses unrelated 
to their original businesses. These new businesses may have a very low barrier 
to entry and/or can be easily established and discontinued without significant 
costs, may be asset-light or the assets may be highly liquid or marketable. They 
share some of the characteristics described in paragraph 1.4 of Guidance Letter 
GL68-13A, for example, pure trading business with a high concentration of 
customers; asset-light businesses where a majority of the assets are liquid; and 
a superficial delineation of business from the parent. 

 
11. In certain individual cases, it is unclear whether these new businesses have 

substance and are sustainable in the longer term; are operated commercially 
with the proper infrastructure, processes and controls normally associated with 
businesses in those industries; are managed by officers with expertise in the 
business; and the size of the operation and the level of activities are sufficient 
to support the costs associated with a listing.  These issuers may have market 
capitalizations disproportionate to the size and prospects of their businesses, 
and may be “blue sky companies”1 susceptible of speculative activities and 
market manipulation.  This raises similar concerns about the impact of such 
activities on the orderliness, quality and reputation of the market.  The 
Exchange has concerns that in these individual cases, the issuers may be 
carrying on these activities for the purpose of maintaining a listing status rather 
than genuinely operating and developing the new business.  The media 
commonly refer to these activities as “shell maintenance”.   

 

                                                      
1  “Blue sky companies” are those where public investors have no or little information about their business plans and prospects, 

leaving much room for the market to speculate on their possible acquisitions. These activities create opportunities for market 
manipulation.   
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12. The Exchange noted that certain types of businesses, such as proprietary 
securities trading, money lending and indent trading may be employed in these 
circumstances as they can be operated in a manner that fit the characteristics 
described in paragraph 11 above.  Where, based on the specific facts and 
circumstances, the business models employed by these listed issuers exhibit 
such characteristics, there may be questions about their suitability for continued 
listing.  For example, the Exchange may question an issuer’s suitability for 
continued listing if there is a concern that the issuer’s money lending business, 
being a material part of its business, is not a business of substance having 
regard to its business model, operating scale and history, source of funding, 
size and diversity of customer base, loan portfolio and internal control systems.2 
Where the Exchange becomes concerned that a material part of the company 
or its businesses is no longer suitable for listing, it may suspend the trading in 
the company’s securities and request the company to address its concerns (see 
paragraph 8).     

 
13. It should be noted that an assessment of the suitability of an issuer or its 

business(es) for continued listing must be made case by case, based on the 
specific business model employed by the issuer and the particular facts and 
circumstances of that issuer. For the avoidance of doubt, it is the specific 
business model adopted by issuers, and not the specific type(s) of business 
themselves cited in paragraph 12 above, that may render the company or 
business unsuitable for listing.  
 
B. Prolonged suspension  
 

14. The Rules require the duration of any trading suspension to be for the shortest 
possible period. This ensures the proper functioning of the market and prevents 
shareholders and other investors from being denied reasonable access to the 
market.  The directors of a suspended issuer are obliged to take adequate 
action for the issuer to remedy the issues resulting in the suspension and 
resume trading as soon as practicable.  This fulfills their undertakings given to 
the Exchange to procure the issuer to comply with the Rules.   
 

15. If an issuer fails to remedy the issues resulting in the suspension, the trading 
suspension will be prolonged.  This would deprive shareholders from trading 
their shares and/or realizing their investments in the market.  The issuer’s 
suitability for continued listing will become an issue when, for example, the 
issuer fails to demonstrate a reasonable prospect of remedying the issues and 
resume trading within a reasonable period of time, or its directors become 
uncontactable by the Exchange or otherwise fail or refuse to respond to the 
Exchange’s enquiry as to the resumption plan or its progress.  This will not 
prejudice the Exchange’s right to consider an issuer no longer suitable for listing 
on the basis of the underlying issues causing the trading suspension 
themselves or other reasons as it considers appropriate. 
C. Other instances of non-suitability  

 

                                                      
2  See also Guidance Letter GL106-19 on Sufficiency of Operations.  The Exchange may consider the issuer not to meet the 

continued listing criteria under Rule 13.24 in these circumstances. 
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(1) Suitability issues concerning directors or persons with substantial 
influence  

 
16. Directors of a listed issuer are, collectively and individually, responsible for the 

issuer’s management and operations.   
 

17. An individual may not be suitable to be a director if an incident involving him 
raises a serious doubt as to his character or integrity and his ability to fulfill his 
duty to act honestly, in good faith and for a proper purpose3.  A non-exhaustive 
list of examples include: involvement in fraud, theft or other types of dishonesty 
(such as false accounting, bribery, conspiracy to defraud, misappropriation of 
funds, money laundering and provision of false and misleading testimony to 
regulators), or breach of securities law, rules or regulations (either personally 
or through the company of which he is or was a director).  This assessment is 
on a case-by-case basis.    

 
18. If a director is no longer suitable to act as director, the retention of office by the 

director is prejudicial to the interests of minority shareholders.  If he is also a 
person being highly likely to be able to exert control or substantial influence 
over the issuer’s operation and management, the concern about the company’s 
suitability for continued listing would exist irrespective of whether he ceases to 
be a director. 

 
(2) Material breach of the Rules  

 
19. Listed issuers must comply with the requirements under the Listing Rules.  

Persistent failure to comply with the Rules in a material manner prevents the 
operation of a fair, orderly and informed market for the trading of securities and 
undermines the interests of investors.  This raises a serious concern about 
whether the issuer is suitable for continued listing.  
 

20. For example, the Rules require listed issuers to publish audited financial 
statements at regular intervals, enabling shareholders and potential investors 
to appraise their current financial position.  Failure to publish the required 
financial statements will result in a trading suspension of the issuer’s 
shares.  An issuer’s continued failure to rectify the breach would deprive 
shareholders and potential investors of (i) the financial information to appraise 
the issuer’s position, and (ii) reasonable access to the market for trading their 
shares and/or realizing their investments in the market.  This calls into question 
whether the issuer remains suitable for listing.    

  

                                                      
3  See MB Rules 3.08 and 3.09 / GEM Rules 5.01 and 5.02. 
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(3) Inability to disclose material information 
 

21. To keep shareholders and potential investors fully informed of material factors 
which might affect their interests4, listed issuers have various general and 
specific continuing disclosure obligations under the Rules (including, among 
others, disclosure of inside information required to be disclosed under Part 
XIVA of the SFO and periodic financial statements).   
 

22. If an issuer engages in arrangements, transactions, or businesses which 
impose secrecy obligations (e.g. state secret), thereby prohibiting the listed 
issuer from disclosing material information to the market, or providing 
necessary information to its auditors for finalizing their reports, this would 
deprive shareholders and potential investors of the information necessary to 
make an informed investment decision. This gives rise to the issue of suitability 
for continued listing.   

 
(4)  Non-compliance with laws and regulations 

 
23. Listed issuers should comply with applicable laws and regulations at all times. 

Intentional, systemic and/or repeated breaches of laws and regulations by a 
listed issuer may affect its suitability for listing.  The concern may not only be 
about a lack of management integrity (in the case of intentional breaches), but 
also about a lack of competence or capacity, borne out by systemic or repeated 
breaches, even if not deliberate.  
 

24. Relevant factors for an assessment of an issuer’s suitability for listing on this 
basis include:  
 
 The nature, extent and seriousness of the breaches. 
 The reasons for the breaches, whether they were intentional, fraudulent, 

or due to negligence or recklessness.  
 The impact of the breaches on the issuer's operation and financial 

performance. 
 
For example, an issuer may be considered no longer suitable for listing if the 
non-compliance leads to revocation of a licence or permit which is a prerequisite 
for or essential to the continued principal business operations of the issuer.    
 
(5) Trade or economic sanctions  

 
25. Reference is made to our Guidance on Sanctions Risks (GL101-19), providing 

guidance on suitability for listing of listing applicants engaging in activities 
relating to countries subject to trade or economic sanctions imposed by 
overseas jurisdictions and listing applicants which are sanctioned targets, 
among others. 
 

26. A listed issuer may become exposed to sanction risks due to its new business 
/ activity which is sanctionable by law or a change in law or regulation which 
makes its existing business become sanctionable.   It must timely disclose any 

                                                      
4  MB Rule 2.03(3) / GEM Rule 2.06(3). 
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sanctions risks, regulatory action/litigation or sanctions and their impact as 
required under the Inside Information Provisions5. Such disclosure enables 
investors to make a properly informed assessment of the issuer and hence an 
informed investment decision. If a disclosure is made under the Inside 
Information Provisions, the Exchange may ask the issuer for further details of 
the relevant activities and a legal opinion assessing the sanctions risk to the 
issuer, investors and the Exchange (including related companies).  Depending 
on the nature and materiality of the sanctions risk, a listed issuer may be 
required to adopt certain measures and to make certain disclosure as described 
in paragraphs 3.6 and 3.7 of Guidance Letter GL101-19. 
 

27. A listed issuer’s suitability for continued listing would become an issue in 
extreme cases where (i) the sanction risks and sanctions imposed have 
materially undermined the issuer’s business and the issuer does not have 
sufficient operations or assets required under the Rules to maintain a listing 
status; or (ii) the sanction risks to investors and the Exchange (including related 
companies) are significant.  

 
28. Listed issuers may conduct secondary equity fundraisings. The Exchange 

would consider their listing applications case by case.  In particular, if the funds 
are raised to finance sanctionable activities, the Exchange would unlikely give 
the listing approval.  If the funds are intended for activities which are likely to 
attract sanctions under an applicable sanction law, the Exchange may ask the 
issuer for a legal opinion assessing the sanctions risks to the issuer, the 
investors and the Exchange (including related companies) before deciding 
whether to give the listing approval. 

 
(6) Business structure 

 
29. A listed issuer should ensure that its business structure or arrangements can 

adequately safeguard its assets and shareholders’ interests, failing which the 
Exchange may consider the issuer no longer suitable for listing.  
 

30. As an example, reference is made to our Guidance Letter GL77-14, setting out 
guidance on the use of contractual-based arrangements or structures by listed 
issuers to indirectly own and control any part of their businesses.  Under such 
arrangements, the issuer does not directly own the operating company, relying 
solely on structured contracts to control the operating company and enjoy the 
economic benefits derived from it.  Given the inherent risks associated with 
such arrangements to the issuer’s interests, the Exchange may consider an 
issuer adopting such arrangements unsuitable for continued listing unless such 
arrangements are in strict compliance with the conditions set out in Guidance 
Letter GL77-14.   

  

                                                      
5 Part XIVA of the Securities and Futures Ordinance and MB Rule 13.09(2)(a) / GEM Rule 17.10(2)(a) 
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(7) Gambling 
 

31. Listed issuers which engage in gambling business will be considered unsuitable 
for listing unless they satisfy the requirements set out in our Guidance Letter 
GL71-14 on “Gambling Activities Undertaken by Listing Applicants and/or 
Listed Issuers”. 

 
(8) Material reliance on various parties 
 

32. Material reliance on a controlling shareholder / substantial shareholder, a single 
major customer / supplier, or another party (the “Relevant Counterparty”) may 
raise serious concerns on whether the business model is viable and sustainable, 
particularly if any material adverse change to or termination of the relationship 
with the Relevant Counterparty would result in material impact on the issuer’s 
financial condition.  
 

33. Some Relevant Counterparties dominate the industries in which they operate 
due to regulatory restrictions, high entry barriers or other factors.  As an issuer 
that operates in such industries is unlikely to diversify or reduce its reliance on 
the Relevant Counterparties (i.e. such reliance is an industry norm), the 
Exchange will examine whether there are any red flags indicating its 
relationships with the Relevant Counterparties are likely to be terminated or 
otherwise materially adversely change.  
 

34. An issuer may be able to demonstrate that despite its material reliance on a 
Relevant Counterparty, any change in the relationship will not have a material 
adverse impact on its business because it is or will be able to effectively mitigate 
its exposure (e.g. decrease in sales, increase in raw material costs and/or 
production time, cost of business disruption).  For example, if the Relevant 
Counterparty is a supplier for raw materials that are readily available or for 
which there are reasonable substitutes, the issuer may easily procure such raw 
materials from a different supplier at a similar price or substitute with another 
product. 

 
35. Further, where the Relevant Counterparty is also a connected person, it may 

heighten our concern that the issuer is no longer suitable for continued listing.  
For example, if the issuer’s supply and sales are both dominated by the 
controlling shareholder (or its associates), and the transactions become the 
issuer’s sole or primary source of revenue, there is a serious concern that the 
issuer would be a captive company merely serving the controlling shareholder.  
In this context and, in such circumstances, it is likely that the business will not 
be viable and sustainable without these transactions.  As an issuer’s ongoing 
viability is wholly dependent on the financial position of the controlling 
shareholder, if such financial position is unknown, the public shareholders and 
potential investors of the issuer would not have the necessary information for 
properly assessing the issuer’s position.  In these circumstances, the issuer 
may be considered no longer suitable for continued listing. 
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(9) Fraud 
 

36. There are cases where an issuer is considered no longer suitable for listing if it 
is found that its published financial statements were based on fraudulent 
accounts with significant overstatement of profits, or false documents (e.g. 
invoices, sales records), or there existed serious discrepancies among different 
sets of books and accounts which the issuer failed to explain or reconcile. In 
these circumstances, shareholders and potential investors are deprived of the 
necessary financial information for making an informed assessment of the 
issuer and there is a serious question over the  management integrity.  
 
(10) Material internal control failures 

 
37. Listed issuers should maintain a sound system of internal controls over their 

financial, operational and compliance matters to safeguard their assets and 
protect the interests of shareholders6.  There are cases where an issuer fails to 
(i) provide sufficient evidence to support the completeness and accuracy of its 
financial statements in material respects (leading to a disclaimer audit opinion), 
(ii) prevent or detect corporate misconduct such as misappropriation of assets 
or funds, or (iii) timely disclose material information to shareholders and 
potential investors.  This may result from significant internal control failures, and 
is detrimental to the interests of shareholders and the fair, orderly and informed 
market for trading of securities.  In these circumstances, the issuer may be 
considered unsuitable for continued listing. 
 
(11) Failure to provide information to the Exchange 
 

38. The Rules require listed issuers to provide the Exchange with information 
requested by the latter to protect investors, ensure the smooth operation of the 
market or verify compliance with the Rules. Compliance with this requirement 
is essential to the Exchange performing its statutory duty of maintaining an 
orderly, informed and fair market.     
 

39. An issuer’s suitability for continued listing may be called into question in an 
extreme case where without the issuer providing the required information to the 
Exchange, there is a serious concern about whether an orderly, informed and 
fair market can be maintained. 

 

*** 

                                                      
6  Paragraph C2 of Appendix 14 to the MB Rules / Paragraph C2 of Appendix 15 to the GEM Rules. 
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HKEX GUIDANCE LETTER       
HKEX-GL95-18 (May 2018) (Updated in September 2019, October 2019 and 
June 2022) 
 

Subject  Guidance on long suspension and delisting  

Listing Rules and 
Regulations 

Main Board Rules 6.01, 6.01A and 6.10 

GEM Rules 9.14, 9.14A and 9.15 

Important note: This letter does not override the Listing Rules and is not a substitute 

for advice from qualified professional advisers. If there is any conflict or 
inconsistency between this letter and the Listing Rules, the Listing Rules prevail. 
You may consult the Listing Department on a confidential basis for an interpretation 

of the Listing Rules or this letter.  

I. BACKGROUND AND PURPOSE  
  

1. On 1 August 2018 (the Commencement Date), amendments to the delisting 
framework under the Listing Rules (the Rules) came into effect.  This letter 
provides guidance to long suspended issuers 1  on the operation of the 
amended delisting Rules, their general obligations and the Exchange’s 
regulatory actions during the resumption process, and guidance specific to 
certain types of suspension cases.  
 

2. The Exchange closely monitors the delisting process, in particular the 
circumstances where a remedial period may be specifically imposed and 
where an extension of time to a remedial period may be allowed, and the 
guidance given on time periods in this guidance letter.  Based on this 
experience the Exchange may revise its procedures or policies from time to 
time, with the objectives of ensuring the integrity of the process, providing 
certainty to the delisting process and keeping trading suspension to a 
minimum.  The Exchange also intends to revisit the duration of the fixed 
period in due course and may consider shortening these fixed periods at an 
appropriate time. 
 

3. All Rule references in this letter are to the Main Board Listing Rules.  As the 
relevant requirements under the GEM Board Rules are substantially similar 
to that of the Main Board, the guidance set out in this letter also applies to 
GEM issuers.  

 

4. This letter supersedes the previous guidance for long suspended companies 
set out in Guidance Letter GL66-13. 

 

                                                 
1  Issuers whose securities have been suspended from trading for more than three months 
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II. THE DELISTING FRAMEWORK 
 

5. Under Rule 6.01 the Exchange may at any time suspend or cancel the listing 
of any securities to protect investors or maintain an orderly market.  The rule 
specifies three circumstances under which the Exchange may also do so, 
including where an issuer (a) fails to maintain a sufficient public float; (b) fails 
to maintain sufficient operations or assets; and (c) is no longer suitable for 
listing. 
 

6. Under Rule 6.10 which sets out the procedures for delisting an issuer under 
Rule 6.01, the Exchange may,  

 

(a) issue a delisting notice specifying a remedial period (specific remedial 
period).  If the issuer fails to remedy the issues and resume trading 
before the end of the remedial period, the Exchange may cancel its 
listing; or 
 

(b) delist the issuer immediately. 
 

7. Under Rule 6.01A(1), without prejudice to its rights under Rules 6.01 and 6.10, 
the Exchange may delist a suspended issuer which fails to remedy the issues 
causing its suspension of trading and resume trading within 18 months from 
the date on which the trading suspension begins (prescribed remedial 
period).  

 

Application of Rule 6.01 or 6.01A(1) 
 

8. The objective of the amended delisting Rules is to keep the necessary trading 
suspension to the minimum, by facilitating timely delisting of issuers that no 
longer meet the continuing listing criteria.  This, in turn, provides certainty to 
the market on the delisting process. The delisting Rules are also aimed at 
incentivizing suspended issuers to act promptly towards resumption and 
deterring issuers from committing material breaches of the Rules.  
 

9. Following this principle, where both Rule 6.01A and Rule 6.01 are applicable, 
the Exchange will exercise its right under Rule 6.01 and impose a specific 
remedial period under Rule 6.10 ending earlier than the prescribed remedial 
period if it considers that the issuer:  

 

(a) given the nature of the issues to be remedied, ought to remedy the 
issues and resume trading within a period shorter than the prescribed 
remedial period of 18 months (for example, insufficient public float, see 
paragraph 58 below); or  
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(b) has failed to take adequate action to remedy the issues, prolonging the 
duration of suspension. For example, the Exchange may impose a 
specific remedial period of 6 months on an issuer which does not take 
adequate action to remedy the matters rendering it no longer suitable 
for listing, as with the decision in Listing Decision LD114-2017. 

 

10. The Exchange may delist an issuer immediately under Rule 6.01 only in 
exceptional circumstances where the matters triggering the application of a 
delisting criterion are fundamental to the general principles for listing and are 
beyond remedy.  This may happen, for example, where an issuer becomes 
no longer suitable for listing after its management and controlling shareholder 
are found by a court to have operated a fraudulent scheme to overstate its 
business and profits. 

 
 

III. GENERAL OBLIGATIONS OF SUSPENDED ISSUERS AND THE 
EXCHANGE’S REGULATORY ACTIONS 

 

11. Under the Rules, a suspended issuer must, among others, 
 

(a) keep the duration of any trading suspension to the shortest possible 
period as required under Rule 6.05; 
   

(b) comply with its continuing obligations under the Rules at all times, for 
example, those applying to notifiable and/or connected transactions 
under Chapters 14 and 14A of the Rules and financial results and 
reports under Rules 13.46 to 13.49;  

 

(c) disclose inside information required to be disclosed under the Inside 
Information Provisions2; and 

 

(d) announce quarterly updates under Rule 13.24A on its business 
operations, resumption plan and timetable, and the progress of 
implementing such resumption plan and satisfying the resumption 
conditions/guidance given by the Exchange (including the reasons for 
and impact of delay, if any).  

 

12. Under the Rules, the Exchange will cancel the listing of a long 
suspended issuer upon the expiry of the remedial period (prescribed or 
specific) if the issuer has not remedied the issues causing the 
suspension and re-complied with the Rules.  This remedial period sets 
a deadline referenced to the resolution of the relevant issues and 
resumption of trading, as opposed to submission of a resumption 
proposal as in the previous regime.   

  

                                                 
2  Part XIVA of the Securities and Futures Ordinance  
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13. Accordingly, the issuer must devise its own resumption plan setting out the 
actions that it considers appropriate to remedy the issues, announce such 
resumption plan, work according to that plan, and announce regular updates 
on its resumption progress and business developments. Based on these 
announcements, the Exchange will monitor the issuer’s resumption status 
and, where appropriate, give guidance to the issuer.  While the Exchange 
may give guidance to assist the issuer, it is the issuer’s primary responsibility 
to devise its own resumption plan in order to ensure that it will remedy the 
relevant issues and re-comply with the Rules before the end of the remedial 
period to avoid delisting.  The issuer may also consult3 the Exchange at any 
stage.  When the issuer considers that it has remedied the issues and re-
complied with the Rules, it must then seek a confirmation from the Exchange 
that this is the case.  Trading will resume after the Exchange gives the 
confirmation. 
 

14. In light of the above, the steps that a suspended issuer should take include: 
 

(a) promptly after trading is suspended, review the matter giving rise to the 
suspension and identify the relevant issues;  
 

(b) devise a resumption plan with actions that it intends to take to remedy 
the issues and re-comply with the Rules.  The resumption plan should 
be accompanied with a clear timeframe in respect of each stage of work 
under the plan to ensure that the relevant issues can be remedied and 
the Rules can be re-complied as soon as practicable and, in any event, 
before the remedial period ends.  The timeframe should take into 
account not only the time required by it to implement the resumption 
plan, but the time that may be reasonably required by the Exchange to 
be satisfied that the issues have been remedied and the Rules re-
complied; 

 

(c) work diligently towards resumption in accordance with the resumption 
plan.  In case of any delay, it should promptly assess its impact and 
make appropriate adjustments to the timetable but, in any event, 
continue to ensure trading to resume before the remedial period ends; 

 

(d) timely announce the resumption plan and its timetable, any material 
change in the plan and timetable, and any material developments to the 
fulfillment of the resumption conditions/guidance (for example, the 
outcome of any forensic investigation or internal control review); 

 

(e) where applicable, make announcements about corporate actions under 
its resumption plan described above in accordance with the 
requirements set out in the Rules (for example, an announcement on a 
very substantial acquisition or a reverse takeover);   

                                                 
3  Please refer to the Guide on Interpretation on Listing Rules and Request for Individual 

Guidance, issued by the Exchange on 28 November 2008. 
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(f) announce quarterly updates under Rule 13.24A on its business 
operations and the progress of implementing its resumption plan and 
satisfying the resumption conditions/guidance given by the Exchange 
(including the reasons for and impact of delay, if any). These 
disclosures would provide transparency to the market and enable the 
Exchange to monitor its resumption progress and, where appropriate, 
give guidance to the issuer; 

 

(g) publish its periodic financial results and reports and, if they are not 
available, management accounts under Rules 13.46 to 13.49; 
 

(h) maintain adequate internal controls and procedures to ensure full 
compliance with its continuing obligations under the Rules and the 
disclosure requirements under the Inside Information Provisions at all 
times; and 

 
(i) where it considers that it has remedied the issues and re-complied with 

the Rules, seek the Exchange’s confirmation that this is the case.  It 
must ensure that it provides the Exchange with sufficient information to 
properly assess the situation, avoiding the risk of the Exchange not 
being satisfied with the issuer’s position for lack of information.  When 
seeking the Exchange’s confirmation, the issuer should also provide the 
Exchange with a draft resumption announcement for pre-vetting. 

 

15. Trading can resume only after the Exchange has confirmed that the issuer 
has remedied the issues and re-complied with the Rules to its satisfaction.  
Before such confirmation is given, the issuer must state in each of its 
announcements that trading will remain suspended with an explanation of the 
reasons for the continued suspension.  
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The Exchange’s regulatory actions 
 

16. During a suspended issuer’s remedial period, the Exchange will: 
 

(a) issue resumption conditions/guidance to the issuer, setting out the 
requirements that the issuer must have fulfilled before trading can 
resume.  These conditions/guidance are primarily based on the issuer’s 
announcement(s) about the matter giving rise to the suspension and the 
issues identified by the issuer, and are generally issued within the first 
three months of the suspension of trading.  The Exchange may revise 
these resumption conditions/guidance from time to time as the issuer’s 
circumstances change (for example, a suspended issuer subsequently 
found to be involved in fraudulent activities will be required to conduct 
a forensic investigation).  For the avoidance of doubt, the issuer must 
comply with all the Rules before resumption. The resumption 
conditions/guidance are set out, based on information provided by the 
issuer from time to time, to guide the issuer toward re-compliance with 
the Rules.  As such, the issuer is not entitled to an extension of the 
remedial period in cases where the Exchange modifies or adds 
resumption conditions/guidance; 

 

(b) review the issuer’s quarterly announcements published under Rule 
13.24A and other announcements to monitor its on-going compliance 
with the Rules and resumption progress.  Where appropriate, the 
Exchange may make enquiries and require the issuer to publish 
supplemental announcements to disclose additional information or 
clarification, or give guidance to the issuer.  The Exchange may also 
request the issuer to provide any documents relevant to the matters 
mentioned in an announcement (for example, a report of forensic 
investigation or internal control review) for review;  
 

(c) give guidance sought by the issuer from time to time; 
 

(d) pre-vet the issuer’s announcements under Rule 13.52(2) including, for 
example, announcement for any very substantial acquisition or reverse 
takeover (and any other announcements that the Exchange has 
requested to pre-vet under Rule 13.52A) and circulars as required under 
the Rules, in the same manner as it does for other listed issuers;   

 

(e) process the issuer’s A1 applications where the resumption plan is 
treated as a new listing application;  

 
(f) publish monthly long suspension reports on the HKEXnews website 

which summarize the suspension status of issuers suspended for three 
months or more; and 
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(g) upon the issuer’s request (as noted in paragraph 14(i) above), confirm 
whether it is satisfied that the issuer has remedied the issues and re-
complied with the Rules to meet the resumption conditions/guidance.     

 

17. The Exchange will respond to a suspended issuer’s request for confirmation 
about its resumption status (as described in paragraph 16(g) above) or 
guidance as soon as practicable, and generally not more than 10 business 
days after receipt of the issuer’s written request and the relevant information.  
 

18. Under the Rules, the Listing Committee reserves to itself the power to decide 
whether to delist an issuer4.  Therefore, if the Listing Division is not satisfied 
with the issuer’s resolution of the relevant issues and re-compliance with the 
Rules within the remedial period, it will take the matter to the Listing 
Committee for consideration and recommend the Listing Committee to delist 
the issuer.   
 

19. The Listing Committee regulates its meeting(s) in such manner as it thinks 
fit5.  The Rules do not mandate the Listing Committee’s decision-making 
process to be subject to a right of the issuer to make submissions.  Generally, 
the Listing Committee will consider and decide the matter administratively, 
without conducting an adversarial hearing.    
 

20. The issuer will be informed of the Listing Committee’s decision (together with 
the reasons thereof) by a decision letter.  The issuer will then be entitled 
under the Rules to apply for a review of the decision by the Listing Review 
Committee6 in accordance with the review procedure under the Rules7.   
 

21. The review is a de novo review on the merits so that the Listing Review 
Committee will consider the issuer’s case and decide it afresh, after 
considering all the relevant evidence and arguments8.  The Listing Review 
Committee will convene an oral hearing. The issuer may make written 
submissions and also attend the hearing to provide oral submissions to the 
Listing Review Committee in accordance with the procedures adopted by the 
Listing Review Committee.   
 

  

                                                 
4  Rule 2A.08 
5  Rules 2A.28 and 2.04 
6  In Brightoil Petroleum (Holdings) Limited [2020] HKCFI 1601, the court endorsed the approach 

adopted by the Listing Committee set out in paragraphs 18 to 20 in this Guidance Letter and 
considered that such approach strikes a fair balance between administrative efficiency and 
fairness.   

7  Rule 2A.37K 
8  Rule 2A.37L 
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IV. EXTENSION OF REMEDIAL PERIOD  
 

22. To ensure the effectiveness and credibility of the delisting framework and 
prevent undue delay of the delisting process, the Listing Committee may only 
extend the remedial period in exceptional circumstances. It may do so where: 

 

(a) an issuer has substantially implemented the steps that, it has shown 
with sufficient certainty, will lead to resumption of trading; but 

 

(b) due to factors outside its control, it becomes unable to meet its planned 
timeframe and requires a short extension of time to finalize the matters.  
The factors outside the issuer’s control are generally expected to be 
procedural in nature only. 9   

 

This may happen where, for example, an A1 application has been approved 
by the Exchange but, due to a delay in the court hearing for approving a 
scheme of arrangement, the issuer requires additional time to implement the 
relevant transactions. The Exchange envisages that if an extension of time is 
given on the expiry of the remedial period, the Listing Committee would not 
normally extend the remedial period for a second time.   
 
Time extension request for reason of COVID-19 
 

23. The Exchange appreciates the possible impact of COVID-19 on long 
suspended issuers’ progress of resumption and that there could be situations 
where it is fair and reasonable to extend the resumption deadline because of 
such impact.  
 

24. Therefore, the Exchange would also consider a request for extending the 
remedial period if an issuer demonstrates that its inability to meet the 
resumption conditions/guidance and re-comply with the Rules within the 
remedial period is caused by disruptions arising directly from the COVID-19 
outbreak, and not from other substantive issues.  This takes into account the 
need to uphold the stated objectives of the delisting Rules and to ensure the 
effectiveness and credibility of the Rules and prevent undue delay of the 
delisting process.  
 

25. For this purpose, the guiding approach is below: 
 

(a) Requests are to be considered case by case based on specific facts 
and circumstances. 
 

(b) For an extension of time to be granted, an issuer must establish that 
its failure to meet the resumption deadline is caused by COVID-19. 

 
                                                 
9  For circumstances regarding a disclaimer or adverse opinion involving issues outside the 

issuers’ control, see paragraph 47 below. 
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(c) For the avoidance of doubt, the issuer is not regarded to have 
established the case under the preceding subparagraph if the issuer’s 
failure to meet all the resumption conditions/guidance by the 
resumption deadline is at least partly attributable to a reason unrelated 
to COVID-19.  

 
(d) The issuer must request a specific extension and provide a concrete 

action plan with a detailed timetable showing the expected time for 
resumption of trading, with an explanation of the factors in arriving at 
the timetable. 

 
(e) To be consistent with the Exchange’s policy to discourage shell 

activities, an extension would not be given to an issuer which, in the 
Exchange’s opinion, is not operating a business which is of substance, 
viable and sustainable.  An extension also would not be given to 
facilitate, for example (i) a reverse takeover, or (ii) a development of a 
new business unrelated to its current business after failure of the 
current business. 

 
(f) An extension that may be given for each request is normally not more 

than six months.  On expiry, the Listing Committee may further extend 
the deadline as it considers appropriate having regard to whether the 
issuer is able to meet the progress of forecast previously projected and, 
if not the reason for that, among others. 

 

 

V. GUIDANCE FOR ISSUERS SUSPENDED FOR VARIOUS REASONS 
 

26. Below sets out guidance specific to certain types of suspension cases. 
 
A. Failure to maintain sufficient operations or assets under Rule 13.24 

 

27. In our experience, an issuer suspended for failure to comply with Rule 13.24 
may have either (i) completely or substantially ceased its operations or 
otherwise maintained only a minimal level of operations; or (ii) suspended all 
or most of its operations due to financial difficulties or loss of its major 
operating subsidiary/ies.   Trading will resume after it has re-complied with 
Rule 13.24. 
 

28. The Exchange will normally apply the prescribed remedial period of 18 
months under Rule 6.01A(1) to issuers that fail to maintain sufficient 
operations and sufficient assets to support its operations to warrant a 
continued listing under Rule 13.24.10     

  

                                                 
10  Excluding those already suspended as at the Commencement Date which are subject to the 

transitional arrangements set out in Rule 6.01A(2). 
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29. To re-comply with Rule 13.24, an issuer must demonstrate to the Exchange’s 
satisfaction that it has a business that has substance and is viable and 
sustainable in the longer term.  On this issue, the Exchange has published 
guidance materials on the application of the Rules to individual 
circumstances.  Such guidance includes: 

 

(a) In a case where an issuer ceased to carry on its original principal 
business and retain any material operating assets, the Exchange 
found that the issuer was a listed shell and any acquisition of a material 
asset or business would constitute an attempt to achieve the listing of 
the asset or business and be treated as a new listing application.  See 
Guidance Letter on Application of the Reverse Takeover Rules 
(GL104-19). 

 

(b) In a case where an issuer started a business substantially different 
from or unrelated to its original business, the Exchange found that this 
new business did not meet the requirements under Rule 13.24 
because given its short operating history, the viability and 
sustainability of the new business was not substantiated by any track 
record or otherwise (see Listing Decisions LD116-2017 and LD118-
2018).  The Exchange may also consider a new business not to be a 
business of substance, having regard to its specific business model 
and the particular facts and circumstances of the issuer (Listing 
Decisions LD112-2017 and LD117-2017)11. For further guidance, see 
Guidance Letter on Sufficiency of Operations (GL106-19). 

 

(c) Where an issuer proposes a large scale issue of securities to an 
investor for cash to finance the development of a new business, the 
Exchange may apply Rule 14.06D and refuse to grant listing approval 
for the shares to be issued, particularly if the cash injection (i) is very 
significant to the issuer and has little correlation with its existing 
business, (ii) would raise funds largely for greenfield operations of the 
new business; and (iii) would result in the investor obtaining control (or 
de facto control) of the issuer. In these circumstances, the Exchange 
may consider the issuer to be in effect a listed vehicle for the investor 
to achieve a listing of the new business and to circumvent the new 
listing requirements. For further guidance, see Guidance Letter on 
Large Scale Issues of Securities (GL105-19). 

 

  

                                                 
11  Also see Listing Decisions LD105-2017 and LD115-2017. 
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Process for resumption 

 
30. Where an issuer’s resumption plan involves an acquisition of a business, it 

must make an announcement and comply with the applicable requirements 
under Chapters 14 and/or 14A of the Listing Rules.  If the acquisition 
constitutes a very substantial acquisition or a reverse takeover, the 
announcement must be pre-vetted by the Exchange before publication.   
 

31. The issuer may consult the Exchange at any stage about the Rule 
implications on an intended acquisition, for example, whether the acquisition 
would constitute a reverse takeover and, if so, whether the Exchange, subject 
to a formal A1 application, has any initial concerns about its compliance with 
the new listing requirements. 

 

32. Where an acquisition constitutes a reverse takeover, the issuer must file an 
A1 application to the Exchange with the required documentation.  As the 
issuer must obtain the Exchange’s approval for the application and complete 
the implementation of the relevant transactions and arrangements in time to 
ensure trading to resume before the remedial period ends,  the issuer is 
advised to file its A1 application as soon as practicable, taking into account 
the time that may be required, among others, by: 

 

(a) the Exchange to process the A1 application. Under Rule 9.03(3), the 
information submitted to the Exchange in support of a new listing 
application must be substantially complete except in relation to 
information that by its nature can only be finalized and incorporated at 
a later date.  In our experience, the Exchange’s processing time could 
be prolonged by the substandard documentation provided by the issuer; 
and 

 

(b) the issuer to implement the relevant transactions and arrangements 
after the Exchange gives an in-principle approval for the A1 application.  
This may include, for example, the time for obtaining shareholder 
approval and/or going through the court procedures for a scheme of 
arrangement, if required.   

 

As guidance, an issuer should generally allow at least a 6 month period from 
the date of the filing of an A1 application to the date of resumption for the 
processing of the application, obtaining any required shareholder approval 
and completing the relevant transactions.   It should consider its own 
circumstances and adjust the time period accordingly.  
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33. Where, without being required to submit a new listing application, an issuer 
considers that its business operations has re-complied with Rule 13.24, it 
must demonstrate to the Exchange’s satisfaction that its business is one of 
substance and is viable and sustainable in a longer term.  For this purpose, 
the issuer must ensure that it announces quarterly updates on its resumption 
progress under Rule 13.24A (for example, in the case of loss of major 
subsidiary, updates on the progress of regaining control of the subsidiary).  
The issuer must also announce its financial results and reports under Rules 
13.46 to 13.49 to demonstrate its financial performance and position. The 
Exchange’s assessment of the issuer’s re-compliance with Rule 13.24 is a 
continuing process, based primarily on these disclosures.  The issuer should 
be prepared to provide additional information to the Exchange to support its 
compliance, for example, a profit forecast to demonstrate that it has a viable 
and sustainable business. 

 

34. Where an issuer’s failure to meet Rule 13.24 is caused by financial difficulties, 
the issuer is required to announce the corporate actions that it takes to 
resolve the financial difficulties. Such corporate actions generally involve a 
capital reorganization, equity fundraisings and a scheme of arrangements.  
The issuer must announce these corporate actions in a timely manner.  To 
demonstrate its re-compliance with Rule 13.24, the issuer must set out in the 
relevant circular (or, if a circular is not required under the Rules, an 
announcement) information to support the viability and sustainability of the 
restructured group’s business.  Such information may include, for example, 
pro forma financial statements about its restructured group, a detailed 
description of the business model of the restructured business, a clear and 
detailed plan for its future developments and how the issuer would achieve it, 
and the restructured group’s profit forecast.  The Exchange may give 
guidance to the issuer on the viability of the corporate actions for resumption 
based on the disclosures, and may make enquiries for additional information 
(such as profits forecasts). 

 

35. Where an issuer’s corporate actions include equity fundraisings, the 
Exchange would consider granting the required listing approval only if the 
issuer satisfies the Exchange that upon completion of the equity fundraisings, 
the issuer will then have fulfilled all the resumption conditions/guidance, re-
complied with the Listing Rules, and been eligible for trading resumption.  
Therefore, the Exchange will not grant listing approval to a suspended issuer 
which has not demonstrated that taking into account the equity fundraisings, 
it would have sufficient operations and assets to warrant its continued listing 
under Rule 13.24.  
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Others  
 

36. Where an issuer fails to publish periodic financial results as required under 
the Rules, the Exchange is unable to monitor the issuer’s business activities, 
operation status and financial performance to assess whether the issuer has 
sufficient operations and assets under Rule 13.24 to warrant its continuing 
listing.  In these circumstances, as resumption conditions/guidance, the 
Exchange would require the issuer to demonstrate compliance with Rule 
13.24 before trading can resume.  As noted in paragraph 12 above, a 
suspended issuer must comply with the Rules before the remedial period 
ends to avoid delisting. 

 
B. Failure to publish financial results or inside information due to material 

irregularities   
 

37. Trading will be suspended if an issuer fails to announce periodic financial 
results or inside information, due to alleged material accounting or corporate 
governance irregularities or significant weaknesses in internal controls.  The 
suspension will remain in force until the relevant issues are addressed or 
remedied and the outstanding financial results and/or inside information 
announced. 
 

38. Irregularities that may result in an issuer’s failure to announce financial 
results or inside information include, among others, the following: 

 

(a) Accounting irregularities identified by the issuer’s auditors during the 
auditing process.  The auditors may have disclaimed the issuer’s 
accounts (or resigned before the accounts are published) for the 
issuer’s inability to explain or provide sufficient evidence to address the 
material issues to the auditors’ satisfaction.   These issues may include, 
among others: 

 

 discrepancies between the group’s accounting records on 
transactions and balances with certain customers and/or suppliers 
and the information independently obtained by the auditors; 
 

 concern about the authenticity of documents in the group’s 
accounting records on bank balances; 

 

 lack of information and evidence to substantiate the existence or 
ownership of material assets;  

 

 concern about the nature and commercial substance of some 
material transactions; and/or 

 

 failure to keep proper books and records for the group (for 
example, due to loss of accounting records of a major subsidiary 
during relocation of office).      
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(b) Corporate irregularities which may be discovered by the board of 
directors (sometimes with forensic investigators’ assistance), the 
issuer’s auditors, media, market commentaries or rumours or 
investigations undertaken by the Securities and Futures Commission 
(SFC), the ICAC or other regulators.  These irregularities may include 
potentially fraudulent activities such as misappropriation of corporate 
assets through an unauthorized transfer of material assets or provision 
of loans or guarantees to third parties.  

 

39. These irregularities could give rise to serious issues about the accuracy and 
credibility of the issuer’s published financial statements or records in material 
respects, the integrity of its management and the lack of adequate internal 
controls or procedures over its financial, operations and compliance matters 
to safeguard its assets and protect shareholders’ interests.  These issues are 
detrimental to maintaining confidence in the market and are not in the interest 
of the investing public. This, in turn, would call the issuer’s suitability for 
continued listing into question.   See Listing Decision LD114-2017. 

 
(I) Criteria for resumption 

 

40. Before trading can resume, the issuer must satisfy the Exchange that it has 
addressed or remedied all the material issues as follows:  

 
(a) Address any audit issues raised by the auditors. 
 
(b) Address any other allegations or findings of material irregularities raised 

by forensic investigators, media, market commentaries or rumours, or 
regulators. 

 
(c) Rectify any material misstatements or errors in its financial statements 

and publish information that is accurate and not misleading, to enable 
the investing public to appraise its position. 

 
(d) Publish any outstanding financial statements and address any audit 

modifications.  
 

(e) If there are issues about management integrity, demonstrate that there 
is no reasonable regulatory concern about management integrity which 
may pose a risk to shareholders and investors or damage market 
confidence (for example, making necessary changes to the board of 
directors to ensure compliance with Rules 3.08 and 3.09). 

 
(f) If there are issues about material weaknesses of internal control 

systems, demonstrate adequate internal controls and procedures to 
rectify such weaknesses, ensure compliance with the Listing Rules and 
safeguard the interests of the issuer.  
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(g) Announce all inside information required to be disclosed under the 
Inside Information Provisions and inform the market of all other material 
information for the issuer’s shareholders and investors to appraise its 
position. 

 

(II) Process for resumption 
 

41. Once trading is suspended, an issuer should promptly review the matter, 
identify the relevant issues and devise a plan to address the relevant issues 
and re-comply with the Rules, taking account of the resumption 
condition/guidance and any other guidance that may from time to time given 
by the Exchange.  

 
42. The steps that an issuer is expected to take include:  
 

(a) If any director is, or is suspected to be, involved in the issues, consider 
setting up an independent committee to review the matter.  This is to 
avoid any conflict of interests which may arise during the review process. 
The independent committee should also assess whether the director in 
question can discharge his director’s duties and comply with Rule 3.08 
and remains suitable to act as a director of the issuer under Rule 3.09, 
while the internal investigation/review process (or any regulatory 
investigation) continues. 
 

(b) If the matter involves or indicates potentially fraudulent activities (such 
as false accounting or misappropriation of assets), engage forensic 
accountants to investigate the matter.  The forensic accountants to be 
engaged should have sufficient resources and professional staff with 
relevant qualifications and experiences in handling cases of similar 
nature and complexity.   

 

The board or independent committee should review the findings of the 
forensic investigation once available, and consider whether the findings 
have adequately addressed the relevant issues and, if not, what further 
actions should be taken (e.g. extending the scope of the investigation 
or conducting an internal control review if any potential internal control 
failure is identified).  

 

(c) If the matter raises concerns about the adequacy of the internal control 
system, engage independent experts to review the internal control 
system and to identify material weaknesses with remedial actions.  
Such concerns may arise, for example, where the issuer has failed to (i) 
provide sufficient evidence to support the completeness and accuracy 
of its financial statements in material respects, leading to a disclaimer 
audit opinion, (ii) prevent or detect corporate misconduct such as 
misappropriation of assets or funds, or (iii) timely disclose material 
information to shareholders and potential investors. 
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Again, the board or independent committee should review the findings 
of the internal control review once available and determine whether and, 
if so, what remedial actions should be taken to ensure that adequate 
internal controls and procedures are in place to rectify such weakness, 
ensure compliance with the Listing Rules and safeguard the interests of 
the issuer. 

 

(d) If the issuer fails to publish financial results due to unresolved audit 
issues, consider with the auditors as to how to resolve the audit issues.  
If the auditors have resigned, the issuer should appoint a replacement 
promptly. 

 

43. The issuer must continue to publish its periodic financial results and reports 
under Rules 13.46 to 13.49 (see paragraph 11(b) above).  Where an issuer 
is unable to do so, it must publish its management accounts and unaudited 
financial results.  
 

44. The issuer must keep the market updated by publishing quarterly 
announcements as required under Rule 13.24A.  The Exchange assessment 
of the issuer’s resumption progress is also a continuing process, primarily 
based on these announcements and additional information that may be 
provided by the issuer to the Exchange.  In particular,  

 

(a) where a report of forensic investigation or internal control review is 
available, the issuer must announce the findings of the report together 
with the view of the board or independent committee on the report and 
any plan for further actions. The Exchange will review the 
announcement and request the issuer to provide it with a copy of the 
report (if not already provided).  The Exchange may provide guidance 
to the issuer on concerns or issues that may arise from the report, the 
views of the board or independent committee and/or the remedial 
actions to be taken by the issuer (for example, any outstanding or 
further issues that require further investigation, or adequacy of the 
remedial action).  
 

(b) Where the issuer has failed to publish financial results/reports, it must 
announce all the outstanding results and reports with any audit 
modifications addressed.  If the Exchange considers that there are any 
issues that the issuer and/or the auditors should clarify, the Exchange 
will inform the issuer.   

 

45. To minimize the risk of delisting as a result of not being able to complete a 
forensic investigation (and/or an internal control review) or implement all the 
remedial measures, a suspended issuer must properly devise its action plan 
with a detailed timeframe taking into account the time that may be required 
by the relevant process (including, among others, the time may be required 
by Exchange to be satisfied that the relevant issues have been remedied).   
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46. Where the issuer considers that it has, or will have after completion of certain 
transactions or arrangements, remedied the issues and re-complied with 
Rules, it should seek a confirmation from the Exchange.  For this purpose, 
the issuer must make a written submission and provide the Exchange with all 
the relevant information.  Also see paragraphs 14(i), 16(g) and 17 above. 

 

C. Disclaimer and adverse audit opinion on financial statements 
 

47. Under Rule 13.50A, trading will normally be suspended if an issuer publishes 
a preliminary results announcement for a financial year as required under 
Rules 13.49(1) and (2) and the auditor has issued, or has indicated that it will 
issue, a disclaimer of opinion or an adverse opinion on the issuer’s financial 
statements.  
 

48. The suspension will normally remain in force until the issuer has addressed 
the issues giving rise to the disclaimer or adverse opinion, provided comfort 
that a disclaimer or adverse opinion in respect of such issues would no longer 
be required, and disclosed sufficient information to enable investors to make 
an informed assessment of its financial positions.   
 

49. Examples on how an issuer could provide comfort that a disclaimer or 
adverse opinion in respect of such issues would no longer be required include 
(a) a full financial year audit or a special interim audit of the issuer’s financial 
statements; or (b) a special engagement of the auditor to perform audit on a 
single financial statement of the issuer or a specific element, account or item 
of a financial statement under HKSA805 (Revised).  These are only examples 
to provide guidance on the possible actions that an issuer may take, having 
communicated with its auditors, and must be considered case by case to fit 
the particular circumstances. It is the issuer, and not the auditor, who is 
responsible for providing comfort that a disclaimer or adverse opinion would 
no longer be required.  The issuer should take all necessary actions to 
support the provision of such comfort. 
 

50. As a transitional arrangement for an issuer whose securities have been 
suspended from trading under Rule 13.50A, the 18 month period referred to 
in Rule 6.01A(1) is extended to 24 months if the suspension during the 18 
month period is only due to a disclaimer or adverse opinion on the issuer’s 
financial statements for the financial years commencing between 1 
September 2019 and 31 August 2021, both dates inclusive12. 
 

  

                                                 
12  Likewise, the 12 month period referred to in GEM Rule 9.14A(1) is extended to 24 months if 

the suspension during the 12 month period is only due to a disclaimer or adverse opinion on 
the issuer’s financial statements for the financial years commencing between 1 September 
2019 and 31 August 2021, both dates inclusive. 
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Remedial period for circumstances outside issuer’s control 
 

51. Disclaimer or adverse opinions may involve issues outside the issuers’ 
control.  Where an issuer suspended under Rule 13.50A has satisfied the 
Exchange that it has made all reasonable efforts to resolve the issues but, 
due to reasons outside its control, such underlying issues remain unresolved 
upon expiry of the 18 month period, the Exchange would consider allowing a 
longer remedial period, with the duration of the period to be determined case 
by case.  The issuer must demonstrate to the Exchange’s satisfaction that it 
reasonably expects to resolve all underlying audit issues within the proposed 
extended remedial period.  Such extension would be brought to the Listing 
Committee for consideration. The Listing Committee would not normally allow 
a further extension of the remedial period. Accordingly, issuers are reminded 
to provide sufficient information to the Exchange to make an informed 
assessment on the circumstances. 
 

52. Examples of circumstances that may be considered to be outside the issuer’s 
control include (i) delay in government granting a requisite approval due to 
change in government policies, where due applications and filings had been 
made by the issuer, and where it has no influence on the outcome and timing 
of the grant; (ii) a temporary suspension of business upon the request of a 
regulatory or government authority due to a change in the regulatory 
requirements; and (iii) the audit issue can only be fully resolved upon a court 
order or a final arbitral awards with respect to outstanding proceedings is 
obtained or granted.   
 

53. Circumstances that would be considered to be within the issuer’s control 
include circumstances where actions that can be taken by issuers or can be 
pre-empted by proper internal controls or risk management controls.  For 
example, the issues remain unresolved because the issuer has failed to 
timely obtain an independent valuation to support the valuation of its assets 
or take timely actions against its debtors to assess the recoverability of bad 
debts.  Circumstances would also not be considered to be outside the issuer’s 
control where the disclaimer or adverse opinion is attributed to the issuer’s 
lack of adequate internal controls or risk management controls.  These may 
include, for example, the issuer’s failure to put in place adequate measures 
to control and manage its jointly-controlled entities or associates or keep the 
books and records of its subsidiaries. 
 

54. An issuer should consult the Exchange in advance if it is in doubt as to 
whether its specific circumstances leading to a disclaimer or adverse audit 
opinion on its financial statements would be considered to be outside its 
control. Such issuer must provide sufficient information to the Exchange to 
make an informed assessment on the circumstances. 
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D. Insufficient public float 
 

55. Where trading is suspended due to insufficient public float, the Exchange will 
expect the issuer to address the matter within a reasonably short period of 
time. 
 

56. For this purpose, the board of the issuer should, promptly after the public float 
shortfall occurs, devise and announce a concrete and viable action plan to 
restore the required minimum public float (for example, placing of existing 
shares by the controlling or substantial shareholder(s), or placing of new 
shares by the issuer).  The action plan should include a clear timeframe in 
respect of each stage of work under the plan to demonstrate and ensure that 
the required minimum public float will be restored and trading will resume 
within a reasonable period of time.  The Exchange may give guidance on the 
adequacy of the plan and comments on the timeframe, where appropriate. 

 
57. Based on experience, prolonged suspensions due to insufficient public float 

are mostly caused by major shareholders’ refusal to cooperate with the 
management of the issuer to resolve the issue.  As the Exchange generally 
expects issuers suspended due to insufficient public float to resolve the issue 
within a reasonably short period of time, an issuer’s inability to obtain 
cooperation from major shareholders would not be considered a valid ground 
for the Exchange to refrain from delisting the issuer if it fails to restore 
sufficient public float within the remedial period.   

 

58. Where the Exchange considers that an issuer fails to take adequate action to 
restore the minimum public float, it may impose on it a specific remedial 
period of not more than 6 months under Rule 6.01.  

 

59. During the suspension of trading, the issuer must announce any material 
developments and progress of its action plan from time to time and at least 
quarterly as required under Rule 13.24A.  For the purpose of an application 
for resumption of trading, the issuer must announce completion of any 
relevant transactions and arrangements causing the issuer to restore 
sufficient public float and resume trading and seek confirmation from the 
Exchange that trading can resume.  
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VI. ISSUERS DIRECTED TO BE SUSPENDED BY SFC 

 

60. The SFC has the power to direct the Exchange to suspend trading in an 
issuer’s securities under Rule 8 of the Securities and Futures (Stock Market 
Listing) Rules (Rule 8 suspension), whether or not trading is already 
suspended under the Rules. 

 

61. For an issuer that is suspended under the Rules (for example, for failure to 
publish financial results or inside information, or to maintain sufficient 
operations or assets), the Exchange may commence or continue the 
procedures to delist the issuer under Rule 6.01 or 6.01A even if the SFC has 
issued a Rule 8 suspension. Where an issuer’s trading suspension is 
attributed only to a Rule 8 suspension, the Exchange may still delist the issuer 
if the issuer fails to resume trading after a continuous trading suspension for 
a prescribed remedial period under Rule 6.10A. 
 

62. The Exchange would discuss with the SFC before exercising its right to delist 
an issuer which is subject to a Rule 8 suspension. 
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HKEX GUIDANCE LETTER 
HKEX-GL88-16 (April 2016) (Updated in July 2018)  
  

Subject  Guidance on bonus issues of shares 

Listing Rules and 
Regulations 

Main Board Rules 2.03, 2.06, 8.20 and 13.64A  

GEM Rules 2.06, 2.09, 11.30(2) and 17.76A 

Important note: This letter does not override the Listing Rules and is not a 
substitute for advice from qualified professional advisers. If there is any conflict or 
inconsistency between this letter and the Listing Rules, the Listing Rules prevail. You 
may consult the Listing Department on a confidential basis for an interpretation of the 
Listing Rules or this letter.  

I. Purpose 
 

1. This letter provides guidance on the Exchange’s approach in handling bonus 
issues of shares by listed companies.   

 
II. Relevant Listing Rules 

 
2. Rule 2.03 states that:  

 
“The 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 … “ 

 
3. Rule 2.06 states that: 

 
“Suitability for listing depends on many factors.  Applicants for listing should 

appreciate that compliance with the Exchange Listing Rules may not of itself 
ensure an applicant’s suitability for listing.  The Exchange retains a 
discretion to accept or reject applications and in reaching their decision will 
pay particular regard to the general principles outlined in rule 2.03. …”  

 
4. Rule 8.20 states that” 

 
“Listing must be sought for all further issues of securities of a class already 

listed prior to the issue of the securities.” 
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III. Guidance  
 

5. A bonus issue of shares is an allotment of new shares by a listed company to 
its existing shareholders, credited as fully paid out of its reserves or profits, in 
proportion to their shareholdings1.   
 

6. Bonus issues are one of the methods that listed companies may use to bring 
equity securities to listing.  In addition to the specific Rule requirements on this 
type of issues, listed companies must also comply with the general principle of 
the Rules to ensure that their issues of shares are conducted in a fair and 
orderly manner.  Listed companies should observe the following guidance 
which is not meant to be exhaustive.  
 
Size of bonus issues   
 

7. Under the current trading arrangements, there is a time interval between the 
ex-entitlement date for a bonus issue (the ex-date)2 and the date of allotment 
of the bonus shares (the allotment date).  The previous closing share price is 
adjusted downward on the ex-date but the bonus shares would not be 
available for trading until the allotment date, causing a squeeze in the 
availability of shares and significant price fluctuations during the ex-
entitlement period.  The Exchange noted untoward price fluctuations in a 
number of cases where listed companies conducted bonus issues of shares 
with a large distribution ratio.   

 
8. Generally, the reason given by companies for conducting bonus issues of 

shares3 is to increase the liquidity of their shares in the market. This could 
also be achieved by effecting a share subdivision.  Both bonus issues and 
share subdivisions serve to increase the number of shares outstanding and 
reduce the share price.   
 
 
 
 
 
 
 

                                                      
1
  When a company issues bonus shares under the “no-par” regime, such shares will have no 

nominal value, meaning the company is no longer required to transfer an amount to share capital 
if it issues shares for no consideration, unless it elects to do so (for example, by capitalising 
profits). Therefore, a company may allot and issue bonus shares either with or without increasing 
its share capital. 

2
  Under the T+2 settlement cycle, shares will be traded ex-entitlements to the bonus issue on the 

trading day immediately before the record date (or the last registration date where there is a book 
closure).  Share price will be adjusted downward on the ex-date in accordance with the 
distribution ratio.  A portion of the shareholders’ holdings in the company will not be tradeable 
until the bonus shares are issued. 

3
  As highlighted in the Securities and Futures Commission’s Corporate Regulation Newsletter of 

March 2016, it could be misleading or inaccurate if a company discloses its bonus issue of shares 
as “a reward” to shareholders or a means to widen its capital base. 
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9. It is the responsibility of listed companies to ensure that their issues of bonus 
shares are conducted in a fair and orderly manner.  The Exchange may not 
grant listing approval for large scale bonus issues of shares where there is 
reasonable likelihood of disorderly trading during the ex-entitlement period.  In 
these circumstances, the Exchange will normally expect listed companies to 
adopt share subdivisions.  This would avoid disorderly trading during the ex-
entitlement period of bonus issues of shares.   Generally, the Exchange is 
likely to raise concern about the operation of an orderly market when a 
company proposes a bonus issue of shares of 200% or more of existing 
issued shares.  This is despite that the Exchange may raise the same concern 
even if the bonus issue proposed by a company is of a smaller scale after 
considering the relevant facts and circumstances.  

 
10. The Exchange will grant listing approval for large scale bonus issue of shares 

only in exceptional circumstances.  For example, if there are regulatory 
restrictions for the company to effect a share subdivision under the laws in the 
place of its incorporation or the requirements of other stock exchange where it 
is dually listed.  In these circumstances, the company must demonstrate that 
its proposed issue is not likely to give rise to disorderly trading during the ex-
entitlement period.  
 
Timetable for bonus issues 

 
11. Listed companies should also follow the guidance set out in the “Guide on 

distribution of dividend and other entitlements” when planning their bonus 
issues. In particular, they should keep the time interval between the ex-date 
and the allotment date as short as practicable.  Where a bonus issue is 
subject to condition(s), the company must clearly disclose the condition(s) in 
the bonus issue announcement.  

 
Restrictions 

 
12. Under Rule 13.64A, a listed company must not issue bonus shares (or 

subdivide its shares) if its share price adjusted for the subdivision or bonus 
issue is less than HK$1 based on the lowest daily closing price of the shares 
during the six-month period before the announcement of the subdivision or 
bonus issue. 

 

**** 
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HKEX GUIDANCE LETTER 
HKEX-GL87-16 (April 2016) 
 

Subject  Guidance for issuers subject to market 
commentaries or rumours   
 

Listing Rules   
 
 

Main Board Rules 6.01, 6.05, 13.09, 13.10 
and 13.10A   
 
GEM Rules 9.01, 9.09, 17.10, 17.11 and 
17.11A 
 

 
 
Important note: This letter does not override the Listing Rules and is not a 
substitute for advice from qualified professional advisers. If there is any conflict or 
inconsistency between this letter and the Listing Rules, the Listing Rules prevail. 
You may consult the Listing Department on a confidential basis for an 
interpretation of the Listing Rules, or this letter. 
 
 
I. BACKGROUND AND PURPOSE 
 
1. The Exchange is the front-line regulator of listed issuers. It has a statutory 

obligation under the Securities and Futures Ordinance (SFO) to ensure, 
so far as reasonably practicable, an orderly, informed and fair market in 
the trading of securities. 

 
2. In recent years some listed issuers have, from time to time, become 

subjects of market commentaries or rumours with allegations of fraud, 
material accounting or corporate governance irregularities (together 
allegations).  These allegations were made by market commentators or 
research firms, and have caused or could have caused intense price 
pressure in the issuer’s listed securities. 

 
3. This letter provides guidance to issuers subject to these allegations and 

their obligations in handling such matters. Listed issuers should announce 
information to clarify matters where, in the view of the Exchange, there is a 
possible development of a false or disorderly market in its securities. 
Listed issuers should always maintain appropriate and effective risk 
management and internal control systems to safeguard their assets and 
monitor their operations.    
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4. Listed issuers may refer to the “Guidelines on Disclosure of Inside 
Information” published by the Securities and Future Commission (SFC) for 
guidance on discharging their obligations to announce inside information 
under Part XIVA of the SFO, and to the Exchange’s Guidance Letter 
(GL83-15) for principles and best practices in applying for trading halts. 

 
 
II. ISSUER’S ACTION 
  

To address false or disorderly market concerns 
 
5. Where there are allegations circulating in the market regarding an issuer, 

the Exchange may be concerned that the allegations may disrupt orderly 
share trading.  Under these circumstances the Exchange may make an 
enquiry under MB Rule 13.10 / GEM Rule 17.11. 

 
6. If the allegations have, or are likely to have, an effect on the issuer’s share 

price such that, in the view of the Exchange, there is or there is likely to be 
a false or disorderly market in the listed issuer’s securities, the issuer must 
make a clarification announcement promptly.   The issuer must apply for a 
trading halt if it cannot promptly publish the clarification announcement to 
prevent the possible development of a false or disorderly market.   

 
7. The duration of any trading halt should be for the shortest possible period.  

If trading is halted, the issuer must ensure trading resume as soon as 
practicable following publication of a clarification announcement (MB Rule 
6.05 / GEM Rule 9.09).  

 
8. The clarification announcement serves to inform the market.  It should 

make reference to the allegations and inform the market about the issuer’s 
position regarding each allegation so as to avoid a false or disorderly 
market.  To the extent possible, the clarification announcement should 
also contain particulars to address, or to refute, the allegations. The issuer 
should also disclose any inside information required to be disclosed under 
Part XIVA of the SFO where applicable, or an appropriate negative 
statement.     

 
9. The Exchange would not normally pre-vet the clarification announcement 

and would expect such announcement to be made as soon as practicable 
by the issuer such that the duration of any necessary trading halt is kept to 
the minimum.   For the avoidance of doubt, the issuer has an obligation to 
issue a clarification announcement to prevent the possible development of 
a false or disorderly market.  This obligation exists whether or not the 
Exchange makes enquiries under MB Rule 13.10 / GEM Rule 17.11. 
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10. Save for exceptional circumstances, the Exchange would expect share 
trading to resume (if it was halted) following publication of a clarification 
announcement. If the Exchange believes that the announcement would 
not address the concerns on false or disorderly market, it may require the 
issuer to provide further information and halt trading pending further 
clarification.  This may be the case where, for example, the clarification 
announcement contains information materially inconsistent with its other 
published documents, or contains information which creates market 
confusion so as to raise the Exchange’s concerns about the possible 
development of a false or disorderly market in the trading of the shares. 
 
Continuing reviews or investigations 

 
11. Following publication of the clarification announcement, the Exchange 

may continue to follow up with the issuer on any further disclosures, 
reviews or investigations it considers necessary on matters that have 
arisen out of the allegations. Depending on the nature, gravity and 
creditability of the allegations, the Exchange may require the issuer to 
provide further information to support its denials of allegations, to review or 
conduct investigations into the claims and documents purportedly 
reviewed or used to support the allegations.   
 

12. The Exchange takes follow up action to require an issuer to demonstrate 
that its responses to allegations are supported and the basis for that 
support and that it has in place internal controls and risk management 
measures to safeguard its assets, and financial and reporting controls to 
promote reporting that is timely and materially accurate.  Where 
appropriate, the issuer is expected to identify and correct any weaknesses 
in its internal controls, and adopt good corporate governance practices to 
address the inconsistent information identified in the allegations. 

 
13. In the absence of a material development that raises concerns about 

trading in an orderly manner, the Exchange’s follow up action should 
normally not affect the trading of the issuer’s securities. 

 
14. Where the follow up action reveals that any issuer announcement or 

document was materially inaccurate or misleading, or that there are 
serious concerns about the issuer’s compliance with the Rules, the 
Exchange may suspend the issuer’s share trading pending further 
clarification.  Where appropriate, the Exchange may make a referral to an 
appropriate law enforcement agency (e.g. the SFC) for consideration of 
action under the law (e.g. the SFO). 

 
**** 
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GUIDANCE LETTER FOR TRADING HALTS  

HKEx GUIDANCE LETTER 

HKEx-GL83-15 (December 2015) 

 

 

Subject  Guidance on trading halts 

 

Listing Rules   

 

 

Main Board Rules 6.05,  13.09, 13.10, 13.10A and 

13.10B  

 

GEM Rules 9.09, 17.10, 17.11, 17.11A and 17.12  

 

 

 

Important note: This letter does not override the Listing Rules and is not a substitute for advice 

from qualified professional advisers. If there is any conflict or inconsistency between this letter and 

the Listing Rules, the Listing Rules prevail. You may consult the Listing Department on a 

confidential basis for an interpretation of the Listing Rules, or this letter. 

 

 

I. PURPOSE 

 

1. This letter sets out the criteria and principles of trading halts. It provides guidance on good 

practices about trading halts pending disclosures of material information by listed issuers. For 

the Exchange’s practice and guidance on trading resumption of companies suspended due to 

insufficient operations or other material regulatory issues, please see our “Guidance Letter for 

Long Suspended Companies” published in September 2013. Issuers should also refer to the 

“Guidelines on Disclosure of Inside Information” published by the Securities and Futures 

Commission (SFC) for guidance on their Inside Information (as defined in the Securities and 

Futures Ordinance (SFO)) disclosure obligations under the SFO. 

 

 

II.  CRITERIA AND PRINCIPLES OF TRADING HALTS 

 

2. The Exchange is the front line regulator of listed issuers. It has a statutory obligation under the 

SFO to ensure, so far as reasonably practicable, an orderly, informed and fair market in the 

trading of securities. 

 

3. For this purpose or the protection of investors the Exchange may suspend trading in any 

securities. Trading halts are tools to address both potential and actual false, unfair or disorderly 

market. Trading halts serve to protect investors by allowing trading on a fully informed basis. 

By creating a break in trading they aim to avert the risk of a false, unfair or disorderly market 

or where such conditions are already emerging.  

 

4. At the same time, to ensure the proper functioning of the market, any trading halt should be 

kept to a period that is absolutely necessary to ensure investors are not denied reasonable 

access to the market. 

 

 

http://en-rules.hkex.com.hk/net_file_store/new_rulebooks/g/l/gl6613.pdf
http://en-rules.hkex.com.hk/net_file_store/new_rulebooks/g/l/gl6613.pdf
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5. Although other jurisdictions have trading halt procedures in place based on broadly similar 

objectives, the detail of the arrangements is usually tailored to local circumstances and often 

varies considerably. 

 

III.  GUIDANCE ON GOOD PRACTICES ABOUT TRADING HALTS PENDING 

DISCLOSURES OF MATERIAL INFORMATION BY LISTED ISSUERS 

 

Where a trading halt is necessary 

 

6. Under Main Board Rule 13.10A and GEM Rule 17.11A, an issuer must, as soon as reasonably 

practicable, apply for a trading halt (where an announcement cannot be made promptly) in the 

following circumstances: 

 

(a) it has information which must be disclosed to avoid, in the opinion of the Exchange, a false 

market
1
; or 

 

(b) it reasonably believes that there is Inside Information which must be disclosed under the 

Inside Information Provisions
2
; or 

 

(c) circumstances exist where it reasonably believes or it is reasonably likely that 

confidentiality may have been lost in respect of certain Inside Information. 

 

Avoiding and minimizing halt 
 

7. While a trading halt may be necessary to protect investors or to maintain an orderly market, in 

the interests of promoting a continuous market the Exchange would expect listed issuers to plan 

their affairs so that a trading halt can be avoided and/or any halt can be kept as short as is 

reasonably possible. The duration of any trading halt should be for the shortest possible period.  

Listed issuers are obliged to ensure that trading of their securities resume as soon as practicable 

following the publication of an announcement or when the reasons for the trading halt no 

longer apply
3
. 

 

8. Under the Listing Rules issuer announcements containing Inside Information can only be 

published outside trading hours. Accordingly, significant agreements should only be signed 

outside, and not during, trading hours. Listed issuers should prepare their announcements ahead 

of signing of agreements such that they can be released immediately after agreements are 

signed. 

 

9. Listed issuers undertaking transactions which involve complex or controversial issues or for 

which announcements require pre-vetting by the Exchange
4
 should seek early consultations 

with, or regulatory clearance from, the Exchange. This process should take place before, and 

                                                 
1
  For the meaning of “false market” and an issuer’s obligation to avoid it, see FAQ Series 22 No.1 

2
  Part XIVA of the Securities and Futures Ordinance 

3
  Main Board Rule 6.05. See also GEM Rule 9.09 which requires an issuer to use its reasonable endeavours to obtain 

all relevant consents necessary to ensure the lifting of such trading halt or suspension. 
4
  Main Board Rule 13.52(2) and GEM Rule 17.53(2) require certain types of announcements to be pre-vetted and 

cleared by the Exchange prior to publication. 

http://en-rules.hkex.com.hk/en/display/display_main.html?rbid=4476&element_id=4546
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not after, the signing of a significant agreement so as to avoid and/or minimize the duration of 

any trading halt. 

 

10. In preparing transaction announcements, listed issuers should ensure that the information is 

clearly presented in plain language and the announcements include information which is 

required under the Listing Rules, the Inside Information Provisions and any other information 

which is relevant and material to investors. Unnecessarily lengthy disclosures may result in 

delaying the release of the announcement thereby prolonging the trading halt. It may also 

hinder investors’ understanding and appraisal of the transaction. 

 

11. Where trading is halted pending an announcement of a transaction, the issuer should publish 

the transaction announcement and resume trading as soon as possible.  If there is a 

development during the trading halt (e.g. further negotiation that may materially change the 

terms of the agreement), it would be inappropriate for the issuer to continue the trading halt 

pending the outcome of its negotiation.  In such situation, the issuer is still required to publish 

the transaction announcement in compliance with the Listing Rules and Inside Information 

Provisions and resume trading as soon as possible.  

 

Incomplete proposals and business negotiations 

 

12. Listed issuers are subject to, among others, Part XIVA of the SFO to disclose its Inside 

Information and the Exchange would refer listed issuers to their legal advisers and the 

guidelines published by the SFC. One commonly used safe harbour from the obligation to 

disclose Inside Information under the SFO is the preservation of confidentiality of information 

concerning an incomplete proposal or business negotiation. To maintain a fair, orderly and 

continuously trading market the Exchange would also expect listed issuers to take effective and 

appropriate measures to preserve confidentiality of such information including, for example, 

execution of enforceable confidentiality undertakings and use of code names in circulating 

draft documents amongst professional parties. The Exchange would only agree to a trading halt 

if there appears to be a reasonable concern on the leakage of Inside Information and/or practical 

difficulty in maintaining confidentiality. 

 

Response to Exchange’s enquiries 

 

13. The Exchange routinely monitors share price and volume movements and reviews print and 

online media news to detect possible leakages of Inside Information and to prevent the possible 

development of any false or unfair market in the trading of securities.  It is critically important 

that authorized representatives of listed issuers are contactable at all times and are in a position 

to answer enquiries from the Exchange on any unusual share price and volume movements and 

media news.   They are expected to confirm (i) whether the directors are aware of any matter of 

development that is or may be relevant to the unusual trading movement of its listed securities, 

or information necessary to avoid a false market, or any inside information which needs to be 

disclosed under the Inside Information Provisions
5
, and (ii) if so, provide details.  

 

14. Where listed issuers are engaged in confidential business negotiation they should also monitor 

their share price and volume movements and media coverage to ensure that their measures to 

                                                 
5
  Main Board Rule 13.10(2) and GEM Rule 17.11(2) 
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preserve confidentiality are effective. In response to any Exchange’s enquiries on a listed 

issuer’s unusual share price and volume movements and/or media coverage, the issuer must 

promptly and carefully assess whether it has a disclosure obligation under the SFO to disclose 

its Inside Information, if any. 

 

15. In all cases listed issuers should have in place an appropriate delegation of authority to allow 

for timely release of information to the Exchange and, where appropriate, to the public by 

publication of an announcement. Such delegation should enable the authorized representatives 

to timely request a trading halt pending publication of an announcement. 

  

Handling of specific market speculations and negative publicity 

 

16. From time to time there appear in the market specific rumors, speculations or negative publicity 

made by commentators. In these circumstances such issuers’ directors must promptly and 

carefully assess whether a disclosure obligation arises under the SFO and the Listing Rules. 

 

17. Whilst an issuer is not generally expected to respond to market comments, if any market 

comment has, or is likely to have, an effect on the issuer’s share price/volume such that there 

may potentially be a false market, the Exchange may require the issuer to make a clarification 

announcement. Where the issuer is unable to make such announcement promptly, the Exchange 

may require it to request a trading halt pending the clarification to address potential or actual 

false market. It is therefore important for issuers to establish procedures to actively monitor 

their share price and any news, comments or reports relating to them circulated in the market. 

Issuer directors should ensure that they have a proper understanding of the issuer’s business, 

financial position and prospects and there is an effective system for them to continuously 

monitor developments so that they can promptly and accurately respond to the Exchange’s 

enquiries concerning the issuer’s affairs and where necessary publish announcements to correct 

or prevent a false market. 

 

18. Please see below two decision-tree-diagrams illustrating the scenarios where the Exchange 

enquires about an issuer’s unusual share price and/or volume movements and/or market 

comments: 
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Decision tree about whether a trading halt is appropriate where the Exchange detects a 

possible leakage of Inside Information before market opens 
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Before market opens, 
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market? 
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Inaccurate or 
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announcement to avoid 

false market (e.g. a 

standard or denial 
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No 
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No Yes 
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Note: for example, with safe harbour under section 307D(1) of the SFO 



6 
 

Decision tree about whether a trading halt is appropriate where the Exchange 

detects a possible leakage of Inside Information during trading hours 
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Special considerations about dual or multiple listings and A and H share issuers 

 

19. Dual or multiple-listed issuers must ensure, as far as practicable, simultaneous dissemination of 

information in the different markets and, if that is impracticable (e.g. for time zone differences), 

that the information is disseminated before the market opens in Hong Kong.  

 

20. For A and H share issuers, the Exchange and the PRC Exchanges closely co-ordinate and 

communicate as simultaneous trading halts in both markets are generally necessary to maintain 

a fair and orderly market in the trading of the respective A and H shares. If an A and H share 

issuer has unpublished material information warranting a trading halt in both markets, such 

trading halt requests should be made by the issuer with both exchanges simultaneously. The 

issuer should also release its announcement containing the material information in both markets 

simultaneously such that, as far as practicable, trading resumption can be achieved at both 

markets at the same time. Issuers should also refer to the Exchange’s “Frequently Asked 

Questions Series 29” published in relation to the Shanghai-Hong Kong Stock Connect. 

 

 

IV. KEEPING THE MARKET WELL INFORMED DURING A TRADING HALT  

 

21. Under the Listing Rules, listed issuers must release an announcement promptly after a trading 

halt is effected to inform the market of a reason for its trading halt, e.g. “trading in the shares of 

Issuer A … has been halted … pending the release of an announcement containing inside 

information…”. To make such announcements meaningful, listed issuers should disclose 

details (such as the subject of the transaction and the applicable Listing Rule classifications) on 

the reason for the trading halt, e.g. “ trading in the shares of Issuer A … has been halted … 

pending the release of an announcement about a further issuance of equity securities amounting 

to 5% of Issuer A’s existing issued shares which would constitute a connected transaction for 

the purpose of the Listing Rules and Inside Information for the purpose of the SFO…” 

 

22. If a trading suspension cannot be avoided and significant time is expected to be needed to 

prepare and release the relevant material information, listed issuers should nevertheless publish 

periodic updates (“holding announcements”) on their progress towards such preparation of 

information disclosure and trading resumption.  

 

23. Listed issuers are reminded that, under Section 307B(1) of the SFO, they must disclose their 

Inside Information as soon as reasonably practicable. This legal obligation exists irrespective of 

whether trading in its listed securities is suspended or otherwise. 

 

  

http://www.hkex.com.hk/eng/rulesreg/listrules/listrulesfaq/Documents/FAQ_29.pdf
http://www.hkex.com.hk/eng/rulesreg/listrules/listrulesfaq/Documents/FAQ_29.pdf
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V.  ADMINISTRATIVE MATTERS 
 

24. Under Main Board Rule 13.10A and GEM Rule 17.11A, a listed issuer must apply for a trading 

halt in certain circumstances where an announcement cannot be promptly made. If a trading 

halt is necessary, such request should be made in writing before 9:00 am for trading halt in the 

morning trading session and 1:00 pm for trading halt in the afternoon trading session. 

 

25. Any request for a trading halt must be supported with reasons and the Exchange would 

consider if a trading halt is appropriate in the circumstances. Resumption of trading, in the 

majority of cases, takes place from the next immediate trading window following publication 

of material information by listed issuers and, in a few cases, fulfillment of specific conditions 

imposed by the Exchange. 

 

 

 

 

 

**** 
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HKEX GUIDANCE LETTER 

HKEX-GL80-15 (May 2015) (Updated in July 2018) 

 

Subject Guidance on the issue of convertible securities by listed 

issuers  

Listing Rules  Main Board Rules 2.03(6), 8.08, 13.27, 13.28, 13.36, 13.32(1), 

16.03 and 28.05 

GEM Rules 2.06(6), 11.23(7), 17.30, 17.32, 17.39, 17.40, 

17.41, 17.42C, 22.03 and 34.05 

 

Important note: This letter does not override the Listing Rules and is not a substitute 

for advice from qualified professional advisers. If there is any conflict or 

inconsistency between this letter and the Listing Rules, the Listing Rules prevail. You 

may consult the Listing Department on a confidential basis for an interpretation of 

the Listing Rules, or this letter. 

 
A. Purpose 
 
1. This letter gives guidance on the Rule requirements relating to issues of 

convertible securities by listed issuers, including convertible and exchangeable 
bonds, notes and loans and convertible and exchangeable preference shares 
(collectively “convertible securities”).  These securities are convertible into 
new shares of the issuers which are listed on the Exchange.  This guidance 
does not cover the listing of the convertible securities.   
 

B. Applicable rules 
 

2. The issue of convertible securities by a listed issuer is subject to shareholders’ 
approval, either pursuant to a special mandate in relation to the convertible 
securities or as part of a listed issuer’s general mandate under Rule 13.36 
(GEM Rules 17.39 to 17.41).  Under Rule 13.36(6) (GEM Rule 17.42C), 
where the convertible securities are issued pursuant to a general mandate for 
cash consideration, the initial conversion price must not be lower than the 
benchmarked price (as defined in Rule 13.36(5) (GEM Rule 17.42B)) of the 
issuer’s shares at the time of issue. 
 

3. Under Rules 8.20, 16.01 and 28.01 (GEM Rules 11.30(2), 22.01 and 34.05), if 
a listed issuer proposes to issue convertible securities, it must, prior to the 
issue of convertible securities, seek the Exchange’s approval for (i) the 
convertible securities; and (ii) the listing of the shares issuable upon 
conversion under the terms of the convertible securities (“conversion shares”), 
whether the convertible securities themselves are to be listed or not.    
 

4. Under Rules 16.03 and 28.05 (GEM Rules 22.03 and 34.05), the listed issuer 
must obtain the Exchange’s prior consent for any proposed change in the terms 
of the convertible securities, unless the change occurs automatically according 
to the terms of the convertible securities.   
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5. Listed issuers must also comply with other specific Rule requirements for 
convertible securities issued by them under Chapters 16 and 28 of the Rules 
(Chapters 22 and 34 of the GEM Rules).  
 
 

C. Guidance 
 

(I) Pre-emptive rights 
 

6. Under Rules 2.03(6) and 13.36 (GEM Rules 2.06(6), 17.39, 17.40 and 17.41), 
any new issue of shares (including securities convertible into shares) by an 
issuer on a non-pre-emptive basis must be approved by shareholders.  
Shareholder approval may be obtained by either a specific mandate (i.e. an 
approval of a specific transaction in general meeting) or a general mandate. 
 
Sufficiency of general mandate  
 

7. If an issuer proposes to issue convertible securities under a general mandate, it 
must have an unused mandate that is sufficient to cover all conversion shares.  
This should take into account the conversion price and the adjustment 
mechanism that may affect the number of conversion shares.   We set out 
below two broad categories of terms under convertible securities and our 
approach in assessing the issue size of the conversion shares: 

 

(i) Conventional convertible securities with a fixed initial conversion price, 

subject to adjustments that are triggered by events within the issuer’s 

control:  

 
(a)  The initial conversion price for the convertible securities is at a 

fixed dollar amount.  It is subject to customary adjustment 
provisions triggered by corporate actions that are within the issuer’s 
control, including share consolidations or subdivisions, capital 
distributions, further issues of securities at less than current market 
price, etc.   

 
(b) In general it is acceptable for an issuer to issue these convertible 

securities under a general mandate if, at the time of the issue of the 
convertible securities, 1) the unutilised portion of the general 
mandate is sufficient to cover the number of conversion shares 
based on full conversion of the convertible securities; and 2) where 
the convertible securities are issued for cash consideration, the 
initial conversion price is not lower than the benchmarked price of 
the issuer’s shares.  

 
(c) As the events triggering the adjustments of the conversion price are 

within the issuer’s control, the issuer should not take corporate 
actions that would result in the number of conversion shares 
exceeding the mandate limit.  

 
(d) The listing approval, if granted by the Exchange, will generally be 

given in respect of a specific number of conversion shares within the 
mandate limited.  The issuer must adopt appropriate procedures to 
keep track of the number of conversion shares issued and issuable 
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under the terms of the convertible securities.  It should take this into 
account before it takes any actions that would trigger the adjustment 
provisions. 

 
(e) The issuer’s monthly return should appropriately reflect the number 

of conversion shares issuable upon full conversion of the amount of 
convertible securities outstanding as at the close of the month, and 
that it has sufficient mandate to cover these shares.  

 

(ii) Convertible securities with an automatic price re-set or adjustment 

mechanism which is  not triggered by events within the issuer’s control: 
 

(a) An example is a “toxic” convertible where the conversion price is 
re-set with reference to the future trading price of the issuer’s shares.   

 
(b) The issuer must obtain a specific mandate from its shareholders for 

the issue of the convertible securities if it proposes to issue the 
convertible securities for cash or it is unable to demonstrate that its 
general mandate at the time of the issue of the convertible securities 
is sufficient to cover all conversion shares

1
.   

 
Proposed changes to convertible securities 
 

8. As mentioned in paragraph 4 above, an issuer must seek the Exchange’s 
approval before it proposes any change to the terms of convertible securities 
after issue.  If the Exchange considers that an issuer’s proposal constitutes a 
material change to the terms of the convertible securities, it will treat the 
proposal as if it were a new issue of convertible securities.   This means that 
the issuer must obtain shareholder approval for the proposed new issue, unless 
it has a sufficient unutilized portion of, and is permitted to use, its general 
mandate at the time of the proposed new issue to cover the number of 
conversion shares based on full conversion of the proposed convertible 
securities. (See also Listing Decision LD54-2013) 
 

(II) Disclosure requirements 
 
Announcement for issue of convertible securities 
 

9. If an issuer issues convertible securities for cash, it must publish an 
announcement in accordance with Rule 13.28 (GEM Rule 17.32).  The 
disclosure should include: 
 
(i) all material terms of the convertible securities, including the 

conversion price and a summary of the provisions for adjustments of 
the price and/or the number of shares to be issued;  

 
(ii) the maximum number of shares that could be issued upon exercise of 

the conversion rights; and 
 

                                                 
1
 If the issuer has no control over any adjustment of the conversion price after the issue of the 

convertible securities, it should use the lowest possible conversion price to calculate the maximum 

number of conversion shares issuable upon full conversion of the convertible securities. 
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(iii) if the convertible securities are to be issued under a general mandate, 
details of the mandate.  The information should demonstrate the 
mandate is sufficient to cover the conversion shares to be issued, such 
as the date of the general meeting approving the mandate, the number 
of shares that the issuer is authorised to allot or issue under the 
mandate and other terms and conditions of the mandate, and the 
unutilised portion of the mandate available for the proposed issue of 
convertible securities.  

 
10. The above information should also be disclosed in an announcement for a 

notifiable transaction under Chapter 14 of the Rules (Chapter 19 of the GEM 
Rules) if the consideration for the transaction involves the issue of convertible 
securities. 
 
Announcement for change in terms of convertible securities 
 

11. After an issuer has issued convertible securities, it should timely announce:  
 
(i) any change in the terms of the convertible securities (including any 

adjustment of the conversion price according to the terms of the 
convertible securities); and 
 

(ii) the effect of the change. 
 

12. Where the convertible securities were issued under a general mandate, the 
issuer should also confirm that it has sufficient mandate to cover the issue of 
conversion shares after the change takes effect.   (See also paragraphs 7(i)(c), 
7(i)(d) and 8 above) 
 
Disclosure in financial reports 
 

13. Issuers are expected to disclose additional information in their annual and 
interim reports to enable investors to be aware of the dilution impact on the 
issuers’ shares in the event that all outstanding convertible securities were 
converted as at the relevant year end or period end, including: 

 
(i) the  number  of  shares  that  may  be  issued  upon  full  conversion  

of the outstanding convertible securities; 

 
(ii) the  dilutive  impact  on  the  then  number of issued shares of  the  

issuer  and respective shareholdings of the substantial shareholders of 
the issuer; 

 
(iii) the dilutive impact on earnings per share; 

 
(iv) an analysis on the financial and liquidity position of the issuer, 

discussing its ability to meet its redemption obligations under the 
convertible securities; and 

 
(v) an analysis on the issuer’s share price at which it would be equally 

financially advantageous for the securityholders to convert or redeem the 
convertible securities based on their implied internal rate of return (and 
therefore the securityholders would be indifferent as to whether the 
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convertible securities are converted or redeemed) at a range of dates in 
the future.  

 

In each case, this information should take into account any provisions 

permitting payment of interest in kind (assuming a worst-case scenario). 
 
 

(III) Public float  
 

14. The public float requirements under Rules 8.08 and 13.32 (GEM Rule 
11.23(7)) seek to ensure an open market in the securities for which listing is 
sought.  The Exchange would not give listing approval for an issue of 
conversion shares if it may lead to a breach of the requirement. 
 

15. For example, if an issuer proposes to issue convertible securities to its 
connected person(s) or a person who would become its substantial shareholder 
upon conversion of the convertible securities, the issue of the convertible 
securities may result in the issuer’s public float failing to meet the minimum 
requirement.   In these circumstances, the Exchange would not approve the 
listing of the conversion shares unless the issuer has concrete arrangements to 
ensure the minimum public float is maintained upon conversion of the 
convertible securities.  An example of an acceptable arrangement would be to 
set out in the terms of the convertible securities a restriction against any 
conversion of the convertible securities if such conversion would result in the 
issuer failing to meet the minimum public float.  (See also Listing Decision 
LD56-2013)   

 

 

 

**** 
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HKEX GUIDANCE LETTER 
HKEX-GL79-14 (September 2014) (Updated in November 2014, July and November 
2015 and June 2016) Effective for CIS applications made on or after 10 November 
2014 
 
 

 
Subject 

 
Guidance on Documentary Requirements and Administrative 
Matters for Collective Investment Schemes (“CIS”) 
Applications  
 

 
Listing Rules 
and Regulations 
 

 
Chapter 20 of Main Board Rules 

 
Author 
 

 
IPO Transactions Team & C&M Team  

 
Important note: This letter does not override the Listing Rules and is not a substitute for 
advice from qualified professional advisers.  If there is any conflict or inconsistency 
between this letter and the Listing Rules, the Listing Rules prevail.  You may consult the 
Listing Department on a confidential basis for an interpretation of the Listing Rules or 
this letter. 
 
 
1. Purpose 
 
1.1 This letter provides guidance on the documentary requirements and administrative 

matters effective from 10 November 2014 for: 
 
(a) new listing applicants of Collective Investment Scheme (“CIS Applicants”); and   

 
(b) listed CIS issuers (“Listed CIS Issuers”). 

 
1.2 This letter also provides guidance to CIS Applicants who are applying to the 

Exchange to list interests in CIS constituted in the form of an entity incorporated 
outside of Hong Kong, or a trust organised under any law other than Hong Kong law 
or other contractual form the terms and conditions of which are governed by any law 
other than Hong Kong law (“applications involving foreign elements”) (see 
paragraphs 4.11 to 4.12).  (Added in June 2016) 

 
2. Regulatory Overview  
 
2.1 The Securities and Futures Commission (“SFC”) is the primary regulator for 

authorised CIS listed under Chapter 20 of the Listing Rules including authorisation of 
CIS and their offering documents in accordance with the requirements of the 
applicable laws and regulations from time to time.  The SFC is also the authority for 
monitoring compliance with these authorisation conditions and applicable SFC 
requirements.  
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2.2 The Exchange’s role in CIS regulation is primarily to maintain a fair, orderly and 
efficient market in the trading of CIS in accordance with the Listing Rules and the 
applicable trading rules of the Exchange.  

 
 
3. Amendments to the Listing Rules Effective from 10 November 2014 

 
3.1 The Exchange amended the relevant Main Board Listing Rules (“Rules”), namely 

Chapter 20 and Appendix 5, to streamline the documentary requirements and 
administrative matters for CIS listing applications on 12 September 2014.  These 
amendments take effect for listing applications submitted on and after 10 November 
2014. 
 

3.2 The amended Rule 20.06 sets out the requirement to appoint a listing agent for CIS 
Applicants. The amended Rules 20.14, 20.16 and 20.17 set out the documentary 
requirements for CIS Applicants. 
 

3.3 The amended Rule 20.15 sets out the documentary requirements for close-ended 
Listed CIS Issuers regarding applications for the listing of additional interests.    

 
 
4. Guidance For  CIS Applicants  

 
Appointment of a Listing Agent  
 
4.1 A CIS Applicant must appoint an agent for the listing of interests in any CIS (Rule 

20.06).   
 

4.2 The listing agent must demonstrate that it has the relevant experience in handling a 
CIS listing application.  Except for circumstances mentioned in paragraph 4.3 below, 
the CIS Operator, or other suitably qualified persons (for example, lawyers or 
financial advisers) with the relevant experience and who are authorised by the CIS 
Operator to handle the authorisation and listing process are normally acceptable to 
the Exchange to act as a listing agent 1  (Note 1 to Rule 20.06). (Updated in 
November 2014)  
 

4.3 Where there is an initial public offering of CIS interests (“IPO”) by the CIS Applicant, 
or in other circumstances as the Exchange or the SFC may otherwise determine, 
the Exchange will require a listing agent to have all the necessary licences and 
qualifications to oversee the management of the matters in Rule 20.06(2)(a) to (e) 
(Note 2 to Rule 20.06).  Accordingly, where the new CIS applicant is a REIT2 or 
where the Exchange or the SFC may otherwise require, the listing agent must have 
the requisite licences and qualifications to act as a sponsor.  

 

                                                           
1 The qualification required of the listing agent depends on the nature of the work it undertakes which may 

require appropriate licences under the Securities and Futures Ordinance. 

2 Means Real Estate Investment Trusts.  According to the Code on Real Estate Investment Trusts, the 
listing agent for a REIT applicant is in effect assuming the responsibilities of, and discharging a function 
no different from, the sponsor of an initial public offering.  
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Publication of Application Proof and PHIP of some CIS Applicants 
 
4.4 Where a CIS Applicant’s listing agent is required to discharge the functions 

equivalent to those of a sponsor (whether or not the application involves an IPO, 
see paragraph 4.3 above),  it is required to publish an Application Proof and a Post 
Hearing Information Pack (“PHIP”) in accordance with Rules 20.25 and 20.26 
respectively. 

 
Application Process and Streamlined Documentary Requirements  
 
4.5 We have eliminated the requirement that a CIS listing application must be submitted 

not less than 10 clear business days prior to the issue of an in-principle approval 
letter (“AIP”) to allow CIS Applicants more flexibility when designing their timetable.  
To facilitate CIS Applicants and their listing agents in preparing information required 
for a new listing application, we have set out in Attachment 1 some administrative 
matters and the documents required to be submitted to us at different stages of the 
application process.  An AIP should be issued within five clear business days if all 
documentation is in order and there are no material comments. 

 
4.6 The application process has been streamlined to require the majority of the 

documents to be submitted together with the listing application (i.e. Form 5A2 in 
Appendix 5 of the Rules).  We have also reduced the number of copies of relevant 
documents to be submitted.  Please see Attachment 2 for details of amendments. 
 

4.7 We will send comments to the listing agent by email and by post.  No fax copies of 
our comments will be sent unless requested. 
 

4.8 Following acceptance of a new listing application, we will issue a letter to notify the 
CIS Applicant of the stock code allocation arrangements.  The drawing of the stock 
code can take place prior to the issue of the AIP and a confirmation of the stock code 
will be issued when we issue the AIP for efficiency. 

 

4.9 Where there is an IPO of CIS interests and the CIS Applicant and its listing agent 
outsource the process of reviewing the IPO application forms for subscription of CIS 
interests to a third party service provider (e.g. a share registrar), the CIS Applicant 
and its listing agent must discuss with the service provider the reasonable steps that 
are needed to identify and reject multiple or suspected multiple applications.  
Outsourcing to a third party service provider would not exonerate the CIS Applicant 
or the listing agent from their responsibilities to identify and reject multiple or 
suspected multiple applications.  

 
Stamp Duty Remission for ETFs 
 
4.10 With effect from February 2015, stamp duty is waived for the transfer of units of all 

ETFs, regardless of their underlying portfolios, dates of listings or whether stamp duty 
has been remitted in respect of them.  Procedures to facilitate CIS Applicants to 
obtain the stamp duty remission are no longer necessary. (Updated in July 2015) 
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Early consultation with HKSCC for applications involving foreign elements 
 
4.11 Any CIS Applicant who is applying to the Exchange to list interests in CIS constituted 

in the form of an entity incorporated outside of Hong Kong, or a trust organised under 
any law other than Hong Kong law or other contractual form the terms and conditions 
of which are governed by any law other than Hong Kong law is encouraged to consult 
Hong Kong Securities Clearing Company Limited (“HKSCC”) in advance when it 
contemplates any application for SFC’s authorisation of the CIS and the issue of a 
CIS Disclosure Document with a view to applying to the Exchange for the listing of 
the interests in such CIS on the Exchange.  This is to ensure that the CIS Applicant 
has sufficient time to satisfy HKSCC that: 
 
(a) the laws of the relevant jurisdiction to which such 

securities/interests/instruments are subject (which govern the creation of such 
securities/interests/instruments) recognise the concept of beneficial ownership 
under the existing custody structure operated by HKSCC and the transfer of 
such beneficial interests as envisaged under the CCASS Rules such that 
CCASS clearing participants transacting in and custodying such 
securities/interests/instruments on behalf of their clients are able to acquire 
proprietary interests in such securities/interests/instruments; 
 

(b) all perfection requirements in the relevant jurisdictions (if any) can be complied 
with by CCASS clearing participants as the CCASS Rules envisage that 
clearing participants may provide such securities/interests/instruments as 
collateral for their exchange transactions in satisfaction of their margin 
requirements;  

 

(c) there are no other legal or regulatory implications arising from the clearing and 
custody of such securities/interests/instruments by or on behalf of HKSCC 
which may impact on the performance of HKSCC’s role as a central clearing 
counterparty and central securities depository in accordance with the CCASS 
Rules; and 

 

(d) there are no other issues which may have a legal or regulatory impact on The 
Stock Exchange of Hong Kong Limited as a legal entity.  

 
4.12 The Exchange expects that CIS Applicants provide a formal legal opinion addressed 

to and may be relied upon by HKSCC which addresses the issues set out in 
paragraph 4.11 (a) and (b).  Relevant CIS Applicants should be aware that the 
process for review by HKSCC will take time depending on the complexity of the 
issues raised and as such are encouraged to engage HKSCC early.   
 
(Added in June 2016) 

 

5. Guidance For Listed CIS Issuers 
 

Listing of additional interests after listing 
 
5.1 The amended Rule 20.15 clarifies the documentary requirements for listing additional 

interests in Listed CIS Issuers. 
 



5 

5.2 A Listed CIS Issuer may issue additional interests after listing.  Where it is a close-
ended Listed CIS Issuer (e.g. REIT), it must submit a formal listing application (i.e. 
Form 5C3 in Appendix 5 of the Rules), together with a certified copy of its and its CIS 
Operator’s board resolutions authorising filing of the listing application, to the 
Exchange as required under Rule 20.15.  These requirements do not apply to open-
end Listed CIS Issuer (e.g. ETF)3. 

 
Change in trading arrangements 

 

5.3 A Listed CIS Issuer (whether it is open-end or close-ended) should consult us on any 
proposal to change its arrangements for trading in its interests on the Exchange (e.g. 
a consolidation or subdivision of the CIS interests in the form of units).  It should 
agree its proposed change and timetable with us before it announces the proposal. 

 
***** 

 
 

 

                                                           
3 Given the nature of open-end CIS, listing approval granted to the CIS at the time of new listing covers any 

additional interests it may issue after listing.  Open-end Listed CIS Issuers are not required to file listing 
application for further issues after listing.  
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FOR CIS APPLICANTS ONLY 
 
The Exchange requires the following documents to be submitted and administrative matters to be followed at different 
stages of the application process. Please refer to the Rules for the actual content 
 
 

Documentation and Administrative Requirements 
Relevant rule 
or guideline 

reference 

√ means the relevant procedures 

apply 

For CIS 
where 
Rules 

20.25 & 
20.26 do 
not apply 

For CIS 
where 

Rules 20.25 
& 20.26 

apply, but 
with no IPO 

of 
interests4 

For CIS 
where 

Rules 20.25 
& 20.26 

apply,  and 
there is an 

IPO of 
interests 

Before Form 5A2 submission     

1A Early consultation with HKSCC where the application involves 
foreign elements (see paragraphs 4.11 to 4.12) 
 
Consultation should be addressed to: 
Manager, Stock Admission, 11th Floor, Infinitus Plaza, Central, and 
with a copy to Head of IPO Transactions Team, 11th Floor, One IFC 
(Added in June 2016) 

 √ √ √ 

                                                           
4 Rules 20.25 and 20.26 require the publication of an Application Proof and a Post Hearing Information Pack (“PHIP”) respectively where the listing agent 

appointed is required to discharge the functions equivalent to those of a sponsor. Such appointment is irrespective of whether there is an IPO of CIS 
interests at initial listing. 
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Documentation and Administrative Requirements 
Relevant rule 
or guideline 

reference 

√ means the relevant procedures 

apply 

For CIS 
where 
Rules 

20.25 & 
20.26 do 
not apply 

For CIS 
where 

Rules 20.25 
& 20.26 

apply, but 
with no IPO 

of 
interests4 

For CIS 
where 

Rules 20.25 
& 20.26 

apply,  and 
there is an 

IPO of 
interests 

1 A listing agent, if not a registered user of the Exchange’s e-
submission system (“HKEX-ESS”), must register as a HKEX-ESS 
user as soon as possible but at least three business days before 
any intended submission and publication of listing-related 
documents through HKEX-ESS or HKEX-EPS 

Please visit the 
“ESS 
Registration” 
webpage on the 
Exchange’s 
website for 
relevant 
procedures and 
registration 
forms – 
Home>Listing 
Matters>Electro
nic Disclosure 
>ESS 
Registration 

√ √ √ 

2 A listing agent which is required to discharge the functions of those 
of a sponsor must submit a sponsor engagement letter to the 
Exchange 

Rule 3A.02B  
 
FAQ Series 24, 
No.5 

 

√ √ 
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Documentation and Administrative Requirements 
Relevant rule 
or guideline 

reference 

√ means the relevant procedures 

apply 

For CIS 
where 
Rules 

20.25 & 
20.26 do 
not apply 

For CIS 
where 

Rules 20.25 
& 20.26 

apply, but 
with no IPO 

of 
interests4 

For CIS 
where 

Rules 20.25 
& 20.26 

apply,  and 
there is an 

IPO of 
interests 

3 A listing agent to obtain a company case number from the Listing 
Department – IPO Transactions Team, using a specified form, at 
least one business day before filing the authorisation application 
with the SFC   
 

Enclosure 4 to  
HKEX-GL57-13 

 

√ √ 

4 A listing agent’s confirmation in a specified form that an Application 
Proof for publication on the Exchange’s website has been 
submitted at the same time it submits an authorisation application 
of the CIS to the SFC   

Rule 20.25, 
Rule 2,07C, 
Practice Note 22  
 
Enclosure 5 to 
HKEX-GL57-13  
 
Checklists and 
Forms for New 
Applicants-Form 
CIS001 
 
 
 

 

√ √ 
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Documentation and Administrative Requirements 
Relevant rule 
or guideline 

reference 

√ means the relevant procedures 

apply 

For CIS 
where 
Rules 

20.25 & 
20.26 do 
not apply 

For CIS 
where 

Rules 20.25 
& 20.26 

apply, but 
with no IPO 

of 
interests4 

For CIS 
where 

Rules 20.25 
& 20.26 

apply,  and 
there is an 

IPO of 
interests 

At the time of Form 5A2 submission 
 

    

5 - Form 5A2 
- Five copies of the advanced proof of the listing document 

printed on double-sided paper and a CD-ROM 
- SFC’s no comment letter on CIS Disclosure Document 

(* For ETF, the no comment letter is the conditional 
authorisation letter.) 

(*  For REIT, the no comment letter is the approval-in principle 
letter.) 

Rule 20.14 √ √ √ 
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Documentation and Administrative Requirements 
Relevant rule 
or guideline 

reference 

√ means the relevant procedures 

apply 

For CIS 
where 
Rules 

20.25 & 
20.26 do 
not apply 

For CIS 
where 

Rules 20.25 
& 20.26 

apply, but 
with no IPO 

of 
interests4 

For CIS 
where 

Rules 20.25 
& 20.26 

apply,  and 
there is an 

IPO of 
interests 

5 Continued from above 
- Two copies of the Listing Agreement signed by the 

Covenantors5 
- Where available, board resolutions on the execution of Form 

5A2, listing document and Listing Agreement 
- A copy of the most recent annual report and accounts of the 

CIS Applicant (unless newly formed), CIS Operator, trustee or 
custodian of its functional equivalent, and (if applicable) the 
investment adviser to the CIS Applicant 

Checklists and 
Forms for New 
Applicants-Form 
CIS002;  and 
Form CIS003 

√ √ √ 

- a final copy of any application form for the subscription of CIS 
interests  

  √ 

6 (Deleted in June 2016)      

7 (Deleted in July 2015)     

8 A listing agent’s confirmation in a specified form that a PHIP for 
publication on the Exchange’s website has been submitted at the 

Rule 20.26, 
Rule 2.07C, 

 √ √ 

                                                           
5 Convenantors are (1) the CIS Operator and (2) the trustee or the custodian or its functional equivalent.  If the CIS is an incorporated entity, then the CIS 

must be included as the Convenantor. 
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Documentation and Administrative Requirements 
Relevant rule 
or guideline 

reference 

√ means the relevant procedures 

apply 

For CIS 
where 
Rules 

20.25 & 
20.26 do 
not apply 

For CIS 
where 

Rules 20.25 
& 20.26 

apply, but 
with no IPO 

of 
interests4 

For CIS 
where 

Rules 20.25 
& 20.26 

apply,  and 
there is an 

IPO of 
interests 

same time it submits a Form 5A2 
 

Practice Note 22  
 
Enclosure 5 to 
HKEX-GL57-13  
 
Checklists and 
Forms for New 
Applicants-Form 
CIS001 
 

On or before the issue of the listing document 
 

    

9 - A copy of the listing document signed by each director or 
officer of the governing body of the CIS or the functional 
equivalent in discharging the officer’s duties or by his agent 
authorised in writing and by or on behalf of the CIS Operator 

- Where the listing document is signed by an agent, a certified 
copy of the authorisation of such signature  

Rule 20.16 √ √ √ 
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Documentation and Administrative Requirements 
Relevant rule 
or guideline 

reference 

√ means the relevant procedures 

apply 

For CIS 
where 
Rules 

20.25 & 
20.26 do 
not apply 

For CIS 
where 

Rules 20.25 
& 20.26 

apply, but 
with no IPO 

of 
interests4 

For CIS 
where 

Rules 20.25 
& 20.26 

apply,  and 
there is an 

IPO of 
interests 

- A copy of any application form for the subscription of CIS 
interests   √ 

10 A listing agent’s confirmation in a specified form confirming SFC’s 
conditional authorisation of the CIS Disclosure Document and 
attaching a copy of SFC’s authorisation6  (Amended in November 
2015) 

Checklists and 
Forms for New 
Applicants- 
Form CIS004 

√ √ √ 

11 Where applicable, a listing agent’s letter or email notifying the 
Exchange if the CIS Applicant will not adopt the standard transfer 
form 

 √ √ √ 

12 A draft Formal Notice for vetting     √ 

13 (Deleted in June 2016)      

After the issue of the listing document but before dealings 
commence 
 

    

14 - A certified copy of the board resolutions on the execution of 
Form 5A2, listing document; and Listing Agreement (if not 

Rule 20.17 √ √ √ 

                                                           
6
     Not required in the case of ETF as the conditional authorisation is submitted when the listing application is submitted.  
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Documentation and Administrative Requirements 
Relevant rule 
or guideline 

reference 

√ means the relevant procedures 

apply 

For CIS 
where 
Rules 

20.25 & 
20.26 do 
not apply 

For CIS 
where 

Rules 20.25 
& 20.26 

apply, but 
with no IPO 

of 
interests4 

For CIS 
where 

Rules 20.25 
& 20.26 

apply,  and 
there is an 

IPO of 
interests 

previously submitted under item 5 above)  
- A certified copy of the trust deed or memorandum and articles 

of association or other documents constituting the CIS 
- Any outstanding annual listing fee 

15 Submission of a “ready-to-publish” electronic copy of the CIS 
Disclosure Document for publication through HKEX-EPS 
 

Rule 
2.07C(1)(b)(ii) 

√ √ √ 

16 Submission of a “ready-to-publish” electronic copy of any 
application form for the subscription of CIS interests (in sample 
format) that is referred to in the CIS Disclosure Document for 
publication through HKEX-EPS. Please ensure that a “SAMPLE” 
watermark (i.e. ghost text) or text to like effect is printed on each 
page of the electronic copy of the application form 

Rule 
2.07C(1)(b)(ii) 
 
Q 12 of FAQ 
Series 13 

  √ 

17 A listing agent’s letter or email, in a specified form, enclosing a 
cheque to settle transaction levy, trading fee and/or brokerage, as 
the case may be, or notifying the Exchange that such payments 
have been settled through electronic transfer by crediting the 
Exchange’s designated bank accounts as shown in the form 

Checklists and 
Forms for New 
Applicants-Form 
CIS005 

  √ 

18 A draft allotment results for vetting according to the ESS User Appendix F to e-   √ 
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Documentation and Administrative Requirements 
Relevant rule 
or guideline 

reference 

√ means the relevant procedures 

apply 

For CIS 
where 
Rules 

20.25 & 
20.26 do 
not apply 

For CIS 
where 

Rules 20.25 
& 20.26 

apply, but 
with no IPO 

of 
interests4 

For CIS 
where 

Rules 20.25 
& 20.26 

apply,  and 
there is an 

IPO of 
interests 

Manual which should include “Search by Identity Card” function if 
the CIS Applicant proposes to raise HKD1.5 billion or more in the 
Hong Kong offering  

Submission 
System User 
Manual 

19 Relevant placee information and marketing statement in specified 
forms 

Checklists and 
Forms for New 
Applicants-Form 
CIS006 and 
Form CIS007 

  

√ 

20 Receiving banks’ staffs should be made aware that potential 
investors are permitted to obtain both English and Chinese 
versions of the CIS Disclosure Document during the offer period 

   
√ 
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Streamlined Documentation for New CIS Application (referred to in paragraph 4.6 
above) 

 

Rule  Before Rule 
Amendments  

Signatory of 
document 

After Rule 
Amendments  

Signatory of 
document  

20.14  At the time of making an application  
 

 Form 5A2  CIS Applicant 
 

Form 5A2 CIS Applicant; 
CIS Operator 

 An advanced proof of 
the  listing document 
(in practice, five 
copies were 
requested by 
Exchange staff)  

- Five copies of the 
advanced proof of the 
listing document and 
a CD-ROM 

- 

 SFC’s no comment 
letter on CIS 
Disclosure Document  
 

SFC SFC’s no comment 
letter on CIS 
Disclosure Document 
 

SFC 

 A draft Listing 
Agreement  

-  Two  copies of  the 
Listing Agreement 
signed by the 
Covenantors  

CIS Applicant; 
CIS Operator; 
trustee or 
custodian or 
its functional 
equivalent 

 - - Where available, 
board resolutions on  
the execution  of Form 
5A2, listing document; 
and Listing 
Agreement  

CIS Applicant; 
CIS Operator; 
trustee or 
custodian or 
its functional 
equivalent 

 -  - A final copy of any 
application form for 
the subscription of 
CIS interests in an 
IPO  

- 

 -  - A copy of the most 
recent annual report 
and accounts of the 
CIS Applicant (unless 
newly formed), CIS 
Operator, trustee or 
custodian of its 
functional equivalent 
and (if applicable) the 
investment adviser to 
the CIS Applicant 

- 

20.15 Five days before the expected date of issuing an AIP  
 

 Form 5C3  CIS 
Applicant; 
CIS 

Removed for CIS 
Applicant 

- 
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Rule  Before Rule 
Amendments  

Signatory of 
document 

After Rule 
Amendments  

Signatory of 
document  

Operator; 
Trustee or 
Custodian or 
its functional 
equivalent 
 

20.15 
Cont’d 

Four copies of the 
final proof of the listing 
document  

- Removed for CIS 
Applicants 

 

- 

Four copies of the 
final proof of any 
application form to 
subscribe the CIS 
interests in an IPO 

- Removed for CIS 
Applicants 

 

- 

 Two copies of the 
most recent annual 
report and accounts of 
the CIS Applicant 
(unless newly 
formed), CIS 
Operator, trustee or 
custodian of its 
functional equivalent 
and (if applicable) the 
investment adviser to 
the CIS Applicant  

- Removed for CIS 
Applicants 

- 

 Where available, 
board resolutions on 
the execution  of Form 
C3; listing document; 
Listing Agreement  

CIS 
Applicant; 
CIS 
Operator; 
trustee or 
custodian or 
its functional 
equivalent 

Removed for CIS 
Applicants 

- 

 SFC’s no comment 
letter on the CIS 
Disclosure Document  
 

SFC Removed for CIS 
Applicants 

- 

 A signed Listing 
Agreement  

CIS 
Applicant; 
CIS 
Operator; 
trustee or 
custodian or 
its functional 
equivalent 

Removed for CIS 
Applicants 

- 

 Two specimens of 
definitive certificate or 
document of title  
 

- Removed for CIS 
Applicants 

- 
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Rule  Before Rule 
Amendments  

Signatory of 
document 

After Rule 
Amendments  

Signatory of 
document  

20.16 After approval of the listing document but before issue of listing 
document  
 

 Four copies of the 
listing document, one 
of which must be 
signed  

CIS 
Applicant; 
CIS 
Operator; 
trustee or 
custodian or 
its functional 
equivalent 

A signed copy of the 
listing document  

CIS Applicant; 
CIS Operator 

 

 Four copies of any 
application form to 
subscribe the CIS 
interests in an IPO  

- A copy of any 
application form for 
the subscription of 
CIS interests in an 
IPO  

- 
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HKEX GUIDANCE LETTER 
HKEX-GL77-14 (Published in May 2014) (Rule reference updated in July 2014) 
(Updated in August 2015 and April 2018) 
 
[Updated to clarify, among other things, the requirements related to foreign 
ownership restriction in paragraph 16 and the Draft FIL (defined below) in 
paragraphs 22 to 29] 
 

Subject Guidance on listed issuers using contractual 
arrangements for their businesses 

Listing Rules  Main Board Rules 2.03(3) and 2.03(5) 

GEM Rules 2.06(3) and 2.06(5) 

Related 
Publications 

Listing Decision HKEx-LD43-3 

 
Important note: This letter does not override the Listing Rules and is not a substitute 
for advice from qualified professional advisers.  If there is any conflict or 
inconsistency between this letter and the Listing Rules, the Listing Rules prevail.  
You may consult the Listing Department on a confidential basis for an interpretation 
of the Listing Rules, or this letter. 
 
A. Purpose 

 
1. This letter provides guidance to listed issuers using contract-based 

arrangements or structures (Contractual Arrangements, also commonly 
known as structured contracts or VIEs) to indirectly own and control any 
part of their businesses.  Whilst the guidance below specifically refers to 
Contractual Arrangements involving an operating company incorporated in the 
PRC, the spirit of this guidance also applies to similar types of Contractual 
Arrangements used by companies in other jurisdictions to the extent 
applicable. 
 

2. Contractual Arrangements generally involve a company (Company A) which, 
through its subsidiaries in the PRC (the PRC Subsidiaries), enters into a 
number of contracts with an operating company (OPCO) incorporated in the 
PRC.  OPCO is owned by PRC nationals (the Registered Owners) and owns 
all the operating licenses to perform business in an industry sector that is 
subject to foreign investment restrictions (the Restricted Business).   
 

3. Listing Decision HKEx-LD43-3 1  (LD43-3) provides guidance to new listing 
applicants using Contractual Arrangements for their businesses.  This letter 
follows the guidance in LD43-3 and is applicable to issuers using Contractual 
Arrangements after listing.    

                                                 
1
  Listing Decision HKEx-LD43-3 http://www.hkex.com.hk/eng/rulesreg/listrules/listdec/Documents/LD43-3.pdf 

http://www.hkex.com.hk/eng/rulesreg/listrules/listdec/Documents/LD43-3.pdf
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B. Contractual Arrangements  

 
4. A brief diagram illustrating a typical structure of the Contractual Arrangements 

is set out below: 
 
 

 
                                                                                                                     Outside  PRC 

 
                          100%                                                                             Inside PRC 
 
 
 
 
 100% 
 

   
     
 
  

  
 
  
 

 
5. The Structured Contracts typically include contracts that are designed to allow 

Company A and its subsidiaries (the Group) to exercise control over the 
operations of OPCO and enjoy the economic benefits generated by OPCO. 
 

C. Relevant Listing Rules 
 

General principles 
 
6. Rule 2.03 (equivalent GEM Rule 2.06) states that:  

 
“The 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: -  

 
… 

 
(3) investors and the public are kept fully informed by the listed issuers … 

of material factors which might affect their interests; 
 
… 

 
(5) directors of a listed issuer act in the interests of its shareholders as a 

whole … ; and 
 

…” 
 

 Company A 

 

PRC 
Subsidiaries  

 Structured 
Contracts 

Owning all operating 
licenses to perform a 
Restricted Business 

   

Registered Owners  

 Structured  
Contracts 

OPCO 
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7. Section C.2 of Appendix 14 to the Rules (equivalent Section C.2 of Appendix 
15 to the GEM Rules) states that: 
 
“The board should ensure that the issuer maintains sound and effective 

internal controls to safeguard shareholders’ investment and the issuer’s 
assets.” 

 
Disclosure requirements for notifiable and/or connected transactions 

 
8. Under Rules 14.58, 14.59, 14.60 and 14A.68 (equivalent GEM Rules 19.58, 

19.59, 19.60 and 20.66), the announcement for a notifiable transaction and/or 
connected transaction must contain, among others, the following information:  

 
“  …; 

 
 the reasons for entering into the transactions, the benefits which are 

expected to accrue to the listed issuer as a result of the transaction 
and a statement that the director believe that the terms of the 
transactions are fair and reasonable and in the interests of the 
shareholders as a whole;  

 
 the general nature of the transaction …; 

 
 brief details of the asset(s) being acquired or disposed of, including 

the name of any company or business or the actual assets or 
properties where relevant and, if the assets include securities, the 
name and general description of the activities of the company in which 
the securities are or were held; 

 
 …” 

 
9. Under Rules 14.63 and 14A.69 (equivalent GEM Rules 19.63 and 20.67), the 

circular for a major (or above) transaction and/or a connected transaction must 
provide clear and adequate explanation of its subject matter and contain all 
information necessary to allow the shareholders to make a properly informed 
decision. 

 
10. Under Rule 14.66(10) Paragraph 29(1)(b) of Appendix 1B to the Rules 

(equivalent GEM Rule 19.66(10) and Paragraph 29(1)(b) of Appendix 1B to 
the GEM Rules) state that a circular for a major transaction must contain: 
 
“A statement as to the financial and trading prospects of the group for at least 

the current financial year, together with any material information which may 
be relevant thereto, including all special trade factors or risks (if any) which 
are not mentioned elsewhere in the listing document and which are unlikely 
to be known or anticipated by the general public, and which could materially 
affect the profits.”  

 
“… reference to the group is to be construed as including any company which 

will become a subsidiary of the issuer by reason of an acquisition which has 
been agreed or proposed since the date to which the latest audited accounts 
of the issuer have been made up.”  
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Disclosure requirements for annual reports 
 

11. Paragraph 9 of Appendix 16 to the Rules (equivalent GEM Rule 18.10) 
provides that an issuer shall include in its financial statements a statement 
showing: 

 
“(1) the name of every subsidiary, its principal country of operation and its 

country of incorporation or other establishment, and, in the case of a 
subsidiary established in the PRC, the kind of legal entity it is 
registered under the PRC law …; and 

 
  (2) particulars of the issued share capital and debt securities of every 

subsidiary. 
 

9.1 … 
 
9.2 If a listed issuer has an excessive number of subsidiaries, the 

statement need only include details for subsidiaries which, in the 
opinion of the directors, materially contribute to the net income of 
the group or hold a material portion of the assets or liabilities of 
the group.” 

 
12. Paragraph 32 of Appendix 16 to the Rules (equivalent GEM Rule 18.41) states 

that:  
 
“A listed issuer shall include in its annual report a separate statement 

containing a discussion and analysis of the group’s performance during the 
financial year and the material factors underlying its results and financial 
position. It should emphasize trends and identify significant events or 
transactions during the financial year under review. … …” 

 
13. Paragraph 52 of Appendix 16 to the Rules (equivalent GEM Rule 18.83) 

provides that issuers are encouraged to disclose additional commentary on 
management discussion and analysis in their interim and annual reports:  
 
“… 
 
(v)  a discussion on business risks (including known events, uncertainties 

and other factors which may substantially affect future performance) 
and risks management policy; 

 
…” 

 
D. Guidance  
 
14. Under Contractual Arrangements, the issuer and its subsidiaries do not have 

direct ownership of OPCO and rely on the Structured Contracts to control it.   
In light of the legal issues and potential risks associated with these 
arrangements, issuers should take necessary actions to ensure the legality 
and validity of the Structured Contracts and disclose all material and relevant 
information about the arrangements.    
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15. The guidance set out below is not exhaustive.  Issuers should assess their 
own situation to decide whether additional actions or disclosures are 
appropriate to ensure compliance with the Rules. 

 
Factors to consider when adopting Contractual Arrangements  
 

16. When an issuer proposes to acquire or establish a business using Contractual 
Arrangements which constitutes a notifiable and/or connected transaction, it is 
expected to observe the following:  
 
(a) The Structured Contracts should be narrowly tailored to achieve the 

issuer’s business purpose and minimise the potential for conflict with 
relevant PRC laws and regulations:    
 
(i) For the avoidance of doubt, Contractual Arrangements may only be 

used to the extent necessary to address any limits on foreign 
ownership, except as provided in sub-paragraphs (1) and (2) below. 
The issuer must otherwise directly hold the maximum permitted 
interest in the OPCO.  For the avoidance of doubt, even if the issuer 
is able to control OPCO through the direct equity interest held by it 
in OPCO (e.g. by holding a direct equity interest of more than 50%), 
the remaining equity interest that is not permitted to be directly held 
by it may still be held through Contractual Arrangements. 
 
(1) If the OPCO, as a result of having foreign ownership, is 

required to obtain approval and fulfill additional eligibility 
standards (“Other Requirements”), the issuer must fulfil such 
Other Requirements.  The issuer must seek and obtain such 
regulatory approval to directly hold the maximum interest in 
the OPCO prior to acquiring or establishing a business using 
Contractual Arrangements unless the approving regulatory 
authority confirms that it will not or cannot give approval even 
if the issuer fulfilled the Other Requirements:  

 
(a) because no procedures or guidance for granting approval 

are available; or  
 

(b) for policy reasons.   
 

(2) If clear procedures or guidance from approving regulatory 
authority is not available, the issuer can directly hold less than 
the maximum permitted interest in OPCO if it demonstrates to 
the satisfaction of the Exchange that it has, as advised by its 
legal adviser, reasonably assessed the requirements under all 
applicable rules, committed financial and other resources and 
implemented all the legal adviser’s recommendations prior to 
acquiring or establishing a business using Contractual 
Arrangements.  A mere intent, undertaking or plan to 
implement such recommendations is not sufficient.  

 
(Updated in April 2018) 

(ii) The issuer should obtain a PRC legal opinion that the Contractual 
Arrangements comply with PRC laws, rules and regulations, 
including those applicable to the business of the PRC Subsidiaries 
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and OPCO.  There should be a positive confirmation from the PRC 
legal advisers that the Structured Contracts would not be deemed 
as “concealing illegal intentions with a lawful form” and void under 
the PRC contract law. 

 
Where the relevant laws and regulations specifically disallow 
foreign investors from using any agreements or Contractual 
Arrangements to gain control of or operate a foreign restricted 
business (e.g. on-game business in the PRC which is subject to 
GAAP’s Notice 13 2 ), the PRC legal opinion on the Contractual 
Arrangements must include a positive confirmation that the use of 
the Structured Contracts does not constitute a breach of those laws 
and regulations, with support of appropriate regulatory assurance, 
where possible, to demonstrate the legality of the Contractual 
Arrangements. 

 
Subject to availability and practicability, appropriate regulatory 
assurance should be obtained from the relevant regulatory 
authorities, or the PRC legal adviser should make a statement in its 
legal opinion to the effect that all possible actions or steps taken to 
enable it to reach its legal conclusions had been taken.  
 

(b) The issuer should ensure that the Contractual Arrangements:  
 

 include a power of attorney by which OPCO’s shareholders grant to 
the issuer’s directors and their successors (including a liquidator 
replacing the issuer’s directors) the power to exercise all rights of 
OPCO’s shareholders, including the rights to vote in a shareholders’ 
meeting, sign minutes, file documents with the relevant companies 
registry. OPCO’s shareholders should ensure that the power of 
attorney does not give rise to any potential conflicts of interest.  
Where OPCO’s shareholders are officers or directors of the issuer, 
the power of attorney should be granted in favour of the issuer and 
actions in relation to the Contractual Arrangements must be 
decided by officers or directors of the issuer who are not 
shareholders of OPCO;  (Updated in August 2015)  

 

 contain dispute resolution clauses that: 
- provide for arbitration and that arbitrators may award remedies 

over the shares or land assets of OPCO, injunctive relief (e.g. for 
the conduct of business or to compel the transfer of assets) or 
order the winding up of OPCO; 

- provide the courts of competent jurisdictions with the power to 
grant interim remedies in support of the arbitration pending 
formation of the arbitral tribunal or in appropriate cases. The 

                                                 
2
  “Notice Regarding the Consistent Implementation of the "Stipulations on 'Three Provisions'" of the State 

Council and the Relevant Interpretations of the State Commission Office for Public Sector Reform and the 
Further Strengthening of the Administration of Pre-examination and Approval of Internet Games and the 
Examination and Approval of Imported Internet Games” (Xin Chu Lian [2009] No. 13) published jointly by PRC 

General Administration of Press and Publication, National Copyright Administration, and National Office of 
Combating Pornography and Illegal Publications on 28 September 2009 (as amended from time to time).  
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courts of Hong Kong, the issuer’s place of incorporation, 
OPCO’s place of incorporation, and the place where the issuer 
or OPCO’s principal assets are located should be specified as 
having jurisdiction for this purpose; and  

 

 encompass dealing with OPCO’s assets, and not only the right to 
manage its business and the right to revenue. This is to ensure that 
the liquidator, acting on the Contractual Arrangements, can seize 
OPCO’s assets in a winding up situation for the benefit of the 
issuer’s shareholders or creditors.  

 
(c) Where the financial results of OPCO are to be accounted for and 

consolidated in the issuer’s consolidated accounts as if it were a 
subsidiary of the Group, the issuer should discuss with its auditors or 
reporting accountants to confirm that it has the right to do so under the 
prevailing accounting principles. 
 

(d) It should put in place effective internal controls over the PRC 
Subsidiaries and OPCO to safeguard its assets held through the 
Contractual Arrangements. 

 
(e) It should terminate the Contractual Arrangements as soon as the law 

allows the business to be operated without them.  It should ensure that 
OPCO’s registered shareholders have undertaken to it that, subject to 
the relevant laws and regulations, they must return to the issuer any 
consideration they receive in the event that the issuer acquires OPCO’s 
shares when terminating the Contractual Arrangements.  

 
17. The issuer should make disclosure if there is any deviation from the above 

guidance.  The Exchange will consider the circumstances of the case and 
where necessary for the protection of shareholders, require the issuer to take 
all necessary actions.  In the case of a major or very substantial acquisition, 
the issuer will need to resolve all of the Exchange’s concerns before it can 
proceed with the transaction3. 

 
 
Disclosure in announcements and circulars 

 
18. The announcement and circular (if required) must contain sufficient details of 

the arrangements to enable shareholders to make an informed assessment of 
the transaction.  These may include:  
 
Details of the transaction and the assets being acquired 
 
(a) the reasons for the use of the Contractual Arrangements, and the matters 

described in paragraph 16 above; 
 

(b) details of OPCO’s registered shareholders and a confirmation that 
appropriate arrangements have been made to protect the issuer’s 

                                                 
3
  Under the Rules, the issuer must submit the draft circular of the transaction (and in the case of a very 

substantial acquisition, the draft announcement) to the Exchange for review before the document is issued. 
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interests in the event of death, bankruptcy or divorce of OPCO’s 
registered shareholders to avoid any practical difficulties in enforcing 
Contractual Arrangements; 

 
(c) bases why the directors believe that each of the agreements conferring 

significant control and economic benefits from OPCO to the issuer is 
enforceable under the relevant laws and regulations;  

 
(d) the extent to which the issuer has arrangements in place to address the 

potential conflicts of interest between the issuer and OPCO’s registered 
shareholders, particularly in cases where these shareholders are officers 
and directors of the issuer;  

 
(e) corporate structure table for the purpose of illustrating the Contractual 

Arrangements and facilitating investors’ review and understanding of the 
arrangements; 

 
Financial information 

 
(f) a separate disclosure of revenue from the businesses under the 

Contractual Arrangements if the target being acquired generates revenue 
from other subsidiaries apart from OPCO; 

 
Other disclosures 

 
(g) the economic risks the issuer bears as the primary beneficiary of OPCO, 

in what way the issuer shares the losses of OPCO, the circumstances 
that could require the issuer to provide financial support to OPCO, or 
other events or circumstances that could expose the issuer to losses; 

 
(h) a discussion on whether the target being acquired has, to date, 

encountered any interference or encumbrance from any governing 
bodies in operating its business through OPCO under the Contractual 
Arrangements; 

 
(i) the limitations in exercising the option to acquire ownership in OPCO, 

include a separate risk factor explaining these limitations, and clarifying 
that ownership transfer may still subject to substantial costs; 

 
(j) other risks regarding the nature of the Contractual Arrangements, 

including that (i) the government may determine that the contracts do not 
comply with applicable regulations; (ii) the contracts may not provide 
control as effective as direct ownership; (iii) OPCO registered 
shareholders may have potential conflicts of interest with the issuer; and 
(iv) the contracts may be subject to scrutiny of the tax authorities and 
additional tax may be imposed; and 
 

(k) details of any insurance purchased to cover the risks relating to 
Contractual Arrangements, or a prominent disclosure that those risks are 
not covered by any insurance.  
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19. The issuer is recommended to publish the Contractual Arrangements on its 
website to promote transparency.    

 
Disclosure in annual reports 

 
20. An issuer is expected to keep shareholders informed of its business 

operations through Contractual Arrangements (whether by way of an 
acquisition or a greenfield project) subsisting during or at the end of the 
financial period in their annual reports where these operations are in 
aggregate material (see also Paragraph 9 of Appendix 16 to the Rules 
(equivalent GEM Rule 18.10)).  These should include:    

 
(a) particulars of OPCO and its Registered Owners, and a summary of the 

major terms of the Contractual Arrangements; 
 

(b) a description of OPCO’s business activities and their significance to the 
Group;  

 
(c) appropriate quantitative information including revenue and assets subject 

to the Contractual Arrangements; 
 

(d) the extent to which the Contractual Arrangements relate to requirements 
other than the foreign ownership restriction; 

 
(e) the reasons for using the Contractual Arrangements, the risks associated 

with the arrangements and the actions taken by the issuer to mitigate the 
risks; 
 

(f) any material change in the Contractual Arrangements and/or the 
circumstances under which they were adopted, and its impact on the 
issuer group; and 

 
(g) any termination of the Contractual Arrangements or failure to terminate 

when the restrictions that led to the adoption of the Contractual 
Arrangements are removed. 

 
Continuing connected transactions 
 

21. If OPCO and/or any of its registered shareholders is, or will become, a 
connected person of the issuer, the issuer should ensure compliance with 
Chapter 14A for any continuing transactions with such person contemplated 
under the Contractual Arrangements unless they are exempt under the Rules. 

 
E. Draft PRC Foreign Investment Law  
 

Background 
 
22. The above guidance is in part based on the conclusion that the Contractual 

Arrangements comply with PRC laws, rules and regulations, and that the 
Structured Contracts are legal and binding.  This is evident in paragraph 
16(a)(ii) above. 
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23. Following publication of the consultation draft (the “Draft FIL”) of the new PRC 
Foreign Investment Law (the “FIL”) by the Ministry of Commerce in January 
2015, concerns over the legality and validity of Structured Contracts to hold 
interests in PRC businesses which are subject to foreign ownership 
restrictions were heightened.  Issuers which use Structured Contracts to hold 
interests in PRC businesses are encouraged to contact the Exchange in 
advance to seek informal and confidential guidance on novel issues (updated 
in April 2018) 

 
Measures to be adopted, if any, when issuers propose to acquire or establish 
VIE businesses that constitute notifiable transactions (added in April 2018) 

 
24. Since there is uncertainty as to the implementation and the wording of the final 

FIL, an issuer proposing to acquire or establish a VIE business in the PRC 
should seek PRC legal advice and decide what measures to adopt (if any) to 
mitigate against any potential risk.     
 

25. Whether or not the issuer decides to adopt any measures, it must disclose in 
the announcement and circular (if any) for the transaction the reasons for 
taking that approach.   
 

26. If the issuer decides to adopt certain measures, it must also include an 
appropriate risk factor in the announcement and circular (if any) for the 
transaction stating that such measures may not be effective since the FIL has 
not been finalized and requirements under the final FIL may be different from 
those set out in the Draft FIL. 
 

27. An issuer proposing to acquire or establish a VIE business should also include 
the following disclosure in the announcement and circular (if any) for the 
transaction: 

 
(a) Description of the Draft FIL and its promulgation status. 
 
(b) A risk factor (i) explaining that the Draft FIL is currently in draft form only, 

(ii) cross referring to the description of the Draft FIL; (iii) stating that if the 
issuer cannot comply with the final FIL, if and when it becomes effective, 
it may be required to dispose of its VIE business under the Structured 
Contracts; and (iv) if the issuer no longer has a sustainable business 
after such disposal, the Exchange may delist the issuer.   

 
(c) A statement that the issuer will disclose, as soon as possible: (i) updates 

of material changes to the Draft FIL as and when they occur; and (ii) a 
clear description and analysis of the final FIL as implemented, specific 
measures taken by the issuer to fully comply with the final FIL supported 
by a PRC legal opinion and any material impact of the final FIL on the 
issuer’s operations and financial position. 

 
28. Issuers which have adopted measures to mitigate against any potential risk in 

light of the Draft FIL should consult the Exchange if they wish to effect any 
change to the measures.   
 
On-going developments (added in April 2018) 

 
29. The Exchange recognises that the Draft FIL remains subject to change.  The 
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Exchange will continue to monitor developments with respect to the FIL and 
will update this document accordingly. 

 
**** 
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HKEx GUIDANCE LETTER 

HKEx-GL76-14 (Published in May 2014) (Rule reference updated in July 2014) 

 

Subject Guidance on opinion letters prepared by independent 

financial advisers under the Listing Rules 

Listing Rules  Main Board Rules 13.39(6) & (7), 13.80 to 13.84 and 14A.45 

GEM Rules 17.47(6) & (7), 17.92 to 17.96 and 20.43  

 

Important note: This letter does not override the Listing Rules and is not a substitute 

for advice from qualified professional advisers. If there is any conflict or 

inconsistency between this letter and the Listing Rules, the Listing Rules prevail. You 

may consult the Listing Division on a confidential basis for an interpretation of the 

Listing Rules, or this letter. 

 
I. Purpose 
 
1. This letter provides guidance on the disclosure in opinion letters prepared by 

independent financial advisers (IFAs) and certain recommended practices for 
IFAs, issuers and independent board committees (IBCs) in performing their 
duties under the Rules.  
 

II. Applicable Listing Rules 
 

2. Under the Rules, an issuer is required to appoint an IFA to advise its IBC and 
shareholders on:  
 
(i) connected transactions;  
(ii) equity fund raisings that would result in a material dilution of 

shareholders’ interests, i.e. any rights issue or open offer that would 
increase the issuer’s share capital or market capitalization by more than 
50%, and refreshment of general mandate; 

(iii) other corporate actions which would affect an issuer’s listing status, i.e. 
withdrawal of listing, fundamental change in the issuer’s business within 
12 months after listing, and material spin-off that require shareholders’ 
approval. 

 

(A) IFA 

 

Eligibility to act as IFA 

 
3. Rules 13.82 to 13.84 (GEM Rules 17.94 and 17.96) require that an IFA must 

be appropriately licensed by the Securities and Futures Commission (SFC)
1
 

                                                 
1
  Under the current regime, an IFA must be licensed by the SFC (i.e. Type 6 license and permitted to 

undertake work as a sponsor).  A firm which holds a Type 6 license but does not have the capacity 

to act as a sponsor may be acceptable to act as an IFA if it has provided corporate finance advice on 

at least two significant corporate finance transactions.  See also HEKx news release issued on 24 

October 2006 and Listing Decision (LD102-2) issued in August 2010. 
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and must discharge its responsibilities with due care and skill, and perform its 
duties with impartiality.   Under the SFC’s Corporate Finance Adviser Code of 
Conduct, an IFA should ensure that it has adequate competence, professional 
expertise and resources for the proper performance of its duties.  

 
4. Under Rules 13.83 and 13.84 (GEM Rules 17.95 and 17.96), an IFA must 

perform its duties with impartiality and must be independent from the issuer 
for whom it acts.    

 
5. Rule 13.84 (GEM Rule 17.96) also provides a set of bright-line tests to assess 

the IFA’s independence.  The IFA is required to submit a declaration to the 
Exchange that it is independent under the Rule.  
 
Content of IFA letters 
 

6. Rules 13.39 and 14A.45 (GEM Rules 17.47 and 20.43) require an IFA to 
disclose in its letter:  
 
(i) whether the terms of the proposed transaction is fair and reasonable and 

in the interest of the issuer and its shareholders as a whole, and in the 

case of a connected transaction, whether it is on normal commercial 

terms and in the issuer’s ordinary and usual course of business, 

(ii) advice to the IBC on whether independent shareholders should vote in 

favour of the transaction; 

(iii) the reasons for its opinion; 

(iv) key assumptions made;  and 

(v) the factors taken into consideration in forming that opinion. 

 

Standard of IFA works 

 
7. Rule 13.80 (GEM Rule 17.92) requires an IFA to have a reasonable basis in 

formulating its opinion.  Further, it should have no reason to believe that 
information it relied on is not true or omits a material fact.   
 

8. The Rule also sets out reasonable steps that an IFA are typically expected to 
perform.  They include:   

 
(i) obtaining all information and documents of the issuer relevant to an 

assessment of the fairness and reasonableness of the transaction’s terms; 

(ii) researching the relevant market and economic conditions and trends 

relevant to the pricing of the transaction; 

(iii) reviewing the fairness, reasonableness and completeness of any 

assumptions or projections relevant to the transactions;  

(iv) reviewing and assessing the alternative offers and the reasons given by 

management for rejecting these offers.; and 

(v) where third party expert opinion or valuation is involved, 

- interviewing the expert as to its expertise and independence; 

- reviewing the terms of engagement and assessing the 

appropriateness of the scope of work; and  

- assessing the reasonableness of any representations made by the 

issuer or the party to the transaction to the expert. 
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(B) IBC 

 
9. Under Rule 13.39(6) (GEM Rule 17.47(6)), an issuer is required to establish 

an IBC (which shall consist only of independent non-executive directors) to 
advise shareholders as to whether the terms of the relevant transaction or 
arrangement are fair and reasonable and whether such a transaction or 
arrangement is in the interests of the issuer and its shareholders as a whole and 
to advise shareholders on how to vote, taking into account the 
recommendations of the IFA. 

 

(C) Issuer 

 
10. Under Rule 13.81 (GEM Rule 17.93), an issuer must afford any IFA it 

appoints under the Rules full access at all times to all persons, premises and 
documents relevant to the IFA’s performance of duties.  In particular, the terms 
of engagement with experts retained to perform services related to the 
transaction should contain clauses entitling the IFA to such expert, its report 
and information provided to or relied on by the expert. 
 

11. Under Rules 2.13 and 14A.69 (GEM Rules 17.56 and 20.67), the information 
contained in an issuer’s circular must be accurate and complete in all material 
respects and not be misleading or deceptive, and the circular must provide a 
clear and adequate explanation of the subject transaction and all information 
necessary to allow the shareholders to make an informed decision. 

 
III. Guidance  

 
12. An IFA advises the IBC and shareholders on material corporate actions of the 

issuer, and it is important that the IFA’s advice is impartial and useful to assist 
shareholders to make informed voting decisions.   
 

13. The Rules have specific requirements governing the provision of an IFA 
opinion on issuer’s corporate actions.   Issuers, IBCs and IFAs are expected to 
observe the following when performing their duties under the Rules: 

 

(A) IFA’s qualifications, experience and relationships  

 
14. An IFA must ensure that it is independent from the issuer and other parties to 

the proposed transaction, and has sufficient expertise and resources to give an 
opinion on the transaction.    
 

15. The opinion letter should include the following information that shareholders 
may consider relevant for assessing what weight to give to the opinion: 

 
(i) the qualifications and experience of the person signing off the IFA letter 

that are relevant to the proposed transaction; and 
 

(ii) any relationships or interests with the issuer or any other parties that 
could reasonably be regarded as relevant to the independence of the IFA

2
.  

In particular, where the IFA has in the last two years acted as an IFA to 
the issuer's other transactions and has assessed that such relationship 

                                                 
2
 An IFA is not independent if any of the circumstances set out in Rule 13.84 (GEM Rule 17.96) exist. 
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would not affect its independence, details of the services provided 
should be disclosed. 

 

(B) Access to information  

 
16. An IFA should determine what information it requires for giving its opinion 

on the proposed transaction.   
 

17. The issuer is obliged to afford the IFA full access to all persons, premises and 
documents relevant to the IFA’s performance of its duties. Examples include:  

 
(i) any expert retained by the issuer to perform services for the transaction 

and the documents and information related to the expert’s work; and  
 

(ii) where an issuer has agreed on the consideration for an acquisition based 
on a valuation of the target, details of the valuation model, key 
assumptions and financial forecasts related to the target.  

 

(C) Work done on information obtained 

 
18. The IFA should take all reasonable steps to satisfy itself that there is no reason 

to believe that the information it relies on is untrue, or omits a material fact.  
While the IFA may not undertake due diligence work on the transaction, it 
should carefully consider the extent of work it requires to properly discharge 
its duties.   It is expected to:  
 
(i) critically review the information obtained. Where it involves valuation 

(including forecasts or projections) of the assets or businesses subject to 
the transaction, the IFA should assess whether the methodologies and 
assumptions used are reasonable, cross-check the valuation using other 
methodologies that it considers appropriate and comment on the results 
and any material differences; and 

 
(ii) where it involves reports prepared or opinions given by an expert, take 

steps to assess the quality of the expert’s work and its independence and 
qualification, including: 

  
 interviewing the expert as to its expertise and independence, 

reviewing its terms of engagement and assessing the 
appropriateness of its scope of work, and  
 

 making due inquiries to assess the accuracy and completeness of 
information relied on by the expert, and the reasonableness of any 
representations made by the issuer or the party to the expert. 

 

(D) Analysis of the transaction 
 

19. An IFA should form its opinion based on reasonable grounds and disclose 
them in its opinion letter.  It is required to take all reasonable steps to satisfy 
itself that it has a reasonable basis for giving its advice and recommendation 
required by the Rules. 
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20. In practice, it is common for IFAs to refer to reports prepared or opinions 
given by experts retained by the issuers and/or use comparable analysis to 
assess the fairness of the transaction.  To assist shareholders to better 
understand the transaction and the IFA’s analysis and how it formed its 
opinion, the IFA should: 

 
(i) disclose its work done to assess the reasonableness of the valuation or 

opinion given by the expert (see also paragraph 18);  
 
(ii) to the extent possible, use more than one valuation methodology to 

assess the value of the assets or businesses subject to the proposed 
transaction, and where only one methodology is used, state the reason 
why this is so; 

 
(iii) describe the methodologies it used and the reasons for choosing them, 

and comment on the range of values derived from these methods; 
 

(iv) explain all key assumptions that are specific and on which its opinion is 
based. It should also consider including a sensitivity analysis if changes 
in any key assumptions are likely to affect the valuation significantly; 

 
(v) ensure that the comparables are a fair and representative sample. The 

bases for compiling such comparables should be clearly stated, including 
the parameters or criteria for selecting the comparables, the reasons for 
using these parameters or criteria, and any adjustments for the 
dissimilarities among the comparables or anomalous items; and 

 
(vi) set out other relevant factors for assessing the fairness and 

reasonableness of the transaction. Examples include: its research on 
market conditions and trends relevant to the transaction, any alternative 
options or offers available to the issuer and the reasons given by its 
management for rejecting them, the issuer’s financial situation and 
solvency, its bargaining position and the opportunity costs. 

 
21. The IFA should not attempt to deal with any limitations or deficiencies it faces 

by disclaiming or limiting its scope of assessment.  
 

(E) Presentation of information in IFA letter 
 

22. An IFA letter must be clear and concise, and contain only information that is 
relevant and necessary to enable shareholders to arrive at an informed decision. 
It should set out: 
 
(i) a clear view of the IFA on the fairness and reasonableness of the subject 

transaction and the reasons for its view; 
 

(ii) its analysis or comments on the key terms of the proposed transaction and 
other relevant factors (e.g. the reasons and benefits for entering into the 
transaction); 

 
(iii) the valuation methodologies and key assumptions adopted by the IFA; 

 
(iv) the source of information which is material to the IFA’s opinion, 
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including sufficient detail to enable the significant of the information to 
be assessed (or where appropriate, a cross-reference to information 
contained in other parts of the circular or public document); and 

 
(v) its work done and comments on any valuation or projection provided by 

the issuer or any expert’s work that it relies on in forming its opinion; and 
 

(vi) the IFA’s and the expert’s (if applicable) qualification and experience 
relevant to the transaction, and their relationship and interests in the 
issuer and other parties to the transaction (see paragraphs 15 and 18). 

 
23. An IFA should prepare its opinion letter in plain language and ensure that the 

letter is easy to read and understand.  It should also note that: 
 

(i) the information included in its letter should relate to its analysis and 
opinion; 
 

(ii) its letter should avoid repeating the information contained in other parts 
of the transaction circular. Where appropriate, the letter may include 
reference to this information; 
 

(iii) pictorial representations, charts, graphs and diagrams should be 
presented without distortion and, where relevant, should be to scale; and 
 

(iv) quotations (for example, from newspapers or stockbroker circulars) 
should not be used unless the IFA has corroborated or substantiated them 
and details of the origin are stated.  

 

(F) Role of the IBC 

 
24. Under the Rules, the IBC (comprising independent non-executive directors) is 

required to advise shareholders on the fairness of the subject transaction and 
how they should vote.  It is in turn advised by the IFA.    
 

25. To discharge its duties and ensure that it is properly advised, the IBC should 
take an active role in selecting an IFA that is independent and qualified to 
opine on the subject transaction: 

 
(i) The IBC should be primarily responsible for selecting the IFA, and 

approving its terms of engagement and fees.  They should consider all 
relevant factors in selecting the appropriate IFA, including:  

 

(a) the nature, scale and complexity of the subject transaction; 

 

(b) the qualifications and experience of the IFA. For example, the 

IFA’s experience in advising similar transactions, its technical 

expertise relevant to the transaction or ability to assess other 

expert’s work; 

 

(c) whether the IFA can meet the independence guidelines set out in 

Rules, and whether there are any other matters that may affect, or 

perceived to affect, the IFA’s independence (including any 
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previous engagement as an IFA to other transaction of the issuer) ; 

and 

 

(d) whether the IFA has adequate resources to perform the work. 
 
(ii) The IBC should oversee the procedures adopted by the management in 

identifying potential IFAs and avoid any practice that would undermine 
the IFA’s independence and objectivity (e.g. opinion shopping).   
 

26. The IBC should ensure that its members and the IFA have sufficient time to 
evaluate the transaction.  The parties should ensure that any discussions or 
communications in the early stage would not undermine the IFA's 
independence and objectivity. For example, the IFA should not be involved in 
the formulation of the proposed transaction or structuring of its terms. 

 
27. It is the IBC’s responsibility to give its own views and recommendation on the 

subject transaction, taking into account the IFA's opinion.  Members of the 
IBC should exercise independent judgement on the transaction and critically 
review the IFA letter and use their knowledge and expertise to challenge the 
IFA’s views and analysis.   

 

(G) Issuer’s responsibility 

 
28. The issuer should support the IBC in performing its duties, including adopting 

procedures for selection of IFAs and providing all information and documents 
that are necessary for the IBC to assess the subject transaction.  
 

29. The issuer should announce the appointment of the IFA in its announcement 
of the subject transaction, or where an IFA has not been appointed, as soon as 
possible after the appointment is made. 

 
30. The issuer is required to provide the IFA with all information it reasonably 

requires for giving its opinion on the subject transaction.  It should also 
response on a timely basis to the issues raised by the IFA to enable it to 
properly discharge its duties.  
 

31. The issuer should keep the IFA informed of any material changes to any 
information previously given to or accessed by the IFA. 

 
32. The issuer must ensure that the circular contains all information that is 

necessary for its shareholders to make an informed assessment of the subject 
transaction.  They include: 

 
(i) details of the bases for determining the consideration, and where it is 

supported by a valuation of assets or businesses subject to the 
transaction, the valuation methods and assumptions adopted by the 
management; 

 
(ii) detailed explanations as to the reasons and benefits for entering into the 

transactions; and 
 

(iii) the management’s discussion and analysis on any alternative options or 
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offers available to the issuer and the reasons given for not accepting 
them.  

 

 

**** 
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HKEx GUIDANCE LETTER 

HKEx-GL73-14 (Published in March 2014) (Rule reference updated in July 2014) 

 

Subject Guidance on pricing policies for continuing connected 

transactions and their disclosure 

Listing Rules  Main Board Rules 14A.51 to 14A.59 and 14A.71 to 14A.72 

GEM Rules 20.49 to 20.57 and 20.69 to 20.70 

 

Important note: This letter does not override the Listing Rules and is not a substitute 

for advice from qualified professional advisers. If there is any conflict or 

inconsistency between this letter and the Listing Rules, the Listing Rules prevail. You 

may consult the Listing Division on a confidential basis for an interpretation of the 

Listing Rules, or this letter. 

 

A. Purpose 

 

1. This letter gives guidance on the pricing policies in agreements for continuing 

connected transactions and their disclosure. Continuing connected transactions 

are transactions with connected persons carried out on a continuing or 

recurring basis and are expected to extend over a period of time. 

 

B. Relevant Rules and Requirements 

 

2. Rules 14A.51 to 14A.59 set out the requirements that apply to continuing 

connected transactions, including, among others:  

 

(i) issuers must enter into a written agreement that sets out the terms of 

the transactions, which must contain the basis for calculating the 

payments to be made and reflect normal commercial terms;   

 

(ii) the period of the agreement must be fixed and reflect normal 

commercial terms.  It must not exceed 3 years, except in special 

circumstances; 

 

(iii) there must be an annual cap which is determined by reference to 

previous transactions, the basis of which must be disclosed; 

 

(iv) where the annual cap exceeds the relevant de minimis threshold, the 

agreement and the annual cap must be approved by independent 

shareholders;  

 

(v) the transactions should be in the issuer’s ordinary and usual course of 

business, on normal commercial terms (or terms no less favourable to 

the issuer than terms available to or from independent third parties), 

the terms must be fair and reasonable and in the interest of 

shareholders as a whole; and 
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(vi) the transactions must be carried out in accordance with the issuer’s 

pricing policies, in accordance with the agreement, and approved by 

the board of directors. 

 

3. Rules 14A.55, 14A.56, 14A.71 and 14A.72 set out the annual reporting and 

review requirements, including: 

 

(i) disclosure in the annual report details of the transactions, including the 

total consideration and terms, a brief description of the transactions and 

their purposes, the parties to the transactions and descriptions of their 

relationships; 

 

(ii) annual review of the continuing connected transactions by the 

independent non-executive directors (INEDs) and confirmation in the 

annual report that the transactions have been conducted in accordance 

with paragraph 2(v) above; and 

 

(iii) annual negative confirmation by the auditors of matters set out in 

paragraph 2(vi) above and that the transactions did not exceed the 

annual cap.  

 

4. The Rules provide a framework for the conduct of continuing connecting 

transactions, recognizing the practical difficulty if issuers have to comply with 

the connected transaction Rules each time a transaction is proposed.  It 

provides safeguards against potential abuse through the following: 

 

 the terms of the agreement, including the basis for calculating the 

payments, should provide a framework for the negotiation of individual 

transactions under the agreement.  This information is disclosed to 

shareholders for their assessment whether to approve the agreement; 

 

 imposing an annual cap on the aggregate size of the transaction, set by 

reference to historical transactions and adjusted by the issuer’s 

projections; and 

 

 annual review by the INEDs and auditors, and confirmation in the 

issuer’s annual report, which provides a check and balance to ensure  

that the transactions under the agreement were conducted in 

accordance with the criteria set out in paragraphs 2(v) and (vi) above.    
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C. Guidance  

 

5. Under the current Rules, the shareholders in effect give an issuer a mandate to 

conduct transactions with connected persons, subject to i) the terms of the 

agreement which provide a framework for negotiating each transaction, and ii) 

the annual cap which limits the aggregate size of the transactions.  It is 

important that the terms of the agreement are specific and measurable, and that 

there are adequate internal controls in place to ensure that the individual 

transactions are indeed conducted within the framework of the agreement.  

 

a) Pricing Policies 

 

6. The Exchange notes that market practice regarding disclosure about the terms 

of the agreements vary significantly.  In many instances, pricing policy is set 

out in general terms with no indication of the expected quantum or percentage
1
.   

Without a specific pricing mechanism shareholders cannot properly assess 

whether to approve the framework agreement, and INEDs and auditors do not 

have a framework to review the transactions.  

 

7. When entering into agreement with connected persons, issuers should agree on 

specific pricing terms, such as fixed monetary consideration, a pre-determined 

formula, or fixed per unit consideration.  Examples include: 
 

 provision of management services charged at a fixed sum or a 

percentage of the issuer’s sales or asset value; 

 

 interest rate to be charged on a revolving loan facility and the 

maximum loan amount; and 

 

 sales or purchase of goods at a fixed unit price, or some reference price 

published from time to time (e.g. government prescribed price, or 

commodity prices quoted on an exchange).  If the pricing of the goods 

is determined based on a reference price, the issuer should disclose the 

relevant details, for example, the name of government authority or 

organization publishing the price, and how and where the price is 

disclosed or determined, and the frequency of update to the reference 

price.     

                                                 
1
 Examples of such disclosure include:  

- the transactions will be conducted on normal commercial terms.  The consideration will be based 

on arms’ length negotiation with reference to the prevailing market prices.  There is no 

explanation on how to define/ determine “normal commercial terms” or “prevailing market prices”. 

 

- The transaction will be agreed between the issuer and the connected person on a “cost plus” 

mechanism.  There is no indication of the “plus” in percentage or fixed amount.  

 

- The transaction shall be priced in accordance with the following terms: (i) government-prescribed 

price; (ii) where there is no government-prescribed price, the government-guidance price; (iii) 

where there is neither a government-prescribed price nor a government-guidance price, the 

relevant market price; (iv) where none of the above is available or applicable, the price to be 

agreed between the parties which shall be determined on the basis of reasonable cost plus 

reasonable profit margin and by reference to the historical price.  Some of the above pricing 

methods (e.g. the government-prescribed price) do not apply to the subject transactions in practice. 
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8. If the agreement covers transactions of different nature, the issuer should 

clearly set out the pricing policy for each type of transactions.  It should avoid 

using generic “boilerplate” pricing mechanism where some of the pricing 

methods are not applicable to certain categories of transactions (see 3
rd

 point 

of the example in footnote 2). 

 

9. There may be situations where it is not commercially practical for the issuer to 

agree with the connected person on specific unit price or contract sum, as it is 

normal in that industry for the individual transactions to be subject to the 

pricing conditions at the time each transaction is conducted.   In these cases, 

the issuer would normally conduct the transactions in accordance with its 

pricing policy and guidelines, which apply to transactions with independent 

customers as well as connected persons.  The following guidelines should be 

observed when negotiating the terms of the agreement: 

 

(i) It would not be sufficient to describe pricing policies in generic terms, 

such as “prevailing market price” or “prices based on arm’s length 

negotiations” or “prices on normal commercial terms”. 

 

(ii) The Rules require that the transactions must be conducted on normal 

commercial terms, or on terms no less favourable than terms available 

to independent parties.  To demonstrate this, the issuer should 

disclose the methods and procedures the management will follow to 

determine the price and terms of the transactions.  Examples include: 

 

  For sales of off-the-shelf products or standard services, an 

indicative range of prices for goods/services, or the 

minimum/maximum mark-up rate for transactions that are 

charged on a cost-plus basis, and the procedures for reviewing 

and approving these price lists or guidelines from time to time; 

 

 For sales of proprietary goods or services, the process for 

estimating and approving the selling prices for the goods or 

services, and the procedures to ensure that these prices are no 

less favourable to the issuer than those offered to, or quoted by, 

independent customers; and 

 

 For purchases of goods or services, the procedures for obtaining 

quotations or tenders from the connected persons and a 

sufficient number of independent suppliers, the assessment 

criteria and the approval process.  For example, the 

management would solicit at least two other contemporaneous 

transactions with unrelated third parties for products in similar 

quantities to determine if the price and terms offered by a 

connected person are fair and reasonable and comparable to 

those offered by unrelated third parties. 
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(iii) The issuer should explain why its directors consider that the methods 

and procedures can ensure that the transactions will be conducted on 

normal commercial terms and not prejudicial to the interests of the issuer 

and its minority shareholders.   

 

b) Disclosure of Information  

 

10. The issuer should disclose in its announcement and circular (if any) the 

specific pricing terms or formula set out in the agreement and material 

information about pricing policies and guidelines (see paragraphs 7 to 9 

above).   

   

11. The issuer should also disclose in its annual report whether it has followed 

these policies and guidelines when determining the price and terms of the 

transactions conducted during the year. 

 

c) Internal Controls 

 

12. As explained, an important safeguard involves the annual review by auditors 

and INEDs, and the annual confirmations that the individual transactions are 

indeed conducted in accordance with the terms of the agreement, on normal 

commercial terms (or terms more favourable than terms available to 

independent parties), and in accordance with the pricing policy of the issuer.  

It is important for the issuer to ensure that it has an adequate system of 

controls to safeguard the transactions, and to provide information for the 

INEDs and auditors to properly review the transactions annually.    

 

d) INED  Role   

 

13. Under the Rules, the INEDs are obliged to confirm that the terms of the 

agreement are fair and reasonable at the time the agreement is announced, and 

make annual confirmations about the transactions entered under the agreement 

as set out in paragraph 2(v).    

 

14. The INEDs should ensure that:  

 

(i) the pricing mechanism and the terms of the transactions set out in the 

agreement are clear and specific;  

 

(ii) the annual caps are reasonable taking into account historical transactions 

and management projections; 

 

(iii) the methods and procedures established by the issuer are sufficient to 

ensure that the transactions will be conducted on normal commercial 

terms and not prejudicial to the interests of the issuer and its minority 

shareholders;   
 

(iv) appropriate internal control procedures are in place, and its internal audit 

would need to review these transactions; and 
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(v) they are provided by the management with sufficient information for the 

discharge of their duties. 

 

e) Annual Review by Auditors   

 

15. Under the Rules, the issuer must engage its auditors to report on the 

continuing connected transactions every year.  The auditors may refer to 

Practice Note 740 “Auditor’s Letter on Continuing Connected Transactions 

under the Hong Kong Listing Rules” issued by the Hong Kong Institute of 

Certified Public Accountants for guidance as to their responsibilities and 

procedures when undertaking the annual review.    

 

 

**** 
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HKEx GUIDANCE LETTER  

HKEx-GL71-14 (January 2014) 
 

Subject Gambling Activities Undertaken by Listing Applicants and/ or 

Listed Issuers 

Listing Rules Main Board Rules 2.13(2) and 11.07 

GEM Rules 14.08(7) and 17.56(2) 

Related 

Publication 

HKEx News Release (11/3/2003)  

 

Author IPO Transactions Department 

 

Important note: This letter does not override the Listing Rules and is not a substitute 

for advice from qualified professional advisers.  If there is any conflict or inconsistency 

between this letter and the Listing Rules, the Listing Rules prevail.  You may consult the 

Listing Division on a confidential basis for an interpretation of the Listing Rules, or 

this letter. 

 

1. Purpose 
 

1.1. This is a reproduction of the HKEx News Release dated 11 March 2003 regarding 

Gambling Activities Undertaken by Listing Applicants and/ or Listed Issuers. 

 

2. The Announcement  

 

2.1 The Stock Exchange of Hong Kong Limited (the Exchange) has received enquiries as 

to whether a listing applicant involved in the operation of gambling activities is 

suitable for listing and whether a listed issuer can invest in a company involved in the 

operation of gambling activities. 

 

2.2 As an internal guideline, the Exchange has been mindful of ensuring that such 

activities undertaken by a listing applicant or listed issuer are not contrary to public 

policy.  In view of the amendments to the Gambling Ordinance, which came into 

effect on 31 May 2002, the Exchange has updated its guideline.  It would not be 

contrary to public interest if a listing applicant or listed issuer is involved in the 

operation of a gambling activity that is not unlawful under the Gambling Ordinance.  

Such gambling activity has the following features 

 

 the gambling activity takes place outside Hong Kong; and  

 

 the bookmaking transactions and the parties to the transactions are outside Hong 

Kong. 

 

2.3 In addition, the gambling activity should not violate any applicable laws in the areas 

where such activity operates. 

 

2.4 The Exchange also notes that other major exchanges permit the listing of companies 

involved in the gambling business, and acquisitions of or investments in gambling 

business by listed issuers. 
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2.5 Additional relevant disclosure, however, would be required in the prospectus, 

announcement or circular concerned if a listing applicant or listed issuer is involved in 

the operation of a gambling activity that is not unlawful under the Gambling 

Ordinance.  The Exchange would determine, based on the specific circumstances of 

the case, the extent of disclosure required with a view to ensuring transparency of the 

operation of the specific gambling activity and the associated risks.  Such disclosure 

would include the type(s) of gambling activities involved, the applicable regulatory or 

licensing requirements and the specific risks in relation to operation of such activities.  

For listed issuers acquiring or investing in the gambling business, such additional 

relevant disclosure would be required on top of the disclosure required by Chapter 14 

or Paragraph 2 of the Listing Agreement (in respect of the Main Board Listing Rules) 

or Chapters 19 and/ or 20 or Rule 17.10 (in respect of the GEM Listing Rules).  The 

extent of additional relevant disclosure would depend on the materiality of the 

transaction to the issuer concerned. 

 

2.6 The following requirements apply where the company concerned is found to engage 

in activities contrary to the Gambling Ordinance after it is permitted to be listed or 

after its shares are acquired by a listed issuer. 

 

A. Listing Applicants 
 

2.6.1 Where a listing applicant invests in gambling activities, it would be a condition to listing 

that the issuer must use its best endeavours to ensure that the operation of the gambling 

activities, throughout its listing, (i) comply with the applicable laws in the areas where 

such activities operate; and/or (ii) not contravene the Gambling Ordinance.  

 

2.6.2 Should the operation of such gambling activities (i) fail to comply with the applicable 

laws in the areas where such activities operate; and/ or (ii) contravene the Gambling 

Ordinance, the issuer or its business may be considered unsuitable for listing under Rule 

8.04 of the Main Board Listing Rules or Rule 11.06 of the GEM Listing Rules.  

Depending on the circumstances of the case, the Exchange may direct the issuer to take 

remedial action, and/or may suspend dealings in, or may cancel the listing of, its 

securities pursuant to Rule 6.01 of the Main Board Listing Rules or Rule 9.01 of the 

GEM Listing Rules.  

 

2.6.3 The prospectus must highlight in the Risk Factors section the risk of revocation of 

listing should the operation of such gambling activities fail to fulfill the above 

condition to listing in relation to legality.  

 

B. Listed Issuers 

 

2.6.4 Where a listed issuer invests directly or indirectly in gambling activities, it would be 

required to use its best endeavours to ensure that the operation of the gambling 

activities must, after the investment and throughout the holding of such investment, (i) 

comply with the applicable laws in the areas where such activities operate; and/or (ii) 

not contravene the Gambling Ordinance.  

 

2.6.5 Should the operation of such gambling activities (i) fail to comply with the applicable 

laws in the areas where such activities operate; and/ or (ii) contravene the Gambling 

Ordinance, the issuer or its business may be considered unsuitable for listing under 

Rule 8.04 of the Main Board Listing Rules or Rule 11.06 of the GEM Listing Rules.  

Depending on the circumstances of the case, the Exchange may direct the issuer to take 

remedial action, and/or may suspend dealings in, or may cancel the listing of, its 

securities pursuant to Rule 6.01 of the Main Board Listing Rules or Rule 9.01 of the 



3  

GEM Listing Rules.  

 

2.6.6 The announcement and, where applicable, circular of the issuer on any investment in 

relation to the operation of gambling activities must confirm that the gambling 

activities are lawful and highlight the risk of suspension and cancellation of listing 

should the operation of the gambling activities fail to fulfill the above legality 

requirement. 

 

 

**** 
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HKEx GUIDANCE LETTER 

HKEx-GL69-13 (December 2013) (updated in October 2019) 

 

Subject Guidance to issuers contemplating (i) a spin-off and separate 

listing of businesses or assets on the Exchange; or (ii) a reverse 

takeover where the issuer is deemed a new listing applicant 

Listing Rules and 

Regulations 

Main Board Rules 14.06B and 14.54, Chapter 8, Practice Note 

15  

GEM Rules 19.06B and 19.54, Chapter 11, Practice Note 3  

 

Important note: This letter does not override the Listing Rules and is not a substitute for 

advice from qualified professional advisers.  If there is any conflict or inconsistency between 

this letter and the Listing Rules, the Listing Rules prevail. You may consult the Listing Division 

on a confidential basis for an interpretation of the Listing Rules or this letter. 
 

A. Purpose 

 

1. This letter provides guidance to issuers contemplating (i) a spin-off to effect a separate 

listing of businesses or assets on the Exchange; or (ii) a reverse takeover where the 

issuer is deemed a new listing applicant.   In these circumstances, the issuer group (or 

the enlarged group) may have to fulfil both requirements applicable to listed issuers 

and to new applicants under the Listing Rules.  

 

B. Background  

 

2. Practice Note 15 of the Main Board Rules (Practice 3 to the GEM Rules) sets out the 

principles that an issuer should comply when proposing a spin-off of its businesses or 

assets.  Where the company to be spun-off (the Newco) is to be listed on the Exchange, 

it must satisfy all the new listing requirements under the Listing Rules.   

 

3. Under Chapter 14 of the Main Board Rules (Chapter 19 of the GEM Rules), an issuer 

proposing a reverse takeover will be treated as if it were a new listing applicant (the 

Deemed New Applicant).    
 
4. Under Chapter 9 of the Main Board Rules (Chapter 12 of the GEM Rules), the 

Application Proof submitted by a new listing applicant must be substantially complete.  

The Application Proof must be posted on the Exchange’s website at the same time the 

new listing applicant files its listing application with the Exchange1.  

  

 

C. Guidance  

 

Spin-off 

                                                 
1 Subject to transitional arrangements, see Guidance Letter (GL57-13) on logistical arrangements for 

publication of Application Proofs, Post Hearing Information Packs and related materials on the Exchange’s 

website for listing applicants.   
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5. In a spin-off, the issuer must comply with Practice Note 15 and the continuing listing 

obligations under the Listing Rules, and Newco must also meet new listing 

requirements.  Where there are ongoing relationships/transactions between the two 

entities, issues may arise relating to potential conflicts between interests of the two 

groups of shareholders.  The issuer should give due consideration to these conflict 

issues, and resolve the matters before it submits the Application Proof.       

 

6. The following are examples of conflicts issues commonly found in new listing 

application of Newco: 

 

 competition, including the degree of overlapping business with its parent 

company and clear business delineation with its parent company; 

 

 reasons for exclusion of overlapping business of its parent company; 

 

 extent of future potential/actual competition with its parent company; 

 

 corporate governance measures to manage future potential/actual conflicts with 

its parent  company; and 

 

 how the listing applicant can function independently of its parent company  

including management, operational and financial independences. 

 

7. Under Practice Note 15, an issuer must submit its spin-off proposal to the Exchange 

for approval.  After receipt of the spin-off proposal, the Exchange will comment on 

the issuer’s compliance with the Listing Rules.   Where necessary, Newco should make 

a pre-IPO enquiry to address its position on compliance with the new listing 

requirements.    

 

8. The Exchange will approve the spin-off proposal after these compliance issues have 

been addressed.   However, Newco’s new listing application will be subject to review 

by the Exchange and approval by the Listing Committee (or the GEM Listing 

Approval Group) and this approval may or may not be granted.   

 

Reverse takeovers  

 

9. In the case of reverse takeovers, the issuer must ensure that the assets to be acquired 

must meet the suitability requirement and the track record requirements for a new 

listing and the enlarged group must meet all the new listing requirements (except the 

track record requirements) under the Listing Rules (see Main Board Rule 

14.54(1)/GEM Rule 19.54(1)).  Under Main Board Rule 14.54(2) (GEM Rule 

19.54(2)), where the issuer has failed to comply with Main Board Rule 13.24(1) (GEM 

Rule 17.26(1)), the acquisition targets must also meet the sufficient public interest 

requirement for a new listing.  Since the Application Proof must be substantially 

complete, the Deemed New Applicant should make pre-IPO enquiries on any issues 

relating to its compliance with the new listing requirement before submission of the 

Application Proof (see paragraph 6 above for examples of potential issues).   

 

 
***** 
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HKEx GUIDANCE LETTER 

HKEx-GL67-13 (Published in September 2013)  

 

Subject Guidance on the compliance adviser requirement for newly 

listed issuers 

Listing Rules  Main Board Rules 3A.19 to 3A.31 

GEM Rules 6A.19 to 6A.38 

 

Important note: This letter does not override the Listing Rules and is not a substitute 

for advice from qualified professional advisers. If there is any conflict or 

inconsistency between this letter and the Listing Rules, the Listing Rules prevail. You 

may consult the Listing Division on a confidential basis for an interpretation of the 

Listing Rules, or this letter. 

 
A. Background and Purpose 
 
1. The objective of the compliance adviser requirements is to ensure that 

directors of newly listed issuers receive the guidance and advice of an 
appropriately qualified firm in the period immediately following listing.     
 

2. This letter reminds newly listed issuers of their obligations under the 
compliance adviser rules and gives guidance to issuers on its communication 
with their compliance advisers.   
 

B. Relevant Rules  
 

3. Under Rule 3A.19 (GEM Rule 6A.19), an issuer must retain a compliance 
adviser to assist its compliance with the Listing Rules and all other applicable 
laws and regulations commencing on its listing and until the publication of its 
financial results for the first full financial year after listing (Main Board issuer), 
or for the second full financial year after listing (GEM issuer).   

 
4. Rule 3A.23 (GEM Rule 6A.23) sets out specific circumstances under which a 

newly listed issuer is obliged to consult with, and if necessary, seek advice 
from their compliance advisers on a timely basis:   
 
 before publication of any regulatory announcement, circular or financial 

report; 
 

 where a transaction, which might be a notifiable or connected transaction, 
is contemplated including share issues and share repurchases; 
 

 where the issuer proposes to use the listing proceeds differently to the 
manner detailed in the listing document or where the issuer’s business 
activities, developments or results deviate from any forecast, estimate or 
other information in the listing document; and 
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 where the Exchange makes an inquiry of the issuer under Rule 13.10 
(GEM Rule 17.11). 

 
5. Rule 3A.24 (GEM Rule 6A.24) sets out the compliance adviser’s role in the 

circumstances described above.  For example, a compliance adviser should:  
 
 no less frequently than at the time when the compliance adviser reviews 

the issuer’s financial reporting and when notified of a proposed change of 
use of IPO proceeds, discuss with the issuer:   

 
- its operating performance, financial condition by reference to its 

business plan and the use of proceeds set out in its listing document; 
 

- its achievement of any profit forecast or estimate set out in its listing 
document; and 

 
- its compliance with any waivers granted by and any undertakings 

provided to the Exchange. 
 
 advise the issuer on any connected transaction waiver application; and  

 
 assess the understanding of all new appointees to the board of the issuer 

regarding the nature of their responsibilities and fiduciary duties as a 
director. 

 
6. A compliance adviser may also act as an additional communication channel to 

maximize the effectiveness of communication between an issuer and the 
Exchange, including:   
 
 accompanying an issuer to attend meetings with the Exchange; and 

 
 dealing with the Exchange in respect of any or all matters listed in 

paragraph 4 above.   
 
C. Guidance  
 
7. A compliance adviser should guide the newly listed issuer on compliance with 

the Rules and all other applicable laws, rules, codes and guidelines.  It could 
only discharge this responsibility upon being approached by the issuer for 
advice and provided with adequate information.    
 

8. The Exchange notes that some issuers breached the Rules because their 
directors and/or responsible officers did not clearly understand the Rules and 
failed to consult with their compliance advisers.  Accordingly, issuers are 
encouraged to work closely with their compliance advisers.    In particular, it 
should 

 
 proactively discuss and seek advice from its compliance adviser on 

matters described under paragraph 4 above as required by the Rules; 
 

 maintain regular contact with its compliance adviser and keep it appraised 
of developments and proposed corporate actions.  Given the wide scope of 
circumstances specified in paragraph 4, an issuer who is unsure about 
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whether its proposed corporate action is subject to a Rule should 
proactively discuss and seek confirmation from its compliance adviser as 
soon as possible; and   
 

 allow adequate time for the compliance adviser to review the matter and 
provide advice, and for the issuer to consider and if necessary, act on the 
advice.  For example, given that the publication of an announcement is 
time critical, the issuer should ensure that its compliance adviser is 
notified and provided with the draft announcement and information as it 
may reasonably require well in advance of the proposed publication date.  
An issuer should also be mindful to inform its compliance adviser when a 
transaction is contemplated, rather than after the relevant agreement has 
been signed or the transaction completed. 

 
 

**** 
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GUIDANCE LETTER FOR LONG SUSPENDED COMPANIES 

 

HKEx GUIDANCE LETTER 

HKEx-GL66-13 (September 2013) 

(This guidance letter applies to issuers subject to the transitional provisions set out in Main Board 

Listing Rule 6.01A(2)(a) or (c) or GEM Rule 9.14A(2)(b).  For other suspended issuers, see Guidance 

Letter GL95-18.) (Added in August 2018) 

(Updated in March 2019 (on the audit terminology), October 2019 (to reflect Rule amendments)) 

 

Subject Guidance for long suspended companies 

Listing Rules  Main Board Rules 6.01, 6.04, 6.10, 13.24 and Practice Note 17 

GEM Rules 9.01, 9.14, 9.15, 9.16 and 17.26 

 

Important note: This letter does not override the Listing Rules and is not a substitute for advice from 

qualified professional advisers. If there is any conflict or inconsistency between this letter and the 

Listing Rules, the Listing Rules prevail. You may consult the Listing Division on a confidential basis for 

an interpretation of the Listing Rules, or this letter. 

 

I. PURPOSE 
 
1.  This letter sets out the current practice and rationale for the continued suspension of companies 

that are suspended from trading due to insufficient operations or other material regulatory issues.   
It also sets out the criteria for resumption for long suspended companies and provides guidance 
on the administrative requirements for resumption proposals submitted by companies with 
insufficient operations. 

 

II. CURRENT PRACTICE FOR LONG SUSPENDED COMPANIES 
 
(a) Suspension criteria under the Rules 
 
2. The Exchange is the front line regulator of listed companies and has an obligation to maintain a 

fair, orderly and efficient market for the trading of securities.  It may, for the maintenance of an 
orderly market or the protection of investors, suspend trading in any securities.  Where there are 
concerns about investor protection, the Exchange may require companies to address these 
specific concerns before granting resumption of trading.  
 

3. In the interests of promoting a continuous market for the trading of listed securities, the period of 
suspension should be kept as short as possible.  Resumption of trading normally takes place 
after the publication of information, and where applicable, fulfillments of conditions imposed by 
the Exchange.   

 
(b) Long suspended companies 

 
4.  “Long suspended companies” are companies whose trading has been suspended for over three 

months. They include:  
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(a)  companies which are in severe financial difficulties and/or have ceased to maintain 

sufficient operations and are in the delisting stages (PN 17 companies); and  
 
(b)  companies which are suspended due to material issues including (i) identified irregularities 

and/ or regulatory investigations, and (ii) failure to publish financial results or significant 
internal control weaknesses. 

 
5.  In most cases, a company is initially suspended due to failure to announce inside information or 

other material developments (e.g. regulatory investigation), or to release financial results before 
the deadline.  These companies continue to be suspended until the issues giving rise to the 
initial suspension are clarified, or they experience severe financial difficulties or cease operations 
and they become a PN17 company. 

 

(i) PN 17 companies 
 

6.  PN17 companies are companies that are in severe financial difficulties and/or have either ceased 
to operate their businesses or are carrying on minimal operations. They do not meet the Rule1 
requirement to maintain sufficient assets or level of operations and as a result, their shares cannot 
continue to trade.  They enter into a three-stage delisting procedure (or one stage for GEM 
companies)2 of a minimum of six months each, during which they may submit proposals for the 
resumption of trading.  The Exchange monitors the development of the companies and at the 
end of each stage, makes a determination whether it is appropriate to enter into the next stage.  

 
7.  PN 17 companies must submit their resumption proposals to the Exchange for its approval in 

order for its shares to resume trading.  The proposals must be clear, plausible and coherent and 
include sufficient details, including forecasts and future plans for business development, to 
enable them to be assessed by the Exchange. 

 
8.  A resumption proposal generally involves reactivation and/or acquisitions of businesses. The 

Rules do not set out specific criteria for a resumption proposal, other than the company must 
demonstrate that it carries on sufficient operations1.   It must carry on a business of substance 
and the business model must be viable and sustainable in the longer term.   

 
9.  PN 17 companies may submit resumption proposals at any time during the delisting stages.  

Upon the expiry of each stage and in the absence of a viable proposal, the Exchange will place 
the company into the next delisting stage or if it is in the final stage, cancel its listing. The 
companies may seek a review of the Exchange’s decision to place them into the next delisting 
stage or to delist them3.  
 

(ii) Companies suspended due to material issues 
 

10.  Some companies are identified to have issues such as being the subject of regulatory 
investigations, accounting irregularities, failure to release financial results or significant 

                                                 
1  Rule 13.24 (GEM Rule 17.26) requires an issuer to carry out, directly or indirectly, a business with sufficient operations 

and assets of sufficient value to support its operations to warrant the continued listing of its securities.  
2  The procedure is set out in Practice Note 17 to the Rules (GEM Rule 9.15). 
3  See Chapter 2B of the Rules (Chapter 4 of the GEM Rules) on Review Procedures. 
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weakness in internal controls.  Suspension is required under the Rules for the preservation of a 
fair, orderly and informed market. 

 
11.  Generally, these companies may apply for resumption once the matter giving rise to the 

suspension is addressed and announced to the market.  The resumption proposal generally 
needs to address the following:  

 

(a) Where accounting irregularities or possible fraudulent activities are identified, the board 

would generally form an independent committee to review the issues, conduct an 

investigation and, where possible, take remedial actions.   A number of these companies 

have engaged forensic accountants to investigate the issues and address regulatory concerns 

arising from them. In most cases these companies would be investigated by regulatory or 

law enforcement bodies.  

 

(b) Where the media reports investigations by regulatory authorities, the company would need 

to assess the implications to its operations and whether its public disclosure remains 

materially accurate.  For example, if a company relied on false documents in the course of 

a material acquisition, they should appoint an independent committee to review the matter 

and address any issue about overstatement of assets.   

 

In scenarios (a) and (b) where the allegations are material and there is a concern that the 

company’s published information may be materially inaccurate, trading cannot be conducted in a 

fair, orderly and fully informed basis.  If the Exchange identifies potential violations of laws 

and regulations by the company or its management, it will refer the matters to the relevant 

regulatory authorities4.  It is likely that trading cannot resume until after the matter is addressed.  

 

(c) Where the company is delinquent in publishing its financial results, under the Rules it 

would remain suspended until the accounts are published. 

 

(d) Where there are material internal control deficiencies identified, they must be corrected 

before resumption. An inadequate reporting system undermines the accuracy of information 

disclosed to shareholders.   

 

(e) Where issues giving rise to suspension involve management and directors’ integrity, the 

Exchange must be satisfied that the directors meet the required levels of skill, care and 

diligence; can act honestly and in good faith in the interest of the company as a whole; and 

act for proper purpose5.  
 

12.  The Rules do not specify a delisting procedure for these companies.  If the management is 
unwilling to take action to resolve issues, or where the possible fraudulent activities are the acts 
of management/controlling shareholder, the Exchange may continue suspension or delist the 
company.  Under the Rules, the Exchange may delist a company if it is no longer suitable for 

                                                 
4  For example, if a company’s business or affairs may have been conducted in a manner which is unfairly prejudicial to 

shareholders, the Exchange will refer the case to the Securities and Futures Commission. Under the Securities and Futures 

Ordinance, the Commission may take certain legal actions to protect shareholders. 
5  See Rules 3.08 and 3.09 (GEM Rules 5.01 and 5.02) 
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listing6 or if suspension continues for a prolonged period without the company taking adequate 
action to obtain restoration of listing7.  In making these determinations, the Exchange will have 
regard to the interests of shareholders and the investing public.   
 

(c) Disclosure made by long suspended companies 
 

13.  Like other listed companies, long suspended companies are required to timely publish 
information required under the Listing Rules and the Inside Information Provision under the 
Securities and Futures Ordinance (SFO), including material developments of their operations 
and any inside information.  In addition, they are required to publish information about their 
resumption conditions and provide periodic updates to the market on their progress towards 
meeting the resumption conditions or delisting.   
 

14.  The Exchange currently publishes a monthly long suspension report8 on the HKExnews website 
which summarizes the suspension status of these companies.  As part of its regular monitoring 
activities, the Exchange follows up with long suspended companies on their disclosures and 
requests them to keep the market updated of material information about their business and 
progress to resume trading. 

 

III. GUIDANCE TO PN 17 COMPANIES ON THE RESUMPTION PROPOSALS  

 
15. PN 17 companies are required to submit viable resumption proposals to the Exchange to 

demonstrate their compliance with Rule 13.24 (GEM Rule 17.26) and other resumption 
conditions imposed on it.  

 

(a) Standards for resumption proposals 

 
16. PN 17 companies generally have minimal or no operations and are in severe financial difficulties.  

Their resumption proposals may involve a white knight injecting funds to rescue the company 
and finance its acquisitions of assets or businesses, or the reactivation of its existing businesses. 

 

(i) Business viability and sustainability  

 
17. A resumption proposal needs to demonstrate that the PN 17 company has a viable and 

sustainable business to comply with Rule 13.24 (GEM Rule 17.26).  While there are no 
quantitative criteria in the Rules, the business must have substance and the business model 
should be viable and sustainable in the longer term.    
 

18. When making the assessment, we will take into account the nature and size of the 
restructured/enlarged group’s business, its business model, competitive strengths and future plans, 

                                                 
6  See Rules 6.01 and 6.10 (GEM Rules 9.01 and 9.15) 
7  See Rule 6.04 (GEM Rule 9.14) 
8  Main Board: 

https://www2.hkexnews.hk/-/media/HKEXnews/Homepage/Exchange-Reports/Prolonged-Suspension-Status-Report/psus

penrep_mb.pdf ; 

GEM: 

https://www2.hkexnews.hk/-/media/HKEXnews/Homepage/Exchange-Reports/Prolonged-Suspension-Status-Report/psus

penrep_gem.pdf  

http://www.hkexnews.hk/reports/issuerinfo/issuerinfo.htm
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and its business performance and financial conditions e.g. profitability and sufficiency of assets 
and funds.  The onus is on the company to provide all relevant information to prove its case: 

 

  The proposal should clearly describe the business model and contain sufficient details to 

support its viability, including a track record that indicates a meaningful scale of operations 

and a sustainable level of profitability, and a detailed business plan and credible evidence 

to support the achievability of its profit forecasts.  A business that has a low profit margin 

or is loss making raises concern on the viability of its business model.  

 

  The proposal should demonstrate that the group has sufficient assets and funds to achieve 

its business plans and the expected level of operations.   It should also include a concrete 

plan for the use of proceeds from the fund raising exercise.  If the group’s assets would 

substantially comprise cash which is far beyond that needed for its present or projected 

business operations, the proposal would not be accepted as a cash company is not regarded 

as suitable for listing. 

 

(ii) Application of the reverse takeover Rules 

 
19. The reverse takeover Rules 9  govern backdoor listing transactions and seek to prevent 

circumvention of the new listing requirements.   
 

20. Resumption proposals may involve PN 17 companies making acquisitions of new businesses to 
improve their scale of operations and financial positions.  As these companies generally retain 
minimal operations and assets, the acquisitions would be very substantial to them and would 
likely trigger the reverse takeover Rules.  

 
21. Guidance on the application of the reverse takeover Rules is set out in Guidance Letter 

HKEX-GL104-19.  
 
22. Where the acquisitions constitute reverse takeovers, a PN17 company will be treated as if it were 

a new listing applicant10. 
 

 

 

 

(iii) Interests of minority shareholders 

 
23. Resumption proposals generally involve issuance of substantial amount of securities to raise 

funds for acquisitions of businesses, repayment of debts and/or future operations.  This would 
result in a material dilution of the minority shareholders’ interests in the PN 17 company.  
 

                                                 
9  Rule 14.06B (GEM Rule 19.06B) defines “reverse takeover” as an acquisition or a series of acquisitions of assets which, 

in the Exchange’s opinion, constitutes an attempt to list the assets acquired and/or to be acquired and circumvent the new 

listing requirements.  Note 1 of the Rule provides factors that the Exchange will normally take into account in applying 

the principle based test and Note 2 of the Rule sets out the bright line tests which apply to two specific forms of reverse 

takeovers.  
10  See Rule 14.54 (GEM Rule 19.54) 



 

 
 

6 

 

24. When reviewing a resumption proposal, the Exchange will take into account the benefit of the 
proposal to the company’s minority shareholders.  It views cases negatively where there is 
material dilution in the minority shareholders’ interests in the company as any recovery to them 
would be insignificant.   In these cases, the Exchange would require the PN 17 company to 
address the issue on material dilution, for example, by providing the minority shareholders with 
the opportunities to subscribe for securities through a pre-emptive offer.   

 

(iv) Other resumption conditions 

 
25. The Exchange may impose other resumption conditions on individual PN 17 companies based on 

the circumstances of each case.  In general, many PN 17 companies are found to have other 
issues, including: 

 

 material internal control deficiencies – the company should engage independent advisers to 

review the restructured/enlarged group’s internal control system and rectify all material 

weaknesses identified as an inadequate control system undermines the accuracy of 

information disclosed to the market.  It needs to demonstrate that it has put in place an 

adequate and effective internal control system; and 

 

 failure to comply with the financial reporting requirements – the company must publish all 

outstanding financial results required by the Rules11 and address any audit modifications. 

 
26. The companies must also demonstrate their compliance with all applicable Listing Rules.  
 

(b) Administrative requirements for resumption proposals  

 

(i) Time frame for submitting and implementing resumption proposals 

 
27. PN 17 companies should submit resumption proposals to the Exchange as soon as they can and 

in any event not less than 10 business days before the end of the relevant delisting stage.  This 
is intended to allow adequate time for the Exchange to evaluate the proposal. If a company 
submits a proposal at a very late stage, it runs the risk of the proposal failing to meet the 
Exchange’s requirements and the company’s listing being cancelled.  

 
28. Where the Exchange allows a PN 17 company to proceed with its resumption proposal, it will 

require the company to complete the proposal within a reasonable period determined based on 
individual circumstances.     

 
29. If the company fails to complete the proposal before the deadline or the proposal does not 

materialise for any reason, the Exchange would place the company in the next delisting stage, or 
if it is in the final stage, proceed to cancel its listing. 

 

(ii) Content and documentary requirements for resumption proposals 

 

                                                 
11  Under Rule13.50, trading in a company will be suspended if it fails to publish period financial information as required by 

the Rules.  The suspension will remain in force until the company has announced the requisite financial information.  

(See also guidance under Listing Decision LD53-3 (2006) for GEM companies.) 
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30. Resumption proposals should be clear, plausible and coherent, and contain sufficient detail to 
enable them to be assessed by the Exchange.    
 

31. A resumption proposal should be submitted to us in its substantially final form. Major terms of 
the transactions and arrangements contemplated under the proposal should be supported by 
signed agreements. A proposal with terms yet to be finalized evidenced by a memorandum of 
understanding would generally not be accepted.   

 
32. The proposal should be accompanied by a draft circular (or if a circular is not required under the 

Rules, a draft announcement) for the proposal in substantially final form.   In addition to the 
disclosure required by applicable Rule requirements, the circular should also include the 
following information to enable the Exchange to assess the viability and sustainability of the 
restructured/enlarged group’s business, and the dilution impact on the company’s minority 
shareholders: 

 

 a detailed description of the business, including the products and services provided, the 

business model, market competition, the group’s competitive strength and business 

strategies, major customers and suppliers, licenses and permits required for the business, 

etc. 

 

 a clear and detailed plan for the future development of the restructured/enlarged group’s 

business, and how the company would achieve it; 

 

 the intended use of proceeds from any proposed fund raising exercises; 

 

 the historical financial information of the restructured/enlarged group’s business, with the 

management discussion and analysis of the business performance and financial conditions. 

Where applicable, the draft accountants’ report or management accounts on the target to be 

acquired should include figures in final or advanced form; 

 

 the restructured/enlarged group’s profit forecast for at least the period up to the 

forthcoming financial year end12, with all principal assumptions and the management 

discussion and analysis of any material fluctuations compared to the historical track record 

of the business;   

 

 a statement of sufficient working capital by the directors for at least 12 months from the 

expected date of trading resumption11; 

 

 pro forma financial information of the restructured/enlarged group; 

 

 where applicable, an expert report (e.g. property valuation report, competent person’s 

report on mineral assets) required by the Rules in final or advanced form.  If the expert 

has not yet signed off his report, the draft circular should be submitted together with the 

                                                 
12  The company should submit the profit and cashflow forecast memorandum together with draft comfort letters from the 

company’s financial advisers and auditors under Rules 14.62(2) and (3) (GEM Rules 19.62 (2) and (3)). 
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expert’s confirmation that no material change is expected to be made to the draft report, 

subject to unforeseen subsequent events which are out the expert’s control; and 

 

 information showing the changes in the company’s shareholding structure as a result of the 

implementation of the resumption proposal. 
 

33. The resumption proposal should also include information and documents to demonstrate the 
company’s fulfillment of other resumption conditions before trading resumption.  These include 
and are not limited to: 

 

 an advanced draft of all outstanding financial results of the company, and the company’s 

actions and plans to address any audit modifications; and/or 

 

 the results of any internal control review for the group conducted by an independent 

professional firm and the company’s actions and plans to rectify the weaknesses identified.  

Where the proposal involves any material acquisition, the company should have engaged 

the professional firm to conduct an internal control review before trading resumption.  

 
34. Resumption proposals that are not genuine or lack sufficient details and credibility would be 

rejected.  
 

IV. GUIDANCE TO COMPANIES SUSPENDED DUE TO MATERIAL ISSUES 
 
35. Listed companies may face incidents or events indicating possible irregularities with their groups.  

Set out below are some examples: 
 

Case 1  
 

 Accounting irregularities have been identified by the company’s auditors when performing 
the audit procedures.  The auditors issued a disclaimer of opinion on the company’s 
accounts (or they resigned and the accounts were not released) because the company was 
unable to provide information or explanations for the material issues to the auditors’ 
satisfaction.  The issues include and are not limited to: 
 
- discrepancies between the group’s accounting records on the transactions and balances 

with certain customers and/or suppliers and the information independently obtained by 

the auditors; 

 

- concern about the authenticity of documents in the group’s accounting records on bank 

balances; 

 

- lack of information and evidence to substantiate the existence or ownership of material 

assets; and/or 

 

- concern about the nature and commercial substance of some material transactions.  
 

Case 2 
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 The company cannot timely publish its audited accounts (or the auditors issued a 
disclaimer of opinion on the accounts) because the company has failed to keep proper 
books and records for the group, for example, some accounting records of a major 
subsidiary were lost during the relocation of office in the Mainland.      

 
Case 3 

 
 Potentially fraudulent activities (e.g. misappropriation of assets or funds) are discovered by 

the company’s board of directors, for example: 
 

- material assets of the group have been transferred to third parties without the approval 

of the board; 

 

- a major subsidiary has received claims from banks for repayment of loans or 

guarantees given by the subsidiaries for bank loans granted to some third parties, but 

the board has no prior knowledge of such loans or guarantees. 
 

Case 4 
 

 The company (or any group members) and/or its directors are being investigated by 
regulatory authorities for material breach of laws or regulation.  The investigation raises 
concern whether the company’s published accounts and other disclosure in the public 
domain remain materially accurate, for example:    

 
- the company is suspected to have disclosed false or materially misleading information 

in its public documents; 

 

- the investigation relates to allegations that some directors used false documents to 

mislead the company’s board and shareholders in the course of a material acquisition 

made by the company. 

 
Case 5 

 
 The company’s directors (but not the company or its subsidiaries) are being investigated by 

regulatory authorities for material breach of laws or regulations, for example, offenses of 
bribery in relation to certain matters or transactions.      

 
36. In the circumstances described above, the company’s board of directors should look into the 

matter immediately and assess whether the company has a disclosure obligation under the Rules 
and/or the SFO.   
 

37. For investor protection and maintenance of an orderly market, a trading halt or suspension would 
be necessary if:  

 
 the company cannot timely announce material information relating to or arising from the 

matter13;  

                                                 
13  Under Rule 13.10A (GEM Rule 17.11A), a trading halt or suspension is required if the company cannot promptly 

announce any inside information under the SFO and Rule 13.09 (GEM Rule 17.10). 
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 the matter raises concern that the shareholders’ investments and the company’s assets are 

not properly safeguarded, and the company’s published accounts or other disclosures in the 
public domain are materially inaccurate or misleading. For example, there are potentially 
fraudulent activities in the group and/or significant deficiencies in the internal control 
system; and/or 

 
 the company cannot publish its financial results by the due date according to the Rules14.    
 

38. The procedures for lifting the trading halt or suspension will depend on the circumstances of 
each case.   
 

39. The company’s board of directors, including its independent non-executive directors, should 
review the matter as soon as practicable and determine any further actions that the company 
needs to take.  For cases involving regulatory investigations, the board may need to ascertain 
the nature and particulars of the investigations. 

 
40. If any director of the company is, or is suspected to be, involved in the matter, the board should 

consider setting up a special committee to review the matter to avoid any conflict of interests 
which may arise during the review process.  The special committee should also assess whether 
the relevant director can discharge his duties in the group and comply with Rules 3.08 and 3.09 
(GEM Rules 5.01 and 5.02) 15  while the internal review process and/or the regulatory 
investigation continues. 

 
41. The board or special committee should consider engaging independent experts to assist them in 

reviewing the matter, particularly in the following circumstances:   
 
 where the matter involves or indicates potentially fraudulent activities such as false 

accounting or misappropriation of assets (e.g. cases 1, 3 and 4), it should be investigated by 
forensic accountants with sufficient resources and professional staff with relevant 
qualifications and experiences in handling cases with similar nature and complexity; 

 
 where the matter raises concern about the reliability of the internal control system (e.g. 

cases 1 to 4), independent experts should be engaged to review the system and to identify 
material weaknesses with recommended remedial actions.     

 
42. The board or special committee should consider the findings of the review or investigation, 

assess the impact on the group, and ensure that the company takes appropriate remedial actions 
to address the regulatory concerns. 

 

43. Before trading resumption, the company should demonstrate to the Exchange’s satisfaction that it 
has addressed all material issues. For example, the company should demonstrate that: 

 

                                                 
14  Under Rule 13.50, trading in a company will be suspended if it fails to publish periodic financial information as required 

by the Rules.  The suspension will remain in force until the company has announced the requisite financial information.  

(See also guidance under Listing Decision LD53-3 (2006) for GEM companies.) 
15  The Rules state that each director must meet the required levels of skill, care and diligence; can act honestly and in good 

faith in the interest of the company as a whole; and act for proper purpose. 
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 in cases 1, 3 and 4:  
 

- it has rectified any material misstatements or errors in its accounts, and has published 
information that is accurate and not misleading, to enable the investing public to 
appraise its position;  

 

- it has made necessary changes to the company’s board of directors to ensure 
compliance with Rules 3.08 and 3.09 (see paragraph 11(e)); and 

 

 in cases 1 to 4: 
 

- it has put in place an adequate and effective internal control system;  
 

- it has published all outstanding financial results and addressed any audit modifications; 
and 

 

- it has disclosed any other inside information required under the SFO and Rule 13.09 
(GEM Rule 17.10). 

 

44. In case 5, the investigation is initiated against the directors relating to some specific matters or 
transactions, and does not indicate false accounting or material irregularities within the group: 

 

 trading may resume after the company has announced sufficient information to allow the 
investing public to appraise the position of the company in light of the regulatory 
investigation, including the nature and particulars of the investigation, the board’s 
assessment of the impact of the matter on the group and whether the relevant directors are 
able to discharge their duties in the group while the investigation continues.   
 

 where any material development of the investigation raises concern about the integrity of 
the relevant directors, the company would need to demonstrate compliance with Rules 3.08 
and 3.09.   

 

45. The Exchange acknowledges that in many cases the issues are complex and the companies 
require considerable time to investigate and resolve the issues.  However, in the interest of a fair 
and continuous market for the trading of listed securities, any suspension for a prolonged period 
should be avoided as it denies investors access to the market and prevents its proper functioning.   

 

46. Listed companies should, as soon as they can after the trading suspension, submit concrete plans 
to the Exchange to demonstrate how they would resolve the issues and fulfill the resumption 
conditions, with an expected timetable for the major milestones.  The Exchange may delist any 
problematic company if it is no longer suitable for listing or where suspension continues for a 
prolonged period without the company taking adequate action to resume trading. 

 

**** 
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HKEx GUIDANCE LETTER 

HKEx-GL47-13 (Published in January 2013) 

 

Subject Continuing obligations under Chapter 18 

Listing Rules and 

Regulations 

Main Board Rules 18.14 to 18.18 

GEM Rules 18A.14 to 18A.18 

 

Important note: This letter does not override the Listing Rules and is not a substitute for 

advice from qualified professional advisers. If there is any conflict or inconsistency between 

this letter and the Listing Rules, the Listing Rules prevail. You may consult the Listing 

Division on a confidential basis for an interpretation of the Listing Rules, or this letter. 

 
A. Background and Purpose 
 
1. This letter assists Mineral Companies and listed issuers that publicly disclose details 

of resources and/or reserves (the R18.15 Companies) by giving guidance for the 
better discharge of their continuing obligations under Chapter 18 of Main Board Rules 
(Chapter 18A of GEM Rules). 
 

2. The revised Chapter 18 of Main Board Rules (Chapter 18A of GEM Rules) became 
effective on 3 June 2010.  Since then, the Exchange has reviewed the operation of 
Chapter 18 by looking at specific required disclosures in annual reports for Mineral 
Companies and R18.15 Companies.  It has identified certain disclosure areas that 
could be improved.  
 

B. Relevant Rules 
 
3. Definition of Mineral Company under Chapter 18: 

 
“Mineral Company” a new applicant whose Major Activity 

(whether directly or through its 

subsidiaries) is the exploration for and/or 

extraction of Natural Resources, or a 

listed issuer that completes a Relevant 

Notifiable Transaction involving the 

acquisition of Mineral or Petroleum 

Assets. 
 
Note: “Natural Resources” includes both minerals and oil and gas. 
 

4. Extracts of provisions relating to continuing obligations under Main Board Chapter 18: 
 

CONTINUING OBLIGATIONS 

 

Disclosure in reports 

 

18.14  A Mineral Company must include in its interim (half-yearly) and annual 

reports details of its exploration, development and mining production 
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activities and a summary of expenditure incurred on these activities during 

the period under review. If there has been no exploration, development or 

production activity, that fact must be stated. 

 

Publication of Resources and Reserves 

 

18.15  A listed issuer that publicly discloses details of Resources and/or Reserves 

must give an update of those Resources and/or Reserves once a year in its 

annual report, in accordance with the reporting standard under which 

they were previously disclosed or a Reporting Standard. 

 

18.16  A Mineral Company must include an update of its Resources and/or 

Reserves in its annual report in accordance with the Reporting Standard 

under which they were previously disclosed. 

 

18.17  Annual updates of Resources and/or Reserves must comply with rule 18.18. 

 

Note:  Annual updates are not required to be supported by a 

Competent Person’s Report and may take the form of a no 

material change statement. 

 

STATEMENTS ON RESOURCES AND/OR RESERVES 

 

Presentation of data 

 

18.18  Any data presented on Resources and/or Reserves by a Mineral Company 

in a listing document, Competent Person’s Report, Valuation Report or 

annual report, must be presented in tables in a manner readily 

understandable to a non-technical person. All assumptions must be clearly 

disclosed and statements should include an estimate of volume, tonnage 

and grades. 

 
C. Guidance  

 
5. The main purpose of imposing continuing obligations under Chapter 18 is to ensure 

that investors are provided with significant, relevant and reliable information about 
companies engaged in exploration and production of natural resources. The following 
guidance on disclosures is not meant to be exhaustive.  A listed issuer should assess its 
own situation to decide whether additional disclosures are appropriate. 
 

6. The Exchange expects Mineral Companies and R18.15 Companies to observe the 
following when preparing annual reports/interim reports in accordance with the above 
provisions of Chapter 18:   

 
C.1 Interim and annual reports 
 

Exploration, development and mining production activities 
 

7. For the disclosures on exploration, development and mining production activities in 
the interim and annual reports: 
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(i) Details of exploration activities including number, average size, total length of 

holes drilled during the review period. 

(ii) Details of development activities including progress on the mining structure or 

infrastructure.   

(iii) Details of mining activities including quantity of mineral ore being mined 

during the period under review by project or at least a separate discussion on 

major projects. 

(iv) Details of new contracts and commitments entered into during the period 

including those related to infrastructure projects (road and railway), 

subcontracting arrangements and purchases of equipment.  

If a Mineral Company has several mineral assets/projects on hand, it should consider 

presenting this information on a project basis. 
 
Expenditures incurred 
 

8. The summary of expenditures incurred should not be limited to operating expenses, i.e. 
costs that were directly charged to income statement during the period they were 
incurred.   A Mineral Company should also disclose the capital expenditures incurred, 
which could be much more significant than operating expenses. 
 

9. Common expenses include mining costs, processing costs, transportation, royalties or 
fees payable to government and financing costs.   A Mineral Company, depending on 
its own situation, should consider providing a further breakdown of expenses incurred 
in order to provide more meaningful information to its shareholders and enhance the 
transparency of its activities (e.g. separately disclose labour costs incurred for mining 
activities and processing activities). 

 
C.2 Annual reports 

 
Annual updates on resources and reserves 
 

10. Generally, Rules 18.15 to 18.18 require a Mineral Company or a R18.15 Company to 
provide updates of its resources and reserves in a table and present it in a readily 
understandable manner in its annual reports.  In addition, it should disclose the 
assumptions adopted.  For any material change of assumption as compared with 
previous disclosed estimates, it is expected that the reasons for such changes should 
also be disclosed. 
 

11. It would be useful for a Mineral Company to include a discussion on the reasons for 
changes in the resources and reserves estimates.  Examples include changes in 
geological confidence level, additional drilling information becoming available, 
amount of mineral mined during the period etc. 

 
**** 




